Management’s Discussion and Analysis
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Overview of Financial Data

HIGHLIGHTS OF
FINANCIAL POSITION

We received an unqualified opinion on our financia statements from Grant Thornton, LLP. These statements
combined the results from the programs we administer, which include the Old-Age and Survivors Insurance (OASI)
and Disability Insurance (DI) programs (referred to as OASDI when discussing them in combination), and the
Supplemental Security Income (SSI) program. OASI and DI have separate funds, which are financed by payroll

taxes, interest on investments, and income taxes on retiree benefits (OASI only). SSl isfinanced by general
revenues from the U.S. Treasury. Our financial statements, notes, and additional information appear on

pages 99 through 152 of thisreport. The following table presents key amounts from our basic financial statements

for FY s 2008 through 2010.

Table of Key Measures®

(dollars in billions)

Net Position
(end of fiscal year)

Total Assets $2,635.5 $2,553.6 $2,414.7
Less Total Liabilities $95.9 $94.8 $87.2
Net Position (assets net of liabilities) $2,539.6 $2,458.8 $2,327.5
Change in Net Position
(end of fiscal year)
Net Costs $752.3 $731.6 $658.4
Total Financing Sources? $833.0 $863.0 $842.8
Change in Net Position $80.8 $131.3 $184.4
Statement of Social Insurance
Old-Age, Survivors and Disability Insurance
(calendar year basis)
e o e e o v oen™s | wowr| et sssss
(Iil)l:\ér:);frgtuug; ;?i)hr Sgavlvr f\/o;ljgtipoar:tlmpants over the next 75 years $7.677 $6.555 $6.763
Change in NPV -$270 -$1,123 $208

1. Totals do not necessarily equal the sum of rounded components.

2. Total Financing Sources includes both the Total Financing Sources and Total Budgetary Financing Sources lines from the Statement of

Changesin Net Position.
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Balance Sheet: The Balance Sheet displayed on page 100 presents our assets, liabilities, and net position.

Totdl assetsfor FY 2010 are $2,635.5 hillion, a 3.2 percent increase over the previous year. Of the total assets,
$2,619.7 billion primarily relates to earmarked funds for the OASI and DI programs and approximately 98.1 percent
areinvestments. By statute, we invest those funds not needed to pay current benefitsin interest bearing Treasury
securities. Investments increased $82.1 billion over the previous year primarily due to tax revenues of

$646.7 billion, and interest on those investments of $118.0 billion, exceeding the cost of operations of

$752.3 billion. Interest on Investments, which is paid in the form of Treasury securities, represents 143.7 percent

of the growth of the investments, up from 86.2 percent in FY 2009.

Liabilities grew in FY 2010 by $1.1 billion primarily because of the growth in benefits due and payable. The
majority of our liabilities (84.2 percent) consist of benefits that have accrued as of the end of the fiscal year but have
not been paid. By statute, OASI and DI program benefits for the month of September are not paid until October.
Our net position grew $80.8 hillion to $2,539.6 hillion, reflecting the higher growth in assets than liabilities.

Statement of Net Cost: The Statement of Net Cost displayed on page 101 presents the annual cost of operating
our three major programs. OASI, DI, and SSI. The Other category on the Statement of Net Cost consists primarily
of Paymentsto Social Security Trust Funds appropriations and also contains non-material activities. In FY 2010,
our net cost of operations increased $20.7 billion to $752.3 billion, primarily due to the first wave of baby boomers
attaining retirement age. Of thisincrease, $32.8 hillion resulted from increased benefit payments and $12.1 billion
resulted from decreased operating expenses. The paragraph below notes the major changes that occurred to our
three programs and the Other category in FY 2010.

Regarding the OASI program, net cost grew 4.6 percent; benefit payments grew 4.7 percent; operating expenses
grew 0.7 percent; the number of OASI beneficiaries grew 2.3 percent to 43.6 million; and average benefit payments
grew by 1.1 percent to $1,106.91 per month. For the DI program, net cost grew 4.7 percent; benefits payments grew
4.7 percent; operating expenses increased by 6.0 percent; the number of DI beneficiaries grew by 5.1 percent; and
average benefit payments increased 0.5 percent to $921.50 per month. The SSI program’s net cost grew 4.6 percent;
benefit payments grew 4.1 percent; operating expenses increased by 9.0 percent; and the number of

SSI beneficiaries grew by 2.7 percent. Because the Consumer Price Index declined, there was no cost of living
increase payablein 2010. Therefore, the maximum SSI benefits for eligible individuals remained unchanged at
$674 per month. The operating expenses of the Other category decreased 83.3 percent. This decreaseis primarily
due to the $13.1 hillion one-time economic recovery payments, authorized by the American Recovery and
Reinvestment Act, that were made in FY 2009 to eligible Title Il and Title XVI beneficiaries, and reported as
operating expenses. The operating expenses a so include administrative expenses charged to the Hospital Insurance
and Supplemental Medical Insurance Trust Funds and administrative expense for the Medicare Saving Program and
the Low Income Subsidy Program.

