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OBJECTIVES
The obijective is to approve the issuance of The Hierarchy of Generally Accepted
Accounting Principles for Federal Entities, Including the Application of Standards Issued
by the Financial Accounting Standards Board as a final Statement of Federal Financial
Accounting Standards (SFFAS).
BRIEFING MATERIALS
The following materials are attached to this memorandum.

1. Tracked changes version of the draft statement.

2. Additional response to the December 2, 2008 Exposure Draft
3. Ballot

! The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is
presented for discussion purposes only; it is not intended to reflect authoritative views of the FASAB or its staff. Official
positions of the FASAB are determined only after extensive due process and deliberations.
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BACKGROUND

The Statement identifies the sources of accounting principles and the framework for
selecting the principles used in the preparation of general purpose financial reports of
federal reporting entities that are presented in conformity with generally accepted
accounting principles (the GAAP hierarchy). The Statement responds to a request from
the American Institute of Certified Public Accountants (AICPA) that FASAB incorporate
the GAAP hierarchy, which currently resides in the professional auditing literature, into
the accounting literature. The Statement also addresses (1) whether federal entities
currently applying standards issued by the Financial Accounting Standards Board
(FASB) may continue that practice, and (2) whether federal entities that are preparing
GAAP-based general purpose financial reports for the first time may also apply FASB
standards.

Staff provided Board members with a pre-ballot draft Statement on March 23, 2009, and
subsequently, members provided editorial comments. The comments are addressed in
the attached “tracked changes” version (Attachment |) of the Statement. Also, on April
1, 2009, staff received the AICPA’s response to the December 2, 2008 exposure draft
(ED) and Attachment Il provides the complete response.

The respondent noted that the FASB is in the process of codifying its standards and this
should be considered in the Statement. For example, paragraphs 5(b) and 5(c) of the
ED referred to AICPA Statements of Position (SOP) and Practice Bulletins specifically
made applicable to federal reporting entities and cleared by the FASAB. However,
SOPs and Practice Bulletins will generally be incorporated into the FASB codification
and have no continued authority. Because of this development and because no SOPs
and Practice Bulletins have been specifically made applicable to federal reporting
entities and cleared by the FASAB, staff removed these sources from the Statement
and provided the basis for the removal in the Basis for Conclusions.

Also, the respondent sought clarification on the GAAP hierarchy for federal entities and
noted that paragraph 7 requires federal reporting entities to consider accounting
principles for similar transactions and events within categories 5 (a) — (d) before
considering Other Accounting Literature that may address an accounting matter directly.
The respondent desired to inform the Board that this requirement differed from the
Governmental Accounting Standards Board’s (GASB) ED, The Hierarchy of Generally
Accepted Accounting Principles for State and Local Governments. The GASB’s ED,
paragraph 5 states,

If an accounting treatment for a transaction or other event is not specified by a pronouncement or
established in practice as described in categories (a) — (d), a governmental entity should consider
accounting principles for similar transactions or other events within categories (a) — (d) and may
consider other accounting literature...

The GASB and FASAB discussed their difference in views at the August 21, 2008,
FASAB meeting. A GASB member noted that an explicit ordering was not necessary
because the guidance is a hierarchy and reporting entities are required to follow



whatever applies to them in (a) through (d) order first, before going to other literature.
However, the FASAB believed that, in the federal environment, explicit ordering is
needed. Some entities may argue that the guidance in (a) through (d) does not
“exactly” fit their scenario, so they will use other literature without appropriately applying
the guidance to similar scenarios.

In response to previous comments regarding the structure of the GAAP hierarchy and
Other Accounting Literature, staff revised the Basis for Conclusions in the March 23,
2009 pre-ballot draft. The revision discussed the Board’s views concerning the GAAP
hierarchy and Other Accounting Literature.

BALLOTS

The attached Ballot includes submission instructions and is due by April 17, 2009.
Members not responding by April 23, 2009 will be considered to have abstained. If you
decide to write a dissent, please notify staff immediately and provide your dissent as
soon as possible but no later than April 10, 2009. Any dissents received will be
circulated to other members as soon as possible so that they may consider the views of
the dissenting member. Unless a member dissents, the Statement will not be an
agenda item for the April 2009 meeting.

If you have questions or need additional information, please contact us (Ross at 202-
512-2512 or email at simmsr@fasab.gov or Julia at 202-512-7377 or email at
ranaganj@fasab.gov ) as soon as possible.

