GA@ U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

February 17, 2022

The President
The President of the Senate
The Speaker of the House of Representatives

Financial Audit: FY 2021 and FY 2020 Consolidated Financial Statements of the U.S.
Government

This report transmits the results of GAO’s audit of the U.S. government’s fiscal years 2021 and
2020 consolidated financial statements. GAO’s audit report is incorporated on page 228 in the
enclosed Fiscal Year 2021 Financial Report of the United States Government (2021 Financial
Report) that the Secretary of the Treasury prepared in coordination with the Director of the
Office of Management and Budget (OMB).

To operate as effectively and efficiently as possible, Congress, the administration, and federal
managers must have ready access to reliable and complete financial and performance
information—both for individual federal entities and for the federal government as a whole. Our
report on the U.S. government’s consolidated financial statements for fiscal years 2021 and
2020 discusses progress that has been made but also underscores that much work remains to
improve federal financial management and that the federal government continues to face an
unsustainable long-term fiscal path.!

The federal government took unprecedented actions in response to the COVID-19 pandemic to
protect public health and reduce economic impacts on individuals and businesses during fiscal
years 2021 and 2020. These ongoing efforts are reflected in the net cost, assets, liabilities, and
budget deficit reported in the U.S. government’s consolidated financial statements for fiscal
years 2021 and 2020. The ultimate cost of these actions and any future actions in response to
the pandemic and their impact on the federal government’s financial condition will not be fully
known for some time.

The federal government’s response to the COVID-19 pandemic includes net costs for fiscal
years 2021 and 2020 related to small business loan guarantees of $297 billion (2021) and $527
billion (2020), primarily for the Paycheck Protection Program (PPP); economic impact payments
and recovery rebate credits of $570 billion (2021) and economic impact payments of $275 billion
(2020); and Department of Labor program costs of $313 billion (2021) and $352 billion (2020),
primarily related to unemployment benefits.

1As discussed later in this report, an unsustainable long-term fiscal path is a situation where federal debt held by the
public grows faster than gross domestic product (GDP) over the long term.
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Significant assets and liabilities as of September 30, 2021, and 2020, resulting from the federal
government’s response to the COVID-19 pandemic include

e advances of $254 billion (2021) and $173 billion (2020), primarily as a result of aid to state,
local, territorial, and tribal governments and Medicare providers;

e loans under the Economic Injury Disaster Loan (EIDL) program, representing almost all of
the $244 billion (2021) and $181 billion (2020) in net disaster loans;

e equity investments in special purpose vehicles of $26 billion (2021) and $108 billion (2020),
which the Federal Reserve established during fiscal year 2020 to enhance the liquidity of the
U.S. financial system;2

e cash and other monetary assets of $1,927 billion (2020) resulting from the Department of
the Treasury maintaining an elevated cash balance to maintain prudent liquidity in light of
the size and relative uncertainty of COVID-19 pandemic-related outflow;3 and

e loan guarantee liabilities of $231 billion (2021) and $520 billion (2020), primarily related to
the PPP.4

COVID-19 pandemic—related budget expenditures totaled $1.8 trillion in fiscal year 2021 and
$1.6 trillion in fiscal year 2020, increasing the budget deficit. During fiscal year 2020, primarily
due to a budget deficit of $3.1 trillion and an increase in cash and other monetary assets, debt
held by the public increased by $4.2 trillion to $21.0 trillion. During fiscal year 2021, primarily
due to a budget deficit of $2.8 trillion, offset by decreases in cash and other monetary assets,
debt held by the public increased by $1.3 trillion to $22.3 trillion.

Our audit report on the U.S. government’s consolidated financial statements is enclosed. In
summary, we found the following:

o Certain material weaknesses?s in internal control over financial reporting and other limitations
resulted in conditions that prevented us from expressing an opinion on the accrual-based
consolidated financial statements as of and for the fiscal years ended September 30, 2021,
and 2020.6 About 30 percent of the federal government’s reported total assets as of

2As discussed in Note 8, Investments in Special Purpose Securities, to the consolidated financial statements, equity

investments in special purpose vehicles decreased to $26 billion in fiscal year 2021 from $108 billion in fiscal year
2020 primarily because the Department of the Treasury and the Federal Reserve amended several of the special
purpose vehicle agreements and the Federal Reserve returned equity investments to Treasury.

3As discussed in Note 2, Cash and Other Monetary Assets, to the consolidated financial statements, cash and other

monetary assets decreased in fiscal year 2021 because Treasury reduced the cash balance in fiscal year 2021 to
well under its prudent policy level because of debt limit constraints.

4The change from fiscal year 2020 to fiscal year 2021 is primarily due to new guarantees of $304 billion, offset by
loan forgiveness payments to lenders of $558 billion.

SA material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting, such
that there is a reasonable possibility that a material misstatement of the entity’s financial statements will not be
prevented, or detected and corrected, on a timely basis. A deficiency in internal control exists when the design or
operation of a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, misstatements on a timely basis.

6The accrual-based consolidated financial statements as of and for the fiscal years ended September 30, 2021, and
2020, consist of the (1) Statements of Net Cost, (2) Statements of Operations and Changes in Net Position,

(3) Reconciliations of Net Operating Cost and Budget Deficit, (4) Statements of Changes in Cash Balance from
Budget and Other Activities, and (5) Balance Sheets, including the related notes to these financial statements. Most
revenues are recorded on a modified cash basis.

Page 2 GAO0-22-105122 U.S. Government’s 2021 and 2020 Consolidated Financial Statements



September 30, 2021, and approximately 18 percent of the federal government’s reported net
cost for fiscal year 2021 relate to significant federal entities that received a disclaimer of
opinion” or qualified opinion® on their fiscal year 2021 financial statements or whose fiscal
year 2021 financial information was unaudited.®

e Significant uncertainties (discussed in Note 25, Social Insurance, to the consolidated
financial statements), primarily related to the achievement of projected reductions in
Medicare cost growth, prevented us from expressing an opinion on the sustainability
financial statements, which consist of the 2021 and 2020 Statements of Long-Term Fiscal
Projections; 10 the 2021, 2020, 2019, 2018, and 2017 Statements of Social Insurance;'" and
the 2021 and 2020 Statements of Changes in Social Insurance Amounts. About $48.2
trillion, or 68 percent, of the reported total present value of future expenditures in excess of
future revenue presented in the 2021 Statement of Social Insurance relates to Medicare
programs reported in the Department of Health and Human Services’ (HHS) 2021 Statement
of Social Insurance, which received a disclaimer of opinion. A material weakness in internal
control also prevented us from expressing an opinion on the 2021 and 2020 Statements of
Long-Term Fiscal Projections.

e Material weaknesses resulted in ineffective internal control over financial reporting for fiscal
year 2021.

A disclaimer of opinion arises when the auditor is unable to obtain sufficient, appropriate audit evidence to provide a
basis for an audit opinion, and the auditor concludes that the possible effects on the financial statements of
undetected misstatements, if any, could be both material and pervasive and accordingly does not express an opinion
on the financial statements.

8A qualified opinion arises when the auditor is able to express an opinion on the financial statements except for
specific areas where the auditor was unable to obtain sufficient and appropriate evidence, and the auditor concludes
that the possible effects on the financial statements of undetected misstatements, if any, could be material but not
pervasive.

9The Department of Defense received a disclaimer of opinion on its fiscal years 2021 and 2020 financial statements.
The Small Business Administration (SBA) received a disclaimer of opinion on its fiscal year 2021 balance sheet and
its remaining statements were unaudited; SBA received a disclaimer of opinion on its fiscal year 2020 financial
statements. The Department of Labor received a qualified opinion on its fiscal year 2021 financial statements but
received an unmodified opinion on its fiscal year 2020 financial statements. The 2021 Schedules of the General Fund
of the U.S. Government were not audited to allow Treasury sufficient time to continue to implement a remediation plan
to address the issues we reported as part of our disclaimer of opinion on the fiscal year 2020 Schedules of the
General Fund. Also, for fiscal years 2021 and 2020, the financial information for Security Assistance Accounts was
unaudited.

10The 2021 and 2020 Statements of Long-Term Fiscal Projections present, for all the activities of the federal
government, the present value of projected receipts and noninterest spending under current policy without change,
the relationship of these amounts to projected GDP, and changes in the present value of projected receipts and
noninterest spending from the prior year. These statements also present the fiscal gap, which shows the combination
of noninterest spending reductions and receipts increases necessary to hold debt held by the public as a share of
GDP at the end of the projection period to its value at the beginning of the period. The valuation date for the
Statements of Long-Term Fiscal Projections is September 30.

11The Statements of Social Insurance present the present value of revenue and expenditures for social benefit
programs, primarily Social Security and Medicare. These statements are presented for the current year and each of
the 4 preceding years as required by U.S. generally accepted accounting principles. For the Statements of Social
Insurance, the valuation date is January 1 for the Social Security and Medicare programs, October 1 for the Railroad
Retirement program, and September 30 for the Black Lung program.
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e Material weaknesses and other scope limitations, discussed above, limited tests of
compliance with selected provisions of applicable laws, regulations, contracts, and grant
agreements for fiscal year 2021.

Overall, the federal government has made significant strides in improving financial management
since key federal financial management reforms were enacted in the 1990s. Twenty-one of the
24 Chief Financial Officers Act of 1990 (CFO Act) agencies received unmodified (“clean”)
opinions on their respective entities’ fiscal year 2021 financial statements, up from six CFO Act
agencies that received clean audit opinions for fiscal year 1996.2 In addition, accounting and
financial reporting standards have continued to evolve to provide greater transparency and
accountability over the federal government’s operations and financial condition, including long-
term sustainability. We have reported areas where financial management can be improved,
including standardizing the responsibilities of chief financial officers, preparing government-wide
and agency-level financial management plans, and better linking performance and cost
information for decision-making. '3

While the U.S. government's consolidated financial statements provide a high-level summary of
the financial position, financial condition, and operating results for the federal government as a
whole, substantial benefits have been achieved as a result of agencies’ preparation and audit of
financial statements, including

o useful and necessary insight into government operations, including the agencies’ financial
conditions;

¢ increased federal agency accountability to Congress and citizens, including independent
assurance about the reliability of reported financial information;

e greater confidence to stakeholders (governance officials, taxpayers, consumers, or
regulated entities) that federal funds are being properly accounted for and assets are
properly safeguarded;

e an assessment of the reliability and effectiveness of systems and related internal controls,
including identifying control deficiencies that could lead to fraud, waste, or abuse;

¢ afocus on information security;

e early warnings of financial management issues; and

¢ identification of noncompliance with laws and regulations, which can present challenges to
agency operations.

The preparation and audit of individual federal entities’ financial statements have also identified
numerous deficiencies, leading to corrective actions to strengthen federal entities’ internal
controls, processes, and systems. For instance, the Department of Veterans Affairs took
corrective actions to address auditor-identified deficiencies, resulting in improvements in internal
controls over obligations, undelivered orders, accrued expenses, and entity-level controls,

12The 21 agencies include the Department of Health and Human Services, which received an unmodified (“clean”)

opinion on all statements except the Statements of Social Insurance and the Statements of Changes in Social
Insurance Amounts.

13GAO, Federal Financial Management: Substantial Progress Made since Enactment of the 1990 CFO Act;
Refinements Would Yield Added Benefits, GAO-20-566 (Washington, D.C.: Aug. 6, 2020).
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including the Chief Financial Officer’s organizational structure, that reduced two material
weaknesses to significant deficiencies. 4

However, since the federal government began preparing consolidated financial statements, for
fiscal year 1997, three major impediments have continued to prevent us from rendering an
opinion on the federal government’s accrual-based consolidated financial statements: (1)
serious financial management problems at the Department of Defense (DOD), (2) the federal
government’s inability to adequately account for intragovernmental activity and balances
between federal entities, and (3) weaknesses in the federal government’s process for preparing
the consolidated financial statements. In addition, the Small Business Administration (SBA),
which had substantial activity related to the COVID-19 pandemic response, was unable to
obtain an opinion on its fiscal year 2021 and 2020 financial statements, after years of receiving
clean opinions.

DOD continues to take positive steps to improve its financial management but faces long-
standing issues. After many years of working toward financial statement audit readiness, DOD
underwent full financial statement audits for fiscal years 2018 through 2021. These audits
resulted in disclaimers of opinion, material weaknesses in internal control over financial
reporting (28 in fiscal year 2021 and 26 in fiscal year 2020), and thousands of audit findings.
Some of the material weaknesses—such as an inability to account for its property and
equipment and ineffective information system controls—are examples of long-standing
weaknesses at DOD.

DOD leadership identified a number of financial management-related benefits from these
department-wide audits, as well as operational improvements. Specifically, DOD stated that
some of the benefits of the audit process included the following:

¢ Inventories of real property resulted in improved accuracy of real property records.

¢ Initiatives to locate untracked or excess material identified more than $3 billion of material
that was made available for redeployment.

e The identification of approximately $50 million of available funding that was subsequently
used for a command’s mission support.

DOD has acknowledged that achieving a clean audit opinion will take time. In fiscal years 2021
and 2020, DOD management prioritized certain critical areas (e.g., information technology, real
property, and inventory) for improvement. DOD reported that it uses the number of audit
findings closed and material weaknesses downgraded from year to year to measure progress
toward that goal. DOD also tracks progress by the number of components moving from
disclaimers of opinion to clean audit opinions. While DOD’s fiscal year 2021 audit resulted in
a net increase of two material weaknesses, one previously reported material weakness was
downgraded to a significant deficiency and DOD reported that over 13 percent of findings from
prior year financial statement audits were closed.

Various efforts are also under way to address the other two major impediments to rendering an
opinion on the accrual-based consolidated financial statements. Regarding the government’s
inability to adequately account for intragovernmental activity and balances between federal
entities, during fiscal year 2021, Treasury continued to provide information and assistance to

14A significant deficiency is a deficiency, or a combination of deficiencies, in internal control over financial reporting
that is less severe than a material weakness yet important enough to merit attention by those charged with
governance.
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significant component entities to aid in resolving their intragovernmental differences.'s Treasury
also issued additional guidance to federal entities related to accounting for intragovernmental
transactions. Regarding weaknesses in the federal government’s process for preparing the
consolidated financial statements, in recent years, Treasury’s corrective actions have included
improving systems and implementing new processes for preparing the consolidated financial
statements, enhancing guidance for federal entity financial reporting, and implementing
procedures to address certain internal control deficiencies detailed in our August 2021
management report.6 In addition to Treasury’s and OMB’s continued leadership, federal
entities’ strong and sustained commitment is critical to fully addressing these issues.

SBA’s auditor reported that the urgent need for SBA to implement COVID-19 pandemic—related
programs as quickly and efficiently as possible led to deficiencies in internal control
processes.’” SBA’s auditor reported several material weaknesses in internal control, including
control deficiencies in (1) approvals, reporting, review, forgiveness, and service provider
oversight related to PPP and (2) eligibility, recording, and service provider oversight related to
the EIDL program. We, along with SBA’s Office of Inspector General, have also reported
concerns with SBA’s internal controls over PPP and the EIDL program and have made several
recommendations to SBA related to its COVID-19 programs. These weaknesses limit the
reliability of SBA’s financial reporting and increase the risk of fraud and improper payments.

The material weaknesses underlying these three major impediments, as well as the
weaknesses identified at SBA, (1) hamper the federal government’s ability to reliably report a
significant portion of its assets, liabilities, costs, and other related information; (2) affect the
federal government’s ability to reliably measure the full cost, as well as the financial and
nonfinancial performance, of certain programs and activities; (3) impair the federal government’s
ability to adequately safeguard significant assets and properly record various transactions; and
(4) hinder the federal government from having reliable, useful, and timely financial information to
operate effectively and efficiently. We have made a number of recommendations to OMB,
Treasury, DOD, and SBA to address these issues.'8 These entities have taken or plan to take
actions to address these recommendations.

In addition to the material weaknesses referred to above, we identified two other continuing
material weaknesses. These are the federal government’s inability to (1) determine the full
extent to which improper payments occur and reasonably assure that appropriate actions are
taken to reduce them and (2) identify and resolve information security control deficiencies and
manage information security risks on an ongoing basis. The fiscal year 2021 government-wide
total of reported estimated improper payments was $281 billion. However, this amount does not
include improper payment estimates for certain programs. For example, improper payment

150MB and Treasury have identified 40 federal entities that are significant to the U.S. government’s fiscal year 2021

consolidated financial statements, including the 24 CFO Act agencies. See app. A of the Fiscal Year 2021 Financial
Report of the United States Government for a list of the 40 entities.

16GAO, Management Report: Continued Improvements Needed in the Processes Used to Prepare the U.S.
Consolidated Financial Statements, GAO-21-587 (Washington, D.C.: Aug. 12, 2021).

17Small Business Administration, Agency Financial Report for Fiscal Year 2021 (Washington, D.C.: Nov. 15, 2021).

18See GAO-21-587. In addition, see GAO, DOD Financial Management, accessed Feb. 9, 2022,

https://www.gao.gov/highrisk/dod_financial_management. Further, other auditors have made recommendations to
DOD and SBA for improving their financial management. See GAO, High Risk Area: Emergency Loans for Small
Businesses, accessed Feb. 9, 2022, https://www.gao.gov/highrisk/emergency-loans-small-businesses.
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estimates were not reported for PPP, HHS’s Temporary Assistance for Needy Families, HHS'’s
Advance Premium Tax Credit, and the Department of Agriculture’s Supplemental Nutrition
Assistance Program.

Our audit report presents additional details concerning these material weaknesses and their
effect on the accrual-based consolidated financial statements and managing federal
government operations. Until the problems outlined in our audit report are adequately
addressed, they will continue to have adverse implications for the federal government and the
American people.

The 2021 Statement of Long-Term Fiscal Projections and related information in Note 26, Long-
Term Fiscal Projections, to the consolidated financial statements and in the unaudited Required
Supplementary Information section of the 2021 Financial Report show that, based on current
revenue and spending policies, the federal government continues to face an unsustainable long-
term fiscal path. GAO and the Congressional Budget Office (CBO) also prepare long-term
federal fiscal simulations, which continue to show federal debt held by the public rising as a
share of gross domestic product (GDP) in the long term.® This situation—in which debt held by
the public grows faster than GDP—means the federal government’s long-term fiscal path is
unsustainable.

GAO, CBO, and the 2021 Financial Report, although using somewhat different assumptions, all
project that debt held by the public as a share of GDP (debt-to-GDP) will surpass its historical
high (106 percent in 1946) in the next 10 years. Health care and Social Security remain key
drivers of federal noninterest spending in the long-term projections. In addition, while interest
rates are historically low, GAO, CBO, and the 2021 Financial Report project that growing debt
held by the public will lead to higher spending on net interest (primarily interest on debt held by
the public).

The 2021 Financial Report also discusses the fiscal gap, which is a measure of how much
primary deficits must be reduced through policy changes (some combination of revenue
increases or spending cuts) over the next 75 years in order to make fiscal policy sustainable.20
For example, based on projections in the 2021 Financial Report, if policymakers choose to
achieve a debt-to-GDP target of 100 percent—the level the federal government reached at the
end of fiscal years 2020 and 2021—they would need to make policy changes over a 75-year
period (fiscal years 2022 to 2096) that increase projected revenues by 32 percent, reduce
projected noninterest spending by 25 percent, or a combination of the two. The projections
show that the longer such policy changes are delayed, the more significant the changes will
need to be.

Congress and the administration have responded in an unprecedented manner to the COVID-
19 pandemic and the resulting severe economic repercussions. Once the pandemic recedes
and as the economy continues to recover, Congress and the administration should quickly pivot
to developing a plan to place the federal government on a sustainable long-term fiscal path.

19For more information on GAQ’s simulations, see GAO, America’s Fiscal Future, accessed on Feb. 9, 2022,
https://lwww.gao.gov/americas_fiscal_future. For more information on CBO’s simulations, see Congressional Budget
Office, The 2021 Long-Term Budget Outlook (Washington, D.C.: Mar. 4, 2021).

20The primary deficit is the difference between noninterest spending and receipts.
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Since 2017, we have stated that a fiscal plan is needed to ensure that the United States
remains in a strong economic position to meet its social and security needs, as well as to
preserve flexibility to address unforeseen events like public health emergencies. In developing a
fiscal plan at the appropriate time, policymakers will need to consider the entire range of federal
activities, both revenue (including tax expenditures) and spending (entitlement programs, other
mandatory spending, and discretionary spending) that affect the debt. In September 2020, we
raised a matter to Congress, suggesting that it establish a long-term fiscal plan that includes
fiscal rules and targets, such as a debt-to-GDP target.2!

Well-designed fiscal rules and targets can help manage debt by controlling factors like spending
and revenue as part of a long-term fiscal plan. In September 2020, we identified key
considerations for the design, implementation, and enforcement of fiscal rules and targets.22 For
example, the design should provide flexibility to address emerging issues, such as public health
emergencies. GAO issues an annual report on the fiscal health of the federal government,
which provides more information on the federal government’s unsustainable long-term fiscal
path.

Further, we have recommended that Congress consider alternative approaches to the current
debt limit as part of any long-term fiscal plan. The debt limit is a legal limit on the total amount of
federal debt that can be outstanding at one time.23 However, it does not restrict Congress’s
ability to pass spending and revenue legislation that affects the level of debt in the future, nor
does it otherwise constrain fiscal policy. As currently structured, the debt limit is not a fiscal rule;
it is a limit only on Treasury’s authority to borrow in order to finance the decisions already
enacted by Congress and the President.

Further, there are other risks—such as public health emergencies, natural disasters, military
engagements, and economic crises—that could affect the federal government’s financial
condition in the future. These risks are not fully accounted for in the government’s long-term
fiscal projections. Some of the specific risks that could affect the federal government’s financial
condition include the following:

e Federal support of the housing finance market remains significant even though the market
has largely recovered since the 2007 to 2009 financial crisis. In 2008, the federal
government placed the Federal National Mortgage Association (Fannie Mae) and the
Federal Home Loan Mortgage Corporation (Freddie Mac) under conservatorship and
entered into preferred stock purchase agreements with these government-sponsored
enterprises (GSE) to help ensure their financial stability. These agreements could affect the
federal government’s financial condition. At the end of fiscal year 2021, the federal
government reported about $221 billion of investments in the GSEs, which is net of about
$38 billion in valuation losses. The GSEs paid Treasury no cash dividends during fiscal

21GAOQ, The Nation’s Fiscal Health: Effective Use of Fiscal Rules and Targets, GAO-20-561 (Washington, D.C.: Sept.
23, 2020).

22For more information on the design of fiscal rules and targets, see GAO-20-561.

23The debt limit is codified at 31 U.S.C. § 3101(b), as amended, and applies to federal debt issued pursuant to
authority under 31 U.S.C. chapter 31. A very small amount of total federal debt is not subject to the debt limit. This
amount primarily comprises unamortized discounts on Treasury bills and Zero Coupon Treasury bonds; debt
securities issued by agencies other than Treasury, such as the Tennessee Valley Authority; and debt securities
issued by the Federal Financing Bank.
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years 2021 and 2020. The reported maximum remaining contractual commitment to the
GSEs, if needed, is about $254 billion.

The ultimate role of the GSEs could affect the federal government’s financial condition and
the financial condition of certain federal entities, including the Federal Housing
Administration (FHA), which in the past expanded its lending role in distressed housing and
mortgage markets. Federal actions and strong housing market conditions have
strengthened the financial condition of FHA and the GSEs, and they have not required
Treasury assistance during the COVID-19 pandemic. However, risks remain that could
affect their ability to absorb unexpected losses under severely adverse conditions.24 For
example, the extent of mortgage losses for the large number of borrowers who fell behind
on mortgage payments during the COVID-19 pandemic is not yet known.

Disaster costs are expected to increase as extreme weather events become more frequent
and intense because of climate change, as the U.S. Global Change Research Program and
the National Academies of Sciences, Engineering, and Medicine have observed and
projected. Federal insurance programs are likely to be affected by the increasing costs of
weather and climate disasters. For example, as currently structured, the National Flood
Insurance Program’s premiums and dedicated resources are not, over the long term,
sufficient to cover expected costs without borrowing from Treasury.25 As of September 30,
2021, the Federal Emergency Management Agency (FEMA), which administers the National
Flood Insurance Program, owed about $21 billion to Treasury for money borrowed to pay
claims and other expenses. We have reported that FEMA is unlikely to collect enough in
premiums in the future to repay this debt.26

The U.S. Postal Service (USPS) continues to be in poor financial condition. USPS cannot
fund its current level of services and meet its financial obligations from its current level of
revenues. The fiscal year 2021 net loss of about $5 billion marked its 15th consecutive year
of net losses—totaling about $92 billion. In addition, USPS has missed about $72 billion in
required payments for funding postal retiree health and pension benefits through fiscal year
2021, including about $57 billion in missed payments to fund retiree health benefits and
about $15 billion in missed payments to fund pension benefits. USPS stated that it missed
these payments to minimize the risk of running out of cash. USPS has also used $10 billion
in COVID-19 pandemic—related funding. However, if USPS’s expenses continue to exceed
its revenue, its ability to continue operating and providing universal postal service will be at
risk and may affect the government’s future financial condition.

The Pension Benefit Guaranty Corporation’s (PBGC) financial future is uncertain because of
long-term challenges related to its pension guarantee liabilities and exposure. PBGC faces
fundamental financial risks that expose the federal government to immediate and future
spending. The American Rescue Plan Act of 2021 (ARPA) provided special financial

24GAOQ, Housing Finance System: Future Reforms Should Consider Past Plans and Vulnerabilities Highlighted by
Pandemic, GAO-22-104284 (Washington, D.C.: Jan. 13, 2022).

25\We have suggested an alternative way to record insurance commitments in the budget such that the federal
government’s commitment would be more fully recognized. See GAO, Fiscal Exposures: Federal Insurance and
Other Activities That Transfer Risk or Losses to the Government, GAO-19-353 (Washington, D.C.: Mar. 27, 2019).

26GAOQ, Flood Insurance: Comprehensive Reform Could Improve Solvency and Enhance Resilience, GAO-17-425
(Washington, D.C.: Apr. 27, 2017).
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assistance for certain struggling multiemployer plans.2” PBGC estimated that the total cost
to the federal government for this assistance could be from $66 billion to $147 billion.28
While ARPA significantly extends the solvency of the multiemployer program, PBGC'’s
current projections show a median projected insolvency in 2055. In addition, PBGC
estimates that its exposure to potential further losses for the single-employer program is
$105 billion. We have reported that PBGC’s single and multiemployer programs are at risk in
part because of funding requirements that do not guarantee adequate plan funding and
premiums that do not completely reflect the plans’ risks.

Our audit report on the U.S. government’s consolidated financial statements would not be
possible without the commitment and professionalism of inspectors general throughout the
federal government who are responsible for annually auditing the financial statements of
individual federal entities. We also appreciate the cooperation and assistance of Treasury and
OMB officials as well as the federal entities’ chief financial officers’ flexibility, adaptability, and
ability to issue their financial statements on a timely basis. We look forward to continuing to
work with these individuals, the administration, and Congress to achieve the goals and
objectives of federal financial management reform.

Our guide, Understanding the Financial Report of the United States Government, is intended to
help those who seek to obtain a better understanding of the financial report and is available on
GAOQ’s website at https://www.gao.gov.29

We are sending copies of this report to the Majority and Minority Leaders of the U.S. Senate
and House of Representatives, interested congressional committees, the Secretary of the
Treasury, the Director of the Office of Management and Budget, and other agency officials. In
addition, the report is available at no charge on the GAO website at https://www.gao.gov.

27TARPA, Pub. L. No. 117-2, § 9704, 135 Stat. 4, 190-99 (Mar. 11, 2021), classified at 29 U.S.C. §§ 1305(i), 1432.

28See Pension Benefit Guaranty Corporation, FY 2020 Projections Report (Sept. 2021), accessed on Feb. 9, 2022,

https://www.pbgc.gov/documents/fy-2020-projections-report. As discussed therein, these estimates are based on
provisions of PBGC'’s interim final rule (86 Fed. Reg. 36,598) published in July 2021, and may change once the final
rule is issued.

29GAO, Understanding the Financial Report of the United States Government, GAO-18-239SP (Washington, D.C.:
Feb. 2018).
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Our audit report was prepared under the direction of Robert F. Dacey, Chief Accountant, and
Dawn B. Simpson, Director, Financial Management and Assurance. If you have any questions,
please contact me on (202) 512-5500 or them on (202) 512-3406. Contact points for our Offices
of Congressional Relations and Public Affairs may be found on the last page of this report.

Yo f Do

Gene L. Dodaro
Comptroller General
of the United States
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DEPARTMENT OF THE TREASURY

WASHINGTON, D.C
SECRETARY OF THE TREASURY

February 17, 2022
A Message from the Secretary

During fiscal year 2021, the American economy continued to recover from the COVID-19
pandemic and its adjacent economic crisis. The unemployment rate saw its sharpest one-year
decline on record, while GDP rose to exceed its pre-pandemic levels. The strong recovery is due
in large part to rapid vaccine deployment and robust support provided by the

American Rescue Plan (ARP).

That support included funding for vaccination efforts, support for households through Economic
Impact Payments and the expanded Child Tax Credit, assistance to workers and small businesses
recovering from the economic crisis, efforts to expand access to affordable health care coverage
and childcare, and help for state, local and tribal governments.

In these pages, you will find information about the critical programs launched by the ARP, as
well as related legislative measures like the Coronavirus Aid, Relief, and Economic Security Act
(CARES Act). That support included direct payments to citizens and families; forgivable loans
for small businesses to encourage employee retention; assistance to especially hard-hit
industries; expanded unemployment insurance; help for state, local, and tribal governments; and
funding for the development and purchase of vaccines, therapeutic treatment, testing, and
medical supplies.

This Financial Report discusses current financial results, including federal debt, which increased
during the past year, and interest costs, which as a percent of GDP, remain below historical
levels; and also, importantly, long-term trends affecting our critical social insurance programs
and fiscal health.

It is my duty and pleasure to present this Financial Report to the American people. This
document is a testament to the importance of accountability and transparency in how the nation

handles its finances and economic policymaking.

Janet L. Yellen
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EXECUTIVE SUMMARY TO THE 2021 FINANCIAL REPORT OF THE U.S. GOVERNMENT

NATION BY THE NUMBERS

A Snapshot of
The Government's Financial Position & Condition
2021 2020*
Financial Measures (Dollars in Billions):

Net Cost:
Gross Costs $ (7,2947) % (7,195.1)]
Less: Earned Revenue $ 4623 $ 461.6
Gain/(Loss) from Changes in Assumptions $ 5184) $ 679.5)]

Total Net Cost $ (7,350.8) $ (7,413.0)

Less: Total Tax and Other Unearned Revenues $ 42559 $ 3,571.6

Net Operating Cost $ (3,0949) % (3,841.4

Budget Deficit $ (2,7756) $ (3,131.9

Assets, comprised of:

Cash and Other Monetary Assets $ 4750 § 1,926.9
Accounts Receivable $ 4010 $ 321.2
Loans Receivable, Net $ 16510 $ 1,577 .4
General Property, Plant, and Equipment, Net $ 11769 $ 1,139.9
Other 5 1,189.7 $ 990.3
Total Assets $ 48936 $  5,955.7
Less: Liabilities, comprised of:
Federal Debt and Interest Payable $ (22,3448) $ (21,082.9)
Federal Employee & Veteran Benefits Payable $ (10,183.0) $ (9,415.9)
Other $ (22499 § (2,245.6)
Total Liabilities $ (34,777.7) $ (32,744.0)
Unmatched Transactions and Balances' 5 (1.7) % (3.1
Net Position’ $ (29,885.8) $§ (26,791.4)
Sustainability Measures (Dollars in Trillions):

Social Insurance Net Expenditures $ (71.0) $ (65.5)
Total Federal Non-Interest Net Expenditures $ (97.6) $ (79.5)'
Sustainability Measures as Percent GDP:

Social Insurance Net Expenditures (4.4%) (4.2%)
Total Federal Non-Interest Net Expenditures (5.7%) (4.8%)
Fiscal Gap® (6.2%) (5.4%)

"Unmatched transactions and balances are net adjustments needed to balance the financial statements and
are due primairly to unresolved intra-governmental differences. Net unmatched transactions and balances of
$0.2 billion for FY 2021 and $11.5 billion for FY 2020 are also included in the Statements of Operations and

Changes in Net Position. See Financial Statement Note 1.U.

The government's net position is calculated in accordance with federal accounting standards. Per these
standards, net position does not include the financial value of the government's sovereign power to tax,
regulate commerce, or set monetary policy, or the value of nonoperational resources, such as national and
natural resources, for which the government is a steward.

*To prevent the debt-to-GDP ratio from rising over the next 75 years, a combination of non-interest spending
reductions and receipts increases that amount to 6.2 percent of GDP on average is needed (5.4 percent of
GDP on average in 2020). See Financial Statement Note 26.

*Restated (see Financial Statement Note 1.V and Note 1.W).
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Executive Summary to the FY 2021
Financial Report of the United States Government

The FY 2021 Financial Report presents the U.S. government’s current financial position and condition, and
discusses key financial topics and trends. The Financial Report is produced by Treasury in coordination with
OMB, which is part of the Executive Office of the President. The table on the preceding page presents several key
indicators of the government’s financial position and condition, which are discussed in this Executive Summary
and, in greater detail, in the Financial Report. The Secretary of the Treasury, the Director of OMB, and the
Comptroller General of the U.S. at the GAO believe that the information discussed in this Financial Report is
important to all Americans. The first audited Financial Report covered FY 1997, making the FY 2021 Financial
Report the 25th edition of this important vehicle for federal accountability and transparency.

This Financial Report addresses the government’s financial activity and results as of and for the fiscal years
ended September 30, 2021 and 2020. Note 31—Subsequent Events discusses events that occurred after the end of
the fiscal year that may affect the government’s financial position and condition.

Where We Are Now

Results in Brief

The “Nation by the Numbers” table on the preceding page and the following summarize key metrics about
the federal government’s financial position for and during FY 2021:

e The budget deficit decreased by $356.3 billion (11.4 percent) to $2.8 trillion and net operating cost
decreased by $746.5 billion (19.4 percent) to $3.1 trillion.

e The government’s gross costs of $7.3 trillion, less $462.3 billion in revenues earned for goods and
services provided to the public, plus $518.4 billion in net losses from changes in assumptions yields the
government’s net cost of $7.4 trillion.

e Tax and other revenues increased by $684.3 billion to $4.3 trillion. Deducting these revenues from net
cost yields the federal government’s “bottom line” net operating cost of $3.1 trillion referenced above.

e Comparing total government assets of $4.9 trillion to total liabilities of $34.8 trillion (comprised mostly
of $22.3 trillion in federal debt and interest payable, and $10.2 trillion of federal employee and veteran
benefits payable) yields a negative net position of $29.9 trillion.

o The Statement of Long-Term Fiscal Projections (SLTFP) shows that the present value (PV) of total non-
interest spending, over the next 75 years, under current policy, is projected to exceed the PV of total
receipts by $97.6 trillion (total federal non-interest net expenditures from Table 1).

o The debt-to-GDP ratio was about 100 percent at the end of FY 2021. Under current policy and based on
this report’s assumptions, it is projected to reach 701 percent by 2096. The projected continuous rise of
the debt-to-GDP ratio indicates that current policy is unsustainable.

e The Statement of Social Insurance (SOSI) shows that the PV of the government’s expenditures for Social
Security and Medicare Parts A, B and D, and other social insurance programs over 75 years is projected
to exceed social insurance revenues by about $71.0 trillion, a $5.5 trillion increase over 2020 social
insurance projections.

e This Financial Report includes discussion and analysis of the significant impact that the federal
government’s response to the COVID-19 pandemic had on the government’s financial position during FY
2021.
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The Federal Government’s Response to the Pandemic

On March 11, 2020, a novel strain of the Coronavirus (COVID-19) was declared a pandemic by the WHO. A
national emergency was declared in the U.S. on March 13, 2020. The global spread of COVID-19, which
continued through FY 2021, resulted in a severe global health and economic crisis. During FY 2020 and FY 2021,
the federal government took broad action to protect public health from the effects of the unprecedented pandemic,
enacting several major pieces of legislation, including:

e Coronavirus Preparedness and Response Supplemental Appropriations Act of 2020 (P.L. 116-123);
o Families First Coronavirus Response Act (FFCRA, P.L. 116-127);

e Coronavirus Aid, Relief, and Economic Security Act (CARES Act, P.L. 116-136);

e Paycheck Protection Program and Health Care Enhancement Act (PPPHCE Act, P.L. 116-139);

o Consolidated Appropriations Act, 2021 (CAA, P.L. 116-260); and

e American Rescue Plan Act of 2021 (ARP, P.L. 117-2).

These laws address the health and economic effects of COVID-19, providing assistance to American workers
and families, small businesses, and state, local, and tribal governments, and preserving jobs for American
industry. As indicated here and in the Financial Report, these essential programs had significant effects on the
federal government’s budgetary and financial results.

Chart 1
Appropriations for COVID-19 Response from Relief Laws*
Total (FYs 2020-2021): $4.8 Trillion
as of September 30, 2021
Dollars in Billions

Small Business Department of
Administration, - Labor, $845.8
$994 .6 o Department of

Health and
Human Services,
$484 1

Department of

Education,
$282.1

Department of

Agriculture,
Other, $241.1 $164.5
Department of Department of
the Treasury, Department of Homeland
$1,607.8 Transportation, Security, $115.9
$106.2

*Net of rescissions, transfers, and other adjustments. Does not include indirect appropriations related to COVID-19 activity.
Source: Appropriation Warrants. See Note 30—COVID-19 Activity and Agency Financial Reports for additional information.

Chart 1 summarizes the more than $4.8 trillion in appropriations (net of rescissions) enacted through
September 30, 2021 (i.e., during FY 2020 and FY 2021) for several key agencies, which include, but are not
limited to:

e Treasury appropriations support multiple efforts. IRS provided a refundable tax credit, the recovery rebate
or EIP, and Treasury provides for payments to state, local, and tribal governments for pandemic-related
spending. ($1.6 trillion)

o SBA administers the PPP, a loan guarantee program designed to provide a direct incentive for small
businesses to retain employees by providing loan forgiveness for amounts used for eligible expenses for
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payroll and benefit costs, interest on mortgages, rent, and utilities. SBA also provides loans to small
business owners through the EIDL program. ($994.6 billion)

e Through multiple Ul Programs, DOL expands the states’ ability to provide unemployment insurance for
many workers impacted by the pandemic, including for workers who are not eligible for
regular/traditional unemployment benefits. ($845.8 billion)

e Through the PHSSEF and other efforts, HHS provides broad support, including, but not limited to:
reimbursements to health care providers for expenses or lost revenues attributable to the pandemic, and
support for the development and purchase of vaccines, therapeutic treatment, testing, and medical
supplies. ($484.1 billion)

e Education COVID-19 appropriations funded a variety of programs administered primarily through grant
programs. COVID-19 relief legislation and administrative actions also provided support for student loan
borrowers primarily by temporarily suspending nearly all federal loan payments. ($282.1 billion)

¢ Funding for USDA extended modifications to federal nutrition assistance programs; funded programs to
support agricultural producers, growers, and processors; and provided additional relief to address the
continued impact of COVID-19 on the economy, public health, state and local governments, individuals,
and businesses. ($164.5 billion)

e DHS funding supports a wide range of efforts, including FEMA’s Disaster Relief Fund. FEMA is
authorized to provide many types of assistance including, but not limited to Public Assistance for
emergency protective measures, including vaccination activities, direct federal assistance, personal
protective equipment, and state and local Emergency Operations Center operations. ($115.9 billion)

e DOT funding supports the maintaining and continuing of operations and business needs of various
transportation systems in response to COVID-19. ($106.2 billion)

e Many other agencies and programs comprise the “Other” amount in Chart 1. See Note 30—COVID-19
Activity and agency financial statements for additional details concerning federal agency pandemic
response efforts.

The financial effects of the government’s response to the COVID-19 pandemic were broad, impacting many
agencies in a variety of ways and to varying degrees. The Financial Report includes discussion and analysis of the
significant impact that the federal government’s response to the COVID-19 pandemic had on the government’s
financial statements for FY 2021. Additional information can be obtained from individual agency financial
statements.

Comparing the Budget and the Financial Report

The Budget and the Financial Report present complementary perspectives on the government’s financial
position and condition.

e The Budget is the government’s primary financial planning and control tool. It accounts for past
government receipts and spending and includes the President’s proposed receipts and spending plan.
Receipts are cash received by the U.S. government and spending is measured as outlays, or payments
made by the federal government to the public or entities outside the government. In simple terms, when
total receipts are greater than outlays, then there is a budget surplus; and when total outlays exceed total
receipts, then there is a budget deficit.

e The Financial Report includes the government’s costs and revenues, assets and liabilities, and other
important financial information. It compares the government’s revenues (amounts earned, but not
necessarily collected), with costs (amounts incurred, but not necessarily paid) to derive net operating cost.
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Chart 2 compares the government’s budget deficit (receipts vs. outlays) and net operating cost (revenues vs.
costs) for FYs 2017 - 2021. During FY 2021:
Chart 2

e A $269.7 hillion increase in outlays U.S. Budget Deficit & Net Operating Cost
was more than offset by a $626.0 = g4500.0

billion increase in receipts resulting in $4000.0 $3,841.4

a $356.3 billion decrease in the budget T ]

deficit from $3.1 trillion to $2.8 @ 335000 $3,1319 $3,094.9

trillion. £ $3,000.0 $2,775.6
e Net operating cost decreased $746.5 ~°5$2'5°°‘°

billion or 19.4 percent from $3.8 |£$2,0000

trillion to $3.1 trillion, due mostly to a |Zs1,500.0

$62.2 billion or 0.8 percent decrease $1.000.0 00

. . . 0 & 5665.7 »rray

in net cost combined with a $684.3

billion or 19.2 percent increase in tax e . .

and other revenues. s

2017 2018 2019 2020 2021
The $319.3 billion difference between the Fiscal Year
budget deficit and net operating cost is mBudget Deficit ONet Operating Cost

primarily due to accrued costs (incurred but

not necessarily paid) that are included in net operating cost, but not the budget deficit, primarily costs related to
increases in estimated federal employee and veteran benefits liabilities. Other sources of differences include, but
are not limited to increases in taxes receivable and the value of investments in GSE, as well as increases in
advances largely associated with the government’s pandemic response and timing differences related to the
recording of credit reform costs.

Costs and Revenues

The government’s “bottom line” net operating cost decreased $746.5 billion (19.4 percent) during FY 2021
to $3.1 trillion. It is calculated as follows:

e Starting with total gross costs of $7.3 —— FY";:;‘:”‘ e
trillion, the government subtracts SmalBlsiness
earned program  revenues (e.g., Adneerio
Medicare premiums, national park
entry fees, and postal service fees) and
adjusts the balance for gains or losses | P§Parimenof
from changes in actuarial assumptions
used to estimate future federal
employee and veteran benefits
payments to derive its net cost before | oo oo
taxes and other revenues of $7.4 |Veterans Affairs,
trillion (see Chart 3), a slight decrease 1
of $62.2 billion (0.8 percent) from FY
2020. This net decrease is the Sl
combined effect of many offsetting
increases and decreases across the
government, including the ongoing effects of the federal government’s response to the pandemic. For
example:

All Other, 15%

Department of
Health and
Human Services,

21%

Interest, 5%

Social Security
Administration,
Department of 16%
Defense, 12%

o A $211.6 billion decrease in net costs at the SBA, driven primarily by a $230.0 billion decrease in
loan subsidy costs, including reestimates, attributable to the PPP and Debt Relief programs under the
CARES Act.
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o A $270.1 billion increase in Treasury net costs largely due to increased disbursement of refundable
tax credits or EIPs ($569.5 billion in FY 2021 compared to $274.7 billion in FY 2020), to eligible
recipients in every state and territory and at foreign addresses.

o A $96.4 billion decrease at DOL, much of which is attributable to a $100.7 billion decrease in Income
Maintenance programs costs, primarily due to decreases in unemployment benefits as less jobless
claims are filed.

o A $100.8 billion net cost increase at HHS primarily due to a $115.4 billion increase across the
Medicare and Medicaid benefits programs, including an increase in Medicaid grants to states to
continue COVID-19 relief efforts. These cost increases were offset by cost decreases due to the
PHSSEF receiving less funding during FY 2021 for COVID-19.

o Entities administering federal employee and veteran benefits programs, including the OPM, VA, and
DOD employ a complex series of assumptions to make actuarial projections of their long-term benefits
liabilities. These assumptions include but are not limited to interest rates, beneficiary eligibility, life
expectancy, and medical cost levels. Changes in these assumptions can result in either losses (net cost
increases) or gains (net cost decreases). Across the government, these net losses from changes in
assumptions amounted to $518.4 billion in FY 2021, a loss decrease (and a corresponding net cost
decrease) of $161.1 billion compared to FY 2020.

o VA net costs decreased $291.8 billion due largely to changes in benefits program experience and
assumptions as referenced above, including, but not limited to a lower than anticipated number of
veterans.

o DOD net costs increased $144.8 billion due to a $100.2 billion loss increase from changes in
assumptions referenced above, as well as slight increases in net costs across DOD’s major programs,
including military operations, readiness, support, procurement, personnel, and R&D.

o SSA net costs increased $36.5 billion due largely to a cost of living increase in benefits expenses for
the OASI program, partially offset by a decrease in the number of beneficiaries and, consequently,
expenses for the DI program.

o Interest costs related to federal debt securities held by the public increased by $20.9 billion due largely
to an increase in inflation adjustments and an increase in outstanding debt held by the public.

The government deducts tax and other revenues from net cost (with some adjustments) to derive its FY
2021 “bottom line” net operating cost

of $31 trillion. Government Tagr;ir; t)ther Revenues
o From Chart 4, total government tax ;zgggz o
and other_ revenues increased by $4:000‘0 636210 16 P
$684.3 billion (19.2 percent) t0 | @ gyg000 | 533746 833843 571 -
about $4.3 trillion for FY 2021 due | £ ;0000
primarily to overall growth in | = s2s000
income taxes collections, partially | § s20000 | =
offset by increased refunds. 8 15000 $27932[ | $2.906.2 ¥3,276.3
o Together, individual income tax $1$2223
and tax  withholdings, and 5-
corporate taxes accounted for about 2007 2018 Fisc;”:’:m 2020 2021
87.7 percent of total tax and other mOther Revenue
revenues in FY 2021. Other @ Corporate Income Taxes
revenues include Federal Reserve Olndividual Income Tax and Tax Witholdings

earnings, excise taxes, and customs
duties.
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Assets and Liabilities

Chart 5 summarizes the assets and liabilities that the government reports on its Balance Sheet. As of

September 30, 2021:

More than three-fourths of the federal Chart § N
The Government's Assets and Liabilities

government’s total  assets ($49 as of September 30, 2021

trillion) consist of: 1) $475.0 billion in $40.0000

cash and monetary assets; 2) $401.0 T Total Liabilities: $34,777.7

billion in net accounts receivable; 3) LY

$1.7 trillion in net loans receivable | 2 s300000 & vooral Empioyes

(primarily student loans); and 4) $1.2 | £ . 0o Payable

TTH . m T $10,183.0
trillion in net PP&E. e :
»  $20,000.0

o Cash and monetary assets ($475.0 | £ $15.0000
billion) is comprised largely of the | © o Flgfe'i:'t?;mg
operating cash of the U.S. $10,0000 $22,3448
government. Operating cash held $5,000.0
by Treasury decreased $1.6 trillion N R
(88.8 percent) to $198.4 billion Assets Liabilities
during FY 2021 due to Treasury
maintaining an elevated cash
balance in FY 2020 to maintain prudent liquidity in light of the size and relative uncertainty of
COVID-19 related outflows, combined with needing to reduce the cash balance to well under
Treasury’s prudent policy level at the end of FY 2021 due to debt ceiling constraints.

o Treasury comprises approximately 76.0 percent of the government’s reported accounts receivable, net,
mostly in the form of reported taxes receivable, which consist of unpaid assessments due from
taxpayers, unpaid taxes related to IRC section 965, and deferred payments for employer’s share of
FICA taxes, resulting from the CARES Act. Other accounts receivable, gross increased significantly
year to year, primarily as a result of DOL’s $18.6 billion increase in benefit overpayments from
programs related to COVID-19 as well as a $7.0 billion increase in HHS receivables, primarily due to
Medicare.

o Loans receivable, net increased by $73.6 billion (4.7 percent) during FY 2021. This increase was
primarily attributable to an increase in direct disaster COVID-19 EIDL-funded loans and direct
student loans, offset by an increase in the estimated subsidy cost of direct student loans largely due to
administrative action to temporarily suspend payments during FY 2021.

o Federal government general PP&E includes many of the physical resources that are vital to the federal
government’s ongoing operations, including buildings, structures, facilities, equipment, internal use
software, and general purpose land. DOD comprises approximately 68.8 percent of the government’s
reported general PP&E of $1.2 trillion as of September 30, 2021.

o Other significant government resources not reported on the Balance Sheet include stewardship assets,

natural resources, and the government’s power to tax and set monetary policy.

Total liabilities ($34.8 trillion) consist mostly of: 1) $22.3 trillion in federal debt and interest payable; and
2) $10.2 trillion in federal employee and veteran benefits payable.

o

Federal debt held by the public is debt held outside of the government by individuals, corporations,
state and local governments, FRB, foreign governments, and other non-federal entities.

The government borrows from the public (increases federal debt levels) to finance deficits. During FY
2021, federal debt held by the public increased $1.3 trillion (6.0 percent) to $22.3 trillion.

The government also reports about $6.2 trillion of intra-governmental debt outstanding, which arises
when one part of the government borrows from another. For example, government funds (e.g., Social
Security and Medicare Trust Funds) typically must invest excess annual receipts, including interest
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earnings, in Treasury-issued federal debt securities. Although not reflected in Chart 5, these securities
are included in the calculation of federal debt subject to the debt limit.

o Federal debt held by the public plus intra-governmental debt equals gross federal debt, which, with
some adjustments, is subject to a statutory debt ceiling (“debt limit”). At the end of FY 2021, debt
subject to the statutory limit was $28.4 trillion. Increasing or suspending the debt limit does not
increase spending or authorize new spending; rather, it permits the government to continue to honor
pre-existing commitments. On August 2, 2019, the BBA of 2019 (P.L. 116-37) was enacted
suspending the statutory debt limit through July 31, 2021. A delay in raising the statutory debt limit
occurred from August 1, 2021 through September 30, 2021. During the period of August 2, 2021
through September 30, 2021, Treasury departed from their normal debt management operations and
undertook extraordinary measures to avoid exceeding the statutory debt limit. On October 14, 2021,
P.L. 117-50 was enacted which raised the statutory debt limit by $480.0 billion, to $28.9 trillion.
Congress and the President most recently increased the debt limit by $2.5 trillion in December 2021
with the enactment of P.L. 117-73 (see Note 31—Subsequent Events).

o Federal Employee and Veteran Benefits Payable ($10.2 trillion) represents the amounts of benefits
payable by agencies which administer the government’s pension and other benefit plans for its military
and civilian employees.

See Note 30—COVID-19 Activity, as well as the referenced agencies” FY 2021 financial statements for
additional information. See Note 31—Subsequent Events for information about events that occurred after the end
of the fiscal year that may affect the government’s financial results.

Key Economic Trends

An analysis of U.S. economic performance provides useful background when evaluating the government’s
financial statements. During the last two fiscal years, the economy’s performance has been deeply affected by the
COVID-19 global pandemic as well as the U.S. government’s extensive measures to provide fiscal support. Over
the course of FY 2021, the economy grew briskly, continuing the recovery begun during the previous fiscal year.
These and other economic and financial developments are discussed in greater detail in the Financial Report.

An Unsustainable Fiscal Path

An important purpose of this Financial Report is to help citizens understand current fiscal policy and the
importance and magnitude of policy reforms necessary to make it sustainable. A sustainable fiscal policy is
defined as one where the ratio of debt held by the public to GDP (the debt-to-GDP ratio) is stable or declining
over the long term. GDP measures the size of the nation’s economy in terms of the total value of all final goods
and services that are produced in a year. Considering financial results relative to GDP is a useful indicator of the
economy’s capacity to sustain the government’s many programs. This report presents data, including debt, as a
percent of GDP to help readers assess whether current fiscal policy is sustainable. The debt-to-GDP ratio reached
approximately 100 percent at the end of FY 2021 which is similar to (but slightly below) the debt-to-GDP ratio at
the end of FY 2020. The long-term fiscal projections in this report are based on the same economic and
demographic assumptions that underlie the SOSI.

The current fiscal path is unsustainable. To determine if current fiscal policy is sustainable, the projections
based on the assumptions discussed in the Financial Report assume current policy will continue indefinitely.: The
projections are therefore neither forecasts nor predictions. Nevertheless, the projections demonstrate that policy
changes need to be enacted for the actual financial outcomes to differ from those projected.

% Current policy in the projections is based on current law, but includes extension of certain policies that expire under current law but are routinely extended
or otherwise expected to continue.
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Receipts, Spending, and the Debt

Chart 6 shows historical and current policy projections for receipts, non-interest spending by major category,

net interest, and total spending expressed

Chart 6: Historical and Current Policy Projections for Receipts,

as a percent of GDP. Non-interest Spending, Net Interest, and Total Spending

Percant of GOP 1980-2096
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deficit-to-GDP ratio fell,

averaging 2.1 percent from 2013 through 2019. The ratio spiked again in 2020 rising to 13.3 percent of
GDP due to increased spending to address the COVID-19 pandemic and lessen the economic impacts of
stay-at-home and social distancing orders on individuals, hard-hit industries, and small businesses.
Spending remained elevated in 2021 due to additional funding to support economic recovery, but
increased receipts reduced the primary deficit-to-GDP ratio to 10.8 percent. The ratio is projected to fall
to 4.7 percent in 2022 and then decreases to 4.3 percent in 2027. After 2027, however, increased spending
for Social Security and health programs? due to the continued retirement of the baby boom generation and
increases in health care costs is projected to result in increasing primary deficits that reach 5.0 percent of
GDP in 2030. The primary deficit peaks at 6.3 percent of GDP in 2043, then gradually decreases beyond
that point as the aging of the population continues at a slower pace, and reaches 4.9 percent in 2096, the
last year of the projection period.

GDP, interest, and other economic and demographic assumptions are the same as those that underlie the
most recent Social Security and Medicare Trustees’ Report projections, adjusted for historical revisions
that occur annually. The most recent Social Security and Medicare Trustees’ Reports were released in
August 2021, reflecting the effects of the COVID-19 pandemic and including the projected depletion
dates in Table 1. Projections for the other categories of receipts and spending are consistent with the
economic and demographic assumptions in the Trustees’ Reports and include updates for actual budget
results for FY 2021 or budgetary estimates from the President’s FY 2022 Budget. Where possible, those
budget totals are adjusted before spending is projected to remove outlays for programs or activities that
are judged to be temporary, such as spending related to the COVID-19 pandemic and economic recovery.
Where not possible, budget totals were not adjusted resulting in higher projections of future spending,
increasing the uncertainty surrounding this year’s projections.

The persistent long-term gap between projected receipts and total spending shown in Chart 6 occurs
despite the projected effects of the PPACAz0n long-term deficits.

o Enactment of the PPACA in 2010 and the MACRA in 2015 established cost controls for Medicare
hospital and physician payments whose long-term effectiveness is still to be demonstrated fully.