Statement of Changesin Net Position: The Statement of Changesin Net Position displayed on page 102
reflects the changes that occurred within cumulative results of operations and unexpended appropriations. The
statement shows an increase of $80.8 hillion in the net position of the agency, which is attributable to financing
sources in excess of the agency’s net cost. At thistime, tax revenues and interest earned continue to exceed benefit
payments made to OA S| and DI beneficiaries, keeping the agency’ s programs solvent. We use most of the
resources available to usto finance current OASDI benefits and to accumulate investments to pay future benefits.
When funds are needed to pay administrative expenses or benefit entitlements, we redeem investments to supply
cash to cover the outlays. Our administrative expenses as a percent of benefit expensesis 1.7 percent.

In FY 2010, total financing sources decreased by $30.0 billion to $833.0 billion. The $833.0 billion in total
financing sources from the Statement of Changesin Net Position will not match the total financing sourcesin the
chart “Where It Comes From...” on the following page. The activity in the chart includes $0.4 billion in exchange
revenue, which is reported on the Statement of Net Cost. The primary source for this decrease is the $14.8 billion of
American Recovery and Reinvestment Act authority received in FY 2009.
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The following charts summarize the activity on our Statement of Net Cost and Statement of Changes in Net Position
by showing the sources and uses of funds for FY 2010.

Where It Comes From... ...Where It Goes
(Dollars in Billions) (Dollars in Billions)
Net Position Net Position
Beginning Ending

Balance Balance

$2,458.8 Tax Revenues $2,539.6
$646.7
OASI Benefit
Payments
Administrative & $574.2
Other Expenses —— &
General Funds $13.0 N
& Other Other Income, SSI Benefit DI Benefit
$73.8 Interest & Transfers Payments Payments
$112.9 $43.8 $121.6

Statement of Budgetary Resources. The Statement of Budgetary Resources displayed on page 103 provides
information on the budgetary resources available to SSA for the year and shows the status of those resources at the
end of FY 2010. The statement shows that we had $798.6 billion in budgetary resources of which $2.1 billion
remained unobligated at year-end. We recorded total net outlays of $754.2 billion by the end of the year. Budgetary
resources grew $21.6 hillion, or 2.8 percent from FY 2009, while net outlays increased $26.6 hillion, or 3.7 percent.

Statement of Social Insurance: Federal Accounting Standards require the presentation of a Statement of Social
Insurance as a basic financial statement. The Statement of Social Insurance presents estimates of the present value
of the income to be received from or on behalf of existing and future participants of social insurance programs, the
present value of the cost of providing scheduled benefits to those same individuals, and the difference between the
income and cost. The Statement of Social |nsurance displayed on page 104 for the Social Security programs covers
aperiod of 75 yearsin the future, and the information and disclosures presented are deemed essential to the fair
presentation of this statement.

The net present value (NPV) of future cash flows for all participants over the next 75 years (open group) decreased
from -$7.7 trillion, determined as of January 1, 2009, to -$7.9 trillion, determined as of January 1, 2010. The NPV
as of January 1, 2010 would have decreased by about $0.5 trillion due to advancing the valuation date by one year
and including the additional year 2084. However, legislative changes, changes in methods, revisionsin
assumptions, and updated data increased the NPV by about $0.3 trillion.

