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A MESSAGE FROM THE
CHIEF FINANCIAL OFFICER

I am pleased to report that for the 26" consecutive year, we received an unmodified audit
opinion on our financial statements from our independent auditors, and I am honored to join
Commissioner Saul in issuing our fiscal year (FY) 2019 Agency Financial Report. This
report highlights our accomplishments in delivering Social Security services to promote the
economic security of the public, and demonstrates our responsible stewardship of taxpayer
dollars.

Our FY 2018 Agency Financial Report received the Certificate of Excellence in
Accountability Reporting from the Association of Government Accountants in recognition
of our commitment to financial reporting excellence. We have received this prestigious
award for 21 consecutive years.

Our unmodified audit opinion confirms that our statements present fairly the financial position of our agency and are
free of material misstatement. Our independent auditors also issued an unmodified opinion on the effectiveness of
our internal control over financial reporting. They determined that we had no material weaknesses but cited

three significant deficiencies, which contained elements identified in prior years. The significant deficiencies
concern internal control over certain financial information systems controls, information systems risk management,
and accounts receivable with the public (benefit overpayments). In FY 2019, we successfully remediated the
significant deficiency identified in prior years concerning the reliability of information used in certain control
activities.

The agency handles audit findings with the utmost importance. We are committed to resolving the deficiencies
through risk-based corrective action plans to strengthen our control environment and mitigate risks. We are
increasing cross component collaboration by involving subject matter experts and leaders across the agency. We
will create greater awareness of overarching issues and related risk mitigation activities and establish more
accountability for completing milestones. We provide additional information on the auditors’ findings and our
corrective actions in the Systems, Controls, and Legal Compliance and Report of Independent Certified Public
Accountants sections of this report.

We are proud of the accomplishments of our dedicated employees. They work hard every day to ensure the success
of our financial stewardship and help advance our mission. For additional information on my office’s contributions
to accomplishing the agency’s mission, please refer to the Financial Management Initiatives Advancing Our Mission
section beginning on the following page. We will continue to implement even stronger policies and practices to
provide the American people the maximum value for the resources entrusted to us.

Respectfully,
Michelle A. King

Baltimore, Maryland
November 12, 2019
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FINANCIAL MANAGEMENT INITIATIVES
ADVANCING OUR MISSION

Our Chief Financial Officer (CFO) also serves as the Performance Improvement Officer (PIO). This dual role
provides a unique position overseeing the full life cycle of agency initiatives and goals—from the development of
the Agency Strategic Plan, which drives budget decisions and annual performance plans, to the financial
management of resources and performance reporting. The mission of the Office of the Chief Financial Officer
(OCFO) is financial management excellence. The following are key financial management initiatives that advance
this mission and the agency’s mission, Strategic Goals, and objectives:

e Compassionate And REsponsive Service (CARES) Plan: Infiscal year (FY) 2019,
as a result of CARES, our hearings pending initiative, the agency reduced the hearings backlog to about
575,000 cases, the lowest level since FY 2004. Over the last three years, Congress has provided $290 million in
special funding dedicated to reduce the hearings backlog. In FY 2019, we received $100 million in dedicated
funding for CARES, in addition to the $90 million and $100 million we received in FY 2017 and FY 2018,
respectively. From budget planning, execution, and reporting, to providing ongoing medical and vocational
contractual support for hearings cases, OCFO remains engaged, helping with the agency’s commitment to
improve the hearing process.

e Cross-Agency Priority (CAP) Goals: In the dual CFO-PIO role, our CFO also has
enterprise-wide responsibility for coordinating strategic planning activities and tracking, monitoring, and
reporting agency performance. This includes serving as our agency’s executive lead for several CAP Goals
including Sharing Quality Services, Getting Payments Right, Improve Management of Major Acquisitions, and
Improving Customer Experience with Federal Services. For the Improving Customer Experience with Federal
Services CAP Goal, the Office of Management and Budget (OMB) listed our agency as a high-impact service
provider.

e Data Quality Plan: Incompliance with OMB Memorandum M-18-16, Appendix A to OMB Circular
No. A-123, Management of Reporting and Data Integrity Risk, OCFO developed a Data Quality Plan to ensure
we have effective internal controls over the input and validation of data submitted to USAspending.gov. We
leverage our existing Federal Managers’ Financial Integrity Act (FMFIA) program activities to identify critical
risk points and corresponding mitigating controls. We also assess the design and operating effectiveness of our
data quality controls to ensure they support Digital Accountability and Transparency Act of 2014 reporting
objectives. We consider the results of our assessment in our FMFIA annual assurance statement process.

e Debt Management System: InFY 2018, OCFO began leading a multi-year initiative to develop a
modernized enterprise Debt Management System. We completed development of the initial technical
architecture, foundational debt view (screens), and basic search functionality of the new Debt Management
System. In FY 2019, we continued expanding the Debt Management System and began development of an
Intranet Waiver application that provides technicians, via an intranet webpage, the capability to capture,
document, and support processing waiver requests. Upon full development, our modernized Debt Management
System will help the agency better collect, store, monitor, and report our program debt activity.

e Enterprise Risk Management (ERM): During FY 2019, OCFO continued to lead the
maturity of the agency’s ERM program. OCFO began integrating our ERM program with the Strategic
Objective Review process while updating the agency’s ERM risk profile, and established the agency’s ERM
framework document. The establishment of the framework document will ensure we consistently maintain
effective ERM practices, including executive-level governance, as we mature the program. In FY 2020, OCFO
will continue to enhance the ERM program and further integrate ERM practices into the agency’s business
processes.
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Recovery of Program Funds: Several years ago, OCFO established a collaborative partnership
with other agency components and the Office of the Inspector General to block Routing and Transit Numbers
for automated enrollments for direct deposit of benefits for certain financial institutions which involved a high
potential for fraud. Due to a long-standing relationship with GreenDot (a multiple debit card provider), we
learned of suspected fraudulent activity involving benefit payments. Through subsequent research, we
identified that these payments resulted from iClaim transactions. We collaborated with the Department of the
Treasury, GreenDot, and other agency components to verify iClaims that appeared fraudulent. This resulted in
the return of $1.8 million of Title II and Title XVI payments from GreenDot.

Revised Space Allocation Standards: OCFO revised the agency’s Space Allocation
Standards (SAS) and associated Space Computation Worksheets (SCW). The SAS and SCW incorporate many
of the space optimization elements we have been implementing over the last year, including standardized
offices and workstations, focus rooms, and employee personal storage. These changes result in space savings
and ultimately a reduction to our real estate portfolio in compliance with OMB’s Reduce the Footprint mandate
and the Federal Assets Sale and Transfer Act.
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FINANCIAL STATEMENTS AND
ADDITIONAL INFORMATION

Our agency’s financial statements and additional information for fiscal years (FY) 2019 and 2018 consist of the
following:

e The Consolidated Balance Sheets present, as of September 30, 2019 and 2018, amounts of economic
benefits we owned or managed (assets), amounts we owed (liabilities), and residual amounts we retained,
comprising the difference (net position). We provide a Balance Sheet by major program as additional
information.

e The Consolidated Statements of Net Cost present the net cost of operations for the years ended
September 30, 2019 and 2018. Our net cost of operations includes the gross costs incurred less any exchange
revenue earned from activities presented by our major programs. By disclosing the gross cost and net cost of
the entity’s programs, the Consolidated Statements of Net Cost provide information that can be related to the
outputs and outcomes of programs and activities. We provide a Schedule of Net Cost to show the components
of net cost activity as additional information.

e The Consolidated Statements of Changes in Net Position present the change in net position
for the years ended September 30, 2019 and 2018. Changes to the two components of net position, Unexpended
Appropriations and Cumulative Results of Operations, affect its balance. The Statement format is designed to
display both components of net position separately to enable the user to better understand the nature of changes
to net position as a whole. We provide a Schedule of Changes in Net Position to present the change in net
position by major program as additional information.

e The Combined Statements of Budgetary Resources present the budgetary resources available
to us, the status of these resources, and the outlay of budgetary resources for the years ended September 30,
2019 and 2018. We provide an additional Schedule of Budgetary Resources as Required Supplementary
Information to present budgetary resources by major program.

e The Statements of Social Insurance present the present value for the 75-year projection period of
the estimated Old-Age and Survivors Insurance (OASI) and Disability Insurance (DI) future noninterest income
and cost expected to arise from the formulas specified in current law for current and future program
participants. We present the difference between these values on both an open group and a closed group basis,
both including and excluding the value of the combined OASI and DI Trust Fund asset reserves at the beginning
of the period. This information is presented for the current year and for each of the four preceding years.

e The Statements of Changes in Social Insurance Amounts reconcile the changes, from
one 75-year valuation period to the next, in the present value of estimated future noninterest income less
estimated future cost for current and future participants (the open group measure). The Statements show
two reconciliations: (1) change from the period beginning on January 1, 2018 to the period beginning on
January 1, 2019; and (2) change from the period beginning on January 1, 2017 to the period beginning on
January 1, 2018. The Statements identify several categories of changes and provide reasons for significant
changes in the accompanying notes.

e The Required Supplementary Information: Social Insurance presents required
long-range cash flow projections, the long-range projections of the ratio of contributors to beneficiaries, and the
sensitivity analysis illustrating the effect of the changes in the most significant assumptions on the actuarial
projections and present values. The financial and actuarial disclosures include a narrative describing the
program, including how the program is financed and how benefits are calculated, as well as an interpretive
analysis of trends revealed by the data.
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Consolidated Balance Sheets as of
September 30, 2019 and 2018

(Dollars in Millions)

Assets 2019 2018
Intragovernmental:
Fund Balance with Treasury (Notes 3 and 4) $ 7,408 § 6,558
Investments (Note 5) 2,900,916 2,894,654
Interest Receivable (Note 5) 19,796 20,594
Accounts Receivable, Net (Note 6) 790 735
Other (Note 8) 56 29
Total Intragovernmental 2,928,966 2,922,570
Accounts Receivable, Net (Notes 3 and 6) 13,447 13,244
Property, Plant, and Equipment, Net (Note 7) 3,438 3,483
Total Assets $ 2945851 $ 2,939,297
Liabilities (Note 9)
Intragovernmental:
Accrued Railroad Retirement Interchange $ 5052 § 4,754
Accounts Payable 6,085 5,899
Other 122 116
Total Intragovernmental 11,259 10,769
Benefits Due and Payable 106,046 104,649
Accounts Payable 430 482
Federal Employee and Veteran Benefits 300 314
Other 822 815
Total Liabilities 118,857 117,029
Contingencies (Note 9)
Net Position
Unexpended Appropriations - All Other Funds 4,416 3,576
Cumulative Results of Operations - Funds from Dedicated Collections (Note 10) 2,818,817 2,815,603
Cumulative Results of Operations - All Other Funds 3,761 3,089
Total Net Position - Funds from Dedicated Collections (Note 10) 2,818,817 2,815,603
Total Net Position - All Other Funds 8,177 6,665
Total Net Position 2,826,994 2,822,268
Total Liabilities and Net Position $ 2,945851 $ 2,939,297

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Net Cost for the Years Ended
September 30, 2019 and 2018

(Dollars in Millions)

2019 2018
OASI Program
Benefit Payment Expense $ 892,619 § 836,919
Operating Expenses (Note 11) 3,967 3,817
Total Cost of OASI Program 896,586 840,736
Less: Exchange Revenues (Note 12) a3) (14)
Net Cost of OASI Program 896,573 840,722
DI Program
Benefit Payment Expense 142,482 140,939
Operating Expenses (Note 11) 3,065 3,044
Total Cost of DI Program 145,547 143,983
Less: Exchange Revenues (Note 12) 35 (35)
Net Cost of DI Program 145,512 143,948
SSI Program
Benefit Payment Expense 51,990 47,027
Operating Expenses (Note 11) 4,908 4,621
Total Cost of SSI Program 56,898 51,648
Less: Exchange Revenues (Note 12) (242) (222)
Net Cost of SSI Program 56,656 51,426
Other
Benefit Payment Expense 1 1
Operating Expenses (Note 11) 2,578 2,512
Total Cost of Other Program 2,579 2,513
Less: Exchange Revenues (Note 12) (&) (10)
Net Cost of Other Program 2,570 2,503
Total Net Cost
Benefit Payment Expense 1,087,092 1,024,886
Operating Expenses (Note 11) 14,518 13,994
Total Cost 1,101,610 1,038,880
Less: Exchange Revenues (Note 12) (299) (281)
Total Net Cost $ 1,101,311 § 1,038,599

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Changes in Net Position for the Years Ended
September 30, 2019 and 2018

(Dollars in Millions)

2019 2018
Funds from Funds from
Dedicated All Other Dedicated All Other
Collections Funds Total Collections Funds Total
Unexpended Appropriations:
Beginning Balances $ 0§ 3576 $ 3576 $ 0 $ 4,813 $ 4,813
Budgetary Financing Sources
Appropriations Received 36,104 60,934 97,038 35,718 53,553 89,271
Other Adjustments 0 14) (14) 0 (15) (15)
Appropriations Used (36,104) (60,080) (96,184) (35,718) (54,775) (90,493)
Total Budgetary Financing Sources 0 840 840 0 (1,237) (1,237)
Total Unexpended Appropriations 0 4,416 4,416 0 3,576 3,576
Cumulative Results of Operations:
Beginning Balances $ 2,815,603 $ 3,089 $ 2,818,692 $ 2,812,816 $ 1,930 $ 2,814,746
Budgetary Financing Sources
Appropriations Used 36,104 60,080 96,184 35,718 54,775 90,493
Tax Revenues (Note 13) 932,424 0 932,424 873,171 0 873,171
Interest Revenues 81,705 0 81,705 83,550 0 83,550
Transfers-In/Out - Without Reimbursement (6,114) 8,639 2,525 (6,272) 9,335 3,063
Railroad Retirement Interchange (5,245) 0 (5,245) (4,908) 0 (4,908)
Other Budgetary Financing Sources 101 0 101 51 0 51
Other Financing Sources (Non-Exchange)
Imputed Financing Sources (Note 14) 0 646 646 0 617 617
Other 0 3,143) 3,143) 0 (3,492) (3,492)
Total Financing Sources 1,038,975 66,222 1,105,197 981,310 61,235 1,042,545
Net Cost of Operations 1,035,761 65,550 1,101,311 978,523 60,076 1,038,599
Net Change 3,214 672 3,886 2,787 1,159 3,946
Cumulative Results of Operations $ 2,818,817 $ 3,761 $ 2,822,578 $ 2.815,603 $ 3,089 $ 2.818,692
Net Position $ 2,818,817 $ 8,177 $ 2,826,994 $ 2,815,603 $ 6,605 $ 2,822,268

The accompanying notes are an integral part of these financial statements.
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Combined Statements of Budgetary Resources for the Years Ended
September 30, 2019 and 2018

(Dollars in Millions)

2019 2018
Budgetary Resources (Note 15)
Unobligated Balance From Prior Year Budget Authority, Net $ 5,129 $ 7,156
Appropriations (Discretionary and Mandatory) 1,144,317 1,079,107
Spending Authority from Offsetting Collections (Discretionary and Mandatory) 15,541 15,621
Total Budgetary Resources $ 1,164,987 $ 1,101,884
Status of Budgetary Resources
New obligations and upward adjustments
Direct $ 1,156,838 $ 1,094,792
Reimbursable 2,631 2,464
New obligations and upward adjustments (total) 1,159,469 1,097,256
Unobligated Balance, End of Year
Apportioned, unexpired accounts 5,144 3,557
Unapportioned, unexpired accounts 48 833
Unexpired unobligated balance, end of year 5,192 4,390
Expired unobligated balance, end of year 326 238
Unobligated balance, end of year (total) 5,518 4,628
Total Budgetary Resources $ 1,164,987 $ 1,101,884
Outlays, Net
Outlays, Net (Discretionary and Mandatory) $ 1,141,166 $ 1,078,859
Distributed Offsetting Receipts (39,333) (38,956)
Agency Outlays, Net (Discretionary and Mandatory) $ 1,101,833 $ 1,039,903

The accompanying notes are an integral part of these financial statements.
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Statements of Social Insurance
Old-Age, Survivors, and Disability Insurance
as of January 1, 2019

(Dollars in Billions)

Estimates Reported in Prior Years

2019 2018 2017 2016 2015
Present value for the 75-year projection period from or on behalf of:
(Note 17)
Participants who, in the starting year of the projection period, have
attained eligibility age (age 62 and over):
Noninterest income $ 1,552 $ 1,451 $ 1,374 $1,272 $1,166
Cost for scheduled future benefits 16,895 15,862 14,668 13,602 12,833
Future noninterest income less future cost -15,344 -14411 -13,294 -12,330 -11,667
Participants who have not yet attained retirement eligibility age
(ages 15-61):
Noninterest income 33,602 31,849 30,305 29,273 27,791
Cost for scheduled future benefits 55,826 52,248 50,181 48,412 45,276
Future noninterest income less future cost -22,224 -20,399 -19,876 -19,138 -17,486
Present value of future noninterest income less future cost for
current participants (closed group measure) -37,568 -34,810 -33,170 -31,468 -29,152
Combined OASI and DI Trust Fund asset reserves at start of period 2,895 2,892 2,848 2,813 2,789
Closed group - Present value of future noninterest income less
future cost for current participants p/us combined OASI and
DI Trust Fund asset reserves at start of period -$34,673 -$31,918 -$30,322 -$28,656 -$26,363
Present value for the 75-year projection period from or on behalf of:
(Note 17)
Future participants (those under age 15, and to be born during
period):
Noninterest income $35311 $31,788 $30,452 $29,687 $26,580
Cost for scheduled future benefits 14,508 13,035 12,639 12,388 10,867
Future noninterest income less future cost 20,804 18,753 17,813 17,299 15,713
Present value of future noninterest income less future cost for
current and future participants (open group measure) -16,764 -16,057 -15,357 -14,169 -13,440
Combined OASI and DI Trust Fund asset reserves at start of period 2,895 2,892 2,848 2,813 2,789
Open group - Present value of future noninterest income less future
cost for current and future participants plus combined OASI and
DI Trust Fund asset reserves at start of period -$13,869 -$13,166 -$12,509 -$11,357 -$10,650

Notes:
Totals do not necessarily equal the sum of rounded components. The accompanying notes are an integral part of these financial statements.

Future noninterest income and future cost are estimated over the appropriate 75-year period.
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Statements of Changes in Social Insurance Amounts
Old-Age, Survivors, and Disability Insurance
For Change from the 75-Year Valuation Period

January 1, 2018 to January 1, 2019

(Dollars in Billions)

Present value of future
noninterest income less

Combined
OASI and

Present value of
future noninterest
income less future

cost for current and

future cost for current DI Trust . .
and future participants Fund future participants
plus combined OASI
(open group measure) asset and DI Trust Fund
over the next 75 years reserves asset reserves at
start of period
As of January 1, 2018 -$ 16,057 $2,892 -$ 13,166
Reasons for changes between January 1, 2018 and January 1, 2019
(Note 17)
Change in the valuation period -576 -2 =577
Changes in demographic data, assumptions, and methods 392 0 392
Changes in economic data, assumptions, and methods -1,027 0 -1,027
Changes in programmatic data and methods 484 5 489
Changes in law or policy 20 0 20
Net change between January 1, 2018 and January 1, 2019 -$ 707 $3 -$ 703
As of January 1, 2019 -$ 16,764 $2,895 -$ 13,869
January 1, 2017 to January 1, 2018
(Dollars in Billions)
Present value of
Present value of future | Combined if:llzl(:l;enl:;n;nf:letrue:;
noninterest income less | OASI and
cost for current and
future cost for current DI Trust future participants
and future participants Fund particip
plus combined OASI
(open group measure) asset and DI Trust Fund
over the next 75 years reserves asset reserves at
start of period
As of January 1, 2017 -$ 15,357 $ 2,848 -$ 12,509
Reasons for changes between January 1, 2017 and January 1, 2018
(Note 17)
Change in the valuation period -629 59 -570
Changes in demographic data, assumptions, and methods 111 0 111
Changes in economic data, assumptions, and methods -458 0 -458
Changes in programmatic data and methods 243 -14 228
Changes in law or policy 32 0 32
Net change between January 1, 2017 and January 1, 2018 -$ 701 $44 -$ 657
As of January 1, 2018 -$ 16,057 $ 2,892 -$ 13,166

Notes:

Totals do not necessarily equal the sum of rounded components. The accompanying notes are an integral part of these financial statements.

Future noninterest income and future cost are estimated over the appropriate 75-year period.
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED SEPTEMBER 30, 2019 AND 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

REPORTING ENTITY

The Social Security Administration (SSA), as an independent agency in the executive branch of the

U.S. Government, is responsible for administering the Nation's Old-Age and Survivors and Disability Insurance
(OASDI) programs and the Supplemental Security Income (SSI) program. SSA is considered a separate reporting
entity for financial reporting purposes, and our financial statements have been prepared to report the financial
position, net cost, changes in net position, budgetary resources, the present value for the 75-year projection period
for social insurance, and the changes in the present value between the current valuation period and prior valuation
period, as required by the Office of Management and Budget (OMB) in OMB Circular No. A-136, Financial
Reporting Requirements.

The financial statements have been prepared from the accounting records of SSA on an accrual basis, in conformity
with generally accepted accounting principles (GAAP) of the United States of America for Federal entities and the
form and content for entity financial statements specified by OMB in Circular No. A-136. The Combined
Statements of Budgetary Resources and related disclosures provide information about how budgetary resources were
made available as well as the status at the end of the period. It is the only Statement predominately derived from an
entity’s budgetary general ledger in accordance with budgetary accounting rules, which are incorporated into GAAP
for the Federal Government. GAAP for Federal entities are the standards prescribed by the Federal Accounting
Standards Advisory Board. The preparation of financial statements, in conformity with GAAP, requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent liabilities at the dates of the financial statements and the reported amounts of revenues and
expenses during the reporting periods. Actual results could differ from those estimates. Accounting standards
require all reporting entities to disclose that accounting standards allow certain presentations and disclosures to be
modified, if needed, to prevent the disclosure of classified information.

The consolidated and combined financial statements include the accounts of all funds under SSA control, consisting
primarily of the OASI and DI Trust Funds, SSA’s Limitation on Administrative Expenses (LAE), four general fund
appropriations, three receipt accounts, and one special fund.

LAE is a mechanism to allow SSA to fund our administrative operations and is considered a subset of the OASI and
DI Trust Funds. The four general funds are the Payments to Social Security Trust Funds (PTF), SSI Program,
Office of the Inspector General (OIG), and Special Veterans Benefits (Title VIII) Program. The three receipt
accounts are SSI Overpayment Collections, the General Fund’s portion of the SSI State Supplementation fees, and
SSI Attorney fees. The one special fund is SSA’s portion of the SSI State Supplementation fees. SSA's financial
statements also include OASI and DI investment activities performed by the Department of the Treasury (Treasury).
SSA's financial activity has been classified and reported by the following program areas: OASI, DI, SSI, LAE, and
Other. Other consists primarily of PTF appropriations activity, but also contains SSI Overpayment Collections and
other non-material activities.

FUND BALANCE WITH TREASURY

SSA’s Fund Balance with Treasury, shown on the Consolidated Balance Sheets, is the aggregate amount of funds in
SSA’s accounts with Treasury for which SSA is authorized to make expenditures and pay liabilities. Refer to
Note 3, Non-Entity Assets, and Note 4, Fund Balance with Treasury.
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INVESTMENTS

Daily deposits received by the OASI and DI Trust Funds that are not required to meet current expenditures are
invested in interest-bearing obligations of the U.S. Government. The OASI and DI Trust Fund balances may be
invested only in interest-bearing obligations of the United States or in obligations guaranteed as to both principal
and interest by the United States as provided by Section 201 (d) of the Social Security Act. These investments
consist of Treasury special-issue securities. Special-issue securities are special public debt obligations for purchase
exclusively by the OASI and DI Trust Funds; therefore, they are non-marketable securities. They are purchased and
redeemed at face value, which is the same as their carrying value on the Consolidated Balance Sheets. Refer to
Note 5, Investments and Interest Receivable.

ACCOUNTS RECEIVABLE, NET

SSA accounts receivable represent unpaid amounts due to the agency. Intragovernmental Accounts Receivable, Net
primarily represent amounts to be paid from the Hospital Insurance (HI) and Supplemental Medical Insurance
(SMI) Trust Funds to the LAE Appropriation. Accounts Receivable, Net consist mainly of monies due to SSA from
OASI, DI, and SSI beneficiaries who received benefits in excess of their entitlement, as well as amounts due from
the States to cover underpayments due to the SSI recipients.

In accordance with Treasury’s Treasury Financial Manual (TFM), Chapter 2-4700, SSA does not apply an
allowance for doubtful accounts to determine the net value of Intragovernmental Accounts Receivable.