2 See the 2021 Trustees Report for Medicare and Social Security and the most recent Medicaid Actuarial Report.

3 The PPACA refers to P.L. 111-148, as amended by P.L. 111-152. The PPACA expands health insurance coverage, provides health insurance subsidies for
low-income individuals and families, includes many measures designed to reduce health care cost growth, and significantly reduces Medicare payment rates
relative to the rates that would have occurred in the absence of the PPACA. (See Note 25 and the RSI section of the Financial Report, and the 2021
Medicare Trustees’ Report for additional information).



https://www.cms.gov/files/document/2021-medicare-trustees-report.pdf
https://www.ssa.gov/OACT/TR/2021
https://www.cms.gov/Research-Statistics-Data-and-Systems/Research/ActuarialStudies/MedicaidReport.html
https://www.gpo.gov/fdsys/pkg/PLAW-111publ148/pdf/PLAW-111publ148.pdf
https://www.gpo.gov/fdsys/pkg/PLAW-111publ152/pdf/PLAW-111publ152.pdf
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o There is uncertainty about the extent to which these projections can be achieved and whether the
PPACA’s provisions intended to reduce Medicare cost growth will be overridden by new legislation.

Table 1 summarizes the status and projected trends of the government’s Social Security and Medicare Trust
Funds.

Table 1: Trust Fund Status

Fund Prolec_ted Projected Post-Depletion Trend
Depletion
2026 In 2026, trust fund income is projected to cover 91.0

Medicare Hospital

Insurance * (unchanged from percent of benefits, decreasing to 78.0 percent in 2045,

FY 2020 Report) then returning to 91.0 percent by 2095.

Combined Old-Age 2034 . In 2034, trust fund income is projected to cover 78.0
(one year earlier

Survivors and Disability than EY 2020 percent of scheduled benefits, decreasing to 74.0 percent

Insurance Report) by 2095.

* Source: 2021 Medicare Trustees Report ** Source: 2021 OASDI Trustees Report

Projections assume full Social Security and Medicare benefits are paid after fund depletion contrary to current law.

The primary deficit projections in Chart 6, along with those for interest rates and GDP, determine the debt-
to-GDP ratio projections in Chart 7.

° The debt'tO'G DP I’atIO was Chart 7: Historical and CurrentPo:i;:golj'zrgg:ctions for Debt Held by the Public,
approximately 100 percent at the
end of FY 2021, and under 2021
current policy and based on this 10 Historcal Frojected
report’s assumptions is projected
to reach 701 percent in 2096. 600
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continuously in great part because
primary deficits lead to higher
levels of debt. The continuous
riss of the debt-to-GDP ratio -
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is unsustainable.
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projections.

The Fiscal Gap and the Cost of Delaying Fiscal Policy Reform

e The 75-year fiscal gap is a measure of how much primary deficits must be reduced over the next 75 years
in order to make fiscal policy sustainable. That estimated fiscal gap for 2021 is 6.2 percent of GDP
(compared to 5.4 percent for 2020).

e This estimate implies that making fiscal policy sustainable over the next 75 years would require some
combination of spending reductions and receipt increases that equals 6.2 percent of GDP on average over
the next 75 years. The fiscal gap represents 32.4 percent of 75-year PV receipts and 25.0 percent of 75-
year PV non-interest spending.

e The timing of policy changes to make fiscal policy sustainable has important implications for the well-
being of future generations as is shown in Table 2.
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Table 2

Cost of Delaying Fiscal Reform
Period of Delay Change in Average Primary Surplus
|Reform in 2022 (No Delay).. ... 6.2 percent of GDP between 2022 and 2096
|Refonn in 2032 (Ten-YearDelay)...................] 7.3 percent of GDP between 2032 and 2096
|Refonn in 2042 (Twenty-Year Delay)............... 9.0 percent of GDP between 2042 and 2096

o Table 2 shows that, if action is delayed by 10 years, the estimated magnitude of primary surplus
increases necessary to close the 75-year fiscal gap increases by 17.7 percent from 6.2 percent of GDP
on average over 75 years to 7.3 percent on average over 65 years; if action is delayed by 20 years, the
magnitude of reforms necessary increases by an additional 23.3 percent.

o The longer policy action to close the fiscal gap is delayed, the larger the post-reform primary surpluses
must be to achieve the target debt-to-GDP ratio at the end of the 75-year period. Future generations are
harmed by a policy delay because the higher the primary surpluses are during their lifetimes, the
greater is the difference between the taxes they pay and the programmatic spending from which they
benefit.

Conclusion

e Projections in the Financial Report indicate that the government’s debt-to-GDP ratio is projected to rise
over the 75-year projection period and beyond if current policy is kept in place. The projections in this
Financial Report show that current policy is not sustainable.

e |If changes in fiscal policy are not so abrupt as to slow economic growth and those policy changes are
adopted earlier, then the required changes to revenue and/or spending will be smaller to return the
government to a sustainable fiscal path.

Find Out More

The FY 2021 Financial Report and other information about the nation’s finances are available at:

e Treasury, https://www.fiscal.treasury.gov/fsreports/rpt/finrep/fr/fr_index.htm;
OMB’s Office of Federal Financial Management, https://www.whitehouse.gov/omb/management/office-
federal-financial-management/ ; and

e GAQO, https://www.gao.gov/federal-financial-accountability.

The GAO audit report on the U.S. government’s consolidated financial statements can be found beginning on page 228
of the full Financial Report. GAO was unable to express an opinion (disclaimed) on these consolidated financial
statements for the reasons discussed in the audit report.



https://www.fiscal.treasury.gov/fsreports/rpt/finrep/fr/fr_index.htm
https://www.whitehouse.gov/omb/management/office-federal-financial-management/
https://www.whitehouse.gov/omb/management/office-federal-financial-management/
https://www.gao.gov/federal-financial-accountability
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MANAGEMENT’S DISCUSSION AND
ANALYSIS

Introduction

The FY 2021 Financial Report provides the President, Congress, and the American people with a comprehensive view
of the federal government’s financial position and condition, and discusses important financial issues and significant
conditions that may affect future operations, including the need to achieve fiscal sustainability over the long term.

Pursuant to 31 U.S.C. § 331(e)(1), Treasury, in cooperation with OMB, must submit an audited (by GAOQ) financial
statement for the preceding fiscal year, covering all accounts and associated activities of the executive branch of the U.S.
government to the President and Congress no later than six months after the September 30 fiscal year-end. The first audited
Financial Report covered FY 1997, making the FY 2021 Financial Report the 25" edition of this important vehicle for
federal accountability and transparency.

The Financial Report is prepared from the financial information provided by 162 federal consolidation entities (see
organizational chart on the next page and Appendix A). As it has for the past 24 years, GAO issued a disclaimer of opinion
on the accrual-based, consolidated financial statements for the fiscal years ended September 30, 2021 and 2020. GAO also
issued a disclaimer of opinion on the sustainability financial statements, which consist of the 2021 and 2020 SLTFP; the
2021, 2020, 2019, 2018, and 2017 SOSI; and the 2021 and 2020 SCSIA. A disclaimer of opinion indicates that sufficient
information was not available for the auditors to determine whether the reported financial statements were fairly presented in
accordance with GAAP. In FY 2021, 342 of the 40 most significant entities earned unmodified (“clean”) opinions on their
financial statements.

The FY 2021 Financial Report consists of:

e MD&A, which provides management’s perspectives on and analysis of information presented in the Financial

Report, such as financial and performance trends;

o Financial statements and the related notes to the financial statements;

e RSl and Other Information; and

e GAO’s audit report.

This Financial Report addresses the government’s financial activity and results as of and for the fiscal years ended
September 30, 2021 and 2020. Note 31—Subsequent Events discusses events that occurred after the end of the fiscal year
that may affect the government’s financial position and condition.

In addition, the Executive Summary to this Financial Report provides a quick reference to the key issues in the
Financial Report and an overview of the government's financial position and condition.

Mission & Organization

The government’s fundamental mission is derived from the Constitution: “...fo form a more perfect union, establish
justice, insure domestic tranquility, provide for the common defense, promote the general welfare and secure the blessings of
liberty to ourselves and our posterity.” The government’s functions have evolved over time to include health care, income
security, veterans benefits and services, housing and transportation, security, and education. Exhibit 1 provides an overview
of how the U.S. government is organized.

1The Government Management Reform Act of 1994 has required such reporting, covering the executive branch of the government, beginning with financial
statements prepared for FY 1997. The consolidated financial statements include the legislative and judicial branches.
2The 34 entities include the HHS, which received disclaimers of opinion on its 2021, 2020, 2019, 2018, and 2017 SOSI and on its 2021 and 2020 SCSIA.
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Exhibit 1

THE UNITED STATES GOVERNMENT ]

THE CONSTITUTION

/ LEGISLATIVE BRANCH \ / EXECUTIVE BRANCH \ / JUDICIAL BRANCH \

e
N’

THE CONGRESS THE PRESIDENT THE SUPREME COURT
SENATE HOUSE THE VICE PRESIDENT OF THE U.S.
Architect of _the Capitol EXECUTIVE OI_=FICE OF TH.E PRESIDENT U.S. Courts of Appeals
U.S. Botanic Garden White House Office U.S. District Courts
Government Accountability Office Office of the Vice President Territorial Courts
Government Publishing Office Council of Economic Advisers U.S. Court of International Trade
L|brary of Congress ) Councnlon Envuonmental anllty U.S. Court of Federal Claims
Congressmnal_ Budggt Office Natlpnal Secur!ty Coqnml Administrative Office of the U.S. Courts
U.S. Capitol Police Office of Administration Federal Judicial Center
Office of Management and Budget U.S. Sentencing Commission

Office of National Drug Control Policy
Office of Policy Development
Office of Science and Technology Policy

K / Kofﬂce of the U.S. Trade Representative/ K /
/ CHIEF FINANCIAL OFFICERS ACT AGENCIES (24) \

DEPARTMENT OF AGRICULTURE DEPARTMENT OF TRANSPORTATION
DEPARTMENT OF COMMERCE DEPARTMENT OF THE TREASURY
DEPARTMENT OF DEFENSE DEPARTMENT OF VETERANS AFFAIRS
DEPARTMENT OF EDUCATION ENVIRONMENTAL PROTECTION AGENCY
DEPARTMENT OF ENERGY GENERAL SERVICES ADMINISTRATION
DEPARTMENT OF HEALTH AND HUMAN SERVICES NATIONAL AERONAUTICS AND SPACE ADMINISTRATION
DEPARTMENT OF HOMELAND SECURITY NATIONAL SCIENCE FOUNDATION
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT OFFICE OF PERSONNEL MANAGEMENT
DEPARTMENT OF THE INTERIOR SMALL BUSINESS ADMINISTRATION
DEPARTMENT OF JUSTICE SOCIAL SECURITY ADMINISTRATION
DEPARTMENT OF LABOR U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
k DEPARTMENT OF STATE U.S. NUCLEAR REGULATORY COMMISSION /
/ SIGNIFICANT CONSOLIDATION ENTITIES (16) \
EXPORT-IMPORT BANK OF THE U.S. PENSION BENEFIT GUARANTY CORPORATION
FARM CREDIT SYSTEM INSURANCE CORPORATION RAILROAD RETIREMENT BOARD
FEDERAL COMMUNICATIONS COMMISSION SECURITIES AND EXCHANGE COMMISSION
FEDERAL DEPOSIT INSURANCE CORPORATION SECURITY ASSISTANCE ACCOUNTS
GENERAL FUND OF THE U.S. GOVERNMENT SMITHSONIAN INSTITUTION
MILLENNIUM CHALLENGE CORPORATION TENNESSEE VALLEY AUTHORITY
NATIONAL CREDIT UNION ADMINISTRATION U.S. INTERNATIONAL DEVELOPMENT FINANCE CORP
K NATIONAL RAILROAD RETIREMENT INVESTMENT TRUST U.S. POSTAL SERVICE J

[ OTHER CONSOLIDATION ENTITIES LISTED IN APPENDIX A OF THIS FINANCIAL REPORT (122) ]
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The Government’s Financial Position and Condition

This Financial Report presents the government’s financial position at the end of the fiscal year, explains how and why
the financial position changed during the year, and discusses the government’s financial condition and how it may change in
the future.

Table 1
The Federal Government's Financial Position and Condition

Increase / (Decrease)

2021 2020 . o
FINANCIAL MEASURES (Dollars in Billions)
Gross Cost $ (7,294.7) $ (7,195.1) 99.6 1.4%

$
Less: Earned Revenue $ 4623 $ 4616 |$ 0.7 0.2%
Gain/(Loss) from Changes in Assumptions $ (518.4) $  (679.9)|$ (161.1) (23.7%)
Net Cost $ (7,350.8) $ (7,413.0)[$ (62.2)  (0.8%)
$ $
$ $
$ $

Less: Total Tax and Other Unearned Revenues 42559 % 3,571.6 684.3 19.2%
Net Operating Cost (3,094.9) $ (3,841.4) (746.5) (19.4%)|

Budget Deficit (2,775.6) $ (3,131.9)[$ (356.3) (11.4%)|
Assets:
Cash & Other Monetary Assets $ 4750 $ 19269 |% (14519) (75.3%)
Accounts Receivable, Net $ 4010 $ 3212 (% 798 24 8%
Loans Receivable, Net $ 16510 $ 15774 ($ 736 4.7%
General Property, Plant & Equipment, Net $ 1,176.9 $& 1,1399($ 37.0 3.2%
Other $ 11897 §$ 9903 |% 199 4 20.1%
Total Assets $ 48936 $ 59557 (% (1,062.1) (17.8%)|
Liabilities:
Federal Debt and Interest Payable $ (22,3448) $ (21,0829)|$ 12619 6.0%
Federal Employee & Veteran Benefits Payable $ (10,1830) $ (94155)|$ 7675 8.2%
Other $  (2,2499) $ (2,2456)$ 43 0.2%
Total Liabilities $ (34,777.7) $ (32,744.0)|$ 2,033.7 6.2%
Unmatched Transactions and Balances' $ (1.7) $ (3.1 % (1.4)  (45.2%)
Net Position $ (29,885.8) $ (26,791.4)[$ 3,094.4 11.5%

SUSTAINABILITY MEASURES (Dollars in Trillions)
Social Insurance Net Expenditures:

Social Security (OASDI) $ (227)%  (197)|$ 3.0 15.2%
Medicare (Parts A, B, & D) $ 482) 3  (45.7)|% 25 5.5%
Other $ 0.1) $ ©.1)|$ - 0.0%
Total Social Insurance Net Expenditures $ (71.0) $ (65.5)| $ 5.5 8.4%
Total Federal Non-Interest Net Expenditures $ (97.6) $ (79.5)| $ 181 22.8%

75-Year Fiscal Gap (Percent of Gross Domestic Product)® (6.2%) (5.4%) 0.8% 14.8%
"Unmatched transactions and balances are net adjustments needed to balance the financial statements and are due primairly to
unresolved intra-governmental differences. Net unmatched transactions and balances of $0.2 billion for FY 2021 and $11.5 billion for FY
2020 are also included in the Statements of Operations and Changes in Net Position. See Financial Statement Note 1.U.

To prevent the debt-to-GDP ratio from rising over the next 75 years, a combination of non-interest spending reductions and receipts
increases that amounts to 6.2 percent of GDP on average is needed (5.4 percent of GDP on average in 2020). See Financial Statement
Note 26.

*Restated (see Financial Statement Note 1.V and Note 1.W).
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Table 1 on the previous page and the following summarize the federal government’s financial position:

This Financial Report includes discussion and analysis of the significant impact that the federal government’s
response to the COVID-19 pandemic had on the government’s financial position during FY 2021.

During FY 2021, the budget deficit decreased by $356.3 billion (11.4 percent) to $2.8 trillion and net operating cost
decreased by $746.5 billion (19.4 percent) to $3.1 trillion.

The government’s gross costs of $7.3 trillion, less $462.3 billion in revenues earned for goods and services provided
to the public (e.g., Medicare premiums, national park entry fees, and postal service fees), plus $518.4 billion in net
losses from changes in assumptions (e.g., interest rates, inflation, disability claims rates) yields the government’s net
cost of $7.4 trillion, a slight decrease of $62.2 billion or 0.8 percent compared to FY 2020.

Deducting $4.3 trillion in tax and other revenues results in a “bottom line” net operating cost of $3.1 trillion for FY
2021, a decrease of $746.5 billion or 19.4 percent compared to FY 2020.

Comparing total FY 2021 government assets of $4.9 trillion to total liabilities of $34.8 trillion (comprised mostly of
$22.3 trillion in federal debt and interest payable?, and $10.2 trillion of federal employee and veteran benefits
payable) yields a negative net position of $29.9 trillion.

The budget deficit is primarily financed through borrowing from the public. As of September 30, 2021, debt held by
the public, excluding accrued interest, was $22.3 trillion. This amount, plus intra-governmental debt ($6.2 trillion)
equals gross federal debt, which, with some adjustments, is subject to the statutory debt limit. As of September 30,
2021, the government’s total debt subject to the debt limit was $28.4 trillion. Congress and the President most
recently increased the debt limit by $480.0 billion in October 2021 and by $2.5 trillion in December 2021.

This Financial Report also contains information about projected impacts on the government’s future financial condition.
Under federal accounting rules, social insurance amounts as reported in both the SLTFP and in the SOSI are not considered
liabilities of the government. From Table 1:

The SLTFP shows that the PV* of total non-interest spending, including Social Security, Medicare, Medicaid,
defense, and education, etc., over the next 75 years, under current policy, is projected to exceed the PV of total
receipts by $97.6 trillion (total federal non-interest net expenditures from Table 1).

The SOSI shows that the PV of the government’s expenditures for Social Security and Medicare Parts A, B and D,
and other social insurance programs over 75 years is projected to exceed social insurance revenues® by about $71.0
trillion, a $5.5 trillion increase over 2020 social insurance projections.

The Social Insurance and Total Federal Non-Interest Net Expenditures measures in Table 1 differ primarily because
total non-interest net expenditures from the SLTFP include the effects of general revenues and non-social insurance
spending, neither of which is included in the SOSI.

The government’s current financial position and long-term financial condition can be evaluated both in dollar terms and
in relation to the economy as a whole. GDP is a measure of the size of the nation’s economy in terms of the total value of all
final goods and services that are produced in a year. Considering financial results relative to GDP is a useful indicator of the
economy’s capacity to sustain the government’s many programs. For example:

The budget deficit decreased from $3.1 trillion in FY 2020 to $2.8 trillion in FY 2021. The deficit-to-GDP ratio
similarly decreased from 15.0 percent in FY 2020 to 12.4 percent in 2021.

The budget deficit is primarily financed through borrowing from the public. As of September 30, 2021, the $22.3
trillion in debt held by the public, excluding accrued interest, equates to just under 100 percent of GDP.

The 2021 SOSI projection of $71.0 trillion net PV excess of expenditures over receipts over 75 years represents
about 4.4 percent of the PV of GDP over 75 years. The excess of total projected non-interest spending over receipts
of $97.6 trillion from the SLTFP represents 5.7 percent of GDP over 75 years. As discussed in this Financial
Report, changes in these projections can, in turn, have a significant impact on projected debt as a percent of GDP.
To prevent the debt-to-GDP ratio from rising over the next 75 years, a combination of non-interest spending
reductions and receipts increases that amounts to 6.2 percent of GDP on average is needed (5.4 percent of GDP on
average in the 2020 projections). The fiscal gap represents 32.4 percent of 75-year PV receipts and 25.0 percent of
75-year PV non-interest spending.

3 On the government’s Balance Sheet, federal debt and interest payable consists of Treasury securities, net of unamortized discounts and premiums, and
accrued interest payable. The “public” consists of individuals, corporations, state and local governments, FRB, foreign governments, and other entities
outside the federal government.

4 PVs recognize that a dollar paid or collected in the future is worth less than a dollar today because a dollar today could be invested and earn interest. To
calculate a PV, future amounts are thus reduced using an assumed interest rate, and those reduced amounts are summed.

5 Social Security is funded by the payroll taxes and revenue from taxation of benefits. Medicare Part A is funded by the payroll taxes, revenue from taxation
of benefits, and premiums that support those programs. Medicare Parts B and D are primarily financed by transfers from the General Fund, which are
presented, and by accounting convention, eliminated in the SOSI. For the FYs 2021 and 2020 SOSI, the amounts eliminated totaled $43.2 trillion and $40.9
trillion, respectively.
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FY 2021 Financial Statement Audit Results

For FY 2021, GAO issued a disclaimer of audit opinion on the accrual-based, government-wide financial statements, as
it has for the past 24 years, due to certain material weaknesses in internal control over financial reporting and other
limitations on the scope of its work. In addition, GAO issued a disclaimer of opinion on the sustainability financial
statements due to significant uncertainties primarily related to the achievement of projected reductions in Medicare cost
growth and certain other limitations. GAO’s audit report on page 228 of this Financial Report, discusses GAO’s findings.

In FY 2021, 21 of the 24 entities required to issue audited financial statements under the CFO Act received unmodified
audit opinions, as did 13 of 16 additional significant consolidation entities (see Table 11 and Appendix A).°

The Government-wide Reporting Entity

This Financial Report includes the financial status and activities of the executive, legislative, and judicial branches of
the federal government. SFFAS No. 47, Reporting Entity, provides criteria for identifying organizations that are
consolidation entities, disclosure entities, and related parties. Such criteria are summarized in Note 1.A, Significant
Accounting Policies, Reporting Entity, and in Appendix A, which lists the entities included in this Financial Report by these
categories. The assets, liabilities, results of operations, and related activity for consolidation entities are consolidated in the
financial statements.

Fannie Mae and Freddie Mac meet the criteria for disclosure entities and, consequently, are not consolidated into the
government’s financial statements. However, the values of the investments in such entities, changes in value, and related
activity with these entities are included in the consolidated financial statements. The FR System and the SPVs are disclosure
entities and are not consolidated into the government’s financial statements. See Note 1.A and Note 28—Disclosure Entities
and Related Parties for additional information. In addition, per SFFAS No. 31, Accounting for Fiduciary Activities, fiduciary
funds are not consolidated in the government financial statements.’

Most significant consolidation entities prepare financial statements that include financial and performance related
information, as well as Annual Performance Reports. More information may be obtained from entities” websites indicated in
Appendix A and at https://www.performance.gov/.

The following pages contain a more detailed discussion of the government’s financial results for FY 2021, the budget,
the economy, the debt, and a long-term perspective about fiscal sustainability, including the government’s ability to meet its
social insurance benefits obligations. The information in this Financial Report, when combined with the Budget, collectively
presents information on the government’s financial position and condition.

Accounting Differences Between the Budget and the Financial
Report

Each year, the Administration issues two reports that detail the government’s financial results: the Budget and this
Financial Report. The exhibit on the following page provides the key characteristics and differences between the two
documents.

Treasury generally prepares the financial statements in this Financial Report on an accrual basis of accounting as
prescribed by GAAP for federal entities.® These principles are tailored to the government’s unique characteristics and
circumstances. For example, entities prepare a uniquely structured “Statement of Net Cost,” which is intended to present net
government resources used in its operations. Also, unique to government is the preparation of separate statements to
reconcile differences and articulate the relationship between the budget and financial accounting results.

6 The 21 entities include the HHS, which received disclaimers of opinions on its 2021, 2020, 2019, 2018, and 2017 SOSI and its 2021 and 2020 SCSIA. The
13 entities include the FDIC, the NCUA, and the FCSIC, which operate on a calendar year basis (December 31 year-end). Statistic reflects 2020 audit results
for these organizations, if 2021 results are not available.

7 See Note 24—Fiduciary Activities.

8 Under GAAP, most U.S. government revenues are recognized on a ‘modified cash’ basis, (see Financial Statement Note 1.B). The SOSI presents the PV of
the estimated future revenues and expenditures for scheduled benefits over the next 75 years for the Social Security, Medicare, RRP; and 25 years for the
Black Lung program. The SLTFP presents the 75-year PV of the projected future receipts and non-interest spending for the federal government.
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Budget of the U.S. Government Financial Report of the U.S. Government
Prepared primarily on a “cash basis” Prepared on an “accrual basis” and “modified cash basis”
o Initiative-based and prospective: focus on e Entity-based and retrospective — prior and present
current and future initiatives planned and resources used to implement initiatives.
how resources will be used to fund them. e Revenue: Tax revenue (more than 90.0 percent of total
e Receipts (“cash in”), taxes and other revenue) recognized on modified cash basis (see Financial
collections recorded when received. Statement Note 1.B). Remainder recognized when earned,
e Outlays (“cash out™), largely recorded when but not necessarily received.
payment is made. e Costs: recognized when incurred, but not necessarily paid.

Budget Deficit vs. Net Operating Cost

Three key components of the U.S. budget process are: 1) appropriations; 2) obligations; and 3) outlays. An
appropriation is a provision of law authorizing the expenditure of funds for a given purpose. Rescissions and cancellations
are reductions in law of budgetary resources. They are considered to be permanent reductions unless legislation clearly
indicates that the reduction is temporary. Once funds are appropriated by Congress, Treasury issues warrants that officially
establish the amounts available to be obligated and spent (i.e., expended or outlayed) by each agency. An agency’s obligation
of funds is a binding agreement to outlay funds for a particular purpose immediately or in the future. The budget deficit is
measured as the excess of outlays, or payments made by the government, over receipts, or cash received by the government.

Net operating cost, calculated on an accrual basis, is the excess of costs (what the government has incurred but has not
necessarily paid) over revenues (what the government has collected and expects to collect but has not necessarily received).
As shown in Chart 1, net operating cost typically exceeds the budget deficit due largely to the inclusion of cost accruals
associated with increases in estimated liabilities for the government’s postemployment benefit programs for its military and
civilian employees and veterans as well as environmental liabilities.
primaIirI]; cash bagsoe‘(fjgmg:fég; Chart 1
deficit decreased by $356.3 U.S. Budget Deficit & Net Operating Cost
billion (about 11.4 percent) $4,500.0
from  approximately  $3.1 $3.841 4
trillion in FY 2020 to about $4.000.0
$2.8 trillion in FY 2021 due to $3,500.0
an increase in receipts that |,
exceeded an increase in outlays §$3’000-0
in FY 2021. The $6260 bI“IOI’I g$2,5000
(18.3 percent) increase in s
receipts can be attributed |»$2,000.0 -
primarily to  higher  net _§$1 500.0 $1,448. i
individual and  corporation E i $1,153.6 *11590c 084 4
income taxes from the $1,000.0 gpp57 $779.0 -
improved economy. Outlays

increased $269.7 billion (4.1 $500.0 I ' -
percent). The increase reflects $-

continued Spendlng from |3.WS 2017 2018 2019 2020 2021
enacted during the previous Fiscal Year

administration, such as the » ;
CARES Act and the CAA., and mBudget Deficit ONet Operating Cost
programs created or enhanced by the ARP to provide relief to Americans and support the economy.*

With some adjustments, Treasury’s September 2021 MTS provides fiscal year-end receipts, spending, and deficit
information for this Report. The MTS presents primarily cash-based spending, or outlays, for the fiscal year in a number of
ways, including by month, by entity, and by budget function classification. The federal budget is divided into approximately
20 categories, or budget functions, as a means of organizing federal spending by primary purpose (e.g., National Defense,
Transportation, and Health). Multiple entities may contribute to one or more budget functions, and a single budget function
may be associated with only one entity. For example, DOD, DHS, DOE, and multiple other entities administer programs that

$3,131.9 $3,094.9

$2 7756 -
D A0

® Interest outlays on Treasury debt held by the public are recorded in the budget when interest accrues, not when the interest payment is made. For federal
credit programs, outlays are recorded when loans are disbursed, in an amount representing the PV cost to the government, commonly referred to as credit
subsidy cost. Credit subsidy cost excludes administrative costs.

10.10/22/21 press release — Joint Statement by Secretary of the Treasury Janet L. Yellen and Acting Director of the Office of Management and Budget
Shalanda D. Young on Budget Results for Fiscal Year 2021. Note that some amounts in this Financial Report reflect updates subsequent to publication of
the press release.
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https://home.treasury.gov/news/press-releases/jy0428
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are critical to the broader functional classification of National Defense. DOD, OPM, and many other entities also administer
Income Security programs (e.g., retirement benefits, housing, financial assistance). By comparison, the Medicare program is
a budget function category unto itself and is administered exclusively at the federal level by HHS. Federal spending
information by budget function and other categorizations may be found in the September 2021 MTS.*

The government’s largely accrual-based net operating cost decreased by $746.5 billion (19.4 percent) to $3.1 trillion
during FY 2021. As explained below, net operating costs are affected by changes in both revenues and costs.

The Reconciliation of Net Operating Cost and Budget Deficit statement articulates the relationship between the
government’s accrual-based net operating cost and the primarily cash-based budget deficit. The difference between the
government’s budget deficit and net operating cost is typically impacted by many variables. For example, from Table 2, the
$319.3 billion net difference for FY 2021 is largely affected by: 1) a $767.5 billion net increase in liabilities for federal
employee and veteran benefits payable (see Note 14—Federal Employee and Veteran Benefits Payable); 2) a $112.0 billion
increase in value of the government’s investments in GSEs (see Note 9—Investments in Government-Sponsored
Enterprises); 3) a $150.7 billion increase in advances and prepayments attributed mostly to advances and prepayments for
certain COVID-19 related programs (see Note 10—Advances and Prepayments); 4) a $68.0 billion increase in net taxes
receivable (see Note 3—Accounts Receivable, Net); and 5) a $75.1 billion timing difference between when credit reform
costs are recorded in the budget versus net operating cost (see Note 4—Loans Receivable, Net and Loan Guarantee

Liabilities).
Table 2: Net Operating Cost vs. Budget Deficit

Dollars in Billions 2021 2020*

Net Operating Cost $ (3,094.9)|$ (3,841.4)
Changes in:

Federal Employee and Veteran Benefits Payable $ 767.50 % 975.2

Investments in Government-Sponsored Enterprises $ (112.0)] $ 3.2

Advances and Prepayments $ (150.7)|$ (150.6)

Taxes Receivable $ (68.0)1%  (91.1)
Timing Differences - Credit Reform Costs $ (75.1)] $ 449
Other, Net $ (4248 (72.1)
Subtotal - Net Difference: $ 319.3]% 709.5
Budget Deficit $ (2,775.6)|$ (3,131.9)
*Restated

The Federal Government’s Response to the Pandemic

On March 11, 2020, a novel strain of the Coronavirus (COVID-19) was declared a pandemic by the WHO. A national
emergency was declared in the U.S. on March 13, 2020. The global spread of COVID-19, which continued through FY 2021,
resulted in a severe global health and economic crisis. During FY 2020 and FY 2021, the federal government took broad
action to protect public health from the effects of the unprecedented pandemic, enacting several major pieces of legislation,
including:

e Coronavirus Preparedness and Response Supplemental Appropriations Act of 2020 (P.L. 116-123);
o Families First Coronavirus Response Act (FFCRA, P.L. 116-127);

e Coronavirus Aid, Relief, and Economic Security Act (CARES Act, P.L. 116-136);

e Paycheck Protection Program and Health Care Enhancement Act (PPPHCE Act, P.L. 116-139);

e Consolidated Appropriations Act, 2021 (CAA, P.L. 116-260); and

e American Rescue Plan Act of 2021 (ARP, P.L. 117-2).

These laws address the health and economic effects of COVID-19, providing assistance to American workers and
families, small businesses, and state, local, tribal governments, and preserving jobs for American industry. As indicated here
and in the Financial Report, the federal government’s response to the pandemic continued to have significant effects on the
federal government’s budgetary and financial results.

1 Final MTS for FY 2021 through September 30, 2021 and Other Periods.
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Table 3: COVID-19 Response From Relief Laws (FYs 2020-2021)

Appropriations
—— Total

Dollars in Billions FY 2021* FY 2020 FY 2020-2021*
Department of the Treasury 5 632.8] % 975.0] $ 1,607.8
Small Business Administration 5 242 8] $ 751.8] % 994 6
Department of Labor $ 451.5] $ 394 3| % 8458
Department of Health and Human Services $ 233.7] % 250.4] $ 484 1
Department of Education $ 251.1] $ 31.0] % 2821
Department of Agriculture 5 91.3] % 73.2]% 164.5
Department of Homeland Security 5 70.01 % 459 % 115.9
Department of Transportation 5 70.2) % 36.01 % 106.2
Other $ 165.1| $ 76.0] $ 2411
Total $ 2,208.5| $ 2,633.6] $ 4,842.1

*Net of rescissions, transfers, and other adjustments, including rescissions enacted in FY 2021, but which affected 2020 amounts. Does
not include indirect appropriations related to COVID-19 activity.

Source: Appropriation Warrants. See Note 30—COVID-19 Activity and Agency Financial Reports for additional information.

Table 3 summarizes the more than $4.8 trillion in appropriations, net of rescissions, enacted for key pandemic-related
assistance programs as of September 30, 2021 (i.e., during FY 2020 and FY 2021) by federal agency. Examples of FY 2021
efforts are summarized below.

e Treasury received COVID-19 appropriations of $1.2 trillion under the CAA and ARP in FY 2021 and $975.0 billion
under the CARES Act in FY 2020. In FY 2021, the CAA eliminated Treasury’s ability to make new loans and
investments and rescinded $478.8 billion of $500 billion provided to Treasury under the CARES Act. These changes
and the return of unused and permanent authority and obligation adjustments of $71.2 billion resulted in the net
appropriations amount of $632.8 billion for FY 2021 shown in Table 3 above. Treasury funding supports several
efforts, including $587.0 billion for refundable tax credits (recovery rebates or EIP) in FY 2021. In FY 2021, IRS
disbursed $569.5 billion of EIPs to eligible recipients in every state and territory and at foreign addresses. In
addition, appropriations of $428.5 billion ($25.0 billion CAA and $403.5 billion ARP) provided for payments to
state, local, territorial, and tribal governments to cover eligible costs incurred in response to the pandemic through
several funds including: 1) SLFRF; 2) Coronavirus Capital Projects Funds; 3) ERA; 4) HAF; 5) State Small
Business Credit Initiative; and 6) Local Assistance and Tribal Consistency Fund. In addition, pursuant to the
CARES Act, in response to the COVID-19 pandemic, the government invested in SPVs established by the Federal
Reserve Board through the FRBNY and FRBB during FY 2020 for the purpose of enhancing the liquidity of the
U.S. financial system.

e SBA received appropriations of $389.3 billion in FY 2021 and $751.8 billion in FY 2020. FY 2021 appropriation
totals were reduced by a $146.5 billion rescission under the CAA of amounts appropriated under the CARES Act,
resulting in net appropriations for FY 2021 of $242.8 billion as shown in Table 3 above. SBA appropriations
primarily funded two programs: 1) the PPP, a loan guarantee program designed to provide a direct incentive for
small businesses to retain employees by providing loan forgiveness for amounts used for eligible expenses for
payroll and benefit costs, interest on mortgages, rent, and utilities; and 2) SBA also provides loans to small business
owners through the EIDL program.

e DOL received $451.5 billion in funding in FY 2021 under ARP and $394.3 billion in FY 2020 under the CARES
Act. Through multiple Ul programs, DOL expands states’ ability to provide Ul for many workers impacted by the
pandemic, including for workers who are not eligible for regular/traditional unemployment benefits. These programs
include, but are not limited to: 1) the FPUC program; 2) the PUA program; and 3) the Short-term Compensation
program.

e Through the PHSSEF and other efforts, HHS provides broad support, including, but not limited to: reimbursements
to health care providers for expenses or lost revenues attributable to the pandemic, and support for the development
and purchase of vaccines, therapeutic treatment, testing, and medical supplies. In FY 2021, HHS received $233.7
billion and $250.4 billion COVID-19 response-related funding in FYs 2021 and 2020, respectively. These funds
support testing, contact tracing, surveillance, containment, mitigation to monitor and suppress the spread of COVID-
19, as well as support for COVID-19 vaccination programs; and ARP funding provided supplemental relief funding
to workers and families for nationwide testing sites and community vaccination sites as well as addressing
disparities in obtaining quality healthcare.


https://home.treasury.gov/about/budget-financial-reporting-planning-and-performance/agency-financial-report
https://www.sba.gov/document/report-agency-financial-report
https://www.dol.gov/agencies/ocfo/resources
https://www.hhs.gov/about/agencies/asfr/finance/financial-policy-library/agency-financial-reports/index.html

MANAGEMENT’S DISCUSSION AND ANALYSIS 20

e Education COVID-19 appropriations funded a variety of programs administered primarily through grant programs.
COVID-19 relief legislation and administrative actions also provided support for student loan borrowers primarily
by temporarily suspending nearly all federal loan payments.

e USDA received CAA, ARP, and supplemental CARES Act appropriations in the amount of $91.3 billion in FY
2021 and $73.2 billion in CARES Act funding in FY 2020. This funding extended modifications to federal nutrition
assistance programs; funded programs to support agricultural producers, growers, and processors; and provided
additional relief to address the continued impact of COVID-19 on the economy, public health, state and local
governments, individuals, and businesses.

e DHS received supplemental appropriations of $70.0 billion under CAA and ARP in FY 2021, and $45.9 billion
under the CARES Act in FY 2020. DHS funding supports a wide range of efforts including FEMA’s Disaster Relief
Fund. FEMA is authorized to provide many types of assistance including, but not limited to Public Assistance for
emergency protective measures, including vaccination activities, direct federal assistance, personal protective
equipment, state and local Emergency Operations Center operations, non-congregate sheltering, medical field
stations, medical ships, personnel to support medical sites, National Guard deployments, and crisis counseling.

e DOT received $70.2 billion ($27.0 billion CAA and $43.2 billion ARP) of supplemental COVID-19 appropriations
in FY 2021 and $36.0 billion of supplemental appropriations under the CARES Act in FY 2020. DOT funding
supports the maintaining and continuing of operations and business needs of various transportation systems in
response to COVID-19.

e Many other agencies and programs comprise the “Other” amount shown in Table 3. Note 30—COVID-19 Activity
and agency financial statements provide additional details concerning federal agency pandemic response efforts.

Budgetary activity, such as appropriations, obligations, and outlays are different from, but related to financial activity,

such as costs, assets, and liabilities. As agencies implement programs, appropriations, obligations, and outlays precipitate a
wide range of financial effects, including the incurrence of program costs, and the creation of or changes in assets such as
advances or loans receivable, or liabilities such as loan guarantees. These corresponding financial effects stemming from
pandemic relief and economic recovery efforts, and the federal government’s operations in general are discussed in the
following section.

The Government’s Net Position: “Where We Are”

The government’s financial position and condition have traditionally been expressed through the Budget, focusing on
surpluses, deficits, and debt. However, this primarily cash-based discussion of the government’s net outlays (deficit) or net
receipts (surplus) tells only part of the story. The government’s accrual-based net position, (the difference between its assets
and liabilities, adjusted for unmatched transactions and balances), and its “bottom line” net operating cost (the difference
between its revenues and costs) are also key financial indicators.

Financial Effects of the Federal Government’s Pandemic Response

The financial effects of the government’s response to the COVID-19 pandemic have been broad, impacting many
agencies in a variety of ways and to varying degrees. The following include brief discussions of some of the more significant
effects of the pandemic on the government’s financial results for FY 2021. Please refer to Note 30—COVID-19 Activity and
other disclosures in this Financial Report, as well as in the individual entities’ financial statements for more information.

Costs and Revenues

The government’s Statement of Operations and Changes in Net Position, much like a corporation’s income statement,
shows the government’s “bottom line” and its impact on net position (i.e., assets net of liabilities, adjusted for unmatched
transactions and balances). To derive the government’s “bottom line” net operating cost, the Statement of Net Cost first
shows how much it costs to operate the federal government, recognizing expenses when incurred, regardless of when
payment is made (accrual basis). It shows the derivation of the government’s net cost or the net of: 1) gross costs, or the costs
of goods produced and services rendered by the government; 2) the earned revenues generated by those goods and services
during the fiscal year; and 3) gains or losses from changes in actuarial assumptions used to estimate certain liabilities. This
amount, in turn, is offset against the government’s taxes and other revenue reported in the Statement of Operations and
Changes in Net Position to calculate the “bottom line” or net operating cost.



https://www2.ed.gov/about/reports/annual/index.html
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Table 4: Gross Cost, Revenues, Net Cost, and Net Operating Cost

Dollars in Billions 2021 2020+  Increase/ (Dectease)

Gross Cost $ (7,294.7) $ (7,1951) $ 99.6 1.4%
Less: Earned Revenue $ 4623 $ 4616 $ 07 0.2%
Gain/(Loss) from Changes in Assumptions $ (518.4) $ (679.5) § (161.1) (23.7%)|
Net Cost $ (7,350.8) $ (7,413.0) $ (62.2)  (0.8%)
Less: Tax and Other Revenues $ 42559 $ 35716 $ 6843 19.2%
Net Operating Cost $ (3,004.9) $ (3,841.4) $§ (746.5) (19.4%)

*Restated (see Financial Statement Note 1.V and Note 1.W).

Table 4 shows that the government’s “bottom line” net operating cost decreased $746.5 billion (19.4 percent) during
2021 from $3.8 trillion to $3.1 trillion. This decrease is due mostly to a slight $62.2 billion (0.8 percent) decrease in entity net
costs, offset by a $684.3 billion (19.2 percent) increase in tax and other revenues over the past fiscal year as discussed in the
following.

Gross Cost and Net Cost

The Statement of Net Cost starts with the government’s total gross costs of $7.3 trillion, subtracts revenues earned for
goods and services provided (e.g., Medicare premiums, national park entry fees, and postal service fees), and adjusts the
balance for gains or losses from changes in actuarial assumptions used to estimate certain liabilities, including federal
employee and veteran benefits to derive its net cost of $7.4 trillion, a slight $62.2 billion (0.8 percent) decrease compared to
FY 2020.

Typically, the annual change in the government’s net cost is the result of a variety of offsetting increases and decreases
across entities. As referenced earlier, these amounts continue to be impacted by the ongoing federal government’s response to
the COVID-19 pandemic and the related economic recovery. Including these amounts, offsetting changes in federal entity net
cost during FY 2021 included:

e A $211.6 billion decrease in SBA net costs largely driven by a $230.0 billion decrease in loan subsidy costs,

including reestimates, attributable to the PPP and Debt Relief programs under the CARES Act. As noted earlier, the
PPP provides loan forgiveness for amounts used for eligible expenses for payroll and benefit costs. Under the Debt
Relief program, SBA pays six months of principal, interest, and any associated fees that borrowers owe for all
current loans in regular servicing status in its 7(a), 504, and Microloan programs, as well as new 7(a), 504, and
Microloans disbursed prior to September 27, 2020.

e The $270.1 billion increase in Treasury net costs is largely due to disbursement during FY 2021 of $569.5 billion in
refundable tax credits (also referred to as EIP) to eligible recipients in every state and territory and at foreign
addresses, compared to $274.7 billion of EIP disbursements during FY 2020, which is partially offset by a $112.0
billion net cost reduction in FY 2021 that is attributable to the increase in liquidation preference of the GSEs senior
preferred stock of $31.9 billion and FV gains on the investment in GSEs of $80.1 billion. The increase in GSE
senior preferred stock FV is primarily a result of GSE higher projected cash flows, a decrease in the market value of
GSEs’ other equity securities that comprise its total equity, and a lower discount rate.

e A $100.8 billion net cost increase at HHS was driven largely by $115.4 billion total cost increases across Medicare
and Medicaid. Of note, a $63.2 billion increase in Medicaid net cost was largely attributable to a $57.0 billion
benefit expense increase related to higher grant awards to states to continue COVID-19 relief efforts. Medicare HI
and SMI program benefits expenses also increased. These cost increases were offset by a net decrease in other
program costs primarily due to the PHSSEF receiving less funding for COVID-19 relief during FY 2021.

e A significant portion of the $96.4 billion decrease at DOL is attributable to a $100.7 billion decrease in Income
Maintenance programs costs, primarily due to decreases in unemployment benefits as less jobless claims are filed.
DOL costs related to the COVID-19 pandemic were $313.0 and $352.2 billion in FYs 2021 and 2020, respectively,
comprised mostly of unemployment benefit expenses for programs implemented in FY 2020 and extended into FY
2021.
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o Entities administering federal employee and veteran benefits programs employ a complex series of assumptions,
including but not limited to interest rates,

beneficiary eligibility, life expectancy, and Chart 2 -

. . Net Cost: FY 2021 ($7.4 trillion)
medical cost levels, to make actuarial

et ; R ; All Other, 15%
p_rOj_eFt_IOI"IS of '[hEIr_ Iong term ben?flts Small Business Department of
liabilities. Changes in these assumptions Administration, 5% _ Health and Human
can result in either losses (net cost 332"1";.?&

. . Interest, 5% &
increases) or gains (net cost decreases). y

Across the government, these net losses | Departmest of
. . abor, 5%
from changes in assumptions amounted to
$518.4 billion in FY 2021, a loss decrease
(and a corresponding net cost decrease) of
$161.1 billion compared to FY 2020. The
primary entities that administer programs | peparment of
impacted by these assumptions — typically | Veterans Affairs,
federal employee pension and benefit s
programs — are the OPM, DOD, and VA. Department of the
All three of these entities recorded losses Frsasuly; 1% BZ?:;‘;F‘*;‘;?,I
from changes in assumptions in the
amounts of $84.9 billion, $346.3 bhillion,
and $82.8 billion, respectively. These actuarial estimates and the resulting gains or losses from changes in
assumptions can sometimes cause significant swings in total entity costs from year to year. For example, for FY
2021, changes in net cost at OPM ($30.6 billion increase), DOD ($144.8 billion increase), and VA ($291.8 billion
decrease) were impacted by the changes in gains or losses from assumption changes at these entities.

e While most of the $144.8 billion increase in DOD net costs is primarily due to a $100.2 billion loss increase from
changes in assumptions as referenced above, the majority of DOD’s net costs included military operations,
readiness, and support; procurement; military personnel; and R&D, which collectively increased.

e A $36.5 billion increase at SSA, due to

Social Security
Administration,
16%

a 1.4 percent increase in the number of Net G C?ﬁ%% 2021
OASI beneficiaries, combined with a FY 2021 Total Net Cost: $7.4 trillion
1.3 percent COLA provided to | $8,0000
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benefits programs primarily due to a @ ° =DOL
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e A $291.8 billion decrease in VA net : $4,0000 E
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assumptions underlying VA’s | $2,000.0
compensation, burial, education, and . mHHS
VR&E benefits programs. These T .
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not limited to a lower than anticipated 2017 2018 2019 2020 2021
numbers of veterans, offset by changes Fiscal Year

in discount rate and COLA
assumptions.

e A $20.9 billion increase in interest on debt held by the public due largely to an increase in inflation adjustments and

an increase in outstanding debt held by the public.

Chart 2 shows the composition of the government’s net cost for FY 2021. In FY 2021, approximately 85 percent of the
federal government’s total net cost came from only seven agencies (HHS, SSA, VA, DOD, Treasury, DOL, and SBA), and
interest on the debt. The other 150-plus entities included in the government’s FY 2021 Statement of Net Cost accounted for a
combined 15 percent of the government’s total net cost for FY 2021. Chart 3 shows the five-year trend in these costs,
illustrating the significant impact that the pandemic had on certain agency costs as summarized above. Aside from pandemic
relief costs, as discussed above, HHS and SSA net costs for FY 2021 ($1.5 trillion and $1.2 trillion, respectively) are largely
attributable to major social insurance programs administered by these entities. VA net costs of $693.4 billion support health,
education and other benefits programs for our nation’s Veterans. DOD net costs of $890.6 billion relate primarily to
operations, readiness, and support; personnel; research; procurement; and retirement and health benefits. Treasury net costs
of $830.8 hillion support a broad array of programs that promote conditions for sustaining economic growth and stability,
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protecting the integrity of our Nation’s financial system, and effectively managing the U.S. government’s finances and
resources. SBA net costs of $347.4 billion support agency programs and services that enable the establishment and vitality of
small businesses and by providing assistance in the economic recovery of communities after disasters.
Tax and Other Revenues

As noted earlier, tax and other revenues from the Statement of Operations and Changes in Net Position are deducted

from total net cost to derive the government’s Chart 4

“bottom line” net operating cost. Chart 4 shows that Government Tax and Other Revenues

total tax and other revenue increased by $684.3 $5,0000 -
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withholdings and corporate income taxes accounted
for about 77.0 percent and 10.7 percent of total revenue, respectively in FY 2021; other revenues from Chart 4 include
Federal Reserve earnings, excise taxes, unemployment taxes, and customs duties.

As previously shown in Table 4, the increase in tax and other revenue combined with the decrease in net cost, yielded a
$746.5 billion decrease to the government’s bottom line net operating cost to $3.1 trillion for FY 2021.

Please refer to Note 30—COVID-19 Activity, as well as the FY 2021 entities financial statements for additional
information about the pandemic’s effects on the federal government’s costs and revenues.

Tax Expenditures

Tax and other revenues reported reflect the effects of tax expenditures, which are special exclusions, exemptions,
deductions, tax credits, preferential tax rates, and tax deferrals that allow individuals and businesses to reduce taxes they may
otherwise owe. Tax expenditures may be viewed as alternatives to other policy instruments, such as spending or regulatory
programs. For example, the government supports college attendance through both spending programs and tax expenditures.
The government uses Pell Grants to help low- and moderate-income students afford college and allows certain funds used to
meet college expenses to grow tax free in special college savings accounts. Tax expenditures may include deductions and
exclusions which reduce the amount of income subject to tax (e.g., deductions for personal residence mortgage interest). Tax
credits, which reduce tax liability dollar for dollar for the amount of credit (e.g., child tax credit), are also considered tax
expenditures. Tax expenditures may also allow taxpayers to defer tax liability.

Receipts in the calculation of surplus or deficit, and tax revenues in the calculation of net position, reflect the effect of
tax expenditures. As discussed in more detail in the Other Information section of this Financial Report, tax expenditures will
generally lower federal government receipts although tax expenditure estimates do not necessarily equal the increase in
federal revenues (or the change in the budget balance) that would result from repealing these special provisions.

Tax expenditures are reported annually in the Analytical Perspectives of the Budget. In addition, current and past tax
expenditure estimates and descriptions can be found at the following location from Treasury’s Office of Tax Policy:
https://home.treasury.gov/policy-issues/tax-policy/tax-expenditures.

Assets and Liabilities

The government’s net position at the end of the fiscal year is derived by netting the government’s assets against its
liabilities, as presented in the Balance Sheet (summarized in Table 5).%> The Balance Sheet does not include the financial
value of the government’s sovereign powers to tax, regulate commerce, or set monetary policy or value of nonoperational
resources of the government, such as national and natural resources, for which the government is a steward. In addition, as is
the case with the Statement of Operations and Changes in Net Position, the Balance Sheet includes a separate presentation of
the portion of net position related to funds from dedicated collections. Moreover, the government’s exposures are broader
than the liabilities presented on the Balance Sheet. The government’s future social insurance exposures (e.g., Medicare and

2 As shown in Table 5, the government’s Balance Sheet includes an adjustment for unmatched transactions and balances, which represent unresolved
differences in intra-governmental activity and balances between federal entities. These amounts are described in greater detail in the Other Information
section of this Financial Report.
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Social Security) as well as other fiscal projections, commitments and contingencies, are reported in separate statements and
disclosures. This information is discussed later in this MD&A section, the financial statements, and RSI sections of this
Financial Report.

Table 5: Assets and Liabilities

Dollars in Billions 2021 2020* '"C'egse’ (Decraase)
Assets
Cash & Other Monetary Assets $ 4750 $ 19269 $ (1,451.9) (75.3%)
Accounts Receivable, Net $ 4010 $ 3212 § 79.8 24 8%
Loans Receivable, Net $ 16510 $ 15774 §$ 736 4.7%
General Property, Plant & Equipment, Net $ 1,1769 $ 11399 § 37.0 3.2%
Other $ 11897 $ 990.3 $ 199.4 20.1%
Total Assets $ 4,893.6 $ 59557 $ (1,062.1) (17.8%)|
Less: Liabilities, comprised of:
Federal Debt and Interest Payable $(22,344.8) $(21,0829) $ 1,261.9 6.0%
Federal Employee & Veteran Benefits Payable $(10,183.0) $ (9,4155) $  767.5 8.2%
Other $ (2,2499) $ (2,2456) $ 4.3 02%
Total Liabilities $(34,777.7) $(32,744.0) $ 2,033.7 6.2%
Unmatched Transactions and Balances' $ (1.7) $ (3.1) § (1.4) (45.2%)|
Net Position $(29,885.8) $(26,791.4) $ 3,094.4  11.5%)

*Restated (see Financial Statement Note 1.V and Note 1.W).

'Unmatched transactions and balances are net adjustments needed to balance the financial statements and are due
primairly to unresolved intra-governmental differences. Net unmatched transactions and balances of $0.2 billion for FY
2021 and $11.5 billion for FY 2020 are also included in the Statements of Operations and Changes in Net Position. See
Financial Statement Note 1.U.

Assets

From Table 5, as of September 30, 2021, more than three-fourths of the government’s $4.9 trillion in reported assets is
comprised of: 1) cash and other monetary assets ($475.0 billion); 2) accounts receivable, net ($401.0 billion); 3) net loans
receivable ($1.7 trillion); and 4) net PP&E ($1.2 trillion).* Chart 5 compares the balances of these and other Balance Sheet
amounts as of September 30, 2021 and 2020, some of which were substantially impacted by the pandemic response.

Cash and other monetary assets ($475.0 billion) is comprised largely of the operating cash of the U.S. government.
Operating cash held by Treasury decreased $1.6 trillion (88.8 percent) to $198.4 billion during FY 2021 due to Treasury
maintaining an elevated cash balance in FY 2020 to maintain prudent liquidity in light of the size and relative uncertainty of
COVID-19 related outflows, combined with needing to reduce the cash balance to well under Treasury’s prudent policy level
at the end of FYY 2021 due to debt ceiling constraints (see Note 2—Cash and Other Monetary Assets).

Treasury comprises approximately 76.0 percent of the government’s reported accounts receivable, net, mostly in the
form of reported taxes receivable, which consist of unpaid assessments due from taxpayers, unpaid taxes related to IRC
section 965, and deferred payments for employer’s share of FICA taxes pursuant to the CARES Act. Other accounts
receivable, gross increased significantly year to year, primarily as a result of DOL’s $18.6 billion increase in benefit
overpayments from programs related to COVID-19 as well as a $7.0 billion increase to HHS receivables, primarily due to
Medicare (see Note 3—Accounts Receivable, Net).