Attachments

Ballot Draft Statement — Tracked Changes Version
AICPA response to the exposure draft
Ballot


mailto:simmsr@fasab.gov
mailto:ranaganj@fasab.gov

	OBJECTIVES
	The objective is to approve the issuance of The Hierarchy of Generally Accepted Accounting Principles for Federal Entities, Including the Application of Standards Issued by the Financial Accounting Standards Board as a final Statement of Federal Financial Accounting Standards (SFFAS).  
	BRIEFING MATERIALS
	The following materials are attached to this memorandum.
	1. Tracked changes version of the draft statement.
	2. Additional response to the December 2, 2008 Exposure Draft
	3. Ballot
	BACKGROUND
	The Statement identifies the sources of accounting principles and the framework for selecting the principles used in the preparation of general purpose financial reports of federal reporting entities that are presented in conformity with generally accepted accounting principles (the GAAP hierarchy).  The Statement responds to a request from the American Institute of Certified Public Accountants (AICPA) that FASAB incorporate the GAAP hierarchy, which currently resides in the professional auditing literature, into the accounting literature.  The Statement also addresses (1) whether federal entities currently applying standards issued by the Financial Accounting Standards Board (FASB) may continue that practice, and (2) whether federal entities that are preparing GAAP-based general purpose financial reports for the first time may also apply FASB standards.   
	Staff provided Board members with a pre-ballot draft Statement on March 23, 2009, and subsequently, members provided editorial comments. The comments are addressed in the attached “tracked changes” version (Attachment I) of the Statement.  Also, on April 1, 2009, staff received the AICPA’s response to the December 2, 2008 exposure draft (ED) and Attachment II provides the complete response.   
	The respondent noted that the FASB is in the process of codifying its standards and this should be considered in the Statement.  For example, paragraphs 5(b) and 5(c) of the ED referred to AICPA Statements of Position (SOP) and Practice Bulletins specifically made applicable to federal reporting entities and cleared by the FASAB.   However, SOPs and Practice Bulletins will generally be incorporated into the FASB codification and have no continued authority.  Because of this development and because no SOPs and Practice Bulletins have been specifically made applicable to federal reporting entities and cleared by the FASAB, staff removed these sources from the Statement and provided the basis for the removal in the Basis for Conclusions. 
	Also, the respondent sought clarification on the GAAP hierarchy for federal entities and noted that paragraph 7 requires federal reporting entities to consider accounting principles for similar transactions and events within categories 5 (a) – (d) before considering Other Accounting Literature that may address an accounting matter directly.  The respondent desired to inform the Board that this requirement differed from the Governmental Accounting Standards Board’s (GASB) ED, The Hierarchy of Generally Accepted Accounting Principles for State and Local Governments.  The GASB’s ED, paragraph 5 states,
	If an accounting treatment for a transaction or other event is not specified by a pronouncement or established in practice as described in categories (a) – (d), a governmental entity should consider accounting principles for similar transactions or other events within categories (a) – (d) and may consider other accounting literature…
	The GASB and FASAB discussed their difference in views at the August 21, 2008, FASAB meeting.  A GASB member noted that an explicit ordering was not necessary because the guidance is a hierarchy and reporting entities are required to follow whatever applies to them in (a) through (d) order first, before going to other literature.  However, the FASAB believed that, in the federal environment, explicit ordering is needed.  Some entities may argue that the guidance in (a) through (d) does not “exactly” fit their scenario, so they will use other literature without appropriately applying the guidance to similar scenarios.  
	In response to previous comments regarding the structure of the GAAP hierarchy and Other Accounting Literature, staff revised the Basis for Conclusions in the March 23, 2009 pre-ballot draft.  The revision discussed the Board’s views concerning the GAAP hierarchy and Other Accounting Literature.  
	BALLOTS

	The attached Ballot includes submission instructions and is due by April 17, 2009.  Members not responding by April 23, 2009 will be considered to have abstained.  If you decide to write a dissent, please notify staff immediately and provide your dissent as soon as possible but no later than April 10, 2009.  Any dissents received will be circulated to other members as soon as possible so that they may consider the views of the dissenting member.  Unless a member dissents, the Statement will not be an agenda item for the April 2009 meeting.
	If you have questions or need additional information, please contact us (Ross at 202-512-2512 or email at simmsr@fasab.gov  or Julia at 202-512-7377 or email at ranaganj@fasab.gov ) as soon as possible.   
	Attachments
	Ballot Draft Statement – Tracked Changes Version
	AICPA response to the exposure draft


ATTACHMENT |

Federal Accounting Standards Advisory Board

The Hierarchy of Generally Accepted Accounting Principles,
Including the Application of Standards Issued by the Financial
Accounting Standards Board

Statement of Federal Financial Accounting Standards 34

July XX, 2009






ATTACHMENT |

THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD

The Secretary of the Treasury, the Director of the Office of Management and Budget (OMB),
and the Comptroller General, established the Federal Accounting Standards Advisory Board
(FASAB or “the Board) in October 1990. FASAB is responsible for promulgating accounting
standards for the United States Government. These standards are recognized as generally
accepted accounting principles (GAAP) for the Federal Government.

An accounting standard is typically formulated 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 information. The
proposed standards are published in an Exposure Draft for public comment. In some cases, a
discussion memorandum, invitation for comment, or preliminary views document may be
published before an exposure draft is published on a specific topic. A public hearing is
sometimes held to receive oral comments in addition to written comments. The Board considers
comments and decides whether to adopt the proposed standard with or without modification.
After review by the three officials who sponsor FASAB, the Board publishes adopted standards
in a Statement of Federal Financial Accounting Standards. The Board follows a similar process
for Statements of Federal Financial Accounting Concepts, which guide the Board in developing
accounting standards and formulating the framework for Federal accounting and reporting.