USE OF ADMlNlSTRATlVE RESOURCES Use of Administrative Resources
The chart to the right displays the use of all administrative by If:(rg(?l[)am

resources (including general operating expenses) for

FY 2010 in terms of the programs we administer or support. DI

Although the DI program comprises only 16.4 percent of the 2§_ if%\

total benefit payments we make, it consumes 23.6 percent of
annual administrative resources. Likewise, while the

SSI program comprises only 5.9 percent of the total benefit
payments we make, it consumes 29.6 percent of annual
administrative resources. State Disability Determination OASI
Services handle claims for DI and SSI disability benefits 27.9%
and render decisions on whether the clamant is disabled. * Includes HI/SMI, Reimbursable Activity and Philippine Veterans
In addition, we are required to perform continuing disability
reviews of many individuals receiving DI and SSI disability payments to ensure continued entitlement to benefits.
The FY 2009 use of administrative resources by program was 29.5 percent for the OASI program, 23.7 percent for
the DI program, 29.0 percent for the SSI program, and 17.8 percent for Other.

23.6%

Other*
18.9%
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SSA’s SHARE OF FEDERAL OPERATIONS

SSA’s Share of Federal Receipts

The programs we administer constitute a large share of the and Outlays

total receipts and outlays of the Federal Government as (Dou;:inzgﬁgns)

shown in the chart to the right- Recel pts for our programs Total Federal Receipts* Total Federal Outlays*
represented 39.0 percent of the $2.2 trillion in total Federal $2,162 $3,456

receipts, a decrease of 1.8 percent over last year as payroll
tax collections declined, offsetting increases in Federal
incometax collections. Outlaysincreased by 1.2 percent to
21.9 percent of Federal outlays.

SSA Receipts SSA Outlays
$843 (39.0%) $755 (21.9%)

*Data Source: Final Monthly Treasury Statement of Receipts and Outlays of the United
States Government

OASI and DI Trust Fund Solvency

PAY-AS-YOU-GO FINANCING

The OASI and DI Trust Funds are deemed to be solvent as long as assets are sufficient to finance program
obligations. Such solvency isindicated, for any point in time, by the maintenance of positive OASI and DI Trust
Fund assets. In recent years, current income has exceeded program obligations for the OASDI program, and thus,
the combined OASI and DI Trust Fund assets have been growing. The following table shows that OASI and

DI Trust Fund assets, expressed in terms of the number of months of program obligations that these assets could
finance, has grown from 40.9 months at the end of FY 2006 to an estimated 42.5 months at the end of FY 2009,
followed by estimated decline to 42.2 months at the end of FY 2010.

Number of Months of Expenditures
Fiscal-Year-End Assets Can Pay"

2006 2007 2008 2009 2010
OASI 44.0 46.3 46.8 47.4 47.8
DI 25.0 23.9 22.0 19.7 16.9
Combined 40.9 42.4 42.4 42.5 42.2

! Computed as 12 times the ratio of end-of-year assets to outgo in the following fiscal year.
Note: Valuesfor 2009 and 2010 are estimates that are based on 2010 Trustees Report intermediate assumptions.

SHORT-TERM FINANCING OASDI Income Exceeds Expenditures

The OASI and DI Trust Funds are deemed adequately Increasing Assets for Short Term
financed for the short term when actuarial estimates of current Dollars in Billions

OASI and DI Trust Fund assets for the beginning of each 4,500

calendar year are at least as large as program obligations for 4,000

the year. Estimatesin the 2010 Trustees Report indicate that 2222

the OASI and DI Trust Funds, on a combined basis, are 2,500

adequately financed over the next 10 years. (Financing of the | 200
DI Trust Fund isinadequate, and, without remedial action, noo

1,000

the fund is expected to be exhausted in 2018.) Under the 500
Intermwlae aS&JmptlonS Of the 2010 Trua&s Report’ ° 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
OASDI estimated expenditures and income for 2019 are mincome  GExpenditures  WEnding Balance

78 percent and 68 percent higher than the corresponding
amounts in 2009 ($686 billion and $807 hillion, respectively). From the end of 2009 to the end of 2019, assets are
expected to grow by 54 percent, from $2.5 trillion to $3.9 trillion.
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LONG-TERM FINANCING

Social Security’sfinancing is not projected to be sustainable over the long term with the tax rates and benefit levels
scheduled in current law. Program cost will exceed tax revenuesin all years of the 75-year projection period, except
for 2012 through 2014. In 2037, the combined OASI and DI Trust Funds will be exhausted according to the
projections by Social Security’s Chief Actuary. The primary reasons for the projected long-term inadequacy of
financing under current law relate to changes in the demographics of the United States: baby boomers approaching
retirement, retirees living longer, and birth rates well below historical levels. In present value terms, the 75-year
shortfall is$5.4 trillion, which is 1.8 percent of taxable payroll and 0.6 percent of Gross Domestic Product (GDP)
over the same period. Some of the possible reform alternatives being discussed — singularly or in combination with
each other —are: (1) increasing payroll taxes, (2) slowing the growth in benefits, (3) using general revenues, or

(4) increasing expected returns by investing, at least in part, in private securities through either personal accounts
or direct investment of OAS| and DI Trust Fund assets.