18 For financial reporting purposes, other than multi-use heritage assets, stewardship assets of the government are not recorded as part of PP&E. Stewardship
assets are comprised of stewardship land and heritage assets. Stewardship land consists of public domain land (e.g., national parks, wildlife refuges).
Heritage assets include national monuments and historical sites that among other characteristics are of historical, natural, cultural, educational, or artistic
significance. See Note 27—Stewardship PP&E.
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The federal government’s direct loans and loan guarantee programs are used to promote the nation’s welfare by making

financing available to segments of the
population not served adequately by
non-federal institutions, or otherwise
providing for certain activities or
investments. For those unable to afford
credit at the market rate, federal credit
programs provide subsidies in the form
of direct loans offered at an interest
rate lower than the market rate. For
those to whom non-federal financial
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Dollars in Billions

institutions are reluctant to grant credit
because of the high risk involved,
federal credit programs guarantee the
payment of these non-federal loans and
absorb the cost of defaults. For
example, Education supports
individuals engaged in education
programs through a variety of student
loan, grant and other assistance programs. USDA administers loan programs to support the nation’s farming and agriculture
community. HUD loan programs support affordable homeownership, as well as the construction and rehabilitation of housing
projects for the elderly and persons with disabilities. SBA loan programs enable the establishment and vitality of small
businesses and assist in the economic recovery of communities after disasters. Significant changes to the federal
government’s loans receivable, net, and loan guarantees liability, as discussed in Note 4, include:

e Education’s Federal Direct Student Loan Program accounted for $1.1 trillion (66.9 percent) of total loans receivable,

net. Education has loan programs that are authorized by Title IV of the Higher Education Act of 1965. The William
D. Ford Federal Direct Loan Program (referred to as the Direct Loan Program), was established in FY 1994 and
offered four types of educational loans: Stafford, Unsubsidized Stafford, Parent Loan for Undergraduate Students,
and consolidation loans. During FY 2021, Education direct loan disbursements to eligible borrowers decreased by
approximately $12.6 billion to $104.8 billion. While the CARES Act provision supporting student loan borrowers
by temporarily suspending nearly all federal student loan payments expired on September 30, 2020, administrative
action temporarily suspended payments during FY 2021. In addition, all federal wage garnishments and collections
actions for borrowers with federally held loans in default were halted.

e SBA’s credit program receivables comprise business and disaster direct loans and defaulted business loans

purchased per the terms of SBA’s loan guaranty programs, offset by an allowance for related program subsidy costs.
The CARES Act provides funding for SBA to offer low-interest EIDL for working capital to small businesses
suffering substantial economic injury as a result of COVID-19 that can be used to pay fixed debts, payroll, accounts
payable and other bills that cannot be paid because of the disaster’s impact. These receivables increased to $244.1
billion during FY 2021, stemming from a $62.6 billion increase in direct disaster COVID-19 EIDL funded loans
primarily funded from the CARES Act. The loan guarantee PPP provides loan forgiveness for amounts used for
eligible expenses for payroll and benefit costs, interest on mortgages, and rent, and utilities, worker protection costs
related to COVID-19, uninsured property damage costs caused by looting or vandalism during 2020, and certain
supplier costs and expenses for operations. The loan guarantee liability for Small Business Loan Programs which
includes the PPP decreased by $284.9 billion primarily due to SBA forgiveness payments to PPP lenders. For
additional information on each specific loan program refer to SBA’s financial statements.

Federal government general PP&E includes many of the physical resources that are vital to the federal government’s
ongoing operations, including buildings, structures, facilities, equipment, internal use software, and general purpose land.
DOD comprises approximately 68.8 percent of the government’s reported general PP&E of $1.2 trillion as of September 30,
2021. See Note 6—General Property, Plant, and Equipment, Net.

“Other” Assets of $1.2 trillion in Table 5 and Chart 5 includes: 1) $369.3 billion in “Advances and Prepayments”; and
2) $26.4 billion of “Investments in SPVs”. The $150.7 billion increase in advances and prepayments is largely due to
disbursements by Treasury to states, local, territorial, and tribal governments pursuant to the CRF, SLFRF, ERA, and HAF
programs to cover eligible costs recipients incur in response to the pandemic (see Note 10—Advances and Prepayments).

In addition, in response to the COVID-19 pandemic, under Section 4003 of the CARES Act, Treasury holds equity
investments in SPVs established through the FRBNY and FRBB for the purpose of enhancing the liquidity of the U.S.
financial system. These non-federal investment holdings are reported at their FV on the Balance Sheet, and changes in the
valuation of these investments are recorded on the Statement of Net Cost. These investments decreased by $82.0 billion
during FY 2021 primarily due to an aggregate $86.1 billion of capital contributions that was returned to Treasury by the
Federal Reserve in connection with interim and final distributions made pursuant to the amended SPV LLC Agreements. See
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Note 8—Investments in Special Purpose Vehicles, and Note 30—COVID-19 Activity, as well as Treasury’s FY 2021
financial statements for additional information.

Please refer to Note 30—COVID-19 Activity, as well as the FY 2021 entities’ financial statements for additional
information about the pandemic’s effects on the federal government’s assets and liabilities over the past fiscal year.

In addition, as indicated earlier, Note 31—Subsequent Events, discusses the financial effects of significant events that
occurred following the end of the fiscal year, but prior to issuance of this Financial Report. These and other subsequent
events and their effects are discussed in Note 31.

Liabilities

As indicated in Table 5 and Chart 6, of the Chart &
government’s $34.8 trillion in total liabilities, the Liabilities By Type: 2017-2021
largest liability is federal debt and interest payable, $35,000.0
the balance of which increased by $1.3 trillion (6.0
percent) to $22.3 trillion as of September 30, 2021. 200000

The other major component of the $25,000.0 —— R
government’s liabilities is federal employee and R
veteran benefits payable (i.e., the government’s $20,000.0
pension and other benefit plans for its military and $15,000.0
civilian employees), which increased $767.5 billion
(8.2 percent) during FY 2021, to about $10.2
trillion. This total amount is comprised of $2.9 $5,000.0 -
trillion in benefits payable for the current and
retired civilian Workforce, and $73 trillion for the : 2017 2018 2019 2020 2021
military and veterans. OPM administers the largest Fiscal Year
civilian pension plan, covering more than 2.8 @Other
million active employees, including the Postal = el Sy oy el Vs B SEraliiaiall s
Service, and more than 2.7 million annuitants, BFederal Debtand Interest Payable
including survivors. The DOD military pension
plan covers about 2.1 million current military personnel (including active service, reserve, and National Guard) and
approximately 2.3 million retirees and survivors.

Federal Debt

The budget surplus or deficit is the difference between total federal spending and receipts (e.g., taxes) in a given year.
The government borrows from the public (increases federal debt levels) to finance deficits. During a budget surplus (i.e.,
when receipts exceed spending), the government typically uses those excess funds to reduce the debt held by the public. The
Statement of Changes in Cash Balance from Budget and Other Activities reports how the annual budget surplus or deficit
relates to the federal government’s borrowing and changes in cash and other monetary assets. It also explains how a budget
surplus or deficit normally affects changes in debt balances.

The government’s federal debt and interest payable (Balance Sheet liability), which is comprised of publicly-held debt
and accrued interest payable, increased $1.3 trillion (6.0 percent) to $22.3 trillion as of September 30, 2021. It is comprised

Dollars in Billions

$10,000.0

of Treasury securities, such as bills, notes, and bonds, net - -
of unamortized discounts and premiums issued or sold to Prior to 1917, Congress approved each debt issuance. In
the public; and accrued interest payable. The “public” 1917, to facnltate pla_nnlng in World War I, Congress and
consists of individuals, corporations, state and local the President established a dollar ceiling for federal
governments, FRB, foreign governments, and other borrowing. With the Public Debt Act of 1941 (P.L. 77-7),
entities outside the federal government. As indicated | Congress and the President set an overall limit of $65
above, budget surpluses have typically resulted in billion on Treasury debt obligations that could be
borrowing reductions, and budget deficits have conversely outstanding at any one time. Since then, Congress and the
yielded borrowing increases. However, the government’s President have enacted a number of measures affecting the
debt operations are generally much more complex. Each debt limit, including several in recent years. Congress and
year, trillions of dollars of debt matures and new debt is the President most recently increased the debt limit by
issued to take its place. In FY 2021, new borrowings were $2.5 trillion in December 2021 with the enactment of P.L.
$20.4 trillion, and repayments of maturing debt held by 117-73. It is important to note that increasing or
the public were $19.2 trillion, both increases from FY suspending the debt limit does not increase spending or
2020. authorize new spending; rather, it permits the U.S. to
In addition to debt held by the public, the conf[inue to honor_pre-existing comr_nitments to its citizens,
government has about $6.2 trillion in intra-governmental businesses, and investors domestically and around the
debt outstanding, which arises when one part of the world.

government borrows from another. It represents debt
issued by Treasury and held by government accounts, including the Social Security ($2.9 trillion) and Medicare ($306.9
billion) trust funds. Intra-governmental debt is primarily held in government trust funds in the form of special nonmarketable
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securities by various parts of the government. Laws establishing government trust funds generally require excess trust fund
receipts (including interest earnings) over disbursements to be invested in these special securities. Because these amounts are
both liabilities of Treasury and assets of the government trust funds, they are eliminated as part of the consolidation process
for the government-wide financial statements (see Financial Statement Note 13). When those securities are redeemed, e.g., to
pay Social Security benefits, the government must obtain the resources necessary to reimburse the trust funds. The sum of
debt held by the public and intra-governmental debt equals gross federal debt, which (with some adjustments), is subject to a
statutory ceiling (i.e., the debt limit). Note that when intra-government debt decreases, debt held by the public will increase
by an equal amount (if the general account of the U.S. government is in deficit), so that there is no net effect on gross federal
debt. At the end of FY 2021, debt subject to the statutory limit was $28.4 trillion* (see sidebar).

The federal debt held by the public measured as a percent of GDP (debt-to-GDP ratio) (Chart 7) compares the country’s

debt to the size of its economy, making this Chart7
measure sensitive to changes in both. Over time, Debt Held by the Public as Percent of GDP
the debt-to-GDP ratio has varied widely:
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implementation of binding PAYGO
rules (which require that new tax or
spending laws not add to the deficit), generated a significant decline in the debt-to-GDP ratio, from a peak of 48
percent in FYs 1993-1995, to 31 percent in 2001.

e During the first decade of the 21% century, PAYGO rules were allowed to lapse, significant tax cuts were
implemented, entitlements were expanded, and spending related to defense and homeland security increased. By
September 2008, the debt-to-GDP ratio was 39 percent of GDP.

e PAYGO rules were reinstated in 2010, but the extraordinary demands of the last economic and fiscal crisis and the
consequent actions taken by the federal government, combined with slower economic growth in the wake of the
crisis, pushed the debt-to-GDP ratio up to 74 percent by the end of FY 2014,

e The debt was approximately 100 percent of GDP at the end of FY 2021 similar, but slightly below the debt-to-GDP
ratio at the end of FY 2020 This ratio decreased slightly during FY 2021, because GDP, which increased as the
economy continued to recover from the effects of the pandemic, grew faster than the debt.** From Chart 7, since
1940, the average debt-to-GDP ratio is 49 percent.

14During FY 2021, Treasury faced a delay in raising the statutory debt limit that required it to depart from its normal debt management procedures and to
invoke legal authorities to avoid exceeding the statutory debt limit. During these periods, extraordinary measures taken by Treasury have resulted in federal
debt securities not being issued to certain federal government accounts with the securities being restored including lost interest to the affected federal
government accounts subsequent to the end of the delay period. On August 2, 2019, the BBA of 2019 (P.L. 116-37) was enacted suspending the statutory
debt limit through July 31, 2021. A delay in raising the statutory debt limit occurred from August 1, 2021 through September 30, 2021. During the period of
August 2, 2021 through September 30, 2021, Treasury departed from their normal debt management operations and undertook extraordinary measures to
avoid exceeding the statutory debt limit. On October 14, 2021, P.L. 117-50 was enacted which raised the statutory debt limit by $480.0 billion, from
$28,401.5 hillion to $28,881.5 billion. Even with this increase, extraordinary measures continued in order for Treasury to manage below the debt limit. On
December 16, 2021, Congress and the President increased the debt limit by $2.5 trillion to $31.4 trillion with the enactment of P.L. 117-73. See Note 13—
Federal Debt and Interest Payable and Note 31—Subsequent Events for additional information.

The increase in debt of $1.3 trillion was less than the FY 2021 deficit of $2.8 trillion primarily because of a $1.6 trillion decrease in the government’s cash
balance.
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The Economy in FY 2021

An analysis of U.S. economic Table 6: National Economic Indicators*

performance prgvides useful background 2021 2020
V\_Ihen _ evaluating the_ government’s | ~oo 4.9% (2.9%)
financial statements. During the last two b _ : o o
fiscal years, the economy’s performance ersonal Consumption Expenditures 7.0% (2.8%)
has been deeply affected by the COVID- JAverage monthly payroll job change (thousands) 475 (801)
19 global pandemic as well as the U.S. JUnemployment rate (percent, end of period) 4.7% 7.9%
govemn}ent’s. extensive measures to CPI 5 4% 1.4%
prevent infection, support consumers and CPI, excluding food and energy 4.0% 17%
businesses, and restore growth. _

Reflecting the brunt of restrictions Real Disposable Personal Income (1.1%) 5.6%
implemented after the pandemic’s onset LR&€alAverage Hourly Earnings (0.4%) 3.2%

in early 2020, the economy contracted by * Some FY 2020 data may differ from the FY 2020 Financial Report due to updates and revisions.

2.9 percent during FY 2020. Real GDP dropped sharply over the second and third quarters of the fiscal year, as state and
local governments implemented stay-at-home orders and required non-essential businesses to close, in order to protect the
public and mitigate the impact of the pandemic on health care resources. The U.S. government responded quickly to support
American households and small businesses during the pandemic; by late March 2020, three economic aid packages were
passed totaling roughly $2.7 trillion. These measures included EIPs, expanded eligibility for unemployment insurance
payments, delays in tax and loan payments, and implemented a moratorium on evictions. In addition, Treasury and the SBA
launched the PPP — a forgivable loan for small businesses — in March 2020 and received a supplemental appropriation before
the first round of applications closed in September 2020. Due to these measures and the rescission of stay-at-home orders, the
economy grew in the final quarter of FY 2020 at the fastest quarterly pace in 70 years, accompanied by rapid payroll job and
wage growth.

The recovery’s momentum continued in FY 2021, with the help of additional government financial support the
widespread distribution of vaccines, and the reopening of industries that were hardest hit by the pandemic. Another economic
aid package of roughly $900.0 billion was passed in December 2020, which funded smaller EIPs and a second draw of PPP
loans for small businesses. Then early in calendar 2021, President Biden signed the ARP into law. The ARP provided an
additional $1.9 trillion in economic aid, primarily through EIPs and direct aid to low-to middle-income families and to the
economically vulnerable. It also assisted state and local governments, provided additional funding for addressing COVID-19
infections and vaccinating the population, created new loans and grants for small businesses, and extended the deadline for
PPP applications.

As summarized in Table 6, the U.S. economy grew briskly in FY 2021 after the contraction in FY 2020. Real (i.e.,
inflation-adjusted) GDP surged by 4.9 percent over the four quarters of FY 2021, after declining by 2.9 percent during the
previous fiscal year. Business fixed investment and PCE rebounded from the temporary collapses seen in the previous fiscal
year, and residential investment, government spending, and net exports all continued to support growth to varying degrees.
Over the four quarters of FY 2021, business fixed investment expanded by 9.0 percent, swinging sharply from the 7.0 percent
drop over the previous four quarters and supported in part by rising oil prices. PCE grew 7.0 percent, reflecting the two
rounds of federal financial support as well as pent-up demand as more sectors opened; PCE growth in FY 2021 stood in sharp
contrast with the 2.8 percent decline during FY 2020 as domestic demand collapsed.

Residential investment continued to provide consistently strong support for the economy, growing 5.4 percent in FY
2021, after a 7.7 percent gain in FY 2020. Government spending grew more slowly in the latest fiscal year, rising 0.6 percent
after a 2.1 percent advance during FY 2020. This deceleration masks the significant further steps undertaken by the U.S.
government during the FY 2021 to support the economy, which were largely transfers to households and businesses rather
than direct government spending. Net exports posed less of a drag on growth during FY 2021, shaving 1.2 percentage points
from real GDP after subtracting 3.3 percentage points during the previous fiscal year. Inventory investment contributed
positively to growth in both fiscal years, adding 6.8 percentage points to growth during FY 2020 and adding 2.1 percentage
points in the latest fiscal year, as inventories began to be drawn down to meet rising consumption.

The imposition of stay-at-home orders and mandated business closures brought about a severe decline in economic
activity in FY 2020, such that more than 22 million payroll jobs were lost over March and April 2020, and the unemployment
rate jumped to post-World War 1l high of 14.7 percent. Thereafter, job creation resumed more quickly than expected, and by
the end of FY 2020, the unemployment rate had dropped 6.8 percentage points from the peak to 7.9 percent, and a total of
11.1 million jobs, or 50.6 percent of the total lost, had been recovered. Labor markets continued to improve, if at a slower
pace, during FY 2021. By the end of the fiscal year, the unemployment rate had dropped another 3.2 percentage points to 4.7
percent, and a further 5.7 million jobs had been recovered. At the end of FY 2021, the unemployment rate stood only 1.2
percentage points above the half-century low of 3.5 percent registered just before the pandemic’s onset, and nearly 76.4
percent of the jobs lost during March and April 2020 had been recovered.
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Headline inflation slowed during FY 2020, as the effects of lower oil prices and reduced consumption offset an
acceleration in food price inflation. Core inflation (which excludes food and energy) also slowed in FY 2020. However,
inflation at the headline and core levels accelerated during FY 2021, reflecting an array of upward but partly temporary
pressures, including increased demand for durable goods, supply-side disruptions, the reopening of many service industries,
and rising oil prices. The CPI rose 5.4 percent over the 12 months of FY 2021, picking up markedly from the 1.4 percent
pace during the previous fiscal year. Core inflation was 4.0 percent over the fiscal year ending September 2021, accelerating
from the 1.7 percent pace during FY 2020.

A more rapid pace of inflation offset small but positive gains in income growth during FY 2021, resulting in an erosion
of purchasing power in real terms. Real Disposable Personal Income declined 1.1 percent over the 12 months of FY 2021,
after advancing 5.6 percent during the previous fiscal year. The pace of nominal average hourly earnings growth increased
noticeably in FY 2020, reflecting the temporary unemployment of lower wage workers, and then accelerated further in FY
2021 as labor shortages developed. Faster inflation eroded wages in real terms for most industries, save where nominal wage
growth gains were sufficient to offset, such as in the leisure and hospitality sector. Overall, real average hourly earnings
declined 0.4 percent during FY 2021, after advancing 3.2 percent during the previous fiscal year. Growth of non-farm labor
productivity declined 0.5 percent over the four quarters of FY 2021, after growing 3.6 percent during FY 2020, but the
deterioration in the latest fiscal year reflected growth in output that was offset by a faster advance in hours worked, as more
workers were rehired.

An Unsustainable Fiscal Path

An important purpose of the Financial Report is to help citizens understand current fiscal policy and the importance and
magnitude of policy reforms necessary to make it sustainable. This Financial Report includes the SLTFP and a related Note
Disclosure (Note 26). The Statements display the PV of 75-year projections of the federal government’s receipts and non-
interest spending* for FY 2021 and FY 2020.

Fiscal Sustainability

A sustainable fiscal policy is defined as one where the debt-to-GDP ratio is stable or declining over the long term. The
projections based on the assumptions in this Financial Report indicate that current policy is not sustainable. This report
presents data, including debt, as a percent of GDP to help readers assess whether current fiscal policy is sustainable. The
debt-to-GDP ratio was approximately 100 percent at the end of FY 2021, similar to (but slightly below) the ratio at the end of
FY 2020. The long-term fiscal projections in this report are based on the same economic and demographic assumptions that
underlie the 2021 Social Security and Medicare Trustees’ Reports. The data and projections presented in the 2021 Trustees’
Reports include the Trustees’ best estimates of the effects of the COVID-19 pandemic and the 2020 recession, which were
not reflected in last year’s reports. As discussed below, if current policy is left unchanged and based on this report’s
assumptions, the debt-to-GDP ratio is projected to exceed 200 percent by 2041 and reach 701 percent in 2096. Preventing the
debt-to-GDP ratio from rising over the next 75 years is estimated to require some combination of spending reductions and
revenue increases that amount to 6.2 percent of GDP over the period. While this estimate of the “75-year fiscal gap” is highly
uncertain, it is nevertheless nearly certain that current fiscal policies cannot be sustained indefinitely.

Delaying action to reduce the fiscal gap increases the magnitude of spending and/or revenue changes necessary to
stabilize the debt-to-GDP ratio as shown in Table 7 below.

The estimates of the cost of policy delay assume policy does not affect GDP or other economic variables. Delaying
fiscal adjustments for too long raises the risk that growing federal debt would increase interest rates, which would, in turn,
reduce investment and ultimately economic growth.

The projections discussed here assume current policy” remains unchanged, and hence, are neither forecasts nor
predictions. Nevertheless, the projections demonstrate that policy changes must be enacted to move towards fiscal
sustainability.

The Primary Deficit, Interest, and Debt

The primary deficit — the difference between non-interest spending and receipts — is the determinant of the debt-to-GDP
ratio over which the government has the greatest control (the other determinants include interest rates and growth in GDP).
Chart 8 shows receipts, non-interest spending, and the difference — the primary deficit — expressed as a share of GDP. The

16 For the purposes of the SLTFP and this analysis, spending is defined in terms of outlays. In the context of federal budgeting, spending can either refer to:
1) budget authority — the authority to commit the government to make a payment; 2) obligations — binding agreements that will result in either immediate or
future payment; or 3) outlays, or actual payments made.

7 Current policy in the projections is based on current law, but includes certain adjustments, such as extension of certain policies that expire under current
law but are routinely extended or otherwise expected to continue (e.g., reauthorization of the Supplemental Nutrition Assistance Program).
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primary deficit-to-GDP ratio spiked during 2009 through 2012 due to the 2008-09 financial crisis and the ensuing severe
recession, as well as the effects of the government’s response thereto. These elevated primary deficits resulted in a sharp
increase in the ratio of debt to GDP, which rose from 39 percent at the end of 2008 to 70 percent at the end of 2012. As an
economic recovery took hold, the primary deficit ratio fell, averaging 2.1 percent of GDP over 2013 through 2019, The
primary deficit-to-GDP ratio again spiked in 2020, rising to 13.3 percent of GDP in 2020, due to increased spending to
address the COVID-19 pandemic and lessen the economic impacts of stay-at-home and social distancing orders on
individuals, hard-hit industries, and small businesses. Spending remained elevated in 2021 due to additional funding to
support economic recovery, but increased receipts reduced the primary deficit-to-GDP to 10.8 percent.

The primary deficit ratio is projected to fall to 4.7 percent in 2022 and then decrease to 4.3 percent in 2027 as the
economy grows and spending due to legislation enacted in response to the COVID-19 pandemic decreases. After 2027,
however, increased spending for Social Security and health programs due to the ongoing retirement of the baby boom
generation and increases in the price of health care services is projected to result in increasing primary deficit ratios that reach
5.0 percent of GDP in 2030. The primary deficit ratio peaks at 6.3 percent in 2043, gradually decreases beyond that point as
aging of the population continues at a slower pace, and reaches 4.9 percent of GDP in 2096, the last year of the projection
period.

Primary deficit trends are heavily influenced by tax receipts. Receipts as a share of GDP were markedly depressed in
2009 through 2012 because of the recession and the effects of the government’s response thereto. The share subsequently
increased to 18.0 percent of GDP by 2015, before falling below the 30-year average of 17.1 percent in 2018, after enactment
of the TCJA.

Receipts were 18.1 percent of GDP in chart8: Hictorieal and Current Policy Profections for Receiote
2021. After 2025, receipts grow slightly R RS ST N ETEsel v T S G
more rapidly than GDP over the projection 1980-20%6
period as increases in real incomes cause | e
more taxpayers and a larger share of 202

- . . . - 55
income to fall into the higher individual <::|::Hmm Projecied > Total Spending
income tax brackets. a \

On the spending side, the non-interest | 4
spending share of GDP, was 28.9 percent in
2021, slightly less than the share of GDP in | Mot e
2020. The ratio of non-interest spending to | s Fmany Befict
GDP is projected to fall to 22.0 percent in | i
2022 and remain near that level through Total Receipts
2024. After 2024, the non-interest spending
share of GDP is projected to rise gradually,
reaching 25.7 percent in 2078, before
declining to 25.3 percent in 2096, the end
of the projection period. Beginning in 2025,
these increases are principally due to faster
growth in Medicare and Social Security
Spending (See Chart 8)- The aging of the Dwaau 1990 2000 2010 2020 2030 2040 2050 2060 2070 2080 2090
baby boom generation, among other
factors, is projected to increase the spending shares of GDP of Social Security and Medicare are projected to increase by
about 0.9 and 1.5 percentage points, respectively, from 2022 to 2041. After 2041, the Social Security and Medicare spending
shares of GDP continue to increase in most years, albeit at a slower rate, due to projected increases in health care costs and
population aging, before declining toward the end of the projection period.

On a PV basis, deficit projections reported in the FY 2021 Financial Report increased in both present-value terms and
as a percent of the current 75-year PV of GDP. As discussed in Note 26, the largest factor affecting the projections was the
actual budget results for FY 2021 and the budget estimates published in the FY 2022 President’s Budget. Actual budget
results for FY 2021 lead to higher 75-year PV of spending for mandatory programs other than Social Security, Medicare, and
Medicaid. Budgetary estimates result in higher 75-year PVs for individual income tax receipts and outlays for non-defense
discretionary programs. The second largest factor was the update of economic and demographic assumptions which increases
the imbalance by 0.2 percent of the 75-year PV of GDP ($6.3 trillion). The third largest factor is the effect of new Social
Security, Medicare, and Medicaid program-specific actuarial assumptions, which increase this imbalance as a share of the 75-
year PV of GDP by 0.2 percentage points ($3.6 trillion). The change in reporting period — the effect of shifting calculations
from 2021 through 2095 to 2022 through 2096 — increases the imbalance of the 75-year PV of receipts less non-interest
spending by $1.4 trillion.

One of the most important assumptions underlying the projections is the future growth of health care costs. As
discussed in Note 25, these future growth rates — both for health care costs in the economy generally and for federal health
care programs such as Medicare, Medicaid, and PPACA exchange subsidies — are highly uncertain. In particular, enactment
of the PPACA in 2010 and the MACRA in 2015 established cost controls for Medicare hospital and physician payments

Percent of GDP
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whose long-term effectiveness of which is not yet clear. The Medicare spending projections in the long-term fiscal
projections are based on the projections in the 2021 Medicare Trustees’ Report, which assume the PPACA and MACRA cost
control measures will be effective in producing a substantial slowdown in Medicare cost growth. As discussed in Note 25, the
Medicare projections are subject to much uncertainty about the ultimate effects of these provisions to reduce health care cost
growth. For the long-term fiscal projections, that uncertainty also affects the projections for Medicaid and exchange
subsidies, because the cost per beneficiary in these programs is assumed to grow at the same reduced rate as Medicare cost
growth per beneficiary. The projections in the Medicaid Actuarial Report, which end in 2027, are adjusted to accord with the
actual Medicaid spending in FY 2021. Actual Medicaid spending includes temporary spending increases due to changes in
enrollment and other temporary measures related to the pandemic. The amounts related to these temporary spending increases
cannot be identified, which adds uncertainty to the projections. After 2027, the projections assume no further change in State
Medicaid coverage under the PPACA, and the numbers of aged beneficiaries (65-plus years) and non-aged beneficiaries (less
than 65 years) are expected to grow at the same rates as the aged and non-aged populations, respectively. The most recent
Social Security and Medicare Trustees’ Reports were released in August 2021. See Note 26—Long-Term Fiscal Projections
for additional information.

As discussed in Note 26 for the FY 2021 report, other key assumptions include, but are not limited to the following. For
receipts, individual income taxes are based on the share of individual income taxes of salaries and wages in the current law
baseline projection in the FY 2022 President’s Budget, and the salaries and wages projections in the Social Security 2021
Trustees’ Report. That baseline accords with the tendency of effective tax rates to increase as growth in income per capita
outpaces inflation (also known as “bracket creep”) and the expiration dates of individual income and estate and gift tax
provisions of the TCJA.* Projections for the other categories of receipts and spending are consistent with the economic and
demographic assumptions in the Trustees’ Reports and include updates for actual budget results for FY 2021 or budgetary
estimates from the FY 2022 President’s Budget. Where possible, those budget totals are adjusted before spending is projected
to remove outlays for programs or activities that are judged to be temporary, such as spending related to the COVID-19
pandemic and economic recovery. Where not possible, budget totals were not adjusted, resulting in higher projections of
future spending, increasing the uncertainty surrounding this year’s projections. See Note 26—Long-Term Fiscal Projections
for additional information about the assumptions used in this analysis.

The primary deficit-to-GDP projections in Chart 8, projections for interest rates, and projections for GDP together
determine the debt-to-GDP ratio projections shown in Chart 9. That ratio was approximately 100 percent at the end of FY
2021 and under current policy is
projected to exceed the historic high of Ghart: Historical and Gurrent Pollcy Projections for Debt Held by the Public,
106 percent in 2024, rise to 200 percent
by 2041 and reach 701 percent by 2096. o0 |
The change in debt held by the public 2021
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represents the budget deficit, the

difference between total spending and o
total receipts. The debt-to-GDP ratio
rises continually in great part because
primary deficits lead to higher levels of
debt, which lead to higher net interest
expenditures, and higher net interest
expenditures lead to higher debt.’* The 300
continuous rise of the debt-to-GDP ratio
indicates that current policy s 200
unsustainable.

These debt-to-GDP projections are
higher ~ than  the  corresponding
projections in both the 2020 and 2019
Financial Reports. For example, the last
year of the 75-year projection period used in the FY 2019 Financial Report is 2094. In the FY 2021 Financial Report, the
debt-to-GDP ratio for 2094 is projected to be 682 percent, which compares with 614 and 474 percent projected for that same
year in the FY 2020 Financial Report and the FY 2019 Financial Report, respectively.?

500
Debt Held by the Public

400

Debt Held By The Public
as a Percent of GDP

Historical High (1946). 106 percent

0
1980 1990 2000 2010 2020 2030 2040 2050 2060 2070 2080 2090

8 The 2020 projections assumed the individual income and estate and gift tax provisions of the TCJA would continue past their legal expiration on
December 31, 2025. See the FY 2020 Financial Report.

¥ The change in debt each year is also affected by certain transactions not included in the budget deficit, such as changes in Treasury’s cash balances and the
nonbudgetary activity of federal credit financing accounts. These transactions are assumed to hold constant at about 0.3 percent of GDP each year, with the
same effect on debt as if the primary deficit was higher by that amount.

2 See the Note 24 of the FY 2020 Financial Report of the U.S. Government for more information about changes in the long term fiscal projections between
FYs 2019 and 2020.


https://fiscal.treasury.gov/files/reports-statements/financial-report/2020/notes-to-the-financial-statements24.pdf

MANAGEMENT’S DISCUSSION AND ANALYSIS 32

The Fiscal Gap and the Cost of Delaying Policy Reform

The 75-year fiscal gap is one measure of the degree to which current policy is unsustainable. It is the amount by which
primary surpluses over the next 75 years must, on average, rise above current-policy levels in order for the debt-to-GDP ratio
in 2096 to remain at its level in 2021. The projections show that projected primary deficits average 5.7 percent of GDP over
the next 75 years under current policy. If policies were adopted to eliminate the fiscal gap, the average primary surplus over
the next 75 years would be 0.6 percent of GDP, 6.2 percentage points higher than the projected PV of receipts less non-
interest spending shown in the basic financial statements. Hence, the 75-year fiscal gap is estimated to equal 6.2 percent of
GDP. This amount is, in turn, equivalent to 32.4 percent of 75-year PV receipts and 25.0 percent of 75-year PV non-interest
spending. The fiscal gap was estimated at 5.4 percent in the FY 2020 Financial Report.

In these projections, closing the fiscal gap requires running substantially positive primary surpluses, rather than simply
eliminating the primary deficit. The primary reason is that the projections assume future interest rates will exceed the growth
rate of GDP. Achieving primary balance (that is, running a primary surplus of zero) implies that the debt grows each year by
the amount of interest

spending, which under Table7
these assumptions would

result in debt growing Cost of Delaying Fiscal Reform
faster than GDP. - - -

Table 7 shows the Period of Delay Change in Average Primary Surplus
cost of delaying policy Jofom iy 2022 (No Delay)..........o.oorr 6.2 percent of GDP between 2022 and 2096
reform to close the fiscal -
gap by comparing policy Reform in 2032 (Ten-Year Delay)..................... 7.3 percent of GDP between 2032 and 2096
reformo that begin in three  [Refom in 2042 (Twenty-Year Delay)......... 9.0 percent of GDP between 2042 and 2096

ifferent years. Immediate

reform  would  require

increasing primary surpluses by 6.2 percent of GDP on average between 2022 and 2096 (i.e., some combination of reducing
spending and increasing revenue by a combined 6.2 percent of GDP on average over the 75-year projection period). Table 7
shows that delaying policy reform forces larger and more abrupt policy reforms over shorter periods. For example, if policy
reform is delayed by 10 years, closing the fiscal gap requires increasing the primary surpluses by 7.3 percent of GDP on
average between 2032 and 2096. Similarly, delaying reform by 20 years requires primary surplus increases of 9.0 percent of
GDP on average between 2042 and 2096. The differences between the required primary surplus increases that start in 2032
and 2042 (7.3 and 9.0 percent of GDP, respectively) and that which starts in 2022 (6.2 percent of GDP) is a measure of the
additional burden that delay would impose on future generations. Future generations are harmed by policy reform delay,
because the higher the primary surplus is during their lifetimes the greater the difference is between the taxes they pay and
the programmatic spending from which they benefit.

Conclusion

The debt-to-GDP ratio is projected to rise over the 75-year projection period and beyond if current policy is unchanged,
based on this report’s assumptions, which implies that current policy is not sustainable and must ultimately change. If policy
changes are not so abrupt as to slow economic growth, then the sooner policy changes are adopted to avert these trends, the
smaller the changes to revenue and/or spending that would be required to achieve sustainability over the long term. While the
estimated magnitude of the fiscal gap is subject to a substantial amount of uncertainty, it is nevertheless nearly certain that
current fiscal policies cannot be sustained indefinitely.

These long-term fiscal projections and the topic of fiscal sustainability are discussed in further detail in Note 26 and the
RSI section of this Financial Report.


cdm:customRange:LTFP%20Charts%20and%20Tables:TABLE%20-%20RSI%26MDA%20Cost%20of%20Delay:2?image&resize
cdm:customRange:LTFP%20Charts%20and%20Tables:RSI-Table%201:2?image&resize

33 MANAGEMENT’S DISCUSSION AND ANALYSIS

Social Insurance

The long-term fiscal projections reflect government receipts and spending as a whole. The SOSI focuses on the
government’s “social insurance” programs: Social Security, Medicare, Railroad Retirement, and Black Lung.? For these
programs, the SOSI reports: 1) the actuarial PV of all future program revenue (mainly taxes and premiums) - excluding
interest - to be received from or on behalf of current and future participants; 2) the estimated future scheduled expenditures to
be paid to or on behalf of current and future participants; and 3) the difference between 1) and 2). Amounts reported in the
SOSI and in the RSI section in this Financial Report are based on each program’s official actuarial calculations.

This year’s projections for Social Security and Medicare are based on the same economic and demographic assumptions
that underlie the 2021 Social Security and Medicare Trustees’ Reports and the 2021 SOSI, while comparative information
presented from last year’s report is based on the 2020 Social Security and Medicare Trustees’ Reports and the 2020 SOSI.
Table 8 summarizes amounts reported in the SOSI, showing that net social insurance expenditures are projected to be $71.0
trillion over 75 years as of January 1, 2021 for the “Open Group,” an increase of $5.5 trillion over net expenditures of $65.5
trillion projected in the FY 2020 Financial Report.?2 The current-law 2021 amounts reported for Medicare reflect the
physician payment levels expected under the MACRA payment rules and the PPACA-mandated reductions in other Medicare
payment rates, but not the payment reductions and/or delays that would result from trust fund depletion.® Similarly, current-
law projections for Social Security do not reflect benefit payment reductions and/or delays that would result from fund
depletion. By accounting convention, the transfers from the General Fund to Medicare Parts B and D are eliminated in the
consolidation of the SOSI at the government-wide level and as such, the General Fund transfers that are used to finance
Medicare Parts B and D are not included in Table 8. For the FYs 2021 and 2020 SOSI, the amounts eliminated totaled $43.2
trillion and $40.9 trillion, respectively. SOSI programs and amounts are included in the broader fiscal sustainability analysis
in the previous section, although on a slightly different basis (as described in Note 26).

The amounts reported in the SOSI provide perspective on the government’s long-term estimated exposures for social
insurance programs. These amounts are not considered liabilities in an accounting context. Future benefit payments will be
recognized as expenses and liabilities as they are incurred based on the continuation of the social insurance programs'
provisions contained in current law. The social insurance trust funds account for all related program income and expenses.
Medicare and Social Security taxes, premiums, and other income are credited to the funds; fund disbursements may only be
made for benefit payments and program administrative costs. Any excess revenues are invested in special nonmarketable
U.S. government securities at a market rate of interest. The trust funds represent the accumulated value, including interest, of
all prior program surpluses, and provide automatic funding authority to pay cover future benefits.

2 The Black Lung Benefits Act provides for monthly payments and medical benefits to coal miners totally disabled from pneumoconiosis (black lung
disease) arising from their employment in or around the nation's coal mines. See https://www.dol.gov/owcp/regs/compliance/ca_main.htm. Railroad
Retirement Board’s projections are based on economic assumptions that underlie the 28th Actuarial Valuation of the Assets and Liabilities Under the
Railroad Retirement Acts as of December 31, 2019 with Technical Supplement.

2Closed' Group and 'Open' Group differ by the population included in each calculation. From the SOSI, the 'Closed' Group includes: 1) participants who
have attained eligibility; and 2) participants who have not attained eligibility. The ‘Open’ Group adds future participants to the ‘Closed' Group. See ‘Social
Insurance’ in the RSI section in this Financial Report for more information.

2 MACRA permanently replaces the Sustainable Growth Rate formula, which was used to determine payment updates under the Medicare physician fee
schedule with specified payment updates through 2025. The changes specified in MACRA also establish differential payment updates starting in 2026 based
on practitioners’ participation in eligible APM; payments are also subject to adjustments based on the quality of care provided, resource use, use of certified
electronic health records, and clinical practice improvement.



https://www.dol.gov/owcp/regs/compliance/ca_main.htm

MANAGEMENT’S DISCUSSION AND ANALYSIS 34

Table 8: Social Insurance Future Expenditures in Excess of Future Revenues

Dollars in Trillions 2021 o020  Increase/(Decrease)

$ %
Open Group (Net):

Social Security (OASDI) $ (227) 8 (197) % 3.0 15.2%
Medicare (Parts A, B, & D) $ (482)% (45.7) % 25 5.5%
Other $ (0.1) $ (0.1) % - 0.0%
Total Social Insurance Expenditures, Net o

(Open Group) $ (71.0) $ (65.5) $ 55 8.4%
Total Social Insurance Expenditures, Net $ 936) $ (87.0) § 6.6 7 6%

(Closed Group)
Social Insurance Net Expenditures as a % of GDP*

Open Group
Social Security (OASDI) (1.3%) (1.2%)
Medicare (Parts A, B, & D) (3.1%) (3.0%)
Total (Open Group) (4.4%) (4.2%)
Total (Closed Group) (5.8%) (5.6%)

Source: SOSI. Amounts equal estimated present value of projected revenues and expenditures for scheduled benefits over
the next 75 years of certain 'Social Insurance' programs (e.g., Social Security, Medicare). 'Open Group' totals reflect all current
and projected program participants during the 75-year projection period. 'Closed Group' totals reflect only current participants.

* GDP values used are from the 2021 & 2020 Social Security and Medicare Trustees Reports and represent the present value
of GDP over the 75-year projection period. Asthe GDP used for Social Security and Medicare differ slightly in the Trustees
Reports, the two values are averaged to estimate the 'Other' and Total Net Social Insurance Expenditures as percent of GDP.
As a result, totals may not equal the sum of components due to rounding.

Table 9 identifies the principal

reasons for the changes in projected Table 9: Changes in Social Insurance Projections

Z?]fj';'o'z%furance amounts during 2021 Dollars in Trillions 2021 2020
The following briefly |NPV - Open Group (Beginning of the Year) $ (65.5) $ (59.1)
summarizes the significant changes for Changes In:
the current valuation (as of January 1, ) _
2021) as disclosed in Note 25—Social Valuation Period $ (22) %8 (2.2)
Insurance. Note 25 is compiled from Demographic data, assumptions, and methods $ 1.5 $ 3.3
gt';g%?r:fss mc(')lfjded thosLhe f'gﬁgfi':; Economic _data, assumptions, and methods' $ (1.2) $ (1.8)
administering  these  programs, Law or policy $ (02)% (06)
including SSA and HHS. See Note 25 Methodology and programmatic data' $ 12)% 02
for additional information. _ Economic and other healthcare assumptions® $ (3.8) $ (5.4)
e Change in valuation period _ L )
(affects both Social Security Change in projection base $ 16 $ 0.1
and Medicare): This change |Net Change in Open Group measure $ (55 % (64)
replaces a small negative net
cash flow for 2020 with a 1NPV-Open.Group.(End of the Year) $ (71.0) $ (65.5)
much larger negative net cash Relates to Social Security Program.

flow for 2095. As a result, the  *Relates to Medicare Program.
PV of the estimated future net
cash flows decreased (became more negative) by $2.2 trillion.

e Changes in demographic data, assumptions, and methods (affects both Social Security and Medicare): There were
two changes to ultimate demographic assumptions compared to prior valuation: the ultimate total fertility rate was
increased; and an additional cause of death category was added, by separating dementia out from the all-other-
causes category, and ultimate mortality improvement rates were updated for cardiovascular disease. In addition to
this ultimate demographic assumption change, the starting demographic value and the way these values transition to
the ultimate assumptions were changed. Birth rate data through the third quarter of 2020 indicated somewhat lower
birth rates. Death rates increased significantly for 2020 and 2021. Overall, changes to these assumptions caused the
PV of the estimated future net cash flows to increase (become less negative) by $1.5 trillion.

e Changes in economic data and assumptions (affects Social Security only): Several changes were made to the
ultimate economic assumptions since the last valuation period. The ultimate average real wage differential
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increased. Additionally, the real wage differential assumptions for the first ten years of the projection period were
also increased. The ultimate age-sex-adjusted unemployment rate was reduced. The higher real wage differential and
then combined changes to the unemployment assumption and the labor force methodology increased the PV of
estimated future net cash flows. In addition to these changes in ultimate economic assumptions, the starting
economic values and the way these values transition to the ultimate assumptions were changed. Near-term interest
rates were adjusted downward. Real interest rates are now assumed to be negative for calendar year 2021 through
2024, with a gradual rise to the ultimate real interest rate. The level of potential GDP is assumed to be roughly 1.0
percent lower than the level beginning with the second quarter 2020. The changes to near-term interest rate and the
starting values and near-term economic growth assumptions decrease the PV of the estimated future net cash flows.
There were no additional notable changes in economic methodology. Overall, changes to these assumptions caused
the PV of the estimated future net cash flows to decrease (become more negative) by $1.2 trillion.

e Changes in law or policy (affects both Social Security and Medicare): For Social Security, between the prior
valuation and the current valuation, one change in policy is expected to have significant effect on the long-range
cost. The DACA policy extends indefinitely the ability of those qualifying to remain in the country and work
lawfully. A memorandum was issued on January 20, 2021. Most of the provisions enacted as part of Medicare
legislation since the prior valuation date has little or no impact on the program. The following provisions did have
financial impact. The CARES Act (P.L. 116-136, enacted on March 27, 2020) included provisions that affect the HI
and SMI programs. The CAA (P.L. 116-260, enacted on December 7, 2020) included provisions that affect the HI
and SMI Programs. An Act to Prevent-the-Board Direct Spending Cuts and for Other Purposes (P.L. 117-7, enacted
on April 14, 2021) included provisions that affect the HI and SMI Programs. Overall, the changes to these laws,
regulations, and policies caused the PV of the estimated future net cash flows to decrease (become more negative)
by $0.2 trillion for Social Security and Medicare, with $0.1 trillion each for Social Security and Medicare.

e Changes in methodology and programmatic data (affects Social Security only). Several methodological
improvements and updates of program-specific data are included in the current valuation (beginning on January 1,
2020). The most significant are as follows: The current valuation uses a 10-percent sample of all newly entitled
worker beneficiaries in a recent year to project average benefit levels of retired-workers and disabled-workers
beneficiaries. Recent data and estimates indicated lower near-term and ultimate levels of revenue from taxation of
Social Security benefits than projected. The methodology for projecting retroactive benefits for retired workers was
improved to better capture the different rules for workers who become newly entitled prior to normal retirement age
versus those who become entitled at or after normal retirement age. Overall, changes in methodology and
programmatic data caused the PV of the estimated future net cash flows to decrease (become more negative) by $1.2
trillion for Social Security.

e Changes in economic and other healthcare assumptions (affects Medicare only): The economic assumptions used in
the Medicare projections are the same as those used for the OASDI (described above) and are prepared by the Office
of the Chief Actuary at SSA. In addition to the economic assumptions changes described above, the healthcare
assumptions are specific to the Medicare projections. Changes to these assumptions in the current valuation include:
slightly faster projected spending growth for outpatient services and for physician-administered drugs; and higher
direct and indirect remuneration and shifts to Medicare Advantage offset higher gross drug prices. The net impact of
these changes caused the PV of the estimated future net cash flows to decrease (become more negative) by $3.8
trillion.

e Change in Projection Base (affects Medicare only): Actual income and expenditures in 2020 were different than
what was anticipated when the 2020 Medicare Trustees’ Report projections were prepared. For Part A and Part B
income and expenditure in 2020 were lower than anticipated based on actual experience, mainly due to the impact of
the COVID-19 pandemic. Part D was largely unaffected by the pandemic and total income and expenditures were
only slightly higher than the estimated based on actual experience. Actual experience of the Medicare Trust Funds
between January 1, 2020 and January 1, 2021 is incorporated in the current valuation and is more than projected in
the prior valuation. Overall, the net impact of the Part A, B, and D projection base change is an increase (become
less negative) in the estimated future net cash flows by $1.6 trillion for Medicare.

As reported in Note 25, uncertainty remains about whether the projected cost savings and productivity improvements
will be sustained in a manner consistent with the projected cost growth over time. Note 25 includes an alternative projection
to illustrate the uncertainty of projected Medicare costs. As indicated earlier, GAO disclaimed opinions on the 2021, 2020,
2019, 2018 and 2017 SOSI because of these significant uncertainties.

Costs as a percent of GDP of both Medicare and Social Security, which are analyzed annually in the Medicare and
Social Security Trustees’ Reports, are projected to increase substantially through the mid-2030s because: 1) the number of
beneficiaries rises rapidly as the baby-boom generation retires; and 2) the lower birth rates that have persisted since the baby
boom cause slower growth in the labor force and GDP.** According to the Medicare Trustees’ Report, spending on Medicare
is projected to rise from its current level of 4.0 percent of GDP to 6.2 percent in 2045 and to 6.5 percent in 2095.> As for

2A Summary of the 2021 Annual Social Security and Medicare Trust Fund Reports, page 12.
% percent of GDP amounts are expressed in gross terms (including amounts financed by premiums and state transfers).
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Social Security, combined spending is projected to generally increase from its current level of 5.1 percent of GDP to a peak
of 6.2 percent for 2077, and then decline to 5.9 percent by 2095. The government collects and maintains funds supporting the
Social Security and Medicare programs in trust funds. A scenario in which projected funds expended exceed projected funds
received, as reported in the SOSI, will cause the balances in those trust funds to deplete over time. Table 10 summarizes
additional current status and projected trend information, including years of projected depletion, for the Medicare Hospital
Insurance and Social Security Trust Funds.

Table 10: Trust Fund Status

Fund PrOJec_ted Projected Post-Depletion Trend
Depletion
2026 In 2026, trust fund income is projected to cover 91.0

Medicare Hospital

Insurance * (unchanged from percent of benefits, decreasing to 78.0 percent in 2045,

FY 2020 Report) then returning to 91.0 percent by 2095.

Combined 2034 In 2034, trust fund income is projected to cover 78.0

Old-Age Survivors and (one year earlier percent of scheduled benefits, decreasing to 74.0 percent

S - than FY 2020

Disability Insurance by 2095.
Report)

* Source: 2021 Medicare Trustees Report ** Source: 2021 OASDI Trustees Report
Projections assume full Social Security and Medicare benefits are paid after fund depletion contrary to current law.

As previously discussed and as noted in the Trustees’ Reports, these programs are on a fiscally unsustainable path.
Additional information from the Trustees” Reports may be found in the RSI section of this Financial Report.

Reporting on Climate Change

As stated in EO 14008, Tackling the Climate Crisis at Home and Abroad “the United States and the world face a
profound climate crisis...Domestic action must go hand in hand with United States international leadership, aimed at
significantly enhancing global action.” Among other things, the EO “directs each federal agency to develop a plan to increase
the resilience of its facilities and operations to the impacts of climate change and directs relevant agencies to report on ways
to expand and improve climate forecast capabilities — helping facilitate public access to climate related information and
assisting governments, communities, and businesses in preparing for and adapting to the impacts of climate change.” As a
corollary to EO 14008, EO 14030, Climate-Related Financial Risk, is intended to help the American people understand how
climate change could impact their financial security, to strengthen the U.S. financial system so that climate change does not
affect the system’s stability, and to inform federal government decision-making to mitigate the risks of climate change.
Section 5(a) of EO 14030 specifically tasks OMB and the National Economic Council, in consultation with Treasury, to
develop recommendations to integrate climate-related financial risk into financial management and reporting, with a focus on
the climate-related financial risk of lending programs. Section 5(a) directs the recommendations to include an evaluation of
changes to accounting standards where appropriate for federal financial reporting.

Although not required to do so, many agencies included similar types of information about climate change in their FY
2021 financial reports and/or included climate information in different sections of their financial reports.

Approximately one third of the CFO Act agencies referred to their climate action or adaptation plans. SSA has
developed plans to prepare for power disruptions, increased flooding in both coastal and non-coastal locations, reduced water
supply, and disruptions and damage to transportation infrastructure. VA is implementing changes to building design and
resilience standards, developing a facility climate risk list, updating sustainable building certification requirements, preparing
for surges in demand for medical supplies and pharmaceuticals, and planning to create a bio-surveillance system and
epidemiologic investigation program to surveil for high consequence infections in veterans receiving VA care.

In addition, at least one quarter of the CFO Act agencies discussed climate change in the context of program
performance. For example, HHS has established the first national level office established to address climate change and
health equity; it is seeking to protect vulnerable communities who disproportionately bear the brunt of pollution and climate-
driven disasters (such as drought and wildfires) at the expense of public health. Treasury has initiated work related to: climate
transition finance, climate-related economic and tax policy, and climate-related financial risks.

Also, one third of the CFO Act agencies discussed climate change in the forward-looking section of their MD&A. State
has a new Special Presidential Envoy for Climate to lead diplomatic engagement on the climate crisis, exercise climate
leadership in international fora, increase international climate ambition and ensure that climate change is integrated into all
elements of the Administration’s foreign policy-making process. DOI’s 2022-2026 Strategic Plan will, among other things,
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address the climate crisis and invest in a clean energy future. DOI will also strengthen climate resilience and conservation
partnerships and increase renewable energy production on public lands and waters to support a carbon pollution-free power
sector by 2035.

One third of the Inspectors General from CFO Act agencies identified climate change as a management challenge.
DOI’s Office of Inspector General recognized that climate change is a cross-cutting issue affecting tribal communities, land
use, water resources, wildlife, and their habitats, and the frequency and severity of natural disasters. EPA’s Office of
Inspector General identified climate change as among the top management challenges facing the agency focusing on EPA’s
role in providing leadership on this issue.

Like Inspectors General, agency heads also recognized the importance of climate change, with about one third of the
CFO Act agency heads citing climate change in their financial statements transmittal messages. The NASA Administrator
stated that NASA contributes significantly to what is known about Earth’s changing climate and cited recent agency efforts
related to climate change, disaster mitigation, fighting forest fires, and improving real-time agricultural processes. The
Secretary of Transportation noted that the Infrastructure Investment and Jobs Act will address the climate crisis by building a
network of electric vehicle chargers across the country, by helping make our transportation infrastructure more resilient, and
by making it safer and easier for people to get around without a car.

As required by EO 14030, in October, the National Economic Council issued a report? laying out a government-wide
strategy to address the financial risk that climate change poses to the government and the U.S. economy. In addition, FASAB,
which is an advisory committee under the Federal Advisory Committee Act and the generally accepted accounting principles
standard setter for the federal government, has begun a research project on climate-related financial reporting. The project
includes development of draft staff implementation guidance, which is intended to summarize existing FASAB guidance that
may be applied to climate-related events or transactions. The project also includes an assessment of the need for additional
guidance. Lastly, on December 8, 2021, after the end of FY 2021, EO 14057, Catalyzing Clean Energy Industries and Jobs
Through Federal Sustainability, was issued. Among other things, this EO directs agencies to develop plans, processes, and
analytic tools that will allow federal agencies and programs to adapt to climate change.

Financial Management

Grants

In FY 2021, the federal government obligated over $1.2 trillion for grants and cooperative agreements and more when
accounting for other types of financial assistance, such as loans and direct appropriations. A large portion of grant funding
went to support the nation’s response to the pandemic through the ARP, the CARES Act, and other COVID-19 funding.
Recognizing the need to distribute ARP funding in a timely manner and to also ensure accountability, transparency, and
program results, OMB issued Memorandum M-21-20, Promoting Public Trust in the Federal Government through Effective
Implementation of the American Rescue Plan Act and Stewardship of the Taxpayer Resources. M-21-20 leveraged ongoing
OMB efforts to promote standardization and a shared IT infrastructure, manage risk, and achieve program objectives. It
required agencies to apply the requirements of Title 2 of the CFR to all federal financial assistance provided under ARP, to
the maximum extent allowed by law, and to consider existing flexibilities in Title 2 of the CFR to both comply with existing
requirements and achieve intended program outcomes. Appendix 2 of M-21-20 outlined the flexibilities agencies are required
to consider and highlighted Managing for Results: The Performance Management Playbook for Federal Awarding Agencies
for new programs. The Playbook promotes a common understanding of performance practices in an effort to improve
program performance. M-21-20 also emphasized the importance of award descriptions reported to USAspending.gov and the
requirement for agencies to consult the relevant QSMO before developing new or modernized technology or considering an
existing provider.

In addition to providing guidance to support proper administration of ARP funding, OMB provided guidance on the
administration of other COVID-19 emergency programs. In December 2020, OMB issued audit guidance for fourteen new
COVID-19 programs in an addendum to the 2020 Compliance Supplement (which is a compendium of applicable statutory,
regulatory, and other requirements relevant to the “single audit” requirements for federal financial assistance recipients,
including grant recipients). Recognizing the importance of quality subaward data in tracking COVID-19 funding, the 2020
addendum and 2021 Compliance Supplement include instructions for auditors to review compliance with subaward reporting
under the Federal Funding Accountability and Transparency Act. Improving access to key financial assistance data continues
to be a priority for OMB and was highlighted in OMB memorandum M-22-02, New Financial Assistance Transparency
Requirements, which requires agencies to report additional information to USAspending.gov. Going forward, OMB will
continue to prioritize efforts to improve the financial management of grants and other forms of financial assistance, including
efforts to improve transparency.

% The report can be found here: A ROADMAP TO BUILD A CLIMATE-RESILIENT ECONOMY (whitehouse.gov).
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Payment Integrity

Preventing improper payments in the federal government is a management priority. To be successful in preventing
improper payments, there must be a focus on systemic enhancements intended to make payments correctly the first time with
an emphasis on minimizing monetary loss. The federal government, through the CFO community, continues to develop
strategies to better analyze and prevent monetary loss. In FY 2021, OMB published Memorandum M-21-19, Appendix C to
OMB Circular No. A-123, Requirements for Payment Integrity Improvement. M-21-19 implements the requirements from the
Payment Integrity Information Act of 2019. Also in 2021, the CFO Council published two guides on cfo.gov that provide
strategies to identify a “tolerable rate” of improper payments and strategies based on behavioral research.