Additional background information is available from the FASAB or its website:

. “‘Memorandum of Understanding among the General Accounting Office, the Department
of the Treasury, and the Office of Management and Budget, on Federal Government Accounting
Standards and a Federal Accounting Standards Advisory Board.”

. “Mission Statement: Federal Accounting Standards Advisory Board”, Exposure drafts,
Statements of Federal Financial Accounting Standards and Concepts, FASAB newsletters, and
other items of interest are posted on FASAB’s website at: www.fasab.gov.

Federal Accounting Standards Advisory Board
441 G Street, NW, Suite 6814
Mail stop 6K17V
Washington, DC 20548
Telephone 202-512-7350
FAX — 202-512-7366
www.fasab.gov

This is a work of the U. S. government and is not subject to copyright protection in the United
States. It may be reproduced and distributed in its entirety without further permission from
FASAB. However, because this work may contain copyrighted images or other material,
permission from the copyright holder may be necessary if you wish to reproduce this material
separately.
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Summary

The Federal Accounting Standards Advisory Board (FASAB) is the body designated by
the American Institute of Certified Public Accountants (AICPA) as the source of
generally accepted accounting principles (GAAP) for federal reporting entities.” As
such, the FASAB is responsible for identifying the GAAP hierarchy for federal reporting
entities. The GAAP hierarchy consists of the sources of accounting principles and the
framework for selecting the principles used in the preparation of general purpose
financial reports? of federal reporting entities that are presented in conformity with
generally accepted accounting principles. However, the hierarchy for selecting the
principles used in the preparation of general purpose financial reports by federal
reporting entities was set forth in the AICPA Statement on Auditing Standards (SAS)
No. 91, Federal GAAP Hierarchy, rather than in the authoritative literature of the
FASAB. This Statement incorporates the hierarchy into the FASAB’s authoritative
literature.

Incorporating the GAAP hierarchy into the authoritative literature of the FASAB is not
intended to cause a sudden and dramatic change in practice for federal entities. This
Statement permits those federal entities currently applying financial accounting and
reporting standards issued by the Financial Accounting Standards Board (FASB) to
continue to do so. In addition, given that the FASAB is the source of GAAP for federal
entities, the Statement clarifies that a federal entity that is preparing GAAP-based
general purpose financial reports for the first time is required to implement FASAB
standards unless, in consultation with its auditors and bodies with oversight authority,
the entity clearly demonstrates that the needs of its primary users would be best met
through the application of FASB standards.

! Statement of Federal Financial Accounting Concepts (SFFAC) 2, Entity and Display, discusses the
criteria for defining federal reporting entities. Also, the terms federal reporting entity and federal entity are
used interchangeably throughout this Statement.

% The term general purpose financial report is used throughout this Statement as a generic term to refer to
the report that contains the entity’s financial statements that are prepared pursuant to generally accepted
accounting principles. In the federal government, the report is known as the Performance and
Accountability Report or the Agency Financial Report.
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Introduction

Purpose

1. The objective of this Statement is to identify the sources of accounting
principles and the framework for selecting the principles used in the
preparation of general purpose financial reports of federal reporting entities®
that are presented in conformity with generally accepted accounting principles
(the GAAP hierarchy).

a. This Statement responds to a request from the American Institute of
Certified Public Accountants (AICPA) that FASAB incorporate the GAAP
hierarchy, which currently resides in the professional auditing literature,
into the accounting literature.

b. This Statement also addresses (1) whether federal entities currently
applying standards issued by the Financial Accounting Standards Board
(FASB) may continue that practice, and (2) whether federal entities that
are preparing GAAP-based general purpose financial reports for the first
time may also apply FASB standards.

Materiality

2. The provisions of this Statement need not be applied to immaterial items. The
determination of whether an item is material depends on the degree to which
omitting or misstating information about the item makes it probable that the
judgment of a reasonable person relying on the information would have been
changed or influenced by the omission or the misstatement.

® Statement of Federal Financial Accounting Concepts 2, Entity and Display, provides criteria for
identifying federal reporting entities. In addition, the Board is currently developing standards defining the
federal reporting entity.

Federal Accounting Standards Advisory Board
The Hierarchy of Generally Accepted Accounting Principles, Including the Application of
Standards Issued by the Financial Accounting Standards Board
July XX, 2009
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Effective Date

3. The requirements in this standard are effective upon its issuance.

Federal Accounting Standards Advisory Board
The Hierarchy of Generally Accepted Accounting Principles, Including the Application of
Standards Issued by the Financial Accounting Standards Board
July XX, 2009
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Accounting Standards

Scope

4. This Statement applies to the general purpose financial reports of all federal
reporting entities that are presented in conformity with generally accepted
accounting principles (GAAP).*

The Hierarchy of Generally Accepted Accounting Principles

5. The hierarchy of generally accepted accounting principles, hereafter referred
to as the GAAP hierarchy, governs what constitutes GAAP for federal
reporting entities. It lists the priority sequence of pronouncements that a
federal reporting entity should look to for accounting and financial reporting
authoritative guidance. The sources of accounting principles that are
generally accepted are categorized in descending order of authority as
follows:

a. Officially established accounting principles consist of FASAB Statements
of Federal Financial Accounting Standards (Standards) and
Interpretations. FASAB Standards and Interpretations will be periodically
incorporated in a publication by the FASAB.

