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THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD

The Federal Accounting Standards Advisory Board (FASAB or ‘the Board") was establlshed
by the Secretary of the Treasury, the Director of the Office of Management and Budget
(OMB), and the Comptroller General in October 1990. It is responsible for promulgating
accounting standards for the Un/ted States Government

An accounting standard is typically formula ted initially as a proposal after considering the
financial and budgetary information needs of citizens (including the news media, state and
local legislators, analysts from private firms, academe, and elsewhere), Congress, Federal
executives, Federal program managers, and other users of Federal financial iriformation. The
proposed standard is published in an Exposure Draft for public comment. A public hearing is
sometimes held to receive oral comments in addition to written comments. The Board
‘considers comments and decides whather to adopt the proposed standard with or without
modification. The Board publishes adopted standards ih a Statement of Federal Financial.
Accounting Standards.

Additional background lnformatlon is avallable from the FASAB

. “Memorandum of Understand/ng among the General Accountlng Offlce the
- Department of the Treasury, and the Office of Management and Budget, on Federal
Government Accounting Standards and a Fedéral Accounting Standards Advisory
Board,” Amended October 1, 1999.

. “Mission Statement: Federal A_coo_unting Standards Advisory Board”

Federal Acoodnting Standards Advisory Board

441 G Street, NW, Suite 6814
Mailstop 6K17V
Washington, DC 20548
Telephone (202) 512-7350

" Fax(202) 512-7366
www.financenet.gov/fasab.htm
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EXECUTIVE SUMMARY

V.

" EXECUTIVE SUMMARY

This Statement émends the standard on Prior Perigq Adjustments contained
in Statement of Federal Financial Accounting Standards No. 7, Accounting for

Revenue and Other Financihg Sources (SFFAS No. 7), which was issued in
April 1996. |

Paragraph 76 of SFFAS No. 7, entitled Prior Period Adjustments, addreéses

accounting changes and errors that affect prior period financial statements. It
~ does not permit reporting entities, when presenting prior period financial

statements for comparative purposes, to restate prior period financial
statements to show the effect of the accounting errors. '

The unforeseen result is that reporting entities that have material errors in-
their prior period financial statements are unable to present them for
comparative purposes without creating both a dilemma for auditors and
Cdnfusion for users. The dilémma for the auditors is that they would have to
qualify their opinion on the prior period financial statements whether or not
they had been restated. If prior period statements were presented that
contained a material error, auditors would have to qualify their opinion. On
the other hand, if prior period statements were presented and balances had
been corrected for an error, auditors would still have to qualify their opinion
because such restatement would not be in accordance with the existing
standard. The confusion for the user derives from the difficulty inherent in

comparing the financial statements for two or more periods when the effect of

the error is not shown in the prior periods’ financial statements.

To correct this situation, the amendment requires that when material errors
are discovered in prior period financial statements, all statements presented

must be restated to correct the error.

The Board has retained the current requirement that prior period financial
statements not be restated for changes in accounting principles, unless
otherwise specified in the transition instructions section of a new FASAB
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EXECUTIVE SUMMARY .

standard. The Ianguage addressmg the requirements, however, has been
~revised to improve clarity and to require certain disclosures.

Federal Accounting Standards Adwsory Board
Reporting Corrections of Errors and Changes in Accounting Pringciple
October 2001
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INTRODUCTION'

- INTRODUCTION

Statement of Federal Financial Accounting Standards No. 7, AccOuhting for
Revenue and Other Financing Sources, became effective for fiscal year
1998. It includes a section descrlblng how reportmg entities should handle
prior period adjustments.

The Section on Prior Period Adjustments states:

76. Prior period adjustments should be limited to correctlons
of errors and accounting changes with retroac_;tlve effect,
including those occéSione'd by the adoption of new federal
financial accounting standards, and should be recognizéd

~ and measured under applicable standards. Adjustments
should be recognized as a change in cumulative results of
operations (rather than as an element of net results of
operations for the period). Prior period financial statements

“should not be restated for prior period adjustments
recognized in the current period.

When SFFAS No. 7 was issued, the Board believed that having reporting
entities restate prior period financial statements for prior period adjustments
would create an unnecessary burden at a time when FASAB was still
establishing a basic framework of standards.

However, disallowing restatement of prior period financial statements hés had
the effect of preventing reporting entities from presenting comparative
financial statéments when the prior period financial statements contain a
material error that is discovered in the current period.

The Board has amended the standard to require that reporting entities restate
prior period financial statements for material errors discovered in the current

period, if such statements are provided for comparative purposes, and if the
effect of the error would be material to the financial statements in either
period.