Since FY 2018, agencies with programs reporting more than $100.0 million in monetary loss have provided a quarterly
scorecard on PaymentAccuracy.gov. These scorecards provide information on the actions taken and progress made on
preventing improper payments that would result in monetary loss to the government. Additional details on these programs’
FY 2021 improper payment data can be found at https://paymentaccuracy.gov/. Beginning in FY 2020,
PaymentAccuracy.gov also began providing payment integrity information that had previously been reported in agencies
financial statements. Information about program compliance, corrective actions, and accountability mechanisms is now
available in a consistent format across all programs.

OMB will continue to work with agencies, the Chief Financial Officers Council, and other stakeholders to improve the
identification of the root causes of improper payments that result in monetary loss and to promote data analytic methods that
take a comprehensive view of an agency’s payment lifecycle.

Agency Financial Report Audits

Since the passage of the CFO Act, the federal financial community has made significant progress in financial
accounting and reporting. As shown in Table 11, for FY 2021, 21 of the 24 CFO Act agencies obtained an unmodified
opinion from the independent auditors on their financial statements.? In addition, 47 auditor-identified material weaknesses
were identified for FY 2021, the same as for FY 2020. Twenty-eight of these are associated with DOD. The other 19 material
weaknesses are associated with non-DOD agencies, which represents a slight decline from the 22 reported for FY 2020.
Although virtually all federal agencies have adopted and maintained disciplined financial reporting operations, implemented
effective internal controls over financial reporting, and integrated transaction processing with accounting records, weaknesses
in financial management practices continue to prevent the government as a whole from achieving an audit opinion.

2 The 22 entities include HHS, which received an unmodified (“clean”) opinion on all statements except the SOSI and the SCSIA.
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Table 11: Agency Audit Results: FY 2021

Audit Auditor-Reported Material Weaknesses
Agency Opinion Beginning New Resolved Consolidated Ending
Department of Agriculture (USDA) Unmodified 2 0 0 0 2
Department of Commerce (DOC) Unmodified 0 0 0 0 0
Department of Defense (DOD) Disclaimer 26 3 1 0 28
Department of Education (Education) Unmodified 1 0 0 0 1
Department of Energy (DOE) Unmodified 0 0 0 0 0
Department of Health and Human Services (HHS)* Unmodified 0 0 0 0 0
Department of Homeland Security (DHS) Unmodified 2 0 0 0 2
Department of Housing & Urban Development (HUD)  Unmodified 1 0 0 0 1
Department of the Interior (DOI) Unmodified 1 0 1 0 0
Department of Justice (DOJ) Unmodified 0 1 0 0 1
Department of Labor (DOL) Qualified 0 1 0 0 1
Department of State (State) Unmodified 0 0 0 0 0
Department of Transportation (DOT) Unmodified 0 0 0 0 0
Department of the Treasury (Treasury) Unmodified 0 0 0 0 0
Department of Veterans Affairs (VA) Unmodified 5 0 2 0 3
Agency for International Development (USAID) Unmodified 0 0 0 0 0
Environmental Protection Agency (EPA)*™ Unmodified 0 0 0 0 0
General Services Administration (GSA) Unmodified 0 0 0 0 0
National Aeronautics & Space Administration (NASA)  Unmodified 0 0 0 0 0
National Science Foundation (NSF) Unmodified 0 0 0 0 0
Nuclear Regulatory Commission (NRC) Unmodified 1 1 1 0 1
Office of Personnel Management (OPM) Unmodified 1 0 0 0 1
Small Business Administration (SBA) Disclaimer li 3 0 4 6
Social Security Administration (SSA) Unmodified 0 0 0 0 0
Totals 47 9 5 4 47

* Unmodified opinion on all statements except SOSI and SCSIA, which received a disclaimer.

** EPA's FY 2020 ending material weaknesses were incorrectly reported as one rather than zero. EPA's FY 2020 starting material weakness of one was
downgraded to a significant deficiency in FY 2020 and there were no new material weaknesses reported for FY 2020.

Financial Management Systems

Federal agencies improved, but continue to face challenges, in implementing financial management systems that meet
federal requirements. The number of CFO Act agencies reporting lack of substantial compliance with one or more of the
three Section 803(a) requirements of the FFMIA increased to eight in FY 2021, and the number of auditors reporting lack of
substantial compliance with one or more of the three Section 803(a) FFMIA requirements remained at nine in FY 2021.

Because of the federal government’s size and diversity, its financial management infrastructure consists of both legacy
and modernized systems and standardized and customized systems. As the government’s fiscal agent, Treasury works closely
with agencies to manage systems for collecting and disbursing the government’s cash and financing disbursements when
necessary, recording and reporting on those collections and disbursements, and reporting on all government revenues,
expenses, assets, and liabilities.

In 2020, Treasury was designated as the Financial Management Systems QSMO and is pursuing financial management
improvement strategies that have government-wide implications. These strategies include standing up a financial
management systems marketplace and developing system standards, standardized processes, system requirements, and
system interfaces. These efforts provide a path to the decommissioning of legacy systems and migration to updated systems,
leveraging modernized technologies. In addition, agencies are coordinating with the Treasury QSMO to improve their
financial management and financial reporting systems as described in their financial reports, Congressional budget
justifications, and performance plans. DOD continues to address its material weaknesses in financial reporting, and is
bringing its financial systems into compliance with federal financial management systems requirements, including the
FFMIA.

In January 2021, the HHS was designated as the Grants QSMO. In this capacity, HHS has been and will continue
working to modernize and streamline the government’s vast and aging legacy grants management systems. The goal of this
effort is to allow agencies to successfully manage grants through the entire award cycle and allow grants management
systems to interface with agency financial management systems.
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Internal Controls

Federal managers are responsible for developing and maintaining effective internal controls. Internal controls help to
ensure effective and efficient operations, reliable financial reporting, and compliance with applicable laws and regulations.
Safeguarding assets is a goal of each of these three objectives.

OMB Circular No. A-123 implements the requirements of 31 U.S.C. 3512 (c) and (d) (commonly known as the Federal
Managers’ Financial Integrity Act) by providing agencies a framework for assessing and managing risks strategically and
tactically. The Circular reflects GAO’s Standards for Internal Control in the Federal Government and contains multiple
appendices that address one or more of the objectives of effective internal control.

e Appendix A provides for agencies to use a risk-based approach to assess, document, test, and report on internal

controls over reporting and data integrity;

e Appendix B requires agencies to maintain internal controls that reduce the risk of fraud, waste, and error in

government charge card programs;

o Appendix C implements the requirements for effective estimation and remediation of improper payments; and

o Appendix D defines requirements for determining compliance with the FFMIA that are intended to reduce the cost,

risk, and complexity of financial system modernizations.

As noted above, the total number of reported material weaknesses for CFO Act agencies was 47 for FY 2021, the same
as for FY 2020. Effective internal controls are a challenge at the agency level and at the government-wide level, with GAO
reporting that at the government-wide level, material weaknesses resulted in ineffective internal control over financial
reporting. While progress is being made at many agencies and across the government in identifying and resolving internal
control deficiencies, additional work is needed.

Legal Compliance

Federal agencies are required to comply with a wide range of laws and regulations, including appropriations,
employment, and health and safety, among others. Responsibility for compliance rests with agency management and
compliance is addressed as part of agency financial statement audits. Agency auditors test for compliance with selected laws
and regulations related to financial reporting and certain individual agency audit reports contain instances of noncompliance.
None of these instances were material to the government-wide financial statements; however, GAO reported that its work on
compliance with laws and regulations was limited by the material weaknesses and scope limitations discussed in its report.

Conclusion

The federal government has seen significant progress in financial management since the passage of the CFO Act more
than 30 years ago, but significant challenges remain to realizing the intended financial management reforms of the act. The
issues that the federal government faces today require financial managers to improve both the efficiency and effectiveness of
financial management activities, which includes moving toward integrated government operations with standardized business
processes, systems, and data. Together with Treasury and OMB, agencies are building on tools and capabilities to improve
financial accountability and transparency.

Additional Information

This Financial Report’s Appendix contains the names and websites of the significant government agencies included in
the U.S. government’s consolidated financial statements. Details about the information in this Financial Report can be found
in these agencies financial statements. This Financial Report, as well as those from previous years, is also available at
Treasury, OMB, and GAO websites at:
https://www.fiscal.treasury.gov/reports-statements/; https://www.whitehouse.gov/omb/management/office-federal-financial-
management/; and https://www.gao.gov/federal-financial-accountability respectively. Other related government publications
include, but are not limited to the:

e Budget of the United States Government,

Treasury Bulletin,

Monthly Treasury Statement of Receipts and Outlays of the United States Government,
Monthly Statement of the Public Debt of the United States,

Economic Report of the President, and

Trustees’ Reports for the Social Security and Medicare Programs.



https://www.fiscal.treasury.gov/reports-statements/
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https://www.fiscal.treasury.gov/reports-statements/treasury-bulletin/
https://www.fiscal.treasury.gov/reports-statements/mts/
https://www.treasurydirect.gov/govt/reports/pd/mspd/mspd.htm
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https://www.ssa.gov/oact/TR/
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%/O U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. NW. Comptroller General
Washington, DC 20548 of the United States

February 17, 2022

The President
The President of the Senate
The Speaker of the House of Representatives

To operate as effectively and efficiently as possible, Congress, the administration, and federal
managers must have ready access to reliable and complete financial and performance information—
both for individual federal entities and for the federal government as a whole. Our report on the U.S.
government’s consolidated financial statements for fiscal years 2021 and 2020 discusses progress that
has been made but also underscores that much work remains to improve federal financial management
and that the federal government continues to face an unsustainable long-term fiscal path.t

The federal government took unprecedented actions in response to the COVID-19 pandemic to protect
public health and reduce economic impacts on individuals and businesses during fiscal years 2021 and
2020. These ongoing efforts are reflected in the net cost, assets, liabilities, and budget deficit reported
in the U.S. government’s consolidated financial statements for fiscal years 2021 and 2020. The ultimate
cost of these actions and any future actions in response to the pandemic and their impact on the
federal government’s financial condition will not be fully known for some time.

The federal government’s response to the COVID-19 pandemic includes net costs for fiscal years 2021
and 2020 related to small business loan guarantees of $297 billion (2021) and $527 billion (2020),
primarily for the Paycheck Protection Program (PPP); economic impact payments and recovery rebate
credits of $570 billion (2021) and economic impact payments of $275 billion (2020); and Department of
Labor program costs of $313 billion (2021) and $352 billion (2020), primarily related to unemployment
benefits.

Significant assets and liabilities as of September 30, 2021, and 2020, resulting from the federal
government’s response to the COVID-19 pandemic include

e advances of $254 billion (2021) and $173 billion (2020), primarily as a result of aid to state, local,
territorial, and tribal governments and Medicare providers;

¢ loans under the Economic Injury Disaster Loan (EIDL) program, representing almost all of the $244
billion (2021) and $181 billion (2020) in net disaster loans;

e equity investments in special purpose vehicles of $26 billion (2021) and $108 billion (2020), which
the Federal Reserve established during fiscal year 2020 to enhance the liquidity of the U.S.
financial system;2

1As discussed later in this report, an unsustainable long-term fiscal path is a situation where federal debt held by the public
grows faster than gross domestic product (GDP) over the long term.

2As discussed in Note 8, Investments in Special Purpose Securities, to the consolidated financial statements, equity
investments in special purpose vehicles decreased to $26 billion in fiscal year 2021 from $108 billion in fiscal year 2020
primarily because the Department of the Treasury and the Federal Reserve amended several of the special purpose vehicle
agreements and the Federal Reserve returned equity investments to Treasury.
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e cash and other monetary assets of $1,927 billion (2020) resulting from the Department of the
Treasury maintaining an elevated cash balance to maintain prudent liquidity in light of the size and
relative uncertainty of COVID-19 pandemic—related outflow;® and

¢ loan guarantee liabilities of $231 billion (2021) and $520 billion (2020), primarily related to the PPP.4

COVID-19 pandemic-related budget expenditures totaled $1.8 trillion in fiscal year 2021 and $1.6
trillion in fiscal year 2020, increasing the budget deficit. During fiscal year 2020, primarily due to a
budget deficit of $3.1 trillion and an increase in cash and other monetary assets, debt held by the public
increased by $4.2 trillion to $21.0 trillion. During fiscal year 2021, primarily due to a budget deficit of
$2.8 trillion, offset by decreases in cash and other monetary assets, debt held by the public increased
by $1.3 trillion to $22.3 trillion.

Our audit report on the U.S. government’s consolidated financial statements is enclosed. In summary,
we found the following:

e Certain material weaknessess in internal control over financial reporting and other limitations
resulted in conditions that prevented us from expressing an opinion on the accrual-based
consolidated financial statements as of and for the fiscal years ended September 30, 2021, and
2020.5 About 30 percent of the federal government’s reported total assets as of September 30,
2021, and approximately 18 percent of the federal government’s reported net cost for fiscal year
2021 relate to significant federal entities that received a disclaimer of opinion? or qualified opiniong

3As discussed in Note 2, Cash and Other Monetary Assets, to the consolidated financial statements, cash and other monetary
assets decreased in fiscal year 2021 because Treasury reduced the cash balance in fiscal year 2021 to well under its prudent
policy level because of debt limit constraints.

4The change from fiscal year 2020 to fiscal year 2021 is primarily due to new guarantees of $304 hillion, offset by loan
forgiveness payments to lenders of $558 billion.

5A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting, such that there
is a reasonable possibility that a material misstatement of the entity’s financial statements will not be prevented, or detected
and corrected, on a timely basis. A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis.

6The accrual-based consolidated financial statements as of and for the fiscal years ended September 30, 2021, and 2020,
consist of the (1) Statements of Net Cost, (2) Statements of Operations and Changes in Net Position, (3) Reconciliations of
Net Operating Cost and Budget Deficit, (4) Statements of Changes in Cash Balance from Budget and Other Activities, and
(5) Balance Sheets, including the related notes to these financial statements. Most revenues are recorded on a modified cash
basis.

A disclaimer of opinion arises when the auditor is unable to obtain sufficient, appropriate audit evidence to provide a basis for
an audit opinion, and the auditor concludes that the possible effects on the financial statements of undetected misstatements,
if any, could be both material and pervasive and accordingly does not express an opinion on the financial statements.

8A qualified opinion arises when the auditor is able to express an opinion on the financial statements except for specific areas
where the auditor was unable to obtain sufficient and appropriate evidence, and the auditor concludes that the possible effects
on the financial statements of undetected misstatements, if any, could be material but not pervasive.
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on their fiscal year 2021 financial statements or whose fiscal year 2021 financial information was
unaudited.®

e Significant uncertainties (discussed in Note 25, Social Insurance, to the consolidated financial
statements), primarily related to the achievement of projected reductions in Medicare cost growth,
prevented us from expressing an opinion on the sustainability financial statements, which consist of
the 2021 and 2020 Statements of Long-Term Fiscal Projections; the 2021, 2020, 2019, 2018, and
2017 Statements of Social Insurance;! and the 2021 and 2020 Statements of Changes in Social
Insurance Amounts. About $48.2 trillion, or 68 percent, of the reported total present value of future
expenditures in excess of future revenue presented in the 2021 Statement of Social Insurance
relates to Medicare programs reported in the Department of Health and Human Services’ (HHS)
2021 Statement of Social Insurance, which received a disclaimer of opinion. A material weakness in
internal control also prevented us from expressing an opinion on the 2021 and 2020 Statements of
Long-Term Fiscal Projections.

e Material weaknesses resulted in ineffective internal control over financial reporting for fiscal year
2021.

e Material weaknesses and other scope limitations, discussed above, limited tests of compliance with
selected provisions of applicable laws, regulations, contracts, and grant agreements for fiscal year
2021.

Overall, the federal government has made significant strides in improving financial management since
key federal financial management reforms were enacted in the 1990s. Twenty-one of the 24 Chief
Financial Officers Act of 1990 (CFO Act) agencies received unmodified (“clean”) opinions on their
respective entities’ fiscal year 2021 financial statements, up from six CFO Act agencies that received
clean audit opinions for fiscal year 1996.12 In addition, accounting and financial reporting standards
have continued to evolve to provide greater transparency and accountability over the federal
government’s operations and financial condition, including long-term sustainability. We have reported

9The Department of Defense received a disclaimer of opinion on its fiscal years 2021 and 2020 financial statements. The
Small Business Administration (SBA) received a disclaimer of opinion on its fiscal year 2021 balance sheet and its remaining
statements were unaudited; SBA received a disclaimer of opinion on its fiscal year 2020 financial statements. The Department
of Labor received a qualified opinion on its fiscal year 2021 financial statements but received an unmodified opinion on its
fiscal year 2020 financial statements. The 2021 Schedules of the General Fund of the U.S. Government were not audited to
allow Treasury sufficient time to continue to implement a remediation plan to address the issues we reported as part of our
disclaimer of opinion on the fiscal year 2020 Schedules of the General Fund. Also, for fiscal years 2021 and 2020, the financial
information for Security Assistance Accounts was unaudited.

10The 2021 and 2020 Statements of Long-Term Fiscal Projections present, for all the activities of the federal government, the
present value of projected receipts and noninterest spending under current policy without change, the relationship of these
amounts to projected GDP, and changes in the present value of projected receipts and noninterest spending from the prior
year. These statements also present the fiscal gap, which shows the combination of noninterest spending reductions and
receipts increases necessary to hold debt held by the public as a share of GDP at the end of the projection period to its value
at the beginning of the period. The valuation date for the Statements of Long-Term Fiscal Projections is September 30.

11The Statements of Social Insurance present the present value of revenue and expenditures for social benefit programs,
primarily Social Security and Medicare. These statements are presented for the current year and each of the 4 preceding
years as required by U.S. generally accepted accounting principles. For the Statements of Social Insurance, the valuation date
is January 1 for the Social Security and Medicare programs, October 1 for the Railroad Retirement program, and September
30 for the Black Lung program.

12The 21 agencies include the Department of Health and Human Services, which received an unmodified (“clean”) opinion on
all statements except the Statements of Social Insurance and the Statements of Changes in Social Insurance Amounts.
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areas where financial management can be improved, including standardizing the responsibilities of
chief financial officers, preparing government-wide and agency-level financial management plans, and
better linking performance and cost information for decision-making.13

While the U.S. government's consolidated financial statements provide a high-level summary of the
financial position, financial condition, and operating results for the federal government as a whole,
substantial benefits have been achieved as a result of agencies’ preparation and audit of financial
statements, including

o useful and necessary insight into government operations, including the agencies’ financial
conditions;

e increased federal agency accountability to Congress and citizens, including independent assurance
about the reliability of reported financial information;

e greater confidence to stakeholders (governance officials, taxpayers, consumers, or regulated
entities) that federal funds are being properly accounted for and assets are properly safeguarded;

e an assessment of the reliability and effectiveness of systems and related internal controls, including
identifying control deficiencies that could lead to fraud, waste, or abuse;

e afocus on information security;

o early warnings of financial management issues; and

¢ identification of noncompliance with laws and regulations, which can present challenges to agency
operations.

The preparation and audit of individual federal entities’ financial statements have also identified
numerous deficiencies, leading to corrective actions to strengthen federal entities’ internal controls,
processes, and systems. For instance, the Department of Veterans Affairs took corrective actions to
address auditor-identified deficiencies, resulting in improvements in internal controls over obligations,
undelivered orders, accrued expenses, and entity-level controls, including the Chief Financial Officer's
organizational structure, that reduced two material weaknesses to significant deficiencies.4

However, since the federal government began preparing consolidated financial statements, for fiscal
year 1997, three major impediments have continued to prevent us from rendering an opinion on the
federal government’s accrual-based consolidated financial statements: (1) serious financial
management problems at the Department of Defense (DOD), (2) the federal government’s inability to
adequately account for intragovernmental activity and balances between federal entities, and (3)
weaknesses in the federal government’s process for preparing the consolidated financial statements. In
addition, the Small Business Administration (SBA), which had substantial activity related to the COVID-
19 pandemic response, was unable to obtain an opinion on its fiscal year 2021 and 2020 financial
statements, after years of receiving clean opinions.

DOD continues to take positive steps to improve its financial management but faces long-standing
issues. After many years of working toward financial statement audit readiness, DOD underwent full
financial statement audits for fiscal years 2018 through 2021. These audits resulted in disclaimers of
opinion, material weaknesses in internal control over financial reporting (28 in fiscal year 2021 and 26
in fiscal year 2020), and thousands of audit findings. Some of the material weaknesses—such as an
inability to account for its property and equipment and ineffective information system controls—are
examples of long-standing weaknesses at DOD.

1BGAO, Federal Financial Management: Substantial Progress Made since Enactment of the 1990 CFO Act; Refinements
Would Yield Added Benefits, GAO-20-566 (Washington, D.C.: Aug. 6, 2020).

14A significant deficiency is a deficiency, or a combination of deficiencies, in internal control over financial reporting that is less
severe than a material weakness yet important enough to merit attention by those charged with governance.
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DOD leadership identified a number of financial management—related benefits from these department-
wide audits, as well as operational improvements. Specifically, DOD stated that some of the benefits of
the audit process included the following:

¢ Inventories of real property resulted in improved accuracy of real property records.

e Initiatives to locate untracked or excess material identified more than $3 billion of material that was
made available for redeployment.

e The identification of approximately $50 million of available funding that was subsequently used for a
command’s mission support.

DOD has acknowledged that achieving a clean audit opinion will take time. In fiscal years 2021 and
2020, DOD management prioritized certain critical areas (e.g., information technology, real property,
and inventory) for improvement. DOD reported that it uses the number of audit findings closed and
material weaknesses downgraded from year to year to measure progress toward that goal. DOD also
tracks progress by the number of components moving from disclaimers of opinion to clean audit
opinions. While DOD'’s fiscal year 2021 audit resulted in a net increase of two material
weaknesses, one previously reported material weakness was downgraded to a significant
deficiency and DOD reported that over 13 percent of findings from prior year financial statement audits
were closed.

Various efforts are also under way to address the other two major impediments to rendering an opinion
on the accrual-based consolidated financial statements. Regarding the government’s inability to
adequately account for intragovernmental activity and balances between federal entities, during fiscal
year 2021, Treasury continued to provide information and assistance to significant component entities
to aid in resolving their intragovernmental differences.®> Treasury also issued additional guidance to
federal entities related to accounting for intragovernmental transactions. Regarding weaknesses in the
federal government’s process for preparing the consolidated financial statements, in recent years,
Treasury’s corrective actions have included improving systems and implementing new processes for
preparing the consolidated financial statements, enhancing guidance for federal entity financial
reporting, and implementing procedures to address certain internal control deficiencies detailed in our
August 2021 management report.1¢ In addition to Treasury’s and the Office of Management and
Budget’'s (OMB) continued leadership, federal entities’ strong and sustained commitment is critical to
fully addressing these issues.

SBA’s auditor reported that the urgent need for SBA to implement COVID-19 pandemic—related
programs as quickly and efficiently as possible led to deficiencies in internal control processes.l” SBA’s
auditor reported several material weaknesses in internal control, including control deficiencies in (1)
approvals, reporting, review, forgiveness, and service provider oversight related to PPP and (2)
eligibility, recording, and service provider oversight related to the EIDL program. We, along with SBA’s
Office of Inspector General, have also reported concerns with SBA’s internal controls over PPP and the
EIDL program and have made several recommendations to SBA related to its COVID-19 programs.
These weaknesses limit the reliability of SBA'’s financial reporting and increase the risk of fraud and
improper payments.

150MB and Treasury have identified 40 federal entities that are significant to the U.S. government's fiscal year 2021
consolidated financial statements, including the 24 CFO Act agencies. See app. A of the Fiscal Year 2021 Financial Report of
the United States Government for a list of the 40 entities.

16GAO, Management Report: Continued Improvements Needed in the Processes Used to Prepare the U.S. Consolidated
Financial Statements, GAO-21-587 (Washington, D.C.: Aug. 12, 2021).

17Small Business Administration, Agency Financial Report for Fiscal Year 2021 (Washington, D.C.: Nov. 15, 2021).
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The material weaknesses underlying these three major impediments, as well as the weaknesses
identified at SBA, (1) hamper the federal government’s ability to reliably report a significant portion of its
assets, liabilities, costs, and other related information; (2) affect the federal government’s ability to
reliably measure the full cost, as well as the financial and nonfinancial performance, of certain
programs and activities; (3) impair the federal government’s ability to adequately safeguard significant
assets and properly record various transactions; and (4) hinder the federal government from having
reliable, useful, and timely financial information to operate effectively and efficiently. We have made a
number of recommendations to OMB, Treasury, DOD, and SBA to address these issues.18 These
entities have taken or plan to take actions to address these recommendations.

In addition to the material weaknesses referred to above, we identified two other continuing material
weaknesses. These are the federal government’s inability to (1) determine the full extent to which
improper payments occur and reasonably assure that appropriate actions are taken to reduce them and
(2) identify and resolve information security control deficiencies and manage information security risks
on an ongoing basis. The fiscal year 2021 government-wide total of reported estimated improper
payments was $281 billion. However, this amount does not include improper payment estimates for
certain programs. For example, improper payment estimates were not reported for PPP, HHS’s
Temporary Assistance for Needy Families, HHS’s Advance Premium Tax Credit, and the Department of
Agriculture’s Supplemental Nutrition Assistance Program.

Our audit report presents additional details concerning these material weaknesses and their effect on
the accrual-based consolidated financial statements and managing federal government operations.
Until the problems outlined in our audit report are adequately addressed, they will continue to have
adverse implications for the federal government and the American people.

The 2021 Statement of Long-Term Fiscal Projections and related information in Note 26, Long-Term
Fiscal Projections, to the consolidated financial statements and in the unaudited Required
Supplementary Information section of the 2021 Financial Report show that, based on current revenue
and spending policies, the federal government continues to face an unsustainable long-term fiscal path.
GAO and the Congressional Budget Office (CBO) also prepare long-term federal fiscal simulations,
which continue to show federal debt held by the public rising as a share of gross domestic product
(GDP) in the long term.2® This situation—in which debt held by the public grows faster than GDP—
means the federal government’s long-term fiscal path is unsustainable.

GAO, CBO, and the 2021 Financial Report, although using somewhat different assumptions, all project
that debt held by the public as a share of GDP (debt-to-GDP) will surpass its historical high (106
percent in 1946) in the next 10 years. Health care and Social Security remain key drivers of federal
noninterest spending in the long-term projections. In addition, while interest rates are historically low,
GAO, CBO, and the 2021 Financial Report project that growing debt held by the public will lead to
higher spending on net interest (primarily interest on debt held by the public).

18See GAO-21-587. In addition, see GAO, DOD Financial Management, accessed Feb. 9, 2022,
https://www.gao.gov/highrisk/dod financial _management. Further, other auditors have made recommendations to DOD and
SBA for improving their financial management. See GAO, High Risk Area: Emergency Loans for Small Businesses, accessed
Feb. 9, 2022, https://www.gao.gov/highrisk/emergency-loans-small-businesses.

19For more information on GAQ'’s simulations, see GAO, America’s Fiscal Future, accessed on Feb. 9, 2022,
https://www.gao.gov/americas_fiscal_future. For more information on CBO’s simulations, see Congressional Budget Office,
The 2021 Long-Term Budget Outlook (Washington, D.C.: Mar. 4, 2021).
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The 2021 Financial Report also discusses the fiscal gap, which is a measure of how much primary
deficits must be reduced through policy changes (some combination of revenue increases or spending
cuts) over the next 75 years in order to make fiscal policy sustainable.2® For example, based on
projections in the 2021 Financial Report, if policymakers choose to achieve a debt-to-GDP target of 100
percent—the level the federal government reached at the end of fiscal years 2020 and 2021—they
would need to make policy changes over a 75-year period (fiscal years 2022 to 2096) that increase
projected revenues by 32 percent, reduce projected noninterest spending by 25 percent, or a
combination of the two. The projections show that the longer such policy changes are delayed, the
more significant the changes will need to be.

Congress and the administration have responded in an unprecedented manner to the COVID-19
pandemic and the resulting severe economic repercussions. Once the pandemic recedes and as the
economy continues to recover, Congress and the administration should quickly pivot to developing a
plan to place the federal government on a sustainable long-term fiscal path.

Since 2017, we have stated that a fiscal plan is needed to ensure that the United States remains in a
strong economic position to meet its social and security needs, as well as to preserve flexibility to
address unforeseen events like public health emergencies. In developing a fiscal plan at the
appropriate time, policymakers will need to consider the entire range of federal activities, both revenue
(including tax expenditures) and spending (entitlement programs, other mandatory spending, and
discretionary spending) that affect the debt. In September 2020, we raised a matter to Congress,
suggesting that it establish a long-term fiscal plan that includes fiscal rules and targets, such as a debt-
to-GDP target.!

Well-designed fiscal rules and targets can help manage debt by controlling factors like spending and
revenue as part of a long-term fiscal plan. In September 2020, we identified key considerations for the
design, implementation, and enforcement of fiscal rules and targets.22 For example, the design should
provide flexibility to address emerging issues, such as public health emergencies. GAO issues an
annual report on the fiscal health of the federal government, which provides more information on the
federal government’s unsustainable long-term fiscal path.

Further, we have recommended that Congress consider alternative approaches to the current debt limit
as part of any long-term fiscal plan. The debt limit is a legal limit on the total amount of federal debt that
can be outstanding at one time.23 However, it does not restrict Congress’s ability to pass spending and
revenue legislation that affects the level of debt in the future, nor does it otherwise constrain fiscal
policy. As currently structured, the debt limit is not a fiscal rule; it is a limit only on Treasury’s authority
to borrow in order to finance the decisions already enacted by Congress and the President.

Further, there are other risks—such as public health emergencies, natural disasters, military
engagements, and economic crises—that could affect the federal government’s financial condition in
the future. These risks are not fully accounted for in the government’s long-term fiscal projections.
Some of the specific risks that could affect the federal government’s financial condition include the
following:

20The primary deficit is the difference between noninterest spending and receipts.

21GAO, The Nation’s Fiscal Health: Effective Use of Fiscal Rules and Targets, GAO-20-561 (Washington, D.C.: Sept. 23,
2020).

22For more information on the design of fiscal rules and targets, see GAO-20-561.

23The debt limit is codified at 31 U.S.C. § 3101(b), as amended, and applies to federal debt issued pursuant to authority under
31 U.S.C. chapter 31. A very small amount of total federal debt is not subject to the debt limit. This amount primarily comprises
unamortized discounts on Treasury bills and Zero Coupon Treasury bonds; debt securities issued by agencies other than
Treasury, such as the Tennessee Valley Authority; and debt securities issued by the Federal Financing Bank.


https://www.gao.gov/products/gao-20-561
https://www.gao.gov/products/gao-20-561

49 STATEMENT OF THE COMPTROLLER GENERAL OF THE UNITED STATES

Federal support of the housing finance market remains significant even though the market has
largely recovered since the 2007 to 2009 financial crisis. In 2008, the federal government placed
the Federal National Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage
Corporation (Freddie Mac) under conservatorship and entered into preferred stock purchase
agreements with these government-sponsored enterprises (GSE) to help ensure their financial
stability. These agreements could affect the federal government’s financial condition. At the end of
fiscal year 2021, the federal government reported about $221 billion of investments in the GSEs,
which is net of about $38 billion in valuation losses. The GSEs paid Treasury no cash dividends
during fiscal years 2021 and 2020. The reported maximum remaining contractual commitment to
the GSEs, if needed, is about $254 billion.

The ultimate role of the GSEs could affect the federal government’s financial condition and the
financial condition of certain federal entities, including the Federal Housing Administration (FHA),
which in the past expanded its lending role in distressed housing and mortgage markets. Federal
actions and strong housing market conditions have strengthened the financial condition of FHA and
the GSEs, and they have not required Treasury assistance during the COVID-19 pandemic.
However, risks remain that could affect their ability to absorb unexpected losses under severely
adverse conditions.2* For example, the extent of mortgage losses for the large number of borrowers
who fell behind on mortgage payments during the COVID-19 pandemic is not yet known.

Disaster costs are expected to increase as extreme weather events become more frequent and
intense because of climate change, as the U.S. Global Change Research Program and the National
Academies of Sciences, Engineering, and Medicine have observed and projected. Federal
insurance programs are likely to be affected by the increasing costs of weather and climate
disasters. For example, as currently structured, the National Flood Insurance Program’s premiums
and dedicated resources are not, over the long term, sufficient to cover expected costs without
borrowing from Treasury.?s As of September 30, 2021, the Federal Emergency Management
Agency (FEMA), which administers the National Flood Insurance Program, owed about $21 billion
to Treasury for money borrowed to pay claims and other expenses. We have reported that FEMA is
unlikely to collect enough in premiums in the future to repay this debt.2

The U.S. Postal Service (USPS) continues to be in poor financial condition. USPS cannot fund its
current level of services and meet its financial obligations from its current level of revenues. The
fiscal year 2021 net loss of about $5 billion marked its 15th consecutive year of net losses—totaling
about $92 billion. In addition, USPS has missed about $72 billion in required payments for funding
postal retiree health and pension benefits through fiscal year 2021, including about $57 billion in
missed payments to fund retiree health benefits and about $15 billion in missed payments to fund
pension benefits. USPS stated that it missed these payments to minimize the risk of running out of
cash. USPS has also used $10 billion in COVID-19 pandemic—related funding. However, if USPS’s
expenses continue to exceed its revenue, its ability to continue operating and providing universal
postal service will be at risk and may affect the government’s future financial condition.

24GAO, Housing Finance System: Future Reforms Should Consider Past Plans and Vulnerabilities Highlighted by Pandemic,
GAO-22-104284 (Washington, D.C.: Jan. 13, 2022).

25\We have suggested an alternative way to record insurance commitments in the budget such that the federal government’s
commitment would be more fully recognized. See GAO, Fiscal Exposures: Federal Insurance and Other Activities That
Transfer Risk or Losses to the Government, GAO-19-353 (Washington, D.C.: Mar. 27, 2019).

26GAO, Flood Insurance: Comprehensive Reform Could Improve Solvency and Enhance Resilience, GAO-17-425
(Washington, D.C.: Apr. 27, 2017).
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o The Pension Benefit Guaranty Corporation’s (PBGC) financial future is uncertain because of long-
term challenges related to its pension guarantee liabilities and exposure. PBGC faces fundamental
financial risks that expose the federal government to immediate and future spending. The American
Rescue Plan Act of 2021 (ARPA) provided special financial assistance for certain struggling
multiemployer plans.2” PBGC estimated that the total cost to the federal government for this
assistance could be from $66 billion to $147 billion.22 While ARPA significantly extends the solvency
of the multiemployer program, PBGC'’s current projections show a median projected insolvency in
2055. In addition, PBGC estimates that its exposure to potential further losses for the single-
employer program is $105 billion. We have reported that PBGC'’s single and multiemployer
programs are at risk in part because of funding requirements that do not guarantee adequate plan
funding and premiums that do not completely reflect the plans’ risks.

Our audit report on the U.S. government’s consolidated financial statements would not be possible
without the commitment and professionalism of inspectors general throughout the federal government
who are responsible for annually auditing the financial statements of individual federal entities. We also
appreciate the cooperation and assistance of Treasury and OMB officials as well as the federal entities’
chief financial officers’ flexibility, adaptability, and ability to issue their financial statements on a timely
basis. We look forward to continuing to work with these individuals, the administration, and Congress to
achieve the goals and objectives of federal financial management reform.

Our audit report begins on page 228. Our guide, Understanding the Financial Report of the United
States Government, is intended to help those who seek to obtain a better understanding of the financial
report and is available on GAO’s website at https://www.gao.gov.2?

2TARPA, Pub. L. No. 117-2, § 9704, 135 Stat. 4, 190-99 (Mar. 11, 2021), classified at 29 U.S.C. §8§ 1305(i), 1432.

28See Pension Benefit Guaranty Corporation, FY 2020 Projections Report (Sept. 2021), accessed on Feb. 9, 2022,
https://www.pbgc.gov/documents/fy-2020-projections-report. As discussed therein, these estimates are based on provisions of
PBGC'’s interim final rule (86 Fed. Reg. 36,598) published in July 2021, and may change once the final rule is issued.

2GAO0, Understanding the Financial Report of the United States Government, GAO-18-239SP (Washington, D.C.: Feb. 2018).
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Our audit report was prepared under the direction of Robert F. Dacey, Chief Accountant, and Dawn B.
Simpson, Director, Financial Management and Assurance. If you have any questions, please contact
me on (202) 512-5500 or them on (202) 512-3406. Contact points for our Offices of Congressional
Relations and Public Affairs may be found on the last page of this report.

L f Do

Gene L. Dodaro
Comptroller General
of the United States

cc:  The Majority Leader of the Senate
The Minority Leader of the Senate
The Majority Leader of the House of Representatives
The Minority Leader of the House of Representatives
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Financial Statements

of the United States Government

for the Fiscal Years Ended September 30,
2021, and 2020

The consolidated financial statements of the U.S. government were prepared using GAAP. These statements include the
accrual-based financial statements and the sustainability financial statements, which are discussed in more detail below, and
the related notes to the consolidated financial statements. Collectively, the accrual-based financial statements, the
sustainability financial statements, and the notes represent basic information that is deemed essential for the consolidated
financial statements to be presented in conformity with GAAP.

ACCRUAL-BASED FINANCIAL STATEMENTS

The accrual-based financial statements present historical information on what the federal government owns (assets) and
owes (liabilities) at the end of the year, what came in (revenues) and what went out (net costs) during the year, and how
accrual-based net operating costs of the federal government reconcile to the budget deficit and changes in its cash balance
during the year. The following sections discuss each of the accrual-based financial statements.

Statements of Net Cost

These statements present the net cost of the government operations for FYs 2021 and 2020. Costs and earned revenues
are categorized on the Statement of Net Cost by significant entity, providing greater accountability by showing the
relationship of the entities’ net cost to the government-wide net cost. Costs and earned revenues are presented in this
Financial Report on an accrual basis, while the budget presents outlays and receipts, generally on a cash basis. The focus of
the Budget of the U.S. is by entity. In reporting the Statement of Net Cost by entity, we are assisting the external users in
assessing the operating performance, budget integrity, stewardship, and systems and controls of the government.

The Statements of Net Cost contain the following four components:

e Gross cost—is the full cost of all the departments and entities excluding (gain)/loss from changes in assumptions.

These costs are assigned on a cause-and-effect basis, or reasonably allocated to the corresponding entities.

e Earned revenue—is exchange revenue resulting from the government providing goods and services to the public at a
price.

e (Gain)/loss from changes in assumptions—is the gain or loss from changes in long-term assumptions used to
measure the liabilities reported for federal civilian and military employee pensions, OPEB, and ORB, including
veterans’ compensation.

e Net cost—is computed by subtracting earned revenue from gross cost, adjusted by the (gain)/loss from changes in
assumptions.

Individual entity net cost amounts will differ from the entity’s financial statements primarily because of reallocations

completed at the government-wide level which are listed below.

o Employee benefit costs.

¢ Intra-governmental eliminations, as adjusted for buy/sell costs and related revenues.

e Imputed costs.

Because of its specific function, most of the employee benefit costs originally associated with the OPM have been
reallocated to the user entities for government-wide reporting purposes. The remaining costs for OPM on the Statements of
Net Cost are the administrative operating costs, the expenses from prior costs from health and pension plan amendments, and
the actuarial gains and losses, if applicable.

With regard to intra-governmental buy/sell costs and related revenues, the amounts recognized by each entity are added
to, and subtracted from, respectively, the individual entity non-federal net cost amounts in order to allocate the costs to the
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entities that incurred the costs. GSA is the primary provider of goods and services to federal entities. GSA’s net cost is
adjusted for its intra-governmental buy/sell costs and related revenues. The remaining costs for GSA on the Statements of
Net Cost are administrative operating costs.

In addition, the intra-governmental imputed costs recognized for the receipt of goods and services, financed in whole or
part by the providing entities, are added to the individual entity non-federal net cost amounts. The most significant types of
imputed costs that are recorded relate to post-retirement and health benefits, FECA, and Treasury’s Judgment Fund. The
consolidated Statements of Net Cost is intended to show the full cost for each entity, therefore, the amount of these imputed
costs are added back to the reporting entities” gross cost line item and subtracted from the applicable administering entities’
gross cost line item. These imputed costs have a net effect of zero on the Statements of Net Cost in the Financial Report.

The interest on securities issued by Treasury and held by the public is reported on Treasury’s financial statements, but
because of its importance and the dollar amounts involved, it is reported separately in these statements.

Statements of Operations and Changes in Net Position

These statements report the results of government operations (net operating costs). They include non-exchange
revenues, which are generated from transactions that do not require a government entity to give value directly in exchange for
the inflow of resources. The government does not “earn” the non-exchange revenue. These are generated principally by the
government’s sovereign power to tax, levy duties, and assess fines and penalties. These statements also include the net cost
reported in the Statements of Net Cost. They further include certain adjustments and unmatched transactions and balances
that affect the net position. These statements present information for funds from dedicated collections and funds other than
those from dedicated collections. Each of these types are presented on a consolidated basis whereby transactions within each
fund type are eliminated. In order to present the activity on a government-wide basis, transactions between funds from
dedicated collections and funds other than those from dedicated collections are eliminated.

Revenue

Inflows of resources to the government that the government demands or that it receives by donations are identified as
non-exchange revenue. The inflows that it demands include individual income tax and tax withholdings, corporate income
taxes, excise taxes, unemployment taxes, custom duties, and estate and gift taxes. The non-exchange revenue is recognized
when collected and adjusted for the change in amounts receivable.

Individual income tax and tax withholdings include FICA/SECA taxes and other taxes.

Individual income tax and tax withholding and Corporate income tax include the TCJA, which imposed a one-time tax
on previously unrepatriated foreign earnings at a reduced rate that taxpayers may elect to pay over an eight-year installment
schedule.

Excise taxes consist of taxes collected for various items, such as airline tickets, gasoline products, distilled spirits and
imported liquor, tobacco, firearms, and other items.

Other taxes and receipts include FRBs earnings, tax related fines, penalties and interest, and railroad retirement taxes.

Miscellaneous earned revenues consist of earned revenues received from the public with virtually no associated cost.
These revenues include rents and royalties on the Outer Continental Shelf Lands resulting from the leasing and development
of mineral resources on public lands.

Intra-governmental revenue represents interest earned from the investment of surplus dedicated collections, which
finance the deficit spending of all other fund’s non-dedicated operations. These investments are recorded as intra-
governmental debt holdings and are included in Note 13—Federal Debt and Interest Payable, in the table titled Intra-
governmental Debt Holdings: Federal Debt Securities Held as Investments by Government Accounts. These interest earnings
and the associated investments are eliminated in the consolidation process.

Net Cost of Government Operations

The net cost of government operations—gross cost (including gains/losses from changes in assumptions) less earned
revenue—flows through from the Statements of Net Cost.
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Intra-governmental Transfers

Intra-governmental transfers are transfers between funds other than those from dedicated collections and funds from
dedicated collections, such as intra-governmental interest and amounts required by statute to be transferred from the General
Fund to funds from dedicated collections. These intra-governmental transfers include appropriations, transfers, and other
financing sources. These amounts are labeled as “other changes in fund balance” in Note 23—Funds from Dedicated
Collections.

Net Operating Cost

The net operating cost equals revenue less net cost of government operations (that flows from the Statement of Net
Cost).

Net Position, Beginning of Period

The net position, beginning of period, reflects the amount reported on the prior year’s Balance Sheet as of the end of
that fiscal year. The net position, beginning of period, is shown at the combined level by fund type for FY 2020 and adjusted
through changes in accounting principle to report at a consolidated level by fund type. See Note 23—Funds from Dedicated
Collections for additional information.

Adjustments to beginning net position may include corrections of material errors or changes in accounting principles.
See Note 1.V—Changes in Accounting Principle and Note 1.W—Correction of Errors for additional information.

Unmatched transactions and balances are adjustments needed to bring the change in net position into balance due
primarily to unresolved intra-governmental differences. See Note 1.U—Unmatched Transactions and Balances for additional
information.

The unmatched transactions are to make the sum of net operating costs and adjustments to beginning net position for the
year equal to the change in net position balance. The unmatched balances are included in the net position, funds other than
those from dedicated collections on the Balance Sheet.

Net Position, End of Period

The net position, end of period, reflects the amount as of the end of the fiscal year. The net position for funds from
dedicated collections is separately shown.

Reconciliations of Net Operating Cost and Budget Deficit

These statements reconcile the results of operations (net operating cost) on the Statements of Operations and Changes in
Net Position to the budget deficit (result of outlays exceeding receipts during a particular fiscal year). The premise of the
reconciliation is that accrual accounting and budgetary accounting often share much of the same transactional data. However,
some transactions differ between the two bases of accounting and are presented as reconciling items from the net operating
cost to the budget deficit.

Receipts and outlays in the budget are measured primarily on a cash basis and differ from the accrual basis of
accounting used in the Financial Report. Refer to Note 1.B—Basis of Accounting and Revenue Recognition for additional
information on the accrual basis of accounting. These statements begin with the net results of operations (net operating cost)
and report activities where the basis of accounting for the components of net operating cost and the budget deficit differ.

Some presentations of the budget deficit make the distinction between on-budget and off-budget totals. On-budget totals
reflect the transactions of all government entities, except those excluded from the budget by law. Off-budget totals reflect the
transactions of government entities that are excluded from the on-budget totals by law. Under current law, the off-budget
totals include the Social Security trust funds and USPS. The budget deficit, as presented in the Financial Report, combines
the on-budget and off-budget totals to derive consolidated totals for federal activity.
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Components of Net Operating Cost Not Part of the Budget Deficit

This information includes the operating components, such as the changes in benefits payable for veterans, military and
civilian employees, environmental and disposal liabilities, and depreciation expense, not included in the budget results.

Components of the Budget Deficit Not Part of Net Operating Cost

This information includes the budget components, such as the acquisition of capital assets (that are recorded as outlays
in the budget when cash is disbursed and reflected in net operating cost through depreciation expense over the useful life of
the asset) and increases in other assets that are not included in the operating results.

Statements of Changes in Cash Balance from Budget and Other

Activities

The primary purpose of these financial statements is to report how the annual budget deficit relates to the change in the
government’s cash and other monetary assets, as well as federal debt. It explains why the budget deficit normally would not
result in an equivalent change in the government’s cash and other monetary assets.

These statements reconcile the budget deficit to the change in cash and other monetary assets during the fiscal year.
They also serve to explain how the budget deficits were financed. These statements show the adjustments for non-cash
outlays included in the budget, and items affecting the cash balance not included in the budget, to explain the change in cash
and other monetary assets.

The budget deficit is primarily financed through borrowings from the public. When receipts exceed outlays, the
difference is a surplus. The budget treats borrowing and debt repayment as a means of financing, not as receipts and
outlays. The budget records outlays for the interest on the public issues of Treasury debt securities as the interest accrues,
not when the cash is paid.

Non-cash flow amounts in the budget related to loan financing account activity also reflect intra-governmental
transactions such as interest expense paid or interest revenue received from Treasury, entity year-end credit reform
subsidy reestimates, and the receipt of subsidy expense from program accounts. Cash flow from non-budget activities
related to loan financing account activity includes all cash flows to and from the public, including direct loan
disbursements/default payments to lenders, fees collected, principal and interest repayments, collections on defaulted
guarantee loans, and sale proceeds of foreclosed property. The budget totals exclude the transactions of the financing
accounts because they are not a cost to the government. However, since loan financing accounts record all credit cash
flows to and from the public, they affect the means of financing a budget deficit.

Balance Sheets

The Balance Sheets show the government’s assets, liabilities, and net position. When combined with stewardship
information, this information presents a more comprehensive understanding of the government’s financial position. The net
position for funds from dedicated collections is shown separately.

Assets

Assets included on the Balance Sheets are resources of the government that remain available to meet future needs. The
most significant assets that are reported on the Balance Sheets are loans receivable, net, general PP&E, net; accounts
receivable, net; and cash and other monetary assets. There are, however, other significant resources available to the
government that extend beyond the assets presented in these Balance Sheets. Those resources include stewardship PP&E in
addition to the government’s sovereign powers to tax and set monetary policy.
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Liabilities and Net Position

Liabilities are obligations of the government resulting from prior actions that will require financial resources. The most
significant liabilities reported on the Balance Sheets are federal debt and interest payable and federal employee and veteran
benefits payable. Liabilities also include environmental and disposal liabilities, benefits due and payable, loan guarantee
liabilities, as well as insurance and guarantee program liabilities.

As with reported assets, the government’s responsibilities, policy commitments, and contingencies are much broader
than these reported Balance Sheet liabilities. They include the social insurance programs reported in the SOSI and disclosed
in the unaudited RSI—Social Insurance section, fiscal long-term projections of non-interest spending reported in the SLTFP,
and a wide range of other programs under which the government provides benefits and services to the people of this nation,
as well as certain future loss contingencies.

The government has entered into contractual commitments requiring the future use of financial resources and has
unresolved contingencies where existing conditions, situations, or circumstances create uncertainty about future losses.
Commitments and contingencies that do not meet the criteria for recognition as liabilities on the Balance Sheets, but for
which there is at least a reasonable possibility that losses have been incurred, are disclosed in Note 21—Commitments and
Note 22—Contingencies.

Unmatched transactions and balances are adjustments needed to reconcile differences between assets and liabilities, that
are primarily due to unresolved intra-governmental differences. See Note 1.U—Unmatched Transactions and Balances for
additional information.

The collection of certain taxes and other revenue is credited to the corresponding funds from dedicated collections that
will use these funds to meet a particular government purpose. If the collections from taxes and other sources exceed the
payments to the beneficiaries, the excess revenue is invested in Treasury securities or deposited in the General Fund;
therefore, the trust fund balances do not represent cash. An explanation of the trust funds for social insurance is included in
Note 23—Funds from Dedicated Collections. That note also contains information about trust fund receipts, disbursements,
and assets.

Due to its sovereign power to tax and borrow, and the country’s wide economic base, the government has unique access
to financial resources through generating tax revenues and issuing federal debt securities. This provides the government with
the ability to meet present obligations and those that are anticipated from future operations and are not reflected in net
position.

The net position is the residual difference between assets and liabilities, adjusted for unmatched transactions and
balances reported in the Balance Sheet, and is the cumulative results of operations since inception. For detailed components
that comprise the net position, refer to the section “Statement of Operations and Changes in Net Position.”

SUSTAINABILITY FINANCIAL STATEMENTS

The sustainability financial statements are comprised of the SLTFP, covering all federal government programs, and the
SOSI and the SCSIA, covering social insurance programs (Social Security, Medicare, Railroad Retirement, and Black Lung
programs). The sustainability financial statements are designed to illustrate the relationship between projected receipts and
expenditures if current policy is continued over a 75-year time horizon.! In preparing the sustainability financial statements,
management selects assumptions and data that it believes provide a reasonable basis to illustrate whether current policy is
sustainable. Current policy is based on current law but includes several adjustments. In the SLTFP, notable adjustments to
current law are: 1) projected spending, receipts, and borrowing levels assume raising or suspending the current statutory limit
on federal debt; 2) continued discretionary appropriations are assumed throughout the projections period; 3) scheduled Social
Security and Medicare Part A benefit payments are assumed to occur beyond the projected point of trust fund depletion; and
4) many mandatory programs with expiration dates prior to the end of the 75-year projection period are assumed to be
reauthorized. In the Statement of Social Insurance, the one adjustment to current law is that scheduled Social Security and
Medicare Part A benefit payments are assumed to occur beyond the projected point of trust fund depletions. Assumptions
underlying such sustainability information do not consider changes in policy or all potential future events that could affect
future income, future expenditures, and, hence, sustainability. The projections do not reflect any adverse economic
consequences resulting from continuously rising debt levels. A large number of factors affect the sustainability financial
statements and future events and circumstances cannot be estimated with certainty. Therefore, even if current policy is

tWwith the exception of the Black Lung program, which has a rolling 25-year projection period that begins on the September 30 valuation date each year.
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continued, there will be differences between the estimates in the sustainability financial statements and actual results, and
those differences may be material. The unaudited RSI section of this report includes PV projections using different
assumptions to illustrate the sensitivity of the sustainability financial statements to changes in certain assumptions. The
sustainability financial statements are intended to help citizens understand current policy and the importance and magnitude
of policy reforms necessary to make it sustainable.

By accounting convention, General Fund transfers to Medicare Parts B and D reported in the SOSI are eliminated when
preparing the government-wide consolidated financial statements. The SOSI shows the projected General Fund transfers as
eliminations that, under current law, would be used to finance the remainder of the expenditures in excess of revenues for
Medicare Parts B and D reported in the SOSI. The SLTFP include all revenues (including general revenues) of the federal
government.

Statements of Long-Term Fiscal Projections

The SLTFP, including the corresponding Note and RSI, are intended to help readers of the government’s financial
statements assess the federal government’s financial condition and how it has changed during the year and may change in the
future. The statements and corresponding analysis are specifically designed to help readers assess whether future budgetary
resources will be sufficient to sustain public services and to meet obligations as they come due, assuming that current policy
for federal government services and taxation continues without change.

The SLTFP display the PV of 75-year projections by major category of receipts and non-interest spending. The
projections show the extent to which future receipts of the government exceed or fall short of the government’s non-interest
spending and are presented both in terms of PV dollars and in terms of PV dollars as a percent of PV GDP. The projections
reflect policies currently in place and are neither forecasts nor predictions. The projections are consistent with the projections
for Social Security and Medicare presented in the SOSI and are based on the same economic and demographic assumptions
that underlie the SOSI. The SLTFP display the fiscal gap, which is a summary measure of the change in receipts or non-
interest spending that is necessary to reach a target ratio of debt held by the public to GDP at the end of the projection period.
Note 26—Long-Term Fiscal Projections, explains the methods used to prepare the projections. Unaudited RSI further
assesses the sustainability of current fiscal policy and provides results that are based on alternative assumptions to those used
in the SLTFP.

As discussed further in Note 26, a sustainable policy is one where the debt-to-GDP ratio is stable or declining over the
long term. Because GDP measures the size of the nation’s economy in terms of the total value of all final goods and services
that are produced in a year, the debt-to-GDP ratio is a useful indicator of the economy’s capacity to support federal
government’s Services.

Statements of Social Insurance and Changes in Social Insurance

Amounts

SOSI provides estimates of the status of the most significant social insurance programs: Social Security, Medicare,
Railroad Retirement, and Black Lung.? They are administered by SSA, HHS, RRB, and DOL, respectively. The SSA and
HHS projections are based on the intermediate economic and demographic assumptions representing the Trustees’ reasonable
estimates of likely future economic and demographic conditions, as set forth in the applicable Social Security and Medicare
Trustees’ Reports as well as in the financial statements of HHS and SSA. RRB’s projections are based on assumptions from
the 28" Actuarial Valuation on the Assets and Liabilities Under the Railroad Retirement Acts of December 31, 2019, as well
as in RRB’s financial statements and DOL’s projections are based on assumptions disclosed in its financial statements.

The SCSIA show two reconciliations: 1) change from the period beginning on January 1, 2020 to the period beginning
on January 1, 2021; and 2) change from the period beginning on January 1, 2019 to the period beginning on January 1, 2020.
It reconciles the changes (between the current valuation and the prior valuation) in the PV of estimated future revenue less
estimated future expenditures for current and future participants (the open group measure) over the next 75 years (except
Black Lung which has a rolling 25-year projection period through September 30, 2046). The reconciliation identifies several
components of the changes that are significant and provides reasons for the changes in Note 25—Social Insurance.