For more information, pages 136 through 152 contain the Required Supplementary Information: Social Insurance
disclosures required by the Federal Accounting Standards Advisory Board.

Limitations of the Financial Statements

The principal financial statements beginning on page 99 have been prepared to report the financial position and
results of operations of the Social Security Administration, pursuant to the requirements of 31 U.S.C. 3515 (b).
While the statements have been prepared from the books and records of the Social Security Administration in
accordance with generally accepted accounting principles for Federal entities and the formats prescribed by the
Office of Management and Budget, the statements are in addition to the financial reports used to monitor and control
budgetary resources, which are prepared from the same books and records.

The statements should be read with the realization that they are for a component of the U.S. Government, a
sovereign entity.
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	Highlights ofFinancial Position
	We received an unqualified opinion on our financial statements from Grant Thornton, LLP.  These statements combined the results from the programs we administer, which include the Old-Age and Survivors Insurance (OASI) and Disability Insurance (DI) programs (referred to as OASDI when discussing them in combination), and the Supplemental Security Income (SSI) program.  OASI and DI have separate funds, which are financed by payroll taxes, interest on investments, and income taxes on retiree benefits (OASI only).  SSI is financed by general revenues from the U.S. Treasury.  Our financial statements, notes, and additional information appear on pages 99 through 152 of this report.  The following table presents key amounts from our basic financial statements for FYs 2008 through 2010.
	1.  Totals do not necessarily equal the sum of rounded components.
	2.  Total Financing Sources includes both the Total Financing Sources and Total Budgetary Financing Sources lines from the Statement of Changes in Net Position.
	Balance Sheet:  The Balance Sheet displayed on page 100 presents our assets, liabilities, and net position.  Total assets for FY 2010 are $2,635.5 billion, a 3.2 percent increase over the previous year.  Of the total assets, $2,619.7 billion primarily relates to earmarked funds for the OASI and DI programs and approximately 98.1 percent are investments.  By statute, we invest those funds not needed to pay current benefits in interest bearing Treasury securities.  Investments increased $82.1 billion over the previous year primarily due to tax revenues of $646.7 billion, and interest on those investments of $118.0 billion, exceeding the cost of operations of $752.3 billion.  Interest on Investments, which is paid in the form of Treasury securities, represents 143.7 percent of the growth of the investments, up from 86.2 percent in FY 2009.
	Liabilities grew in FY 2010 by $1.1 billion primarily because of the growth in benefits due and payable.  The majority of our liabilities (84.2 percent) consist of benefits that have accrued as of the end of the fiscal year but have not been paid.  By statute, OASI and DI program benefits for the month of September are not paid until October.  Our net position grew $80.8 billion to $2,539.6 billion, reflecting the higher growth in assets than liabilities.    
	Statement of Net Cost:  The Statement of Net Cost displayed on page 101 presents the annual cost of operating our three major programs:  OASI, DI, and SSI.  The Other category on the Statement of Net Cost consists primarily of Payments to Social Security Trust Funds appropriations and also contains non-material activities.  In FY 2010, our net cost of operations increased $20.7 billion to $752.3 billion, primarily due to the first wave of baby boomers attaining retirement age.  Of this increase, $32.8 billion resulted from increased benefit payments and $12.1 billion resulted from decreased operating expenses.  The paragraph below notes the major changes that occurred to our three programs and the Other category in FY 2010.  
	Regarding the OASI program, net cost grew 4.6 percent; benefit payments grew 4.7 percent; operating expenses grew 0.7 percent; the number of OASI beneficiaries grew 2.3 percent to 43.6 million; and average benefit payments grew by 1.1 percent to $1,106.91 per month.  For the DI program, net cost grew 4.7 percent; benefits payments grew 4.7 percent; operating expenses increased by 6.0 percent; the number of DI beneficiaries grew by 5.1 percent; and average benefit payments increased 0.5 percent to $921.50 per month.  The SSI program’s net cost grew 4.6 percent; benefit payments grew 4.1 percent; operating expenses increased by 9.0 percent; and the number of SSI beneficiaries grew by 2.7 percent.  Because the Consumer Price Index declined, there was no cost of living increase payable in 2010.  Therefore, the maximum SSI benefits for eligible individuals remained unchanged at $674 per month.  The operating expenses of the Other category decreased 83.3 percent.  This decrease is primarily due to the $13.1 billion one-time economic recovery payments, authorized by the American Recovery and Reinvestment Act, that were made in FY 2009 to eligible Title II and Title XVI beneficiaries, and reported as operating expenses.  The operating expenses also include administrative expenses charged to the Hospital Insurance and Supplemental Medical Insurance Trust Funds and administrative expense for the Medicare Saving Program and the Low Income Subsidy Program.  