Federal Accountmg Standards Advusory Board
Reporting Corrections of Errors and Changes in Accounting Pnncuple
October 2001




INTRODUCTION ST L el B

6. The Board has chosen to retaln the current methodology that prror perlod
financial statements not be restated for changes in accountlng principles,
unless otherW|se specrfred in the transition instructions section of a new

'FASAB standard The Ianguage addressing the- requrrements however has
- been'revised to i improve clarrty and to requrre certain disclosures.

7. The language in the standard has also been revrsed to dlstrngwsh between
corrections of errors and changes in accountrng principles. A change in.
accountmg pnncrple should be |dent|f|ed as such and no Ionger reported as a
R prror perrod adjustment
- Effective Date
8. Thrs amendment would be effective for perrods beginning after September 30
2001, with earlier |mplementat|on encouraged '

" Federal Accounting Standards Advrsory Board
Repotting Corrections of Errors and Changes in Accounting Principle
October 2001




ACCOUNTING STANDARD g
ACCOUNTING STANDARD

9. Paragraph 76 .of SFFAS No. 7, Accounting for. Revenue and Other Financing
Sources, Section Prior Period Adjustments, is superceded and replaced by

Paragraphs 10 through 14 below.

- Corrections of Errors

10. “Errors in fmanmal statements result from mathematlcal mlstakes mistakes-in
the application of accountlng prmCIples or overS|ght or misuse of facts that
| exusted at the time the financial statements were prepared " When errors
are discovered after the i issuance of financial statements; and if the fmancaal
statements would be materially misstated absent correction of the.errors,
corrections should be made as follows:

(@) If only the current period statements are presented, then the
cumulative effect of correcting the error should be reported as a prior
period adjustment. The adjustment should be made to the beginning
balance of cumulative results of operations, in the statement of
changes in net position.

a (b) If comparative financial statements are presented, then the error

should be corrected in the earliest affected period preSented by
correcting any individual amounts on the financial statements. If the
earliest period presented is not the period in which the error occurred
and the cumulative effect is attributable to prior periods, then the
cumulative effect should be reported as a prior period adjustment.
The adjustment should be made to the beginning balance of
cumulative results of operations, in the statement of changes in net
position for the earliest period presented.

(c) The nature of an error in previously issued financial statements and
the effect of its correction on relevant balances should be disclosed.

! Accounting Principles Board Opinion No. 20, par. 13.

Federal Accounting Standards Advisory Board
Reporting Corrections of Errors and Changes in Accounting Principle
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ACCOUNTING STANDARD

1.

Financial statements of svuhse'quent periods heed not repeat the
drsclosures

. Prlor penod flnancral statements should only be restated for corrections of

errors that would have caused any statements presented to be materially
mlsstated

Changes in Accountmg Prlncrples

12

13.

A change in accountlng prmcrple is a change from one generally accepted
'accountrng prlncrple to another one that can be justrfred as preferable For
the purposes of th|s standard changes in accountrng prrncrples also include
those occasroned by the adoptlon of new federal flnancral accountlng
standards

Unless otherwise specified in the transition instructions section of a new
FASAB standard, for all changes in accounting prmcrples that would have
resulted.in a change to prior. perlod financial statements:

(a)  The cumulative effect of the change on prior perlods'} should be
| Hreportedvasva “change in accounting princip|e.” The adjustment »
should be made to the beginning balance of cumulative results of
operations in the statement of changes in net position for the period
~that the changeis made. "~ |

(b)  Prior perlod financial statements presented for comparatrve purposes
should be presented as prevrously reported and

(c) The nature of the changes in accountmg prmcrple and |ts effect on
relevant balances should be disclosed in the current period. Financial
statements of subsequent periods need not repeat the disclosure.

The provisions of this statement need not
be applied to immaterial items.

Federal Accounting Standards Advisory Board

- Reporting Corrections of Errors and Changes in Accounting Principle:
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APPENDIX A: BASIS FOR CONCLUSIONS . | R s -

APPENDIX A: BASIS FOR CONCLUSIONS

14. Th|s appendlx summarlzes some of the conS|derattons deemed sngnlflcant by
the Board in reachmg the conclusions in thls Statement It includes the
reasons for acceptlng certain approaches and rejectlng others. Individual
members gave greater weight to some factors than to others. |