According to Statement of Federal Financial Accounting Standard (SFFAS) No. 1, Accounting for Selected Assets
and Liabilities, an allowance for estimated uncollectible amounts should be recognized to reduce the gross amount
of receivables to its net realizable value. SSA annually recalculates a ratio of allowance for doubtful accounts on
programmatic accounts receivable with the public. We apply a moving five-year average of uncollectable
receivable ratios, based on comparing collections to new debt while considering program turnover rates, against
outstanding receivables, by group, to compute the amount of allowance for doubtful accounts.

On May 24, 2018, Congress enacted the Economic Growth, Regulatory Relief, and Consumer Protection Act, or
hereinafter referred to as the Banking Bill. Section 215 of the Banking Bill titled, “Reducing Identity Fraud,” was
passed to reduce synthetic identity fraud. Section 215 of the Banking Bill requires SSA to provide a “permitted
entity” a confirmation (or non-confirmation) of fraud protection data (SSN verification) based on the number
holder’s written consent, including by electronic signature.

To meet the requirements of section 215 of the Banking Bill, SSA must either modify an existing system or develop
a new system to perform SSN verifications for “permitted entities,” as defined in the Banking Bill. The Banking
Bill requires users of this system to reimburse SSA for the full cost of this work. SSA may not begin development
of the verification system to carry out the Banking Bill until it collects at least 50 percent of the program start-up
costs from users of the system.

In order to comply with the Banking Bill, SSA has incurred non-mission costs in our LAE account for planning,
analysis, and other activities not associated with the development of the verification system. The Banking Bill
requires SSA to fully recover all costs from the users of the verification process by way of advances,
reimbursements, user fees, or other recoveries as determined by the Commissioner. SSA plans to recover these
costs in future years and has accounted for this with a non-budgetary accounts receivable for the amount of costs
incurred through September 30, 2019. Refer to Note 6, Accounts Receivable, Net.

PROPERTY, PLANT, AND EQUIPMENT

SSA records property, plant, and equipment (PP&E) in the LAE program, but the PP&E represent the capital assets
purchased by its funding sources. SFFAS No. 10, Accounting for Internal Use Software, requires the capitalization
of internally developed, contractor-developed, and commercial off-the-shelf software. SSA classifies PP&E into
several categories. The capitalization threshold for most PP&E categories is $100 thousand. Deferred Charges,
which includes fixtures, the Telephone Services Replacement Project, and bulk computer purchases, are capitalized
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with no threshold, $100 thousand, and $10 million, respectively. Site preparation for Automated Data Processing
(ADP) and Telecommunications, Buildings and Other Structures, and Internal Use Software, excluding commercial
off-the-shelf software are capitalized with no threshold. Refer to Note 7, Property, Plant, and Equipment, Net.

In FY 2019, while performing an internal review of PP&E, SSA discovered two issues with prior year internal use
software activity, which resulted in a net over-capitalization of assets. We identified prior year contract-related
overhead that had not been applied, as well as overhead on SSA employee developed internal use software that had
been double counted in the capitalization process. The adjustments recorded to address both items resulted in a
decrease in Net Book Value of $391 million as of September 30, 2018. SSA determined that this unintentional error
was not material to the financial statements, and therefore, recorded the activity during FY 2019. This activity
decreased SSA’s FY 2019 Property, Plant, and Equipment and Total Assets line items on the Consolidated Balance
Sheets. In addition, this activity increased SSA’s FY 2019 Operating Expense and Total Net Cost line items on the
Consolidated Statements of Net Cost. Refer to Note 7, Property, Plant, and Equipment, Net.

BENEFITS DUE AND PAYABLE

SSA accrues liabilities for OASI and DI benefits due for the current month, which by statute, are not paid until the
following month. In addition, SSA accrues liabilities on benefits for past periods that have not completed
processing by the close of the period, such as adjudicated and unadjudicated hearings and appeals and civil litigation
cases. Refer to Note 9, Liabilities.

BENEFIT PAYMENTS

SSA recognizes the cost associated with payments in the period the beneficiary or recipient is entitled to receive the
payment. OASI and DI benefit disbursements are generally made after the end of each month. SSI disbursements
are generally made on the first day of each month. By law, if the monthly disbursement date falls on a weekend or a
federally recognized holiday, SSA is required to make the payment on the preceding business day. In these
situations, the beneficiary or recipient is deemed entitled to receive the payment as of the payment date, as they have
met all payment and eligibility requirements.

ADMINISTRATIVE EXPENSES AND OBLIGATIONS

SSA initially charges administrative expenses to the LAE appropriation. Section 201 (g) of the Social Security Act
requires the Commissioner of Social Security to determine the proper share of costs incurred during the fiscal year
to be charged to the appropriate fund. Accordingly, SSA subsequently distributes administrative expenses during
each month to the appropriate OASI, DI, HI, and SMI Trust Fund and general fund accounts. SSA initially makes
all such distributions on an estimated basis and adjusts to actual each year, as provided for in Section 1534 of
Title 31, United States Code (U.S.C.).

SSA incurs obligations in the LAE accounts as activity is processed. SSA incurs obligations in each of the financing
sources once we record LAE’s authority. The Centers for Medicare and Medicaid Services (CMS) reports
obligations that SSA incurred in the HI and SMI Trust Funds. Because SSA reports LAE with our financing sources
(other than the HI/SMI Trust Funds) on the Combined Statements of Budgetary Resources and this Statement does
not allow eliminations, we record LAE’s obligations twice. This presentation is in conformance with OMB Circular
No. A-136 to have the Combined Statements of Budgetary Resources in agreement with the required Budget
Execution Reports (SF-133).

RECOGNITION OF FINANCING SOURCES

Tax revenue, which consists of funds transferred from the Treasury to the OASI and DI Trust Funds for employment
taxes (Federal Insurance Contributions Act (FICA) and Self-Employment Contributions Act (SECA)), represents
SSA’s largest financing source. Additional financing sources consist of interest revenue from the Trust Fund
investments, taxation on benefits, drawdown of funds for benefit entitlement payments and administrative expenses,
appropriations, gifts, and other miscellaneous receipts. On an as-needed basis, funds are drawn from the OASI and
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DI Trust Funds to cover benefit payments. As governed by limitations determined annually by the U.S. Congress,
funds are also drawn from the OASI and DI Trust Funds for SSA's operating expenses. To cover SSA's costs to
administer a portion of the Medicare program, funds are drawn from the HI/SMI Trust Funds.

Appropriations Used includes payments and accruals for the activities that are funded from Treasury's General Fund.

Employment tax revenues are made available daily based on a quarterly estimate of the amount of FICA taxes
payable by employers and SECA taxes payable from the self-employed. Adjustments are made to the estimates for
actual taxes payable and refunds made. Employment tax credits (the difference between the combined employee
and employer rate and the self-employed rate) are also included in tax revenues. Refer to Note 13, Tax Revenues.

Exchange revenue from sales of goods and services primarily include payments of fees SSA receives from those
States choosing to have SSA administer their State Supplementation of Federal SSI benefits. Refer to Note 12,
Exchange Revenues. SSA may use exchange revenue financing sources to pay for current operating expenses as
specified by law.

FUNDS FROM DEDICATED COLLECTIONS

SFFAS No. 43, Funds from Dedicated Collections, requires separate presentation and disclosure of funds from
dedicated collections balances in the financial statements. 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, which remain available over time. Funds from dedicated collections must meet the
following criteria:

e A statute committing the Federal Government to use specifically identified revenues and/or other financing
sources that are originally provided to the Federal Government by a non-Federal source only for designated
activities, benefits, or purposes;

e  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

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 Federal Government's general revenues.

SSA’s funds from dedicated collections are the OASI and DI Trust Funds, funds collected through the taxation of
Social Security benefits, and fees collected to cover a portion of SSA’s administrative costs for SSI State
Supplementation. Refer to Note 10, Funds from Dedicated Collections, for additional information.

USE OF ESTIMATES

The preparation of financial statements requires management to make certain estimates and assumptions that affect
the reported amounts of assets and liabilities and the reported amounts of revenue and expenses during the reporting
period. Actual results could differ from those estimates.

APPLICATION OF CRITICAL ACCOUNTING ESTIMATES

The Statements of Social Insurance and Statements of Changes in Social Insurance Amounts 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. Refer to Note 17, Social Insurance Disclosures.
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PRESENTATION CHANGE

In accordance with SFFAS No. 53, Budget and Accrual Reconciliation, SSA has modified the FY 2019 presentation
of Note 16, Reconciliation of Net Cost to Net Outlays, to comply with the new reporting requirements. FY 2018
balances are not required to be presented in the new format.

2. CENTRALIZED FEDERAL FINANCING ACTIVITIES

SSA's financial activities interact with, and are dependent on, the financial activities of the centralized management
functions of the Federal Government that are undertaken for the benefit of the whole Federal Government. These
activities include public debt, employee retirement, life insurance, and health benefit programs. However, SSA's
financial statements do not contain the results of centralized financial decisions and activities performed for the
benefit of the entire Government.

Financing for general fund appropriations reported on the Consolidated Statements of Changes in Net Position may
be from tax revenue, public borrowing, or both. The source of this funding, whether tax revenue or public
borrowing, has not been allocated to SSA.

SSA occupies buildings that have been leased by the General Services Administration (GSA) or have been
constructed using Public Building Funds. These financial statements reflect SSA's payments to GSA for their lease,
operations maintenance, and depreciation expenses associated with these buildings.

SSA's employees participate in the Office of Personnel Management (OPM) administered contributory Civil Service
Retirement System (CSRS) or the Federal Employees' Retirement System (FERS). SSA makes matching
contributions to FERS. Pursuant to Public Law 99-335, Federal Employees’ Retirement System Act of 1986, FERS
went into effect on January 1, 1987. Employees hired after December 31, 1983 are automatically covered by FERS,
while employees hired prior to that date could elect to either join FERS or remain in CSRS. Refer to Note 14,
Imputed Financing, for additional information.

SSA contributions to CSRS were $21 and $27 million for the years ended September 30, 2019 and 2018.

SSA contributions to the basic FERS plan were $608 and $612 million for the years ended September 30, 2019
and 2018. One of the primary differences between FERS and CSRS is that FERS offers a savings plan to which
SSA is required to contribute one percent of pay and match employee contributions up to an additional four percent
of basic pay. SSA contributions to the FERS savings plan were $192 and $193 million for the years ended
September 30, 2019 and 2018. All contributions include amounts paid and due and payable as of the end of the
reporting period. These Statements do not reflect CSRS or FERS assets or accumulated plan benefits applicable to
SSA employees since this data is only reported in total by OPM.

3. NON-ENTITY ASSETS

Non-entity assets are those assets that are held by an entity, but are not available to the entity. SSA displays our
Non-Entity Assets in Chart 3a. The Non-Entity Assets are composed of: (1) SSI Federal and State benefit
overpayments and underpayments classified as SSI Accounts Receivable, Net; and (2) General Fund’s portion of
fees collected to administer Title VIII State Supplementation.

EEEEE——,————
54 SSA’s FY 2019 AGENCY FINANCIAL REPORT




Chart 3a - Non-Entity Assets as of September 30:

(Dollars in Millions)

2019 2018
Intra- Intra-
Non-Entity agency Net Non-Entity agency Net
Assets Elimination Assets Assets Elimination Assets
Intragovernmental:
Title VIII State Supp Fees $ 3 3 0 $ 318 2 $ 0 3 2
SSI Fed/State Accounts Receivable, Net 6,369 (488) 5,881 6,188 (594) 5,594
Total $ 6,372 % (488) § 5884 | § 6,190 $ 594) $ 5,596

SSA has reduced the SSI Accounts Receivable, Net, by intra-agency eliminations (see discussion in Note 6,

Accounts Receivable, Net). SSI accounts receivable is recognized as a non-entity asset. Public Law 101-517,
Departments of Labor, Health and Human Services, and Education, and Related Agencies Appropriations Act,
1991, requires that collections from repayment of SSI Federal benefit overpayments be deposited in Treasury’s

General Fund. These funds, upon deposit, are assets of Treasury’s General Fund, and will not be used by SSA as a
SSI budgetary resource to pay SSI benefits or administrative costs. When a beneficiary does not receive their full

SSI State Supplemental benefit, SSA establishes an underpayment receivable. This receivable reflects the
reimbursement due to SSA from the States to cover the unpaid benefit. SSA recognizes this receivable due from the
States as a non-entity asset since the amount owed is due to the beneficiary.

Title VIII State Supplementation fee collections are classified as exchange revenue. These fees are included in the
Fund Balance with Treasury as of September 30, 2019 and 2018.

Chart 3b provides a breakout between Non-Entity and Entity assets.

Chart 3b - Non-Entity/Entity Asset Breakdown as of September 30:
(Dollars in Millions)

4.

The Fund Balance with Treasury, shown on the Consolidated Balance Sheets, represents the total of all of SSA's

2019 2018
Non-Entity Assets $ 5,884 | $ 5,596
Entity Assets 2,939,967 2,933,701
Total Assets $ 2,945.851 | $ 2,939,297

FUND BALANCE WITH TREASURY

undisbursed account balances with Treasury. Chart 4, Status of Fund Balances, presents SSA’s Fund Balance with
Treasury through the status of budgetary resources. OASI, DI, and LAE Trust Fund budgetary accounts are not used

in Chart 4 since OASI and DI Trust Fund cash balances are held in investments until needed and do not directly

correspond with the budgetary lines shown in the chart. Therefore, amounts in Chart 4 will not match corresponding
activity on the Combined Statements of Budgetary Resources.
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Chart 4 - Status of Fund Balances as of September 30:
(Dollars in Millions)

2019 2018

Unobligated Balance

Available $ 4,375 § 2,804

Unavailable 78 864
Obligated Balance Not Yet Disbursed 3,052 3,315
OASI, DI, and LAE (142) (465)
Non-Budgetary Fund Balance with Treasury 45 40
Total Status of Fund Balances $ 7,408 $ 6,558

The negative fund balance reported in Chart 4 for the total OASI, DI, and LAE Trust Funds as of September 30,
2019 and 2018 are the result of the policy to protect the OASI and DI Trust Fund investments by not liquidating the
investments until the cash is needed. Transfers between the OASI and DI Trust Funds and Treasury are managed to
favor the financial position of the OASI and DI Trust Funds. Therefore, investments held by the OASI and DI Trust
Funds are liquidated only as needed by Treasury to cover benefit and administrative payments. To maintain
consistency with the amounts reported by Treasury for OASI and DI, SSA does not reclassify the negative balance
as a liability on the Consolidated Balance Sheets.

5. INVESTMENTS AND INTEREST RECEIVABLE

The cash receipts collected from the public for the OASI and DI Trust Funds are invested in interest-bearing
securities backed by the full faith and credit of the Federal Government, generally U.S. par-value Treasury special
securities. Treasury special securities are issued directly by the Secretary of the Treasury to the OASI and DI Trust
Funds and are non-negotiable and non-transferable in the secondary market. Par-value Treasury special securities
are issued with a stated rate of interest applied to its par amount and are purchased and redeemed at par plus accrued
interest at or before maturity. Therefore, there are no premiums or discounts associated with the redemption of these
securities.

SSA displays investments in Special-Issue U.S. Treasury Securities, as reported on the Consolidated Balance Sheets,
in Chart 5a.

Chart 5a - Investments as of September 30:
(Dollars in Millions)

2019 2018
OASI $ 2,804,396 $ 2,801,254
DI 96,520 93,400
Total Investments $ 2,900,916 $ 2,894,654

The interest rates on these investments range from 1.375 to 5.125 percent and the accrued interest is paid on

June 30, December 31, and at maturity or redemption. Investments held for the OASI and DI Trust Funds mature at
various dates ranging from the year 2020 to the year 2034. Accrued interest receivable on the OASI and DI Trust
Fund investments with the Treasury is an Intragovernmental Interest Receivable, reported on the Consolidated
Balance Sheets. Interest Receivable, as reported on the Consolidated Balance Sheets is shown by program in

Chart 5b.
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Chart 5b - Interest Receivable as of September 30:

(Dollars in Millions)

2019 2018
OASI $ 19,094 | $ 19,940
DI 702 654
Total Interest Receivable $ 19,796 | $ 20,594

Treasury special securities are an asset to the OASI and DI Trust Funds and a liability to the Treasury. Because the
OASI and DI Trust Funds and the Treasury are both part of the Government, these assets and liabilities offset each
other for consolidation purposes in the U.S. government-wide financial statements. For this reason, they do not
represent a net asset or a net liability in the U.S. government-wide financial statements.

The Treasury does not set aside financial assets to cover its liabilities associated with the OASI and DI Trust Funds.
The cash received from the OASI and DI Trust Funds for investment in these securities is used by the Treasury for
general Government purposes. Treasury special securities provide the OASI and DI Trust Funds with authority to
draw upon the Treasury to make future benefit payments or other expenditures. When the OASI and DI Trust Funds
require redemption of these securities to make expenditures, the Government finances those expenditures out of
accumulated cash balances by raising taxes or other receipts, by borrowing from the public or repaying less debt, or
by curtailing other expenditures. This is the same way that the Government finances all other expenditures.

6. ACCOUNTS RECEIVABLE, NET

INTRAGOVERNMENTAL

Intragovernmental Accounts Receivable, Net, reported on the Consolidated Balance Sheets in the amounts of $790
and $735 million as of September 30, 2019 and 2018 primarily represent amounts to be paid from the HI/SMI Trust
Funds to the LAE Appropriation. SSA reduced the gross accounts receivable by $3,066 and $3,067 million as of
September 30, 2019 and 2018 as an intra-agency elimination. This elimination is primarily to offset SSA’s

LAE receivable to be paid from the appropriate funds with corresponding payables set up for anticipated

LAE disbursements.

In accordance with the TFM, Chapter 2-4700, SSA does not apply an allowance for doubtful accounts to determine
the net value of Intragovernmental Accounts Receivable.

WITH THE PUBLIC

Accounts Receivable, Net, reported on the Consolidated Balance Sheets is shown by SSA major program in

Chart 6a. Amounts in the OASI and DI programs consist mainly of monies due to SSA from individuals who
received benefits in excess of their entitlement. The amount of SSI Accounts Receivable represents Federal and
State activity. The SSI Federal and State portions consist of overpayments due from SSI recipients who are no
longer eligible to receive benefit payments or received benefits in excess of their eligibility. Additionally, the SSI
State portion consists of amounts due from the States to cover underpayments due to the SSI recipients. Refer to
Note 3, Non-Entity Assets, for a discussion of the SSI Federal and State overpayments and underpayments. To
comply with the Banking Bill, SSA used its LAE account to cover non-mission costs, which did not include any
development of the verification system, with the expectation that these costs will be fully recovered from the users
of the verification process as required by law. To account for this SSA has recorded a non-budgetary accounts
receivable of $8 million as of September 30, 2019, which is included in the LAE Gross and Net Receivable amounts
in Chart 6a. Since the agency expects to fully recover these costs, SSA has not applied an allowance for doubtful
accounts against this accounts receivable.
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Chart 6a - Accounts Receivable with the Public by Major Program

as of September 30:
(Dollars in Millions)

2019 2018
Allowance Allowance
Gross for Doubtful Net Gross for Doubtful Net
Receivable Accounts Receivable Receivable Accounts Receivable
OASI $ 3,175 $ (648) $ 2,527 $ 3,057 $ (475) $ 2,582
DI 8,272 (3,158) 5,114 7,950 (2,882) 5,068
SSI* 14,376 (8,007) 6,369 13,474 (7,286) 6,188
LAE 11 0 11 3 0 3
Subtotal 25,834 (11,813) 14,021 24,484 (10,643) 13,841
Less: Eliminations** (574) 0 (574) (597) 0 (597)
Total $ 25,260 $ (11,813) $ 13,447 $ 23,887 $ (10,643) $ 13,244

Notes:
*See discussion in Note 3, Non-Entity Assets

**Intra-Agency Eliminations

Chart 6a shows that in FY 2019 and FY 2018, SSA reduced gross accounts receivable by $574 and $597 million as
an intra-agency elimination. This intra-agency activity results primarily from the Windfall Offset and KZ Diary
activity. Windfall Offset is the amount of SSI that would not have been paid if retroactive OASI and DI benefits
had been paid timely to eligible beneficiaries. The KZ Diary process identifies SSI recipients eligible for prior
entitlement of OASI and DI benefits, and determines SSA’s liability for retroactive benefits owed to beneficiaries.
For each activity, SSA recognizes a receivable in the SSI program with offsetting payables for both the OASI and
DI programs.

SSA annually recalculates a ratio of allowance for doubtful accounts on programmatic accounts receivable with the
public. We apply a moving five-year average of uncollectable receivable ratios, based on comparing collections to
new debt while considering program turnover rates, against outstanding receivables, by group, to compute the
amount of allowance for doubtful accounts.

CRIMINAL DEBT

Included in SSA’s Gross Receivable amounts, in Chart 6a, are debts that relate to criminal restitutions where SSA is
identified as the payee, which are handled by the Department of Justice (DOJ). While SSA captures this activity in
our overall accounts receivable balance, due to system limitations, we cannot specifically track criminal restitution
accounts receivable in our system for reporting purposes. However, for OASI and DI, we are able to track gross
fraudulent benefit payment accounts receivable. There is a relationship between fraud and criminal restitution
activity, as court ordered (criminal) restitutions are issued when a fraud case is successfully prosecuted in criminal
court. While we can track fraud related accounts receivable for OASI and DI, system limitations prevent us from
tracking the same type of activity for SSI accounts receivable. We are able to estimate our SSI gross criminal
restitution accounts receivable by calculating the percentage of OASDI fraudulent accounts receivable compared to
the total OASDI accounts receivable in our Title II debt system, and then applying that percentage to the total SSI
accounts receivable in our Title XVI debt system. SSA adopted this new methodology for calculating criminal
restitution debt during FY 2019, as it uses SSA system accounts receivable data, and provides a more accurate
estimate of the activity. We use the same allowance for doubtful accounts for criminal restitution accounts
receivable as we do for our overall accounts receivables, as discussed above. Chart 6b provides our Gross
Receivable, Allowance for Doubtful Accounts, and Net Receivable amounts for our criminal restitution activity.
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Chart 6b - Criminal Restitution with the Public by Major Program

as of September 30:
(Dollars in Millions)

2019
Allowance
for
Gross Doubtful Net

Receivable Accounts Receivable
OASI $ 150 $ (32) $ 118
DI 200 (77) 123
SSI 435 (256) 179
Total $ 785 % (365) $ 420

For FY 2018 we estimated our gross and net receivables, after applying an allowance for doubtful accounts, based
on historical data provided in previous years from DOJ to our agency. Based on this data, and assumptions on
restitution collection activity, we estimated that our gross and net receivables for restitution activity were $507 and
$64 million, respectively, as of September 30, 2018. In order to calculate the net receivable, we came up with an
allowance for doubtful account methodology, similar to the methodology mentioned above. We calculated an
uncollectable ratio for our restitution debt, based on comparing our estimated total collections to total restitutions to
compute the amount of allowance for doubtful accounts. We subtracted this from our gross restitution receivable to
obtain the net receivable amount.

2049 SYSTEM LIMITATION

A Title II system design limitation exists concerning long-term withholding agreements that extend past the year
2049, where the Recovery of Overpayments, Accounting and Reporting system cannot capture and track debt
scheduled for collection beyond the year 2049.

When the projected collection extends beyond December 2049, we perform a manual action to establish withholding
through December 2049, causing the system to delete the remaining debt balance from the record. Current policy
requires us to post an overpayment diary to control for follow-up of the remaining balance in December 2049.
However, because our records do not reflect the post 2049 balance, subsequent correspondence to the debtor only
presents the pre-2049 balance of the debt established for withholding. The only control mechanism in place for the
post 2049 balance is the manual establishment of a diary.

These balances are not included in the Chart 6a gross receivable amounts. We estimate that the total gross value of
the post year 2049 amount, currently not captured in our gross receivables, is approximately $720 and $688 million
as of September 30, 2019 and 2018. These amounts are not material to the consolidated financial statements.
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7. PROPERTY, PLANT, AND EQUIPMENT, NET

Property, Plant, and Equipment, Net, as reported on the Consolidated Balance Sheets, is reflected by major class in

Chart 7.

Chart 7 - Property, Plant and Equipment as of September 30:
(Dollars in Millions)

2019 2018
Accumulated Net Book Accumulated Net Book
Major Classes: Cost Depreciation Value Cost Depreciation Value
Buildings and Other Structures $ 47 3 20) $ 27| $ 59 8§ 24) $ 35
Equipment (incl. ADP Hardware) 939 (727) 212 859 (610) 249
Internal Use Software 7,439 (5,050) 2,389 7,622 (5,127) 2,495
Leasehold Improvements 1,270 (643) 627 1,120 (572) 548
Deferred Charges* 1,238 (1,055) 183 1,173 (1,017) 156
Total $10933 § (7495 $§ 3438 | $10,833 $ (7,350) § 3,483
Major Classes: Estimated Useful Life Method of Depreciation Capitalization Threshold
Buildings and Other Structures 50 years Straight Line $0
Equipment (incl. ADP Hardware) 5 years Straight Line $100 thousand
Internal Use Software 5-10 years Straight Line $0-100 thousand
Leasehold Improvements 6-33 years Straight Line $100 thousand
Deferred Charges* 3-12 years Straight Line $0-10 million
Note:

*Deferred Charges include fixtures (no threshold), the Telephone Services Replacement Project ($100 thousand), and bulk computer

purchases ($10 million).