2 In relation to the amounts presented in the SOSI and SCSIA, because the combined Railroad Retirement and Black Lung programs account for less than
one-quarter of 1.0 percent of the statement totals, they are not material from the government-wide perspective.
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United States Government
Statement of Net Cost

for the Year Ended September 30, 2021 (Gain)/Loss
from
Gross Earned Changes in Net

(In billions of dollars) Cost Revenue Subtotal Assumption Cost
Department of Health and Human Services ................ 1,644.9 137.7 1,507.2 0.7 1,507.9
Social Security AdMINIStration .........ccoveviiiiiiiiniininenans 1,194.1 0.3 1,193.8 - 1,193.8
Department of Defense......cvcvviviiiiiiiiiiiiieiiirie e, 851.8 44.0 807.8 82.8 890.6
Department of the Treasury......cocvvveeviviviiiiiiininnnnnnnn, 854.6 23.8 830.8 - 830.8
Department of Veterans Affairs .......cccevvvvviiiiiiiinnnnnnn, 351.0 3.9 347.1 346.3 693.4
Department of Labor .......covvviiiiiiiiiiicceiecese e 396.8 - 396.8 - 396.8
Interest on Treasury Securities Held by the Public........ 392.0 - 392.0 - 392.0
Small Business AdmINiStration ..........coeveviniineninnennnns 350.5 3.1 347.4 - 347.4
Department of AgriCulture .......c.covviiininininiinan, 239.4 8.8 230.6 - 230.6
Department of EdUCAtioN .......cocvviviiiiiiniiiiinieann, 243.0 34.4 208.6 - 208.6
Office of Personnel Management.........c.ovevviiniinnnennns 134.0 26.3 107.7 84.9 192.6
Department of Transportation ........ccceevvvviviiiiiiinnnnnnn, 102.9 1.0 101.9 - 101.9
Department of Homeland Security .......cccovevvviiininnnns. 101.0 12.9 88.1 1.6 89.7
Security ASSIStanCce ACCOUNTS ....vvvvvviininieiinriresnrennns 92.9 14.4 78.5 - 78.5
Department of JUSHICE ......vvvvviiiiiiiiii e, 41.4 2.6 38.8 - 38.8
Department of State.......covvviiiiiiiinii e, 40.2 3.5 36.7 1.9 38.6
Department of ENergy .....covvvveviiiiniiiinnininnennann, 43.2 6.2 37.0 - 37.0
Department of Housing and Urban Development ......... 35.3 1.9 334 - 334
National Aeronautics and Space Administration............ 22.1 0.3 21.8 - 21.8
Department of the Interior .......c.oveveieiiiiiiiiiiiii, 23.8 2.3 215 - 215
Railroad Retirement Board ..........cccoeveiiiiiiiiiiininnnnn, 17.3 - 17.3 - 17.3
U.S. Agency for International Development................. 16.0 - 16.0 - 16.0
Department of COMMErCe ......oevvvviiiiiiiiiniiiirnenann, 155 3.6 11.9 0.1 12.0
Federal Communications COmmissSion ........covuveeniinen. 11.7 0.4 11.3 - 11.3
Environmental Protection AGeNCY .......cvevvvieninieniniannn, 8.9 0.4 8.5 - 8.5
National Science Foundation ..........covevevvniininiennninn, 7.4 - 7.4 - 7.4
U.S. PoStal ServiCe.....cvvvviiiiiiiininiiiiiinn s 77.9 75.7 2.2 - 2.2
Smithsonian INSHIULION ......ccvvvviiiiiiiin 15 0.8 0.7 - 0.7
Millennium Challenge Corporation ..........ccceviviininnns. 0.7 - 0.7 - 0.7
U.S. Nuclear Regulatory Commission ..........cc.ovevuvnnnne. 0.9 0.7 0.2 - 0.2
National Credit Union Administration .............ccvvuvenee. 0.2 0.1 0.1 - 0.1
Securities and Exchange CommissSion ..........ovcvvuveninns 2.4 2.5 (0.1) - (0.1)
Export-Import Bank of the U.S.........coooviiiiiniiinininnnn, 0.5 0.7 (0.2) - (0.2)
U.S. International Development Finance Corporation.... - 0.2 (0.2) - (0.2)
Farm Credit System Insurance Corporation ................ - 0.4 (0.4) - (0.4)
General Services AdMINIStration ........c.ovevvviiiiiininenens (0.2) 0.9 (1.0) - (2.0)
Tennessee Valley AUthOrity .......oveveiiviiininninineenenss 8.8 104 (1.6) - (1.6)
Federal Deposit Insurance Corporation ..............c..uuve. 1.7 7.1 (5.4) - (5.4)
National Railroad Retirement Investment Trust............ 0.1 6.6 (6.5) - (6.5)
Pension Benefit Guaranty Corporation .............ccevuuase. (56.5) 22.6 (79.1) - (79.1)
All other entities ........vvviiiiiiii s 24.9 1.8 23.1 0.1 23.2
101 | 7,294.7 462.3 6,832.4 518.4 7,350.8

The accompanying notes are an integral part of these financial statements.
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United States Government
Statement of Net Cost
for the Year Ended September 30, 2020 (Restated) (Gain)/Loss
from
Gross Earned Changes in Net
(In billions of dollars) Cost Revenue Subtotal Assumptions Cost
Department of Health and Human Services................. 1,537.0 130.0 1,407.0 0.1 1,407.1
Social Security Administration.........coevevevevenenenenenennnes 1,157.6 0.3 1,157.3 - 1,157.3
Department of DEfenSe ....cvvvvviviiiiiiiiiii i eaeeeaens 803.0 39.8 763.2 (17.4) 745.8
Department of the Treasury.......coveveveviviiiiiinnenenenens 581.3 20.6 560.7 - 560.7
Department of Veterans Affairs ........ccoveviviiiiiiiennnnnnns 386.5 4.0 382.5 602.7 985.2
Department of Labor......ccoviviiiiiiiiiiiicnanaaens 493.2 - 493.2 - 493.2
Interest on Treasury Securities Held by the Public ........ 371.1 - 371.1 - 371.1
Small Business Administration ..........covevvivinininninininnn, 562.1 3.1 559.0 - 559.0
Department of AQriCUltUre ......ocvvuviiiiiiniininnineenns 198.0 10.1 187.9 - 187.9
Department of EJUCAtiON ....cccvuvviiiiiiiiiiiineaiananeens 190.2 33.3 156.9 - 156.9
Office of Personnel Management ..........ccocveveveienenenenns 97.3 25.2 72.1 89.9 162.0
Department of Transportation ........c.evevvvniiinieienenenens 108.8 1.1 107.7 - 107.7
Department of Homeland Security .........coveveiiininianinnnns 122.3 11.8 110.5 3.1 113.6
Security AsSiStance ACCOUNES ....uvvivviieriiineisreniniann 154.8 42.8 112.0 - 112.0
Department of JUSHICE ...vvviuiiiiiiriiiisnir e 39.1 1.8 37.3 - 37.3
Department of State ...o.vvvvviiiiiiiiiiiiiinae 34.6 2.8 31.8 1.1 32.9
Department of ENErgy .....vvvvviiiiiiiiiiiiinniinnisnan, 60.9 54 55.5 - 55.5
Department of Housing and Urban Development .......... 36.3 2.2 34.1 - 34.1
National Aeronautics and Space Administration............ 22.3 0.2 22.1 - 22.1
Department of the INterior .......covoveviiiiiiiiniiens 23.0 2.4 20.6 - 20.6
Railroad Retirement Board..........ocovvviviiininiinininninnnns 131 - 13.1 - 13.1
U.S. Agency for International Development ................. 13.8 - 13.8 - 13.8
Department of COMMErCE......vvvviviiiriiniiiirniiareeans 19.4 3.9 155 - 155
Federal Communications COmmIiSSioN..........vuvuvuiananens 13.9 0.4 135 - 135
Environmental Protection AGENCY .......ccovvvuiiiiiniinanannns 9.1 0.4 8.7 - 8.7
National Science Foundation ...........cceviiiuiiiniiiininanens 7.3 - 7.3 - 7.3
U.S. PoStal SErVICe ....civviviiiiiinnnnnn e 79.2 71.7 7.5 - 7.5
Smithsonian INSLItULIoN ......vvveviii i, 15 0.5 1.0 - 1.0
Millennium Challenge Corporation .........c.ovvvvinenianennnns 0.6 - 0.6 - 0.6
U.S. Nuclear Regulatory CommisSion.........cccvvuvinenianes 0.9 0.7 0.2 - 0.2
National Credit Union Administration ...........c..ovevvuvenanns 0.3 0.2 0.1 - 0.1
Securities and Exchange CommissSion.........co.ovevvnanee. 2.2 3.3 (1.1) - 1.1)
Export-Import Bank of the U.S. .......ccoviiiiiiiiiiinnnnns 0.8 0.4 0.4 - 0.4
U.S. International Development Finance Corporation..... - 0.1 (0.2) - (0.2)
Farm Credit System Insurance Corporation ................. 0.1 0.2 (0.2) - (0.2)
General Services AdMINIStration .........cceveveveneninenennss 0.3 0.8 (0.5) - (0.5)
Tennessee Valley AUthOrity ......oevvviiiininiiiiiiian 8.8 10.1 (1.3) - 1.3)
Federal Deposit Insurance Corporation..........cocevuveuenns 1.7 6.5 (4.8) - (4.8)
National Railroad Retirement Investment Trust............. 0.1 1.8 a.7) - @.7n
Pension Benefit Guaranty Corporation...........cccvvuveuenns 19.2 22.0 (2.8) - (2.8)
All other entities ......oviiii 23.4 1.7 21.7 - 21.7
TOtAl i 7,195.1 461.6 6,733.5 679.5 7,413.0

The accompanying notes are an integral part of these financial statements.
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United States Government
Statement of Operations and Changes in Net Position
for the Year Ended September 30, 2021 (Consolidated)

Funds other than Funds from
those from Dedicated
Dedicated Collections
Collections (Note 23) Eliminations Total
(In billions of dollars) 2021
Revenue (Note 20):
Individual income tax and tax withholdings ............ 2,002.0 1,274.3 - 3,276.3
Corporate iNCOME taXES .uvuvuvvurnrnrnrnrnrsinrnrnienenes 456.2 - - 456.2
EXCISE taXES 1vvivviriiiiiiiiiiii e 28.6 52.0 - 80.6
Unemployment taXeS . ...vvvvvivniiiiniiiniisnnenraneanans 6.1 44.2 - 50.3
CUSIOMS AULIES .vvvniriiiiieiiires e 80.0 0.1 - 80.1
Estate and gift taxeS.....coovvvviviniiiniinn 27.1 - - 27.1
Other taxes and receipts ......covvvvreniiiniiinnninien, 163.4 27.3 - 190.7
Miscellaneous earned revenues.........ovevvevninrennn, 94.4 0.2 - 94.6
Intra-governmental reVeNUE ........coeveveveienenenennnnns - 106.1 (106.1) -
Total FEVENUE. ..ttt rrarerasaaenaas 2,857.8 1,504.2 (106.1) 4,255.9
Net Cost of Government Operations:
NEE COSE.vuiniiriiiiriirir e e 5,165.3 2,185.5 - 7,350.8
Intra-governmental CoSt .....cvvvviiiiiiiiiniiiniinen, 106.1 - (106.1) -
Total NEL COSE.uuvviiniiniiiie e 52714 2,185.5 (106.1) 7,350.8
Intra-governmental transfers........ccocvevvnninininnns (693.7) 693.7 - -
Net operating (COSt)/reVeNUE .......cvevererinininiininnns (3,107.3) 124 - (3,094.9)
Net position, beginning of period...........c.ccoevvvenns (30,265.8) 3,474.4 - (26,791.4)
Adjustments to beginning net position
Changes in accounting principle (Note 1.V) ........ 0.7 - - 0.7
Net operating (COSt)/revenuUe .........cvuvererenininininnns (3,107.3) 124 - (3,094.9)
Unmatched transactions and balances
(NOte 1.U) vt e (0.2 - - (0.2)
Net position, end of period .......c.coevviiiiininininnns (33,372.6) 3,486.8 - (29,885.8)

The accompanying notes are an integral part of these financial statements.
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United States Government
Statement of Operations and Changes in Net Position
for the Year Ended September 30, 2020 (Consolidated) (Restated)
Funds other than  Funds from
those from Dedicated
Dedicated Collections
Collections (Note 23) Eliminations Total
(In billions of dollars) 2020
Revenue (Note 20):
Individual income tax and tax withholdings ............ 1,570.8 1,283.8 - 2,854.6
Corporate iNCOME taXES .uvviuirinirrensnrinirarenrnrenss 317.1 - - 317.1
EXCISE AXES +iiviriiniiiiiiiiniii e 40.8 52.2 - 93.0
Unemployment taXeS . ...vvvvvirviiiiniiiniisnnnnrannanans 6.2 34.5 - 40.7
CUSIOMS AULIES .vvvniriiiiieiiires e 66.2 0.1 - 66.3
Estate and gift taxesS.....c.ovvvveviiininiinn 17.6 - - 17.6
Other taxes and receipts ...ovvvvviviriiiiiiiininieienenss 147.0 18.9 - 165.9
Miscellaneous earned revenues.........ovevvevninrennn, 16.3 0.1 - 16.4
Intra-governmental reVeNUE ........coeveveveienenenennnnns - 107.7 (107.7) -
Total FEVENUE. ..ttt rre e rasaaenaas 2,182.0 1,497.3 (107.7) 3,571.6
Net Cost of Government Operations:
NEE COSE.vuiniiriiiiir i e e 5,329.9 2,083.1 - 7,413.0
Intra-governmental CoSt .....cvvvviiiiiiiiiniiiniinen, 107.7 - (107.7) -
Total Nt COSE.uviviiriiiiiiiiir s 5,437.6 2,083.1 (107.7) 7,413.0
Intra-governmental transfers........ccocvevvnninininnns (555.6) 555.6 - -
Net operating (COSt)/revenuUe.......ovvvvviieiinnininienns (3,811.2) (30.2) - (3,841.4)
Net position, beginning of period* ...........cocovvvenns (26,484.6) 3,517.1 - (22,967.5)
Adjustments to beginning net position
Changes in accounting principle (Note 1.V) ........ 125 (12.5) - -
Correction of errors (Note 1.W) ....cocveveiiniininnns 6.0 - - 6.0
Net operating (COSt)/revVeNnUe ........c.cvevereieninenininnns (3,811.2) (30.2) - (3,841.4)
Unmatched transactions and balances
(NOtE 1.U) coiiiiiiiireieeeee e e cetrrrree e e e e s arareeees 11.5 - - 11.5
Net position, end of period.........covevvviiniiininininnns (30,265.8) 3,474.4 - (26,791.4)

*Net position, beginning of period is presented above as combined.
The accompanying notes are an integral part of these financial statements.
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United States Government
Reconciliations of Net Operating Cost and Budget Deficit
for the Years Ended September 30, 2021, and 2020

Restated
(In billions of dollars) 2021 2020
[N a0 =] =11 T o0 1= PPN (3,094.9) (3,841.4)
Components of net operating cost not part of the budget deficit
Excess of accrual-basis expenses over budget outlays
* Federal employee and veteran benefits payable
Pension and accrued benefits .....ocviiiiiiiniiiini 282.0 160.1
Veterans compensation and burial benefits ........cocoviiiiiiiiiiii 439.2 733.3
Post-retirement health and accrued benefits.......c.coviiiiiiiii 28.7 22.0
(0 11 g =T g 0= T ) PN 17.6 59.8
Subtotal - federal employee and veteran benefits payable .............cocoviiiininnns 767.5 975.2
* Insurance and guarantee program liabilities .........cocoviviiiiiiiiiii (69.5) 4.8
* Environmental and disposal liabilities.........covvviiiiiniiiini 10.6 7.3
* ACCOUNLS PAYADIE iviiniiiiiiiiii i s 24.1 1.0
* Benefits due and payable .........cocviiiiiiiii 17.6 32.7
* Advances from others and deferred revenue ..........covovviiiiinin 27.8 (0.8)
SO 11 1= = o111 = PPN 283.1 58.7
Subtotal - excess of accrual-basis expenses over budget outlays ................... 1,061.2 1,078.9
Amortized expenses not included in budget outlays
Property, plant, and equipment depreciation EXPENSE .....ccvviviviririniiinininriienenens 91.2 77.2
Other expenses that are not reported as budget outlays
Property, plant, and equipment disposals and revaluations ............ccocoviviiiiennnnns (9.8) (50.2)
Excess of accrual-basis revenue over budget receipts
ACCOUNLS rECEIVADIE, NEL 1.viiitiii i e e e s s s e e raaaens (11.8) 7.9
TaXES rECEIVADIE, NBL ..ttt a e ees (68.0) (91.1)
Other losses/(gains) and cost/(revenue) that are not budget receipts
* Investments in government-sponsored NtEIPrISES ........evvrerererererrrererererereeeeeens (112.0) 3.2
Subtotal - components of net operating cost not part of budget deficit .............cccvuennns 950.8 1,025.9
Components of the budget deficit that are not part of net operating cost
Budget receipts not included in net operating cost
Credit reform and other [0an actiVitieS ........ovviiiiiiiiii (75.1) 44.9
Budget outlays not included in net operating cost
AcqUISItion Of CaPItal ASSELS....uieieieieieriieieiier e e e e arereens (118.4) (60.0)
Bl 1 1Y TS3 1 1= 01 £ (5.4) (11.5)
* Inventory and related Property, NEL .....ovveiciiniiiiiirr e (17.3) (26.2)
* Advances and PrePayMENTS ....i.icivrieisreirnrirrirereastrearreresrrarreasreasreassnens (150.7) (150.6)
B ) ToY = U1 1 4.0 (0.1)
Subtotal - components of the budget deficit that are not part of net operating cost (362.9) (203.5)
Adjustments to beginning net position 0.7 6.0
Other
Allocations of special drawing NGNS ....cuveveiiiiirrr e (112.1) (1.5)
Effect of uninvested principal from the Thrift Savings Plan's G Fund .................... (156.7) -
All other reCONCIliNG ITEMS ...vuiiiiie e e s s e e e nennas (0.5) (117.4)
1] 2= Lo ] (= S PP PPPP (269.3) (118.9)
S RU Yo [ T=Y A0 = o] | PP (2,775.6) (3,131.9)

The FY 2021 budget deficit differs from the FY 2021 budget deficit reported in the MTS because of approximately $3.4 billion of outlays that

were not recorded in the MTS until FY 2022.

*The amounts represent the year over year net change in the Balance Sheet line items.

The accompanying notes are an integral part of these financial statements.
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United States Government
Statements of Changes in Cash Balance from Budget and Other Activities
for the Years Ended September 30, 2021, and 2020
(In billions of dollars) 2021 2020
Cash flow from budget activities
0] ez L o0 o [0 1= A = ToT=] ) PSPPI 4,046.0 3,420.0
0] 2= L o0 o [0 1= o TU 1= £ PRSPPI (6,821.6) (6,551.9)
2100 fo = A [T | PP (2,775.6) (3,131.9)
Adjustments for non-cash outlays included in the budget
Non-cash flow amounts in the budget related to federal debt
ot o] {1 =T 1 (== e 293.4 312.1
[N ==V 4T3 (2= (o T o PP 121 40.9
L1 = PP 82.3 63.1
Subtotal - adjustments for non-cash flow amounts in the budget related to federal debt........... 387.8 416.1
Non-cash flow amounts in the budget related to loan financing account activity
Interest revenue on UNINVESEEd fUNAS ......viiiiii e e e 12.8 23.3
Interest expense oN entity DOTTOWINGS .. vuvuiiriiiiiiiiiirr s eeass (47.4) (57.6)
Downward reestimates /negative subsidy payments ......c.covviiieiiniiiiniin e (58.1) (28.9)
Subsidy expense/upward reeSHMALES ... vuvuieiiiiiiiiiiiiirrirr s 456.4 713.6
Subtotal - adjustments for non-cash flow amounts in the budget related to loan
fINANCING ACCOUNT ACTIVILY +1vuiviinisiiiiieiitiiir s s s s s s e e s e s s anenss 363.7 650.4
Total of adjustments for non-cash outlays included in the budget ...........covviiiiiiii 751.5 1,066.5
Cash flow from activities not included in the budget
Cash flow from non-budget activities related to federal debt
1 =T =2 0 = o (294.8) (314.7)
Subtotal - cash flow from non-budget activities related to federal debt .........c.cccevvviiiiiiiiinnnn, (294.8) (314.7)
Cash flow from non-budget activities related to loan financing account activity
Loan disbursements/default PAYMENTS .....uiviiieiiiiiiii e (823.0) (387.0)
S ittt e r 27.5 26.6
Principal & iNterest rePaYMENTS ... s aans 78.1 112.0
Other collections on defaulted loans receivable and sale of foreclosed property..................... 2.2 4.3
Special purpose vehicle diShUrSEMENTS ... ...civiiiiiiiiii (14.9) (105.5)
Repayments of special purpose vehicle iNVEeStMENTS.......vveieiiiiiiiiiirririr e 77.7 -
Subtotal - cash flow from non-budget activities related to loan financing account activity ......... (652.4) (349.6)
Cash flow from financing federal debt
20T (0 1171 T PP 20,375.7 18,969.1
REPAYMENTS 1u i tit ittt e (19,194.0) (14,822.4)
[ ZES o010 g1 7] o] 1= 0 1T o (11.7) (32.5)
Effect of uninvested principal from the Thrift Saving Plan's G FUNd .......ccccvvviiiiiiiiiiiiiinaens 156.7 -
Subtotal - cash flow from financing federal debt ...........cooviii 1,326.7 4,114.2
Total cash flow from activities not included in the budget .........c.ooiviiiiiiiiii e 379.5 3,449.9
Other
Allocations of special drawing HgNLS ....uueieiiiii e 1121 15
All other reCONCIlING IEEMS ..uieieieiii et aa s s a e 80.6 16.3
LI ] 7= U 1 = N 192.7 17.8
Change in cash and other monetary assets balance ..........ccooviiiiiiii (1,451.9) 1,402.3
Beginning cash and other monetary assets balance ..........cccooiiiii 1,926.9 524.6
Ending cash and other monetary assets balance ..........ccovvviiiiiiiiii 475.0 1,926.9

The FY 2021 budget deficit differs from the FY 2021 budget deficit reported in the MTS because of approximately $3.4 billion of outlays that

were not recorded in the MTS until FY 2022.
The accompanying notes are an integral part of these financial statements.
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United States Government
Balance Sheets
as of September 30, 2021, and 2020

Restated
(In billions of dollars) 2021 2020
Assets:
Cash and other monetary assets (NOt€ 2) .....cviiiiiiiiiiiirr e 475.0 1,926.9
Accounts receivable, Net (NOE 3)..uuuviiiiiiii e e e aas 401.0 321.2
Loans receivable, Net (NOTE 4) .....iiiiiiiiiiieiiiei e r e e neaeas 1,651.0 1,577.4
Inventory and related property, Net (NOtE 5) ..vvvvviriririiiiiiiiieirinenrersr e 399.2 381.9
General property, plant and equipment, net (NOte 6) ......cvcvvveieieieieiereiereienenenenes 1,176.9 1,139.9
INVESTMENTS (NOLE 7) 1ereeeieeiiiie e e e s s e s e e an e e s e e s s s s s s neas 135.2 129.8
Investments in special purpose vehicles (NOte 8) ......covvveiiiiiiiiiniiiniens 26.4 108.4
Investments in government-sponsored enterprises (Note 9)........cvvvveviiiiiininiennnns 220.9 108.9
Advances and prepayments (NOte 10) ...vuvuieuiriiniuiiiiiiniiirnenrnrss e 369.3 218.6
Other aSSEtS (NOE L1)..uiuiuisisieieieieieienenenerrrsssnsnensnsasnrararererererererenenenenes 38.7 42.7
0] = 1= ST 4,893.6 5,955.7
Stewardship property, plant, and equipment (Note 27)
Liabilities:
Accounts payable (NOE 12) ....iuiuiiiiriiniiiiiiinr s eeas 1231 99.0
Federal debt and interest payable (NOte 13) ......cviiuiiiiiiiniiiiniiinireeas 22,344.8 21,082.9
Federal employee and veteran benefits payable (Note 14) .......ccoovvvvviiiiiininiennnns 10,183.0 9,415.5
Environmental and disposal liabilities (NOte 15).......cvviririiiiiiiiiiiiieirineieneeeans 613.3 602.7
Benefits due and payable (NOte 16)......ccvvuvirininiiiiiiiiiiiirrir e 273.9 256.3
Loan guarantee liabilitieS (NOLE 4) ....cuviiiiiiiii 230.7 520.1
Insurance and guarantee program liabilities (NOte 17) ....ouvvvvveininiiiniiiniiiiinnnn, 129.8 199.3
Advances from others and deferred revenues (NOte 18) .......covvvvniieiiiiinininiennnns 202.0 174.2
Other liabilities (NOtE 19) ...uuvuiiiiiiiiiiii e 677.1 394.0
Total IAabIlTIES . .euivnieiei e 34,777.7 32,744.0
Commitments (Note 21) and Contingencies (Note 22)
Unmatched transactions and balances (Note 1.U).....cccoevviiiiiiiiiiiiiiiiiiiaan, 1.7 3.1
Net Position:
Funds from Dedicated Collections (NOt€ 23).......cuvvirieieieiiiiieieieeaearre e eneaes 3,486.8 3,474.4
Funds other than those from Dedicated ColleCtions ...........ovvviiniiininiiininieenns (33,372.6) (30,265.8)
Total NEE POSIION . 1vvtuisiiiii e (29,885.8) (26,791.4)
Total liabilities and Nt POSIION® .....c.vuiiii e aeas 4,893.6 5,955.7

*Total liabilities and net position equals Total liabilities, Total net position and Unmatched transactions and balances.

The accompanying notes are an integral part of these financial statements.
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United States Government
Statements of Long-Term Fiscal Projections (Note 26)
Present Value of 75-Year Projections as of September 30, 2021 and 2020

In trillions of dollars Percent of GDP?
2021 2020 Change 2021 2020 Change
Receipts:
Social Security payroll taxes ............veve. 72.9 68.5 4.4 4.2 4.2 0.1
Medicare payroll taxes..........coovvveiianans 245 22.9 15 14 1.4 -
Individual income taxes .........oovvevenenens 190.9 164.4 26.5 111 10.0 11
Corporation income taxes ..........ccvevuuens. 23.0 21.0 2.0 1.3 1.3 0.1
Other receiptS..uviiiiiiiiiiiiiiiiie e, 21.6 18.6 3.0 1.3 1.1 0.1
Total reCEIPLS. .utiiiiiiieiiiei i raraens 332.8 295.4 37.3 19.3 18.0 1.3
Non-interest spending:
Social SECUNMtY...vvvivieiiiiiiiiirnerieans 102.9 95.2 7.7 6.0 5.8 0.2
Medicare Part A%.....c.cooeeviiiiiiiinineens 34.9 32.6 2.3 2.0 2.0 -
Medicare Parts B & D*........ccvvvviiiinnnns 48.6 45.2 34 2.8 2.7 0.1
MediCaid......covrriiiniiniinirs e 51.7 37.4 14.2 3.0 2.3 0.7
Other mandatory ......cevvvviviiiiiiiiinnnnns, 70.6 58.5 12.1 4.1 3.6 0.5
Defense discretionary..........covevevivenennns 54.4 53.6 0.8 3.2 3.3 (0.1)
Non-defense discretionary ................... 67.3 52.4 14.9 3.9 3.2 0.7
Total non-interest spending .........c..covevenienes 430.4 374.9 55.4 25.0 22.8 2.2
Receipts less non-interest spending........ (97.6) (79.5) (18.1) (5.7) (4.8) (0.8)
FISCaAl gAP5 1ttt e (6.2) (5.4) (0.8)

175-year present value projections for 2021 are as of 9/30/2021 for FYs 2022-2096; projections for 2020 are as of 9/30/2020 for FYs 2021-
2095.

2The 75-year present value of nominal GDP, which drives the calculations above is $1,724.4 trillion starting in FY 2022, and was $1,645.1
trillion starting in FY 2021.

SRepresents portions of Medicare supported by payroll taxes.

“Represents portions of Medicare supported by general revenues. Consistent with the President's Budget, outlays for Parts B & D are
presented net of premiums.

5To prevent the debt-to-GDP ratio from rising over the next 75 years, a combination of non-interest spending reductions and receipt increases
that amounts to 6.2 percent of GDP on average is needed (5.4 percent of GDP on average in 2020). See Note 26—Long-Term Fiscal
Projections.

Totals may not equal the sum of components due to rounding.
The accompanying notes are an integral part of these financial statements.
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United States Government
Statements of Social Insurance (Note 25)

Present Value of Long-Range (75 Years, except Black Lung) Actuarial Projections

(In trillions of dollars) 2021 2020 2019 2018 2017
Federal Old-Age, Survivors and Disability Insurance (Social
Security):1*
Revenue (Contributions and Dedicated Taxes) from:
Participants who have attained eligibility age (age 62 and over) .. 1.8 1.7 15 15 1.4
Participants who have not attained eligibility age...................... 375 35.2 33.6 31.6 30.2
FUture partiCiPantS......ocve i aas 39.3 37.0 35.3 31.8 30.5
All current and future participants ..........coveviviinrennnnenens 78.6 73.9 70.4 64.9 62.1
Expenditures for Scheduled Future Benefits for:
Participants who have attained eligibility age (age 62 and over) .. (19.8) (18.3) (16.9) (15.9) (24.7)
Participants who have not attained eligibility age...............c...... (64.9) (59.8) (55.8) (52.2) (50.2)
FULUre PartiCiPantS.....cuveiieirisiiisieieiensnsnenenenrnrnrnsnrnsnsnsnsnsnns (16.6) (15.5) (14.5) (13.0) (12.6)
All current and future participants ........ccoceviviviiiinirrnnneneens (101.3) (93.6) (87.2) (81.1) (77.5)
Present value of future expenditures in excess of future
L3 = (22.7)* (19.7)? (16.8)° (16.2) (15.4)°
Federal Hospital Insurance (Medicare Part A):**
Revenue (Contributions and Dedicated Taxes) from:
Participants who have attained eligibility age (age 65 and over) .. 0.7 0.6 0.6 0.5 0.5
Participants who have not attained eligibility age.............coovenes 13.0 125 12.0 11.3 10.6
Future partiCipantS.......vvviiniiennrs e 13.0 125 11.8 11.0 10.6
All current and future participants ........ovcvvveiiininnn, 26.7 25.6 24.4 22.8 21.7
Expenditures for Scheduled Future Benefits for:
Participants who have attained eligibility age (age 65 and over) .. (6.2) (6.1) (5.3) (5.0) (4.5)
Participants who have not attained eligibility age...................... (20.9) (20.1) (20.0) (18.6) (17.2)
Future partiCiPantS.....c.cv v (4.6) (4.2 (4.5) (3.9 (3.5
All current and future participants ..........cccovvviiinninininneens (31.7) (30.4) (29.8) (27.5) (25.2)
Present value of future expenditures in excess of future
L0V 11T (5.0)* (4.8)? (5.4 (4.7)* (3.5°
Federal Supplementary Medical Insurance (Medicare Part B):1*
Revenue (Premiums) from:
Participants who have attained eligibility age (age 65 and over) .. 1.9 1.7 15 1.3 1.1
Participants who have not attained eligibility age.............c..uenes 10.0 9.3 7.5 6.6 5.9
Future partiCiPantS.....o.cve v 2.6 25 1.9 15 1.4
General Fund transfers......ooviiiiiii 35.5 33.1 28.8 25.1 22.4
All current and future participants ..........ccccveviiiininennnneens 50.0 46.6 39.7 34.5 30.8
Expenditures for Scheduled Future Benefits for:
Participants who have attained eligibility age (age 65 and over) .. (6.9) (6.2) (5.8) (5.2) (4.5)
Participants who have not attained eligibility age...................... (34.1) (31.8) (27.3) (23.9) (21.4)
Future partiCipantS.......vvviiniiienninr e (9.0) (8.6) (6.6) (5.4) (4.9
All current and future participants ........cvcvvvveiiinnnni (50.0) (46.6) (39.7) (34.5) (30.8)
ElimIinationS ....vvviiiiii (35.5) (33.1) (28.8) (25.1) (22.4)
Present value of future expenditures in excess of future
revenue (after eliminations)®.........coovviiiiiiiinii (35.5)* (33.1)2 (28.8)° (25.1)* (22.4)°

The accompanying notes are an integral part of these financial statements.




FINANCIAL STATEMENTS

United States Government
Statements of Social Insurance (Note 25), continued

Present Value of Long-Range (75 Years, except Black Lung) Actuarial Projections

(In trillions of dollars) 2021 2020 2019 2018 2017
Federal Supplementary Medical Insurance (Medicare Part D):*
Revenue (Premiums and State Transfers) from:
Participants who have attained eligibility age (age 65 and over) .. 0.3 0.3 0.2 0.3 0.3
Participants who have not attained eligibility age...............ccuvees 2.0 2.0 2.1 2.1 2.1
FUtUre partiCiPantS.....ocve i s e aas 0.9 0.9 0.9 0.8 0.8
General Fund transfers......o.ooiiiiiii s 7.7 7.8 8.0 7.9 7.6
All current and future partiCipants ........ovcvvrveiirniinien, 10.9 11.0 11.2 111 10.8
Expenditures for Scheduled Future Benefits for:
Participants who have attained eligibility age (age 65 and over) .. 1.1) (1.0) (1.0 (1.0 (2.0)
Participants who have not attained eligibility age.............c.ccuvee. (6.9) (7.0) (7.2) (7.2) (6.9)
FULUre PartiCiPantS.....cuveiieirisiiisieieiensnsnenenenrnrnrnsnrnsnsnsnsnsnns (2.9) (3.0 (3.0 (2.9) (2.9)
All current and future participants ........cvcvvvveiiirninininen, (10.9) (11.0) (11.2) (11.1) (10.8)
ElimMinationS .. cuveiiiiniii s (7.7) (7.8) (8.0) (7.9) (7.6)
Present value of future expenditures in excess of future
revenue (after eliminations)®.........ccoviviiiiiiiiiiir e (7.7)* (7.8)? (8.0)° (7.9)* (7.6)°
Other:
Present value of future expenditures in excess of future
LY 11T (0.1) (0.1) (0.2) (0.1) (0.1)
Total present value of future expenditures in excess of future
FEVENUEE %10, it (71.0) (65.5) (59.1) (54.0) (49.0)

The accompanying notes are an integral part of these financial statements.
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United States Government
Statements of Social Insurance (Note 25), continued
Present Value of Long-Range (75 Years, except Black Lung) Actuarial Projections

(In trillions of dollars) 2021 2020 2019 2018 2017
Social Insurance Summary
Participants who have attained eligibility age:
Revenue (e.g., contributions and dedicated taxes) ................. 4.7 4.3 3.8 3.6 3.3
Expenditures for scheduled future benefits .........cocovvviiiiinnnns (34.0) (31.6) (29.1) (27.2) (24.8)
Present value of future expenditures in excess of
fULUIE FEVENUE. ...t e e (29.3) (27.3) (25.3) (23.6) (21.5)
Participants who have not attained eligibility age:
Revenue (e.g., contributions and dedicated taxes) ................. 62.5 59.0 55.2 51.6 48.8
Expenditures for scheduled future benefits ..........coceviviiinnennn, (126.8) (118.7) (110.3) (101.9) (95.7)
Present value of future expenditures in excess of
fULUFE FEVENUE ... .viiiiiiii e (64.3) (59.7) (55.1) (50.3) (46.9)
Closed-group - Total present value of future expenditures
in excess of future revenUEe ......cvviiiiiiii e (93.6) (87.0) (80.4) (73.9) (68.4)
Future participants:
Revenue (e.g., contributions and dedicated taxes) ................. 55.8 52.9 49.9 45.1 43.3
Expenditures for scheduled future benefits .........cccevvviiiiinnnns (33.2) (31.4) (28.6) (25.2) (23.9)
Present value of future revenue in excess of future
Loy q o 1] Lo 11 (] N 22.6 215 21.3 19.9 19.4
Open-group - Total present value of future expenditures in
excess Of fULUre reVENUE.......vvviiiiiiiii i (71.0) (65.5) (59.1) (54.0) (49.0)

The projection period for Social Security and Medicare is 1/1/2021 - 12/31/2095 and the valuation date is 1/1/2021.
The projection period for Social Security and Medicare is 1/1/2020 - 12/31/2094 and the valuation date is 1/1/2020.
The projection period for Social Security and Medicare is 1/1/2019 - 12/31/2093 and the valuation date is 1/1/2019.
The projection period for Social Security and Medicare is 1/1/2018 - 12/31/2092 and the valuation date is 1/1/2018.
The projection period for Social Security and Medicare is 1/1/2017 - 12/31/2091 and the valuation date is 1/1/2017.

[ B N N

government-wide perspective of this report.
Includes Railroad Retirement and Black Lung.

® o~

These amounts do not include the PV of the financial interchange between the railroad retirement and social security systems,

These amounts represent the PV of the future transfers from the General Fund to the SMI Trust Funds. These future intra-governmental
are included as income in both HHS’s and the CMS’s financial statements but, by accounting convention, are not income from the

which is included as income in the Railroad Retirement Financial Report, but is not included from the government-wide perspective of this

report (See discussion of RRB in the unaudited RSI section of this report).
9 Does not include interest expense accruing on the outstanding debt of the BLDTF.

10 For information on the projection periods and valuation dates for the Railroad Retirement and Black Lung programs, refer to the financial

statements of RRB and DOL, respectively.

11 Current participants for the Social Security and Medicare programs are assumed to be the “closed-group” of individuals who are at least
15 years of age at the start of the projection period, and are participating as either taxpayers, beneficiaries, or both. Amounts shown exclude

General Fund transfers for Medicare's Parts B and D.

The accompanying notes are an integral part of these financial statements.
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United States Government
Statement of Changes in Social Insurance Amounts
for the Year Ended September 30, 2021 (Note 25)
Social Medicare Medicare
(In trillions of dollars) Security?! HI* SMIt Other? Total
NPV of future revenue less future expenditures
for current and future participants (the "open group")
over the next 75 years, beginning of the year............ (19.7) (4.8 (40.9) (0.1) (65.5)
Reasons for changes in the NPV during the year:
Changes in valuation period..........covveviiiininiininianes (0.7) (0.1) (1.4) - (2.2)
Changes in demographic data, assumptions, and
METNOAS .vviiiiiiii i 0.2 0.7 0.6 - 15
Changes in economic data, assumptions, and
107117 T £ 1.2) - - - (1.2)
Changes in 1aw or POlICY ...uvuvvviiiiiiiieieneneens 0.1) - (0.1) - (0.2)
Changes in methodology and programmatic data ...... 1.2) - - - (1.2)
Changes in economic and other health care
ASSUMPLIONS ivvvviiiiiiinie e - (1.0 (2.8) - (3.8)
Change in projection base ........c.cocvviiiiiiininiininnnnes - 0.2 1.4 - 1.6
Net change in open group Measure .........covuveenrensns (3.0) (0.2) (2.3) - (5.5)
Open group measure, end of year.........covvveiiiiininiannn, (22.7) (5.0) (43.2) (0.1) (71.0)

1 Amounts represent changes between valuation dates 1/1/2020 and 1/1/2021.

2 Includes Railroad Retirement changes between valuation dates 10/1/2019 and 10/1/2020 and Black Lung changes between 9/30/2020 and

9/30/2021.

The accompanying notes are an integral part of these financial statements.
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United States Government
Statement of Changes in Social Insurance Amounts
for the Year Ended September 30, 2020 (Note 25)

Social Medicare Medicare
(In trillions of dollars) Security?! HI* SMI* Other? Total
NPV of future revenue less future expenditures
for current and future participants (the "open group")
over the next 75 years, beginning of the year............ (16.8) (5.4) (36.8) (0.1) (59.1)
Reasons for changes in the NPV during the year:
Changes in valuation period............ccoovviviiieeninnnnnn, (0.6) (0.2) (1.4) - (2.2)
Changes in demographic data, assumptions, and
107117 T £ 0.4) 2.6 1.1 - 3.3
Changes in economic data, assumptions, and
MEthods ..., (1.8) - - - (1.8)
Changes in law or policy ........ocovuiiiiiiiiiniiiii (0.3) (0.5) 0.2 - (0.6)
Changes in methodology and programmatic data ...... 0.2 - - - 0.2
Changes in economic and other health care
ASSUMPLIONS 1vvvviviinirisreerin e eaaes - (1.7) 3.7 - (5.4)
Change in projection base ........cccocvviiviiiniiinininn, - 0.4 (0.3) - 0.1
Net change in open group MeasuUre ........cvcveeuenennss (2.9) 0.6 4.1 - (6.4)
Open group measure, end of year.........covveiiiieniniannn, (19.7) (4.8) (40.9) (0.1) (65.5)

1 Amounts represent changes between valuation dates 1/1/2019 and 1/1/2020.
2 Includes Railroad Retirement changes between valuation dates 10/1/2018 and 10/1/2019 and Black Lung changes between 9/30/2019 and
9/30/2020.

The accompanying notes are an integral part of these financial statements.
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United States Government

Notes to the Financial Statements

for the Fiscal Years Ended September 30,
2021, and 2020

Note 1. Summary of Significant Accounting Policies

A. Reporting Entity

The government includes the executive branch, the legislative branch, and the judicial branch. This Financial Report
includes the financial status and activities related to the operations of the government. SFFAS No. 47, Reporting Entity
provides criteria for identifying organizations that are included in the Financial Report as consolidation entities or disclosure
entities. The determination as to whether an organization is a consolidation entity or disclosure entity is based on the
assessment of the following characteristics as a whole, the organization: a) is financed through taxes and other non-exchange
revenues; b) is governed by the Congress or the President; c) imposes or may impose risks and rewards to the government;
and d) provides goods and services on a non-market basis.

Consolidation entities are organizations that are consolidated in the financial statements. For disclosure entities, data is
not consolidated in the financial statements, instead information is disclosed in the notes to the financial statements
concerning: a) the nature of the federal government’s relationship with the disclosure entities; b) the nature and magnitude of
relevant activity with the disclosure entities during the period and balances at the end of the period; and c) a description of
financial and non-financial risks, potential benefits and, if possible, the amount of the federal government’s exposure to gains
and losses from the past or future operations of the disclosure entity or entities.

SFFAS No. 47 also provides guidance for identifying related parties and in determining what information to provide
about related party relationships of such significance that it would be misleading to exclude such information.

Based on the criteria in GAAP for federal entities, the assets, liabilities, and results of operations of Fannie Mae and
Freddie Mac are not consolidated into the government's consolidated financial statements. However, the values of the
investments in such entities, changes in value, and related activity with these entities are included in the government's
consolidated financial statements. Although federal investments in Fannie Mae and Freddie Mac are significant, these entities
do not meet the GAAP criteria for consolidation entities.

Under SFFAS No. 47 criteria, Fannie Mae and Freddie Mac were owned or controlled by the federal government as a
result of a) regulatory actions (such as organizations in receivership or conservatorship); or b) other federal government
intervention actions. Under the regulatory or other intervention actions, the relationship with the federal government is not
expected to be permanent. These entities are classified as disclosure entities based on their characteristics as a whole (see
Note 28—Disclosure Entities and Related Parties for additional information on these disclosure entities).

Also, under GAAP criteria, the FR System and SPVs are not consolidated into the government's consolidated financial
statements (see Note 8—Investments in Special Purpose Vehicles for additional information on SPVs and Note 28—
Disclosure Entities and Related Parties for additional information concerning the FR System).

For additional information regarding Reporting Entity, see Appendix A—Reporting Entity.

B. Basis of Accounting and Revenue Recognition

Consolidated Financial Statements

The consolidated financial statements of the government are prepared in accordance with the standards established by
FASAB. As permitted by FASAB standards, certain components of the federal government prepare their financial statements
following the standards established by FASB. Information from those components is included within the government's
consolidated financial statements without conversion to FASAB standards. Intra-governmental transactions are eliminated in




73 NOTES TO THE FINANCIAL STATEMENTS

consolidation, except as described in the Other Information—Unmatched Transactions and Balances. See Note 1.U—
Unmatched Transactions and Balances for additional information. The consolidated financial statements include accrual-
based financial statements and sustainability financial statements, which are discussed in more detail below, and the related
notes to the consolidated financial statements. Collectively, the accrual-based financial statements, the sustainability financial
statements, and the notes represent basic information that is deemed essential for the financial statements and notes to be
presented in conformity with GAAP.

Accounting standards allow certain presentations and disclosures to be modified, if needed, to prevent the disclosure of
classified information. Accordingly, modifications may have been made to certain presentations and disclosures.

Accrual-Based Financial Statements

The accrual-based financial statements were prepared under the following principles:

e Expenses are generally recognized when incurred.

o Non-exchange revenue, including taxes, duties, fines, and penalties, are recognized when collected and adjusted for
the change in amounts receivable (modified cash basis). Related refunds and other offsets, including those that are
measurable and legally payable, are netted against non-exchange revenue.

e Exchange (earned) revenue is recognized when the government provides goods and services to the public for a price.
Exchange revenue includes user charges such as admission to federal parks and premiums for certain federal
insurance.

The basis of accounting used for budgetary purposes, which is primarily on a cash basis (budget deficit) and follows
budgetary concepts and policies, differs from the basis of accounting used for the financial statements which follow GAAP.
See the Reconciliations of Net Operating Cost and Budget Deficit in the Financial Statements section and Note 30—COVID-
19 Activity in the notes to the financial statements.

New Standards Issued in Prior and Current Years and Implemented in Current Year

In FY 2016, the government began implementing the requirements of new standards related to the reporting for
inventory and related property, net and general PP&E. These standards are available to each reporting entity once per line
item addressed in the standard. The standards being implemented are:

e FASAB issued SFFAS No. 48, Opening Balances for Inventory, Operating Materials and Supplies, and Stockpile
Materials. SFFAS No. 48 permits a reporting entity to apply an alternative valuation method in establishing opening
balances and applies when a reporting entity is presenting financial statements or one or more line items addressed
by this statement. SFFAS No. 48 was effective beginning in FY 2017. Early implementation was permitted. DOD
did partially implement in 2016 and select component entities have continued to implement in 2017, 2018, 2019,
2020 and 2021. DOD has not declared full implementation yet; therefore, this standard continues to be partially
implemented each year.

e FASAB issued SFFAS No. 50, Establishing Opening Balances for General Property, Plant and Equipment. SFFAS
No. 50 permits a reporting entity to apply an alternative valuation method in establishing opening balances and
applies when a reporting entity is presenting financial statements or one or more line items addressed by this
statement. SFFAS No. 50 was effective beginning in FY 2017. Early implementation was permitted. DOD did
partially implement in 2016 and select component entities have continued to implement in 2017, 2018, 2019, 2020
and 2021. DOD has not declared full implementation yet; therefore, this standard continues to be partially
implemented each year.

New Standards Issued and Not Yet Implemented

As of September 2021, FASAB has issued the following new standards that are applicable to the Financial Report, but
are not yet implemented at the government-wide level for FY 2021:

In April 2018, FASAB issued SFFAS No. 54, Leases: An Amendment of SFFAS No. 5, Accounting for Liabilities of the
Federal Government, and SFFAS No. 6, Accounting for Property, Plant, and Equipment. SFFAS No. 54 revises the financial
reporting standards for federal lease accounting. It provides a comprehensive set of lease accounting standards to recognize
federal lease activities in the reporting entity’s financial statements and includes appropriate disclosures. This statement
requires that federal lessees (for other than intra-governmental leases) recognize a lease liability and a right-to-use lease asset
at the commencement of the lease term, unless it meets any of the scope exclusions or the definition/criteria of short-term
leases, or contracts or agreements that transfer ownership, or intra-governmental leases. A federal lessor would recognize a
lease receivable and deferred revenue, unless it meets any of the scope exclusions or the definition/criteria of short-term
leases, contracts or agreements that transfer ownership, or intra-governmental leases. SFFAS No. 58, Deferral of the Effective
Date of SFFAS No. 54, Leases, issued in June 2020, defers the effective date of SFFAS No. 54 to FY 2024 and early
implementation is not permitted.
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In July 2021, FASAB issued SFFAS No. 59, Accounting and Reporting Government Land. Per SFFAS No. 59, starting
in FY 2026, land and permanent land rights will no longer be capitalized, and the previously capitalized amounts will be
removed from the Balance Sheet. Also, starting in FY 2026, SFFAS No. 59 requires certain disclosures in the notes to the
financial statements, including estimated acreage of land and permanent land rights and its predominant use. For FY 2022
through FY 2025, such disclosures are required to be presented as RSI. These include:

e Estimated acres of general PP&E land and stewardship land using three predominant use sub-categories:

o Conservation and preservation land;
o Operational land; and
o Commercial use land.
e Estimated acres of land held for disposal or exchange.

C. Accounts Receivable, Net

Accounts receivable includes the amount of taxes receivable that consist primarily of uncollected tax assessments,
penalties, and interest when taxpayers have agreed, or a court has determined, the assessments are owed. Taxes receivable do
not include unpaid assessments when taxpayers or a court have not agreed that the amounts are owed (compliance
assessments) or the government does not expect further collections due to factors such as the taxpayer’s death, bankruptcy, or
insolvency (write-offs). Taxes receivable are reported net of an allowance for the estimated portion deemed to be
uncollectible. The allowance for uncollectible amounts represents the difference between gross taxes receivable and the
amounts estimated to be collectible.

Other accounts receivable represent claims to cash or other assets from entities outside the government that arise from
the sale of goods or services, duties, fines, certain license fees, recoveries, or other provisions of the law. Accounts receivable
are reported net of an allowance for uncollectible amounts. An allowance is established when it is more likely than not the
receivables will not be totally collected. The allowance method varies among the entities in the government and is usually
based on past collection experience and is reestimated periodically as needed. Methods may include statistical sampling of
receivables, specific identification and intensive analysis of each case, aging methodologies, and percentage of total
receivables based on historical collection. See Note 3—Accounts Receivable, Net for additional information.

D. Loans Receivable, Net

Direct loans committed after FY 1991 are recognized as assets at the PV of their estimated net cash inflows. The
difference between the outstanding principal of the direct loans and the PV of their net cash inflows is recognized as a
subsidy cost allowance.

For direct loans disbursed during a fiscal year, a subsidy expense is recognized. The amount of the subsidy expense
equals the PV of estimated cash outflows over the life of the loans minus the PV of estimated cash inflows. For the fiscal year
during which new direct loans are disbursed, the components of the subsidy expense of those new direct loans are recognized
separately among interest subsidy costs, default costs, fees and other collections, and other subsidy costs. Credit programs
reestimate the subsidy cost allowance for outstanding direct loans by taking into account all factors that may have affected
the estimated cash flows. Any adjustment resulting from the reestimates is recognized as a subsidy expense (or a reduction in
subsidy expense).

Direct loans obligated before FY 1992 are valued under two different methodologies within the government: the
allowance-for-loss method and the PV method. Under the allowance-for-loss method, the outstanding principal of direct
loans is reduced by an allowance for uncollectible amounts. Under the PV method, the outstanding principal of direct loans is
reduced by an allowance equal to the difference between the outstanding principal and the PV of the expected net cash flows.
See Note 4—L oans Receivable, Net and Loan Guarantee Liabilities for additional information.

E. Loan Guarantee Liabilities

Loan guarantees committed after FY 1991 are recognized as liabilities at the PV of their estimated net cash outflows.
Disclosure is made of the face value of guaranteed loans outstanding, and the amount guaranteed.

For guaranteed loans disbursed during a fiscal year, a subsidy expense is recognized. The amount of the subsidy
expense equals the PV of estimated cash outflows over the life of the loans minus the PV of estimated cash inflows. The
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subsidy cost is reestimated each year taking into account all factors that may have affected the estimated cash flows. Any
adjustment resulting from the reestimates is recognized as a subsidy expense (or a reduction in subsidy expense).

Loan guarantees committed before FY 1992 are valued under two different methodologies within the government: the
allowance-for-loss method and the PV method. Under the allowance-for-loss method the liability for loan guarantees is the
amount the entity estimates would more likely than not require future cash outflow to pay default claims. Under the PV
method, the liability for loan guarantees is the PV of expected net cash outflows due to the loan guarantees. See Note 4—
Loans Receivable, Net and Loan Guarantee Liabilities for additional information.

F. Inventory and Related Property, Net

Inventory is tangible personal property that is: 1) held for sale, principally to federal entities; 2) in the process of
production for sale; or 3) to be consumed in the production of goods for sale or in the provision of services for a fee. OM&S
is tangible personal property to be consumed in normal operations and stockpile materials are strategic and critical materials
being held due to statutory requirements for use in national defense, conservation, or national emergencies.

SFFAS No. 3, Accounting for Inventory and Related Property, requires that inventories, OM&S, and stockpile materials
are valued using either historical cost or a method that reasonably approximates historical cost. Historical cost methods
include first-in-first-out, weighted average, and MAC. Historical cost includes all appropriate purchase and production costs
incurred to bring the items to their current condition and location. Any abnormal costs, such as excessive handling or rework
costs, are charged to operations of the period. Donated inventory and operating materials and supplies are valued at their FV
at the time of donation. Inventory as well as operating materials and supplies acquired through exchange of nonmonetary
assets (e.g., barter) are valued at the FV of the asset received at the time of the exchange. Any difference between the
recorded amount of the asset surrendered and the FV of the asset received is recognized as a gain or a loss.

Any other valuation method may be used if the results reasonably approximate one of the historical cost methods.
FASAB issued additional guidance SFFAS No. 48, Opening Balances for Inventory, Operating Materials and Supplies, and
Stockpile Materials, which permits a reporting entity to apply an alternative valuation method in establishing opening
balances for inventory, OM&S, and stockpile materials and is intended to provide an alternative valuation method when
historical records and systems do not provide a basis for valuation of opening balances in accordance with SFFAS No. 3.

As the largest contributor of inventory and related property, net; DOD values substantially all of its inventory available
and purchased for resale using the MAC method as of September 30, 2021. OM&S are valued using various methods
including MAC, standard price, historical cost, replacement price, and direct method. DOD uses both the consumption
method (expensed when issued to an end user for consumption in normal operations) and the purchase method (expensed
when purchased) of accounting for OM&S. See Note 5—Inventory and Related Property, Net, for additional information.

G. General Property, Plant, and Equipment, Net

General PP&E consists of tangible assets (e.g., buildings and structures, furniture and fixtures, equipment, and land)
that have an estimated useful life of two or more years, are not intended for sale in the ordinary course of business and are
intended to be used or available for use by the entity. General PP&E also includes software, land rights, and assets acquired
through capital leases.

SFFAS No. 6, Accounting for Property, Plant, and Equipment requires that general PP&E is recorded at cost. Cost
includes all costs incurred to bring the general PP&E to a form and location suitable for its intended use. General PP&E used
in government operations are carried at acquisition cost, with the exception of some DOD equipment. FASAB issued
additional guidance, SFFAS No. 50, Establishing Opening Balances for General Property, Plant, and Equipment, which
states that a reporting entity may choose one of three alternative methods for establishing an opening balance for general
PP&E. The alternative methods include using deemed cost to establish opening balances of general PP&E, selecting between
deemed cost and prospective capitalization of internal use software, and allowing an exclusion of land and land rights from
opening balances with disclosure of acreage information and expensing of future acquisitions. DOD has partially
implemented SFFAS No. 50 by electing to exclude certain land and land rights. For certain DOD components that have
implemented SFFAS No. 50, with respect to land and land rights, acreage information is disclosed, and such land and land
rights are not included on the Balance Sheet.

