Report of Independent Accountants
and
Independent Verification and Validation (Y2K)
Documents Pertaining to the
Credit Subsidy Calculator

This file contains several documents relating to the Report of Independent
Accountants and Independent Verification and Validation (Y2K) of the Credit Subsidy
Calculator (CSC). PricewaterhouseCoopers LLP (PWC) performed an attestation
engagement to provide assurances about the methods employed by the CSC to calculate
total subsidy costs for Government credit programs. In addition, PWC provided
assurance about Y2K concerns using agreed-upon procedures. Through a separate
contract, Kathpal Technologies, Inc. performed additional Y2K testing of the CSC. The
following documents are contained in this file:
1. Office of Management and Budget (OMB) assertion letter;
2. PWC’s “Report of Independent Accountants” regarding the OMB assertion,
which found:
In our opinion, management’s assertion that the CSC software
uses methods described in the [Management’s Statement
Relating to the Credit Subsidy Calculator] to calculate total
subsidy costs that are consistent with the specifications for such
calculations set forth in the aforementioned requirements is
fairly stated, in all material respects, based on the criteria in the
accompanying “Management’s Statement Relating to the Credit
Subsidy Calculator;”
3. PWC’s “Report of Independent Accountants on Applying Agreed-upon
Procedures” defines the agreed-upon procedures for evaluating the CSC’s
Y2K related processes and reports PWC’s findings;
4. Independent Verification and Validation report regarding year 2000
compliance for the CSC prepared by Kathpal Technologies. Inc. in
conjunction with their evaluation of OMB’s MAPS systems.

Management’s Statement Relating to the Credit Subsidy Calculator

Background
The purposes of the Federal Credit Reform Act of 1990, as amended in the Balanced
Budget Act of 1997 (FCRA), are to:
1. Measure more accurately the costs of Federal credit programs;
2. Place the cost of credit programs on a budgetary basis equivalent to other Federal
spending;
3. Encourage the delivery of benefits in the form most appropriate to the needs of
beneficiaries; and
4. Improve the allocation of resources among credit programs and between credit
and other spending programs.
-Federal Credit Reform Act of 1990, Section 501
In addition to the FCRA, Office of Management and Budget (OMB) Circulars A-11 and
A-34 provide further guidance for the treatment of Federal credit programs in the Federal
budget. Accounting standards are provided in Statement of Federal Financial Accounting
Standards No. 2, Accounting for Direct Loans and Loan Guarantees (SFFAS No. 2).
OMB has statutory responsibility for coordinating the calculation of the subsidy estimates
by Federal credit agencies to better measure the cost of Federal credit programs. OMB
has developed a credit subsidy calculator (CSC) to provide Federal credit agencies with a
uniform method to compute the total subsidy cost so that agency staff can focus on
preparing complete and accurate cash flow estimates.
The reliability of the results generated by the CSC is dependent on three factors:
1. The preparation of complete and accurate estimated disbursements and
collections (cash flow estimates) for credit programs by knowledgeable
agency staff. The cash flow estimates must be properly organized in an
electronic spreadsheet. This task is the responsibility of the agency
implementing the program with consultation and, in some instances, review
and approval, from OMB. (See Appendix A.)
2. The accuracy of the calculations embedded in the CSC to generate the total
subsidy cost and subsidy cost components from agency supplied cash flows.
OMB is responsible for ensuring that the CSC correctly calculates the total
subsidy cost from the data supplied by agencies.
3. The proper installation and control of the CSC by agencies to ensure that the
file is not modified or corrupted.
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Management’s Assertion
Management asserts that the CSC software, dated November 26, 1999, uses the methods
described below in calculating total subsidy cost and that the methods are consistent with
the specifications for such calculations defined in the FCRA, OMB Circulars A-11 (dated
July 12, 1999) and A-34 (dated October 19, 1999), and SFFAS No. 2.
Methods:
a.

The FCRA, OMB Circulars A-11 (dated July 12, 1999) and A-34 (dated October
19, 1999), and SFFAS No. 2 define the cost of a direct loan or loan guarantee as
the estimated long-term cost (on a net present value basis determined at the time a
loan is disbursed) to the Federal government of direct loans and loan guarantees.
This cost, which is hereinafter referred to as the total subsidy cost, excludes
administrative costs and any incidental effects on government receipts or outlays.
The CSC calculates the total subsidy cost to the Federal government, as stated, as
the net present value of agency-provided direct loan or loan guarantee cash flows.

b.

