[bookmark: sec13gasbfour]MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
This Statement continues the requirement that the basic financial statements be preceded by management’s discussion and analysis (MD&A), which is presented as required supplementary information (RSI). MD&A provides an objective and easily readable analysis of the government’s financial activities based on currently known facts, decisions, or conditions and presents comparisons between the current year and the prior year. This Statement requires that the information presented in MD&A be limited to the related topics discussed in five sections: (1) Overview of the Financial Statements, (2) Financial Summary, (3) Detailed Analyses, (4) Significant Capital Asset and Long-Term Financing Activity, and (5) Currently Known Facts, Decisions, or Conditions. Furthermore, this Statement stresses that the detailed analyses should explain why balances and results of operations changed rather than simply presenting the amounts or percentages by which they changed. This Statement emphasizes that the analysis provided in MD&A should avoid unnecessary duplication by not repeating explanations that may be relevant to multiple sections and that “boilerplate” discussions should be avoided by presenting only the most relevant information, focused on the primary government. In addition, the information included in MD&A distinguish between that of the primary government and its discretely presented component units. 
The basic financial statements should be preceded by MD&A, which is required supplementary information (RSI). MD&A should provide an objective and easily readable analysis of the government’s financial activities based on currently known facts, decisions, or conditions. The financial managers of governments are knowledgeable about (a) the transactions and events that are reflected in the government’s financial report, (b) the fiscal policies that govern its operations and decision making, and (c) conditions that may have a significant effect on financial position or results of operations. MD&A provides financial managers with the opportunity to present both short-term and long-term analyses of the government’s activities.  MD&A should be written in a manner that can be understood by users who may not have a detailed knowledge of governmental accounting and financial reporting. MD&A also should include explanations and interpretations that help users understand the information provided. 
MD&A should discuss the current-year balances and results of operations in comparison with the prior year, with emphasis on the current year. This analysis should be fact based and should discuss the activities that have had either a significant positive impact or a significant negative impact on the government’s balances and results of operations in comparison with the prior year. The analysis should assist users in understanding why balances and results of operations reported in the current year’s financial statements changed from the prior year rather than simply presenting the amounts or percentages by which they changed. The use of charts, graphs, and tables is encouraged to enhance the understandability of the information. 
If possible, the analysis in MD&A should avoid unnecessary duplication. Certain explanations may be relevant to the discussion in multiple sections of MD&A. Those explanations may be repeated after they have been presented initially, but that is not required. Determining whether to repeat explanations within multiple sections of MD&A is a matter of professional judgment. For example, a tax rate increase enacted during the year may affect the results in both the government-wide financial statements and the governmental fund financial statements. After the increase is discussed in the analysis of the government-wide financial statements, that discussion could be referenced in the analysis of major funds, rather than duplicated, unless there is a significant change resulting from the use of a different measurement focus. 
MD&A should focus on the primary government. Information included in MD&A should distinguish between that of the primary government and its discretely presented component units. Determining whether to discuss matters related to a discretely presented component unit is a matter of professional judgment and should be based on the nature and significance of the individual component unit’s relationship to the primary government. If appropriate, the reporting entity’s MD&A should refer users to the component unit’s separately issued financial statements. 
MD&A requirements are discussed below in general rather than specific terms to emphasize that financial managers should include the explanations that are most relevant to the information presented each year and should avoid “boilerplate” discussion. The information presented should be confined to the topics discussed in the five sections outlined below.
a. Overview of the Financial Statements.  
An overview of the basic financial statements, including the relationships of the statements to each other. The overview should focus on the significant differences in the types of information the financial statements provide.
b. Financial Summary. 
Condensed financial information derived from the government-wide financial statements comparing the current year to the prior year for both governmental activities and business-type activities. Governments should present the information needed to support their analysis of financial position and results of operations required in subparagraph (c), including the following elements, if applicable:
(1) Total assets, distinguishing between capital assets and other assets
(2) Total deferred outflows of resources
(3) Total liabilities, distinguishing between long-term liabilities and other liabilities
(4) Total deferred inflows of resources
(5) Total net position, distinguishing between the net investment in capital assets, restricted net position, and unrestricted net position
(6) Program revenues, by major source, distinguishing between charges for services, operating grants and contributions, and capital grants and contributions
(7) General revenues, by major source
(8) Total revenues
(9) Program expenses, at a minimum by function or identifiable activity, as appropriate
(10) Total expenses
(11) Excess (deficiency) before contributions to term and permanent endowments or permanent fund principal, transfers, and unusual or infrequent items
(12) Contributions to term and permanent endowments or permanent fund principal
(13) Transfers
(14) Unusual or infrequent items
(15) Beginning net position
(16) Change in net position
(17) Ending net position.
c. Detailed Analyses.