SSA’s Internal Use Software decreased from September 30, 2018 to September 30, 2019, in part due to SSA
previously overstating overhead for SSA staff developed internal use software, offset by previously unrecorded
contractor-developed internal use software overhead activity. As a result of these activities, SSA’s Internal Use
Software’s Cost, Accumulated Depreciation, and Net Book Value were decreased by $806, $415, and $391 million,
respectively, as of September 30, 2019.

8. OTHER ASSETS

INTRAGOVERNMENTAL OTHER ASSETS

Intragovernmental Other Assets amounts include advances provided to Federal agencies for goods and services that
will be furnished to SSA. Intragovernmental Other Assets are $56 and $29 million as of September 30, 2019 and

2018.

O, LIABILITIES

Liabilities of Federal agencies are classified as liabilities Covered by, Not Covered by, or Not Requiring budgetary
resources and are recognized when incurred. Chart 9a discloses SSA’s liabilities Covered by budgetary resources,
Not Covered by budgetary resources, and Not Requiring budgetary resources. Liabilities Covered by budgetary
resources use available budget authority when SSA incurs the liabilities. Liabilities Not Covered by budgetary
resources do not use available budget authority in the current period. For SSA, these liabilities represent liabilities
that will be funded in future periods. Liabilities Not Requiring budgetary resources represent cash or SSA

receivables due to the General Fund and States, which do not require budgetary authority.

60

EEEEE——,————
SSA’s FY 2019 AGENCY FINANCIAL REPORT




Chart 9a - Liabilities as of September 30:
(Dollars in Millions)

2019
Not Not
Covered Covered Requiring Total

Intragovernmental:

Accrued RRI* $ 5,052 % 0 $ 0 S 5,052
Accounts Payable 72 0 6,013 6,085
Other 67 52 3 122
Total Intragovernmental 5,191 52 6,016 11,259
Benefits Due and Payable 103,552 2,494 0 106,046
Accounts Payable 74 55 301 430
Federal Employee and Veteran Benefits 0 300 0 300
Other 447 333 42 822
Total Liabilities $ 109,264 $ 3234 % 6,359 § 118,857

Note:

*Railroad Retirement Interchange

Chart 9a - Liabilities as of September 30:
(Dollars in Millions)

2018
Not Not
Covered Covered Requiring Total

Intragovernmental:

Accrued RRI* $ 4,754  $ 0o S 0o 9 4,754
Accounts Payable 82 0 5,817 5,899
Other 61 52 3 116
Total Intragovernmental 4,897 52 5,820 10,769
Benefits Due and Payable 101,619 3,030 0 104,649
Accounts Payable 112 82 288 482
Federal Employee and Veteran Benefits 0 314 0 314
Other 448 330 37 815
Total Liabilities $ 107,076 § 3808 § 6,145 § 117,029

Note:

*Railroad Retirement Interchange

INTRAGOVERNMENTAL ACCRUED RAILROAD RETIREMENT INTERCHANGE

The Intragovernmental Accrued Railroad Retirement Interchange represents an accrued liability due to the Railroad
Retirement Board for the annual interchange from the OASI and DI Trust Funds. This annual interchange is
required to place the OASI and DI Trust Funds in the same position they would have been if SSA had covered
railroad employment. The Railroad Retirement Act of 1974 requires the transfer, including interest accrued from the
end of the preceding fiscal year, to be made in June.

INTRAGOVERNMENTAL ACCOUNTS PAYABLE

Included in the Intragovernmental Accounts Payable Not Requiring budgetary resources are amounts due to
Treasury’s General Fund. SSA records a payable equal to the SSI Federal benefit overpayments receivable when
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the agency identifies overpayments. Refer to Note 3, Non-Entity Assets, for additional information on the
SSI receivables established for the repayment of SSI benefit overpayments.

INTRAGOVERNMENTAL OTHER LIABILITIES

Intragovernmental Other Liabilities include amounts Covered by budgetary resources for employer contributions
and payroll taxes and amounts advanced by Federal agencies for goods and services to be furnished.
Intragovernmental Other Liabilities Covered, shown in Chart 9a, are current liabilities. Intragovernmental Other
Liabilities also includes amounts Not Covered by budgetary resources for Federal Employees’' Compensation Act
(FECA), administered by the Department of Labor. FECA provides income and medical cost protection to covered
Federal civilian employees injured on the job, employees who have incurred a work-related injury or occupational
disease, and beneficiaries of employees whose death is attributable to a job-related injury or occupational disease.
For payment purposes, claims incurred for benefits for SSA employees under FECA are divided into current and
non-current portions. The current portion represents SSA’s accrued liability due to the Department of Labor’s
FECA Special Benefits Fund for payments made on SSA’s behalf. The funding for the liability will be made from a
future appropriation. SSA's current portions of FECA liability is $52 million as of September 30, 2019 and 2018.
Intragovernmental Other Liabilities Not Requiring budgetary resources in Chart 9a represents non-current unapplied
deposit account balances of $3 million as of September 30, 2019 and 2018.

BENEFITS DUE AND PAYABLE

Benefits Due and Payable are amounts owed to program recipients that have not yet been paid as of the balance
sheet date. Chart 9b shows the amounts for SSA's major programs as of September 30, 2019 and 2018. These
amounts include an estimate for unadjudicated cases that will be payable in the future. Except for the SSI program,
budgetary resources cover the unadjudicated cases.

Chart 9b - Benefits Due and Payable as of September 30:
(Dollars in Millions)

2019 2018
OASI $ 79818 | $§ 75321
DI 22,728 25,050
SSI 4,074 4,875
Subtotal 106,620 105,246
Less: Intra-agency eliminations (574) (597)
Total Benefits Due and Payable $ 106,046 | $ 104,649

Chart 9b also shows that as of FY 2019 and FY 2018, SSA reduced gross Benefits Due and Payable by $574 and
$597 million as an intra-agency elimination. This intra-agency activity results primarily from the Windfall Offset
and KZ Diary activity. Refer to Note 6, Accounts Receivable, Net.

ACCOUNTS PAYABLE

Accounts Payable Not Requiring budgetary resources consists of SSI State Supplemental overpayments due to
States. States are entitled to any overpayment that SSA expects to collect because the States fund the actual
payments made to the beneficiaries. Accounts Payable Not Covered by budgetary resources consists of SSI State
Supplemental underpayments due to the SSI recipients. These amounts are set up as an accounts payable until
payment is made.

FEDERAL EMPLOYEE AND VETERAN BENEFITS

Federal Employee and Veteran Benefits Not Covered by budgetary resources includes the non-current portion of
FECA, which is an actuarial liability. The non-current portion of $300 and $314 million as of September 30, 2019
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and 2018 represents the expected liability from FECA claims for the next 23-year period. This actuarial liability
was calculated by the Department of Labor using historical payment data to project future costs.

OTHER LIABILITIES

SSA’s Other Liabilities consist of liabilities Covered by, Not Covered by, and Not Requiring budgetary resources.
Other Liabilities Covered by budgetary resources is primarily comprised of accrued payroll and SSI State
Supplemental amounts collected in advance. Other Liabilities Not Covered by budgetary resources primarily
consists of leave earned but not taken. Other liabilities Not Requiring budgetary resources consists of unapplied
deposit funds. Other Liabilities are current in nature with the exception of $18 million of Not Requiring unapplied
deposit funds as of September 30, 2019 and 2018.

FEDERAL LEASES

SSA has Occupancy Agreements (OA) with GSA for each space that we occupy. The OA is a complete, concise
statement of the business terms governing the tenancy relationship between SSA and GSA. The OA is not a lease,
but rather a formal agreement between the signing parties. For accounting purposes, these OAs are treated as lease
activity. GSA charges rental rates for space that approximates commercial rental rates for similar properties. The
terms of the OAs vary according to whether the Federal Government directly owns the underlying assets or if GSA
rents the underlying asset from third party commercial property owners, though each OA may have slightly different
terms. SSA executes cancellable and non-cancellable OAs with GSA. Periods of occupancy on OAs vary, and can
generally be cancelled with four months’ notice following the first year of occupancy. OAs must be coterminous
with the underlying lease term. For non-cancellable OAs, SSA is financially responsible for rental payments on
vacated space until the expiration of the OA, the termination of the OA permitted under the lease terms, or the
occupancy by a replacement tenant covers the total rent obligation. OAs do not include renewal options that may be
in the lease, as GSA makes a determination as to whether such options are fair and reasonable relative to the market
when the option matures. Chart 9c shows the future estimated rental payments required under OAs that have initial
or remaining non-cancellable terms in excess of one year. SSA does not include the amounts reported in our
financial statements. SSA expenses OAs as incurred, and does not record liabilities for future years’ costs.

Chart 9c - Future Operating Lease/Occupancy Agreement Commitments

as of September 30:
(Dollars in Millions)

Fiscal Year GSA OAs
2020 $ 125
2021 120
2022 116
2023 109
2024 104
2025 and Thereafter (In total)* 495
Total Future Lease Payments $ 1,069
Note:

*OAs go through the year 2034.

CONTINGENT LIABILITIES

SSA has certain litigation pending where the loss amount or range cannot be determined. These contingent
liabilities are described below.

e Various Federal district court cases are pending in different States and other cases are pending appeal in
different Courts of Appeals challenging SSA’s appointment of administrative law judges under the
Appointments Clause of the U.S. Constitution. For these cases, the estimated amounts of potential loss are
already included in SSA’s estimates of unadjudicated pending claims in its financial statements, and
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present no other additional contingent liability. The estimates of unadjudicated pending claims are
included as part of the liabilities calculated and recorded in the course of normal agency financial reporting.

e A putative class action lawsuit is pending in a Federal district court in Illinois challenging SSA’s
calculation of the workers’ compensation offset to individuals’ benefits.

10. FunNDS FROM DEDICATED COLLECTIONS

The OASI and DI Trust Funds, Taxation on Social Security benefits, and SSI State Administrative Fees are
classified as funds from dedicated collections. These funds obtain revenues primarily through non-Federal receipts,
such as Social Security payroll taxes and, to a lesser extent, offsetting collections.

OASI AND DI TRuST FUNDS

The OASI Trust Fund provides retirement and survivors benefits to qualified workers and their families, and the
DI Trust Fund provides assistance and protection against the loss of earnings due to a wage earner’s disability in the
form of monetary payments.

Payroll and self-employment taxes primarily fund the OASI and DI Trust Funds. Interest earnings on Treasury
securities, Federal agencies’ payments for the Social Security benefits earned by military and Federal civilian
employees, and Treasury payments for a portion of income taxes paid on Social Security benefits provide additional
income to the OASI and DI Trust Funds. The law establishing the OASI and DI Trust Funds is set forth in

42 U.S.C. § 401. Refer to Note 13, Tax Revenues, for a discussion on employment taxes credited to the OASI and
DI Trust Funds, and Note 5, Investments and Interest Receivable, for a discussion on interest.

Funds not withdrawn for current expenses (benefits, the financial interchange with the Railroad Retirement program,
and administrative expenses) are invested in interest-bearing Federal securities, as required by law. See Note 5,
Investments and Interest Receivable, for a discussion on Treasury securities.

TAXATION ON SOCIAL SECURITY BENEFITS

Taxation on Social Security Benefits is also classified as funds from dedicated collections. The Social Security
Amendments of 1983 (Public Law 98-21) provides that the OASI and DI Trust Funds receive income related to
Federal income taxation of benefits. The taxes are collected as Federal income taxes, and a subsequent payment is
then made to the OASI and DI Trust Funds from the General Fund of the Treasury. These collections are warranted
from the General Fund and transferred to the OASI and DI Trust Funds via an intragovernmental transfer. These
transfers are to be reserved for specific purposes in the future. Because of this, Taxation on Social Security Benefits
is considered dedicated collections.

SSI STATE ADMINISTRATIVE FEES

Administrative Fees collected from States are also classified as funds from dedicated collections. Section 42
U.S.C. 1616 authorizes the Commissioner of Social Security to assess each State an administrative fee in an amount
equal to the number of Supplemental payments made by SSA on behalf of the State for any month in a fiscal year,
multiplied by the applicable rate for the fiscal year. See Note 12, Exchange Revenues, for a discussion of SSI State
Administrative Fees.

See Chart 10 for balances of funds from dedicated collections as reported in the Consolidated Financial Statements
for the years ended September 30, 2019 and 2018. The Other Dedicated Funds column in Chart 10 consists of
Taxation on Social Security Benefits and SSI State Administrative Fees activity.
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Chart 10 - Funds from Dedicated Collections as of September 30:
Consolidating Schedule

(Dollars in Millions)

Balance Sheet

Assets

Fund Balance with Treasury

Investments

Interest Receivable

Accounts Receivables - Federal

Accounts Receivables - Non-Federal
Total Assets

Liabilities and Net Position
Accrued Railroad Retirement

Accounts Payable, Federal

Benefits Due and Payable

Accounts Payable, Non-Federal
Total Liabilities

Cumulative Results of Operations

Total Liabilities and Net Position

Statement of Net Cost

Program Costs

Operating Expenses

Less Earned Revenue

Net Cost of Operations

Statement of Changes in Net Position

Net Position Beginning of Period
Tax Revenue

Interest Revenue

Net Transfers In/Out

Other

Total Financing Sources

Net Cost of Operations

Net Change

Net Position End of Period

2019
Other Total
OASI DI Dedicated Dedicated
Trust Fund Trust Fund Funds Eliminations Funds

$ (84) $ (i) $ 0 3 0o 3 (195)
2,804,396 96,520 0 0 2,900,916
19,094 702 0 0 19,796

1 0 0 0 1
2,527 5,114 0 4 7,637

$ 2825934 § 102,225 § 0 9 (4) $ 2,928,155
$ 4939 $ 113 § 0 $ 0o 3 5,052
928 811 0 0 1,739
79,818 22,728 0 4 102,542
1 4 0 0 5
85,686 23,656 0 4) 109,338
2,740,248 78,569 0 0 2,818,817
$ 2825934 § 102225 § 0 3 (4) $ 2,928,155
$ 892,619 $§ 142482 § 0o $ 0 $ 1,035,101
548 266 0 0 814
(1) (25) (128) 0 (154)

$ 893,166 § 142,723 § (128) $ 0 $ 1,035,761
$ 2,742,699 § 72904 § 0 $ 0 $ 2,815,603
785,576 146,848 0 0 932,424
78,742 2,963 0 0 81,705
26,384 (1,511) (36,232) 0 (11,359)

13 88 36,104 0 36,205

890,715 148,388 (128) 0 1,038,975
893,166 142,723 (128) 0 1,035,761
(2,451) 5,665 0 0 3,214
$ 2,740,248 § 78,569 §$ 0 $ 0 §$ 2818817

The above Chart 10 for FY 2019 includes eliminations between SSA’s funds from dedicated collections, which
primarily represent eliminations for activity between the OASI and DI Trust Funds. However, $2,310 million of
receivables and liabilities in the funds from dedicated collections for the year ended September 30, 2019 need to be
eliminated against LAE (Accounts Payable, Federal), SSI (Benefits Due and Payable), and PTF, excluding Taxation
on Benefits (Accounts Receivable, Federal), which are not classified as funds from dedicated collections. Therefore,
due to the separate presentation of funds from dedicated collections only in this note, SSA does not include
eliminations between funds from dedicated collections and LAE, SSI, and PTF, excluding Taxation on Benefits in

Chart 10.
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Chart 10 - Funds from Dedicated Collections as of September 30:

Consolidating Schedule
(Dollars in Millions)

2018
Other Total
OASI DI Dedicated Dedicated
Trust Fund Trust Fund Funds Eliminations Funds

Balance Sheet
Assets
Fund Balance with Treasury $ (187) % 259) § 0 $ 0 3 (446)
Investments 2,801,254 93,400 0 0 2,894,654
Interest Receivable 19,940 654 0 0 20,594
Accounts Receivables - Federal 1 0 0 0 1
Accounts Receivables - Non-Federal 2,582 5,068 0 (3) 7,647

Total Assets $ 2,823,590 $ 98863 $ 0 9 (3) $ 2922450
Liabilities and Net Position
Accrued Railroad Retirement $ 4,600 $ 64 $ 0 $ 0 3 4,754
Accounts Payable, Federal 880 841 0 0 1,721
Benefits Due and Payable 75,321 25,050 0 3) 100,368
Accounts Payable, Non-Federal 0 4 0 0 4

Total Liabilities 80,891 25,959 0 (3) 106,847
Cumulative Results of Operations 2,742,699 72,904 0 0 2,815,603
Total Liabilities and Net Position $ 2,823590 $§ 98863 $ 0 3 (3) $ 2922450
Statement of Net Cost
Program Costs $ 836919 § 140939 § 0 $ 0 $ 977,858
Operating Expenses 519 285 0 0 804
Less Earned Revenue (1) (24) (114) 0 (139)
Net Cost of Operations $ 837437 § 141200 $ (114) % 0 $ 978,523
Statement of Changes in Net Position
Net Position Beginning of Period $ 2,766,567 $§ 462249 $ 0 $ 0 $ 2,812,816
Tax Revenue 706,128 167,043 0 0 873,171
Interest Revenue 81,135 2,415 0 0 83,550
Net Transfers In/Out 26,301 (1,649) (35,832) 0 (11,180)
Other 5 46 35,718 0 35,769
Total Financing Sources 813,569 167,855 (114) 0 981,310
Net Cost of Operations 837,437 141,200 (114) 0 978,523
Net Change (23,868) 26,655 0 0 2,787
Net Position End of Period $ 2,742,699 § 72904 § 0 $ 0 $ 2,815,603

Chart 10 for FY 2018 includes eliminations between SSA’s funds from dedicated collections, which primarily
represent eliminations for activity between the OASI and DI Trust Funds. However, $2,313 million of receivables
and liabilities in the funds from dedicated collections for the year ended September 30, 2018 need to be eliminated
against LAE (Accounts Payable, Federal), SSI (Benefits Due and Payable), and PTF, excluding Taxation on
Benefits (Accounts Receivable, Federal), which are not classified as funds from dedicated collections. Therefore,
due to the separate presentation of funds from dedicated collections only in this note, SSA does not include
eliminations between funds from dedicated collections and LAE, SSI, and PTF, excluding Taxation on Benefits in
Chart 10.
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11. OPERATING EXPENSES

CLASSIFICATION OF OPERATING EXPENSES BY MAJOR PROGRAM

Chart 11a displays SSA’s operating expenses for each major program. LAE SSA operating expenses recorded in
Other primarily represent the HI/SMI Trust Funds’ shares of SSA’s operating expenses, including the Medicare
Prescription Drug Program. LAE operating expenses related to the American Recovery and Reinvestment Act of
2009 (ARRA) are recorded in the Other program, and primarily represent expenses associated with the National
Support Center. OASI and DI Trust Fund Operations include expenses of Treasury to assist in managing the OASI
and DI Trust Funds. Vocational Rehabilitation includes expenditures of State agencies for vocational rehabilitation
of OASI, DI, and SSI beneficiaries.

Chart 11a - SSA's Operating Expenses by Major Program

as of September 30:
(Dollars in Millions)

2019
OASI and
LAE DI Trust Vocational
Fund Rehabilitation
SSA OIG ARRA Operations & Other Total
OASI $ 3377 $ 42 3 0 3 534§ 14 $ 3,97
DI 2,764 35 0 96 170 3,065
SSI 4,685 0 0 0 223 4,908
Other 2,531 30 17 0 0 2,578
Total $ 13357 § 107 $ 17 3 630 § 407 $ 14,518

Chart 11a - SSA's Operating Expenses by Major Program

as of September 30:
(Dollars in Millions)

2018
OASI and
LAE DI Trust Vocational
Fund Rehabilitation
SSA OIG ARRA Operations & Other Total
OASI $ 3258 $ 40 3 0 3 510 $ 9 §$§ 3817
DI 2,726 33 0 93 192 3,044
SSI 4,406 0 0 0 215 4,621
Other 2,456 29 27 0 0 2,512
Total $ 12,846 § 102 §$ 27 $ 603 §$ 416 $ 13,994

CLASSIFICATION OF OPERATING EXPENSES BY STRATEGIC GOAL

SSA’s Annual Performance Plan (APP) sets forth expected levels of performance the agency is committed to
achieving, and includes proposed levels of performance for future fiscal years. Our APP is characterized by
broad-based Strategic Goals that the entire agency supports. The three Strategic Goals are:

e Deliver Services Effectively (Deliver Service);
e Improve the Way We Do Business (Improve Business); and

e  Ensure Stewardship (Stewardship).
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Charts 11b and 11c exhibit the distribution of FY 2019 and FY 2018 SSA and OIG LAE operating expenses to the
three APP Strategic Goals, which agree to the agency’s LAE budget appropriation.

Chart11b Chart11c
FY 2019 Operating Expenses FY 2018 Operating Expenses
by Strategic Goal by Strategic Goal
(Dollars in Millions) (Dollars in Millions) )
Stewardship
Improve Improve $2 985
Business Business '
91,590 Stewardship $1.405
$2,968
Deliver Deliver
Service Service
$8,906 $8,557

For Charts 11b and 11c, we subtracted LAE ARRA expenses from total SSA LAE operating expenses before
distributing the operating expenses to the agency’s APP Strategic Goals. SSA does not include OASI and

DI Trust Fund Operations and Vocational Rehabilitation expenses (see Chart 11a) in LAE by Strategic Goal as these
amounts are disbursed from the OASI and DI Trust Funds and are not directly linked to the budget authority.

12. EXCHANGE REVENUES

SSA recognizes revenue from exchange transactions when goods and services are provided. The goods and services
provided are priced so that charges do not exceed the agency’s cost. Total exchange revenue is $299 and

$281 million for the years ended September 30, 2019 and 2018. SSA’s exchange revenue primarily consists of fees
collected to administer SSI State Supplementation. The fees charged to the States are $12.21 and $11.87, per
payment, for the years ended September 30, 2019 and 2018. SSA has agreements with 20 States and the District of
Columbia to administer some or all of the States' supplement to Federal SSI benefits. Additional fees are collected
for handling OASI and DI Trust Fund and SSI attorney fees. Other exchange revenue consists of reimbursement for
performing non-mission work for Federal and non-Federal entities. Chart 12 discloses SSA’s exchange revenue by
activity.

Chart 12 - Exchange Revenue as of September 30:
(Dollars in Millions)

2019 2018
SSI State Supplementation Fees $ 217 $ 196
SSI Attorney Fees 8 8
DI Attorney Fees 25 24
OASI Attorney Fees 1 1
Other Exchange Revenue 48 52
Total Exchange Revenue $ 299 | § 281

SSI administrative fees are split between fees that SSA can use and fees that are entitled to Treasury’s General Fund.
The General Fund’s portion of these administrative fees are $97 and $90 million for the years ended

September 30, 2019 and 2018. Of these amounts, $89 and $82 million were collected to administer SSI State
Supplementation for the years ended September 30, 2019 and 2018. The remainder of the SSI administrative fees,
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which meet the criteria of a fund from dedicated collections, in the amounts of $128 and $114 million for the years
ended September 30, 2019 and 2018, are maintained by SSA to defray expenses in carrying out the SSI program.

13. TAX REVENUES

Treasury estimates monthly employment tax revenues based on SSA's quarterly estimate of taxable earnings.
Treasury uses these estimates to credit the Social Security OASI and DI Trust Funds with tax receipts received
during the month. Treasury makes adjustments to the amounts previously credited to the OASI and DI Trust Funds
based on actual wage data certified quarterly by SSA.

As required by current law, the Social Security OASI and DI Trust Funds are due the total amount of employment
taxes payable regardless of whether they have been collected. These estimated amounts are subject to adjustments
for wages that were previously unreported, employers misunderstanding the wage reporting instructions, businesses
terminating operations during the year, or errors made and corrected with either the Internal Revenue Service (IRS)
or SSA. Revenues to the OASI and DI Trust Funds are reduced for excess employment taxes, which are refunded
by offset against income taxes.

Chart 13 displays SSA’s Tax Revenue, as reported on the Consolidated Statements of Changes in Net Position, by
major program.

Chart 13 - Tax Revenue as of September 30:
(Dollars in Millions)

2019 2018
OASI $ 785,576 $ 706,128
DI 146,848 167,043
Total Tax Revenue $ 932,424 | $ 873,171

The passage of Public Law 114-74, Bipartisan Budget Act of 2015, increased the DI Trust Fund’s portion of the
FICA payroll tax by 0.57 percentage points. A total of 2.37 percentage points of the total combined 12.40 percent
payroll tax was allocated to the DI Trust Fund starting January 1, 2016, and continued through December 31, 2018,
after which the allocation returned to the prior distribution.