b. FASAB Technical Bulletins and, if specifically made applicable to federal
reporting entities by the AICPA and cleared® by the FASAB, -AICPA

Industry Audit and Accounting Guidesand#GfA—prenewqeemen%s

c. AICPA Practice Bulletins if ficall I licabl fedoral
i iti 7 by the FASAB-as-well-as-Technical

* The AICPA has designated the FASAB as the source of GAAP for federal reporting entities. Therefore,
FASAB GAAP would be the appropriate accounting standards for federal reporting entities in the
executive, legislative, and judicial branches.
® For purposes of interpreting eategeries-category (b)-and-{c), the word cleared means that the FASAB
does not object to the pronouncement’s issuance.
® Such pronouncements specifically made applicable to federal reporting entities are presumed to have
?een cleared by the FASAB, unless the pronouncement indicates otherwise.

Ibid.

Federal Accounting Standards Advisory Board
The Hierarchy of Generally Accepted Accounting Principles, Including the Application of
Standards Issued by the Financial Accounting Standards Board
July XX, 2009
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6.

Releases of the Accounting and Auditing Policy Committee of the
FASAB.

d. Implementation guides published by the FASAB staff, as well as
practices that are widely recognized and prevalent in the federal
government.

If the accounting treatment for a transaction or event is not specified by a
pronouncement in category (a), a federal reporting entity should consider
whether the accounting treatment is specified by an accounting principle from
a source in another category. In such cases, if categories (b)—(d) contain
accounting principles that specify accounting treatments for a transaction or
event, the federal reporting entity should follow the accounting treatment
specified by the accounting principle from the source in the highest
category—for example, follow category (b) treatment over category (c)
treatment.

If the accounting treatment for a transaction or event is not specified by a
pronouncement or established in practice as described in categories (a)—(d),
a federal reporting entity should then consider accounting principles for
similar transactions or events within categories (a)—(d) before considering
Other Accounting Literature discussed in paragraph 8. For example, it might
be appropriate to report the event or transaction by applying, in a similar
manner, an accounting principle established within categories (a)-(d) for an
analogous transaction or event on the basis of its substance.® A federal
reporting entity should not follow the accounting treatment specified in
accounting principles for similar transactions or events in cases in which
those accounting principles either (a) specifically prohibit the application of
the accounting treatment to the particular transaction or event or (b) indicate
that the accounting treatment should not be applied to other transactions or
events by analogy.

Other Accounting Literature

8. Other Accounting Literature includes, for example, FASAB Concepts

Statements; the pronouncements referred to in eategories-category (b)
through-{e)-of paragraph 5 when not specifically made applicable to federal

8 Generally accepted accounting principles recognize the importance of reporting transactions and events
in accordance with their substance. Consideration should be given to whether the substance of
transactions or events differs materially from their form.

Federal Accounting Standards Advisory Board

The Hierarchy of Generally Accepted Accounting Principles, Including the Application of

Standards Issued by the Financial Accounting Standards Board
July XX, 2009
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reporting entities by the FASAB; pronouncements of other accounting and
financial reporting standards-setting bodies, such as the FASB,
Governmental Accounting Standards Board, International Accounting
Standards Board, and International Public Sector Accounting Standards
Board; professional associations or regulatory agencies; and accounting
textbooks, handbooks, and articles. The appropriateness of other
accounting literature depends on its relevance to particular circumstances,
the specificity of the guidance, and the general recognition of the issuer or
author as an authority. For example, FASAB Concepts Statements would
normally be more influential than other sources in this category.

9.

Application of Standards Issued by the Financial Accounting Standards
Board

9. Some federal entities, including government corporations listed in the
Government Corporation Control Act and certain others, such as the United
States Postal Service, continue to publish financial reports pursuant to the
accounting and reporting standards issued by the FASB. Some entities also
may be required to prepare statements pursuant to standards set by a
regulatory agency (e.g., the Federal Energy Regulatory Commission
(FERC)). General purpose financial reports prepared in conformity with
accounting standards issued by the FASB also may be regarded as in
conformity with GAAP for those entities that have in the past issued such
reports.®

10. Except as provided in paragraph 11, a federal entity that is preparing GAAP-
based general purpose financial reports for the first time should implement
FASAB standards as FASAB is the preferred method of reporting for federal
entities.

11.In rare instances, a federal entity that is preparing GAAP-based general
purpose financial reports for the first time may, in consultation with its auditors
and bodies with oversight authority, elect to apply standards issued by the
FASB if the entity clearly demonstrates that the needs of its primary users
would be best met through the application of FASB standards. Unique user

° The FASAB has an existing project underway that will assist the Board in determining whether certain
federal entities should be permitted to continue applying FASB GAAP and, if so, whether additional
reporting should be required. This project will also consider whether federal entities should be permitted
to convert from FASB standards to International Financial Reporting Standards published by the
International Accounting Standards Board.