	Statement of Changes in Net Position:  The Statement of Changes in Net Position displayed on page 102 reflects the changes that occurred within cumulative results of operations and unexpended appropriations.  The statement shows an increase of $80.8 billion in the net position of the agency, which is attributable to financing sources in excess of the agency’s net cost.  At this time, tax revenues and interest earned continue to exceed benefit payments made to OASI and DI beneficiaries, keeping the agency’s programs solvent.  We use most of the resources available to us to finance current OASDI benefits and to accumulate investments to pay future benefits.  When funds are needed to pay administrative expenses or benefit entitlements, we redeem investments to supply cash to cover the outlays.  Our administrative expenses as a percent of benefit expenses is 1.7 percent.  
	In FY 2010, total financing sources decreased by $30.0 billion to $833.0 billion.  The $833.0 billion in total financing sources from the Statement of Changes in Net Position will not match the total financing sources in the chart “Where It Comes From…” on the following page.  The activity in the chart includes $0.4 billion in exchange revenue, which is reported on the Statement of Net Cost.  The primary source for this decrease is the $14.8 billion of American Recovery and Reinvestment Act authority received in FY 2009.  
	The following charts summarize the activity on our Statement of Net Cost and Statement of Changes in Net Position by showing the sources and uses of funds for FY 2010.  
	Statement of Budgetary Resources:  The Statement of Budgetary Resources displayed on page 103 provides information on the budgetary resources available to SSA for the year and shows the status of those resources at the end of FY 2010.  The statement shows that we had $798.6 billion in budgetary resources of which $2.1 billion remained unobligated at year-end.  We recorded total net outlays of $754.2 billion by the end of the year.  Budgetary resources grew $21.6 billion, or 2.8 percent from FY 2009, while net outlays increased $26.6 billion, or 3.7 percent.
	Statement of Social Insurance:  Federal Accounting Standards require the presentation of a Statement of Social Insurance as a basic financial statement.  The Statement of Social Insurance presents estimates of the present value of the income to be received from or on behalf of existing and future participants of social insurance programs, the present value of the cost of providing scheduled benefits to those same individuals, and the difference between the income and cost.  The Statement of Social Insurance displayed on page 104 for the Social Security programs covers a period of 75 years in the future, and the information and disclosures presented are deemed essential to the fair presentation of this statement. 
	The net present value (NPV) of future cash flows for all participants over the next 75 years (open group) decreased from -$7.7 trillion, determined as of January 1, 2009, to -$7.9 trillion, determined as of January 1, 2010.  The NPV as of January 1, 2010 would have decreased by about $0.5 trillion due to advancing the valuation date by one year and including the additional year 2084.  However, legislative changes, changes in methods, revisions in assumptions, and updated data increased the NPV by about $0.3 trillion.
	The chart to the right displays the use of all administrative resources (including general operating expenses) for FY 2010 in terms of the programs we administer or support.  Although the DI program comprises only 16.4 percent of the total benefit payments we make, it consumes 23.6 percent of annual administrative resources.  Likewise, while the SSI program comprises only 5.9 percent of the total benefit payments we make, it consumes 29.6 percent of annual administrative resources.  State Disability Determination Services handle claims for DI and SSI disability benefits and render decisions on whether the claimant is disabled.  In addition, we are required to perform continuing disability reviews of many individuals receiving DI and SSI disability payments to ensure continued entitlement to benefits.  The FY 2009 use of administrative resources by program was 29.5 percent for the OASI program, 23.7 percent for the DI program, 29.0 percent for the SSI program, and 17.8 percent for Other.
	The programs we administer constitute a large share of the total receipts and outlays of the Federal Government as shown in the chart to the right.  Receipts for our programs represented 39.0 percent of the $2.2 trillion in total Federal receipts, a decrease of 1.8 percent over last year as payroll tax collections declined, offsetting increases in Federal income tax collections.  Outlays increased by 1.2 percent to 21.9 percent of Federal outlays.
	Number of Months of ExpendituresFiscal-Year-End Assets Can Pay1
	2006
	2007
	2008
	2009
	2010
	OASI
	44.0
	46.3
	46.8
	47.4
	47.8
	DI
	25.0
	23.9
	22.0
	19.7
	16.9
	Combined
	40.9
	42.4
	42.4
	42.5
	42.2
	1 Computed as 12 times the ratio of end-of-year assets to outgo in the following fiscal year.
	Note:  Values for 2009 and 2010 are estimates that are based on 2010 Trustees Report intermediate assumptions.