14. IMPUTED FINANCING

SSA recognizes the full cost of goods and services that we receive from other entities on our Consolidated
Statements of Net Cost. In some instances, goods or services provided by one Federal entity to another may not be
fully reimbursed by the receiving entity. The unreimbursed portion of these costs is considered an imputed cost, and
must be recognized on the receiving entity’s Statement of Net Cost. The funding for these imputed costs is
recognized as an imputed financing source on the receiving entity’s Statement of Changes in Net Position. SSA has
activities with OPM, Treasury, and the Department of Homeland Security (DHS) that require imputed costs and
financing sources to be recognized. While the imputed financing sources are shown on the face of the Consolidated
Statements of Changes in Net Position, the imputed costs are included in the operating expense amounts reported on
the Consolidated Statements of Net Cost.

OPM administers three earned benefit programs for civilian Federal employees: (1) the Retirement Program,
comprised of the CSRS and the FERS; (2) the Federal Employees Health Benefits Program (FEHBP); and

(3) the Federal Employee Group Life Insurance Program (FEGLI). The total service costs for SSA employee
pensions, life, and health insurance are financed by contributions of SSA, participating employees, and OPM. The
Consolidated Statements of Net Cost recognize post-employment benefit expenses of $1,286 and $1,237 million for
the years ended September 30, 2019 and 2018, as a portion of operating expenses. The expense represents the
current and estimated future costs of SSA and OPM for SSA employee pensions, life, and health insurance. SSA is
responsible for a portion of the costs of each benefit program during the fiscal year, while the remaining costs are
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covered by OPM. SSA recognizes these costs on our financial statements as an imputed cost, with a corresponding
imputed financing source.

Treasury, on SSA’s behalf, processes the payments for SSI benefits. While the majority of the administrative costs
associated with processing these payments are recorded as imputed costs with an associated imputed financing
source, SSA is responsible for the costs related to postage. In addition, when funds are not legally available to pay
monetary awards from SSA’s own appropriations, Treasury issues payments from the Judgment Fund on behalf of
SSA for court judgments and DOJ compromise settlements of actual or imminent lawsuits against SSA. These costs
are also recorded as imputed costs with a corresponding imputed financing source.

DHS provides SSA with capabilities and tools that identify cybersecurity risks as part of their Continuous
Diagnostics and Mitigation (CDM) program. Specifically, DHS has provided SSA with hardware and internal use
software associated with this program.

Chart 14 discloses SSA’s imputed financing sources by activity.

Chart 14 - Imputed Financing Sources as of September 30:
(Dollars in Millions)

2019 2018

Employee Benefits (OPM)

CSRS $ 771§ 90

FERS 97 63

FEHBP 454 444

FEGLI 1 1
Total Employee Benefits 629 598
SSI Benefit Payments (Treasury) 16 16
Judgment Fund (Treasury) 1 1
CDM Program (DHS) 0 2
Total Imputed Financing Sources $ 646 | $ 617

15. BUDGETARY RESOURCES

APPROPRIATIONS RECEIVED

The Combined Statements of Budgetary Resources discloses Appropriations Received of $1,144,317 and
$1,079,107 million for the years ended September 30, 2019 and 2018. Appropriations Received on the Consolidated
Statements of Changes in Net Position are $97,038 and $89,271 million for the same periods. The differences of
$1,047,279 and $989,836 million primarily represent appropriated OASI and DI Trust Fund receipts. The
Consolidated Statements of Changes in Net Position reflects new appropriations received during the year; however,
those amounts do not include dedicated receipts in the OASI and DI Trust Funds.

Appropriations Received for PTF are recorded based on warrants received from the General Fund and presented as
Other in the financial statements. These amounts are transferred to the Bureau of Fiscal Service where they are also
recorded as Appropriations Received in the OASI and DI Trust Funds. Because OASI and DI Trust Fund activity is
combined with Other on SSA’s Combined Statements of Budgetary Resources, Appropriations Received for PTF
are duplicated. This is in compliance with OMB’s Circular No. A-136 to have the Combined Statements of
Budgetary Resources in agreement with the required SF-133. These amounts are also included on the Consolidated
Statements of Changes in Net Position for Other in Appropriations Received.
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PERMANENT INDEFINITE APPROPRIATION

SSA has three Permanent Indefinite Appropriations: OASI and DI Trust Funds and Title VIII. The OASI Trust
Fund provides retirement and survivors benefits to qualified workers and their families. The DI Trust Fund provides
disability benefits to individuals who cannot work because they have a medical condition expected to last one year
or result in death. The authority remains available as long as there are qualified beneficiaries.

The Title VIII Program was established as part of Public Law 106-169, Foster Care Independence Act of 1999.

It provides special benefits to World War II Philippine veterans receiving SSI, who wanted to spend their remaining
years outside the United States. Prior to the passage of Public Law 106-169, the veterans’ SSI benefits would
terminate the month after leaving the United States. Under the new law, these veterans will receive 75 percent of
their benefits. The authority remains available as long as there are qualified recipients.

LEGAL ARRANGEMENTS AFFECTING USE OF UNOBLIGATED BALANCES

During the year, the OASI and DI Trust Funds collect receipts and incur obligations. The receipts are primarily
made up of tax and interest revenues. As beneficiaries pass the various entitlement tests prescribed by the Social
Security Act, benefit payments and other outlays are obligated against the OASI and DI Trust Funds. During a given
year, when receipts collected exceed the amount needed to pay benefits and other valid obligations, the excess
authority becomes precluded by law from being available for obligations, as of September 30. While this amount is
precluded from obligation at the end of one fiscal year, the excess receipts remain assets of the OASI and DI Trust
Funds and can become available in future periods as needed.

Chart 15a provides an overview of fiscal year budgetary receipt and obligation information for the OASI and
DI Trust Funds. SSA compares the current year receipts to the current year obligations incurred to determine the
excess or shortfall for a fiscal year.

Chart 15a - OASI and DI Trust Fund Activities

as of September 30:
(Dollars in Millions)

2019 2018
OASI DI Total OASI DI Total
Receipts $ 900,093 $151,093 $1,051,186 | $ 822,452 $ 170,347 $ 992,799
Less: Obligations 901,651 145,668 1,047,319 845,922 144,416 990,338
Excess of Receipts Over Obligations $ (1,558) $ 5425 § 3,867 | § (23,470) $ 25931 § 2461

The passage of Public Law 114-74, Bipartisan Budget Act of 2015, increased the DI Trust Fund’s portion of the
FICA payroll tax by 0.57 percentage points. A total of 2.37 percentage points of the total combined 12.40 percent
payroll tax was allocated to the DI Trust Fund starting January 1, 2016, and continued through December 31, 2018,
after which the allocation returned to the prior distribution. The overall Net Position of the OASI and DI Trust
Funds included in Net Position, on the Consolidated Statements of Changes in Net Position, are $2,740,248 and
$78,569 million for the year ended September 30, 2019, compared to $2,742,699 and $72,904 million for the year
ended September 30, 2018.

UNDELIVERED ORDERS AT THE END OF THE PERIOD

Undelivered orders consist of orders of goods and services that SSA has not actually or constructively received. The
total undelivered orders contain unpaid undelivered orders and advances, with unpaid orders making up the majority
of the total. Chart 15b provides the undelivered orders amount by Federal, non-Federal, paid, and unpaid.
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Chart 15b — Undelivered Orders
as of September 30:

(Dollars in Millions)

2019 2018
Federal Non-Federal Total Federal Non-Federal Total
Unpaid Undelivered Orders $ 793 $% 1,775 $ 2568 | $§ 796 $ 1,701 $ 2,497
Paid Undelivered Orders 55 0 55 30 0 30
Total Undelivered Orders $ 848 § 1,775 $ 2623 | $ 826 $ 1,701 $ 2,527

EXPLANATION OF DIFFERENCES BETWEEN THE COMBINED STATEMENT OF
BUDGETARY RESOURCES AND THE BUDGET OF THE U.S. GOVERNMENT

SSA conducted a reconciliation of budgetary resources, new obligations and upward adjustments, distributed
offsetting receipts, and net outlays as presented in the Combined Statements of Budgetary Resources, to amounts
included in the Budget of the U.S. Government for the year ended September 30, 2018. All differences shown in the
chart below are recognized as accepted differences. Expired activity is not included in the Budget of the

U.S. Government, and distributed offsetting receipts are not included in the net outlay calculation within the

Budget of the U.S. Government.

Chart 15c presents a reconciliation of budgetary resources, new obligations and upward adjustments, distributed
offsetting receipts, and outlays as presented in the Combined Statements of Budgetary Resources, to amounts
included in the Budget of the U.S. Government for the year ended September 30, 2018.

Chart 15c - Explanation of Differences Between Combined Statement of
Budgetary Resources and the Budget of the U.S. Government for FY 2018:

(Dollars in Millions)

New
Obligations  Distributed
Budgetary and Upward  Offsetting Net
Resources Adjustments Receipts Outlays
Combined Statement of Budgetary Resources $ 1,101,884 $1,097,256 $ 38,956 $ 1,039,903
Expired activity not in President's Budget (325) 0 0 0
Offsetting Receipts activity not in President's Budget 0 0 0 38,956
Other @)) @)) 1 0
Budget of the U.S. Government $ 1,101,558 $1,097,255 § 38,957 $ 1,078,859

A reconciliation has not been conducted for the year ended September 30, 2019 since the actual budget data for
FY 2019 will not be available until the President’s Budget is published. Once available, the actual budget data will
be located on OMB's Appendix website (https://www.whitehouse.gov/omb/appendix/).

16. RECONCILIATION OF NET COST TO NET OUTLAYS

Chart 16 presents a reconciliation between SSA’s budgetary and financial accounting. Budgetary accounting is used
for planning and spending control purposes. The net outlays portion of budgetary accounting focuses on the receipt
and use of cash. Financial accounting is intended to provide a picture of the government’s financial operations and

financial position, so it presents information on an accrual basis. The accrual basis includes information about costs
arising from the consumption of assets and the incurrence of liabilities. The net costs portion of financial accounting
focuses on expenses and revenue.

The reconciliation below shows the relationship between SSA’s net outlays, presented on a budgetary cash basis and
derived from the Combined Statements of Budgetary Resources, and net costs, presented on an accrual basis and
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derived from the Consolidated Statements of Net Cost, by identifying and explaining key items that affect
one statement but not the other. Examples of this include transfers of authority, which affect net outlays but not net
cost, or depreciation of capitalized assets that affect net cost, but not net outlays.

Chart 16 - Reconciliation of Net Cost to Net Outlays for the Year Ended
September 30, 2019

(Dollars in Millions)

2019
Intra- With
governmental the Public Total
Net Cost $ 4,390 $ 1,096,921 § 1,101,311
Components of Net Cost That Are Not Part of Net Outlays:
Property, plant, and equipment depreciation 0 (144) (144)
Increase/(decrease) in assets:
Accounts receivable 1 181 182
Other assets 25 0 25
(Increase)/decrease in liabilities not affecting budget outlays:
Accounts payable 10 76 86
Benefits Due and Payable 0 (1,374) (1,374)
Salaries and benefits (@) (2} (28)
Other liabilities (Unfunded leave, Unfunded FECA, Actuarial FECA) 197) 12 (185)
Other financing sources
Federal employee retirement benefit costs paid by OPM and imputed to the agency (646) 0 (646)
Total Components of Net Cost That Are Not Part of Net Outlays $ (814) $ (1,270) $ (2,084)
Components of Net Outlays That Are Not Part of Net Cost:
Acquisition of capital assets 138 38) 100
Transfers out(in) without reimbursement 9 0 9
Expenditure Transfers Collected/Disbursed 2,469 0 2,469
Other 226 (198) 28
Total Components of Net Outlays That Are Not Part of Net Cost $ 2,842 § (236) $ 2,606
Net Outlays $ 6,418 $ 1,095415  § 1,101,833

The $1,374 million in Benefits Due and Payable in the reconciliation is primarily related to amounts owed to
program recipients that have not yet been paid as of the balance sheet date. These accrued payables are included in
net cost, but not included in net outlays. The $2,469 million in Expenditure Transfers Disbursed is primarily related
to disbursements from the OASI/DI Trust Funds to cover SSA's costs of the Railroad Retirement Interchange.
These disbursements are part of net outlays, but not part of net cost. Refer to Note 9, Liabilities, for additional
information on the Railroad Retirement Interchange.
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17. SociAL INSURANCE DISCLOSURES

STATEMENTS OF SOCIAL INSURANCE

The Statements of Social Insurance present the present value for the 75-year projection period of the estimated
future noninterest income, estimated future cost, and the excess of income over cost for both the “open group” and
“closed group” of participants. The open group of participants includes all current and future participants (including
those born during the projection period) who are now participating or are expected to eventually participate in the
OASDI social insurance program. The closed group of participants includes only current participants (i.e., those
who attain age 15 or older in the first year of the projection period). The closed group disclosure is not relevant to
the financial status because the program is financed largely on a pay-as-you-go basis.

Present values are computed based on the intermediate economic and demographic assumptions described in The
2019 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance and Federal
Disability Insurance Trust Funds (2019 Trustees Report) for the 75-year projection period beginning January 1,
2019. These assumptions represent the Trustees’ reasonable estimate of likely future economic and demographic
conditions. Similar present values are shown in the Statements of Social Insurance based on the prior four Trustees
Reports reflecting present values at January 1 of the applicable year.

Estimated future noninterest income consists of payroll taxes from employers, employees, and self-employed
persons; revenue from Federal income-taxation of scheduled OASDI benefits; and miscellaneous reimbursements
from the General Fund of the Treasury. It does not include interest income on asset reserves held in the combined
OASI and DI Trust Funds. The estimated future cost includes benefit amounts scheduled under current law,
administrative expenses, and net transfers with the Railroad Retirement program.

The present value of the estimated future excess of noninterest income over cost is shown in the Statements of
Social Insurance, not only for the open group of participants, but also for the closed group of participants.

The closed group of participants consists of those who, in the starting year of the projection period, have attained
age 15 or older. This closed group is further divided into those who have attained retirement eligibility age in the
starting year of the projection period and those who attained age 15 through 61 in the starting year of the projection
period. The Statements of Social Insurance also present the present value of estimated future noninterest income
less estimated future cost plus the combined OASI and DI Trust Fund asset reserves at the start of the period on both
an open and closed group basis.

Combined OASI and DI Trust Fund asset reserves represent the accumulated excess of all past income, including
interest on prior combined OASI and DI Trust Fund asset reserves, over all past expenditures for the social
insurance program. The combined OASI and DI Trust Fund asset reserves as of January 1, 2019 totaled

$2,895 billion and were comprised entirely of investment securities that are backed by the full faith and credit of the
Federal Government.

The present value for a 75-year projection period of estimated future excess of noninterest income over cost, plus the
combined OASI and DI Trust Fund asset reserves at the start of the period, is shown as a negative value.

Its magnitude is commonly referred to as the “open group unfunded obligation” of the program over the 75-year
projection period. This value is included in the applicable Trustees Report and is shown in the Report as a
percentage of taxable payroll and as a percentage of gross domestic product (GDP) over the period.

Because the OASDI program lacks borrowing authority, the open group unfunded obligation represents the amount
of benefits scheduled in the law that would not be payable in the years after the asset reserves in the combined OASI
and DI Trust Funds become depleted. Thus, if the asset reserves in the combined OASI and DI Trust Funds become
depleted, the amount of money available to pay benefits and other expenses would be limited to continuing
noninterest income. Therefore, barring legislative action, this unfunded obligation represents a financial shortfall
that would be accommodated by either paying benefits that are less than the amount scheduled or by delaying the
payment of scheduled benefits.
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ASSUMPTIONS USED FOR THE STATEMENTS OF SOCIAL INSURANCE

The present values used in this presentation for the current year (2019) are based on the full amounts of estimated
noninterest income and the cost of providing benefits at the levels scheduled under current law, even after the OASI
and DI Trust Fund asset reserves are depleted. Estimates are also based on various economic and demographic
assumptions, including those in the following table:

Table 1: Significant Assumptions and Summary Measures Used for the
Statement of Social Insurance 2019

Period Life
Expectancy At Annual
Birth® Percentage Change In:
Age-Sex-

Adjusted Net Annual Real-Wage Average Average

Total Death Rate? Immigration | Differential® | Annual Wage Annual

Fertility (per (persons per (percentage in Covered Total Real Interest

Rate! 100,000) Male | Female year)* points) Employment® | CPI’ | Employment® | GDP® Rate!®
2019 1.75 785.9 76.6 81.3 1,409,000 2.19 4.02 1.83 1.0 2.8 3.3%
2020 1.76 779.9 76.7 81.4 1,413,000 2.08 4.71 2.63 0.6 2.4 3.5%
2030 2.00 716.5 77.9 82.4 1,329,000 1.29 3.89 2.60 0.4 2.0 5.1%
2040 2.00 657.7 79.0 83.3 1,280,000 1.20 3.80 2.60 0.4 2.0 5.1%
2050 2.00 606.0 80.1 84.2 1,251,000 1.25 3.85 2.60 0.5 2.1 5.1%
2060 2.00 560.6 81.1 85.0 1,236,000 1.25 3.85 2.60 0.4 2.0 5.1%
2070 2.00 520.6 82.0 85.7 1,227,000 1.19 3.79 2.60 0.4 2.0 5.1%
2080 2.00 485.1 82.8 86.4 1,221,000 1.16 3.76 2.60 0.5 2.1 5.1%
2090* 2.00 4535 83.6 87.1 1,218,000 1.16 3.76 2.60 0.4 2.0 5.1%

Notes:
* The valuation period used for the 2019 Statement of Social Insurance extends to 2093.

1. The total fertility rate for any year is the average number of children that would be born to a woman if she were to experience, at each age
of her life, the birth rate observed in, or assumed for, the selected year, and if she were to survive the entire childbearing period.

2. The age-sex-adjusted death rate is based on the enumerated total population as of April 1, 2010, if that population were to experience the
death rates by age and sex observed in, or assumed for, the selected year. It is a summary measure and not a basic assumption; it
summarizes the basic assumptions from which it is derived.

3. The period life expectancy at birth for a given year is the average number of years expected prior to death for a person born on January 1 in
that year, using the mortality rates for that year over the course of his or her remaining life. It is a summary measure and not a basic
assumption; it summarizes the effects of the basic assumptions from which it is derived.

4. Net annual immigration is the number of persons who enter during the year (both as lawful permanent residents and otherwise) minus the
number of persons who leave during the year. It is a summary measure and not a basic assumption; it summarizes the effects of the basic
assumptions from which it is derived.

5. The real-wage differential is the annual percentage change in the average annual wage in covered employment less the annual percentage
change in the Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W). Values are rounded after all computations.

6. The average annual wage in covered employment is the total amount of wages and salaries for all employment covered by the
OASDI program in a year, divided by the number of employees with any such earnings during the year. It is a summary measure and not a
basic assumption; it summarizes the basic assumptions from which it is derived.

7. The CPlis CPI-W.

8. Total employment is total U.S. military and civilian employment. It is a summary measure and not a basic assumption; it summarizes the
basic assumptions from which it is derived.

9. The real GDP is the value of the total output of goods and services in 2012 dollars. It is a summary measure and not a basic assumption; it
summarizes the effects of the basic assumptions from which it is derived.

10.The average annual interest rate is the average of the nominal interest rates, compounded semiannually, for special public-debt obligations
issuable to the OASI and DI Trust Funds in each of the 12 months of the year. It is a summary measure and not a basic assumption; it
summarizes the basic assumptions from which it is derived.
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The present values used in the Statement of Social Insurance for the current year and in corresponding Statements in
prior years are based on various economic and demographic assumptions. The values for each of these assumptions
move from recently experienced levels or trends toward long-range ultimate values. These ultimate values are
summarized in Table 2. Detailed information, similar to that denoted within Table 1, is available on our Agency

Financial Report website (www.socialsecurity.gov/finance) for the prior four years.

Table 2: Significant Ultimate Assumptions and Summary Measures Used for the
Statements of Social Insurance for Current and Prior Years

Average Average Annual Percentage Change In:
Annual Average
Percentage Average Annual Average
Reduction in Annual Net Real-Wage Annual
Total the Age-Sex- Immigration Differential* Average Annual Real
Year of Fertility | Adjusted Death (persons per (percentage Wage in Covered Interest
Statement Rate! Rates’ year)? points) Employment® CPI° Total Employment’ Rate®
FY 2019 2.0 0.77 1,265,000 1.21 3.81 2.60 0.5 2.5
FY 2018 2.0 0.77 1,272,000 1.20 3.80 2.60 0.5 2.7
FY 2017 2.0 0.77 1,286,000 1.20 3.80 2.60 0.5 2.7
FY 2016 2.0 0.78 1,291,000 1.20 3.80 2.60 0.5 2.7
FY 2015 2.0 0.78 1,155,000 1.17 3.87 2.70 0.5 2.9

Notes:

1. The total fertility rate for any year is the average number of children that would be born to a woman if she were to experience, at each age
of her life, the birth rate observed in, or assumed for, the selected year, and if she were to survive the entire childbearing period. For the
2019 Statement, the ultimate total fertility rate is assumed to be reached in the 9" year of the projection period.

2. The age-sex-adjusted death rate is based on the enumerated total population as of a standard date if that population were to experience the
death rates by age and sex observed in, or assumed for, the selected year. For each of the listed Statements, the standard date was April 1,
2010. It is a summary measure and not a basic assumption; it summarizes the basic assumptions from which it is derived. The value
presented is the average annual percentage reduction for each 75-year projection period. The annual rate of reduction declines gradually
during the period, so no ultimate rate is achieved. For the 2019 Statement, the average annual rate of reduction is computed based on
death-rate levels, as shown in Table 1.

3. Net annual immigration is the number of persons who enter during the year (both as lawful permanent residents and otherwise) minus the
number of persons who leave during the year. The value in the table is a summary measure and not a basic assumption; it summarizes the
basic assumptions from which it is derived. The value shown is the average net immigration level projected for the 75-year projection
period. For the 2019 Statement, the value shown is consistent with the annual levels shown in Table 1.

4. The annual real-wage differential is the annual percentage change in the average annual wage in covered employment less the annual
percentage change in the CPI-W. The value presented is the average of annual real-wage differentials for the last 65 years of the 75-year
projection period. For the 2019 Statement, the average real-wage differential is consistent with the annual differentials shown in Table 1.

5. The average annual wage in covered employment is the total amount of wages and salaries for all employment covered by the
OASDI program in a year divided by the number of employees with any such eamnings during the year. It is a summary measure and not a
basic assumption; it summarizes the basic assumptions from which it is derived. The value presented is the average annual percentage
change from the 10" year of the 75-year projection period to the 75" year. For the 2019 Statement, the average annual percentage change is
consistent with the annual percentages shown in Table 1.

6. The CPIlis the CPI-W. The ultimate assumption is reached within the first 10 years of the projection period. For the 2019 Statement, the
average annual rate of CPI is consistent with the annual differentials shown in Table 1.

7. Total employment is total U.S. military and civilian employment. It is a summary measure and not a basic assumption; it summarizes the
basic assumptions from which it is derived. The average annual percentage change in total employment is for the entire 75-year projection
period. The annual rate of increase tends to decline through the period reflecting the slowing growth rate of the working-age population.
Thus, no ultimate rate of change is achieved. For the 2019 Statement, the average annual rate of change is consistent with the annual
percentages shown in Table 1.

8. The average annual real interest rate reflects the expected annual real yield for each year on securities issuable in the prior year.

The ultimate rate is reached within the first 10 years of the projection period. For the 2019 Statement, the average annual real interest rate is
consistent with the nominal interest rates shown in Table 1.
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These assumptions and the other values on which Table 2 is based reflect the intermediate assumptions of the
2015-2019 Trustees Reports. Estimates made prior to this year may differ substantially because of revisions to the
assumptions based on changes in conditions or experience, and to changes in actuarial methodology. It is reasonable
to expect more changes for similar reasons in future reports.

Additional information on social insurance is contained in the Required Supplementary Information: Social
Insurance section of this report.

STATEMENTS OF CHANGES IN SOCIAL INSURANCE AMOUNTS

The Statements of Changes in Social Insurance Amounts reconcile changes, from the beginning of one 75-year
valuation period to the next, in the: (1) present value of estimated future noninterest income less estimated future
cost for current and future participants (the open group measure) over the next 75 years; (2) starting asset reserves of
the combined OASI and DI Trust Funds; and (3) present value of estimated future noninterest income less estimated
future cost for current and future participants over the next 75 years plus the asset reserves of the combined OASI
and DI Trust Funds. These values are included in the Statements of Social Insurance. The Statements of Changes in
Social Insurance Amounts show two reconciliations: (1) change from the period beginning on January 1, 2018 to
the period beginning on January 1, 2019; and (2) change from the period beginning on January 1, 2017 to the period
beginning on January 1, 2018. The reconciliation identifies several changes that are significant and provides reasons
for the changes.