The FCRA was amended in the Balanced Budget Act of 1997 to read:
In estimating net present values, the discount rate shall be the average
interest rate on marketable U.S. Treasury securities of similar maturity to
the cash flows of the direct loan or loan guarantee for which the estimate
is being made (Section 502 5(e)).
The Balanced Budget Act of 1997, Conference Report to Accompany H.R. 2015,
July 30, 1997 provides a more detailed description of the discounting method:
Amendments to section 502 clarify the definition of the term “cost,” to
including a modification of the requirement concerning the “discount rate”
used to determine cost so that it is based on the timing of the cash flows,
as opposed to the term of the loan. Under this approach, a claim payment
that will occur in year 1 of a guaranteed loan is discounted using the rate
on a 1-year Treasury security, while a claim payment that will occur in
year 30 is discounted using the rate on a 30-year Treasury security. The
total cost is the sum of the present values of each year’s cash flows over
the life of the direct loan or loan guarantee.
OMB Management interprets the “interest rate on marketable U.S. Treasury
securities” to be the effective annual yield of the spot rate on a zero-coupon bond,
with a similar remaining term to maturity as the period of the cash flows. The
basket-of-zeros method uses this defined interest rate as the discount rate when
estimating net present values for total subsidy cost. The CSC calculates the total
subsidy cost using the basket-of-zeros method.

c.

The FCRA Section 505(c) stipulates that interest paid on Federal credit agency
borrowings and interest earned on Federal credit agency deposits is calculated at
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the same interest rate, effectively, as the rate used to discount cash flows for
subsidy cost estimates. Because the basket-of-zeros method consists of multiple
discount rates, the CSC uses an OMB developed calculation of a “single effective
rate” for the practical purpose of calculating interest on borrowings and deposits
in the financing account. This “single effective rate,” when used as a discount
rate, results in the same subsidy percentage as the basket-of-zeros method.
In certain instances, a single effective rate that will result in the same subsidy
percentage as the basket-of-zeros method does not exist. In these instances a
weighted-average spot rate in effective annual yield terms is used as the single
effective rate. In other instances the calculated single effective rate is less than the
lowest (or greater than the highest) spot rated used in the basket-of-zeros
calculation of present value factors. Therefore the lowest (or highest) spot rate
converted to effective annual yield terms is used as the single effective rate.
See Appendix B for a further explanation of approximating the single effective
rate and its implications.
d.

The FCRA (Sections 502 (B) and (C)) requires that the cost of direct loans and
loan guarantees be discounted to the time the loan is disbursed. The CSC
discounts cash flows to the time of loan disbursement using discount rates as
described in method “b” above.

e.

The SFFAS No. 2 requires that certain components of the subsidy costs be shown
in the financial reporting of Federal credit agencies. The CSC calculates and
displays the total subsidy components as described:
Financing/interest subsidy cost component is defined as the portion of the
subsidy attributable to subsidizing the borrower’s interest costs by
charging lower rates than the discount rate (in certain direct loan
programs) or by direct interest subsidy payments (in certain loan guarantee
programs). For direct loans, this is calculated as the excess of the amount
of the loans disbursed over the present value of the interest and principal
payments required by the loan contracts. For loan guarantees, this is
calculated as the present value of estimated interest supplement payments,
before adjustment for defaults.
Defaults, net of recoveries, subsidy cost component is defined as the
portion of the subsidy attributable to defaults, net of recoveries. It is
calculated as the sum of discounted cash flows for defaults and recoveries.
Fee subsidy cost is defined as the portion of the subsidy costs attributable
to up-front and annual fees paid to the government. Because these fees are
inflows to the U.S. Government, this subsidy costs component makes
subsidy costs either less positive or more negative. It is calculated as the
sum of the discounted fee-related cash flows, before adjustment for
defaults.
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Other subsidy cost is defined as the residual subsidy cost not attributed to
financing, defaults net of recoveries, or fees. It is calculated as a residual.
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Appendix A
Responsibilities of those using the CSC
The organizations and individuals that use the CSC for Federal budget or financial
reporting purposes are responsible for properly installing and using the CSC. These
responsibilities include, but are not limited to, the following:
1.