15, The Board recelved sixteen responses to the ED AII but one respondent
- '» were ln support of the amendment The Board did not rely on the number in
o favor of or opposed to a glven posmon Informatlon about the respondent’s
o ‘majonty view is provuded only asa means of summarlzmg the comments
”The Board conS|dered the arguments in each response and welghed the
merits of the pomts raised. The respondent’s comments are summarlzed

below. -
Federal - . .+, |-Non-federal
Users, academics, others t 2
Auditors P e S
Preparers and -ifinanl_cial, r 2
managers

16.  Seven respondents approved the amendment without: further comment. Four
approved the amendment but requested clanfyrng language which has been
mcorporated into the standard Two approved the amendment but would
have preterred that the standard allow restatement for changes in accountmg

' prlnctples ‘ B

17. One respondent dlsapproved of the amendment because they believe the
amendment will create additional confusion regardlng the closmg of prior
period accounts and the subsequent issuance of financial statements.

Federal Accounting Standards Advisory Board .
Reporting Corrections of Errors and Changes in Accounting Principle
October 2001
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3 18.

19.

of current changes affecting the enterprrse

20.

21.

; _APPENDIX A: BASIS FOR CONCLUSIONS g

Correctrons of Errors

When SFFAS No. 7 was |ssued the Board belreved that havrng reportrng

‘ entrtres restate prror perrod financial statements for prior perrod adjustments

would create an unnecessary burden at a trme when FASAB was still

'establrshrng a basic framework of standards. Changes i |n the federal

accounting environment in the eh‘suing years have lessened these concerns.
With the government’s rncreasrng abrlrty to produce accurate and
sophlstrcated financial statements, the Board is more concerned with.

encouragrng reportrng entities to produce frnancral statements that are most

useful to managers and other users

Although comparatrve frnancral statements are not requrred by any of the
accountrng standards setting boards; it is generally held.that “the presentation
of comparative financial statements in annual and other reports enhances the

usefulness of such reports and brrngs out more clearly the nature and trends
52 T '

| Reporting entities also recognize that presentrng comparatrve statements

greatly enhances the overall usefulness of financial statements. Despite the
advantages of providing comparative statements,_however, at least one
governmental entity has been constrained from presenting its prior year
statements because they contain a material error.

The Board has deliberated on the effects of the existing standard precluding

restatement to correct errors on presentation of comparative financial

statements. Although it believes that the considerations in effect at thetime
the existing standard was issued were valid, it has concluded that potentially
losing or delaying the benefit of comparative statements now outweighs these

considerations.

The Board concluded that the standard for Prior Period Adjustments should
be amended to specifically require that prior period financial statements
presented for comparative purposes be restated to correct material errors,
and that restatement should be limited to only material errors.

2 Accounting Research Bulletin 43, Chapter 2A, paragraph 101.
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APPENDIX A: BASIS FOR CONCLUSIONS 10

Changes in AccountingPri‘nciples

23. ,Although the Board has chosen to retain the current methodology for
reportlng changes in accountrng prrncrple it has revrsed the language to
'|mprove clarity and to requnre certarn drsclosures The Board may consider
exceptlons to this decrsron if warranted for accountlng standards issued in
 the future. It may ¢ also further examrne lssues raised by respondents

| regardlng changes rn accountrng pnncrples

Other Accountrng Changes

'2'4. AIthough accountlng estrmates and changes rn reportrng entlty are |dent|f|ed
as accounting changes in other aocountlng Irterature the Board did not
address these issues because they require further study and were not
addressed in paragraph 76 of SFFAS No. 7.

Board Approval

25.. “This statement was approved by unanrmous vote of the Board

Federal Accounting Standards Advisory Board
Reporting Corrections of Errors and Changes in Accountlng Principle: - .-
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Issue 68 * June 2001/July 2001

FASAB7/€71)S

FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD

AAAPC 'Member Lane Concludes
Four Years of Service

he Accounting and Auditing Policy Committee’s original at-large

member, Mr. Jay Lane, has completed his service. Mr. Lane was an
original member of the Committee and was instrumental in establishing the
original operating procedures as well as the first five Technical Releases. His
contribution to AAPC has been tremendous. Mr. Lane served as an “at-large”
member appointed by the FASAB Steering Committee. The Steering
Committee is interested in considering both federal and non-federal candidates
for this seat. Please contact Monica Valentine, at 202 512-7362
(valentinem@fasab.gov) to recommend candidates or offer your services.

ar

RSSI to be Eliminated

The Board reaffirmed its decision to
eliminate the RSSI category. One
member abstained because it was his
first meeting; another member was
absent. All the others agreed that
the Board should resume work on
exposure drafts to reclassify
individual items of stewardship
information as either “basic” or
“required supplementary
information.” Point of contact,
Robert Bramlett, 202-512-7355,
bramlettr@fasab.gov

Highlights of the June 18-19, 2001
| Board Meeting

Board Welcomes New Member, John Farrell

The Board was joined in June by Mr. John A. Farrell, CPA, CGFM. Mr. Farrell
retired from KPMG in November 1999 after serving as a partner in KPMG’s
Government Assurance Practice. He directed audits and audit-based advisory
service engagements to federal, state, and local governments. He was appointed
to a two-year term as a non-federal representative on the Board.