The five changes considered in the Statements of Changes in Social Insurance Amounts are, in order:

e change in the valuation period;

e changes in demographic data, assumptions, and methods;
e changes in economic data, assumptions, and methods;

e changes in programmatic data and methods; and

e changes in law or policy.

All estimates in the Statements of Changes in Social Insurance Amounts represent values that are incremental to the
prior change. As an example, the present values shown for economic data, assumptions, and methods represent the
additional effect of these new data, assumptions, and methods after considering the effects from demography and the
change in the valuation period. In general, an increase in the present value of net cash flows represents a positive
change (improving financing), while a decrease in the present value of net cash flows represents a negative change
(worsening financing).

CHANGE IN THE VALUATION PERIOD
From the period beginning on January 1, 2018 to the period beginning on January 1, 2019

The effect on the 75-year present values of changing the valuation period from the prior valuation period
(2018-2092) to the current valuation period (2019-2093) is measured by using the assumptions for the prior
valuation and extending them to cover the current valuation. Changing the valuation period removes a small
negative net cash flow for 2018, replaces it with a much larger negative net cash flow for 2093, and measures the
present values as of January 1, 2019, one year later. Thus, the present value of estimated future net cash flows
(excluding the combined OASI and DI Trust Fund asset reserves at the start of the period) decreased (became more
negative) when the 75-year valuation period changed from 2018-2092 to 2019-2093. In addition, the effect on the
level of asset reserves in the combined OASI and DI Trust Funds of changing the valuation period is measured by
assuming all values projected in the prior valuation for the year 2018 are realized. The change in valuation period
decreased the starting level of asset reserves in the combined OASI and DI Trust Funds. As a result, the present
value of the estimated future net cash flows decreased by $0.6 trillion.
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From the period beginning on January 1, 2017 to the period beginning on January 1, 2018

The effect on the 75-year present values of changing the valuation period from the prior valuation period
(2017-2091) to the current valuation period (2018-2092) is measured by using the assumptions for the prior
valuation and extending them to cover the current valuation. Changing the valuation period removes a small
negative net cash flow for 2017, replaces it with a much larger negative net cash flow for 2092, and measures the
present values as of January 1, 2018, one year later. Thus, the present value of estimated future net cash flows
(excluding the combined OASI and DI Trust Fund asset reserves at the start of the period) decreased (became more
negative) when the 75-year valuation period changed from 2017-2091 to 2018-2092. In addition, the effect on the
level of asset reserves in the combined OASI and DI Trust Funds of changing the valuation period is measured by
assuming all values projected in the prior valuation for the year 2017 are realized. The change in valuation period
increased the starting level of asset reserves in the combined OASI and DI Trust Funds. As a result, the present
value of the estimated net cash flows decreased by $0.6 trillion.

CHANGES IN DEMOGRAPHIC DATA, ASSUMPTIONS, AND METHODS
From the period beginning on January 1, 2018 to the period beginning on January 1, 2019

The ultimate demographic assumptions for the current valuation (beginning on January 1, 2019) are the same as
those for the prior valuation. However, the starting demographic values and the way these values transition to the
ultimate assumptions were changed.

e The numbers of new lawful permanent residents (LPR) for calendar years 2018 and 2019 were assumed to
be slightly lower than projected in the prior valuation period, due to recent lower annual refugee ceilings
set by the Administration.

e  The current valuation incorporated a gradual rise in 2017 and 2018 of other-than-LPR immigrants, reaching
the ultimate assumed level in 2019. In contrast, the prior valuation incorporated a surge in the number of
other-than-LPR immigrants for years 2016 through 2021.

e Final birth rate data for 2017 indicated slightly lower birth rates than were assumed in the prior valuation.

e Incorporating 2016 mortality data obtained from the National Center for Health Statistics (NCHS) for ages
under 65 and 2016 and preliminary 2017 mortality data from Medicare experience for ages 65 and older
resulted in higher death rates for all future years than were projected in the prior valuation.

Inclusion of the lower numbers of LPRs in the short-term, eliminating the surge in other-than-LPRs, and lower birth
rates decreased the present value of estimated future net cash flows, while the inclusion of the recent mortality data
increased the present value of estimated future net cash flows.

There were two notable changes in demographic methodology:

e Improved the method for projecting fertility rates by better incorporating detailed provisional birth rate data
available from NCHS.

e Incorporated more comprehensive Medicare mortality data from CMS.

Inclusion of the fertility change decreased the present value of estimated future cash flows, while the mortality
change increased the present value of estimated future net cash flows. Overall, changes to these assumptions caused
the present value of the estimated future net cash flows to increase by $0.4 trillion.

From the period beginning on January 1, 2017 to the period beginning on January 1, 2018

The ultimate demographic assumptions for the current valuation (beginning on January 1, 2018), with the exception
of a small decrease of 10,000 LPR immigrants per annum in the future, are the same as those for the prior valuation.
However, the starting demographic values and the way these values transition to the ultimate assumptions were
changed.
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e Final birth rate data for 2016 indicated slightly lower birth rates than were assumed in the prior valuation.

e Recent fertility data suggests that the short-term increase in the total fertility rate used in the prior valuation
to account for an assumed deferral in childbearing (resulting from the recent economic downturn) was no
longer warranted. The observed persistent drop in the total fertility rate in recent years is now assumed to
be a loss of potential births rather than just a deferral for this period.

e Incorporating 2015 mortality data obtained from the NCHS for ages under 65 and preliminary 2015
mortality data from Medicare experience for ages 65 and older resulted in higher death rates for all future
years than were projected in the prior valuation.

e  More recent LPR and other-than-LPR immigration data and historical population data were included.

Inclusion of the recent birth rate data, eliminating the short-term increase in fertility, and immigration data decreased
the present value of estimated future net cash flows, while the inclusion of the recent mortality data and historical
population data increased the present value of estimated future net cash flows.

There was one notable change in demographic methodology:

e Improved the method for projecting mortality rates by marital status by utilizing recent data from NCHS
and the American Community Survey.

Inclusion of this new method increased the present value of estimated future net cash flows. Overall, changes to
these assumptions caused the present value of the estimated future net cash flows to increase by $0.1 trillion.

CHANGES IN ECONOMIC DATA, ASSUMPTIONS, AND METHODS
From the period beginning on January 1, 2018 to the period beginning on January 1, 2019

For the current valuation (beginning on January 1, 2019), there were four changes to the ultimate economic
assumptions.

e  The ultimate annual rate of change in total-economy labor productivity was lowered from 1.68 percent in
the prior valuation to 1.63 percent in the current valuation, reflecting an expected slower rate of
productivity growth in the long term.

e The difference between the ultimate growth rates for the Consumer Price Index for Urban Wage Earners
and Clerical Workers and the GDP implicit price deflator (the "price differential"), was decreased from
0.40 percentage point in the prior valuation to 0.35 percentage point in the current valuation.

e The ultimate average real-wage differential was increased from 1.20 percentage points in the prior
valuation to 1.21 percentage points in the current valuation.

e The ultimate real interest rate was lowered by 0.2 percentage point, from 2.7 percent in the prior valuation
to 2.5 percent in the current valuation.

The lower ultimate annual rate of change in total-economy labor productivity and the lower ultimate real interest
rate decreased the present value of estimated future net cash flows, while the smaller price differential and the higher
ultimate average real-wage differential increased the present value of estimated future net cash flows.

In addition to these changes in ultimate assumptions, the starting economic values and the way these values
transition to the ultimate assumptions were changed. The most notable change was to include the July 2018
revisions in historical GDP estimated by the Bureau of Economic Analysis (BEA) of the Department of Commerce.
This and other smaller changes in starting values and near-term growth assumptions combined to increase the
present value of estimated future net cash flows.

There was one notable change in economic methodology:
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e Incorporated more recent projections of disability prevalence in the labor force participation model.

Inclusion of this new method increased the present value of estimated future net cash flows. Overall, changes to
these assumptions caused the present value of the estimated future net cash flows to decrease by $1.0 trillion.

From the period beginning on January 1, 2017 to the period beginning on January 1, 2018

The ultimate economic assumptions for the current valuation (beginning on January 1, 2018) are the same as those
for the prior valuation. However, the starting economic values and the way these values transition to the ultimate
assumptions were changed.

e The estimated level of potential GDP was reduced by about 1 percent in 2017 and throughout the projection
period, primarily due to the slow growth in labor productivity for 2010 through 2017 and low
unemployment rates in 2017. This lower estimated level of potential GDP means that cumulative growth in
actual GDP is 1 percent less over the remainder of the projected recovery than was assumed in the prior
valuation.

e Near-term interest rates were decreased, reflecting a more gradual path for the rise to the ultimate real
interest rate than was assumed in the prior valuation.

e New data from BEA indicated lower-than-expected ratios of labor compensation to GDP for 2016 and
2017, while new data from the IRS indicated lower-than-expected ratios of taxable payroll to GDP for 2016
and 2017. This new data led to assumed extended recoveries in these ratios to the unchanged ultimate
ratios.

The changes in near-term interest rates and GDP decreased the present value of estimated future net cash flows. The
new data from BEA and IRS and the resulting extended recovery in the ratios of labor compensation to GDP and
taxable payroll to GDP increased the present value of estimated future net cash flows.

There was one notable change in economic methodology:

e Improved the method for projecting educational attainment among women in age groups 45-49 and 50-54
in the labor force participation model.

Inclusion of this new method increased the present value of estimated future net cash flows. Overall, changes to
these assumptions caused the present value of the estimated future net cash flows to decrease by $0.5 trillion.

CHANGES IN PROGRAMMATIC DATA AND METHODS
From the period beginning on January 1, 2018 to the period beginning on January 1, 2019

Several methodological improvements and updates of program-specific data are included in the current valuation
(beginning on January 1, 2019). The most significant are identified below.

e The ultimate disability incidence rate was lowered from 5.4 per thousand exposed in the prior valuation to
5.2 in the current valuation. In addition, recent levels of disability applications and awards are lower than
expected in the prior valuation, and estimated disability incidence rates in the current valuation are assumed
to increase more gradually toward the assumed ultimate level than in the prior valuation.

e Asin the prior valuation, the current valuation uses a 10-percent sample of newly-entitled worker
beneficiaries in 2015 to project average benefit levels of retired-worker and disabled-worker beneficiaries.
For the current valuation, the model’s projection of earnings for workers becoming newly entitled in future
years was improved to better reflect the “dispersion” in taxable earnings levels observed from 1970 to
2010. Over this historical period, increases in taxable earnings were higher for workers with taxable
earnings above the median than for workers with taxable earnings below the median.
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e  The current valuation includes an improvement in the method for calculating future benefit levels for those
who are awarded benefits more than two years after their date of initial benefit entitlement. This
improvement mainly affects DI benefit levels.

e The current valuation updated two sets of benefit adjustment factors based on new programmatic data: the
post-entitlement adjustment factors and the Windfall Elimination Provision (WEP) factors.

Lowering the ultimate disability incidence rate and inclusion of recent disability data, reflecting earnings dispersion,
and the change to benefit levels for those awarded more than two years after entitlement increased the present value
of estimated future net cash flows. Updating the post-entitlement and WEP data decreased the present value of
estimated cash flows. Overall, changes to these assumptions caused the present value of the estimated future net
cash flows to increase by $0.5 trillion.

From the period beginning on January 1, 2017 to the period beginning on January 1, 2018

Several methodological improvements and updates of program-specific data are included in the current valuation
(beginning on January 1, 2018). The most significant are identified below.

e The prior valuation assumed 99.0 percent of fully insured women (excluding those who are receiving a
disability or widow benefit) were in receipt of a retired-worker benefit at age 70. The current valuation
increases this percentage to 99.5, which is equivalent to the assumption for men.

e  For the current valuation, a 10-percent sample of newly-entitled worker beneficiaries in 2015 was used to
project average benefit levels of retired-worker and disabled-worker beneficiaries. This sample was
updated from the 2013 sample used for the prior valuation. In addition, the method used to estimate
earnings histories for retired-worker beneficiaries becoming newly entitled in each year after 2017 has been
expanded to better match targeted average taxable earnings levels for each of nine birth cohorts (those
becoming entitled at ages 62 through 70 in a year).

e Recent data and estimates provided by the Office of Tax Analysis (OTA) at Treasury were incorporated,
which indicate higher ultimate levels of revenue from taxation of OASDI benefits than assumed in the prior
valuation. These higher levels are primarily due to changes OTA made in their modeling, resulting in a
larger share of benefits being subject to income tax.

e  The current valuation incorporates both a better data source for determining the total number of months of
retroactive benefits for newly awarded disabled-worker beneficiaries and a new adjustment factor, which
better aligns projected months of disabled-worker retroactive benefit entitlement with observed historical
experience.

Increasing the percentage of fully insured women who are in receipt of a retired-worker benefit at age 70 decreased
the present value of estimated cash flows. Updating the sample year for average benefit level calculations,
increasing the ultimate taxation of benefits ratios, and the changes to estimates of retroactive benefit payments
increased the present value of estimated future net cash flows. Overall, changes to these assumptions caused the
present value of the estimated future net cash flows to increase by $0.2 trillion.

CHANGES IN LAW OR PoLICY
From the period beginning on January 1, 2018 to the period beginning on January 1, 2019

Between the prior valuation (the period beginning on January 1, 2018) and the current valuation (the period
beginning on January 1, 2019), no new laws, regulations, or policies were enacted that are expected to have
significant effects on the long-range cost of the OASDI program. However, the current valuation does incorporate
one notable policy change with small effects on the present value of estimated cash flows.

e The SSA started running the Disability Redesign Prototype model in ten states in 1999. Among other
features, the prototype model eliminated the reconsideration step in the disability appeals process.
Beginning in 2019, SSA is reinstating the reconsideration step in these states, which will make the process
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uniform nationwide. This reinstatement is expected to decrease disability incidence rates very slightly
beginning in 2020.

The reinstatement of the reconsideration step in the disability appeals process in the ten states that had previously
eliminated the step increased the present value of estimated future net cash flows by $0.02 trillion.

From the period beginning on January 1, 2017 to the period beginning on January 1, 2018

Between the prior valuation (the period beginning on January 1, 2017) and the current valuation (the period
beginning on January 1, 2018), no new laws, regulations, or policies were enacted that are expected to have
significant effects on the long-range cost of the OASDI program. However, the current valuation does incorporate
two notable changes with small effects on the present value of estimated cash flows.

e The 2012 Deferred Action for Childhood Arrivals (DACA) program is assumed to be phased out over the
next 2 years, after having been rescinded by the Administration on September 5, 2017. The prior valuation
assumed that the 2012 DACA program would continue indefinitely.

e Public Law 115-97, the Tax Cuts and Jobs Act, was enacted on December 22, 2017. There are two aspects
of this law with notable effects on the OASDI program. The repeal of the individual mandate of the
Patient Protection and Affordable Care Act is expected to cause some individuals to drop their
employer-sponsored health insurance, which is estimated to increase OASDI covered wages and taxable
payroll slightly. The changes to income tax rates and brackets are expected to have small effects, reducing
income from taxation of benefits through 2025 and increasing it thereafter.

The assumed phase-out of the 2012 DACA program decreased the present value of estimated cash flows, while
including the effects of the Tax Cuts and Jobs Act increased the present value of estimated future net cash flows.
Overall, changes to these assumptions caused the present value of the estimated future net cash flows to increase by
$0.03 trillion.

ASSUMPTIONS USED FOR THE STATEMENTS OF CHANGES IN SOCIAL INSURANCE
AMOUNTS

The present values included in the Statements of Changes in Social Insurance Amounts are for the current and prior
years and are based on various economic and demographic assumptions used for the intermediate assumptions in the
Trustees Reports for those years. Table 1 summarizes these assumptions for the current year. Our Agency Financial
Report website (www.socialsecurity.gov/finance) provides tabulated assumptions for the prior year in a similar

manner.

PERIOD BEGINNING ON JANUARY 1, 2018 AND ENDING JANUARY 1, 2019

Present values as of January 1, 2018 are calculated using interest rates from the intermediate assumptions of the
2018 Trustees Report. All other present values in this part of the Statement are calculated as a present value as of
January 1, 2019. Estimates of the present value of changes in social insurance amounts due to changing the
valuation period and changing demographic data, assumptions, and methods are presented using the interest rates
under the intermediate assumptions of the 2018 Trustees Report. Because interest rates are an economic estimate
and all estimates in the table are incremental to the prior change, all other present values in this part of the Statement
are calculated using the interest rates under the intermediate assumptions of the 2019 Trustees Report.

PERIOD BEGINNING ON JANUARY 1, 2017 AND ENDING JANUARY 1, 2018

Present values as of January 1, 2017 are calculated using interest rates from the intermediate assumptions of the
2017 Trustees Report. All other present values in this part of the Statement are calculated as a present value as of
January 1, 2018. Estimates of the present value of changes in social insurance amounts due to changing the
valuation period and changing demographic data, assumptions, and methods are presented using the interest rates
under the intermediate assumptions of the 2017 Trustees Report. Because interest rates are an economic estimate
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and all estimates in the table are incremental to the prior change, all other present values in this part of the Statement
are calculated using the interest rates under the intermediate assumptions of the 2018 Trustees Report.

18. RECLASSIFICATION OF THE BALANCE SHEET, STATEMENT OF NET
CosT, AND STATEMENT OF CHANGES IN NET POSITION FOR THE
FEDERAL FINANCIAL REPORT COMPILATION PROCESS

To prepare the Financial Report of the U.S. Government (FR), Treasury requires agencies to submit in the
Governmentwide Treasury Account Symbol Adjusted Trial Balance System (GTAS) an adjusted trial balance,
which lists the amounts by U.S. Standard General Ledger accounts that appear in the agency financial statements.
Treasury uses the trial balance reported in GTAS to develop a reclassified Balance Sheet, Statement of Net Cost,
and Statement of Changes in Net Position for each agency. Treasury eliminates all intragovernmental balances from
the reclassified statements and aggregates lines with the same title to compile to the FR statements. This note shows
the Balance Sheet, Statement of Net Cost, and Statement of Net Position line items and the reclassified statement
line items prior to Treasury’s elimination of intragovernmental differences and aggregation of FR lines. The term
“non-Federal” is used in this note to refer to Federal Government amounts that result from transactions with
non-Federal entities. These include transactions with individuals, businesses, non-profit entities, and State, local,
and foreign governments. A copy of the FY 2018 FR is available on Treasury's website

(www.fiscal.treasury.gov/reports-statements/financial-report/) and a copy of the FY 2019 FR will be posted to this

site as soon as it is released.

SSA's FY 2019 reconciliation of agency Balance Sheet, Statement of Net Cost, and Statement of Changes in Net
Position amounts to Treasury's reclassified statements is included in Charts 18a, 18b, and 18c. The Reclassified Net
Position in Chart 18a includes intradepartmental eliminations processed by Treasury to present the Net Position at a
consolidated level. The Net Position is presented at a combined level in Agency Financial Reports.
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Chart 18a - Reclassification of Balance Sheet to Line Items Used for the

Government-wide Balance Sheet as of September 30, 2019
(Dollars in Millions)

FY 2019 Balance Sheet | Line Items Used to Prepare FY 2019 Government-wide Balance Sheet
Financial Statement Line Amount Amount Reclassified Financial Statement Line
Assets Assets
Intragovernmental: Intragovernmental:
Fund Balance with Treasury (Notes 3 and 4) $ 7,408 $ 7,408 Fund Balance with Treasury
Investments (Note 5) 2,900,916 2,900,916 Federal Investments
Interest Receivable (Note 5) 19,796 19,796 Interest Receivable
Accounts Receivable, Net (Note 6) 790 19 Accounts Receivable
771 Transfers Receivable
Total Accounts Receivable 790 790 Total Reclassified Accounts Receivable
Other (Note 8) 56 56 Advances to Others and Prepayments
Total Intragovernmental 2,928,966 2,928,966 Total Intragovernmental Assets
Accounts Receivable, Net (Notes 3 and 6) 13,447 13,447 Accounts and Taxes Receivable, Net
Property, Plant, and Equipment, Net (Note 7) 3,438 3,438 Property, Plant, and Equipment, Net
Total Assets $ 2,945851 $ 2,945,851 Total Assets
Liabilities (Note 9) Liabilities
Intragovernmental: Intragovernmental:
Accrued Railroad Retirement Interchange $ 5,052 § 5,052 Transfers Payable
Liability to the General Fund of the U.S. Government
Accounts Payable 6,085 6,013 and Other Non-Entity Assets
72 Accounts Payable
Total Accounts Payable 6,085 6,085 Total Reclassified Accounts Payable
Other 122 102 Benefit Program Contributions Payable
2 Advances from Others and Deferred Credits
Liability to the General Fund of the U.S. Government
3 and Other Non-Entity Assets
15 Other Liabilities
Total Other Liabilities 122 122 Total Reclassified Other Liabilities
Total Intragovernmental 11,259 11,259 Total Intragovernmental
Benefits Due and Payable 106,046 106,046 Benefits Due and Payable
Accounts Payable 430 430 Accounts Payable
Federal Employee and Veterans Benefits Payable 300 300 Federal Employee and Veterans Benefits Payable
Other 822 814 Other Liabilities
8 Federal Employee and Veterans Benefits Payable
Total Other Liabilities 822 822 Total Reclassified Other Liabilities
Total Liabilities 118,857 118,857 Total Liabilities
Net Position Net Position
Unexpended Appropriations - All Other Funds 4,416
Cumulative Results of Operations - Funds from Dedicated
Collections (Note 10) 2,818,817
Cumulative Results of Operations - All Other Funds 3,761
Total Net Position - Funds from Dedicated Collections
(Note 10) 2,818,817 2,824,953 Net Position - Funds From Dedicated Collections
Net Position - Funds Other Than Those From Dedicated
Total Net Position - All Other Funds 8,177 2,041 Collections
Total Net Position 2,826,994 2,826,994 Total Net Position
Total Liabilities and Net Position $ 2,945,851 $ 2,945,851 Total Liabilities and Net Position
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Chart 18b - Reclassification of Statement of Net Cost to Line Items Used for the
Government-wide Statement of Net Cost for the Year Ended September 30, 2019

(Dollars in Millions)

FY 2019 Statement of Net Cost | Line Items Used to Prepare FY 2019 Government-wide Statement of Net Cost

Financial Statement Line Amount Amount Reclassified Financial Statement Line
Benefit Payment Expense $ 1,087,092
Operating Expenses (Note 11) 14,518
$ 1,097,184 Non-Federal Costs
Intragovernmental Costs
1,215 Benefit Program Costs
646 Imputed Costs
2,199 Buy/Sell Costs
139 Purchase of Assets
(139) Purchase of Assets Offset
366 Other Expenses (without Reciprocals)
4,426 Total Intragovernmental Costs
Total Cost 1,101,610 1,101,610 Total Reclassified Gross Costs
(263) Non-Federal Earned Revenue
(36) Intragovernmental Buy/Sell Revenue (Exchange)
Less: Exchange Revenues (Note 12) (299) (299) Total Reclassified Earned Revenue
Total Net Cost $ 1,101,311 $ 1,101,311 Net Cost
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Chart 18c - Reclassification of Statement of Changes in Net Position to Line Items
Used for the Government-wide Statement of Changes in Net Position for the Year

(Dollars in Millions)

Ended September 30, 2019

FY 2019 Statement of Changes in Net Position

Line Items Used to Prepare FY 2019 Government-wide Statement of Changes in

Net Position
Financial Statement Line Amount Amount Reclassified Financial Statement Line
Unexpended Appropriations: Unexpended Appropriations:
Beginning Balances $ 3,576 $ 3,576 Net position, Beginning of Period
Budgetary Financing Sources Budgetary Financing Sources
Appropriations Received as Adjusted (Rescissions and
Appropriations Received 97,038 97,038 Other Adjustments)
Appropriations Received as Adjusted (Rescissions and
Other Adjustments (14) (14) Other Adjustments)
Appropriations Used (96,184) (96,184) Appropriations Used
Total Budgetary Financing Sources 840 840 Total Budgetary Financing Sources
Total Unexpended Appropriations 4,416 4,416  Total Unexpended Appropriations