Federal Accounting Standards Advisory Board
The Hierarchy of Generally Accepted Accounting Principles, Including the Application of
Standards Issued by the Financial Accounting Standards Board
July XX, 2009
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needs can arise from various sources that include, but are not limited to,
investors, SEC requirements, bondholders, and customers. Entities may
determine that the application of standards issued by the FASB more
appropriately meets these unique user needs. This determination should
involve a number of considerations. Examples of factors to consider include
but are not limited to:

a. The entity’s primary funding is derived from a source other than through
annual federal appropriations.

b. The entity has been delegated the financial and operational authority to
carry on its activities in a manner similar to private business enterprises.

c. The entity sells goods and/or services to individuals outside of the
government reporting entity as its principal activity.

d. The entity is intended to, in the normal course of its operations, maintain
its operations and meet its liabilities from revenues received from
sources outside of the federal government reporting entity.

e. Itis desirable to compare general purpose financial reports of the federal
entity that is preparing GAAP-based general purpose financial reports
for the first time with an existing entity that is already following FASB
GAAP.

12. While the application of standards issued by the FASB may be acceptable
for a limited number of federal entities as noted above, entities that have
already implemented standards issued by the FASAB should continue to
apply the federal standards, as FASAB is the preferred method of reporting
for federal entities.

Effective Date

13.The requirements in this standard are effective upon its issuance.

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

Federal Accounting Standards Advisory Board
The Hierarchy of Generally Accepted Accounting Principles, Including the Application of
Standards Issued by the Financial Accounting Standards Board
July XX, 2009
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Appendix A: Basis for Conclusions

This appendix discusses some factors considered significant by Board members in
reaching the conclusions in this Statement. It includes the reasons for accepting certain
approaches and rejecting others. Individual members gave greater weight to some
factors than to others. The standards enunciated in this Statement—not the material in
this appendix—should govern the accounting and reporting for specific transactions,
events, or conditions.

Project History

A1. Representatives of the American Institute of Certified Public Accountants
(AICPA) requested that the U.S. accounting standards-setters consider
adopting certain guidance for accounting and financial reporting issues
that now reside in the professional auditing literature. In July 2008, the
FASAB joined the Governmental Accounting Standards Board in
responding to this request.

A2. In October 1999, The AICPA designated the FASAB as the standards-
setting body for federal entities. As such, the FASAB is responsible for
identifying the sources of accounting principles and providing federal
entities with a framework for selecting the principles used in the
preparation of general purpose financial reports that are presented in
conformity with GAAP (GAAP hierarchy). The Board believes that
incorporation of the GAAP hierarchy into the FASAB’s authoritative
literature would more clearly convey that financial statement preparers are
responsible for selecting the sources of the principles to be used in the
preparation of general purpose financial reports that are presented in
conformity with GAAP. The structure presented in this Statement
generally carries forward the hierarchy as set forth in SAS 91 and the
Office of Management and Budget (OMB) Circular A-136, Financial
Reporting Requirements.

Application of Standards Issued by the Financial Accounting Standards Board

A3. Although the FASAB’s standards have been recognized as GAAP for
federal entities (FASAB GAAP) since October 1999, some federal entities
follow GAAP for nongovernmental entities promulgated by the private
sector Financial Accounting Standards Board (FASB GAAP). For
example, federal government corporations, the U.S. Postal Service,
certain component entities of the U.S. Department of the Treasury, and

Federal Accounting Standards Advisory Board
The Hierarchy of Generally Accepted Accounting Principles, Including the Application of
Standards Issued by the Financial Accounting Standards Board
July XX, 2009
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A4.

AS5.

some smaller entities in the executive and legislative branches have
historically applied FASB GAAP and continue to do so.

In early 2000, the FASAB recognized this practice as acceptable for those
entities that had been following FASB GAAP to avoid an immediate and
unanticipated requirement that these federal entities follow federal GAAP
after the FASAB was recognized as the Rule 203 standards-setting body
for the federal government. This guidance was published in the January —
March 2000 issue of FASAB News'® and was intended as a temporary
measure in light of the unanticipated consequences of Rule 203
recognition. The existence of the issue has also been acknowledged in
Statement of Federal Financial Accounting Concepts (SFFAC) 2, Entity
and Display (paragraph 78); Statement of Federal Financial Accounting
Standards (SFFAS) 5, Accounting for Liabilities of the Federal
Government (inside front cover and Appendix A, paragraph 142); SFFAS
8, Supplementary Stewardship Reporting (Introduction paragraph 40);
and, SFFAS 24, Selected Standards for the Consolidated Financial Report
of the United States Government (Appendix A, paragraph 20).

Providing interim guidance on the application of standards issued by the
FASB serves to proactively address entity concerns that moving the
hierarchy of generally accepted accounting principles into the accounting
literature without addressing the use of FASB GAAP would require a
sudden and dramatic change in practice.

Application to Legislative and Judicial Branches

AG.

The FASAB’s sponsors do not prescribe accounting standards for the
legislative and judicial branches. The legislative and judicial branches, and
most entities within those branches, are not currently required to prepare
general purpose financial reports and those that do prepare statements are
not subject to any requirements by the FASAB’s sponsors to follow FASAB
GAAP or prepare a reconciliation between FASAB GAAP and FASB GAAP.
However, as the source of GAAP for federal reporting entities, FASAB
GAAP would be the appropriate accounting standards for these entities to
adopt if they prepare GAAP-based general purpose financial reports.