	The OASI and DI Trust Funds are deemed adequately financed for the short term when actuarial estimates of OASI and DI Trust Fund assets for the beginning of each calendar year are at least as large as program obligations for the year.  Estimates in the 2010 Trustees Report indicate that the OASI and DI Trust Funds, on a combined basis, are adequately financed over the next 10 years.  (Financing of the DI Trust Fund is inadequate, and, without remedial action, the fund is expected to be exhausted in 2018.)  Under the intermediate assumptions of the 2010 Trustees Report, OASDI estimated expenditures and income for 2019 are 78 percent and 68 percent higher than the corresponding amounts in 2009 ($686 billion and $807 billion, respectively).  From the end of 2009 to the end of 2019, assets are expected to grow by 54 percent, from $2.5 trillion to $3.9 trillion.
	Social Security’s financing is not projected to be sustainable over the long term with the tax rates and benefit levels scheduled in current law.  Program cost will exceed tax revenues in all years of the 75-year projection period, except for 2012 through 2014.  In 2037, the combined OASI and DI Trust Funds will be exhausted according to the projections by Social Security’s Chief Actuary.  The primary reasons for the projected long-term inadequacy of financing under current law relate to changes in the demographics of the United States:  baby boomers approaching retirement, retirees living longer, and birth rates well below historical levels.  In present value terms, the 75-year shortfall is $5.4 trillion, which is 1.8 percent of taxable payroll and 0.6 percent of Gross Domestic Product (GDP) over the same period.  Some of the possible reform alternatives being discussed – singularly or in combination with each other – are:  (1) increasing payroll taxes, (2) slowing the growth in benefits, (3) using general revenues, or (4) increasing expected returns by investing, at least in part, in private securities through either personal accounts or direct investment of OASI and DI Trust Fund assets.
	For more information, pages 136 through 152 contain the Required Supplementary Information:  Social Insurance disclosures required by the Federal Accounting Standards Advisory Board.
	The principal financial statements beginning on page 99 have been prepared to report the financial position and results of operations of the Social Security Administration, pursuant to the requirements of 31 U.S.C. 3515 (b).  While the statements have been prepared from the books and records of the Social Security Administration in accordance with generally accepted accounting principles for Federal entities and the formats prescribed by the Office of Management and Budget, the statements are in addition to the financial reports used to monitor and control budgetary resources, which are prepared from the same books and records.
	The statements should be read with the realization that they are for a component of the U.S. Government, a sovereign entity.
	Systems and Controls
	We have a well-established agency-wide management control and financial management systems program as required by FMFIA.  We accomplish the objectives of the program by:
	 Integrating management controls into our business processes and financial management systems at all organizational levels;
	 Reviewing our management controls and financial management systems controls on a regular basis; and
	 Developing corrective action plans for control weaknesses and monitoring those plans until the weaknesses are corrected.
	We have no FMFIA material weaknesses to report.  Our managers are responsible for ensuring that effective controls are implemented in their areas of responsibility.  We require senior-level executives to submit to the Commissioner an annual statement providing reasonable assurance that functions and processes under their areas of responsibility functioned as intended and that there were no major weaknesses that would require reporting, or a statement indicating that such assurance could not be provided.  This executive accountability assurance provides an additional basis for the Commissioner’s annual assurance statement.
	Our Executive Internal Control (EIC) committee, consisting of senior managers and chaired by the Deputy Commissioner, ensures our compliance with the requirements of FMFIA and other related legislative and regulatory requirements.  If a major control weakness is identified in the agency, the EIC committee determines if the weakness should be considered a material weakness and thus submitted to the agency head for final determination.
	We incorporate effective internal controls into our business processes and financial management systems through the life cycle development process.  The user requirements include the necessary controls, and management reviews the new or changed processes and systems to certify that the controls are in place.  We test the controls prior to full implementation to ensure they are effective.
	Management control issues and weaknesses are identified through audits, reviews, studies, and observation of daily operations.  We conduct internal reviews of management and systems security controls in our administrative and programmatic processes and financial management systems.  The reviews are conducted to evaluate the adequacy and efficiency of our operations and systems to provide an overall assurance that our business processes are functioning as intended.  The reviews also ensure that management controls and financial management systems comply with the standards established by FMFIA and OMB Circular Nos. A-123, A-127, and A-130.