Cumulative Results of Operations:
Beginning Balances

$ 2,818,692

$ 2,818,692

Cumulative Results of Operations:
Net position, Beginning of Period

Budgetary Financing Sources

Budgetary Financing Sources

Appropriations Used 96,184 96,184 Appropriations Expended
Intragovernmental Non-Exchange Revenues
Tax Revenues (Note 13) 932,424 932,424 Other Taxes and Receipts
Federal Securities Interest Revenue Including Associated
Interest Revenues 81,705 81,705 Gains and Losses (Non-Exchange)
1,014,129 1,014,129 Total Intragovernmental Non-Exchange Revenue
Transfers-In and Out Without Reimbursement
Transfers-In/Out - Without Reimbursement 2,525 2,526 Expenditure Transfers-In of Financing Sources
[€)) Expenditure Transfers-Out of Financing Sources
Total Reclassified Transfers-In/Out Without
Total Transfers-In/Out - Without Reimbursement 2,525 2,525 Reimbursement
Railroad Retirement Interchange (5,245) (5,245) Expenditure Transfers-Out of Financing Sources
Non-Federal Non-Exchange Revenues
Other Budgetary Financing Sources 101 101 Other Taxes and Receipts
Other Financing Sources (Non-Exchange)
Imputed Financing Sources (Note 14) 646 646 Imputed Financing Sources
Intragovernmental Other Financing Sources
Non-entity collections transferred to the General Fund of
Other (3,143) (2,947) the U.S. Government
Accrual for non-entity amounts to be collected and
(196) transferred to the General Fund of the U.S. Government
Total Reclassified Intragovernmental Other Financing
Total Other (3,143) (3,143) Sources
Total Financing Sources 1,105,197 1,105,197 Total Financing Sources
Net Cost of Operations 1,101,311 1,101,311 Net Cost of Operations
Net Change 3,886 3,886 Net Change
Cumulative Results of Operations $ 2,822,578 $ 2,822,578 Reclassified Cumulative Results of Operations
Net Position $ 2,826,994 $ 2,826,994 Total Reclassified Net Position
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Other Information: Balance Sheet by Major Program
as of September 30, 2019

(Dollars in Millions)

Intra-
Agency
Assets OASI DI SSI Other LAE Eliminations  Consolidated
Intragovernmental:
Fund Balance with Treasury $ (84) $ (111) $ 7,458 $ 92 $ 53 $ 0 $ 7,408
Investments 2,804,396 96,520 0 0 0 0 2,900,916
Interest Receivable 19,094 702 0 0 0 0 19,796
Accounts Receivable, Net 1 0 0 0 3,855 (3,066) 790
Other 0 0 28 0 28 0 56
Total Intragovernmental 2,823,407 97,111 7,486 92 3,936 (3,066) 2,928,966
Accounts Receivable, Net 2,527 5,114 6,369 0 11 (574) 13,447
Property, Plant, and Equipment, Net 0 0 0 0 3,438 0 3,438
Total Assets $ 2,825,934 $ 102,225 $ 13,855 $ 92 $ 7,385 $  (3,640) $ 2,945,851
Liabilities
Intragovernmental:
Accrued Railroad Retirement Interchange $ 4,939 $ 113 $ [V 0 $ 0 $ 0 $ 5,052
Accounts Payable 928 811 7,323 16 73 (3,066) 6,085
Other 0 0 0 3 119 0 122
Total Intragovernmental 5,867 924 7,323 19 192 (3,066) 11,259
Benefits Due and Payable 79,818 22,728 4,074 0 0 (574) 106,046
Accounts Payable 1 4 358 1] 67 0 430
Federal Employee and Veteran Benefits 0 0 0 0 300 0 300
Other 0 0 255 1 566 0 822
Total Liabilities 85,686 23,656 12,010 20 1,125 (3,640) 118,857
Contingencies (Note 9)
Net Position
Unexpended Appropriations - All Other Funds 0 0 4,339 72 5 0 4,416
Cumulative Results of Operations - Funds from Dedicated Collections 2,740,248 78,569 0 0 0 0 2,818,817
Cumulative Results of Operations - All Other Funds 0 0 (2,494) 0 6,255 0 3,761
Total Net Position - Funds from Dedicated Collections 2,740,248 78,569 0 0 0 0 2,818,817
Total Net Position - All Other Funds 0 0 1,845 72 6,260 0 8,177
Total Net Position 2,740,248 78,569 1,845 72 6,260 0 2,826,994
Total Liabilities and Net Position $ 2,825,934 $ 102,225 $ 13,855 $ 92 $ 7,385 $  (3,640) $ 2,945,851
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Other Information: Schedule of Net Cost for the Year Ended
September 30, 2019

(Dollars in Millions)

Program LAE Total
OASI Program
Benefit Payment Expense $ 892,619 $ 0 $ 892,619
Operating Expenses 548 3,419 3,967
Total Cost of OASI Program 893,167 3,419 896,586
Less: Exchange Revenues (1) (12) (13)
Net Cost of OASI Program 893,166 3,407 896,573
DI Program
Benefit Payment Expense 142,482 0 142,482
Operating Expenses 266 2,799 3,065
Total Cost of DI Program 142,748 2,799 145,547
Less: Exchange Revenues (25) (10) (35)
Net Cost of DI Program 142,723 2,789 145,512
SSI Program
Benefit Payment Expense 51,990 0 51,990
Operating Expenses 223 4,685 4,908
Total Cost of SSI Program 52,213 4,685 56,898
Less: Exchange Revenues (225) (17) (242)
Net Cost of SSI Program 51,988 4,668 56,656
Other
Benefit Payment Expense 1 0 1
Operating Expenses 0 2,578 2,578
Total Cost of Other 1 2,578 2,579
Less: Exchange Revenues 0 9) &)
Net Cost of Other Program 1 2,569 2,570
Total Net Cost
Benefit Payment Expense 1,087,092 0 1,087,092
Operating Expenses 1,037 13,481 14,518
Total Cost 1,088,129 13,481 1,101,610
Less: Exchange Revenues (251) (48) (299)
Total Net Cost $ 1,087,878 $ 13,433 § 1,101,311
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Other Information: Schedule of Changes in Net Position for the Year Ended
September 30, 2019

(Dollars in Millions)

OASI DI SSI Other
Funds from Funds from Funds from Funds from
Dedicated Dedicated Dedicated All Other Dedicated All Other
Collections Collections Collections Funds Collections Funds
Unexpended Appropriations:
Beginning Balances $ [ [ [ 3495 § [ 78
Budgetary Financing Sources
Appropriations Received 0 0 0 60,866 36,104 38
Other Adjustments 0 0 0 0 0 (14)
Appropriations Used 0 0 0 (60,022) (36,104) 30)
Total Budgetary Financing Sources 0 0 0 844 0 (6)
Total Unexpended Appropriations 0 0 0 4,339 0 72
Cumulative Results of Operations:
Beginning Balances $ 2,742,699 $ 72,904 $ 0 $ (3,030) $ 0 $ 0
Budgetary Financing Sources
Appropriations Used 0 0 0 60,022 36,104 30
Tax Revenues 785,576 146,848 0 0 0 0
Interest Revenues 78,742 2,963 0 0 0 0
Transfers In/Out - Without Reimbursement 31,514 (1,396) (128) (4,243) (36,104) (29)
Railroad Retirement Interchange (5,130) (115) 0 0 0 0
Other Budgetary Financing Sources 13 88 0 0 0 0
Other Financing Sources (Non-Exchange)
Transfers-In/Out - Without Reimbursement 0 0 0 (2,850) 0 2,850
Imputed Financing Sources 0 0 0 16 0 0
Other 0 0 0 (293) 0 (2,850)
Total Financing Sources 890,715 148,388 (128) 52,652 0 1
Net Cost of Operations 893,166 142,723 (128) 52,116 0 1
Net Change (2,451) 5,665 0 536 0 0
Cumulative Results of Operations $ 2,740,248 $ 78,569 $ 0 $ (2494 $ 0 $ 0
Net Position $ 2,740,248 § 78,569 § 0 8 1,845  § 0 $ 72
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Other Information: Schedule of Changes in Net Position for the Year Ended

September 30, 2019 (Continued)

(Dollars in Millions)

LAE Consolidated Consolidated
Funds from
All Other Dedicated
Funds Collections All Other Funds Total

Unexpended Appropriations:
Beginning Balances $ 3 $ 0 $ 3,576 3,576
Budgetary Financing Sources

Appropriations Received 30 36,104 60,934 97,038

Other Adjustments 0 0 (14) (14)

Appropriations Used (28) (36,104) (60,080) (96,184)
Total Budgetary Financing Sources 2 0 840 840
Total Unexpended Appropriations 5 0 4,416 4,416
Cumulative Results of Operations:

Beginning Balances $ 6,119 $ 2,815,603 $ 3,089 2,818,692
Budgetary Financing Sources

Appropriations Used 28 36,104 60,080 96,184

Tax Revenues 0 932,424 0 932,424

Interest Revenues 0 81,705 0 81,705

Transfers In/Out Without Reimbursement 12,911 (6,114) 8,639 2,525

Railroad Retirement Interchange 0 (5,245) 0 (5,245)

Other Budgetary Financing Sources 0 101 0 101
Other Financing Sources (Non-Exchange)

Transfers-In/Out 0 0 0 0

Imputed Financing Sources 630 0 646 646

Other 0 0 (3,143) (3,143)
Total Financing Sources 13,569 1,038,975 66,222 1,105,197
Net Cost of Operations 13,433 1,035,761 65,550 1,101,311
Net Change 136 3,214 672 3,886
Cumulative Results of Operations $ 6,255 $ 2.818,817 $ 3,761 2,822,578
Net Position $ 6,260 §  2818,817 $ 8,177 2,826,994
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Required Supplementary Information: Combining Schedule of Budgetary

Resources for the Year Ended September 30, 2019
(Dollars in Millions)

OASI DI SSI Other LAE Combined
Budgetary Resources (Note 15)
Unobligated Balance From Prior Year Budget Authority, Net $ 157 $ 11 $ 3,635 $ 65 $ 1,261 $ 5,129
Appropriations (Discretionary and Mandatory) 901,494 145,657 60,994 36,142 30 1,144,317
Spending Authority from Offsetting Collections (Discretionary and Mandatory) 0 0 2,567 0 12,974 15,541
Total Budgetary Resources $ 901,651 $ 145,668 $ 67,196 $ 36,207 $ 14,265 $ 1,164,987
Status of Budgetary Resources
New obligations and upward adjustments
Direct $ 901,651 $ 145,668 $ 60,245 $ 36,135 $ 13,139 $ 1,156,838
Reimbursable 0 0 2,570 0 61 2,631
New obligations and upward adjustments (total) 901,651 145,668 62,815 36,135 13,200 1,159,469
Unobligated Balance , End of Year
Apportioned, unexpired accounts 0 0 4,338 37 769 5,144
Unapportioned, unexpired accounts 0 0 42 0 6 48
Unexpired unobligated balance, end of year 0 0 4,380 37 775 5,192
Expired unobligated balance, end of year 0 0 1 35 290 326
Unobligated balance, end of year (total) 0 0 4,381 72 1,065 5,518
Total Budgetary Resources $ 901,651 $ 145,668 $ 67,196 $ 36,207 $ 14,265 $ 1,164,987
Outlays, Net
Outlays, Net (Discretionary and Mandatory) $ 896,791 $ 147,815 $ 60,464 $ 36,137 $ 41) $ 1,141,166
Distributed Offsetting Receipts (34,930) (1,328) (225) (2,850) 0 (39,333)
Agency Outlays, Net (Discretionary and Mandatory) $ 861,861 $ 146,487 $ 60,239 $ 33,287 $ (41) $ 1,101,833
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REQUIRED SUPPLEMENTARY INFORMATION:
SOCIAL INSURANCE

PROGRAM DESCRIPTION

The Old-Age, Survivors, and Disability Insurance (OASDI) program, collectively referred to as “Social Security,”
provides cash benefits for eligible U.S. citizens and residents. At the end of calendar year 2018, the Social Security
Administration paid OASDI benefits to about 63 million beneficiaries. The laws applicable for the period determine
eligibility and benefit amounts. Current law provides that the amount of the monthly benefit payments for workers
and their eligible dependents or survivors is based on the workers’ lifetime earnings histories.

The OASDI program is financed largely on a pay-as-you-go basis--that is, OASDI payroll taxes paid each

year by current workers are primarily used to pay the benefits provided during that year to current beneficiaries.
The retired-worker benefits it pays replaces a larger proportion of earned income for lower earners than for higher
earners. Changes in laws governing the program may alter the amount of OASDI income (e.g., payroll taxes) and
benefits.

PROGRAM FINANCES AND SUSTAINABILITY

As discussed in Note 9 to the Consolidated Financial Statements, a liability of approximately $102 billion as of
September 30, 2019 ($100 billion as of September 30, 2018) is included in “Benefits Due and Payable” on the
balance sheet for unpaid amounts of OASDI benefits due to recipients on or before that date. Virtually all of this
amount was paid in October 2019. Also, an asset of $2,901 billion as of September 30, 2019 ($2,895 billion as of
September 30, 2018) is recognized for the “investments in Treasury securities.” These investments are referred to as
the combined OASI and DI Trust Fund asset reserves throughout the remainder of this required supplementary
information. They represent the accumulated excess for the OASDI program of all past income, including interest,
over all past expenditures. They are invested only in securities backed by the full faith and credit of the Federal
Government (see Investments and Interest Receivable, Note 5).

No liability has been recognized on the balance sheet for future payments to be made to current and future program
participants beyond the unpaid amounts as of September 30, 2019 because OASDI is accounted for as a social
insurance program rather than as a pension program. Accounting for a social insurance program recognizes the
expense of benefits when they are actually paid or are due to be paid because benefit payments are nonexchange
transactions and are not considered deferred compensation as would be employer-sponsored pension benefits for
employees. Accrual accounting for a pension program, by contrast, recognizes as a liability retirement benefit
expenses as they are earned so that the full estimated actuarial present value of the worker’s expected retirement
benefits has been recognized by the time the worker retires.

Required Supplementary Information - While no liability has been recognized on the balance sheet
for future obligations beyond those due at the reporting date, actuarial estimates are made of the long-range financial
status of the OASDI program and are presented here. Throughout this section, the following terms will generally be
used as indicated:

e Income: payroll taxes from employers, employees, and self-employed persons; revenue from Federal
income tax on scheduled OASDI benefits; interest income from Treasury securities held as asset reserves of
the OASI and DI Trust Funds; and miscellaneous reimbursements from the General Fund of the Treasury;

¢ Income excluding interest (Noninterest Income): income, as defined above, excluding
the interest income from Treasury securities held as asset reserves of the OASI and DI Trust Funds;

e Cost: scheduled benefit payments, administrative expenses, net transfers with the Railroad Retirement
program, and vocational rehabilitation expenses for disabled beneficiaries;
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e Cash flow: depending on the context, either income, noninterest income, or cost;

e Net cash flow: cither income less cost or noninterest income less cost; however, net cash flow in this
section refers to noninterest income less cost; and

e Present value: the equivalent value, as of a specified point in time and adjusted using a specified
interest rate, of a future stream of payments (either income or cost). The present value of a future stream of
payments may be thought of as the lump-sum amount that, if invested at the specified interest rate as of the
specified point in time, together with interest earnings would be just enough to meet each of the obligations
as they fall due.

All estimates in this section are based on the 75-year projections under the intermediate assumptions in

The 2019 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance and Federal
Disability Insurance Trust Funds (2019 Trustees Report) (see Note 17 to the Statements of Social Insurance). The
Statements of Social Insurance, the Statements of Changes in Social Insurance Amounts, and the required
supplementary information below are derived from estimates of future income and cost based on these assumptions
and on the current Social Security Act, including future changes previously enacted. This information includes:

(1) present values of future estimated cost for, and estimated income (excluding interest) from, or on behalf of,
current and future program participants;

(2) estimated annual income, income (excluding interest), and cost as percentages of taxable payroll and gross
domestic product (GDP);

(3) the ratio of estimated covered workers to estimated beneficiaries; and

(4) an analysis of the sensitivity of the projections to changes in selected assumptions.

Sustainable Solvency - Based on the estimates of income and cost presented in the Statements of Social
Insurance, the OASDI program does not meet the criteria for sustainable solvency. In order to meet the criteria for
sustainable solvency, the program would need to be able to pay all scheduled benefits in full on a timely basis and
maintain asset reserves in the combined OASI and DI Trust Funds at all times within the 75-year projection period.
In addition, the asset reserves in the combined OASI and DI Trust Funds would need to be stable or rising as a
percentage of annual program cost at the end of the period.

Cash Flow Projections - Charts 1 through 4 show annual cash flow projections for the OASDI program.
OASDI noninterest income and cost are estimated for each year from 2019 through 2093. However, income
including interest is only estimated through 2035, the year that the asset reserves in the combined OASI and

DI Trust Funds are projected to deplete. After the point of such depletion, no interest earnings would be available.
Moreover, because the program lacks the authority to borrow to continue paying benefits, benefit payments would
be limited to the available tax income (noninterest income). Therefore, displaying annual income levels beyond the
point of combined OASI and DI Trust Fund depletion would be inappropriate unless the cost of scheduled benefits
was replaced by the amount of benefits that would be payable.

Estimates are for the open-group population (i.e., all persons projected to participate in the OASDI program as
covered workers or beneficiaries, or both during that period). Therefore, the estimates include payments from, and
on behalf of, workers who will enter covered employment during the period as well as those already in covered
employment at the beginning of that period. They also include cost for such workers and their dependents during
that period.

Amounts as a Percentage of Taxable Payroll - Chart 1 shows estimated annual income, noninterest
income, and cost through 2035 expressed as percentages of taxable payroll. Chart 2 is an extension of Chart 1,
showing estimated annual noninterest income and cost through 2093 expressed as percentages of taxable payroll.
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Chart 1 — Estimated OASDI Income, Noninterest Income,
and Cost, as a Percent of Taxable Payroll,
2019-2035
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Chart 2 — Estimated OASDI Noninterest Income,
and Cost, as a Percent of Taxable Payroll,
2019-2093
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As presently constructed, the program receives most of its income from the 6.2 percent payroll tax that employees
and employers each pay on taxable wages and salaries (for a combined payroll tax rate of 12.4 percent) and the

12.4 percent that is paid on taxable self-employment income. In all years of the projection period, estimated annual
cost is more than estimated annual income excluding interest. After 2019, estimated cost, expressed as a percentage
of taxable payroll, increases rapidly through 2038 and is rising at the end of the 75-year period. The estimated
income at the end of the 75-year period is sufficient to cover 75 percent of the estimated cost.

As Chart 1 shows, estimated cost starts to exceed income including interest in 2020. This occurs because of a
variety of factors including the retirement of the baby boom generation, the relatively small number of people born
during the subsequent period of lower birth rates, and the projected increases in life expectancy, which increase the
average number of years of receiving benefits relative to the average number of years of paying taxes. Estimated
annual cost is projected to exceed noninterest income in all years of the projection period. In any year, to meet all
OASDI cost on a timely basis, the combined OASI and DI Trust Funds will need to redeem Treasury securities.
This redemption differs from the situation of prior years when the combined OASI and DI Trust Funds had been net
lenders to the General Fund of the Treasury. The Government could finance this redemption by increasing its
borrowing from the public, raising taxes (other than OASDI payroll taxes), and/or reducing expenditures (other than
OASDI cost). Alternatively, the Government could make this redemption unnecessary by changing the law to
increase OASDI taxes and/or reduce OASDI scheduled benefits as needed.

o
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Actuarial Balance - The Statements of Social Insurance show that the present value of the excess of income
(excluding interest) over cost for the 75-year period is -$16,764 billion. If augmented by the combined OASI and
DI Trust Fund asset reserves at the start of the period (January 1, 2019), it is -$13,869 billion. This excess does not
equate to the actuarial balance in the 2019 Trustees Report of -2.78 percent of taxable payroll because the actuarial
balance includes the cost of attaining a target combined OASI and DI Trust Fund level at the end of the period equal
to total projected cost for the 76 year of the period.

For the combined OASI and DI Trust Funds to remain solvent throughout the 75-year projection period,

revenues would have to increase by an amount equivalent to an immediate and permanent payroll tax increase of
2.70 percentage points (from its current level of 12.40 percent to 15.10 percent). One interpretation of the actuarial
balance is that its magnitude, 2.78 percent, should equal the necessary increase. However, the increase is different
for two reasons. First, the necessary tax rate is the rate required to maintain solvency throughout the period that
results in no asset reserves in the OASI and DI Trust Funds at the end of the period, whereas the actuarial balance
incorporates an ending asset reserve in the OASI and DI Trust Funds equal to one year’s cost. Second, the
necessary tax rate reflects a behavioral response to tax rate changes, whereas the actuarial balance does not.

In particular, the calculation of the necessary tax rate assumes that an increase in payroll taxes results in a small shift
of wages and salaries to forms of employee compensation that are not subject to the payroll tax.

Alternatively, solvency could be achieved by reducing scheduled benefits by an amount equivalent to an immediate
and permanent reduction of about 17 percent applied to all current and future beneficiaries, or about 20 percent if the
reductions were applied only to newly entitled beneficiaries. Finally, some combination of both tax increases and
benefit reductions could be adopted.

Amounts as a Percentage of Gross Domestic Product - Chart 3 shows estimated annual income,
noninterest income, and cost through 2035 expressed as percentages of GDP. Chart 4 is an extension of Chart 3,
showing estimated annual noninterest income and cost through 2093 expressed as percentages of GDP. Analyzing
these cash flows in terms of percentage of the estimated GDP, which represents the total value of goods and services
produced in the United States, provides a measure of the cost of the OASDI program in relation to the size of the
national economy that must finance it.

Chart 3 — Estimated OASDI Income, Noninterest Income,
and Cost, as a Percent of GDP,
2019-2035
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Chart 4 — Estimated OASDI Noninterest Income,
and Cost, as a Percent of GDP,
2019-2093
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In calendar year 2018, OASDI cost was about $1,000 billion, which was about 4.9 percent of GDP. The cost of the
program (based on current law) rises to 5.9 percent by 2039, then declines to 5.8 percent by 2052, and then generally
increases to 6.0 percent by 2093. The rapid increase from 2019 to 2035 is projected to occur as baby boomers
continue to become eligible for OASDI benefits, lower birth rates result in fewer workers per beneficiary, and

beneficiaries continue to live longer.

Ratio of Workers to Beneficiaries - Chart 5 shows the estimated number of covered workers per
OASDI beneficiary using the Trustees’ intermediate assumptions. As defined by the Trustees, covered workers are
persons having earnings creditable for OASDI purposes based on services for wages in covered employment and/or
income from covered self-employment. The estimated number of workers per beneficiary declines from 2.8 in 2018

to 2.1 in 2093.

Chart 5 — Number of Covered Workers
Per OASDI Beneficiary
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SENSITIVITY ANALYSIS

Projections of the future financial status of the OASDI program depend on many demographic and economic
assumptions, including fertility, mortality, net immigration, average wages, inflation, and interest rates on Treasury
securities. The income will depend on how these factors affect the size and composition of the working population
and the level and distribution of wages and earnings. Similarly, the cost will depend on how these factors affect the
size and composition of the beneficiary population and the general level of benefits. Because perfect long-range
projections of these factors are impossible and actual experience is likely to differ from the estimated or assumed
values of these factors, this section is included to illustrate the sensitivity of the long-range projections to changes in
assumptions by analyzing six key assumptions: total fertility rate, mortality, net immigration, real-wage differential,
Consumer Price Index (CPI), and real interest rate. The range of values chosen for the sensitivity analysis is
intended to present a reasonable range within which future experience is generally expected to fall, on average over
long time periods. The range of values is not intended to represent any particular probability interval around the
intermediate assumptions.

For this analysis, the intermediate assumptions in the 2019 Trustees Report are used as the reference point, and each
selected assumption is varied individually. All present values are calculated as of January 1, 2019 and are based on
estimates of income and cost during the 75-year projection period 2019-2093. In this section, for brevity, “income”
means “noninterest income.”

For each assumption analyzed, one table and one chart are presented. The table shows the present value of the
estimated excess of OASDI income over cost based on each of three selected values of the assumption being
analyzed. The middle values provided correspond to the intermediate assumption of the Trustees. The chart shows
the present value of each annual net cash flow.

Sensitivity of program cost to changes in multiple assumptions is also useful. The 2019 Trustees Report presents
high-cost and low-cost alternative assumption sets, which combine the variations shown individually in this report.
It should be noted that due to interactions, the combined effect of two or more assumption changes may not be equal
to the sum of the effects shown separately. The Trustees, in their annual report, also include estimates using a
stochastic model developed by the Office of the Chief Actuary. These estimates provide an additional way of
analyzing variability in assumptions, income, and cost.

Total Fertility Rate - Table 1 shows the present value of the estimated excess of OASDI income over cost for
the 75-year period, for each of the assumptions about the ultimate total fertility rate. These assumptions are 1.8, 2.0,
and 2.2 children per woman, where 2.0 is the intermediate assumption in the 2019 Trustees Report. The total
fertility rate is assumed to change gradually from its current level and to reach the selected ultimate value in 2024,
2027, and 2027 under the total fertility rate assumptions of 1.8, 2.0, and 2.2, respectively.

Table 1 demonstrates that if the ultimate total fertility rate were changed from 2.0 children per woman, the Trustees’
intermediate assumption, to 1.8, the shortfall for the period of estimated OASDI income relative to cost would
increase to $18,539 billion from $16,764 billion; if the ultimate rate were changed to 2.2, the shortfall would
decrease to $14,959 billion.