See Highlights, Page 2

National Defense Property, Plant,
& Equipment Exposure Draft
Nears Completion

The Board continued its review of a draft exposure draft on National Defense
Property, Plant, and Equipment (ND PP&E). Final revisions were proposed to
technical provisions and the Board agreed to consider the next revision as a pre-
ballot draft with final editorial changes expected by the end of July and balloting
in early August. The Board concurred that it would be desirable to issue the
exposure draft before its next meeting in late August. Point of contact:

Rick Wascak, 202-512-7363, wascakr@fasab.gov
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Highlights, From Page 1 ~ . At the August Board meeting,

representatives from the Financial
Management Service of the Depart-
ment of the Treasury will present to
the Board sample reporting formats.
They believe that these formats may
more effectively communicate to
users the results of consolidating
agency level reports and linking that
reported information to budgetary
data and other meaningful financial
condition indicators. Also at the
August meeting, staff will present
the project plan and sample ques-
tions for the roundtable and/or
survey. Point of contact: Lucy
Lomax, 202-512-7359,
lomaxm@fasab.gov

Board Decides to
Undertake Consolidated
Financial Report Project

The Board decided to undertake a
project on analysis of the Consoli-
dated Financial Report (CFR) of the
US. The project will include a
roundtable and/or survey to assess
how the information in the current
CFR is more or less useful to
readers. It will also include an
analysis of current Federal generally
accepted accounting principles
(GAAP) to determine if standards
should be modified to more specifi-
cally address the CFR. ar

Board Tentatively Approves Amending SFFAS 7

The Board discussed the technical amendment to Statement of Federal Financial
Accounting Standards (SFFAS) 7, Accounting for Revenue and Other Financing
Sources. The amendment would allow flexibility in reporting changes in “receiv-
ables from the public related to exchange revenue” on the Statement of Financ-
ing. The Board noted that responses were continuing to artive after the due
date and agreed to review any comments received before July 2" before voting
on the final standard. The Board approved the amendment, barring any nega-
tive comments received by July 2nd. Point of contact: Richard Fontenrose,
202-512-73, fontenroser@fasab.gov ‘

Board Gives Preliminary Approval to
Draft Standard on Correcting Errors

The Board reviewed and discussed the draft final statement on Reporting
Corrections of Errors and Changes in Accounting Principles, and the fourteen
comments received from respondents. The Board made only editorial changes
in the draft. Since respondents had less time to review the document because of
mailing delays, the Board agreed to consider comment received up to July 2,
2001. Comments will be forwarded to the Board until that date; voting will
take place shortly thereafter. Point of contact: Andrea Palmer, 202-512-7360,

palmera@fasab.gov

2 FASAB #3008
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- Announcements

* FASAB publishes Technical Release 5: Implementation Guidance on
Statement of Federal Financial Accounting Standards 10:Accounting for
Internal Use Software. The technical release is effective immediately and is

available at the AAPC Web site, www.financenet.gov/financenet/fed/
aapc.aapc.htm, by selecting “Technical Releases” from the sidebar menu.
Point of contact: Monica Valentine (202) 512-7362 alentinem®fasab.gov

* General Accounting Office (GAO) issues exposure draft of a proposed
revision to Government Auditing Standards (GAGAS) titled Government

Auditing Standards: Independence (GAO/GAGAS-ED-4). The proposed
revision would expand the definition of personal impairments, highlight
the distinction between external and internal reporting, and acknowledge
the ways that organizations can be free from organizational impairments
to independence. The comment period ends July 30, 2001. A copy of the - :
exposure draft can be obtained from GAO’s Home Page (www.gao.gov). '
Additional copies of these proposed standards can be obtained from the
U. S. General Accounting Office, Room 1100, 700 4th Street, NW,
Washington, D.C. 20548, or by calling (202) 512-6000.

* FASAB has made available a limited number of printed copies of its
December 31, 2000 edition of Original Statements. To request a copy,
please contact the General Accounting Office Document Distribution
Center at 202 512-6000. The Document Number is SP-01-17. L
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