An entity electing to exclude land and land rights from its general PP&E opening balances must disclose, with a
reference on the Balance Sheet to the related disclosure, the number of acres held at the beginning of each reporting period,
the number of acres added during the period, the number of acres disposed of during the period, and the number of acres held
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at the end of each reporting period. DOD usually records general PP&E at the estimated historical cost. However, when
applicable DOD will continue to adopt SFFAS No. 50.

Costs to acquire general PP&E, extend the useful life of existing general PP&E, or enlarge or improve its capacity, that
exceed federal entities’ capitalization thresholds are capitalized and depreciated or amortized. Depreciation and amortization
expense is recognized on all capitalized general PP&E, except land and land rights of unlimited duration. In the case of
constructed general PP&E, this is recorded as construction work in process until it is placed in service, at which time the
balance is transferred to general PP&E. See Note 6—General Property, Plant, and Equipment, Net, for additional
information.

For financial reporting purposes, heritage assets (excluding multi-use heritage assets) and stewardship land are not
recorded as part of general PP&E. Since heritage assets are intended to be preserved as national treasures, it is anticipated
that they will be maintained in reasonable repair and that there will be no diminution in their usefulness over time. Many
assets are clearly heritage assets. For example, the National Park Service manages the Washington Monument, the Lincoln
Memorial and the Mall. Heritage assets that are predominantly used in general government operations are considered multi-
use heritage assets and are included in general PP&E. Stewardship land is also consistent with the treatment of heritage assets
in that much of the government’s land is held for the general welfare of the nation and is intended to be preserved and
protected. Stewardship land is land owned by the government but not acquired for or in connection with general PP&E.
Because most federal land is not directly related to general PP&E, it is deemed to be stewardship land and accordingly, it is
not reported on the Balance Sheet. Examples of stewardship land include national parks and forests. For additional
information on stewardship assets, see Note 27—Stewardship Property, Plant, and Equipment.

H. Investments

Most investments are held by component entities that apply FASB standards and are not converted to FASAB standards
in consolidation as permitted by SFFAS No. 47, Reporting Entity. These investments are reported at FV. FV is the estimate
of the price at which an orderly transaction to sell the asset would take place between market participants at the measurement
date under current market conditions. Market or observable inputs are used as the preferred source of values, followed by
assumptions based on hypothetical transactions in absence of market inputs. Certain investments are measured at FV using
NAV per share. NAV is the amount of net assets attributable to each share of capital stock (other than senior equity
securities, that is, preferred stock) outstanding at the close of the period. See Note 7—Investments for additional information.

l. Investments in Special Purpose Vehicles

Treasury invested in common stock warrants and equity investments in SPVs for the purpose of enhancing the liquidity
of the U.S. financial system. These equity investments are reported at FV. In addition to SPV investments, warrants are held
for the purchase of common stock received as compensation from recipients of financial assistance to support ongoing
employment of aviation workers during the pandemic under the CARES Act, coupled with the CAA and ARP enacted in FY
2021. The warrants are assets of the U.S. government and Treasury is precluded from using the cash proceeds realized from
the financial instruments received. These investment holdings are also reported at FV.

The valuation to estimate the investment’s FV incorporates forecasts, projections, and cash flow analyses. Changes in
valuation, including impairments, are deemed usual and recurring and thus are recorded as exchange transactions on the
Statement of Net Cost and investments in SPVs on the Balance Sheet. See Note 8—Investments in Special Purpose Vehicles
for additional information.

J. Investments in Government-Sponsored Enterprises

The senior preferred stock and associated warrants for the purchase of common stock in the GSEs (Fannie Mae and
Freddie Mac) are presented at their F\VV. SPSPAs, which Treasury entered into with each GSE when they were placed under
conservatorship, can result in payments to the GSEs when, at the end of any quarter, the FHFA, acting as the conservator,
determines that the liabilities of either GSE exceed its respective assets. Such payments result in an increase to the liquidation
preference of investment in the GSEs’ senior preferred stock, with a corresponding decrease to cash held by Treasury for
government-wide operations. In addition, the liquidation preference of investments in the GSEs will increase, based on the
quarterly earnings of the GSEs, up to the adjusted capital reserve amounts set for each GSE.
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The valuation to estimate the investment’s FV incorporates forecasts, projections, and cash flow analyses. Changes in
valuation, including impairments, are deemed usual and recurring and thus are recorded as exchange transactions on the
Statement of Net Cost and investments in GSEs on the Balance Sheet. The government also records dividends related to these
investments as exchange transactions which are accrued when declared.

The potential liabilities to the GSEs, if any, are assessed annually and recorded at the gross estimated amount. For
additional information on investments in GSEs, refer to Note 9—Investments in Government-Sponsored Enterprises.

K. Federal Debt and Interest Payable

Federal debt is primarily comprised of Treasury securities, which are debt instruments issued to the public to raise
money needed to operate the federal government and pay off maturing obligations. Treasury issues these debt instruments to
the public in the form of marketable bills, notes, bonds, TIPS and FRNs, and in the form of nonmarketable securities
including Government Account Series securities, U.S. Savings Securities, and State and Local Government Series securities.
The amount of the debt, or principal, is also called the security’s face value or par value. To accurately reflect the federal
debt, Treasury records principal transactions with the public at par value at the time of the transaction. Certain Treasury
securities are issued at a discount or premium. These discounts and premiums are amortized over the term of the security
using an interest method for all long-term securities (term greater than one year) and the straight-line method for short-term
securities (term of one year or less). In addition, the principal for TIPS is adjusted daily based on the Consumer Price Index
for all Urban Consumers. Certain Treasury securities also pay interest. For marketable securities, Treasury issues notes and
bonds that pay semi-annual interest based on the security’s stated interest rate, while FRNs, which have interest rates that are
indexed to the highest accepted discount rate of the most recent Treasury 13-week bill auction, pay interest quarterly based
on the interest rate at the time of payment. TIPS, on the other hand, pay a semi-annual fixed rate of interest applied to the
inflation-adjusted principal. However, for all security types accrued interest is recorded as an expense when incurred, instead
of when paid. See Note 13—Federal Debt and Interest Payable for additional information.

L. Federal Employee and Veteran Benefits Payable

Generally, federal employee and veteran benefits payable are recorded during the time employee services are rendered.
The related liabilities for defined benefit pension plans, veterans’ compensation, burial, education and training benefits, post-
retirement health benefits, and life insurance benefits, are recorded at estimated PV of future benefits, less any estimated PV
of future normal cost contributions. Normal cost is the portion of the actuarial PV of projected benefits allocated as an
expense for employee services rendered in the current year. Actuarial gains and losses (as well as prior service cost, if any)
are recognized immediately in the year they occur without amortization.

VA also provides certain veterans and/or their dependents with pension benefits, based on annual eligibility reviews, if
the veteran died or was disabled for nonservice-related causes. The pension program for veterans is not accounted for as a
“federal employee pension plan” under SFFAS No. 5, Accounting for Liabilities of the Federal Government, due to
differences between its eligibility conditions and those of federal employee pensions. Therefore, a future liability for pension
benefits is not recorded. These benefits are recognized as expenses when benefits are paid rather than when employee
services are rendered.

In accordance with 38 CFR 8 17.36(c), the VA makes an annual enrollment decision that identifies which veterans, by
priority, will be treated for that fiscal year based on funds appropriated, estimated collections, usage, the severity index of
enrolled veterans, and changes in cost. While VA expects to continue to provide medical care to veterans in future years, an
estimate of this amount cannot be reasonably made. These medical care expenses are recognized in the period the medical
care services are provided.

The actuarial liability for FECA benefits is recorded at estimated PV of future benefits for injuries and deaths that have
already been incurred.

Gains and losses from changes in long-term assumptions used to estimate federal employee pensions, ORB, and OPEB
liabilities are reflected separately on the Statement of Net Cost and the components of the expense related to federal
employee pension, ORB, and OPEB liabilities are disclosed in Note 14—Federal Employee and Veteran Benefits Payable as
prescribed by SFFAS No. 33, Pensions, Other Retirement Benefits, and Other Postemployment Benefits: Reporting the Gains
and Losses from Changes in Assumptions and Selecting Discount Rates and Valuation Dates. In addition, SFFAS No. 33 also
provides a standard for selecting the discount rate assumption for PV estimates of federal employee pension, ORB, and
OPEB liabilities. See Note 14—Federal Employee and Veteran Benefits Payable for additional information.
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M. Environmental and Disposal Liabilities

Environmental and disposal liabilities are recorded at the estimated current cost of the cleanup plan, including the level
of restoration to be performed, the current legal or regulatory requirements, and the current technology. Cleanup costs are the
costs of removing, containing, or disposing of hazardous waste. Hazardous waste is a solid, liquid, or gaseous waste that,
because of its quantity or concentration, presents a potential hazard to human health or the environment. Cleanup costs
include, but are not limited to, decontamination, decommissioning, site restoration, site monitoring, closure, and post-closure
costs. Where technology does not exist to clean up radioactive or hazardous waste, only the estimable portion of the liability
(typically monitoring and safe containment) is recorded. See Note 15—Environmental and Disposal Liabilities for additional
information.

N. Benefits Due and Payable

A liability for social insurance programs (Social Security, Medicare, Railroad Retirement, Black Lung, and
Unemployment) is recognized for any unpaid amounts currently due and payable to beneficiaries or service providers as of
the reporting date. No liability is recognized for future benefit payments not yet due. See Note 16—Benefits Due and Payable
for additional information.

O. Insurance and Guarantee Program Liabilities

Insurance programs are authorized by law to financially compensate a designated population of beneficiaries by
accepting all or part of the risk for losses incurred as a result of an adverse event. Certain consolidation entities with
significant insurance and guarantee programs (i.e., PBGC, FDIC and FCSIC) apply FASB standards, and are not converted to
FASAB standards in consolidation, as permitted by SFFAS No. 47.

PBGC recognizes a single-employer program liability for trusteed, terminated and probable plan terminations. The
liability is PBGC's best estimate of the losses, net of plan assets, and the PV of expected recoveries (from sponsors and
members of their controlled group) for plans that are likely to terminate in the future. PBGC recognizes a multiemployer
program liability for future financial assistance to insolvent plans and to plans deemed probable to becoming insolvent.

FDIC records a liability for FDIC-insured institutions that are likely to fail when the liability is probable and reasonably
estimable, absent some favorable event such as obtaining additional capital or merging. The FDIC liability is derived by
applying expected failure rates and loss rates to the institutions based on supervisory ratings, Balance Sheet characteristics,
and projected capital levels.

PBGC's exposure to losses from plan terminations and FDIC's exposure to losses from insured institutions that are
classified as reasonably possible are disclosed in Note 22—Contingencies.

All other insurance and guarantee programs are accounted for in the consolidated financial statements in accordance
with SFFAS No. 51, Insurance Programs.

Programs that administer direct loans and loan guarantees, qualify as social insurance, are authorized to engage in
disaster relief activities, provide grants, provide benefits or assistance based on an individual’s or a household income and/or
assets, assume the risk of loss arising from federal government operations, pay claims through an administrative or judicial
role for individuals or organizations who claim they have been harmed by a federal entity, indemnify contractors, agreement
partners, and other third parties for loss or damage incurred while or caused by work performed for a federal entity, or are
workers’ or occupational illness compensation programs that compensate current or former employees (or survivors) and
certain third parties for injuries and occupational diseases obtained while working for a federal entity are excluded from
insurance programs.

There are three categories of insurance programs: 1) exchange transaction insurance programs other than life insurance;
2) non-exchange transaction insurance programs; and 3) life insurance programs.

For exchange transaction insurance programs other than life insurance, revenues are recognized when earned over the
insurance arrangement period and liabilities are recognized for unearned premiums, unpaid insurance claims, and for losses
on remaining coverage. Losses on remaining coverage represent estimated amounts to be paid to settle claims for the period
after year-end through the end of insurance coverage in excess of the summation of unearned premiums and premiums due
after the end of the reporting period.
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For non-exchange transaction insurance programs, revenue is recognized the same as other non-exchange transaction
revenue, no unearned premium liability is recorded and a liability is only recognized for unpaid insurance claims.

For life insurance programs, revenue is recognized when due and liabilities are recognized for unpaid insurance claims
and future policy benefits. The liability for future policy benefits represents the expected PV of future claims to be paid to, or
on behalf of, existing policyholders, less the expected PV of future net premiums to be collected from those policyholders.
Life insurance programs are disclosed in Note 14—Federal Employee and Veteran Benefits Payable. See Note 17—Insurance
and Guarantee Program Liabilities for additional information.

P. Deferred Maintenance and Repairs

DM&R are maintenance and repairs that were not performed when they should have been or scheduled maintenance
and repairs that were delayed or postponed. Maintenance is the act of keeping fixed assets in acceptable condition, including
preventative maintenance, normal repairs, and other activities needed to preserve the assets, so they continue to provide
acceptable service and achieve their expected life. Maintenance and repairs exclude activities aimed at expanding the
capacity of assets or otherwise upgrading them to serve needs different from those originally intended. DM&R are not
expensed in the Statements of Net Cost or accrued as liabilities on the Balance Sheet. However, DM&R information is
disclosed in the unaudited RSI section of this report. Please see unaudited RSI—Deferred Maintenance and Repairs for
additional information including measurement methods.

Q. Commitments

Commitments reflect binding agreements that may result in the future expenditure of financial resources that are not
recognized or not fully recognized on the Balance Sheet and should be disclosed. Commitments may include, for example,
certain long-term leases, undelivered orders, P3s, international or other agreements in support of international economic
development, or agreements in support of financial market stability. See Note 21—Commitments for additional information.

R. Contingencies

Liabilities for contingencies are recognized on the Balance Sheet when both:

e A past transaction or event has occurred, and

o A future outflow or other sacrifice of resources is probable and measurable.

The estimated contingent liability may be a specific amount or a range of amounts. If some amount within the range is a
better estimate than any other amount within the range, then that amount is recognized. If no amount within the range is a
better estimate than any other amount, then the minimum amount in the range is recognized and the range and a description
of the nature of the contingency is disclosed.

A contingent liability is disclosed if any of the conditions for liability recognition do not meet the above criteria and
there is at least a reasonable possibility that a loss may be incurred. See Note 22—Contingencies for additional information.

S. Funds from Dedicated Collections

Generally, funds from dedicated collections are financed by specifically identified revenues, provided to the
government by non-federal sources, often supplemented by other financing sources that remain available over time. These
specifically identified revenues and other financing sources are required by statute to be used for designated activities,
benefits, or purposes, and must be accounted for separately from the government’s general revenues. The three required
criteria for a fund from dedicated collections are:

e A statute committing the government to use specifically identified revenues and/or other financing sources that are

originally provided to the government by a non-federal source only for designated activities, benefits, or purposes;

o Explicit authority for the fund to retain revenues and/or other financing sources not used in the current period for

future use to finance the designated activities, benefits, or purposes; and
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e A requirement to account for and report on the receipt, use, and retention of the revenues and/or other financing

sources that distinguishes the fund from the government’s general revenues.

Funds from dedicated collections on the Statement of Operations and Changes in Net Position are presented on the
consolidated basis. The consolidated dedicated collections presentation eliminates balances and transactions between funds
from dedicated collections held by the entity. For additional information on funds from dedicated collections, see Note 23—
Funds from Dedicated Collections.

T. Sustainability Financial Statements

The sustainability financial statements were prepared based on the projected PV of the estimated future revenue and
estimated future expenditures, primarily on a cash basis, for a 75-year period.' They include the SLTFP, covering all federal
government programs, and the SOSI and the SCSIA, covering social insurance programs (Social Security, Medicare,
Railroad Retirement, and Black Lung programs). These estimates are based on economic as well as demographic
assumptions presented in Notes 25—Social Insurance and 26—Long-Term Fiscal Projections. The sustainability financial
statements are not forecasts or predictions. The sustainability financial statements are designed to illustrate the relationship
between receipts and expenditures, if current policy is continued. For this purpose, the projections assume, among other
things, that scheduled social insurance benefit payments would continue after related trust funds are projected to be depleted,
contrary to current law, and that debt could continue to rise indefinitely without severe economic consequences.

SOSI and SCSIA 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 and expectations of future conditions. Actual results could differ materially from the estimated amounts. Each
statement includes information to assist in understanding the effect of changes in assumptions to the related information.

By accounting convention, General Fund transfers to Medicare Parts B and D reported in the SOSI are eliminated when
preparing the government-wide consolidated financial statements. The SOSI shows the projected General Fund transfer(s) as
eliminations that, under current law, would be used to finance the remainder of the expenditures in excess of revenues for
Medicare Parts B and D that is reported in the SOSI. The SLTFP include all revenues (including general revenues) of the
federal government.

U. Unmatched Transactions and Balances

The reconciliation of the change in net position requires that the difference between ending and beginning net position
equals the difference between revenue and cost, plus or minus prior-period adjustments. The unmatched transactions and
balances includes unmatched intra-governmental balances on the Balance Sheet and includes unmatched intra-governmental
current year transactions on the Statement of Operations and Changes in Net Position to reconcile the change in net position
to ensure beginning and ending net position equals the difference between revenue and cost, plus or minus prior-period
adjustments. Unresolved intra-governmental differences (i.e., unmatched transactions and balances) result in errors in the
consolidated financial statements. The ultimate effect on the accrual-based financial statements of resolving and correcting
these differences has not been fully determined and could be material.

The unmatched transactions and balances are needed to balance the accrual-based financial statements. The Statement
of Operations and Changes in Net Position and the Balance Sheet include specific lines for the unmatched transactions and
balances, while the unmatched transactions and balances are recorded in existing lines in the Statement of Net Cost. The
primary factors affecting this out of balance situation are:

e Unmatched intra-governmental transactions and balances between federal entities; and

o Errors and restatements in federal entities’ reporting.

As intra-governmental transactions and balances reduce to immaterial amounts, the corresponding individual lines in the
“Unmatched Transactions and Balances” table are adjusted to remove the differences for the fiscal year. Please refer to the
table of “Unmatched Transactions and Balances” in Other Information (Unaudited) for examples of the individual lines.
Materiality for these adjustments is considered in the absolute value, when at or below $0.1 billion.

Refer to the Other Information (unaudited)—Unmatched Transactions and Balances for additional information.

tWwith the exception of the Black Lung program, which has a rolling 25-year projection period that begins on the September 30 valuation date each year.
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V. Changes in Accounting Principle

A change in accounting principle results from either adopting a new accounting pronouncement or an entity adopting an
allowable alternative accounting principle on the basis that is preferable. Generally, as applicable, changes in accounting
principle are shown as an adjustment to beginning net position in the Statement of Operations and Changes in Net Position of
the period in which the change is implemented.

Adjustments to beginning net position in FY 2021 for changes in accounting principle was $0.7 billion, mostly due to
DOD’s continued implementation of SFFAS No. 48, Opening Balances for Inventory, Operating Materials and Supplies, and
Stockpile Materials and SFFAS No. 50, Establishing Opening Balances for General Property, Plant, and Equipment.

Also, in FY 2021 CAA required VA to record obligations for hospital care or medical services furnished at non-VA
facilities at the time of approval. VA accounted for this new authority as a retrospective change that is analogous to a change
in accounting principle by adjusting FY 2020 amounts on the Balance Sheet and other financial statements. These
restatements impacted the liabilities, costs, and net position of the government and are reflected on the following statements:
1) on the Balance Sheet, accounts payable, federal employee and veteran benefits payable, and net position for funds other
than those from dedicated collections; 2) on the Statement of Net Cost, gross cost; 3) on the Statement of Operations and
Changes in Net Position, funds other than those from dedicated collections and the total columns, net cost, and net position
end of period; and 4) on the Reconciliation of Net Operating Cost and Budget Deficit, net operating cost, federal employee
and veteran benefits payable, and accounts payable. In total, the government’s reported FY 2020 net cost increased by $0.2
billion and FY 2020 net position decreased by $0.1 billion as a result of VA’s retrospective changes. Refer also to the Note
12—Accounts Payable and Note 14—Federal Employee and Veteran Benefits Payable.

Adjustments to beginning net position in FY 2020 for changes in accounting principle was $12.5 billion between the
funds from dedicated collections and funds other than those from dedicated collections due to Note 23—Funds from
Dedicated Collections applying SFFAS No. 43, Funds from Dedicated Collections: Amending Statement of Federal
Financial Accounting Standards 27, Identifying and Reporting Earmarked Funds. SFFAS No. 43 is not a new standard but
does allow a reporting methodology change between combined (excluding eliminations between funds from dedicated
collections) and consolidated (including eliminations between funds from dedicated collections) when deemed necessary.
The reporting methodology was changed from combined in FY 2019 to consolidated in FY 2020. See Note 23—Funds from
Dedicated Collections for additional information.

W. Correction of Errors

Correction of errors in financial statements result from mathematical mistakes, mistakes in the application of accounting
principles, or oversight or misuse of facts that existed at the time financial statements were prepared. When preparing
comparative financial statements, if the material error occurred in the prior period presented and the effect is known, then the
affected line items of the prior period are restated.

DOD followed SFFAS No. 21, Reporting Corrections of Errors and Changes in Accounting Principle and corrected FY
2020 errors identified as part of a department-wide effort to improve financial reporting. These corrections resulted in
restatements of amounts in the consolidated financial statements, including a correction of error of $6.0 billion on the FY
2020 Statement of Operations and Changes in Net Position. These restatements are reflected on the following statements: 1)
on the Balance Sheet; 2) on the Statement of Net Cost, gross cost; 3) on the Statement of Operations and Changes in Net
Position, funds other than those from dedicated collections and the total columns, net cost, unmatched transactions and
balances, correction of errors, and net position end of period; and 4) on the Reconciliation of Net Operating Cost and Budget
Deficit, net operating cost acquisition of capital assets, investments, inventory and related property, net, adjustment to
beginning net position, and all other reconciling items. In total, the government’s reported FY 2020 net cost increased by
$0.8 billion and FY 2020 net position increased by $4.9 billion. Refer also to Note 5—Inventory and Related Property, Net,
Note 6—General Property, Plant, and Equipment, Net, Note 7—Investments, and Unmatched Transactions and Balances in
Other Information (unaudited).

For FY 2020, a restatement was made that decreased the other commitments for U.S. participation in the IMF reported
in Note 21—Commitments. Refer to the individual note for additional information.
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X. Changes in Presentation

Changes in presentation are done to improve clarity of the presentation of the Financial Report and include changes
since the prior year that are not the result of correction of errors or changes in accounting principles. In FY 2021, the
Statement of Operations and Changes in Net Position broke out the Unmatched transactions and balances from Net operating
(cost)/revenue line and is presented as a standalone line in the net position section. Also, in FY 2021 the Balance Sheet was
modified to present additional items separately including advances and prepayments, other deferred revenue, and liability for
advances and prepayments, which were previously reported in Note 11—Other Assets and Note 19—Other Liabilities.
Advances and prepayments is now reported in Note 10—Advances and Prepayments, other deferred revenue and liability for
advances and prepayments are reported in Note 18—Advances from Others and Deferred Revenue, and the corresponding
changes to Reconciliation of Net Operating Cost and Budget Deficit Statement. Further breakout of the all other reconciling
items for allocations of special drawing rights was included in the Reconciliation of Net Operating Cost and Budget Deficit
Statement. Statements of Changes in Cash Balance and Budget and Other Activities enhanced the presentation by breaking
out special purpose vehicle disbursements, repayments of special purpose vehicle investments, and allocations of special
drawing rights. In addition, refer to the following individual notes and other information for separate changes in presentation;
Note 5—Inventory and Related Property, Net, Note 7—Investments, Note 20—Collections and Refunds of Federal Revenue,
and Unmatched Transactions and Balances in Other Information (unaudited). The FY 2020 presentation was modified to
conform to the FY 2021 presentation. Refer to the individual notes and Other Information (unaudited) for additional
information.

Y. Fiduciary Activities

Fiduciary activities are the collection or receipt, as well as the management, protection, accounting, investment and
disposition by the government of cash or other assets in which non-federal individuals or entities have an ownership interest
that the government must uphold. Fiduciary cash and other fiduciary assets are not assets of the government and are not
recognized on the Balance Sheet. See Note 24—Fiduciary Activities, for additional information.

Z. Use of Estimates

The government has made certain estimates and assumptions relating to the reporting of assets, liabilities, revenues,
expenses, and the disclosure of contingent liabilities to prepare these financial statements. There are a large number of factors
that affect these assumptions and estimates, which are inherently subject to substantial uncertainty arising from the likelihood
of future changes in general economic, regulatory, and market conditions. As such, actual results will differ from these
estimates and such differences may be material.

Significant transactions subject to estimates are included in the balance of loans receivable, net, federal employee and
veteran benefits payable, investments, investments in SPVs, investments in GSEs, tax receivables, loan guarantee liabilities,
depreciation, other actuarial liabilities, cost and earned revenue allocations, as well as contingencies and any related
recognized liabilities.

The government recognizes the sensitivity of credit reform modeling to slight changes in some model assumptions and
uses regular review of model factors, statistical modeling, and annual reestimates to reflect the most accurate cost of the
credit programs to the U.S. government. Federal Credit Reform Act of 1990 loan receivables and loan guarantees are
disclosed in Note 4—L oans Receivable, Net and Loan Guarantee Liabilities.

Estimates are also used to determine the FV of investments in SPVs and GSEs. The FV of the SPV preferred equity
investments is estimated based on a discounted cash flow valuation methodology, whereby the primary input is the PV of the
projected annual cash flows associated with these investments. The value of the GSEs senior preferred stock is estimated by
first estimating the FV of the total equity of each GSE (which, in addition to the senior preferred stock, is comprised of other
equity instruments including common stock, common stock warrants, and junior preferred stock). The FV of the total equity
is based on a discounted cash flow valuation methodology, whereby the primary input is the PV of the projected quarterly
cash flows to equity holders. The FV of the GSEs’ other equity instruments are then deducted from its total equity, with the
remainder representing the FV of the senior preferred stock.

Factors impacting the FV of the GSE warrants include the nominal exercise price and the large number of potential
exercise shares, the market trading of the common stock that underlies the warrants as of September 30, the principal market,
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and the market participants. Other factors impacting the FV include, the holding period risk related directly to the assumption
of the amount of time that it will take to sell the exercised shares without depressing the market. For additional information
on investments in SPVs and GSEs, see Note 8—Investments in Special Purpose Vehicles and Note 9—Investments in
Government-Sponsored Enterprises.

Treasury performs annual calculations, as of September 30, to assess the need for recording an estimated liability in
accordance with SFFAS No. 5, Accounting for Liabilities of The Federal Government, and to the government’s funding
commitment to the GSEs under the SPSPAs. For additional information on investments in GSEs and the amended SPSPAs,
see Note 9—Investments in Government-Sponsored Enterprises.

AA. Credit Risk

Credit risk is the potential, no matter how remote, for financial loss from a failure of a borrower or counterparty to
perform in accordance with underlying contractual obligations. The government takes on credit risk when it makes direct
loans or guarantees to non-federal entities, provides credits to foreign entities, or becomes exposed to institutions that engage
in financial transactions with foreign countries.

The government also takes on credit risk related to committed, but undisbursed direct loans, CARES Act Section 4003
COVID-19 credit program receivables, funding commitments to GSEs, CARES Act Section 4003 Section 13(3) funding
provided to CCF, MSF, MLF, TALF, and other activities. Many of these programs were developed or provided credit support
to the pandemic emergency relief programs of the Federal Reserve Board, to provide credit where borrowers are not able to
get access to credit with reasonable terms and conditions. These programs expose the government to potential costs and
losses. The extent of the risk assumed is described in more detail in the notes to the financial statements, and where
applicable, is factored into credit reform models and reflected in FV measurements.

AB. Treaties and Other International Agreements

For financial reporting purposes, treaties and other international agreements may be understood as falling into three
broad categories:

o No present or contingent obligation to provide goods, services, or financial support;

e Present obligation to provide goods, services, or financial support; or

e Contingent obligation to provide goods, services, or financial support.

The proper financial reporting of treaties and other international agreements depends on the probable future outflow or
other sacrifice of resources as a result of entering into the agreement.

In many cases, treaties and other international agreements establish frameworks that govern cooperative activities with
other countries, but leave to the discretion of the parties whether to engage in any such activities. In other cases, the
agreements may contemplate specific cooperative activities, but create no present or contingent obligations to engage in
them. Cooperative activities relevant to these treaties and other international agreements fall under the first category, which
does not result in the U.S. government incurring any financial liability. Since these treaties and other international agreements
have no financial impact, they are not reported or disclosed in this Financial Report.

Some treaties and other international agreements fall under the second category, and involve a present obligation, and
therefore result in liability recognition. Such present obligation may relate to the U.S. government providing financial and in-
kind support, including assessed contributions, voluntary contributions, grants, and other assistance to international
organizations in which it participates as a member. Examples of such agreements include those that establish international
organizations under which the U.S. government undertakes obligations to pay assessed dues to the organization; grant
agreements under which the U.S. government provides foreign assistance funds to other countries; and claims settlement
agreements under which the U.S. government agrees to pay specific sums of money to settle claims. For additional
information related to treaties and other international agreements that fall under the second category, refer to Note 21—
Commitments.

The last category encompasses those treaties or other international agreements which result in contingencies that may
require recognition or disclosure in the financial statements. Such contingencies may stem from commitments in a treaty or
other international agreement to provide goods, services, or financial support when a future event occurs, or from litigation,
claims, or assessments forged by other parties to the agreement. For additional information related to treaties and other
international agreements that fall under the last category, refer to Note 22—Contingencies.
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AC. Public-Private Partnerships

Federal P3s are risk-sharing arrangements or transactions with expected lives greater than five years between public and
private sector entities. Such arrangements or transactions provide a service or an asset for government and/or general public
use where in addition to the sharing of resources, each party shares in the risks and rewards of said arrangements or
transactions. The P3s that are deemed material to the consolidated financial statements and have met the criteria of SFFAS
No. 49, Public-Private Partnerships, are disclosed. See Note 29—Public-Private Partnerships for additional information.
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Note 2. Cash and Other Monetary Assets

Cash and Other Monetary Assets as of September 30, 2021, and 2020

(In billions of dollars) 2021 2020

Unrestricted cash:

Cash held by Treasury for government-wide operations.............ccceeeeeevevnnnne. 198.4 1,769.8
(11 1= PP 5.7 5.0
] 1[0 (=T o 46.0 40.8
LI 7= | 0= T o PP 250.1 1,815.6
International MONEArY ASSELS .....c.uuiiiieruiieierii e e e e e e e eeen e eeees 197.0 83.3
GOld AN SIIVET e 111 111
o= o o ot UL =] [0 Y PSSP 16.8 16.9
Total cash and other monetary assetS........cccvvvvviiviiiiiiiiieeeie e 475.0 1,926.9

Unrestricted cash includes cash held by Treasury for government-wide operations (Operating Cash) and all other
unrestricted cash held by the federal entities. Operating Cash represents balances from tax collections, federal debt receipts,
and other various receipts net of cash outflows for federal debt repayments and other payments. Treasury checks outstanding
are netted against Operating Cash until they are cleared by the FR System. Other unrestricted cash not included in Treasury’s
Operating Cash balance includes balances representing cash, cash equivalents, and other funds held by entities, such as
undeposited collections, deposits in transit, demand deposits, amounts held in trust, and imprest funds. Operating Cash held
by Treasury decreased by $1,571.4 billion (a decrease of approximately 88.8 percent) in FY 2021 due to Treasury
maintaining an elevated cash balance in FY 2020 to maintain prudent liquidity in light of the size and relative uncertainty of
COVID-19 related outflows, combined with needing to reduce the cash balance to well under Treasury’s prudent policy level
at the end of FYY 2021 due to debt ceiling constraints.

Restrictions on cash are due to the imposition on cash deposits by law, regulation, or agreement. Restricted cash is
primarily composed of cash held by the SAA, which executes Foreign Military Sales. The SAA included $38.6 billion and
$34.1 billion as of September 30, 2021, and 2020, respectively.

International monetary assets include the U.S. reserve position in the IMF and U.S. holdings of SDR. The U.S. reserve
position in the IMF had a U.S. dollar equivalent of $32.7 billion and $31.2 billion as of September 30, 2021, and 2020,
respectively. Only a portion of the U.S. financial subscription to the IMF is made in the form of reserve assets; the remainder
is provided in the form of a letter of credit. The balance available under the letter of credit totaled $83.0 billion and $85.0
billion as of September 30, 2021, and 2020 respectively. The total amount of SDR holdings of the U.S. was the equivalent of
$163.9 billion and $51.7 billion as of September 30, 2021, and 2020, respectively. This increase was due to Treasury
receiving an additional 79.5 billion SDR valued at $112.8 billion in response to the global economic stress caused by the
COVID-19 pandemic. For more information regarding the U.S. participation in the IMF and SDR, see Treasury’s financial
statements and Note 28—Disclosure Entities and Related Parties.

Gold is valued at the statutory price of $42.2222 per fine troy ounce. The number of fine troy ounces of gold was
261,498,927 as of September 30, 2021, and 2020. The market value of gold on the London Fixing was $1,743 and $1,887 per
fine troy ounce as of September 30, 2021, and 2020, respectively. In addition, silver is valued at the statutory price of
$1.2929 per fine troy ounce. The number of fine troy ounces of silver was 16,000,000 as of September 30, 2021, and 2020.
The market value of silver on the London Fixing was $21.53 and $23.73 per fine troy ounce as of September 30, 2021, and
2020, respectively. Gold totaling $11.0 billion as of September 30, 2021, and 2020, was pledged as collateral for gold
certificates issued and authorized to the FRBs by the Secretary of the Treasury. Gold certificates were valued at $11.0 billion
as of September 30, 2021, and 2020. Treasury may redeem the gold certificates at any time. Please refer to the financial
statements of Treasury for additional information regarding gold reserves and Treasury’s liability for gold.

The foreign currency is maintained by Treasury’s ESF and various U.S. federal entities as well as foreign banks.
Foreign currency is translated into U.S. dollars at the exchange rate at fiscal year-end.
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Note 3. Accounts Receivable, Net

Accounts Receivable, Net as of September 30, 2021, and 2020

(In billions of dollars) 2021 2020

Taxes receivable:

TaXeS reCeIVADIE, GIOSS ...iuuiiiiiiiiie ittt e e e et e e e b e e e e eaaas 507.8 441.9
Allowance for uncollectible amounts ........c.cooeuiiiiiiiiiini e, (196.6) (198.7)
Taxes receiVable, NEL.......ccuu e 311.2 243.2

Other accounts receivable:

Other accounts receivable, groSs ......ccuoiiiiiiiiiiiniiiiii e 140.7 113.0
Allowance for uncollectible amounts ..........cooveiiiiiiicii (50.9) (35.0)
Other accounts receivable, Net ..o 89.8 78.0

Total accounts reCeIVabIE, NEL .....u.viiveiiiiei e e e e e e e b e eaeeeees 401.0 321.2

Taxes receivable is listed first above due to being the significant portion of total accounts receivable, and the rest are
referred to as other accounts receivable. Other accounts receivable, gross includes related interest receivable of $3.0 billion
and $2.8 hillion as of September 30, 2021, and 2020, respectively.

Treasury comprises approximately 76.0 percent of the government’s reported accounts receivable, net, as of September
30, 2021. Treasury accounts for nearly all the reported taxes receivable, which consist of unpaid assessments due from
taxpayers, unpaid taxes related to IRC section 965, and deferred payments resulting from the CARES Act. Examples of
unpaid assessments are the filing of a tax return without sufficient payment or a court ruling in favor of the IRS. Section
965(h) of the IRC requires taxpayers who are shareholders of certain specified foreign corporations to pay a transition tax on
foreign earnings as if those earnings had been repatriated to the U.S. IRC 965(h) allows taxpayers to elect to pay their tax on
an eight-year installment schedule. Pursuant to the CARES Act, employers can defer payment, without penalty, of their
portions of the Social Security segment of FICA and the employer’s and employee representative’s share of the Railroad
Retirement Tax. Treasury experienced a year to year increase of $67.0 billion principally due to the two-year payment
deferral of FICA Social Security taxes.

Other accounts receivable, gross increased significantly year to year, primarily as a result of DOL’s $18.6 billion
increase in benefit overpayments from programs related to COVID-19. Another substantial factor in the overall change was a
$7.0 billion increase in HHS receivables primarily due to Medicare.

The following entities are the main contributors to the government’s reported accounts receivable, net as of September
30, 2021. Refer to each entity’s financial statements for additional information:

e Treasury e DOD e TVA

e HHS e USDA e FDIC
e DHS e VA e HUD
e SSA e PBGC e USPS
e DOL e DOE e NCUA
e DOI e OPM e FCC
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Note 4. Loans Receivable, Net and Loan Guarantee Liabilities

Loans Receivable, Net as of September 30, 2021
Subsidy
Expense
Loans Subsidy Loans (Income)
Receivable, Interest Foreclosed Cost Receivable, forthe
(In billions of dollars) Gross Receivable Property Allowance Net Fiscal Year
Federal Direct Student Loans -
Education .......ccooeeviveiiiiiiinnnnnnn, 1,292.2 86.5 - (273.9) 1,104.8 93.9
Disaster Assistance Loans -
SBA. .. 249.2 7.5 - (12.6) 244.1 2.9
Federal Family Education Loans
- Education .......cccovevveiiniiiinnnnnn, 82.0 23.9 - (47.7) 58.2 0.6
Electric Loans - USDA................ 51.0 - - (2.6) 48.4 (0.8)
Rural Housing Services - USDA . 23.0 1.1 0.1 (2.5) 21.7 (0.2)
Federal Housing Admin Loans -
HUD ..o, 46.2 19.9 0.6 (17.6) 49.1 -
All other programs..........c.......... 136.4 2.1 0.8 (14.6) 124.7 1.4
Total loans receivable ............. 1,880.0 141.0 15 (371.5) 1,651.0 97.9
Loans Receivable, Net as of September 30, 2020
Subsidy
Expense
Loans Subsidy Loans (Income)
Receivable, Interest Foreclosed Cost Receivable, forthe
(In billions of dollars) Gross Receivable Property Allowance Net Fiscal Year
Federal Direct Student Loans -
Education .......cocovevvieiinniniennnnnnn 1,224.8 92.1 - (216.4) 1,100.5 100.9
Disaster Assistance Loans -
SBA. .. 185.3 1.8 - (5.6) 181.5 5.4
Federal Family Education Loans
- Education .......ccceevveeviieiiinnnnnn, 84.8 24.1 - (41.5) 67.4 2.2
Electric Loans - USDA ............... 48.9 - - (2.9) 46.0 0.9
Rural Housing Services - USDA . 23.6 1.2 - (3.0 21.8 -
Federal Housing Admin Loans -
HUD oo, 41.9 17.8 0.8 (17.1) 43.4 -
All other programs ..............cceue. 130.9 2.3 0.7 (17.1) 116.8 0.1
Total loans receivable ............. 1,740.2 139.3 15 (303.6) 1,577.4 109.5

Loans receivable consists primarily of direct loans disbursed by the government, receivables related to guaranteed loans
that have defaulted, and certain receivables for guaranteed loans that the government has purchased from lenders. Direct
loans are used to promote the nation’s welfare by making financing available to segments of the population not served
adequately by non-federal institutions, or otherwise providing for certain activities or investments. For those unable to afford
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credit at the market rate, federal credit programs provide subsidies in the form of direct loans offered at an interest rate lower
than the market rate.

The amount of the long-term cost of post-1991 direct loans equals the subsidy cost allowance for direct loans as of
September 30. The amount of the long-term cost of pre-1992 direct loans equals the allowance for subsidy amounts (or PV
allowance) for direct loans. The long-term cost is based on all direct loans disbursed in this fiscal year and previous years that
are outstanding as of September 30. It includes the subsidy cost of these direct loans estimated as of the time of loan
disbursement and subsequent adjustments such as modifications, reestimates, amortizations, and write-offs.

Loans receivable, net includes related interest and foreclosed property. Foreclosed property is property that 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 compensation for losses that the government sustained under post-1991 loan guarantees. Please
refer to the financial statements of HUD, USDA, and VA for additional information regarding foreclosed property.

The total subsidy expense/(income) is the cost recognized during the fiscal year. It consists of the subsidy
expense/(income) incurred for direct loans disbursed during the fiscal year, for modifications made during the fiscal year of
direct loans outstanding, and for upward or downward reestimates as of the end of the fiscal year. This expense/(income) is
included in the Statements of Net Cost.

Loans Receivable Programs

The majority of loans receivable programs are provided by Education, SBA, USDA, and HUD. For additional
information regarding the direct loan programs listed in the tables above, please refer to the financial statements of the
entities.

Education has loan programs that are authorized by Title 1V of the Higher Education Act of 1965. The William D. Ford
Federal Direct Loan Program (referred to as the Direct Loan Program), was established in FY 1994 and offered four types of
educational loans: Stafford, Unsubsidized Stafford, Parent Loan for Undergraduate Students, and consolidation loans. With
this program, the government makes loans directly to students and parents through participating institutions of higher
education. Education disbursed approximately $104.8 billion in direct loans to eligible borrowers in FY 2021 and
approximately $117.4 billion in FY 2020. The COVID-19 relief legislation and administrative actions provided support for
student loan borrowers by temporarily suspending nearly all federal student loan payments interest free. In addition, all
federal wage garnishments and collections actions for borrowers with federally held loan in default were halted.

The SBA makes loans to microloan intermediaries and provides a direct loan program that assists homeowners, renters
and businesses recover from disasters. The CARES Act provides funding for SBA to offer low-interest EIDLs for working
capital to small businesses suffering substantial economic injury as a result of COVID-19 that can be used to pay fixed debts,
payroll, accounts payable and other bills that cannot be paid because of the disaster’s impact. These receivables increased to
$245.4 billion during FY 2021, stemming from a $62.7 billion increase in COVID-19 EIDLs.

USDA’s Rural Development offers direct loans with unique missions to bring prosperity and opportunity to rural areas.
The Rural Housing programs provide affordable, safe, and sanitary housing and essential community facilities to rural
communities. Rural Utility programs help improve the quality of life in rural areas through a variety of loan programs for
electric energy, telecommunications, and water and environmental projects.

HUD’s Office of Housing plays a vital role for the nation’s homebuyers, homeowners, renters, and communities
through its nationally administered programs. It includes FHA who administers active mortgage insurance programs which
are designed to make mortgage financing more accessible to the home-buying public and developers/owners of rental
housing and healthcare facilities. FHA insures private lenders against loss on mortgages which finance single family homes,
multifamily projects, healthcare facilities, property improvements, and manufactured homes. Prior to 1990, the Office of
Housing also provided direct loans for construction and rehabilitation of housing projects for the elderly and persons with
disabilities. Due to COVID-19 the CARES Act provided borrowers with federally backed mortgage loans a 60-day
foreclosure and eviction moratorium and a right to forbearance of loan payments for up to one year for homeowners
experiencing financial hardship. HUD and other federal entities extended the foreclosure and eviction moratorium
administratively through September 30, 2021, and extended the forbearance period for some borrowers to a maximum of 18
months.
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Loan Guarantee Liabilities as of September 30, 2021, and 2020
Principal
Principal Amount Amount Subsidy Expense
Loan Guarantee  of Loans Under Guaranteed (Income) for the
Liabilities Guarantee by the U.S. Fiscal Year
(In billions of dollars) 2021 2020 2021 2020 2021 2020 2021 2020
Federal Housing Administration
Loans - HUD ........cccovevveeneenenn, (17.9) (6.3) 1,503.6 1,544.4 1,344.4 1,379.7 (25.2) (20.6)
Veterans Housing Benefit
Programs - VA ......cooeveiiviiineennn, 10.9 7.3 862.2 816.0 218.3 206.3 0.6 (2.3)
Small Business Loans ............... 227.8 512.7 459.6 646.0 435.3 621.7 296.8 526.8
Federal Family Education Loans
- Education ......cccoovveeiiiiiiiiiinnnn, 7.3 0.9 116.9 1289 116.9 128.9 10.1 (3.5
Rural Housing Services - USDA . (1.1) 0.7 123.4 1279 1111 115.0 (2.3) 0.7
All other guaranteed loan
Programs .....ccoeeeverneerneesneenneennnn, 3.7 4.8 85.2 93.9 79.8 88.8 (0.9) (0.2)
Total loan guarantee liabilities..  230.7 520.1 3,150.9 3,357.1 2,305.8 2,540.4 279.1 500.9

Loan guarantee programs are also used to promote the nation’s welfare by making financing available to segments of
the population not served adequately by non-federal institutions, or otherwise providing for certain activities or investments.
For those to whom non-federal financial institutions are reluctant to grant credit because of the high risk involved, federal
credit programs guarantee the payment of these non-federal loans and absorb the cost of defaults.

The amount of the long-term cost of post-1991 loan guarantees outstanding equals the liability for loan guarantees as of
September 30. The amount of the long-term cost of pre-1992 loan guarantees equals the allowance for subsidy amounts (or
PV allowance) and the liability for loan guarantees. The long-term cost is based on all guaranteed loans disbursed in this
fiscal year and previous years that are outstanding as of September 30. It includes the subsidy cost of the loan guarantees
estimated as of the time of loan disbursement and subsequent adjustments such as modifications, reestimates, amortizations,
and write-offs.

The total subsidy expense/(income) is the cost of loan guarantees recognized during the fiscal year. It consists of the
subsidy expense/(income) incurred for guaranteed loans disbursed during the fiscal year, for modifications made during the
fiscal year of loan guarantees outstanding, and for upward or downward reestimates as of the end of the fiscal year of the cost
of loan guarantees outstanding. This expense/(income) is included in the Statements of Net Cost.

Loan Guarantee Liability Programs

The majority of the loan guarantee programs are provided by HUD, VA, SBA, Education and USDA. For additional
information regarding the guaranteed loan programs listed in the tables above, please refer to the financial statements of the
entities.

HUD’s Office of Housing promotes equal housing opportunities. It includes FHA who provides mortgage insurance on
mortgages for single family mortgage loans made by FHA-approved lenders and strives to meet the needs of many first-time
and minority homebuyers who, without the FHA guarantee, may find mortgage credit to be unaffordable or simply
unavailable.

VA operates the following loan guarantee programs: Housing Guaranteed Loans and Loan Sale Guarantees. The Home
Loans program provides loan guarantees to veterans, service members, qualifying dependents, and limited non-veterans to
purchase homes and retain homeownership with favorable market terms. During FY 2021, the face value of outstanding
principal on loans guaranteed by the VA increased by $46.2 billion. This increase was primarily due to $394.5 billion in new
loans guaranteed by the VA, partially offset by $225.3 billion in guaranteed loan terminations.
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The SBA provides guarantees that help small businesses obtain bank loans and licensed companies to make investments
in qualifying small businesses. The loan guarantee PPP provides loan forgiveness for amounts used for eligible expenses for
payroll and benefit costs, interest on mortgages, and rent, utilities, worker protection costs related to COVID-19, uninsured
property damage costs caused by looting or vandalism during 2020, and certain supplier costs and expenses for operations.
The loan guarantee liability for Small Business Loan Programs which includes the PPP decreased by $284.9 billion due to
PPP loan forgiveness that started taking place in FY 2021.

Education has loan programs that are authorized by Title 1V of the Higher Education Act of 1965. The FFEL Program
was established in FY 1965 and operates through state and private, nonprofit guaranty agencies that provided loan guarantees
on loans made by private lenders to eligible students. The Student Aid and Fiscal Responsibility Act, which was enacted as
part of the Health Care Education and Reconciliation Act of 2010 (P.L. 111-152), eliminated the authority to guarantee new
FFEL after June 30, 2010. The COVID-19 relief legislation and administrative actions provided support for student loan
borrowers by temporarily suspending nearly all federal student loan payments interest-free. In addition, all federal wage
garnishments and collections actions for borrowers with federally held loan in default were halted.

USDA’s Rural Development offers guaranteed loans with unique missions to bring prosperity and opportunity to rural
areas. The Rural Housing programs provide affordable, safe, and sanitary housing and essential community facilities to rural
communities.

For additional information regarding the CARES Act refer to the financial statements of SBA, Education, HUD and
Note 30—COVID-19 Activity.
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Note 5. Inventory and Related Property, Net

Inventory and Related Property, Net as of September 30, 2021, and 2020
Restated
(In billions of dollars) 2021 2020
Inventory held for CUIrent SAIE ..........oviiiiiiiiiiiii e 72.1 69.6
Inventory held in reserve for future Sale ...........cooviiiiiiiiiiiiiie e 0.9 1.0
Inventory and operating material and supplies held for repair .............ooevvveeeieivereennnn, 771 57.8
Inventory—excess, obsolete, and unserviceable ..........ccccoiiiiiiiiiicin 0.7 0.6
Operating materials and supplies held for USe ...........ccooviiieiiiiiiiiii e, 158.2 149.0
Operating materials and supplies held in reserve for future use .........cccccevveviveiniennnnn, 28.6 43.0
Operating materials and supplies-excess, obsolete, and unserviceable ..................... 0.7 3.1
Stockpile materials held in reserve for future USe .........covevviiiiiiiiiiieiiien e e e, 58.6 55.1
Stockpile materials held for SAle ... 7.0 7.5
(O] 1 gL A T=TF= 1= To o] 0] 0 1= 4 Y PP 4.5 5.3
|02 T (ot (0] o PP (9.2) (10.2)
Total inventory and related property, NEt ..........cveiiiiiiiieiie e e e 399.2 381.9

Inventory is tangible personal property that is either held for sale, in the process of production for sale, or to be
consumed in the production of goods for sale or in the provision of services for a fee. For FY 2021, a change in presentation
was identified. For FY 2021, inventory held in reserve for future sale is included as a separate amount in the table.

Inventory is categorized as one of the following:

e Held for current sale — includes items currently for sale or transfer to either entities outside the federal government,

or other federal entities.

e Held in reserve for future sale — includes items being held for sale or transfer to either entities outside the federal
government or other federal entities in the future.

o Held for repair — items that require servicing to make them suitable for sale or use. Inventory held for repair may be
treated in one of two ways: the allowance method or the direct method. Under the allowance method, inventory held
for repair is valued at the same value as a serviceable item. Under the direct method, inventory held for repair is
valued at the same value as a serviceable item less the estimated repair costs.

e Excess — stock that exceeds the demand expected in the normal course of operations because the amount on hand is
more than can be sold in the foreseeable future and that does not meet management’s criteria to be held in reserve
for future sale or use.

o Obsolete — items that are no longer needed due to changes in technology, laws, customs, or operations.

e Unserviceable — damaged items that are more economical to dispose of than to repair.

OMA&S consists of tangible personal property to be consumed in normal operations and is categorized as one of the

above categories or in the additional listed category below:

e Held in reserve for future sale or use — items maintained because they are not readily available in the market or
because there is more than a remote chance that they will eventually be needed.

Stockpile materials are strategic and critical materials held due to statutory requirements for use in national defense,
conservation, or local/national emergencies. Refer to the financial statements of DOD, DOE and HHS for additional
information regarding stockpile materials.

Before selling any stockpile material, Congress must enact specific enabling legislation. When stockpile material is
authorized to be sold federal entities reclassify the material from held in reserve to held for sale and disclose as stockpile
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material held for sale. Stockpile material held for sale includes ores, metals, alloys, and medical supplies authorized for sale.
Other related property consists of the following:

Forfeited property consists of monetary instruments, intangible property, real property, and tangible personal
property acquired through forfeiture proceedings; property acquired by the government to satisfy a tax liability; and
unclaimed and abandoned merchandise. Please refer to the financial statements of DOJ and Treasury for additional
information regarding forfeited property.

Goods acquired under price support and stabilization programs are referred to as commodities. Commodities are
items of commerce or trade having an exchange value. Please refer to the financial statements of USDA for
additional information regarding commaodities.

Seized property includes monetary instruments, real property and tangible personal property of others in the actual
or constructive possession of the custodial entity. For additional information on seized property, refer to the
financial statements of DOJ and Treasury.

Foreclosed property consists of any asset received in satisfaction of a loan receivable or as a result of payment of a
claim under a guaranteed or insured loan (excluding commodities acquired under price support programs). For
additional information on foreclosed property, see Note 4—Loans Receivable, Net and Loan Guarantee Liabilities.
Also refer to the financial statements of USDA, VA, and HUD for additional information regarding foreclosed

property.

DOD comprises approximately 81.9 percent of the government’s inventory and related property, net, as of September
30, 2021. DOD followed SFFAS No. 21, Reporting Corrections of Errors and Changes in Accounting Principles and
corrected FY 2020 errors identified during the standalone audits of twenty-six component entities. As a result, FY 2020
OMG&.S has been restated to reflect the increase of $2.2 billion reported by DOD.

The following entities are the main contributors to the government’s reported inventory and related property, net of
$399.2 billion as of September 30, 2021. Refer to each entity’s financial statements for additional information.

DOD
DOE
Treasury
HHS
DHS
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Note 6. General Property, Plant, and Equipment, Net

General Property, Plant, and Equipment, net as of September 30, 2021, and 2020

Accumulated Accumulated

Depreciation/ Depreciation/

Cost Amortization Net Cost Amortization  Net
Restated
(In billions of dollars) 2021 2020
Buildings, structures, and facilities................... 674.1 381.3 2928 7915 487.9 303.6
Furniture, fixtures, and equipment................... 1,424.3 846.1 578.2 1,390.7 809.6 581.1
Construction iN ProgreSS.......vvveeeeeeeeernneeeeennnss 243.5 N/A 2435 201.2 N/A  201.2
Internal use software ..........cccvevvieveiinieeiiineees 61.3 38.3 23.0 56.8 35.4 21.4
0= To 22.3 N/A 223 22.1 N/A 221
Other general property, plant, and equipment ..  33.1 16.0 171 30.5 20.0 10.5
Igtta' SR [P, (AR, Sl CRURIET: 5 /g o 1,281.7 1,176.9 2,492.8 1,352.9 1,139.9

Note: "N/A" indicates not applicable.

DOD comprises approximately 68.8 percent of the government’s reported general PP&E, as of September 30, 2021.
DOD continues to implement SFFAS No. 50, Establishing Opening Balances for General Property, Plant, and Equipment
which permits alternative methods in establishing opening balances for general PP&E and has elected to exclude land and
land rights. The total acreage excluded was 23,566,363 as of September 30, 2021 and 23,521,368 as of September 30, 2020.
DOD followed SFFAS No. 21, Reporting Corrections of Errors and Changes in Accounting Principles and corrected FY
2020 errors identified during the standalone audits of 26 component entities. As a result, FY 2020 total PP&E is restated to
reflect the decrease of $5.1 billion reported by DOD for the net book value of buildings, structures, facilities, construction-in-
progress, and other general PP&E.