EEEEE——,————
SSA’s FY 2019 AGENCY FINANCIAL REPORT 97




&l

Table 1: Present Value of Estimated Excess of OASDI Income over Cost
With Various Ultimate Total Fertility Rate Assumptions
Valuation Period: 2019-2093

Ultimate Total Fertility Rate 1.8 2.0 2.2

Present Value of Estimated Excess (Dollars in Billions) -$18,539 -$16,764 -$14,959

Using the same total fertility rates used for the estimates in Table 1, Chart 6 shows the present value of the estimated
annual OASDI net cash flow.

Chart 6 — Present Value of Estimated Annual OASDI Net
Cash Flow With Various Ultimate Total Fertility Rate Assumptions
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The three patterns of the present values shown in Chart 6 are similar. The present values based on all three ultimate
total fertility rates are negative in all years of the 75-year projection period. The net cash flow estimates
corresponding to all three ultimate fertility rates decrease rapidly into the 2030s and then begin to increase (become
less negative) by 2040. The net cash flow estimates corresponding to a 1.8 ultimate total fertility rate increase in
years 20402051, decrease again in years 2052-2077, and then increase through 2093. The net cash flow estimates
corresponding to a 2.0 ultimate total fertility rate increase in years 2040-2055, decrease again in years 2056-2075,
increase again in years 2076-2091, and finally decrease through 2093. The net cash flow estimates corresponding to
a 2.2 ultimate total fertility rate increase in years 2039-2059, decrease again in years 2060—2070, increase again in
years 2071-2089, and finally decrease through 2093. Based on all three ultimate total fertility rates, it would take
less of an investment today to cover the annual deficit in 2093 than it would to cover the annual deficit in 2035.

Mortality - Table 2 shows the present values of the estimated excess of OASDI income over cost for the 75-year
period, using various assumptions about future reductions in death rates. The analysis was developed by varying the
reduction assumed to occur during 2018-2093 in death rates by age, sex, and cause of death. The reductions
assumed for this period, summarized as average annual reductions in the age-sex-adjusted death rate, are 0.41, 0.77,
and 1.16 percent per year, where 0.77 percent is the intermediate assumption in the 2019 Trustees Report. (The
resulting cumulative decreases in the age-sex-adjusted death rate during the same period are 26, 44, and 58 percent,
respectively.) The life expectancy at birth, on a unisex period life table basis, is projected to rise from 78.8 in 2018
to 82.5, 85.5, and 88.5 in 2093 for average annual reductions in the age-sex-adjusted death rate 0of 0.41, 0.77, and
1.16 percent, respectively.

Table 2 demonstrates that if the annual reduction in death rates were changed from 0.77 percent, the Trustees’
intermediate assumption, to 0.41 percent, meaning that people die younger, the shortfall for the period of estimated
OASDI income relative to cost would decrease to $14,147 billion from $16,764 billion; if the annual reduction were
changed to 1.16 percent, meaning that people live longer, the shortfall would increase to $19,646 billion.
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Table 2: Present Value of Estimated Excess of OASDI Income over Cost
With Various Death Rate Assumptions
Valuation Period: 2019-2093

Average Annual Reduction in Death Rates
041P t 0.77P t 1.16 P t
(from 2018 to 2093) ercen ercen ercen
Present Value of Estimated Excess (Dollars in Billions) -$14,147 -$16,764 -$19,646

Using the same assumptions about future reductions in death rates used for the estimates in Table 2, Chart 7 shows
the present value of the estimated annual OASDI net cash flow.

Chart 7 — Present Value of Estimated Annual OASDI
Net Cash Flow With Various Death Rate Assumptions
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The three patterns of the present values shown in Chart 7 are similar. Under all three sets of assumptions, the net
cash flow estimates are negative in all years of the 75-year projection period. The net cash flow estimates
corresponding to all three sets of assumptions decrease rapidly into the 2030s and then begin to increase (become
less negative) by 2041. Therefore, in terms of today’s investment dollar, annual OASDI net cash flow, although still
negative, begins to increase (become less negative) at that time. Under all three sets of assumptions net cash flows
have two more periods of decreasing present values, the first around years 2055-2075 and the second beginning at
the very end of the 75-year projection period.

Net Annual Immigration - Table 3 shows the present values of the estimated excess of OASDI income over
cost for the 75-year period, using various assumptions about the magnitude of annual immigration. Assumptions are
made about the levels of lawful permanent resident (LPR) immigration, legal emigration, other-than-LPR
immigration, and other-than-LPR emigration. Based on these levels, it is projected that net annual immigration
(LPR and other-than-LPR) will average 949,000 persons, 1,265,000 persons, and 1,601,000 persons over the 75-year
valuation period, where 1,265,000 persons is the average value based on the intermediate assumptions in the

2019 Trustees Report.

Table 3 demonstrates that if the Trustees’ intermediate immigration assumptions were changed so that the average
level for the 75-year period decreased from 1,265,000 persons to 949,000 persons, the present value of the shortfall
for the period of estimated OASDI income relative to cost would increase to $17,558 billion from $16,764 billion.
If, instead, the immigration assumptions were changed so that net annual immigration would be expected to average
1,601,000 persons, the present value of the shortfall would decrease to $15,934 billion.
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Table 3: Present Value of Estimated Excess of OASDI Income over Cost
With Various 75-Year Average Net Annual Immigration Assumptions
Valuation Period: 2019-2093

75-Year Average Net Annual Immigration 949,000 Persons 1,265,000 Persons | 1,601,000 Persons

Present Value of Estimated Excess (Dollars in Billions) -$17,558 -$16,764 -$15,934

Using the same assumptions about net annual immigration used for the estimates in Table 3, Chart 8 shows the
present value of the estimated annual OASDI net cash flow.

Chart 8 — Present Value of Estimated Annual OASDI
Net Cash Flow With Various Net Annual
Immigration Assumptions
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The three patterns of the present values shown in Chart 8 are similar. Under all three sets of assumptions, the net
cash flow estimates are negative in all years of the 75-year projection period. The net cash flow estimates
corresponding to all three sets of assumptions decrease rapidly into the 2030s and then begin to increase (become
less negative) by 2040. Under all three sets of assumptions net cash flows have two more periods of decreasing
present values, the first around years 2055-2075 and the second beginning at the very end of the 75-year projection
period.

Immigration generally occurs at relatively young adult ages, so there is no significant effect on beneficiaries (and,
therefore, on benefits) in the early years of the projection period, but the effect on the numbers of workers (and,
therefore, on payroll tax income) is immediate. Therefore, even in the early years, the present values, year by year,
are generally higher (less negative in later years) for higher net annual immigration. However, the increased payroll
taxes for a given year are eventually offset by benefits paid in that year to earlier immigrant cohorts. Therefore, the
present values based on the three assumptions about net annual immigration become more similar at the end of the
projection period.

Real-Wage Differential - The annual real-wage differential is the difference between the percentage
increases in: (1) the average annual wage in OASDI covered employment; and (2) the average annual CPI. The
ultimate real-wage differential is the average of the annual real-wage differential for the last 65 years of the 75-year
projection period. Table 4 shows the present values of the estimated excess of OASDI income over cost for the
75-year period, using various assumptions about the ultimate real-wage differential. These assumptions are that the
ultimate real-wage differential will be 0.60, 1.21, and 1.84 percentage points, where 1.21 percentage points is the
intermediate assumption in the 2019 Trustees Report. In each case, the ultimate annual increase in the CPI is
assumed to be 2.60 percent (as used in the intermediate assumptions), yielding ultimate percentage increases in the
average annual wage in covered employment of 3.20, 3.81, and 4.44 percent, respectively.
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Table 4 demonstrates that if the ultimate real-wage differential were changed from 1.21 percentage point, the
Trustees’ intermediate assumption, to 0.60 percentage point, the shortfall for the period of estimated OASDI income
relative to cost would increase to $19,449 billion from $16,764 billion; if the ultimate real-wage differential were
changed from 1.21 to 1.84 percentage points, the shortfall would decrease to $12,606 billion.

Table 4: Present Value of Estimated Excess of OASDI Income over Cost
With Various Ultimate Real-Wage Assumptions
Valuation Period: 2019-2093

Ultimate Annual Increase in Wages, CPI; 3.20%, 2.60%; 3.81%, 2.60%; 4.44%, 2.60%;
Real-Wage Differential 0.60% 1.21% 1.84%
Present Value of Estimated Excess (Dollars in Billions) -$19,449 -$16,764 -$12,606

Using the same assumptions about the ultimate real-wage differential used for the estimates in Table 4, Chart 9
shows the present value of the estimated annual OASDI net cash flow.

Chart 9 — Present Value of Estimated Annual OASDI Net
Cash Flow With Various Ultimate Real-Wage Assumptions
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The net cash flow estimates corresponding to all three sets of assumptions are negative in all years of the 75-year
projection period. The net cash flow estimates corresponding to all three sets of assumptions decrease rapidly into
the 2030s and then begin to increase (become less negative) by 2040. Therefore, in terms of today’s investment
dollar, annual OASDI net cash flow, although still negative, begins to increase at that time. For the assumed
real-wage differential of 0.60 percentage points, the present values continue to increase throughout the remainder of
the projection period. The net cash flows for the other two assumptions have two more periods of decreasing
present values, the first around years 2055-2075 and the second beginning at the very end of the 75-year projection
period.

Differences among the estimates of annual net cash flow based on the three assumptions about the ultimate
real-wage differential become apparent early in the projection period. Higher real-wage differentials increase both
wages and initial benefit levels. Because the effects on wages and, therefore, on payroll taxes are immediate, while
the effects on benefits occur with a substantial lag, annual net cash flow is higher for higher assumed real-wage
differentials. In the early years, when the effects on benefits are quite small and the effects on wages are
compounding, the patterns of the estimates of annual net cash flow based on the three assumptions diverge fairly
rapidly. However, toward the end of the projection period, annual net cash flow becomes more similar for all
assumed real-wage differentials. This occurs because benefits would then be more fully realized at a time when the
projected cost substantially exceeds noninterest income. These effects are depicted by the patterns in Chart 9
coming together at the end of the projection period.
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Consumer Price Index - Table 5 shows the present values of the estimated excess of OASDI income over
cost for the 75-year period, using various assumptions about the ultimate rate of change in the CPI. These
assumptions are that the ultimate annual increase in the CPI will be 2.00, 2.60, and 3.20 percent, where 2.60 percent
is the intermediate assumption in the 2019 Trustees Report. In each case, the ultimate real-wage differential is
assumed to be 1.21 percentage point (as used in the intermediate assumptions), yielding ultimate percentage
increases in average annual wages in covered employment of 3.21, 3.81, and 4.41 percent, respectively.

Table 5 demonstrates that if the ultimate annual increase in the CPI were changed from 2.60 percent, the Trustees’
intermediate assumption, to 2.00 percent, the shortfall for the period of estimated OASDI income relative to cost
would increase to $17,320 billion from $16,764 billion; if the ultimate annual increase in the CPI were changed to
3.20 percent, the shortfall would decrease to $16,235 billion. The seemingly counter-intuitive result that higher
CPI increases result in decreased shortfalls (and vice versa) is explained by the time lag between the effects of the
CPI changes on taxable payroll and on benefit payments. The effect on taxable payroll due to a greater increase in
average wages is experienced immediately, while the effect on benefits is experienced with a lag of about one year.
For this reason, larger increases in the CPI cause earnings and income to increase sooner and, therefore, by more
each year, than benefits and cost.

Table 5: Present Value of Estimated Excess of OASDI Income over Cost
With Various Ultimate CPl-Increase Assumptions
Valuation Period: 2019-2093

Ultimate Annual Increase in Wages, CPI; 3.21%, 2.00%; 3.81%, 2.60%; 4.41%, 3.20%;
Real-Wage Differential 1.21% 1.21% 1.21%
Present Value of Estimated Excess (Dollars in Billions) -$17,320 -$16,764 -$16,235

Using the same assumptions about the ultimate annual increase in the CPI used for the estimates in Table 5, Chart 10
shows the present value of the estimated annual OASDI net cash flow.

Chart 10 — Present Value of Estimated Annual OASDI Net
Cash Flow With Various Ultimate CPIl-Increase Assumptions
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The net cash flow estimates corresponding to all three sets of assumptions are negative in all years of the 75-year
projection period. The net cash flow estimates corresponding to all three ultimate CPI-increase assumptions
decrease through 2039 and then increase (become less negative) in years 2040-2055. Thereafter, net cash flows
have one more period of increasing present values each from around 2075-2091, before decreasing again in the final
two years of the projection period.
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Real Interest Rate - Table 6 shows the present values of the estimated excess of OASDI income over cost for
the 75-year period, using various assumptions about the ultimate annual real interest rate for special-issue Treasury
obligations sold to the OASI and DI Trust Funds. These assumptions are that the ultimate annual real interest rate
will be 2.0, 2.5, and 3.0 percent, where 2.5 percent is the intermediate assumption in the 2019 Trustees Report.
Changes in real interest rates change the present value of cash flow, even though the cash flow itself does not
change.

Table 6 demonstrates that if the ultimate real interest rate were changed from 2.5 percent, the Trustees’ intermediate
assumption, to 2.0 percent, the shortfall for the period of estimated OASDI income relative to cost, when measured
in present-value terms would increase to $19,912 billion from $16,764 billion; if the ultimate annual real interest
rate were changed to 3.0 percent, the present-value shortfall would decrease to $14,263 billion.

Table 6: Present Value of Estimated Excess of OASDI Income over Cost
With Various Ultimate Real Interest Assumptions
Valuation Period: 2019-2093

Ultimate Annual Real Interest Rate 2.0 Percent 2.5 Percent 3.0 Percent

Present Value of Estimated Excess (Dollars in Billions) -$19,912 -$16,764 -$14,263

Using the same assumptions about the ultimate annual real interest rate used for the estimates in Table 6, Chart 11
shows the present value of the estimated annual OASDI net cash flow.

Chart 11 — Present Value of Estimated Annual OASDI Net
Cash Flow With Various Ultimate Real Interest Rate Assumptions
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The three patterns of the present values shown in Chart 11 are similar. The net cash flow estimates corresponding to
all three sets of assumptions are negative in all years of the 75-year projection period. The net cash flow estimates
corresponding to all three ultimate real interest rates decrease rapidly into the 2030s and then begin to increase
(become less negative) by 2040. Therefore, in terms of today’s investment dollar, annual OASDI net cash flow,
although still negative, begins to increase (become less negative) at that time. The net cash flow estimates
corresponding to an ultimate real interest rate of 2.0 increase in years 2040-2053, decrease again in years
2054-2077, increase again in years 2078-2089, and finally decrease through 2093. The net cash flow estimates
corresponding to an ultimate real interest rate of 2.5 increase in years 2040-2055, decrease again in years
2056-2075, increase again in years 20762091, and finally decrease through 2093. The net cash flow estimates
corresponding to an ultimate real interest rate of 3.0 increase in years 2038-2058, decrease again in years
20592070, and then increase thereafter.
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REPORT OF INDEPENDENT
CERTIFIED PUBLIC ACCOUNTANTS

O I G Office of the Inspector General
SOCIAL SECURITY ADMINISTRATION

November 12, 2019

The Honorable Andrew Saul
Commissioner

The Office of the Inspector General (OIG) contracted with the independent certified public accounting firm

Grant Thornton LLP (Grant Thornton). Under the contract, Grant Thornton audited (1) the Social Security
Administration’s (SSA) consolidated financial statements as of September 30, 2019 and 2018; (2) the sustainability
financial statements, including the statements of social insurance as of January 1, 2019, 2018, and 2015; (3) the
statements of changes in social insurance amounts for the periods January 1, 2018 to January 1, 2019 and

January 1, 2017 to January 1, 2018; (4) and the related notes to the sustainability financial statements. We also
contracted with Grant Thornton to provide a report on internal control over financial reporting and noncompliance
with laws, regulations, contracts, grant agreements, and other matters, including the requirements of the Federal
Financial Management Improvement Act of 1996. The contract requires that the audit be performed in accordance
with auditing standards generally accepted in the United States; Government Auditing Standards issued by the
Comptroller General of the United States; and Office of Management and Budget (OMB) Bulletin No. 19-03, Audit
Requirements for Federal Financial Statements. Those Standards and Bulletin require that Grant Thornton plan and
perform the audits to obtain reasonable assurance about whether the financial statements are free from material
misstatement and whether effective internal control over financial reporting was maintained in all material respects.

This letter transmits Grant Thornton’s Report of Independent Certified Public Accountants. Grant Thornton found
the following.

e The consolidated and sustainability financial statements are presented fairly, in all material respects, in
accordance with accounting principles generally accepted in the United States of America.

e SSA management maintained, in all material respects, effective internal control over financial reporting as of
September 30, 2019. However, Grant Thornton identified three significant deficiencies in internal control:
(1) Certain Financial Information Systems Controls, (2) Information Systems Risk Management, and
(3) Accounts Receivable with the Public (Benefit Overpayments).

e No instances of noncompliance with laws, regulations, contracts, grant agreements and other matters.
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O1G EVALUATION OF GRANT THORNTON AUDIT
PERFORMANCE

To fulfill our responsibilities under the Chief Financial Officers Act of 1990 and related legislation for ensuring the
quality of the audit work performed, we monitored Grant Thornton’s audit of SSA’s consolidated and sustainability
financial statements by

e cvaluating the independence, objectivity, and qualifications of the auditors and specialists;
e reviewing Grant Thornton’s audit approach and planning;
e monitoring the audit’s progress at key points;

e cexamining Grant Thornton’s documentation related to planning the audit, assessing SSA’s internal control, and
substantive testing;

e reviewing Grant Thornton’s audit report to ensure compliance with Government Auditing Standards and
OMB Bulletin No. 19-03;

e coordinating the issuance of the audit report; and

e performing other procedures we deemed necessary.

Grant Thornton is responsible for the attached auditors’ report, dated November 12, 2019, and the opinions and
conclusions expressed therein. The OIG is responsible for technical and administrative oversight regarding

Grant Thornton’s performance under the contract terms. Our review, as differentiated from an audit in accordance
with applicable auditing standards, was not intended to enable us to express, and, accordingly, we do not express, an
opinion on SSA’s consolidated financial statements; sustainability financial statements; internal control over
financial reporting; or SSA’s compliance with certain laws, regulations, contracts and grant agreements. However,
our monitoring review, as qualified above, disclosed no instances where Grant Thornton did not comply, in all
material respects, with applicable auditing standards.

Consistent with our responsibility under the Inspector General Act, we are providing copies of this report to
congressional committees with oversight and appropriation responsibilities over SSA. In addition, we will post a

copy of the report on our public Website.

Galil S. Ennis
Inspector General
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Andrew Saul, Commissioner
Social Security Administration

Gail S. Ennis, Inspector General
Social Security Administration

In our audits of the Social Security Administration (SSA), we found:

e The consolidated balance sheets of SSA as of September 30, 2019 and 2018, the related
consolidated statements of net cost and changes in net position, and the combined
statements of budgetary resources for the years then ended, are presented fairly, in all
material respects, in accordance with accounting principles generally accepted in the
United States of America;

e The sustainability financial statements which comprise the statements of social insurance
as of January 1, 2019, 2018 and 2015 and the statements of changes in social insurance
amounts for the period January 1, 2018 to January 1, 2019 and January 1, 2017 to
January 1, 2018 are presented fairly, in all material respects, in accordance with accounting
principles generally accepted in the United States of America;

e Although internal controls could be improved, SSA management maintained, in all material
respects, effective internal control over financial reporting as of September 30, 2019; and

e No reportable instances of noncompliance for fiscal year 2019, with provisions of applicable
laws, regulations, contracts, and grant agreements we tested.

The following sections discuss in more detail (1) our report on the financial statements and
internal control over financial reporting which includes a matter of emphasis paragraph related
to the sustainability financial statements, required supplementary information (RSI) and other
information included with the financial statements, (2) our report on compliance with laws,
regulations, contracts, and grant agreements, and (3) the Agency'’s response to findings.

Grant Thornton LLP is the U.S. member firm of Grant Thornton International Ltd (GTIL). GTIL and each of its member firms are separate legal
entities and are not a worldwide partnership.
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Report on the financial statements and internal control over financial reporting

We have audited the accompanying financial statements of the Social Security Administration
(the “Agency”), which comprise the consolidated financial statements and the sustainability
financial statements. The consolidated financial statements comprise the consolidated balance
sheets as of September 30, 2019 and 2018, and the related consolidated statements of net
cost, changes in net position, and the combined statements of budgetary resources for the
years then ended, and the related notes to the consolidated financial statements.

The sustainability financial statements comprise the statements of social insurance as of
January 1, 2019, 2018, and 2015, the statements of changes in social insurance amounts for
the periods January 1, 2018 to January 1, 2019 and January 1, 2017 to January 1, 2018, and
the related notes to the sustainability financial statements.

We also have audited the internal control over financial reporting of the Social Security
Administration as of September 30, 2019, based on criteria established under 31 U.S.C. § 3512
(c),(d) (commonly known as the Federal Managers’ Financial Integrity Act or “FMFIA”) and in
Standards for Internal Control in the Federal Government, issued by the Comptroller General of
the United States.

Management’s responsibility for the financial statements and internal control over
financial reporting

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of effective internal control
over financial reporting relevant to the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error. Management is also
responsible for evaluating the effectiveness of internal control over financial reporting based on
the criteria established under FMFIA and its assessment about the effectiveness of internal
control over financial reporting as of September 30, 2019, included in the accompanying
Commissioner’s Assurance Statement.

Auditor’s responsibility

Our responsibility is to express opinions on these financial statements and an opinion on the
entity’s internal control over financial reporting based on our audits. We conducted our audits in
accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States; and Office of Management and Budget (“*OMB”)
Bulletin 19-03, Audit Requirements for Federal Financial Statements. Those standards and
OMB Bulletin 19-03 require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement and whether
effective internal control over financial reporting was maintained in all material respects.

An audit of financial statements involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The procedures selected depend on
the auditor’s judgment, including the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the Agency’s preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the
circumstances. An audit of financial statements also includes evaluating the appropriateness of
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accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

An audit of internal control over financial reporting involves performing procedures to obtain
audit evidence about whether a material weakness exists. The procedures selected depend on
the auditor’s judgment, including the assessment of the risk that a material weakness exists. An
audit of internal control over financial reporting also involves obtaining an understanding of
internal control over financial reporting and testing and evaluating the design and operating
effectiveness of internal control over financial reporting based on the assessed risk. Our audit
of internal control also considered the Agency’s process for evaluating and reporting on internal
control over financial reporting based on criteria established under FMFIA. Our audits also
included performing such other procedures as we considered necessary in the circumstances.

We did not evaluate all internal controls relevant to operating objectives as broadly established
under FMFIA, such as those controls relevant to preparing performance information and
ensuring efficient operations. We limited our internal control testing to testing controls over
financial reporting. Our internal control testing was for the purpose of expressing an opinion on
whether effective internal control over financial reporting was maintained, in all material
respects. Consequently, our audit may not identify all deficiencies in internal control over
financial reporting that are less severe than a material weakness.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.

Definition and inherent limitations of internal control over financial reporting

An entity’s internal control over financial reporting is a process affected by those charged with
governance, management, and other personnel, designed to provide reasonable assurance
regarding the preparation of reliable financial statements in accordance with accounting
principles generally accepted in the United States of America. An entity’s internal control over
financial reporting provides reasonable assurance that (1) transactions are properly recorded,
processed, and summarized to permit the preparation of financial statements in accordance
with accounting principles generally accepted in the United States of America, and assets are
safeguarded against loss from unauthorized acquisition, use, or disposition, and (2) transactions
are executed in accordance with provisions of applicable laws, including those governing the
use of budget authority, regulations, contracts and grant agreements, noncompliance with which
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent, or
detect and correct, misstatements due to fraud or error. Also, projections of any assessment of
effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

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. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the Agency’s financial statements will not be
prevented, or detected and corrected, on a timely basis. A significant deficiency is a deficiency,
or a combination of deficiencies, in internal control that is less severe than a material weakness,
yet important enough to merit attention by those charged with governance.
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Opinions on the financial statements

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of the Social Security Administration as of
September 30, 2019 and 2018, and its net cost, changes in net position, and budgetary
resources for the years then ended, in accordance with accounting principles generally
accepted in the United States of America.

Also, in our opinion, the sustainability financial statements referred to above present fairly, in all
material respects the Social Security Administration’s social insurance information as of
January 1, 2019, 2018, and 2015 and its changes in social insurance amounts for the periods
January 1, 2018 to January 1, 2019 and January 1, 2017 to January 1, 2018, in accordance
with accounting principles generally accepted in the United States of America.