" FASAB News, Jan.-March 2000, p. 2.

Federal Accounting Standards Advisory Board

The Hierarchy of Generally Accepted Accounting Principles, Including the Application of

Standards Issued by the Financial Accounting Standards Board
July XX, 2009
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Exposure Draft

A7. The Board published the exposure draft (ED), The Hierarchy of Generally
Accepted Accounting Principles for Federal Entities, Including the
Application of Standards Issued by the Financial Accounting Standards
Board, on December 2, 2008, with comments requested by February 3,
2009. Upon release of the ED, notices and press releases were provided
to: The Federal Register, FASAB News, The Journal of Accountancy, AGA
Today, the CPA Journal, Government Executive, the CPA Letter, and
Government Accounting and Auditing Update, The CFO Council, the
Presidents Council on Integrity and Efficiency, Financial Statement Audit
Network, and the Federal Financial Managers Council, and committees of
professional associations generally commenting on EDs in the past.

A8. This broad announcement was followed by direct mailings of the expesure
draftED to the Subcommittee on Federal Financial Management,
Government Information, and International Security, Committee on
Homeland Security and Governmental Affairs, United States Senate; and
the Subcommittee on Government Management, Organization, and
Procurement, Committee on Oversight and Government Reform, House of
Representatives.

A9. The Board received 31 response letters from the following sources:

FEDERAL NON-FEDERAL
(Internal) (External)
Users, 3
academics,
others
Auditors 5 1
Preparers 22
and
financial
managers
Totals 27 4

A10. The Board did not rely on the number in favor of or opposed to a given
position. Information about the respondents’ majority view is provided only
as a means of summarizing the comments. The Board considered the
arguments in each response and weighed the merits of the points raised.
The respondents’ comments are summarized below.

Federal Accounting Standards Advisory Board
The Hierarchy of Generally Accepted Accounting Principles, Including the Application of
Standards Issued by the Financial Accounting Standards Board
July XX, 2009
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A11. Respondents generally agreed that the hierarchy of GAAP that currently
resides in the professional auditing literature should be incorporated into
the FASAB’s authoritative literature. Also, respondents generally agreed
that: 1) general purpose financial reports prepared in conformity with
accounting standards issued by the FASB should be regarded as being in
conformity with GAAP for those federal entities that have in the past issued
such reports, and 2) a federal reporting entity that is preparing GAAP-
based general purpose financial reports for the first time should implement
FASAB standards unless the entity clearly demonstrates that the needs of
its primary users would be best met through the application of FASB
standards.

A12. However, some respondents believed it would be useful to clarify certain
aspects of the Statement. Some respondents believed it would be useful
to clarify where administrative directives_(e.g. OMB, Government
Accountability Office, and Department of the Treasury guidance) would be
considered in the hierarchy. Some respondents questioned if “Other
Accounting Literature” was a part of or separate from the hierarchy.

A13. In addition, some respondents believed that those federal entities following
FASB standards could be required to reconsider their practices. For
example, -er-if they receive federal appropriations, they ese-entities-should
follow FASAB standards.

Clarifying the GAAP Hierarchy and Other Accounting Literature

A14.Paragraph 5 of the Statement presents the GAAP hierarchy for federal
entities, and-—F _the Board expects practice to be governed by this
hierarchy. -The hierarchy presented in the ED referred to AICPA
Statements of Position (SOP) and Practice Bulletins specifically made
applicable to federal reporting entities and cleared by the FASAB.
However, the FASB is codifying its accounting standards and SOPs and
Practice Bulletins will generally be incorporated into the codification and
have no continued authority. Because of this matter and because no SOPs
and Practice Bulletins have been specifically made applicable to federal
reporting entities and cleared by the FASAB, these sources were removed

from the hierarchy. and-paragraphs 6-and 7of the Statement provide

A15. In addition, while some respondents believed that it would be useful to
discuss the location of administrative directives within the hierarchy, the
FASAB believes that incorporating the GAAP hierarchy in the accounting
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standards should be accomplished expeditiously due to the AICPA’s
planned removal of the hierarchy from the auditing standards. Since
FASAB is unaware of any practice problems arising due to the absence of
explicit guidance placing each type of administrative directive within the
hierarchy, immediate action on this request is not warranted. FASAB also
notes that there are multiple sources of administrative directives, many
types of directives, and varying processes for developing directives.
Resolving placement for all administrative directives may require significant
study. Therefore, the Board is acting to adopt the GAAP hierarchy
essentially as it currently exists in the AICPA audit literature and does not
intend to change current practices.

A16. Paragraphs 6 and 7 of the Statement provide guidance to assist readers in
understanding how the hierarchy should be considered when preparing
general purpose financial reports in conformity with GAAP.

A17.Paragraph 7 efthe-Statement-also discusses when to consider literature
not discussed in the GAAP hierarchy - Other Accounting Literature. The
phrase “Other Accounting Literature” is capitalized in the Statement and
included under a separate heading to indicate its distinction from the GAAP
literature. Other Accounting Literature is presented separately from the
hierarchy because the items in this category do not establish GAAP and
cannot amend existing FASAB standards, interpretations, technical
bulletins or releases, or staff implementation guidance. Other Accounting
Literature may only be relied upon by financial statement preparers and
auditors to resolve specific accounting issues in the absence of literature in
paragraph 5 of the Statement.