	Please refer to the Summary of Financial Statement Audit and Management Assurances located in the Other Reporting Requirements section for more information.
	In compliance with OMB Circular No. A-123, we have an agency-wide review program for management controls in our administrative and programmatic processes.  The reviews encompass our business processes such as enumeration, earnings, claims and post-entitlement events, and debt management.  Reviews are conducted at our field offices, processing centers, hearings offices, and at the State Disability Determination Services.
	We contract with an independent public accounting firm to review our management control program, evaluate the effectiveness of the program, and make recommendations for improvement.  Annually, the contractor reviews operations at our central office and selected regional offices.
	These reviews have indicated that our management control review program is effective in meeting management’s expectations for compliance with Federal requirements.
	OMB Circular No. A-127 requires agencies to maintain a Financial Management Systems (FMS) inventory and to conduct reviews to ensure FMS requirements are met.  In addition to exclusively financial systems, we also include all major programmatic systems in this FMS inventory.  On a five-year cycle, an independent contractor performs detailed reviews of FMS. 
	The Commissioner has determined that our financial management systems were in substantial compliance with the Federal Financial Management Improvement Act for FY 2010.  In making this determination, he considered all the information available, including the auditor’s opinion on our FY 2010 financial statements, the report on management’s assertion about the effectiveness of internal controls, and the report on compliance with laws and regulations.  He also considered the results of the management control reviews and financial management systems reviews conducted by the agency and its independent contractor.  Please refer to the Summary of Financial Statement Audit and Management Assurances located in the Other Reporting Requirements section for more information.
	The Office of the Inspector General contracted with Grant Thornton, LLP for the audit of our FY 2010 financial statements.  The auditor found we present fairly the basic financial statements, in all material respects, in conformity with accounting principles generally accepted in the United States of America for Federal entities.  The auditor also found management fairly stated our internal control over financial reporting was operating effectively, and reported no instances of noncompliance with laws, regulations, or other matters.
	However, the auditor did identify certain deficiencies in internal control, that when aggregated, they considered a significant deficiency.  The auditors found that 1) we did not consistently comply with policies and procedures to reassess, periodically, the content of security access profiles; 2) some employees and contractors had system access in excess of access required to complete their job responsibilities; and 3) certain mainframe configurations increased the risk of unauthorized access.  Grant Thornton, LLP recommends SSA management implement a policy which would require a periodic review of the content of the agency’s profiles, and controls to test and monitor configurations on the mainframe.  We concur with the recommendations, and we will implement the necessary measures to address the deficiencies.
	The Federal Information Security Management Act (FISMA) requires Federal agencies to conduct an annual testing and review of their Major Information Technology Security Program.  To help ensure the privacy and security of our information, we conducted security testing or reviews on all of our major IT systems.  We provided agency-wide and component-specific security awareness training to employees and contractors, including our annual Security Awareness Day for headquarters staff held in October 2010.  We are developing role-based security training standards for all employees and contractors.  Finally, we are implementing new Federal standards for continuously monitoring the performance of our security controls as required by FISMA.  Our FISMA reporting activities include reviewing and updating our systems inventory, configuration management for all operating platforms, as well as tracking and remediating security incidents.
	Over the years, we have worked hard to improve our financial management practices.  We will continue to develop new initiatives that will enhance the existing financial and management information systems.  Our actions demonstrate discipline and accountability in the execution of our fiscal responsibilities as stewards of the Social Security programs.  Going forward, our goal is to achieve Governmentwide and internal financial management milestones established for improvement.
	Our FMS inventory is reviewed annually and is updated to reflect the most recent status as a result of systems modernization projects.  We maintain an inventory of twelve FMS that are categorized under the broad categories of Program Benefits, Debt Management, or Financial/Administrative.