The following entities are the main contributors to the government’s reported general PP&E net of $1,176.9 billion as of
September 30, 2021. Please refer to each entity’s financial statements for additional information.

e DOD e DOI e VA
e DOE e USPS e TVA
e GSA e DHS e State
e DOC o SI e DOJ
e Treasury e SSA e DOT
e HHS e NASA

Certain PP&E are multi-use heritage assets, see Note 27—Stewardship Property, Plant, and Equipment for additional
information on multi-use heritage assets.
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Note 7. Investments

Investments as of September 30, 2021

(In billions of dollars) Level1 Level2 Level 3 Other Total

Pension Benefit Guaranty Corporation:

Asset backed/mortgage backed securities.................. - 8.7 - - 8.7
Corporate bonds and other .............ooeevviiiviiniinineennnnn, - 24.4 - - 24.4
International fixed maturity SeCUrities ...........cccoeeevuneenn, - 7.9 - - 7.9
EQUILY SECUNMTIES .uuivuiriiiiiiiieieei e e 2.5 0.1 - 13.2 15.8
Pooled fundsS.......ccouuveiiiiiiiiiec e 0.1 - - 5.9 6.0
Real estate and real estate investment trusts ............. 1.7 - - 0.5 2.2
Other SECUMLIES .. ivuiieieiiiii et e e e e eaneens - 7.3 0.2 2.7 10.2
Total Pension Benefit Guaranty Corporation ............ 4.3 48.4 0.2 22.3 75.2
National Railroad Retirement Investment Trust:
U.S. BQUILY ceeereieeeeiieeeeei e eeei e e ees e e e e e e eens e eeenns 8.4 - - - 8.4
NON-U.S. EQUILY ....evuiriiiiiiiiiieeeceieee e enneeaes 6.8 - - - 6.8
Private @qUILY .....ccevuiiieeiiiieiiis e e e eeens - - - 4.0 4.0
Global fixed INCOME .......cccviiiiiiiiiiii e 0.1 2.7 - 0.5 3.3
Global real @SSetsS........cceuuiiiiiiiiieiiiei e 0.5 - - 2.2 2.7
Absolute return mandates ..........cccevvveiireeiiieiiinieiinnenns - - - 0.9 0.9
Opportunistic Mandates ........ccocuuvevieiiiiinieiniieeeeienens - - - 0.7 0.7
Total National Railroad Retirement Investment Trust 15.8 2.7 - 8.3 26.8
Tennessee Valley Authority:
Commingled funds measured at net asset value......... - - - 3.0 3.0
EQUItY SECUNMTIES .uuivuiiiiiiiiiieiecic e 1.6 - - - 1.6
Corporate debt SECUrtieS .......vveeerieiieiiiieeeeiieeeeeennnn, - 1.8 - - 1.8
Private equity measured at net asset value ................ - - - 1.7 1.7
Private real assets measured at net asset value.......... - - - 1.0 1.0
Private credit measured at net asset value.................. - - - 0.4 0.4
Other SECUMLIES .. ivuiiriiiiiii e 1.5 1.5 0.1 0.5 3.6
Total Tennessee Valley Authority ...........ccccoeevevnnnneee. 3.1 3.3 0.1 6.6 131
Department of the Treasury.........ccoovveviveeieiiinieenneeennn, 5.3 - - - 5.3
Department of Defense .........ccevivieiiiiiieeeeiiieeeeieeeeenn, - - - 11.4 114
Smithsonian INStitutioN ..........covviiiiiiiii e, 0.5 - - 2.4 2.9
2 ] 1 1= - - 0.1 0.4 0.5

Total INVESIMENTS ..vuivieiirieeriee e reeee e enseeeeneenenrenens 29.0 54.4 0.4 51.4 135.2
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Investments as of September 30, 2020

(In billions of dollars) Level 1 Level2 Level3 Other ResEI_a;f;
Pension Benefit Guaranty Corporation:
Asset backed/mortgage backed securities.................. - 5.3 - - 5.3
Corporate bonds and other ...........ccoooviiiiiiiiiiiinicnnnnn, - 20.6 - - 20.6
International fixed maturity securities ...............cceeeeee. - 9.2 - - 9.2
EQUItY SECUNMEIES ..oevuuiiiiiiiiiiiiieeiiieeeie e e ein e e eaaas 2.8 0.9 - 20.2 23.9
Pooled funds........cccoeeeiiiiinii e, 0.1 - - 0.8 0.9
Real estate and real estate investment trusts ............. 15 - - 1.3 2.8
Other SECUMLIES .. ivuiiriiiieeieiieei e e e e e e eaeneens - 10.3 - 2.4 12.7
Total Pension Benefit Guaranty Corporation ............ 4.4 46.3 - 24.7 75.4
National Railroad Retirement Investment Trust:
U.S. BQUILY ceeereieeeetieeeeei e eeei e e eei e e eei e e een e eeenns 6.0 - - - 6.0
NON-U.S. EQUILY ...ueruiriiiiiiiiieeieei e e e ene e enes 6.0 - - - 6.0
Private @qUILY .....ccevuiiieeiiieeeis e - - - 2.8 2.8
Global fixed INCOME .......cceviiiiiiiiciiee e 0.1 3.6 - 0.4 4.1
Global real assets......cccoviiiiiiiiiiiiiii 0.9 - - 2.2 3.1
Absolute return mandates .......cccovveviiiiiiiiiiiieea, - - - 1.6 1.6
Total National Railroad Retirement Investment Trust 13.0 3.6 - 7.0 23.6
Tennessee Valley Authority:
Commingled funds measured at net asset value......... - - - 2.4 2.4
EQUItY SECUNMTIES .uuivuiiiiiiiiiiciee e 2.2 - - - 2.2
Corporate debt SECUTtIeS .......vveeeeieeieeiiieeeeeieeeeennnnn, - 1.8 - - 1.8
Private equity measured at net asset value ................ - - - 1.2 1.2
Private real assets measured at net asset value.......... - - - 0.8 0.8
Private credit measured at net asset value.................. - - - 0.2 0.2
Other SECUIMLIES .. ivuiiiieiieeiei et e e e e eaneens 0.6 1.1 0.1 0.6 2.4
Total Tennessee Valley Authority .......cccccovveviiniinnnns 2.8 2.9 0.1 5.2 11.0
Department of the Treasury.........ccooeveviieeeiiiinieenneeennn, 5.8 - - - 5.8
Department of Defense .........ccevviiviiiiiiieiiiiieeeeeieeeeeen, - - - 11.4 114
Smithsonian INStitutioN ..........cooviiiiiiiii e, 0.4 - - 1.8 2.2
2 0] 1 1= - - - 0.4 0.4
Total INVESIMENTS ...cvuiiiiiiiicii e, 26.4 52.8 0.1 50.5 129.8
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PBGC, NRRIT, TVA, and Smithsonian Institution apply financial accounting and reporting standards issued by FASB
and such entities, as permitted by SFFAS No. 47, Reporting Entity are consolidated into the U.S. government’s consolidated
financial statements without conversion to accounting and reporting standards issued by the FASAB. PBGC, NRRIT, and
TVA also hold investments in Treasury securities which are not included in the above tables, as such investments are
eliminated in consolidation.

In FY 2021, a change in presentation occurred to provide clarity and traceability. The investment table reports security
level detail using FV measurement by entity and the table reporting securities as held-to-maturity, available-for-sale, and
trading securities was removed.

DOD restated their FY 2020 other investments to $11.4 billion due to the investments being understated by $7.9 billion
previously. The correction was due to recording of the value of real property non-cash assets conveyed under long-standing
MHPI agreements, generally at the beginning of the individual agreement.

PBGC ensures pension benefits of participants in covered single-employer and multiemployer defined benefit pension
plans and values its financial assets at estimated FV consistent with the standards issued by FASB for pension plans. PBGC’s
investments are used to pay future benefits of covered participants.

NRRIT on behalf of the RRB, manages and invests railroad retirement assets that are to be used to pay retirement
benefits to the nation’s railroad workers under the RRP. As an investment company, NRRIT is subject to accounting
standards for investment companies issued by FASB.

TVA’s investments consist of amounts held in the Nuclear Decommissioning Trust, Asset Retirement Trust,
Supplemental Executive Retirement Plan, and Deferred Compensation Plan. TVA’s qualified benefit pension plan is funded
with qualified plan assets.

Treasury’s investments consist of foreign currency holdings invested in interest bearing securities issued or held through
foreign governments or monetary authorities and include held-to-maturity debt and equity securities that are valued at net
investment.

Certain other investments reported by DOD represent joint ventures with private developers constructing or improving
military housing on behalf of the department.

Please refer to PBGC, NRRIT, TVA, Treasury, DOD, and Smithsonian’s financial statements for additional information
on these investments and FV measurement.

Fair Value Measurement

Investments are recorded at FV and have been categorized based upon a FV hierarchy, in accordance with FASB ASC
Topic 820. FV is a market-based measurement. For some assets, observable market transactions or market information might
be available. For other assets, observable market transactions and market information might not be available. However, the
objective of a FV measurement in both cases is the same--to estimate the price at which an orderly transaction to sell the asset
would take place between market participants at the measurement date under current market conditions.

When a price for an identical asset is not observable, a reporting entity measures FV using another valuation technique
that maximizes the use of relevant observable inputs and minimizes the use of unobservable inputs. Because FV is a market-
based measurement, it is measured using the assumptions that market participants would use when pricing the asset,
including assumptions about risk. As a result, a reporting entity’s intention to hold an asset is not relevant when measuring
FV.

The measurement of FV of an asset is categorized with different levels of FV hierarchy as follows:

o Level 1—Unadjusted quoted prices in active markets for identical assets that the reporting entity can access at the

measurement date.

e Level 2—Inputs other than quoted prices included with Level 1 that are observable for the asset, either directly or
indirectly.

e Level 3—Unobservable inputs for the asset.

e Other—This category is not part of the FV hierarchy and contains certain investments that are measured at FV using
NAV per share useful method, joint ventures, and held to maturity debt securities measured at amortized cost. Please
refer to PBGC, NRRIT, and TVA’s financial statements for additional information on investments priced by NAV
share (or its equivalent) practical expedient and DOD’s financial statements for additional information about joint
ventures.
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Note 8. Investments in Special Purpose Vehicles

Investments in Special Purpose Vehicles as of September 30, 2021

Cumulative

Gross Valuation
(In billions of dollars) Investments Gain (Loss) Fair Value
Main Street Lending Programs.......c.c.ccceevevuieiennnnn, 16.6 (1.0 15.6
Municipal Liquidity Facility ..........ccccooevevviiiiinnnnnnn, 6.3 0.2 6.5
Term Assets Lending Facility .........ccoceevevvieniiennennn, 3.5 - 3.5
Total investments in Special Purpose Vehicles 26.4 (0.8) 25.6
Common StOCK WarrantSt.........ccuvvverneeereeennneennnnnn, 0.8
TOtal ce e 26.4

lInvestments in common stock warrants are included due to the nature of funding and purpose of financial assistance to provide payroll
support to aviation workers during the pandemic. Common stock warrants gross investment cost is $0.9 billion.

Investments in Special Purpose Vehicles as of September 30, 2020

Cumulative

Gross Valuation
(In billions of dollars) Investments Gain (Loss) Fair Value
Corporate Credit Facilities ..........cooeviveiiieiiiiniinnnnn, 37.5 (0.1) 37.4
Main Street Lending Programs...........ccccoevveennneeen, 37.5 4.3) 33.2
Municipal Liquidity Facility .......cccccovievieniiiiieiennne, 17.5 (0.2) 17.3
Term Assets Lending Facility ..........ccoooveeeeinieeennnn, 10.0 (0.2) 9.9
Commercial Paper Funding Facility ............c.......... 10.0 0.1 10.1
Total investments in Special Purpose Vehicles 112.5 (4.6) 107.9
Common StoCK WarrantS!........ccuuvvveveeeneeennnnennnnnn, 0.5
TOtaAl e 108.4

Investments in common stock warrants are included due to the nature of funding and purpose of financial assistance to provide payroll
support to aviation workers during the pandemic. Common stock warrants gross investment cost is $0.4 billion

Pursuant to the CARES Act enacted in FY 2020, in response to the COVID-19 pandemic, the government invested in
SPVs established by the Federal Reserve Board through the FRBNY and FRBB for the purpose of enhancing the liquidity of
the U.S. financial system. SPV investments are accounted for as equity investments at FV, rather than as direct loans, as these
instruments do not meet the criteria of SFFAS No. 2, Accounting for Direct Loans and Loan Guarantees. Accordingly,
changes in the FV of these investments are recorded as gains or losses. In FY 2021, SPV gross investments decreased by
$86.1 billion partly from the result of Treasury and the Federal Reserve canceling or amending four of the five SPV
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agreements, and the Federal Reserve returning $62.2 billion in equity investments to Treasury. The Federal Reserve also sold
its remaining investment in two of the SPVs and returned an additional $23.9 billion in equity investments to Treasury.

The FV of SPV equity investments is determined by using available market pricing data, risk-free discount rates, market
pricing of floating interest-rate swaps, and contractual instrument terms to estimate scenario-specific, risk-neutral cash flows
for the SPVs. For determining market pricing data, active market prices for the CCF and TALF programs that own publicly
traded securities, Bloomberg estimated prices for the MLF program which owns securities that do not have active market
prices but have estimated prices in Bloomberg, or market prices for baskets of comparable publicly traded bonds for the MSF
program, based on relevant bond attributes such as instrument credit rating, time to maturity, issuer industry, coupon rate, and
call provisions. Contractual instrument terms and market derived, risk-neutral loss rates and, where applicable, market
pricing of floating interest-rate swaps are used to estimate scenario specific, risk-neutral cash flows which are discounted
using risk-free discount rates.

In deriving the FV of SPV investments, Treasury relied upon market observed prices for SPV purchased assets and
collateral, market prices for comparable assets, asset valuations performed by third parties, historical asset data, discussions
with subject matter experts within Treasury, and other information pertinent to the valuation were relied on. Because the
instruments are not publicly traded, there is no comparable trading information available. The fair valuations rely on
significant unobservable inputs that reflect assumptions about the expectations that market participants would use in pricing.

Under SFFAS No. 47, Reporting Entity criteria, SPVs were owned or established by the federal government. The
relationship with the federal government represents non-permanent intervention designed to help mitigate the economic
impacts. These entities are classified as disclosure entities based on their characteristics as a whole. Accordingly, these
entities are not consolidated into the U.S. government’s consolidated financial statements; however, the value of the
investments in these entities, changes in value, and related activity with these entities are included in the U.S. government’s
consolidated financial statements.

The SPVs invest certain funds in Treasury issued nonmarketable SPV securities. As of September 30, 2021, and 2020,
the total amount of SPV securities outstanding was $22.0 and $96.0 billion in Treasury issued SPV securities respectively.
Please see Note 13—Federal Debt and Interest Payable. For additional information regarding COVID-19 relief, CARES Act
funding, and amendments of SPV agreements refer to Treasury’s financial statements and Note 30—COVID-19 Activity.

Corporate Credit Facilities LLC

On April 13, 2020, the FRBNY established the CCF as the SPV to facilitate both the PMCCF and the SMCCF programs
in support of providing the flow of credit to employers through corporate bond and loan issuances. The FRBNY lends to the
SPV on a recourse basis. The PMCCF was intended to purchase qualified bonds from eligible issuers and purchases portions
of syndicated loans or bonds at issuance, giving issuers access to credit so that they are better able to maintain business
operations and capacity during the period of disruption caused by COVID-19. The SMCCF supported the flow of credit to
employers by providing liquidity to the market for outstanding corporate bonds. The FRBNY loans are secured by all the
assets of the SPV. On December 29, 2020, Treasury’s undisbursed investment commitment of $37.5 billion was canceled
pursuant to the amended SPV LLC agreement, and excess funds of $23.6 billion were returned to Treasury on January 5,
2021. As of December 31, 2020, the SPV ceased purchasing of eligible notes. The FRBNY sold the credit holdings in the
SPV and on September 24, 2021, returned to Treasury the remaining outstanding equity contribution of $13.9 billion and
$17.0 million of interest earnings on special nonmarketable Treasury securities invested within the SPV. Final dissolution of
the CCF SPV is expected in early FY 2022, and Treasury will be entitled to an additional amount equal to 90.0 percent of the
cash balance in all of the other accounts of the SPV.

Main Street Lending Program

On May 18, 2020, the FRBB established the MSF to support lending to small and medium-sized businesses that were in
sound financial condition before the onset of the COVID-19 pandemic and have good post-pandemic prospects. Using loans
from the FRBB, the SPV purchases 95.0 percent participations in loans originated by eligible lenders, while the lender retains
5.0 percent. Loans issued under the MSF program have a five-year maturity, principal payments are deferred for two years,
and interest payments are deferred for one year. Treasury had initially committed to contribute up to $75.0 billion in capital
in the single common SPV in connection with the MSF. On June 1, 2020, Treasury acquired an equity interest in the SPV by
transferring a combination of CARES Act appropriated and Treasury borrowed funds for an aggregate total of $37.5 billion
to the MSF to cover potential losses incurred by the FRBB in connection with this program. On December 29, 2020,
Treasury’s undisbursed investment commitment of $37.5 billion was canceled pursuant to the amended SPV LLC agreement,
and excess funds of $20.9 billion were returned on January 8, 2021. The SPV ceased purchasing of loan participations on
January 8, 2021.
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Municipal Liquidity Facility LLC

On May 1, 2020, the FRBNY established the MLF SPV to help state and local governments manage cash flow
pressures while continuing to serve households and businesses in their communities. The FRBNY lends to the MLF SPV, on
a recourse basis, to allow the facility to purchase short-term notes directly from eligible U.S. states (including the D.C.),
counties and cities. On May 26, 2020, Treasury acquired an equity interest in the SPV by transferring a combination of
CARES Act appropriated and Treasury borrowed funds for an aggregate total of $17.5 billion to the MLF LLC to cover
potential losses incurred by FRBNY in connection with this program. On December 29, 2020, Treasury’s undisbursed
investment commitment of $17.5 billion was canceled pursuant to the amended SPV LLC agreement, and excess funds of
$11.2 billion were returned to Treasury on January 5, 2021. The SPV ceased purchasing eligible notes on December 31,
2020.

Term Asset-Backed Securities Loan Facility Il LLC

FRBNY established the TALF SPV on March 23, 2020, to support the flow of credit to consumers and businesses for
purposes of stabilizing the U.S. financial system. The TALF facilitates the issuance of Asset Backed Securities backed by
student loans, auto loans, credit card loans, loans guaranteed by the SBA, commercial mortgages, and certain other assets. On
June 16, 2020, Treasury acquired an equity interest in the SPV by committing to and transferring a combination of CARES
Act appropriated and Treasury borrowed funds for an aggregate total of $10.0 billion to the TALF to cover potential losses
incurred by the FRBNY in connection with this program. On January 5, 2021, excess funds of $6.5 billion were returned to
Treasury pursuant to the amended SPV LLC agreement. No new credit extensions were made after December 31, 2020.

Commercial Paper Funding Facility Il LLC

On March 30, 2020, the FRBNY established the CPFF to provide liquidity to short-term funding markets by purchasing
three-month unsecured and asset-backed commercial paper directly from eligible issuers. To cover potential losses incurred
by FRBNY in connection with this program, on April 13, 2020, Treasury made a capital contribution in the CPFF SPV by
transferring $10.0 billion of core ESF funds to the SPV in exchange for a preferred equity interest in the SPV. The SPV
ceased purchasing commercial paper on March 31, 2021. Commencing June 29, 2021 and concluding July 7, 2021, the
FRBNY made final distributions to Treasury for $10.0 billion of capital contribution. These investments were provided to
ESF, which reinvested them in overnight, nonmarketable U.S. Treasury securities. The CPFF SPV was terminated as of July
8, 2021.

Common Stock Warrants

Common stock warrants provide Treasury with the right to purchase shares of common stock or receive a cash payment.
The number of warrants required is equal to 10.0 percent of the principal amount of the note issued by the participant,
divided by an exercise price. The warrants are exercisable for a five-year term. In accordance with the warrant agreement
between Treasury and each recipient, Treasury acknowledges the warrants are not registered under the Securities Act of 1933
and may not be sold without such registration or an exemption. Additionally, the warrants received do not entitle Treasury to
any voting rights or other rights of a shareholder before the date of exercise. Common stock warrants are not considered to be
SPVs but are included here due to the nature of their funding and purpose.
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Note 9. Investments in Government-Sponsored Enterprises

Investments in GSEs as of September 30, 2021
Cumulative
Gross Valuation Fair
(In billions of dollars) Investments Gain/(Loss) Value
Fannie Mae senior preferred StoCK .........ccccvvviiviiiinneennnn. 158.7 (38.2) 120.5
Freddie Mac senior preferred stock ...........cccceeviiviiinninnes 94.9 0.1 95.0
Fannie Mae warrants common StocK ............ccceevievnniennnn. 3.1 0.4 3.5
Freddie Mac warrants common StocK ..........ccccooeeeevniieees 2.3 (0.4) 1.9
Total investments in GSES ........ccevvviieiiniiiceineeeeiin, 259.0 (38.1) 220.9
Investments in GSEs as of September 30, 2020
Cumulative
Gross Valuation Fair
(In billions of dollars) Investments Gain/(Loss) Value
Fannie Mae senior preferred StocK .......cc.ccovveviiiiiniiennnen, 137.8 (79.5) 58.3
Freddie Mac senior preferred stock ...........ccccoevvieeeininees 83.9 (46.0) 37.9
Fannie Mae warrants common StocK .............cccevvevnneennnn. 3.1 5.2 8.3
Freddie Mac warrants common StoCK ...........cccvvvieenneennnn. 2.3 2.1 4.4
Total investments iN GSES .........ccvviiviiieiiiieieiineeecee, 227.1 (118.2) 108.9

Congress established Fannie Mae and Freddie Mac as GSEs to provide stability and increase liquidity in the secondary
mortgage market and to promote access to mortgage credit throughout the nation. A key function of the GSEs is to purchase
mortgages, package those mortgages into securities, which are subsequently sold to investors, and guarantee the timely
payment of principal and interest on these securities.

Congress passed the Housing and Economic Recovery Act of 2008 (P.L. 110-289) in July 2008 in response to the
financial crisis that year and the increasingly difficult conditions in the housing market which challenged the soundness and
profitability of the GSEs and thereby threatened to undermine the entire housing market. This act created FHFA, with
enhanced regulatory authority over the GSEs, and provided the Secretary of the Treasury with certain authorities intended to
ensure the financial stability of the GSEs, if necessary. In September 2008, FHFA placed the GSEs under conservatorship
and Treasury invested in the GSEs by entering into a SPSPA with each GSE. These actions were taken to preserve the GSEs’
assets, ensure a sound and solvent financial condition, and mitigate systemic risks that contributed to market instability.

The purpose of such actions is to maintain the solvency of the GSEs so they can continue to fulfill their vital roles in the
mortgage market while the Administration and Congress determine what structural changes should be made to the housing
finance system. Draws under the SPSPAs would result in an increased investment in the GSEs as further discussed below.
Under SFFAS No. 47, Reporting Entity criteria, Fannie Mae and Freddie Mac were owned or controlled by the federal
government only as a result of: a) regulatory actions (such as organizations in receivership or conservatorship); or b) other
federal government intervention actions. Under the regulatory or other intervention actions, the relationship with the federal
government was and is not expected to be permanent. These entities are classified as disclosure entities based on their
characteristics as a whole. Accordingly, these entities are not consolidated into the U.S. government’s consolidated financial
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statements; however, the value of the investments in these entities, changes in value, and related activity with these entities
are included in the U.S. government’s consolidated financial statements.

Senior Preferred Stock Purchase Agreements

In return for committing to maintain the GSEs’ solvency by making a quarterly advance of funds to each GSE in an
amount equal to any excess of the GSEs’ total liabilities over its total assets as of the end of the previous quarter, Treasury
initially received from each GSE: 1) 1,000,000 shares of non-voting variable liquidation preference senior preferred stock
with a liquidation preference value of $1,000 per share; and 2) a non-transferable warrant for the purchase, at a nominal cost,
of 79.9 percent of common stock on a fully-diluted basis. The warrants expire on September 7, 2028. Treasury was entitled to
distributions on the senior preferred stock equal to 10.0 percent per annum fixed rate dividend on the total liquidation
preference (as discussed below). This dividend structure was changed in the third amendment in August 2012 to a variable
equivalent to the GSEs’ positive net worth above a capital reserve amount. The capital reserve amount was initially set at
$3.0 billion for calendar year 2013 and, upon nearing its scheduled decline to zero, was reset at $3.0 billion in calendar year
2017. On September 27, 2019, Treasury and FHFA amended the SPSPAS to increase the capital reserve amounts of Fannie
Mae and Freddie Mac to $25.0 billion and $20.0 billion, respectively. In exchange, Treasury’s liquidation preference in each
GSE was scheduled to gradually increase up to the adjusted capital reserve amounts based on the quarterly earnings of each
GSE.

On January 14, 2021, Treasury and FHFA further amended the SPSPAs to replace the prior variable dividend with an
alternative compensation plan for Treasury that permits the GSEs to continue their recapitalization efforts, as prescribed by
the GSE capital framework finalized by FHFA in 2020. Under the amended SPSPAs, each GSE is permitted to retain capital
until the GSE has achieved its regulatory minimum capital requirement, including buffers (i.e., the capital reserve end date),
at which point its cash dividend obligations will resume along with the obligation to pay a periodic commitment fee. As
compensation to Treasury for the replacement of the variable dividend, the liquidation preference of Treasury’s senior
preferred stock in each GSE will increase by the amount of retained capital until each GSE has achieved its capital reserve
end date.

Additionally, the January 14 amendment, among other things, imposed restrictions on certain GSE business activities,
including purchases of loans backed by investment properties, second homes, and multifamily properties, and on purchases
of loans with multiple high-risk characteristics or for cash consideration. On September 14, 2021, Treasury and FHFA agreed
to suspend certain business activity restrictions added to the SPSPAs by the January 14 amendment while FHFA undertakes a
review of the extent to which these requirements are redundant or inconsistent with existing FHFA standards, policies, and
directives. The suspension will terminate on the later of one year after September 14, 2021 or six months after Treasury
notifies the GSEs. Upon conclusion of FHFA’s review, Treasury expects FHFA to propose more permanent changes to the
affected covenants, which may include recalibration of the restrictions or outright termination.

As of September 30, 2021, Treasury’s liquidation preference in Fannie Mae and Freddie Mac increased by $20.9 billion
and $11.0 billion, respectively. As of September 30, 2020, Treasury’s liquidation preference in Fannie Mae and Freddie Mac
increased by $10.8 billion and $6.6 billion, respectively. The GSEs will not pay a quarterly dividend until after the capital
reserve end date. Treasury received no cash dividends for the fiscal years ended September 30, 2021 and 2020, as the GSEs
had not achieved their capital reserve end date as of September 30, 2021, and their positive net worth was below the
permitted capital reserve amounts as of September 30, 2020.

The SPSPASs, which have no expiration date, require that Treasury will disburse funds to either GSE if, at the end of any
quarter, the FHFA determines that the liabilities of either GSE exceed its assets. Draws from Treasury under the SPSPAs are
designed to ensure that the GSEs maintain positive net worth, with a fixed maximum amount available to each GSE under
this agreement established as of December 31, 2012 (refer to the “Contingent Liability to GSEs” section below and Note
22—Contingencies). Draws against the funding commitment of the SPSPAs do not result in the issuance of additional shares
of senior preferred stock; instead, they increase the liquidation preference of the initial 1,000,000 shares by the amount of the
draw. The combined cumulative liquidation preference totaled $254.0 billion and $222.0 billion as of September 30, 2021
and 2020, respectively. There were no payments to the GSEs for the fiscal years ended September 30, 2021 and 2020.

Senior Preferred Stock and Warrants for Common Stock

In determining the FV of the senior preferred stock and warrants for common stock, Treasury relied on the GSEs’
public filings and press releases concerning their financial statements, as well as non-public, long-term financial forecasts,
monthly summaries, quarterly credit supplements, independent research regarding preferred stock trading, independent
research regarding the GSEs’ common stock trading on the OTC Bulletin Board, discussions with each of the GSEs and
FHFA, and other information pertinent to the valuations. Because the senior preferred stock is not publicly traded, there is no
comparable trading information available. The fair valuation of the senior preferred stock relies on significant unobservable
inputs that reflect assumptions about the expectations that market participants would use in pricing.
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The FV of the senior preferred stock considers forecasted cash flows to equity holders and the traded prices of the other
equity securities, including the GSEs’ common stock and junior preferred stock. The FV of the senior preferred stock-as
measured by unobservable and observable inputs-increased as of September 30, 2021 when compared to September 30, 2020.
The increase primarily is due to higher projected cash flows, a decrease in the market value of the GSEs’ other equity
securities that comprise the GSEs’ total equity, and a lower discount rate.

Factors impacting the FV of the warrants include the nominal exercise price and the large number of potential exercise
shares, the market prices and trading volumes of the underlying common stock as of September 30, the principal market, and
the market participants. Other factors impacting the FV include, among other things, the holding period risk related directly
to the assumption of the amount of time that it will take to sell the exercised shares without depressing the market. The FV of
the warrants-as measured by observable inputs-decreased at the end of FY 2021, when compared to FY 2020, primarily due
to decreases in the Level 1 FV measurement of the market price of the underlying common stock of each GSE.

Estimation Factors

Treasury’s forecasts concerning the GSEs may differ from actual experience. Estimated senior preferred values and
future draw amounts will depend on numerous factors that are difficult to predict including, but not limited to, changes in
government policy with respect to the GSEs, the business cycle, inflation, home prices, unemployment rates, interest rates,
changes in housing preferences, home financing alternatives, availability of debt financing, market rates of guarantee fees,
outcomes of loan refinancings and modifications, new housing programs, and other applicable factors.

Contingent Liability to GSEs

As part of the annual process undertaken by Treasury, a series of long-term financial forecasts are prepared to assess, as
of September 30, the likelihood and magnitude of future draws to be required by the GSEs under the SPSPAs within the
forecast time horizon. Treasury used 25-year financial forecasts prepared through years 2046 and 2045 in assessing if a
contingent liability was required as of September 30, 2021 and 2020, respectively. If future payments under the SPSPAs are
deemed to be probable within the forecast horizon, and Treasury can reasonably estimate such payment, Treasury will accrue
a contingent liability to the GSEs to reflect the forecasted equity deficits of the GSEs. Treasury does not discount this accrued
contingent liability, nor take into account any of the offsetting dividends that could be received, as the dividends, if any,
would be owed directly to the General Fund. Treasury will adjust such recorded accruals in subsequent years as new
information develops or circumstances change.

Based on Treasury’s annual assessment, there were no probable future funding draws as of September 30, 2021 and
2020, and thereby accrued no contingent liability. However, as of September 30, 2021, it is reasonably possible that a period
of sustained economic and housing market volatility could potentially cause the GSEs to generate quarterly losses of
sufficient magnitude to result in future funding draws against the funding commitment. Due to challenges quantifying future
market volatility or the timing, magnitude, and likelihood of such events, Treasury could not estimate the total amount of this
reasonably possible future funding liability as of September 30, 2021 and 2020. There were no payments to the GSEs for
fiscal years ended September 30, 2021 and 2020. At September 30, 2021 and 2020, the maximum remaining contractual
commitment to the GSEs for the remaining life of the SPSPAs was $254.1 billion. Subsequent funding draws will reduce the
remaining commitments. Refer to Note 21—Commitments for a full description of other commitments and risks.

In assessing the need for an estimated contingent liability, Treasury relied on the GSEs’ public filings and press
releases, including their financial statements, monthly business summaries, and quarterly credit supplements, as well as non-
public, long-term financial forecasts, the FHFA House Price Index, discussions with each of the GSEs and FHFA, and other
information pertinent to the liability estimates. The forecasts prepared in assessing the need for an estimated contingent
liability as of September 30, 2021 include two potential scenarios, with varying assumptions regarding the continuation of the
GSEs’ new business activities, including purchasing mortgage loans and issuing new guaranteed MBS. The forecasts as of
September 30, 2021, also assumed the maintenance of the GSEs’ retained mortgage portfolios below the maximum permitted
under the amended SPSPAs.

Regulatory Environment

To date, Congress has not passed legislation nor has FHFA taken action to end the GSEs’ conservatorships. The GSEs
continue to operate under the direction of FHFA as conservator.

The Temporary Payroll Tax Cut Continuation Act of 2011 (P.L. 112-78) was funded by an increase of ten basis points
in the GSEs’ guarantee fees (referred to as “the incremental fees”) which began in April 2012, and is effective through
September 30, 2021. The incremental fees are remitted to Treasury and not retained by the GSEs and, thus, do not affect the
profitability of the GSEs. For fiscal years ended 2021 and 2020, the GSEs remitted to Treasury the incremental fees totaling
$4.9 billion and $4.2 billion, respectively.
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Note 10. Advances and Prepayments

Advances and Prepayments as of September 30, 2021, and 2020

(In billions of dollars) 2021 2020
Department of the Tre@SUIY ......oocveeiiiieiiniiiieii e 256.1 68.9
Department of Health and Human Services...........cccovvvviiiiiiiiiiinecnnnen, 70.1 106.1
Department Of DEfENSE ......cccuuiiiiiiiiieeei e 20.7 20.5
Department Of Labor........vvvveriiiiiiiiieiiiii e s e e e 13.0 8.2
70 1 = PPN 9.4 14.9

Total advances and PrepPaymMeENts .......veeeereeeeeerneeeeerseeeeerseesennneeees 369.3 218.6

In FY 2021, the presentation for advances and prepayments was modified to present the line item separately on the
Balance Sheet. The FY 2020 presentation was modified to conform to the FY 2021 presentation. Advances and prepayments
are assets that represent funds disbursed in contemplation of the future performance of services, receipt of goods, the
incurrence of expenditures, or the receipt of other assets. These include advances to contractors, grantees, Medicare
providers, and state, local, territorial, and tribal governments; travel advances; and prepayments for items such as rents, taxes,
insurance, royalties, commissions, and supplies.

Until such time as the goods or services are received, contract terms are met or progress has been made, or prepaid
expenses expired these should be recorded as assets. Any amounts that are subject to a refund at the time of completion
should be transferred to accounts receivable.

Treasury had the largest increase, $187.2 billion, to advances and prepayments for FY 2021. During FY 2020, Treasury
disbursed $149.5 billion in COVID-19 funds for financial assistance payments to state, local, territorial, and tribal
governments to cover eligible costs incurred as a result of the pandemic. Treasury disbursed an additional $276.7 billion in
FY 2021. The amounts disbursed during FY 2020 and FY 2021 were initially recorded as advances. The advances balance is
subsequently reduced as eligible costs are incurred. Funding for healthcare providers and suppliers under HHS's AAP during
FY 2020 of $103.6 billion were recorded as advances. Pursuant to the Continuing Appropriations Act, 2021 and Other
Extensions Act, CMS delayed repayment of these advances for one year from the date each provider or supplier's AAP was
issued. Collections of these amounts began in April 2021, which reduced the advances balance.
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Note 11. Other Assets

Other Assets as of September 30, 2021, and 2020
(In billions of dollars) 2021 2020
LRYETo 0] Fo (0] V= ] = 17.5 20.0
Investments in Multilateral Development Banks...........ccccoceviiiiiinieinnnnnn. 8.5 8.2
Buildout/enhancement of nationwide public safety broadband network.. 5.3 4.8
DOE's operating non-federal generation ..............cuveveeieeeneerernineerennnnns 3.4 3.5
L@ 1 = PP 4.0 6.2
TOtal Other ASSELS cvvvuuiiiiiiii et e e e e e eer e e eer e eees 38.7 42.7

In FY 2021, the presentation for other assets was modified to remove advances and prepayments and report that
information in a separate note, Note 10—Advances and Prepayments.

DOE and TVA record regulatory assets in accordance with FASB ASC Topic 980, Regulated Operations. The
provisions of this standard require that regulated enterprises reflect rate actions of the regulator in their financial statements,
when appropriate. These rate actions can provide reasonable assurance of the existence of an asset, reduce or eliminate the
value of an asset, or impose a liability on a regulated enterprise. In order to defer incurred costs under FASB ASC Topic 980,
a regulated entity must have the statutory authority to establish rates that recover all costs, and those rates must be charged to
and collected from customers. If rates should become market-based, FASB ASC Topic 980 would no longer be applicable,
and all the deferred costs under that standard would be expensed. DOE’s BPA is responsible for repaying Treasury for
transmission and power-generating assets owned by other entities based on this deferred cost. Other regulatory assets for
DOE include BPA’s fixed schedule of benefit payments for investor-owned utility customers, repayment of debt for
terminated nuclear projects, and deferred energy conservation measures relating to fish and wildlife. TVA’s regulatory assets
represent incurred costs that have been deferred because such costs are probable of future recovery in customer rates.

On behalf of the U.S., Treasury invests in certain MDB, through subscriptions to capital, which allows the MDB to
issue loans at market-based rates to middle-income developing countries. These paid-in capital investments are
nonmarketable equity investments valued at cost.

DOC’s cost contribution to buildout/continuing enhancement of the Nationwide Public Safety Broadband network
embodies future economic benefits to the National Telecommunications and Information Administration. Achieving this
important mission will ensure the operation and maintenance of the first high-speed, nationwide wireless broadband network
dedicated to public safety. Please refer to Note 29—Public-Private Partnerships for additional information.

DOE’s BPA is party to long-term contracts to acquire all the generating nuclear and hydroelectric capability of Energy
Northwest’s Columbia Generating Station and Lewis County Public Utility District’s Cowlitz Falls Hydroelectric Project.
These contracts require that BPA meet all the facilities’ operating, maintenance, and debt service costs until their license
termination dates.

Items included in Other are derivative assets, FDIC receivables from resolution activity, non-federal nuclear
decommissioning trusts, and the balance of assets held by the experience rated carriers participating in the Health Benefits
and Life Insurance Programs (pending disposition on behalf of OPM).
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Note 12. Accounts Payable

Accounts Payable as of September 30, 2021, and 2020
Adjusted
(In billions of dollars) 2021 2020
Department Of DEfENSE ....iiuuiiiiiiiiii e 39.4 36.1
SeCUrity ASSISTANCE ACCOUNES ....ccvuuuiiiiertuisienseseesi e rees e sersa s sers e aers s e seraasesennnses 17.5 15
Department of Veterans AffairS .......cuuriiieeeriieeiiis e et e e e e eeis s e e ear e e eennaeaee 13.7 12.8
Department Of tNE TIrEASUIY ....ccuuuuiieiitiieeiet e et eeee e e e et eeeear e e eeet s e eeeenn s e eeennnaaeees 7.3 4.4
General Services ADMINISIFAtION ......cuuvviiniiiiiiiiiiiii e 5.5 4.0
Department Of EQUCALION .......ceceruiieiiriieeeeti e et e e ees e e eei e e e eer e e e een s e e eeenn s eeeennnaeeee 5.0 3.8
Department Of ENEIQY ..c..ieeuiieuiiiiiietiieraeeaeeet e tei s ees s aesa s eeaasaesa s eenseansaenasaennsaennss 4.8 4.3
DepartMeEnt Of STALE .......ccuuuiiiieri i eeiirr et e e e e e e e e e eet e e e ern e e eeen s e eeennn s eeeennnsaeee 3.3 2.7
DepartMeENt Of JUSTICE ....vevruieeieiiieeiitseeeeets e e e ees e e e eet s e e e eet s e eeees s e e eessneeeensnseeaennnneanes 2.6 3.7
Department of HOmeland SECUNILY.........vieeeruieiiiiiiieiii e e e e eer e eenn e e 2.6 3.1
U.S. Agency for International DeVeIOPMENT..........uiiieiriiieeiiiiieeeeiiieeeeeiiaseeeeerseeeennaeeee 2.6 2.5
Department of AQHCUITUIE .......coeuu it e e e e e et e e e een e e eennn s eeees 2.4 3.7
LR T 0] = LS =] o 2.3 21
|01 = PPN 14.1 14.3
QI ] t= L= Lo oo TU ] 0L 3 o= 1= 1o 123.1 99.0

Accounts payable includes amounts due for goods and property ordered and received, services rendered by other than
federal employees, cancelled appropriations for which the U.S. government has contractual commitments for payment, and
non-debt related interest payable.

For FY 2020, VA reported a retrospective change in accounting regarding obligations for hospital care or medical
services. The accounts payable balance was adjusted from $18.9 billion to $12.8 billion and was previously reported in Note
14—Federal Employee and Veteran Benefits Payable.
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Note 13. Federal Debt and Interest Payable

Federal Debt and Interest Payable as of September 30, 2021, and 2020 (held by the public)
Average Interest
Net Rate
(In billions of dollars) 2020 Change 2021 2021 2020
Treasury securities:
Marketable securities:
Treasury bills ........cccevveveiinnnnnns 5,028.1 (1,315.2) 3,712.9 0.1% 0.2%
Treasury NOtES ......ccvvvveeeernneeenns 10,655.9 1,914.6 12,570.5 1.4% 1.9%
Treasury bonds ...........cccevviveees 2,668.1 672.7 3,340.8 3.1% 3.5%
Treasury inflation-protected
securities (TIPS) ....ccoccvvveevennnnnn. 1,522.4 129.6 1,652.0 0.5% 0.7%
Treasury floating rate notes
(FRN) covniieeiieeeceienesevin e 478.3 101.0 579.3 0.4% 0.3%
Total marketable Treasury
SECUNMLIES .ivuirieeiieienireieeneneenes 20,352.8 1,502.7 21,855.5
Nonmarketable securities............. 666.0 (238.6) 427.4 1.3% 1.1%
Net unamortized
premiums/(discounts) ................ (26.7) (0.2) (26.8)
Total Treasury securities, net
({0101 ][ To) PP 20,992.1 1,264.0 22,256.1
Agency securities:
Tennessee Valley Authority.......... 19.8 (0.5) 19.3
All other agencies...........cceevueeees 0.1 (0.1) -
Total agency securities, net of
unamortized premiums and
diISCOUNLES .ivviiiiieiiiiies i 19.9 (0.6) 19.3
Accrued interest payable................. 70.9 (1.5 69.4
Total federal debt and interest
PAYAbIE oeviiiiiii 21,082.9 1,261.9 22,344.8
Types of marketable securities:
Bills—Short-term obligations issued with a term of 1 year or less.
Notes—Medium-term obligations issued with a term of 2-10 years.
Bonds-Long-term obligations of more than 10 years.
TIPS—Term of 5 years or more.
FRN-Term of 2 years.

Federal debt held by the public consists of securities outside the government by individuals, corporations, state or local
governments, FRBs, foreign governments, and other non-federal entities. The above table details government borrowing
primarily to finance operations and shows marketable and nonmarketable securities at face value less net unamortized
premiums and discounts including accrued interest.

Securities that represent federal debt held by the public are issued primarily by Treasury and include:

o Interest-bearing marketable securities (bills, notes, bonds, inflation-protected, and FRN).
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o Interest-bearing nonmarketable securities (Government Account Series held by fiduciary and certain deposit funds,

foreign series, state and local government series, domestic series, and savings bonds).

¢ Non-interest-bearing marketable and nonmarketable securities (matured and other).

In FY 2020, Treasury expanded its domestic series to include a new special nonmarketable Treasury security, known as
a SPV security. Treasury issued these securities to SPVs, which were established by the Federal Reserve to implement its
emergency lending facilities under Section 13(3) of the Federal Reserve Act to respond to the COVID-19 pandemic. The
total amount of SPV redemptions in FY 2021 was $74.0 billion and there were no issuances. An SPV security is a demand
deposit certificate of indebtedness for which interest accrues daily and is paid at redemption. As of September 30, 2021 and
2020, the total amount of SPV securities outstanding were $22.0 and $96.0 billion, respectively.

Gross federal debt, with some adjustments, is the sum of debt held by the public and intra-governmental debt holdings
(discussed on the next page) and is subject to a statutory ceiling (i.e., the debt limit). Prior to 1917, Congress approved each
debt issuance. In 1917, to facilitate planning in World War |, Congress and the President first enacted a statutory dollar
ceiling for federal borrowing. With the Public Debt Act of 1941 (P.L. 77-7), Congress and the President set an overall limit of
$65.0 billion on Treasury debt obligations that could be outstanding at any one time; since then, Congress and the President
have enacted a number of debt limit increases.

On August 2, 2019, the BBA of 2019 (P.L. 116-37) was enacted suspending the statutory debt limit through July 31,
2021. A delay in raising the statutory debt limit occurred from August 1, 2021 through December 15, 2021. During the period
of August 2, 2021 through December 15, 2021, Treasury departed from their normal debt management operations and
undertook extraordinary measures to avoid exceeding the statutory debt limit. On October 14, 2021, P.L. 117-50 was enacted
which raised the statutory debt limit by $480.0 billion, from $28,401.5 billion to $28,881.5 billion. Even with this increase,
extraordinary measures continued in order for Treasury to manage below the debt limit. On December 16, 2021, P.L. 117-73
was enacted, raising the debt limit by $2.5 trillion from $28,881.5 billion to $31,381.5 billion. On this date, Treasury
discontinued its use of extraordinary measures and resumed normal debt management operations.

As of September 30, 2021, and 2020, debt subject to the statutory debt limit was $28,401.4 billion and $26,920.4
billion, respectively. The debt subject to the limit includes Treasury securities held by the public and government guaranteed
debt of federal entities (shown in the table above) and intra-governmental debt holdings (shown in the following table). As
noted above, a delay in raising the statutory debt limit existed as of September 30, 2021. Many extraordinary measures taken
by Treasury during the period of August 2, 2021, through September 30, 2021, resulted in federal debt securities not being
issued to certain federal government accounts. See Note 19—Other Liabilities, Note 24—Fiduciary Activities and Note 31—
Subsequent Events for additional information.
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Intra-governmental Debt Holdings: Federal Debt Securities
Held as Investments by Government Accounts as of September 30, 2021, and 2020
Net

(In billions of dollars) 2020 Change 2021
Social Security Administration, Federal Old-Age and Survivors
INSUrance Trust FUNd.........cooeuuiiiiiiiiineciincci e eaas 2,811.2 (55.4) 2,755.8
Department of Defense, Military Retirement Fund................... 916.3 115.7 1,032.0
Office of Personnel Management, Civil Service Retirement
and Disability FUNG ..........ccuuiirieiiiieeeiine e e e e e eeeens 962.1 (36.3) 925.8
Department of Defense, Medicare-Eligible Retiree Health
Care FUNG ouiiiiicei e e e e e e e e e 268.9 20.8 289.7
Department of Health and Human Services, Federal
Supplementary Medical Insurance Trust Fund ...........c.c.ccoun... 87.5 83.2 170.7
Department of Health and Human Services, Federal Hospital
INSUranNCe TruSt FUNG.......c..vviriiiiiiieiiieeii e e enns 133.7 2.5 136.2
Federal Deposit Insurance Corporation, Deposit Insurance
Vo PR 108.9 6.6 115.5
Social Security Administration, Federal Disability Insurance
BI85 0 LT o PP 97.2 0.8 98.0
Department of Housing and Urban Development, FHA, Mutual
Mortgage Insurance Capital Reserve Account .............ccoeeueee. 67.9 26.2 94.1
Department of Energy, Nuclear Waste Disposal Fund............. 54.7 0.6 55.3
Department of Labor, Unemployment Trust Fund .................. 50.5 2.6 53.1
Pension Benefit Guaranty Corporation ..........ccccevevvveuieeniennnnns 45.6 4.7 50.3
Office of Personnel Management, Employees Life Insurance
L1 o S 49.1 1.1 50.2
Office of Personnel Management, Postal Service Retiree
Health Benefits FuNd ..........ccooviiiiiiiiiiec e 41.9 (3.1) 38.8
Office of Personnel Management, Employees Health Benefits
0o PP 28.3 (0.3) 28.0
U.S. Postal Service, Postal Service Fund.........c...cccevvevuneennnnns 15.0 9.7 24.7
Department of the Treasury, ESF ........cccoooiiiiiiiiiiiiiiieeennnn. 11.2 11.6 22.8
Department of State, Foreign Service Retirement and
Disability FUNA ...ccovuniiiiiiieieciie e e eains 20.0 0.3 20.3
National Credit Union Share Insurance Fund..............c........... 16.6 1.9 18.5
Department of Transportation, Airport and Airway Trust Fund.. 7.9 8.0 15.9
Pension Benefit Guaranty Corporation Deposit Fund .............. 12.9 2.1 15.0
Department of Housing and Urban Development, Guarantees
of Mortgage-Backed Securities Capital Reserve Account........ 8.4 5.8 14.2
Department of Commerce, Public Safety Trust Fund, NTIA ..... 7.7 4.5 12.2
Department of Transportation, Highway Trust Fund................. 12.1 (0.2) 12.0
All other programs and funds ............ccoooeiiiiiiniiiiiieeeeeen, 90.9 5.8 96.7

10 o] o) -1 PP 5,926.5 219.3 6,145.8
Total net unamortized premiums/(discounts) for intra-
JOVEINMENTAL ... eeiiieiie et e e e e e e ees 72.3 13.9 86.2

Total intra-governmental debt holdings, net....................... 5,998.8 233.2 6,232.0
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Intra-governmental debt holdings represent the portion of the gross federal debt held as investments by government
entities such as trust funds, revolving funds, and special funds. As noted above, the delay in raising the debt limit still existed
as of September 30, 2021. As such, suspension of certain investments of the Civil Service Retirement and Disability Fund
contributed to the decrease in the intra-governmental debt holdings balance for the fund.

Government entities that held investments in Treasury securities include trust funds that have funds from dedicated
collections. For additional information on funds from dedicated collections, see Note 23—Funds from Dedicated Collections.
These intra-governmental debt holdings are eliminated in the consolidation of these financial statements.
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Note 14. Federal Employee and Veteran Benefits Payable

Federal Employee and Veteran Benefits Payable as of September 30, 2021, and 2020
Adjusted
Civilian Military Total Total
(In billions of dollars) 2021 2020 2021 2020 2021 2020
Pension benefits........ccuvviiiiiiiiiiiiiiiiiiiienn, 2,361.8 2,2141 1,933.6 1,799.3 4,295.4 4,013.4
DONESe o NA  NA 43023 38631 43023 38631
Post-retirement health benefits................. 427.3 418.7 868.7 848.6 1,296.0 1,267.3
Veterans education and training benefits... - - 151.2 133.1 151.2 133.1
Life insurance benefits..........ccooevvviiennnnnen. 60.1 57.6 4.5 51 64.6 62.7
FECA benefits....uuveiiiiiiiieiiiiiiiiieeeeceininnnnn 29.2 30.6 7.7 7.8 36.9 38.4
Unfunded [eave ..........ccovevvvvvniiiieieeiennnnnnnn 10.3 10.0 16.8 15.7 27.1 25.7
Liability for other benefits ............cccceeeeeeee 1.7 1.6 7.8 10.2 9.5 11.8
Total federal employee and veteran
benefits payable ............cceeeviiiiiiiiiiinnnnn. 28904 27326 7,2926 6,682.9 10,183.0 9,415.5
Note: "N/A" indicates not applicable.

The government offers its employees retirement and other benefits, as well as health and life insurance. The liabilities
for these benefits, which include both actuarial amounts and amounts due and payable to beneficiaries and health care
carriers, apply to current and former civilian and military employees. The actuarial accrued liability represents an estimate of
the PV of the cost of benefits that have accrued, determined based on future economic and demographic assumptions.
Actuarial accrued liabilities can vary widely from year to year, due to actuarial gains and losses that result from changes to
the assumptions and from experience that has differed from prior assumptions.

OPM administers the largest civilian pension and post-retirement health benefits plans. DOD and VA administer the
military pension and post-retirement health benefit plans. Other significant pension plans with more than $10.0 billion in
actuarial accrued liability include those of the Coast Guard (DHS), Foreign Service (State), TVA, and HHS’s Public Health
Service Commissioned Corps Retirement System. Please refer to the financial statements of the entities listed for additional
information regarding their pension plans and other benefits.

In accordance with SFFAS No. 33, Pension, Other Retirement Benefits, and Other Postemployment Benefits: Reporting
the Gains and Losses from Changes in Assumptions and Selecting Discount Rates and Valuation Dates, entities are required
to separately present gains and losses from changes in long-term assumptions used to estimate liabilities associated with
pensions, ORB, and OPEB on the Statement of Net Cost. SFFAS No. 33 also provides a standard for selecting the discount
rate assumption for PV estimates of federal employee pension, ORB, and OPEB liabilities. The SFFAS No. 33 standard for
selecting the discount rate assumption requires it be based on a historical average of interest rates on marketable Treasury
securities consistent with the cash flows being discounted. Additionally, SFFAS No. 33 provides a standard for selecting
the valuation date for estimates of federal employee pension, ORB, and OPEB liabilities that establishes a consistent method
for such measurements. This SFFAS No. 33 does not apply to the FECA program.

To provide a sustainable, justifiable data resource for the affected entities, Treasury developed a model and
methodology for developing these interest rates in FY 2014.2 The model is based on the methodology used to produce the
HQM Yield Curve pursuant to the Pension Protection Act of 2006. As of July 2014, Treasury began releasing interest rate
yield curve data using this new Treasury’s TNC vyield curve, which is derived from Treasury notes and bonds. The TNC
yield curve provides information on Treasury nominal coupon issues and the methodology extrapolates yields beyond
30 years through 100 years maturity. The TNC yield curve is used to produce a Treasury spot yield curve (a zero coupon
curve), which provides the basis for discounting future cash flows.

In addition to the benefits presented in this note, federal, civilian, and military employees and federal entities contribute
to the TSP. The TSP is administered by an independent government entity, the FRTIB, which is charged with operating the

2Treasury’s HQM resource is available at: https://www.treasury.gov/resource-center/economic-policy/corp-bond-yield/Pages/TNC-Y C.aspx
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TSP prudently and solely in the interest of the participants and their beneficiaries. Please refer to Note 24—Fiduciary

Activities for additional information on the TSP.

For FY 2020, VA reported a retrospective change in accounting regarding obligations for hospital care or medical
services. This change in accounting principle increased the prior year liability for other benefits line by $6.2 billion. In FY
2020, the $6.2 billion was previously reported in Note 12—Accounts Payable.

Pension Benefits

Change in Pension Benefits

Civilian Military Total
(In billions of dollars) 2021 2020 2021 2020 2021 2020
Actuarial accrued pension liability,
beginning of fiscal year .........c..cccccevennnenn. 2,214.1 2,094.1 1,799.3 1,759.2 4,013.4 3,853.3
Pension expense:
Prior (and past) service costs from plan . ) ) ) _ )
amendments or new plans.....................
Normal COStS ...uvvviiiiiiieiie e 51.7 44.4 38.4 37.2 90.1 81.6
Interest on liability ........coovvevviieieeniinieenns 65.6 65.7 57.0 59.2 122.6 124.9
el (el silasaes e 46.2 16.3 47.4 19.4 93.6 35.7
EXPEIENCE) cevniirrniiernieiniieirieaeeeeenneaennns
Actuarial (gains)/losses (from 80.8 88.7 539  (15.0) 1347 73.7
assumption changes) .......cccoocevvveevnieennn.
Other .. - 0.1 - - = 0.1
Total pension EXPENSE ........cvvvuvereennnns 244.3 215.2 196.7 100.8 441.0 316.0
Less benefits paid .......cccccevviiiiiiiiiniiinnnn. (96.6) (95.2) (62.4) (60.7) (159.0) (155.9)
Actuarial accrued pension liability, end of
fiscal year ......cccoevvieiiiiii 2,361.8 2,214.1 1,933.6 1,799.3 42954 4,0134
Significant Long-Term Economic Assumptions Used in Determining Pension
Liability and the Related Expense
Civilian Military
2021 2020 2021 2020
FERS CSRS FERS CSRS
Rate of interest.......cocccevveviiiiiiniiinnnns 3.10% 2.40% 3.30% 2.70% 2.90% 3.20%
Rate of inflation .........c..cccceiiieiiiinnes 1.70% 1.70% 1.70% 1.70% 1.60% 1.60%
Projected salary increases ................ 1.30% 1.30% 1.20% 1.20% 2.00% 1.80%
Cost of living adjustment .................. 1.50% 1.70% 1.50% 1.70% 1.60% 1.60%
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Civilian Employees’ Pension

OPM administers the largest civilian pension plan, which covers substantially all full-time, permanent civilian federal
employees. This plan includes two components of defined benefits, the CSRS and the FERS. The basic benefit components
of the CSRS and the FERS are financed and operated through the CSRDF, a trust fund. CSRDF monies are generated
primarily from employees’ contributions, federal entity contributions, payments from the General Fund, and interest on
investments in Treasury securities. As of September 30, 2021, USPS has accrued, but not paid OPM, $14.6 billion in CSRS
and FERS retirement benefit expenses since 2014. In order for USPS to preserve liquidity and to ensure the ability to fulfill
its primary universal service mission was not placed at undue risk, USPS has not made any of the required payments for
FERS or CSRS amortization. The cost of each year’s payment, including defaulted payments, along with other benefit
program costs, are included in USPS’ net cost for that year in the consolidated Statements of Net Cost. The liability is not
included on the government-wide Balance Sheet due to the USPS liability being eliminated with OPM’s corresponding
receivable due from USPS recording a loss allowance for doubtful accounts for the unpaid balances.