A1Z-A18. The Board also recognizes that other standards-setting bodies are
currently considering codifying their pronouncements. As a result, listing
the titles of specific pronouncements in Other Accounting Literature may
cause difficulty in referencing those documents in the future. Thus,
paragraph 8 of the Statement refers to pronouncements of other standards-
setting bodies rather than listing specific pronouncements.

Entities Following FASB GAAP

A18-A19. As noted above, the Board primarily intended to incorporate the
GAAP hierarchy into the FASAB’s accounting literature and did not intend
to change existing practices at this time. The Board is continuing a
separate project on reporting by federal entities that primarily apply
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standards issued by the FASB. The project intends to determine whether
certain federal entities should be permitted to continue following FASB
GAAP and what additional reporting, if any, is needed for stand-alone
financial reports of federal entities that are permitted to continue applying
FASB accounting standards.

A19-A20. Paragraph 9 of the Statement states that those federal entities
preparing general purpose financial reports in conformity with FASB
accounting and reporting standards are permitted to continue current
practices. The Statement does not preclude those entities from
reconsidering those practices.

Board Approval

[Placeholder for results of ballots]
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Appendix B: Abbreviations

AICPA American Institute of Certified Public Accountants
FASAB Federal Accounting Standards Advisory Board

FASB Financial Accounting Standards Board

GAAP Generally Accepted Accounting Principles

GAO Government Accountability Office

GASB Governmental Accounting Standards Board

IASB International Accounting Standards Board

IPSASB International Public Sector Accounting Standards Board
OMB Office of Management and Budget

SAS Statement on Auditing Standards

SFFAC Statement of Federal Financial Accounting Concepts
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Appendix C: Glossary

GAAP Hierarchy: the sources of accounting principles used in the preparation of
general purpose financial reports of federal reporting entities that are presented in
conformity with generally accepted accounting principles and the framework for
selecting the principles.
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ATTACHMENT I

Federal Accounting Standards Advisory Board

Date: April 3, 2009
To: Members of the Board
From: Wendy M. Payne, Executive Director

Subject: Ballot for Statement of Federal Financial Accounting Standards 34, The
Hierarchy of Generally Accepted Accounting Principles for Federal Entities, Including
the Application of Standards Issued by the Financial Accounting Standards Board

The following is a ballot for SFFAS 34, The Hierarchy of Generally Accepted Accounting
Principles for Federal Entities, Including the Application of Standards Issued by the Financial
Accounting Standards Board. Please enter your name in the space provided below and
indicate your approval or disapproval. Please fax the ballot to us at 202 512-7366. If you wish
to submit your ballot via e-mail, please e-mail to me at paynew@fasab.gov.

Ballots are due by April 17, 2009. Members not responding by April 23, 2009 will be
considered to have abstained. If you decide to write a dissent, please notify staff immediately
and provide your dissent as soon as possible but no later than April 10, 2009. Any dissents
received will be circulated to other members as soon as possible so that they may consider the
views of the dissenting member. Unless a member dissents, SFFAS 34 will not be an agenda
item for the April 2009 meeting.

Board Member:

| approve the subject SFFAS

| do not approve the subject SFFAS



mailto:paynew@fasab.gov



		Federal Accounting Standards Advisory Board 

		Date:   April 3, 2009

		To:   Members of the Board

		Subject: Ballot for Statement of Federal Financial Accounting Standards 34, The Hierarchy of Generally Accepted Accounting Principles for Federal Entities, Including the Application of Standards Issued by the Financial Accounting Standards Board

		The following is a ballot for SFFAS 34, The Hierarchy of Generally Accepted Accounting Principles for Federal Entities, Including the Application of Standards Issued by the Financial Accounting Standards Board.  Please enter your name in the space provided below and indicate your approval or disapproval.  Please fax the ballot to us at 202 512-7366.  If you wish to submit your ballot via e-mail, please e-mail to me at paynew@fasab.gov.

		Ballots are due by April 17, 2009.  Members not responding by April 23, 2009 will be considered to have abstained.  If you decide to write a dissent, please notify staff immediately and provide your dissent as soon as possible but no later than April 10, 2009.  Any dissents received will be circulated to other members as soon as possible so that they may consider the views of the dissenting member.  Unless a member dissents, SFFAS 34 will not be an agenda item for the April 2009 meeting.

		Board Member: _______________________________________________   

		                    I approve the subject SFFAS

		                    I do not approve the subject SFFAS





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting true
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName (U.S. Web Coated \(SWOP\) v2)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName ([High Resolution])
        /PresetSelector /HighResolution
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure true
      /IncludeBookmarks true
      /IncludeHyperlinks true
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice








#31 Mary Foelster Non-Federal - Other

X AICPA

March 30, 2009

Ms. Wendy M. Payne, Executive Director
Federal Accounting Standards Advisory Board
Mailstop 6K17V

441 G Street, NW, Suite 6814

Washington, DC 20548

Dear Ms. Payne:

The American Institute of Certified Public Accountants (AICPA) has reviewed the Federal
Accounting Standards Advisory Board (FASAB) Exposure Draft (ED), The Hierarchy of
Generally Accepted Accounting Principles, Including the Application of Standards Issued by the
Financial Accounting Standards Board, and is pleased to offer its comments. Our comments are
limited to the provisions of the ED relating to the hierarchy of generally accepted accounting
principles (GAAP).