(1) An analysis of the primary government’s financial position and results of operations. The analysis should summarize significant changes to both governmental activities and business-type activities as reported in the government-wide financial statements and, if applicable, should refer to the analysis of significant capital asset and long-term financing activity rather than duplicating information. In addition to reporting the amounts or percentages of significant changes, the analysis should explain why those changes from the prior year occurred and indicate the magnitude of those changes. The analysis also should include facts, decisions, or conditions about which the user may not be aware, with the understanding that not all users may be from the government’s geographical area. Additionally, the analysis should include a discussion of significant policy changes (such as changes in tax rates or fees, or the imposition of a hiring freeze) and important economic factors (such as changes in the tax or employment bases) that significantly affected operating results for the year, as applicable.
(2) An analysis of fund balance or net position and results of operations of each major fund. The analysis should summarize significant changes to each major fund and, if applicable, should refer to the analysis of significant capital asset and long-term financing activity than duplicating information. In addition to reporting the amounts or percentages of significant changes, the analysis should explain why those changes from the prior year occurred and indicate the magnitude of those changes. The analysis should include facts, decisions, or conditions about which the user may not be aware, with the understanding that not all users may be from the government’s geographical area. The analysis also should address restrictions, commitments, and assignments that significantly affect the availability of fund resources for future use. 
d. Significant Capital Asset and Long-Term Financing Activity
(1) A description of significant capital asset activity during the year, including certain intangible assets.  The description should include a discussion of significant additions and disposals of capital assets and changes to commitments made for the acquisition of capital assets. The description should address any significant policy changes and economic factors relevant to the capital asset activity that occurred during the year. If applicable, the description should refer to the detailed analysis of significant capital asset activity rather than duplicating information.
(2) A description of significant long-term financing activity during the year, including debt, leases, public-private and public-public partnerships (PPPs), and subscription-based information technology arrangements (SBITAs). The description should include a discussion of such agreements entered into, changes in credit ratings, and changes to debt limitations that may affect the financing of planned facilities or services, if any. The description should address any significant policy changes and economic factors relevant to the long-term financing activity that occurred during the year. If applicable, the description should refer to the detailed analysis of significant long-term financing activity rather than duplicating information.
e. Currently Known Facts, Decisions, or Conditions. 
A description of currently known facts, decisions, or conditions that are expected to have a significant effect on financial position (net position) or that are expected to produce significant differences from current-period results of operations (revenues, expenses, and other changes in net position).  Examples of the types of information that should be included in that description, if applicable, include the following:
(1) Trends in relevant economic and demographic data, such as changes in population (total or specific age groups), customer base, income levels, building permits, enrollment, and unemployment rates. 
(2) Relevant factors used to develop the subsequent year’s budget that will provide an indication of how results of operations are expected to change in the subsequent year, such as: (a) Those that are expected to result in changes in the total amount available for appropriation, referring as needed to relevant information about specific revenue sources, for example, changes in tax rates or fee amounts and changes in the economic bases or range of activities, respectively, to which they are applied 
(b) Those that are expected to result in changes in planned spending, referring as needed to relevant explanatory factors such as inflation; labor contracts; new laws or regulations; and the addition, expansion, elimination, or reduction of programs. 
(3) Expected changes in budgetary net position or fund balance. 
(4) Actions the government has taken related to postemployment benefit liabilities, capital asset improvement plans, lessee liabilities, operator liabilities in PPP arrangements, SBITA liabilities, and other long-term financings that will affect the government in a subsequent period. 
(5) Actions other parties have taken that will affect the government in a subsequent period, such as new legislation or regulations imposed on the government. 
The above examples are not all-inclusive; information about any additional types of currently known facts, decisions, or conditions that are expected to have a significant effect on financial position or to produce significant differences from current-period results of operations should be provided.