The civilian pension liability increased by $147.7 billion, primarily due to less favorable than assumed plan experience
and the declining interest rate assumption.

Military Employees’ Pensions

The Military Retirement System consists of a funded, noncontributory, defined benefit plan for military personnel
(Services of Army, Navy, Air Force, Marine Corps, and Space Force) with an entry date prior to January 1, 2018 and the
BRS, generally for military personnel with an entry date on or after January 1, 2018. The defined benefit plan includes non-
disability retired pay, disability retired pay, survivor annuity programs, and Combat-Related Special Compensation. The
Service Secretaries may approve immediate non-disability retired pay at any age with credit of at least 20 years of active duty
service. Reserve retirees must be at least 60 years old and have at least 20 qualifying years of service before retired pay
commences; however, in some cases, the age can be less than 60 if the reservist performs certain types of active service. P.L.
110-181 provides for a 90-day reduction in the reserve retirement age from age 60 for every three months of certain active
duty service served within a fiscal year for service after January 28, 2008 (not below age 50). There is no vesting of defined
benefits before non-disabled retirement. There are distinct non-disability benefit formulas related to four populations within
the Military Retirement System: Final Pay, High-3, Career Status Bonus/Redux, and the BRS enacted in the NDAA for FY
2016, effective January 1, 2018. The BRS is a retirement benefit merging aspects of both a defined benefit annuity with a
defined contribution account, through the TSP. The date an individual enters the military generally determines which
retirement system they would fall under and if they have the option to select, via a one-time irrevocable election, their
retirement system. Military personnel with a start date on or after January 1, 2018 are automatically enrolled in BRS.
Although all members serving as of December 31, 2017 were grandfathered under the prior retirement system, Active Duty,
National Guard and Reserve personnel meeting established criteria may have opted into BRS during calendar year 2018.
Under the BRS, retiring members are given the option to receive a portion of their retired pay annuity in the form of a lump
sum distribution. For additional information on these benefits, see DOD’s Office of Military Compensation website
https://militarypay.defense.gov.

The DOD MRF was established by P.L. 98-94 (currently 10 U.S.C. §1461-1467) and accumulates funds to finance, on
an accrual basis, the liabilities of DOD military retirement and survivor benefit programs. This fund receives income from
three sources: monthly normal cost payments from the Services to pay for DOD’s portion of the current year’s service cost;
annual payments from Treasury to amortize the unfunded liability and pay for the increase in the normal cost attributable to
Concurrent Receipt (certain beneficiaries with combat-related injuries who are receiving payments from VA) per P.L. 108-
136; and investment income.

DOD’s Office of the Actuary calculates the actuarial liability annually using economic and demographic assumptions
about the future (e.g., mortality and retirement rates). The $134.3 billion increase in the Military Retirement Pension liability
is primarily attributable to changes in assumptions and less favorable than assumed plan experience.

The NDAA for FY 2021, 88 8224-8225 requires the USCG be covered by the MRF no later than the beginning of FY
2023. The USCG actuarial liability will be included on DOD’s September 30, 2022 financial statements.

The VA also provides certain veterans and/or their dependents with pension benefits, based on annual eligibility
reviews. The pension program for veterans is not accounted for as a “federal employee pension plan” under SFFAS No. 5,
Accounting for Liabilities of the Federal Government due to differences between its eligibility conditions and those of federal
employee pensions. Therefore, a future liability for pension benefits is not recorded. VA pension liabilities are recognized
when due and payable. The projected amounts of future payments for pension benefits (presented for informational purposes
only) as of September 30, 2021, and 2020, was $130.1 billion and $110.6 billion, respectively.



https://militarypay.defense.gov/
https://www.govtrack.us/congress/bills/116/hr6395/text
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Veterans Compensation and Burial Benefits

Change in Veterans Compensation and Burial Benefits

Compensation Burial Total

(In billions of dollars) 2021 2020 2021 2020 2021 2020
Actuarial accrued liability,
beginning of fiscal year.........c...cccoeeevnnnnen. 3,854.3 3,122.7 8.8 7.1 3,863.1 3,129.8
Current year expense:

Interest on the liability balance............... 124.5 106.8 0.3 0.2 124.8 107.0

Prior (and past) service costs from

program amendments or new programs

during the period.........cccooeviiiiniiennnnennn. 26.3 43.3 11 - 27.4 43.3

Actuarial (gains)/losses (from

EXPEIENCE) .uuivvrriiirnieeniieiriieeeneeenneaeenns 47.7 107.7 (0.2) 1.3 47.5 109.0

Actuarial (gains)/losses (from

assumption changes) .....ooceevevueerneeinnennns 349.5 574.9 0.9 0.5 350.4 575.4

Total current year eXpense.........c........ 548.0 832.7 2.1 2.0 550.1 834.7

Less benefits paid ........cccoevieiiiiiiiniiiinn. (110.6) (101.12) (0.3) (0.3) (110.9) (101.4)
Actuarial accrued liability, end of fiscal
== P 4,291.7 3,854.3 10.6 8.8 4,302.3 3,863.1

Significant Economic Assumptions Used in Determining Veterans Compensation and
Burial Benefits as of September 30, 2021, and 2020

2021 2020
RaAtE Of INTBIEST..cuiuiiii it e e e e e eeaes 2.95% 3.23%
Rate of iNflation ......ccvviiiii e 2.32% 2.16%

The government compensates disabled veterans and their survivors. Veterans’ compensation is payable as a disability
benefit or a survivor’s benefit. Entitlement to compensation depends on the veteran’s disabilities incurred in or aggravated
during active military service, death while on duty, or death resulting from service-connected disabilities after active duty.

Eligible veterans who die or are disabled during active military service-related causes, as well as their dependents, and
dependents of service members who died during active military service, receive compensation benefits. In addition, service
members who die during active military service and veterans who separated under other than dishonorable conditions are
provided with a burial flag, headstone/marker, and grave liner for burial in a VA national cemetery or are provided a burial
flag, headstone/marker and a plot allowance for burial in a private cemetery. These benefits are provided under 38 U.S.C.,
Part 2, 82301-2308, in recognition of a veteran’s military service and are recorded as a liability in the period the requirements
are met.

The liability for veterans’ compensation and burial benefits payable is based on an actuarial estimate of future
compensation and burial payments. The liability increased by $439.2 billion in FY 2021 primarily due to assumption changes
and interest on the liability balance. The total loss from assumption changes was mainly impacted by a decrease in the
discount rate assumptions, increase in the COLA rate assumptions, and by changes in other assumptions such as life
expectancy, new case rates, and mortality improvement rate. The interest on liability cost of $124.8 billion is based on the
prior year liability balance multiplied by the single weighted average discount rate used to compute the liability for veterans’
compensation and burial benefits payable in the prior year.

Several significant actuarial assumptions were used in the valuation of compensation and burial benefits to calculate the
PV of the liability. A liability was recognized for the projected benefit payments to: 1) those beneficiaries, including veterans
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and survivors, currently receiving benefit payments; 2) current veterans who are expected in the future to become
beneficiaries of the compensation program; and 3) a proportional share of those in active military service as of the valuation
date who are expected to be future veterans and to become beneficiaries of the compensation program. Future benefit
payments to survivors of those veterans in classes 1, 2, and 3 above are also incorporated into the projection.

In FY 2021, there were several regulatory changes impacting the prior year service cost component of the veterans’
compensation and burial benefits payable liability. During FY 2021, the Johnny Isakson and David P. Roe, M.D. Veterans
Health Care and Benefits Improvement Act of 2020 (P.L. 116-315) contained various provisions for VA to care for homeless
veterans during a covered public health emergency, to carry out a retraining assistance program for unemployed veterans, and
other purposes. Several sections of this law affected the compensation and burial liability model. There were also two
procedural advisory changes that impacted the liability:

e The section that addresses the musculoskeletal system within the VA’s schedule for rating disabilities was revised to
ensure the rating schedule uses current medical terminology, thus providing updated criteria for the evaluation of
musculoskeletal disabilities; and

o VA amended its adjudication regulations to establish presumptive service connection for three chronic respiratory
health conditions, i.e., asthma, rhinitis, and sinusitis, including rhinosinusitis, based on exposure to fine, particulate
matter.

These regulatory changes resulted in a combined increase of $26.3 billion in the compensation liability and an increase

of $1.1 billion in the burial liability as of September 30, 2021.

The changes in experience related to compensation benefits resulted from an increase in the number of beneficiaries
receiving compensation benefits.

The veterans’ compensation and burial benefits liability is developed on an actuarial basis. It is impacted by interest on
the liability balance, experience gains or losses, changes in actuarial assumptions, prior service costs, and amounts paid for
costs included in the liability balance.

Post-Retirement Health Benefits

Change in Post-Retirement Health Benefits
Civilian Military Total
(In billions of dollars) 2021 2020 2021 2020 2021 2020
Actuarial accrued post-retirement health
benefits liability, beginning of fiscal year.... 418.7 415.1 848.6 830.2 1,267.3 1,245.3
Post-Retirement health benefits
expense:
Prior (and past) service costs from plan
amendments or new plans..................... - - - - - -
Normal COStS ...uvvvvniiiiiienieiiiiicieie e 19.8 17.7 25.5 23.0 45.3 40.7
Interest on liability ..........oceevvviiieniininennns 14.0 14.4 28.4 29.4 42.4 43.8
Actuarial (gains)/losses (from
EXPEHENCE) vvvvneeeeiieeeeeiiie e e e e eeennnns (16.1) (16.6) (40.4) (9.8) (56.5) (26.4)
Actuarial (gains)/losses (from
assumption changes) ..........oceevveeeeennnnn. 7.3 4.5 28.9 (2.4) 36.2 2.1
Total post-retirement health benefits
EXPENSE .. iieirieeeeiiineeeeetiaeeeaerneeeeenannns 25.0 20.0 42.4 40.2 67.4 60.2
Less claims paid..........cccovvveeeeniieennneeennns (16.4) (16.4) (22.3) (21.8) (38.7) (38.2)
Actuarial accrued post-retirement health
benefits liability, end of fiscal year............. 427.3 418.7 868.7 848.6 1,296.0 1,267.3
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Significant Long-Term Economic Assumptions Used in Determining
Post-Retirement Health Benefits and the Related Expense

Civilian Military
2021 2020 2021 2020
Rate of interest.......covveiviiiiiiiiiiiieiccceeen, 3.20% 3.40% 3.00% 3.30%
Single equivalent medical trend rate............... 4.40% 4.40% 4.11% 4.06%
Ultimate medical trend rate.......c...cccoeeeenneennn. 3.20% 3.20% 3.60% 3.60%

Civilian Employees’ Post-Retirement Health Benefits

The post-retirement civilian health benefit liability is an estimate of the government’s future cost of providing post-
retirement health benefits to current employees and retirees. Although active and retired employees pay insurance premiums
under the Federal Employee Health Benefits Program, these premiums cover only a portion of the costs. The OPM actuary
applies economic and demographic assumptions to historical cost information to estimate the liability.

As of September 30, 2021, the USPS has accrued but not paid to the Postal Service Retiree Health Benefits Fund $57.0
billion in payments required under the Postal Accountability and Enhancement Act of 2006 (P.L. 109-435, Title VIII). In
order for USPS to preserve liquidity and to ensure the ability to fulfill its primary universal service mission was not placed at
undue risk, USPS has not made these required payments. The cost for each year’s payment, including defaulted payments,
along with all other benefit program costs, are included in USPS’ net cost for that year in the consolidated Statements of Net
Cost. The liability is not included on the government-wide Balance Sheet due to the USPS liability being eliminated with the
OPM’s corresponding receivable due from USPS recording a loss allowance for doubtful accounts for the unpaid balances.

The post-retirement civilian health benefit liability increased $8.6 billion. This increase is due to the accruing cost of
benefits and interest on the existing liability, largely offset by actuarial gains attributable to favorable plan experience.

Military Employees’ Post-Retirement Health Benefits

Military retirees who are not yet eligible for Medicare (and their non-Medicare eligible dependents) are eligible for
post-retirement medical coverage provided by DOD. Depending on the benefit plan selected, retirees and their eligible
dependents may receive care from MTF on a space-available basis or from civilian providers through TRICARE. This
TRICARE coverage is available as Select (a preferred provider organization a health plan that contracts with medical
providers to create a network of participating providers; member cost-shares are typically higher for services received out-of-
network) and Prime (a health maintenance organization a health plan that limits services to a specific network of medical
personnel and facilities and usually by requiring referral by a primary-care physician for specialty care; coverage is also
available for non-referred and out-of-network care, subject to higher cost-sharing). These post-retirement medical benefits are
paid by the DOD Defense Health Program on a pay-as-you-go basis.

Since FY 2002, DOD has provided medical coverage to Medicare-eligible retirees (and their eligible Medicare-eligible
dependents). This coverage, called TFL, is a Medicare Supplement plan which includes inpatient, outpatient and pharmacy
coverage. Enrollment in Medicare Part B is required to maintain eligibility in TFL. Retirees with TFL coverage can obtain
care from MTF on a space-available basis or from civilian providers.

10 U.S.C., Chapter 56 created the DOD MERHCF, which became operative on October 1, 2002. The purpose of this
fund is to account for and accumulate funds for the health benefit costs of Medicare-eligible military retirees, and their
dependents and survivors who are Medicare eligible. The Fund receives revenues from three sources: interest earnings on
MERHCF assets, Uniformed Services normal cost contributions, and Treasury contributions. The DOD Medicare-Eligible
Retiree Health Care Board of Actuaries (the MERHCF Board) approves the methods and assumptions used in actuarial
valuations of the MERHCF for the purpose of calculating the per capita normal cost rates (to fund the annual accrued
benefits) and determining the unfunded liability amortization payment (Treasury contribution). The Secretary of Defense
directs the Secretary of the Treasury to make DOD’s normal cost payments. The MERHCF pays for medical costs incurred
by Medicare-eligible beneficiaries at MTF and civilian providers (including payments to U.S. Family Health Plans for
grandfathered beneficiaries), plus the costs associated with claims administration.

DOD’s Office of the Actuary calculates the actuarial liabilities annually using assumptions and experience (e.g.,
mortality and retirement rates, health care costs, medical trend rates, and the discount rate). Actuarial liabilities are calculated
for all DOD retiree medical benefits, including both the benefits funded through the MERHCF and the benefits for pre-
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Medicare retirees who are paid on a pay-as-you-go basis. Military post-retirement health and accrued benefits payable
increased $20.1 billion. The increase is primarily attributable to the normal operation of the plan — the cost of benefit accruals
and interest on the liability less benefits paid. The actuarial gain from experience of $40.4 billion is primarily due to increases
in Military Retirement Health Benefits and MERHCF.

In addition to the health care benefits the federal government provides for civilian and military retirees and their
dependents, the VA also provides medical care to veterans on an “as available” basis, subject to the limits of the annual
appropriations. For the FYs 2017 through 2021, the average medical care cost per year was $80.9 billion.

Veterans Education and Training Benefits

Change in Veterans Education and Training Benefits
(In billions of dollars) 2021 2020
Actuarial accrued liability, beginning of fiscal year.............cevvvvvvviiieieeenennns 133.1 105.9
Current year expense:
Prior (and past) service costs from plan amendments or new plans.......... 14.3 -
Interest on Hability .........ooeuieiii e 3.6 3.8
Actuarial (gains)/losses (from eXPEriENCE) ......vvvuveruiernieriiiiiiieeeerneennaenns 17.4 9.4
Actuarial (gains)/losses (from assumption changes) .........ccoovcevveiiiiinnnenn. (4.1) 27.3
Total CUMTENt YEAr EXPENSE . uuiiuiie i iieierieetieeiaesueeseere e e e seneanneansenns 31.2 40.5
LeSS DENEFItS PAI ... .ceeerniieiiiie i e e e eenn e eenns (13.2) (13.3)
Actuarial accrued liability, end of fiSCal YEAr ........cceveveriveieiie e see e, 151.2 133.1

For eligible Veterans and their dependents, the VA provides four education/retraining type programs:

e Post 9/11 Gl Bill;

e VR&E;

e Survivors’ and Dependents’ Educational Assistance; and

¢ Montgomery Gl Bill-Active Duty.

Based on the actuarial estimates of future payments, the total liability for the four education and training programs
increased by $18.1 billion in FY 2021. The $18.1 billion increase is primarily attributable to experience gains and prior
service costs offset by benefits paid.

In FY 2021, VA conducted experience studies for the Post 9/11 Gl Bill, Survivors’ and Dependents’ Educational
Assistance and VR&E programs, which made up the decrease of $4.1 billion from assumption changes. The more significant
changes included within this amount consisted of the change in the duration of the Post 9/11 Gl Bill model was reduced to 30
years compared to 62 years used in the prior year, which decreased the liability by $13.8 billion, which is offset by an
increase of $8.1 billion due to changes in the initial enroliment assumption.

In addition, P.L. 116-315 § 1025 eliminated the period of eligibility for training and rehabilitation for certain veterans
with service-connected disabilities. Prior to this legislation, all veterans were required to use their benefits within 12 years of
discharge or release from military service. This resulted in an increase of $14.3 billion in the VR&E liability. The change in
legislation increased the current year expenses and is included in the prior (and past) service costs from plan amendments or
new plans.

For additional information regarding actuarial assumptions and the four education and training type programs, please
refer to VA’s financial statements.
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Life Insurance Benefits

Civilian Employees’ Life Insurance Benefits

Change in Civilian Life Insurance Benefits

(In billions of dollars) 2021 2020
Actuarial accrued life insurance benefits liability, beginning of fiscal year .... 57.6 54.6
Life insurance benefits expense:
NEW) Gl EYPENBE uuonsancanconnnannaananneanneantnonesomeameaaneeaneosaaanaeaneeaneanaaad 0.7 0.5
INterest 0N lability .........vieeeiie e 1.6 1.9
Actuarial (gains)/losses (from eXPEriENCE) .....uvvvuieruierniirieiiieiieeeeeneennnenns (0.3) 0.1
Actuarial (gains)/losses (from assumption changes) .........ccooccevvevieniinnnenn. 1.2 1.0
Total life insurance benefits EXPENSE .....c.vvvviiiiiiiiiiiiiiiiciee e, 3.2 3.5
LESS COSES PAI ...etiiiiiieiii e e e e e e e e e e e e e ees (0.7) (0.5)
Actuarial accrued life insurance benefits liability, end of fiscal year ............. 60.1 57.6

Significant Long-Term Economic Assumptions Used in Determining Life Insurance
Benefits and the Related Expense

Civilian
2021 2020
Rate of interest..........cvvvvivieviiniiiiiienns 2.90% 3.10%
Rate of increase in salary...........cccoeevveeenineeennns 1.30% 1.20%

One of the other significant employee benefits is the FEGLI Program. Employee and annuitant contributions and
interest on investments fund a portion of this liability. The actuarial life insurance liability is the expected PV of future
benefits to pay to, or on behalf of, existing FEGLI participants, less the expected PV of future contributions to be collected
from those participants. The OPM actuary uses salary increase and interest rate yield curve assumptions that are generally
consistent with the pension liability.

As of September 30, 2021, the total amount of FEGLI insurance in-force is estimated at $770.3 billion ($664.4 billion
for employees and $105.9 billion for annuitants).

Veterans’ Life Insurance Benefits

The largest veterans’ life insurance programs consist of the following:

o National Service Life Insurance covers policyholders who served during World War I1.

e Veterans’ Special Life Insurance was established in 1951 to meet the insurance needs of veterans who served during

the Korean Conflict and through the period ending January 1, 1957.

e Service-Disabled Veterans Insurance program was established in 1951 to meet the insurance needs of veterans who

received a service-connected disability rating.

Death benefit liabilities consist of reserves for permanent plan and term policies as well as policy benefits for Veterans
Mortgage Life Insurance. Disability income and waiver liabilities consist of reserves to fund the monthly payments to
disabled insureds under the Total Disability Income Provision and the policy premiums waived for qualifying disabled
veterans. Insurance dividends payable consists of dividends left on deposit with VA and dividends payable to policyholders.
Unpaid policy claims consist of insurance claims that are pending at the end of the reporting period, an estimate of claims
that have been incurred but not yet reported, and disbursements in transit. The veteran’s life insurance liability for future
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policy benefits as of September 30, 2021, and 2020, was $4.5 billion and $5.1 billion, respectively. For additional
information on veteran’s life insurance liability, please refer to VA’s financial statements.

The VA supervises SGLI and Veterans Group Life Insurance programs that provide life insurance coverage to members
of the uniformed armed services, reservists, and post-Vietnam Veterans as well as their families. VA has entered into a group
policy with the Prudential Insurance Company of America to administer and provide the insurance payments under these
programs. All SGLI insureds are automatically covered under the Traumatic Injury Protection program, which provides for
insurance payments to veterans who suffer a serious traumatic injury in service.

The amount of insurance in-force is the total face amount of life insurance coverage provided by each administered and
supervised program at the end of the fiscal year. It includes any paid-up additional coverage provided under these policies.
The supervised programs’ policies and face values are not reflected in VA’s liabilities because the risk of loss on these
programs is assumed by Prudential and its reinsurers through the terms and conditions of the group policy. As a result, the
information provided for the supervised programs is for informational purposes only and is unaudited. The face value for
supervised programs as of September 30, 2021, and 2020, was $1,219.0 billion and $1,183.7 billion, respectively. The face
value for administered programs as of September 30, 2021, and 2020, was $5.3 billion and $6.0 billion, respectively.

Federal Employees’ Compensation Act Benefits

Workers’ Compensation Benefits

DOL determines both civilian and military entities’ liabilities for future workers’ compensation benefits for civilian
federal employees, as mandated by the FECA, for death, disability, medical, and miscellaneous costs for approved
compensation cases, and a component for incurred, but not reported, claims. Effective March 12, 2021, the ARP, Section
4016, “Eligibility for Workers’ Compensation Benefits for Federal Employees Diagnosed with COVID-19,” mandates that
accepted COVID-19 claims (or other accepted claims resulting from a coronavirus pandemic) be paid by the fund and are not
billable to other federal entities; related administrative costs, including the fair share costs of non-appropriated entities, are to
be paid by the fund and are not billable. Beginning in FY 2021, the actuarial liability includes claims covered by Section
4016 of the ARP.

The FECA liability is determined annually using historical claim data and benefit payment patterns related to injury
years to predict the future payments. The actuarial methodology provides for the effects of inflation and adjusts liability
estimates to constant dollars by applying wage inflation factors (COLA) and medical inflation factors (CPIM) to the
calculation of projected benefits. DOL selects the COLA factors and CPIM factors by averaging over five years the COLA
rates and CPIM rates, respectively. The FY 2021 methodology for averaging the COLA rates used OMB provided rates; the
FY 2021 methodology for averaging the CPIM rates used OMB-provided rates and information obtained from the Bureau of
Labor Statistics public releases for CPI. Using averaging renders estimates that reflect trends over five years instead of
conditions that exist in one year.

The COLAs and CPIMs used in the projections for FY 2021 are listed below in the table.

Fiscal Year COLA CPIM
2022 2.11% 2.74%
2023 2.48% 3.15%
2024 2.55% 3.56%
2025 2.62% 3.49%
2026+ 2.68% 3.79%

DOL selects the discount rates by averaging interest rates for the current and prior four years. Using averaging renders
estimates that reflect historical trends over five years instead of conditions that exist in one year. DOL selected the interest
rate assumptions whereby projected annual payments were discounted to PV based on interest rate assumptions on the TNC
Yield Curve to reflect the average duration of income payments and medical payments. The average durations for income
payments and medical payments were 15 years and 11 years, respectively. Based on averaging the TNC Yield Curves for the
current and prior four years, the interest rate assumptions for income payments and medical payments were 2.2 percent and
2.1 percent, respectively.

For the COLAs, CPIMs, average durations, and interest rate assumptions used in the projections for FY 2020, refer to
the FY 2020 Financial Report.
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Unfunded Leave

Unfunded leave are the amounts recorded by an employer federal entity for unpaid leave earned that an employee is
entitled to upon separation and that will be funded by future years’ budgetary resources. The unfunded leave total as of
September 30, 2021 and 2020, was $27.1 billion and $25.7 billion, respectively.

Liability for Other Benefits

Liability for other benefits includes several programs. The largest program is VA’s Community Care Program, with an
estimated liability of $6.1 billion as of September 30, 2021.
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Note 15. Environmental and Disposal Liabilities

Environmental and Disposal Liabilities as of September 30, 2021, and 2020

(In billions of dollars) 2021 2020
(D =T o= g (a1 | o) = =T o | PP 515.6 512.3
Department Of DEfENSE ....uuuiiii it 82.0 75.0
0] £ 1= =T 1= PPN 15.7 15.4

Total environmental and disposal l1abilities ..........ccuuvviieeiiiiiieiii e 613.3 602.7

After World War Il, the U.S. developed a massive industrial complex to research, produce, and test nuclear weapons
and commercial nuclear power reactors. The nuclear complex was comprised of nuclear reactors, chemical-processing
buildings, metal machining plants, laboratories, and maintenance facilities.

At all sites where these activities took place, some environmental contamination occurred. This contamination was
caused by the production, storage, and use of radioactive materials and hazardous chemicals, which resulted in contamination
of soil, surface water, or groundwater. The environmental legacy of nuclear weapons production also includes thousands of
contaminated buildings and large volumes of waste and special nuclear materials requiring treatment, stabilization, and
disposal.

Estimated cleanup costs at sites for which there are no current feasible remediation approaches are excluded from the
estimates, although applicable stewardship and monitoring costs for these sites are included. DOE has not been required
through regulation to establish remediation activities for these sites.

Estimating DOE’s environmental cleanup liability requires making assumptions about future activities and is inherently
uncertain. The future course of DOE’s environmental cleanup and disposal will depend on a number of fundamental technical
and policy choices, many of which have not been made. Some contaminated sites and facilities could be restored to a
condition suitable for any desired use or could be restored to a point where they pose no near-term health risks to the
surrounding communities. Achieving the former condition of the sites and facilities would have a higher cost which may or
may not warrant the cost or be legally required. The environmental and disposal liability estimates include contingency
estimates intended to account for the uncertainties associated with the technical cleanup scope of the program. Congressional
appropriations at lower-than anticipated levels or lack of Congressional approval, unplanned delays in project completions
including potential delays due to COVID-19, unforeseen technical issues, obtaining regulatory approval, among other things,
could cause increases in life-cycle costs.

DOE’s environmental and disposal liabilities also include the estimated cleanup and post-closure responsibilities,
including surveillance and monitoring activities, soil and groundwater remediation, and disposition of excess material for
sites. DOE is responsible for the post-closure activities at many of the closure sites as well as other sites. The costs for these
post-closure activities are estimated for a period of 75 years after the Balance Sheet date, i.e., through 2096 in FY 2021 and
through 2095 in FY 2020. While some post-cleanup monitoring and other long-term stewardship activities post-2096 are
included in the liability, there are others DOE expects to continue beyond 2096 for which the costs cannot reasonably be
estimated.

A portion of DOE’s environmental liability at various field sites includes anticipated costs for facilities managed by
DOE’s ongoing program operations, which will ultimately require stabilization, deactivation, and decommissioning. The
estimates are largely based upon a cost-estimating model. Site specific estimates are used in lieu of the cost-estimating
model, when available. Cost estimates for ongoing program facilities are updated each year. For facilities newly
contaminated since FY 1997, cleanup costs allocated to the periods benefiting from the operations of the facilities. Facilities’
cleanup costs allocated to future periods and not included in the environmental and disposal liabilities amounted to $1.1
billion and $0.9 billion for fiscal years ending September 30, 2021, and 2020, respectively.

DOD has cleanup requirements for DERP for active installations, Base Realignment Closure installations, and Formerly
Used Defense Sites. DOD has additional cleanup requirements for active installations not covered by DERP, weapon systems
programs, and chemical weapons disposal programs. The weapons system program consists of chemical weapons disposal,
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nuclear powered aircraft carriers, nuclear powered submarines, and other nuclear ships. All cleanup efforts are performed in
coordination with regulatory entities, other responsible parties, and current property owners, as applicable.

DOD follows the Superfund Amendments and Reauthorization Act, CERCLA, RCRA or other applicable federal or
state laws to clean up contamination. The CERCLA and RCRA require DOD to clean up contamination in coordination with
regulatory entities, current owners of property damaged by DOD, and third parties that have a partial responsibility for the
environmental restoration. Failure to comply with agreements and legal mandates puts the DOD at risk of incurring fines and
penalties.

DOD uses engineering estimates and independently validated models to estimate environmental costs. The engineering
estimates are based upon extensive data obtained during the remedial investigation/feasibility phase of the environmental
project.

For general PP&E placed into service after September 30, 1997, DOD expenses associated environmental costs
systematically over the life of the asset using two methods: physical capacity for operating landfills and life expectancy in
years for all other assets. DOD expenses the full cost to clean up contamination for stewardship PP&E and certain other
general PP&E at the time the asset is placed into service. DOD has expensed cleanup costs for general PP&E placed into
service before October 1, 1997, except for costs intended to be recovered through user charges. As costs are recovered DOD
expenses cleanup costs associated with the asset life that has passed since the general PP&E was placed into service. DOD
systematically recognizes the remaining cost over the remaining life of the asset. The unrecognized portion of the estimated
total cleanup costs associated with disposal of general PP&E was $4.9 billion and $4.3 billion for fiscal years ending
September 30, 2021, and 2020, respectively.

DOD is responsible for environmental restoration and corrective action for buried chemical munitions and agents;
however, a reasonable estimate is indeterminable because the extent of the buried chemical munitions and agents is unknown.
DOD has ongoing studies for the Formerly Utilized Sites Remedial Action Program and will update its estimate as additional
information is identified. DOD has the potential to incur costs for restoration initiatives in conjunction with returning
overseas DOD facilities to host nations. DOD continues its efforts to reasonably estimate required restoration costs.

Environmental liabilities are subject to changes in laws and regulations, agreements with regulatory entities, and
advances in technology. DOD is unaware of pending changes affecting its estimated cleanup costs. DOD revised estimates
resulting from previously unknown contaminants, reestimation based on different assumptions, and other changes in project
scope.

Please refer to the financial statements of the main contributing entities, DOD and DOE, for additional information
regarding environmental and disposal liabilities, including cleanup costs.
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Note 16. Benefits Due and Payable

Benefits Due and Payable as of September 30, 2021, and 2020
(In billions of dollars) 2021 2020
Federal Old-Age and Survivors INSUranCe - SSA .....ciiiiiiiiiiiiiieiii e eaas 87.4 83.7
Grants to states for Medicaid - HHS .........cooiiiiiiiiiii e 52.7 45.8
Federal Supplementary Medical Insurance (Medicare Parts B and D) - HHS......... 43.8 39.4
Federal Hospital Insurance (Medicare Part A) - HHS ..........ccooiiiiiiiiiiieei, 35.9 30.8
Federal Disability INSUrANCE - SSA ... .ceuiiiiiiiiii e 20.5 21.4
Unemployment INSUranCe - DOL ......ciceuuuiiieiiiieiieie e e e e e e e e e enn s 19.2 16.5
All other beNefitS PrOgramS ......u.ieeeri it ee e e e e e e eenn e e eennns 14.4 18.7
Total benefits due and payable ... 273.9 256.3

Benefits due and payable are amounts owed to program recipients or medical service providers as of September 30 that
have not been paid. Please refer to the financial statements of HHS, SSA, and DOL for more information.
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Note 17. Insurance and Guarantee Program Liabilities

Insurance and Guarantee Program Liabilities as of September 30, 2021, and 2020

(In billions of dollars) 2021 2020

Insurance and Guarantee Program Liabilities:

Single-Employer Pension Plan - Pension Benefit Guaranty Corporation...... 108.9 120.4
Federal Crop Insurance - Department of Agriculture ............ccoevvevveennneennnn. 14.2 7.7
Multiemployer Pension Plan - Pension Benefit Guaranty Corporation ......... 3.0 66.9
Other insurance and guarantee ProgramS .........cuuuueeerrnreeernnnrerernnererennnsns 3.7 4.3

Total insurance and guarantee program liabilities .............coiiiiiiiiiinienens 129.8 199.3

The federal government incurs liabilities related to various insurance and guarantee programs as detailed in the table
above. Note 22—Contingencies includes a discussion of contingencies and other risks related to significant insurance and
guarantee programs. Insurance information, and related liability, concerning federal employee and veteran benefits is
included in Note 14—Federal Employee and Veteran Benefits Payable. Social insurance and loan guarantees are not
considered insurance programs under SFFAS No. 51, Insurance Programs, and are accounted for under SFFAS No. 17,
Accounting for Social Insurance, and SFFAS No. 2, Accounting for Direct Loans and Loan Guarantees. Loan guarantees are
disclosed in Note 4—Loans Receivable, Net and Loan Guarantee Liabilities, and social insurance information is included
primarily in the sustainability financial statements and in Note 25—Social Insurance.

Insurance and guarantee program liabilities are recognized for known losses and contingent losses to the extent that the
underlying contingency is deemed probable and a loss amount is reasonably measurable. Please see Note 22—Contingencies
for discussion on the meaning of “probable” depending on the accounting framework used by each significant consolidation
entity. As discussed in Note 1.0—Insurance and Guarantee Program Liabilities, certain significant consolidation entities (i.e.,
PBGC, FDIC, and FCSIC) apply FASB standards, and such entities, as permitted by SFFAS No. 47, Reporting Entity, are
consolidated into the U.S. government’s consolidated financial statements without conversion to FASAB standards. PBGC,
which insures defined benefit pensions, applies FASB standards and has the largest insurance and guarantee program
liability.

PBGC insures pension benefits for participants in covered defined benefit pension plans. The FY 2021 decrease of
$75.4 billion in PBGC’s liability for its two separate insurance programs is comprised of: 1) a decrease of $11.5 billion in the
single-employer program liability; and 2) a decrease of $63.9 billion in the multiemployer program liability. As of September
30, 2021, and 2020, PBGC had total liabilities of $122.8 billion and $194.9 billion, respectively. As of September 30, 2021,
PBGC’s total assets exceeded its total liabilities by $31.4 billion, and in FY 2020 its total liabilities exceeded its total assets
by $48.3 billion, respectively. The majority of the change in liability from FY 2020 to FY 2021 occurred in the
multiemployer program and was due to the enactment of the ARP on March 11, 2021. ARP established the SFA program for
distressed multiemployer pension plans that meet specific eligibility criteria therefore, this resulted in the majority of the
$63.9 billion decrease in the liability mentioned above. The SFA program is administered by PBGC and paid in a lump sum
rather than in period payments. An application under ARP must be filed by the eligible plans no later than December 31,
2025. Unlike PBGC’s insolvency insurance program for multiemployer plans, which is funded by insurance premiums, the
SFA program is funded by appropriations from the General Fund. The SFA program is intended to enable eligible plans to
pay benefits and administrative expenses for the next 30 years, and as a result, the vast majority of PBGC’s liability for
traditional financial assistance recognized in previous years for ongoing plans that were previously expected to become
insolvent has been reversed (i.e., unbooked). PBGC intends to publish a final regulation in FY 2022. Refer to PBGC’s
financial statements for additional information and to Note 22—Caontingencies for additional information regarding insurance
contingencies and exposure.

As of September 30, 2021, and 2020, $14.2 billion and $7.7 billion, respectively, pertain to USDA’s Federal Crop
Insurance Program. The Federal Crop Insurance Program is administered by the FCIC, which provides insurance to reduce
agricultural producers’ economic losses due to natural disasters. The Federal Crop Insurance increase of $6.5 billion was
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attributed to higher coverage amount as the result of higher crop prices, increased participation in insurance products and
higher level of losses caused by widespread drought.

As of September 30, 2021, and 2020, $3.4 billion and $2.8 billion, respectively, pertain to the DHS NFIP, which are
included in other insurance and guarantee programs. The NFIP insurance program liability represents an estimate based on
the loss and loss adjustment expense factors inherent to the NFIP Insurance Underwriting Operations, including trends in
claim severity and frequency. The estimate is driven primarily by flooding activity in the U.S. and can vary significantly year
over year depending on the timing and severity of flooding activity.
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Note 18. Advances from Others and Deferred Revenue

Advances from Others and Deferred Revenue as of September 30, 2021, and 2020

(In billions of dollars) 2021 2020
Security ASSISTANCE ACCOUNES ....uuiiiirniiiiieriieriernteeeeraseeeernseeenrasesennneaeees 125.7 100.2
DepPartMeENt Of ENEIQY ..vvuuiiiriiiiiiieieeiiiiseiteesiassereesaeeesnssesnsesnseeseeenneesnns 48.8 47.1
2 0] 1 L= 27.5 26.9

Total advances from others and deferred revenue ..........ccocccevvveviiiennnnennnn. 202.0 174.2

In FY 2021, the presentation for advances from others and deferred revenue was modified to present the line item
separately on the Balance Sheet. The FY 2020 presentation was modified to conform to the FY 2021 presentation. Advances
from others and deferred revenue consists of payments received in advance of performance of activities for which revenue
has not been earned and other deferred revenue or income received but not yet earned not otherwise classified as advances or
repayments. Some examples include deferred project revenue funded in advance, funds received in advance under the terms
of a settlement agreement, prepaid postage, and unearned fees, assessments, and surcharges.

SAA contracts authorize progress payments based on cost and increased to $125.7 billion during FY 2021, compared to
$100.2 billion in FY 2020. This increase was due to improved financial reporting from a large Navy case management
system. In accordance with contract terms, specific rights to the contractors’ work vest when a specific type of contract
financing payment is made. Due to the probability the contractors will complete their efforts and deliver satisfactory
products, and because the amount of potential future payments are estimable, the SAA has recognized a contingent liability
for estimated future payments which are conditional pending delivery and government acceptance.

The DOE’s Nuclear Waste Fund collects revenues from owners or generators of high-level radioactive waste and SNF
to pay their share of disposal costs. These revenues are recognized as a financing source as costs are incurred, and revenues
that exceed the expenses are considered deferred revenue.
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Note 19. Other Liabilities

Other Liabilities as of September 30, 2021, and 2020
(In billions of dollars) 2021 2020
Other liabilities without related budgetary obligations .............ccoevviiieiiinnieees 258.2 97.5
Allocation of special drawing FHghtS .......c.viiiiiiiiiiiie e 161.8 49.7
Other liabilities with related budgetary obligations............ccccovvvveiiiiiiiiiiiieeens 66.2 67.3
Actuarial liabilities for Treasury-managed benefits program..........c...ccoceuneeen. 51.0 45.8
Contingent IabilitIeS .......ccvuiiiiiii e 46.4 46.5
Accrued funded payroll and [ave...........coevieiiiiiiiiiie e 26.4 24.5
Other miscellaneous labilitieS .........vviiviiieiiie e 67.1 62.7
Total other Iabilities ......cvuiie e 677.1 394.0

Other liabilities are the amounts owed to the public and are not reported elsewhere in the Balance Sheet. A change in
presentation was identified to improve clarity of the Financial Report. To conform with the FY 2021 presentation of the
Financial Report, other deferred revenue and liability for advances and prepayments are now reported under Note 18—
Advances from Others and Deferred Revenue.

o Other liabilities without related budgetary obligations represent those unfunded liabilities for which congressional
action is needed before budgetary resources can be provided. The largest contributor to this category is Treasury
which incurred a liability in FY 2021 for the restoration of federal debt principal and interest. This resulted from
debt management measures taken during the delay in raising the statutory debt limit, which included suspending
investments in Treasury debt securities by the Government Securities Investment Fund of the FERS TSP. As a result
of Treasury securities not being issued to the TSP’s G Fund, Treasury reported other liabilities, as of September 30,
2021, in the amount of $157 billion that represent uninvested principal and related interest for the TSP’s G Fund that
would have been reported in Note 13—Federal Debt and Interest Payable had there not been a delay in raising the
statutory debt limit as of September 30, 2021 and had the securities been issued. For additional information related
to the impact on the TSP, see Note 24—Fiduciary Activities and Note 31—Subsequent Events. Also contributing to
this category are SAA’s liability to offset non-entity cash and DOE’s contractor-sponsored pension plans and other
post-retirement benefits.

o Allocation of SDR is the amount of corresponding liability representing the value of the reserve assets allocated by
the IMF to meet global needs to supplement existing reserve assets. SDR derive their quality as reserve assets from
the undertakings of the members to accept them in exchange for “freely useable” currencies (the U.S. dollar,
European euro, Japanese yen, and British pound sterling). Treasury is the sole contributor. During FY 2021, the
government increased its commitment to hold additional SDR to help provide liquidity to the global economic
system in response to the COVID-19 pandemic, resulting in a $112.1 billion year to year increase. For additional
information, refer to Note 30—COVID-19 Activity and Note 28—Disclosure Entities and Related Parties.

o Other liabilities with related budgetary obligations are amounts of liabilities for which there is a related budgetary
obligation. Grant accruals, subsidies, and unpaid obligations related to assistance programs are all part of this
category. The largest contributors are DOT, HHS, and USDA.

e Actuarial liabilities for Treasury-managed benefit programs are the amounts recorded by Treasury for actuarial
liabilities of future benefit payments to be paid from programs such as the D.C. Federal Pension Fund and the D.C.
Judicial Retirement Fund. The only contributors are DOL and Treasury.

o Contingent liabilities are amounts that are recognized as a result of a past event where a future outflow or sacrifice
of resource is probable and measurable. These consist of a wide variety of administrative proceedings, legal actions,
and tort claims which may ultimately result in settlements or decisions adverse to the federal government. DOE and
HHS are the top contributors.
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Accrued funded payroll and leave are the estimated amounts of liabilities for salaries, wages and funded annual
leave and sick leave that have been earned but are unpaid. The most substantial contribution is from DOD.

Other miscellaneous liabilities are the liabilities not otherwise classified above. Many entities reported relatively
small amounts.

The following entities are the main contributors to the government’s reported other liabilities as of September 30, 2021.
Refer to each entity’s financial statements for additional information:

Treasury e DOD e PBGC
DOE e DOT e Education
DOL e USPS e DOJ
SAA e USDA e TVA
HHS e DHS e VA
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Note 20. Collections and Refunds of Federal Revenue

Collections of Federal Tax Revenue for the Year Ended September 30, 2021
Federal Tax Year to Which Collections Relate
Tax
Revenue Prior
(In billions of dollars) Collections 2021 2020 2019 Years
Individual income tax and tax withholdings .......... 3,593.9 2,283.0 1,231.8 43.8 35.3
Corporate iNCOMe taxes ........uvvvviiiiiiiiiiniininnnennn 419.0 254.8 130.5 4.3 29.4
EXCISE tAXES cuuivvieiiieiieiieie e ee et et e eeneeenes 83.6 63.2 19.9 0.2 0.3
Unemployment taXeS .......cccvvveeiernieeiernnneeeennnnnns 50.4 41.6 8.7 - 0.1
CUStOMS AULIES ...utiviiiiieeiei et e e e 85.6 79.3 6.3 - -
Estate and gift taXes .......occeviviiiiiiiiiiiiiieeeceein, 28.1 1.5 21.1 2.7 2.8
Railroad retirement taxXxes .......ocovevvvveeeernineerennnnnn 5.3 4.2 11 - -
Fines, penalties, interest, and other revenue........ 4.2 4.0 0.2 - -
S0 o] 0] - | 4,270.1 2,731.6 1,419.6 51.0 67.9
Less: amounts collected for non-federal entities.... (0.5)
IO LR 4,269.6

Treasury is the government’s principal revenue-collecting entity. Collections of individual income and tax withholdings
include FICA/SECA and individual income taxes. These taxes are characterized as non-exchange revenue.

Excise taxes, also characterized as non-exchange revenue, consist of taxes collected for various items, such as airline
tickets, gasoline products, distilled spirits and imported liquor, tobacco, firearms, and others.

Tax and other revenues reported reflect the effects of tax expenditures, which are special exclusions, exemptions,
deductions, tax credits, preferential tax rates, and tax deferrals that allow individuals and businesses to reduce taxes they may
otherwise owe. The Budget Act (P.L. 93-344) requires that a list of tax expenditures be included in the annual Budget. Tax
expenditures may be viewed as alternatives to other policy instruments, such as spending or regulatory programs. For
example, the government supports college attendance through both spending programs and tax expenditures. The government
uses Pell Grants to help low- and moderate-income students afford college and allows certain funds used to meet college
expenses to grow tax free in special college savings accounts.

Tax expenditures include deductions and exclusions, which reduce the amount of income subject to tax. Examples are
the deduction for mortgage interest on personal residences and the exclusion of interest on state and local bonds. Tax
expenditures also include tax credits, which reduce tax liability dollar for dollar for the amount of credit. In taxable year
2021, taxpayers may claim a credit for up to $3,600 per child under age six and up to $3,000 per child age six through 17.
Other credits are targeted at business activity, such as credits for producing electricity from renewable energy or the research
and experimentation credit, which encourages businesses in the U.S. to increase investment in research activities. In addition,
tax expenditures include some provisions that allow taxpayers to defer tax liability. Examples include provisions that allow
immediate expensing or accelerated depreciation of certain capital investments, and others that allow taxpayers to defer their
tax liability, such as the deferral of recognition of income on contributions to and income accrued within qualified retirement
plans.

The total revenues reported in the Statement of Operations and Changes in Net Position and the related information
reported in this note, do not include explicit line items for tax expenditures, but the total revenue amounts and budget results
reflect the effect of these expenditures. Tax expenditures are discussed in this note, the unaudited MD&A, and in the
unaudited Other Information section of the Financial Report.
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Federal Tax Refunds Disbursed and Other Payments for the Year Ended September 30, 2021

Tax Year to Which Refunds Relate

Refunds Prior

(In billions of dollars) Disbursed 2021 2020 2019 Years
Individual income tax and tax withholdings... 1,081.2 533.3 496.9 38.3 12.7
Corporate iNnCOmMe taxes........ovvvevruniiieennnnnn, 53.1 3.9 6.4 13.7 29.1
Other taxes, fines, and penalties ................. 11.3 3.4 4.5 2.2 1.2
o) - 1,145.6 540.6 507.8 54.2 43.0

Reconciliation of Revenue to Tax Collections for the Year
Ended September 30, 2021, and 2020

(In billions of dollars) 2021 2020
Total collections of federal taX rEVENUE .........veiiiiiiiiiiiieiieieeieeieeneeiseeanseneensaneanees 4,269.6 3,628.9
Refunds of federal taxes and other payments ..........ceevviierininiiiini e, (1,145.6) (744.1)
Individual and other tax CreditS .........oveuuiiiiiiiii e een s 804.2 436.8
Federal Insurance ContributioNS ACE - TaX....vieerruiiiieriiiiiiriiiiireresn e (16.4) (15.4)
Federal RESEIVE EarniNgS .....cuuiruiiiuiiieiies ettt st s eaas e s eeas e e e et e es s et e enaeenannns 100.1 81.9
Change in taXes reCEIVADIE ........uiiuiiiiii e e e eaa e 68.0 91.7
Nontax-related fines and penalties reported by entitieS.......cc.ccoveviiiiiiiiiiiicineeieeenn, 81.4 75.4
Nontax-related earnNed FEVENUE ............iieuniiiriiiiieeiii it e e e ee e e e eenaaeens 94.6 16.4

Consolidated revenue per the Statement of Operations and Changes

L1 L= B 0L 11 PPN 4,255.9 3,571.6

Consolidated revenue in the Statement of Operations and Changes in Net Position is presented on a modified cash basis,
net of tax refunds, and includes other non-tax related revenue. Refunds of federal taxes and other payments and individual
and other tax credits in FY 2021 and FY 2020 include the CARES Act, CAA and ARP stimulus disbursements of $569.5
billion and $274.7 billion, respectively, to eligible taxpayers. Individual and other tax credits amounts are included in gross
cost in the Statements of Net Cost. Refer to Note 3—Accounts Receivable, Net for further explanation of line changes in
taxes receivable. The FICA — tax paid by federal entities is included in the individual income and tax withholdings line in the
Collections of Federal Tax Revenue; however, it is not reported on the Statement of Operations and Changes in Net Position
as these collections are intra-governmental revenue and eliminated in consolidation. The table above reconciles total revenue
to federal tax collections. The above table reflects a change in presentation for FY 2021. The table presentation was
reconfigured to reconcile Collections of Federal Tax Revenue to the Consolidated revenue per the Statement of Operations
and Changes in Net Position.
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Collections of Federal Revenue for the Year Ended September 30, 2020
Federal Tax Year to Which Collections Relate
Tax
Revenue Prior

(In billions of dollars) Collections 2020 2019 2018 Years
Individual income tax and tax
withholdings .......ccovvviviiiiiiiiiiie i, 3,127.6 1,947.9 1,118.5 33.7 27.5
Corporate incCome taxes ........coveevueennnns 263.6 152.0 89.0 10.0 12.6
EXCISE taXeS ...uuvvvniiiiiiieiieciiceiceens 96.4 72.2 23.9 0.1 0.2
Unemployment taXxes .........ccoeevuvevnnennns 40.8 34.5 6.2 - 0.1
CuStomS dULIES .....uevniieiieeiiecieeeenas 74.4 67.2 7.2 - -
Estate and gift taxes .......ccocceevvniiinnennns 18.2 2.6 11.8 2.1 1.7
Railroad retirement taxes .................... 5.2 3.8 1.4 - -
Fines, penalties, interest and other
TEVENUE ...uuirurirnirnrinnsinsensaensannsennsennnes 3.2 3.1 0.1 - -

Subtotal........cvvvieiiii s 3,629.4 2,283.3 1,258.1 45.9 42.1
Less: amounts collected for non-
federal entitieS .......coevvveiiiiiiiiiiiie, (0.5

TOtal. e 3,628.9

Federal Tax Refunds Disbursed and Other Payments for the Year Ended September 30, 2020

Tax Year to Which Refunds Relate

Refunds Prior

(In billions of dollars) Disbursed 2020 2019 2018 Years
Individual income tax and tax withholdings... 673.4 335.6 299.3 31.0 7.5
Corporate iNnCOmMe taxes........oovveevuneeeeennnnnn. 59.5 4.0 14.0 20.2 21.3
Other taxes, fines, and penalties.................. 11.2 3.3 5.6 1.3 1.0
10 ] = | 744.1 342.9 318.9 52.5 29.8
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Note 21. Commitments

Long-Term Operating Leases as of September 30, 2021, and 2020
(In billions of dollars) 2021 2020
General Services AAMINISIFAtION .......u.iveereuiriiririeeri e eenan 25.8 24.0
Department of Veterans Affairs ..........covviiieiiiiiiiiiinii e 4.9 4.3
Department of Health and Human Services .........cccooovviviiiiiiiiiiiiiiiiiecceii, 2.3 1.2
Department Of STALE ........ocvereiiiiiiii e 1.3 1.4
Other OPErating [EASES .......iiieuruieieeti ettt e eeen e e eern e eenn e renn e e eenn e eeennns 3.3 3.8
Total long-term operating lEases .........ovvvieiiiiiiiiiieieiiie e 37.6 34.7

The government has entered into contractual commitments that require future use of financial resources. It has
significant amounts of long-term lease obligations. Long-Term Operating Leases in this note refer to those leases in which
federal entities do not assume the risks of ownership of the underlying general PP&E, and payments are expensed over the
lease term. The lease liabilities and assets arising from operating leases for FASB-reporting entities who early-implemented
FASB ASC 842, Leases, are recorded on the Balance Sheet in other liabilities and PP&E, respectively, and thus are not
included in this Commitments note.
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Undelivered Orders and Other Commitments as of September 30, 2021, and 2020

Restated
(In billions of dollars) 2021 2020
Undelivered Orders - Unpaid:
Department Of DEfENSE .......iiiieiiiiiiiiii e 411.5 395.0
Department of EAUCALION........c.uuiiiiiiiiiiii e eenes 321.4 138.6
Department of Health and Human ServiCes...........cccceiviviiiiniiiieniiiceeiineeeenns 288.8 187.2
Department of TranSPOrtation .............vveeeruiirerriieiirinneeereeeeeen e reeneeaeenas 141.1 125.3
Department of Housing and Urban Development ............ccceevvveeeiiiieeneninnennns 93.4 59.8
Department of AQrCUITUIE .....ccuuuiiiiiiiiiiieii e e eenes 84.5 78.4
Department of Homeland SECUNLY ........cccuuiiieiiiiiiiiiiii e 81.0 60.6
Security ASSISTANCE ACCOUNTS......cuuuuiiierniereniseeeen e eerna e eeerna e e eeen e aeennnes 37.3 55.3
Department Of ENEIQY ....ccuuiiieeeiieiiiiiee e e e e e e eeenn e e ennns 33.9 31.7
Department Of STAtE.......c..uiiiieiiiieii e ennas 26.8 28.4
Environmental Protection AQENCY .......vieeeeuiieeeiiiiiieeiseeeeeineeeennseeeennaeaeenns 20.7 15.0
U.S. Agency for International Development ........cccccovvviieviiiiiiincineeeeeeeae e, 20.5 19.5
Small Business AdMINIStration..........vvveereiiierrinniiiiirir e 20.1 21.6
0] (L= =T 11 149.9 252.1
Total undelivered orders - UNPaid ........oceuviiiieiiiiiiiciieie e eaas 1,730.9 1,468.5
Other Commitments:
GSE Senior Preferred Stock Purchase Agreements..........ooovevveeeeeenineeecennnn. 254.1 254.1
U.S. participation in the International Monetary Fund .............ccoovvviiiieinnenennn. 162.6 123.4
Callable capital subscriptions for Multilateral Development Banks................. 125.6 123.3
All other COMMITMENTS .....cuvuuiiiiiiiiieiii e 18.1 19.0
Total other COMMITMENTS .....vvviiiiiiiiii e 560.4 519.8

Undelivered Orders and Other Commitments

Undelivered Orders - Unpaid

Undelivered orders, included in this note disclosure, represent the value of goods and services ordered that have not yet
been received and that have not been prepaid. As of September 30, 2021, and 2020, the total reported undelivered orders
were $1,730.9 billion and $1,468.5 billion, respectively. Undelivered orders had a net increase of $262.4 billion from 2020 to
2021. While Treasury, which is included in All other entities in the above table, had a decrease in undelivered orders,
Education, HHS and HUD all experienced increases. Treasury's decrease in undelivered orders from $120.5 billion in FY
2020 to $5.9 billion in FY 2021, was primarily the result of a $114.6 bill