We fully support the FASAB’s efforts to incorporate the GAAP hierarchy, originally covered in
the AICPA’s auditing literature, into the FASAB’s authoritative literature. Our response to the
specific question raised in the ED regarding the GAAP hierarchy is included below, as well as
several other comments for the Board’s consideration.

SPECIFIC ED QUESTION

Q1. This Exposure Draft (ED) proposes to incorporate the hierarchy of genmerally accepted
accounting principles (GAAP) that currently resides in the professional auditing literature into
the FASAB’s authoritative literature. Do you agree or disagree with the hierarchy presenting in
the ED (see paragraphs 5-8)? Please explain the reasons for your position in as much detail as
possible.

As noted above, we fully support the FASAB’s efforts to incorporate the GAAP hierarchy into
the FASAB’s authoritative literature. We agree with the Board’s conclusion that that
incorporation of the GAAP hierarchy into the FASAB’s authoritative literature would more
clearly convey that financial statement preparers are responsible for selecting the sources of the

principles to be used in the preparation of financial statements that are presented in conformity
with GAAP.

OTHER COMMENTS

Paragraphs 5(b) and 5(c). These paragraphs refer to AICPA Statements of Position (SOP) and
Practice Bulletins that are specifically made applicable to federal reporting entities and cleared
by the FASAB as category (b) and (c) GAAP, respectively. At this time, we are not aware of
any accounting related SOPs or Practice Bulletins that meet this criteria. Further, when the
Financial Accounting Standards Board (FASB) releases it new Accounting Standards
Codification (ASC), which is expected to be effective July 1, 2009, AICPA SOPs and Practice
Bulletins will generally be incorporated into the FASB Codification and have no continued
authority. While the AICPA may continue to make SOPs and Practice Bulletins available for
some period of time for historical background purposes, the FASB’s ASC will be the sole source

American Institute of Certified Public Accountants
1455 Pennsylvania Avenue, NW, Washington, DC 20004-1081 (202) 737-6600 e fax (202) 638-4512
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of nongovernmental GAAP. The FASAB should consider removing the reference to SOPs and
Practice Bulletins in these paragraphs.

Paragraph 7. This paragraph states that if the accounting treatment for a transaction or event is
not specified by a pronouncement or established in practice as described in categories (a) — (d)
that a federal reporting entity should then consider accounting principles for similar transactions
or events with categories (a) — (d) before considering Other Accounting Literature. The
Governmental Accounting Standards Board (GASB), in its GAAP hierarchy project, included a
similar concept but instead of requiring state and local governments to first consider accounting
principles for similar transactions or events in categories (a) — (d) before considering Other
Accounting Literature, they stated that in addition to principles for similar transactions in
categories (a) — (d) that governments may also consider Other Accounting Literature. We
question why a federal reporting entity would not be permitted to consider both categories (a) —
(d) for similar transactions and Other Accounting Literature in making a determination on the
most appropriate accounting to follow for transactions that FASAB literature does not
specifically address. The proposed two-step process may make it difficult for preparers and
auditors, especially when Other Accounting Literature addresses an accounting matter directly,
but categories (a) — (d) do not. If the Board moves forward with this proposed language, it
should be aware that the federal hierarchy will differ from the state and local hierarchy on this
point. Further, the Board should discuss its reasoning for its position in the Basis for
Conclusions and provide additional specific examples of actual situations where categories (a) —
(d) would be more appropriate when Other Accounting Literature addresses an accounting
matter directly.

Paragraph 8. The references to FASB guidance in this paragraph will be become obsolete when
the FASB releases the ASC. The Board should consider the affect of the issuance of the FASB
ASC in terms of describing the FASB guidance that would fall in the Other Accounting
Literature category. Further, this paragraph addresses Other Accounting Literature and refers to
GASB Standards. We recommend changing this to GASB Statements as this is how the GASB
generally refers to its pronouncements.

Consideration of Going Concern and Subsequent Events Guidance. Recently, at the request of
the AICPA, both the FASB and the GASB, initiated projects to incorporate into their standards
going concern and subsequent events accounting guidance that is currently included in the
AICPA’s auditing literature. We recommend that the FASAB adopt a similar project to ensure
that GAAP for federal entities addresses these important areas.
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The AICPA appreciates the opportunity to comment on the ED. This comment letter was
reviewed by representatives of the Accounting Standards Executive Committee (AcSEC) who
did not object to its issuance. Representatives of the AICPA would be pleased to discuss these
comments with you at your convenience.

Sincerely,

Wm.;ww

Mary M. Foelster
Director
AICPA Governmental Auditing and Accounting

cc: Daniel J. Noll
Charles E. Landes
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