Emphasis of matter

As discussed in Note 17 to the financial statements, the sustainability financial statements are
based on management’s assumptions. These sustainability financial statements present the
actuarial present value of the Agency’s estimated future income to be received and future
expenditures to be paid using a projection period sufficient to illustrate long-term sustainability.
The sustainability financial statements are intended to aid users in assessing whether future
resources will likely be sufficient to sustain public services and to meet obligations as they come
due. The statements of social insurance and changes in social insurance amounts are based
on income and benefit formulas in current law and assume that scheduled benefits will continue
after any related trust funds are exhausted. The sustainability financial statements are not
forecasts or predictions. The sustainability financial statements are not intended to imply that
current policy or law is sustainable. In preparing the sustainability financial statements,
management considers and selects assumptions and data that it believes provide a reasonable
basis to illustrate whether current policy or law is sustainable. Assumptions underlying such
sustainability information do not consider changes in policy or all potential future events that
could affect future income, future expenditures, and sustainability, for example, implementation
of policy changes to avoid trust fund exhaustion. Because of the large number of factors that
affect the sustainability financial statements and the fact that future events and circumstances
cannot be estimated with certainty, even if current policy is continued, there will be differences
between the estimates in the sustainability financial statements and the actual results, and
those differences may be material. Our opinion is not modified with respect to this matter.

Opinion on internal control over financial reporting

In our opinion, although certain internal controls could be improved, the Social Security
Administration maintained, in all material respects, effective internal control over financial
reporting as of September 30, 2019, based on criteria established under 31 U.S.C § 3512 (c),(d)
(commonly known as FMFIA) and in Standards for Internal Control in the Federal Government,
issued by the Comptroller General of the United States.

As discussed in more detail, our Fiscal Year 2019 audit identified deficiencies in the Agency’s
controls over Certain Financial Information Systems Controls, Information Systems Risk
Management and Accounts Receivable with the Public (Benefit Overpayments) described in the
accompanying Appendix Significant Deficiencies in Internal Control Over Financial Reporting,
that represent significant deficiencies in the Agency’s internal control over financial reporting.
We considered these significant deficiencies in determining the nature, timing, and extent of our
audit procedures on the Agency’s Fiscal Year 2019 financial statements. Although the
significant deficiencies in internal control did not affect our opinion on the Agency’s Fiscal Year
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2019 financial statements, misstatements may occur in unaudited financial information reported
internally and externally by the Agency because of these significant deficiencies.

In addition to the significant deficiencies in internal control over Certain Financial Information
Systems Controls, Information Systems Risk Management and Accounts Receivable with the
Public (Benefit Overpayments) we also identified deficiencies in the Agency’s internal control
over financial reporting that we do not consider to be material weaknesses or significant
deficiencies. Nonetheless, these deficiencies warrant management’s attention. We have
communicated these matters to management and, where appropriate, will report on them
separately.

Other matters

The sustainability financial statements of the Agency as of and for the years ended

January 1, 2017 and 2016 were audited by other auditors. Those auditors’ report, dated
November 9, 2017, expressed an unmodified opinion on those financial statements and
included an emphasis of matter paragraph that describe the assumptions upon which the
sustainability financial statements are based discussed in Note 17 to the financial statements.

Required supplementary information

Accounting principles generally accepted in the United States of America require that the
information in Management'’s Discussion and Analysis from pages 5 to 37 and the combining
schedule of budgetary resources and the required supplementary social insurance information
from pages 91 to 103 be presented to supplement the basic financial statements. Such
information, although not a required part of the basic financial statements, is required by the
Federal Accounting Standards Advisory Board and OMB Circular A-136, Financial Reporting
Requirements, which consider it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context.
Management is responsible for preparing, measuring, and presenting the required
supplementary information in accordance with accounting principles generally accepted in the
United States of America. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America. These limited procedures consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express
an opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.

Other information

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements as a whole. The Commissioner's Message on page 1 and the other information on
pages 2 through 4, 39 through 43, 87 through 90 and 123 through 230 are presented for
purposes of additional analysis and are not a required part of the basic financial statements.
Management is responsible for preparing and presenting other information included in
documents containing the audited financial statements and auditor’s report, and for ensuring the
consistency of that information with the basic financial statements and the required
supplementary information. We read the other information in order to identify material
inconsistencies, if any, with the basic financial statements. Such information has not been
subjected to the auditing procedures applied in the audit of the basic financial statements, and
accordingly, we do not express an opinion or provide any assurance on it.
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Report on compliance with laws, regulations, contracts, grant agreements, and other
matters

As part of obtaining reasonable assurance about whether the Agency’s financial statements are
free from material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements consistent with the auditor’s responsibility
discussed below, in accordance with Government Auditing Standards. Noncompliance may
occur that is not detected by these tests.

Management’s responsibility

Management is responsible for complying with laws, regulations, contracts, and grant
agreements applicable to the Agency.

Auditor’s responsibility

Our responsibility is to test compliance with selected provisions of applicable laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts and disclosures, and perform certain
other limited procedures. We did not test compliance with all laws, regulations, contracts, and
grant agreements.

Results of our tests of compliance with laws, regulations, contracts, and grant
agreements

The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards. However, the objective of our
tests was not to provide an opinion on compliance with laws, regulations, contracts, and grant
agreements applicable to the Agency. Accordingly, we do not express such an opinion.

Under the Federal Financial Management Improvement Act (“FFMIA”), we are required to report
whether the Agency'’s financial management systems substantially comply with FFMIA Section
803(a) requirements. To meet this requirement, we performed tests of compliance with the
federal financial management systems requirements, applicable federal accounting standards,
and the United States Standard General Ledger ("USSGL") at the transaction level. However,
providing an opinion on compliance with FFMIA was not an objective of our audit, and
accordingly we do not express such an opinion. The results of our tests of FFMIA Section
803(a) requirements disclosed no instances of substantial noncompliance that are required to
be reported under FFMIA.

Agency’s response to findings

The Agency’s response to our findings, which is included on page 121 of this Agency Financial
Report, was not subjected to the auditing procedures applied in the audit of the financial
statements, and accordingly, we express no opinion on the Agency’s response.
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Intended purpose of report on compliance with laws, regulations, contracts, and grant
agreements

The purpose of this report is solely to describe the scope of our testing of compliance and the
results of that testing, and not to provide an opinion on compliance. This report is an integral
part of an audit performed in accordance with Government Auditing Standards in considering
compliance. Accordingly, this report is not suitable for any other purpose.

Lo Thowdo LLP

Baltimore, Maryland
November 12, 2019
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APPENDIX — SIGNIFICANT DEFICIENCIES IN INTERNAL CONTROL OVER FINANCIAL
REPORTING

Significant Deficiency in Internal Control over Certain Financial Information Systems
Controls

Overview

Social Security Administration (SSA) management relies on information systems and
information technology (IT) to administer and process the Old-Age and Survivors Insurance
(OASI) and Disability Insurance (DI) (collectively known as OASDI) and Supplemental Security
Income (SSI) programs, to process and account for their expenditures, and for financial
reporting. A lack of appropriately designed or implemented internal controls for these
information systems and related IT increases the risk of unreliable data and misstatements
whether due to fraud or error and jeopardizes the integrity of the programs.

Our internal control testing covered both IT general and application controls. IT general controls
testing encompassed the security management program, access controls (physical and logical),
configuration and change management, segregation of duties, and service
continuity/contingency planning. IT general controls provide the foundation for the integrity of
systems including applications and the system software that comprise the general support
systems for the major applications. General and application-level controls are critical to
ensuring the accurate and complete processing of transactions and integrity of stored data.
Application controls include application-specific general controls, input, processing of data, and
output of data as well as interface, master file, and other user controls. These controls provide
assurance over the completeness, accuracy, and validity of data. Our audit included testing of
the Agency’s mainframe, networks, databases, applications, and other supporting systems and
was conducted at Headquarters as well as off-site locations.

The Federal Information Processing Standards 199, Standards for Security Categorization of
Federal Information and Information Systems, and 200, Minimum Security Requirements for
Federal Information and Information Systems, are mandatory security standards required by the
Federal Information Security Modernization Act of 2014. These standards, in combination with
National Institute of Standards and Technology (NIST) Special Publication 800-53, Revision 4,
Security and Privacy Controls for Federal Information Systems and Organizations, define a
framework for Federal agencies to develop, document, and implement an agency-wide
information security program. The information security program is required to provide security
protections commensurate with the risk and magnitude of the harm resulting from the
unauthorized access, use, disclosure, disruption, modification, or destruction of agency
information and information systems.

Deficiencies in Control Design and/or Operational Effectiveness

We noted control deficiencies in the areas of access controls, network security controls, and
configuration management that contribute to an aggregated significant deficiency in information
system controls. While SSA continued strengthening controls over its information systems and
IT, many of the control deficiencies from past audits persisted. We noted that SSA developed
several plans, strategies, and initiatives to address control deficiencies noted in past audits.
However, these deficiencies continued to exist because of one, or a combination, of the
following.

e SSA relied on manually intensive processes.
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e SSA had not thoroughly assessed the root cause(s) of deficiencies and prioritized corrective
actions to address the highest areas of risk.

e The design of enhanced or newly designed controls did not completely address risks and
recommendations provided in past audits.

Access Controls

Access controls provide assurance that critical information systems’ assets are physically
safeguarded and logical access to sensitive applications, system utilities, and data are provided
only when authorized and appropriate. Weaknesses in such controls can compromise the
integrity of data and increase the risk that such data may be inappropriately accessed and/or
disclosed as well as modified by unauthorized persons, which may affect the accuracy of the
financial statements. Our testing identified control failures related to account management
controls including access authorizations, recertification of access, and the timely removal of
logical access after termination. We noted issues with segregation of duties, privileged access,
the review of disability determination services user profile content, and the review of security
violation reports and additional audit logs. Further, we noted exceptions related to controls to
prevent programmer access to the production environment. More specifically, SSA
implemented a secondary user ID process to allow programmers access to production data
through a highly monitored, time-limited process. During testing, we determined this control
was not operating effectively, as approvals and reviews of the access were not performed
timely. Finally, we identified physical security control weaknesses that potentially allowed
unauthorized individuals access to non-sensitive areas.

Network Security Controls

Configuration, vulnerability, and patch management processes are examples of critical
components to effective network security. Related processes and controls must be designed to
prevent or detect such weaknesses as misconfigurations, weak credentials, and vulnerabilities
and are essential in combating internal and external cyber-threats, exploitations, and
unauthorized access. We identified certain inventory, patch management, and network security
deficiencies, many of which persisted from prior audits. We present information about these
deficiencies in a separate management letter.

Configuration Management

Configuration management involves the identification and management of security features for
hardware, software, and firmware components of an information system at a given point while
controlling changes to that configuration as part of the systems’ life cycle. A disciplined process
is required so configurations align with security standards and to ensure no unauthorized
changes are implemented to configuration settings. We noted instances where configurations
were not monitored or aligned with best practices or SSA’s standards. In addition, we noted
SSA needed to improve its controls over (1) establishing comprehensive security configuration
baselines; (2) reviewing security configurations periodically; (3) hardening security guides;

(4) adhering to these baselines and guides through periodic monitoring; and (5) assessing,
remediating, and/or approving deviations (if applicable).

These findings did not have a material impact on the financial statements.
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Recommendations

To mitigate the risks of the issues noted in the significant deficiency, management should
consider the following.

1. Analyze the audit findings to identify root causes and trends, assess risk of control failures,
and re-evaluate priorities for remediation. SSA should develop and/or review its risk-based
approach and develop a roadmap of corrective actions. SSA should set attainable
milestones for corrective actions and remediate these deficiencies timely.

2. Strengthen SSA's internal control system for access controls, network security, and
configuration management to improve its effectiveness in identifying, documenting, and
linking these controls to business processing controls that support financial reporting;
assessing the design and effectiveness of these controls; and remediating any identified IT
control gaps.

Significant Deficiency in Information Systems Risk Management

Overview

A dynamic, flexible, and robust information system/IT risk management program is essential to
manage security and privacy risk in SSA's diverse IT environment. As threats evolve and
become more sophisticated, complex, and humerous, appropriate risk management is required
to build security into new systems, mitigate existing and emerging threats, and ensure that
essential mission support services are available. Further, it is needed to protect the
confidentiality, integrity, and availability of SSA's financial and program information.

SSA must implement a risk management program that provides reasonable assurance that
risks are identified and assessed, that controls are appropriately designed, and operating
effectively across the Agency’s information systems and locations. Through the Agency’s
security management program, SSA’s risk management framework must include a continuous
cycle of activity for developing and assessing the discipline and structure of its control
environment, assessing risk, developing and implementing effective security procedures,
communicating, and monitoring the effectiveness of those procedures.

IT risk management also must be integrated, deployed, and communicated throughout the
entity, divisions, operating units and functions. SSA executive oversight, management and
personnel are all responsible for information security and privacy. OMB Memorandum M-17-25,
Reporting Guidance for Executive Order on Strengthening the Cybersecurity of Federal
Networks and Critical Infrastructure provides implementation guidance to Federal agencies for
meeting risk management reporting requirements. The memorandum states: “An effective
enterprise risk management program promotes a common understanding for recognizing and
describing potential risks that can impact an agency’s mission and the delivery of services to the
public. Such risks include...cyber...and a broad range of operational risks such as information
security...Effective management of cybersecurity risk requires that agencies align information
security management processes with strategic, operational, and budgetary planning
processes....”

Deficiencies in Control Design and/or Operational Effectiveness

In Fiscal Year 2018, we noted deficiencies in IT oversight and governance, which had first been
cited in Fiscal Year 2014 as part of the aggregated information system controls significant
deficiency. We noted as part of our field work that issues persisted from past audits because of
limited remediation of root causes. In addition, because of additional factors identified in the
current year as part of our fieldwork at disability determination services and regional offices
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including an increase in the pervasiveness of prior year issues, failures noted with certain site’s
demonstration of integrity, oversight, and responsibility for their control environment, and to
highlight this issue is not isolated to IT departments, we decided to extract the IT oversight and
governance component of the aggregated significant deficiency into a stand-alone significant
deficiency.

In Fiscal Year 2019 we noted recurring issues, in regards to processes, people and technology
in place to support SSA's IT risk management function. More specifically:

* Process — We noted SSA’s processes lacked the following.

* Repeatable and standardized risk management practices that were consistently applied and
implemented across the organization at the entity, divisions, operating units and functions.
For example, we noted several instances where SSA divisions, regional offices and
disability determination services personnel did not document internal control design, retain
evidence of control execution, and/or evidence of monitoring controls. We cited control
deficiencies related to the completeness and accuracy of information system inventories
and boundaries, common control inheritance considerations, and a lack of completed
requirements within security assessment and authorization packages.

e Aclear and concise security architecture function. Specifically, SSA did not consistently
implement an information security architecture across the enterprise, business processes,
and system levels necessary for maintaining a disciplined and structured methodology for
managing risk.

* A proactive process to identify, block and/or remove unauthorized software and executable
code, as well as, appropriate execution of the risk management function in the Agency's
system development life cycle.

* People — Per the Standards for Internal Control in the Federal Government OV1.06,
"People are what make internal control work. Management is responsible for an effective
internal control system. As part of this responsibility, management sets the entity’s
objectives, implements controls, and evaluates the internal control system. However,
personnel throughout an entity play important roles in implementing and operating an
effective internal control system." We noted as part of our field work that SSA lacked
information security resources at various levels within the organization to effectively
implement IT risk management functions. In addition, we noted instances where SSA and
disability determination services personnel were not aware of Standards for Internal Control
in the Federal Government requirements and requirements to document control design and
activities as well as retain evidence of their execution. Finally, we noted SSA had not
adequately identified individuals with significant information security responsibilities to
provide role based security training.

¢ Technology — We noted that SSA did not consistently and/or effectively deploy technology
to manage its IT risk management function. SSA has made progress in this area but was
still implementing and/or tuning software in many instances. For example, we noted issues
with information system hardware and software inventory management, a lack of network
access control, automation and tools for managing security configurations, and
comprehensive tools to evaluate and communicate risks.

These findings did not have a material impact on the financial statements; however, they could
have such negative effects as inaccurate security categorization of systems and applications;
ineffective identification, implementation and documentation of required controls; inappropriate
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testing and monitoring of those controls; and approving authorization to operate packages for
the system without an appropriate understanding of risks.

Recommendations

To mitigate the risks of the issues noted in the significant deficiency, management should
consider the following.

1. Revise existing information system risk management framework(s) and strategy, using
NIST 800-37 Rev. 2 “Risk Management Framework for Information Systems and
Organizations: A System Life Cycle Approach for Security and Privacy” to consistently
apply risk management practices throughout the Agency. In addition, develop and
implement a consistent approach to risk management within its security architecture and
system development life cycle processes.

2. Review and revise existing organizational structures to deploy information security
resources at various levels within the organization to implement and monitor SSA’s revised
risk management practices and provide the appropriate level of recurring training to
individuals with internal control and information security responsibilities.

3. Review its current governance, risk, and compliance tools and software and consider
additional tools and automation within its risk management practices and security controls.

Significant Deficiency in Internal Control over Accounts Receivable with the Public
(Benefit Overpayments)

Overview

When SSA beneficiaries receive payments beyond their entitled amount, a benefit overpayment
exists. When SSA detects an overpayment, SSA records an accounts receivable with the
public to reflect the amount due SSA from the beneficiary. Because of the nature of the
benefit-payment programs, SSA has extensive operations geographically dispersed throughout
the United States. Overpayment detection, calculation, and documentation can take place in
various places, including approximately 1,200 field offices, 8 Processing Centers, or various
function areas within the SSA central office. Therefore, SSA has specific policies, procedures,
and internal controls in place to consistently detect, calculate, and document overpayments and
the related accounts receivable balances. Since this process can be complex for some cases
and relies on manual input, SSA’s adherence to its internal controls is critical to accurately
recording, documenting, and tracking overpayment balances. Management also relies on its IT
infrastructure, interfaces, and controls to record and prevent erroneous payments.

Reconciliation of Accounts Receivable Ledgers

Office of Management and Budget (OMB) Circular A-123, Appendix D, Compliance with Federal
Financial Management Improvement Act, requires application of the U.S. Government Standard
General Ledger at the transaction level. For both its OASDI and SSI programs, SSA tracks
individual debtor overpayment transactions and accounts receivable balances in subsidiary
ledger systems and adjusts the general ledger according to the balances reported from the
subsidiary ledgers. SSA implemented a new OASDI accounts receivable reconciliation process
in Fiscal Year 2019 that has operated effectively in reconciling its OASDI accounts receivable
subsidiary ledger activity to the general ledger. However, consistent with prior years, our testing
revealed that the detail level beneficiary information in the SSI accounts receivable subsidiary
ledger did not agree with the summary-level reports from the SSI subsidiary ledger.

118

—
SSA’s FY 2019 AGENCY FINANCIAL REPORT




Q Grant Thornton

SSA relies on these summary level reports to update the general ledger; therefore, the SSI
accounts receivable program balances reported in the general ledger and subsequently the
financial statements, differ from the supporting detail-level beneficiary data in the SSI subsidiary
ledger system, which could lead to misstatements of the accounts receivable with the public line
item.

System limitations prevent SSA from reconciling the SSI differences between the detail and
summary-level information within the subsidiary ledger. However, the unreconciled differences
are immaterial to the financial statements and the accounts receivable with the public line items.

Deficiencies in Overpayment Documentation and Calculations

We noted that prior audits identified significant deficiencies in internal controls related to SSA
adhering to Program Operations Manual System criteria regarding maintaining sufficient
evidence to support overpayments balances or sufficient evidence to support approval of
waived overpayments. Program Operations Manual System provides important policies,
procedures, and internal controls over processing and documenting overpayments. Based on
evidence obtained during our business process walkthroughs, we determined in Fiscal Year
2018 that SSA had developed updated training for field and regional office personnel on
obtaining and maintaining documentation necessary to support claims for overpayments and
approval of waived overpayments.

However, based on inquiry with management, the timing of training deployment and time
needed for the training to effectuate through the internal control environment, prevented
improvements to be yielded in Fiscal Year 2019. Additionally, our internal control testing of
overpayments waived in the current fiscal year continued to demonstrate insufficient
documentation of waiver approvals as well as insufficient documentation of initial overpayment
records. Therefore, we did not test a separate sample of new overpayments identified in
Fiscal Year 2019 for internal control effectiveness. Insufficiently following established policy
and lack of documentation to support overpayments can lead to difficulties in calculating and
substantiating outstanding accounts receivable balances and potential misstatements to
accounts receivable with the public balance presented on the financial statements.

In addition, we selected a statistical sample of outstanding OASDI and SSI overpayment
balances and noted overpayment calculation errors in 5 (16 percent) of 31 sampled OASDI
items. Although the statistically projected impact of these calculation errors was not material to
the financial statements, these errors further evidence control weaknesses in the accounts
receivable with the public processes, including inappropriate overpayment tracking that could
lead to misstatements in the financial statements.

Deficiencies in Overpayment Records and Tracking for Long-term Installment Payments

Upon beneficiary request, overpayment balances are often repaid to SSA in monthly
installments as withholdings from monthly benefit payments. Depending on the amount of the
overpayment balance and the amount of each installment, repayment periods can extend
beyond December 2049.

According to Statement of Federal Financial Accounting Standards (SFFAS) 1, Accounting for
Selected Assets and Liabilities, a receivable should be recognized when a federal entity
establishes a claim to cash or other assets against other entities, either based on legal
provisions, such as a payment due date, (e.g., taxes not received by the date they are due), or
goods or services provided. If the amount is unknown, a reasonable estimate should be made.
Further SFFAS 7, Accounting for Revenue and Other Financing Sources and Concepts for
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Reconciling Budgetary and Financial Accounting states that accounts receivable should be
recognized when a collecting entity establishes a specifically identifiable, legally enforceable
claim to cash or other assets through its established assessment processes to the extent the
amount is measurable.

We noted that SSA identified a system design process limitation concerning long-term
withholding agreements that extend past December 2049 where the system cannot capture and
track debt scheduled for collection beyond December 2049. Therefore, the accounts receivable
balances related to these overpayments are understated in the amount of the installment
payments expected to be collected beyond December 2049. The projected understatements
are immaterial to the financial statements and the accounts receivable with the public balance.
While the Agency is enhancing system capabilities to properly account for these receivables
and updating policies to avoid longer-term repayment programs, failure to resolve the system
design process limitation will continue to understate accounts receivable balances. In addition,
the impact of this issue will continue to grow as December 2049 approaches if other factors
remain constant.

Recommendations

To mitigate the risks of the issues noted in the significant deficiency, management should
consider the following.

Reconciliation of Accounts Receivable Ledgers

1. Continue implementing and executing SSI reconciliation internal controls between
subsidiary ledgers at the detail level and the general ledger, through summary reports.
Investigate and document reconciling differences on a periodic and timely manner.

2. Investigate potential system reporting enhancements to reduce unreconciled differences
between summary and detail level data produced by subsidiary ledgers.

Deficiencies in Overpayment Documentation and Calculations
1. Continue exploring opportunities to improve overpayment accuracy and document retention

through engaging field office and payment center employees in trainings related to common
weaknesses and more complex overpayment cases.

2. Enhance management review of overpayment processing considering risk based factors
such as current overpayment balances, manual intervention required, and age.

3. Consider implementation of new overpayment documentation tools to ensure overpayments
are documented completely, accurately, and timely by field offices or Processing Centers
within the appropriate systems of record.

Deficiencies in Overpayment Records and Tracking for Long-term Installment Payments
1. Continue working toward updated debt management systems without the technical
limitations over the length of time repayment installments can be recorded.

2. Continue pursuing changes in repayment policy to minimize future extended repayment
plans.

3. Continue analyzing and tracking the impact of the December 2049 system design process
limitation on the financial statements.
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SOCIAL SECURITY

The Commaissioner

November 12, 2019

Grant Thornton LLP
111 S. Calvert Street
Suite 2320

Baltimore, MD 21202

Dear Sir or Madam:

We have reviewed the Independent Auditors’ Report concerning your audit of our fiscal year 2019
financial statements. We are extremely pleased that we received our 26th consecutive unmodified
opinion on our financial statements, an unqualified opinion that our internal control over financial
reporting was operating effectively, and we had no reportable instances of noncompliance with laws,
regulations, or other matters tested.

I am equally pleased your testing identified that we successfully mitigated the risks associated with
the prior year significant deficiency concerning the reliability of information used in certain control
activities. We will look to leverage our successful remediation approach to other areas of the audit.

In this year’s financial statement audit, you continued to cite three significant deficiencies containing
elements identified in prior years. These significant deficiencies concern internal control over certain
financial information systems controls, information systems risk management, and accounts
receivable with the public (benefit overpayments).

We take your findings seriously and view them as opportunities to improve our stewardship of
taxpayer dollars. We remain committed to mitigating each finding and the associated risk as quickly
as possible through risk-based corrective action plans designed to strengthen our control
environment. Our approach emphasizes cross component collaboration involving subject matter
experts and leaders across the agency to identify and address the root cause of our most critical risks.
Our goal is to create greater awareness of risk management and establish more accountability for the
completion of corrective action milestones.

If members of your staff have any questions, they may contact Joanne Gasparini at (410) 965-7340.

Sincerely,

Andrew Saul
Commissioner

SOCIAL SECURITY ADMINISTRATION BALTIMORE, MD 21235-0001
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