Ensuring that there are no errors, omissions, or defects in the inputs that would
materially distort the calculations made by the CSC. Though the CSC provides
messages to identify certain instances where input data items may be
questionable, these messages are for informational purposes. OMB management
makes no assertion that the CSC tests all potential error conditions or that the
absence of error messages, in any way, is an endorsement of the inputs or an
indication of their quality or acceptability;

2.

Correctly installing the calculator, ensuring that it has not been corrupted,
ensuring that access is appropriately controlled, providing an appropriate level of
computer security, and ensuring that system date and time values are set correctly;

3.

Choosing the appropriate scale (e.g., millions of dollars or thousands of dollars)
for cash flow values. In particular, subsidy percentages may be distorted when a
large scale, such as millions of dollars, is used and the cash flow estimates are
generally in magnitudes of a few thousand dollars and are rounded so that they
have few significant digits. In such instances, the resulting subsidy may differ
significantly from a subsidy calculated from cash flows with more significant
digits. In all instances where such distortions might occur, it is the responsibility
of the individual or organization preparing the cash flow estimates to use a scale
with a sufficient number of significant digits;

4.

Choosing the appropriate level of detail for cash flows (whether to use aggregated
cash flows that combine disbursement years or to use individual disbursement
year cash flows); and,

5.

Choosing the appropriate frequency for cash flows (whether to use monthly,
quarterly, semiannual, or annual frequencies) with the understanding that the
aggregation of cash flows may yield approximate, rather than exact, results.
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Appendix B
Limitation regarding terminal balances in financing accounts
Under certain circumstances the results of the CSC can produce a non-zero balance in the
financing account (an account with the U.S. Treasury) at the end of the cohort’s term.
These circumstances include:
•
•
•

The effects of rounding of the subsidy percentage and single effective rate;
An inaccuracy when the exact single effective rate cannot be calculated (or is
less than the smallest or largest spot rate used in the basket-of-zeros present
value calculations for the cohort);
A calculation inaccuracy when disbursements occur in two or more time
periods

The subsidy percentage and single effective rate are typically reported to two and four
decimal places, respectively. If the true subsidy percentage or single effective rate
contains more than the reported decimal places, a small balance may result at the end of a
cohort’s term. Similarly, if an exact single effective rate cannot be calculated (or is less
than the smallest or largest spot rate used in the basket-of-zeros present value calculations
for the cohort), interest on earnings or debt will accrue at a rate different from the rate the
cash flows are being discounted. This difference will result in a non-zero balance at the
end of the cohort’s term.
The third circumstance is a calculation inaccuracy that occurs when a direct loan or
guaranteed loan is disbursed over two or more time periods. OMB conducted sensitivity
tests that indicated that the effect of this inaccuracy is immaterial. OMB decided that
delaying the release of the CSC to correct this inaccuracy was not warranted.
This inaccuracy is the result of the averaging of credit subsidy rates for individual
disbursement years. The CSC calculates the subsidy percentage as net present value of
the sum of each disbursement period’s cash flows discounted to the time of disbursement
divided by the sum of the undiscounted disbursements. Calculated in this way, the
subsidy percentage is a disbursement-weighted average of the credit subsidy percentage
in each disbursement year. Because the compounding of interest is a non-linear function
and the disbursement-weighted average is a linear function, a small discrepancy will arise
when interest earnings on the subsidy transfer are calculated.
This inaccuracy can be fixed for programs that have loan disbursements in two or more
periods. First, the cash flows should be discounted to the period of first disbursement.
Second, the previously undiscounted disbursements should be discounted to the period of
first disbursement. With these refinements, the residual balance in the financing account
would be zero, because the amount of time that each subsidy transfer would earn interest
would be taken into account in calculating the composite subsidy rate.
Making this correction would require substantial changes to the CSC’s output displays
and would result in delaying the release of the CSC. OMB’s testing revealed that the
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magnitude of this inaccuracy is immaterial and did not warrant delaying release of the
CSC. This inaccuracy is noted rather than corrected in this release.
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