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GASB 101. Literally.

BY MICHELE MARK LEVINE

ASBentered the era of

the three-digit statement

numbersonJune 1,

2022 with the approval

of GASB Statement No.
100, Accounting Changes and Error
Corrections (GASB 100). At thatsame
meeting, the Board also approved
theissuance of GASB Statement No.
101, Compensated Absences (GASB
101). Here'san overview of the most
significant changes to generally
accepted accounting principles (GAAP)
made by the statements, both of which
will first become effective for most
governments’ fiscal years endingin

2024, with earlier adoption encouraged.

GASB 100

Effective for fiscal years beginning
afterJune 15,2023, and forall
reporting periods thereafter, GASB 100
removes prior period adjustments from
the generally accepted accounting
principles (GAAP] lexicon; clarifies,
expands, and distinguishes

among three classifications of
accounting changes (principles,
estimates, and reporting entity)

and error corrections; and provides
guidance on the presentation of
historicalinformation in required
supplementary information (RSI)
including management’s discussion

and analysis (MD&A) and in (other)
supplementary information (SI),
including datain a statistical section
when changes or corrections are made.
The scope of the guidance excludes the
first-time adoption of GAAP financial
reporting by a government, which
should not be accounted for as either
anaccounting change or a correction
ofanerror. Highlights of changes that
GASB 100 makesto GAAPinclude the
following.

No more prior period adjustments.
Restatements of amounts previously
published are necessitated by
either accounting changes or error
corrections, so GASB concluded there
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isnoneed for thisredundantand
potentially confusing categoryin GAAP.

Display of the total amount of all
restatements. For each reporting unit
(excluding total columns) included
inbasic financial statements, the
aggregate amount of all restatements
foraccounting changesand error
correctionsonayear'sbeginningnet
position, beginning fund balance,
orbeginning fund net position
(collectively, “beginning position”)
must be displayed on the face of the
financial statements.!

Disclosure table to crosswalk
previously published to restated
beginning positions. In addition to
individual disclosures for each change
and correction, which will be required
toinclude the details of each individual
accounting change and error correction
that affected the beginning position,
and anidentification of which financial
statementline itemsare affected,
governments will need to provide details
inatableintheir note disclosures
summarizing each changed amount
thatispartofthe aggregated amount
displayed on the face of the statements
(discussed above).?

Clarifications to distinguish among
accounting principle changes,
accounting estimate changes, and
error corrections. GASB has included
language to make clear the differences
among the various types of accounting
changes and corrections to previously
reported amounts, including that:

= “Achangeinaccountingprinciple
[method] is the application ofan
accounting principle to transactions
or other events of a similar type that
isdifferent from the accounting
principle previously applied to those
[types of] transactions or other
events.”

= Theapplication of anew accounting
principle thatis generally accepted
totransactions and other events that
were previously both (1) significant
and (2) reported by applyinga
principle thatwas not generally
accepted, is the correction of an error.*

Ifboth (1) the prior and the new
accounting principles are (or were
when used) generally accepted and
(2) the new principle is preferable
(asdiscussed below) or required
forimplementation of anew GAAP
pronouncement,®and (3) the change
isnotachangeinanaccounting
estimate (as discussed below).

Ifthe amount was previously
insignificant, there was neitheran
accounting principle changenoran
error correction, as GAAP standards
only apply to significantamounts.

= Achange madetoinputs (data,
assumptions, and methodologies)
used tomeasure amounts thatare
subjecttouncertainty (i.e., estimates,
which are outputs) because there
has been a change in circumstances,
new information, or more experience,
should bereported asachangeinan
accounting estimate.®

Distinction between changes made
toinputs (e.g., differentitems have
beenincluded in the “market basket”
comprising the consumer price index)
which are changesin accounting
estimate, versus changesin the
inputs (e.g., higher prices are being
charged and paid for the same items),
which arenot changesin accounting
estimate.

Restatements of all prior periods
presented for changes in accounting
principle. Current GAAP requires only
thatthe cumulative effect on prior
periodsbe arestatement of beginning
position for the yearin which the
changeismade, butnow governments
thatprepare comparative financial
statements willneed torestate all
prior years presented, if practicable,
and make thatbeginning cumulative
effectrestatementto the earliest year
presented, unless other GAAP requires
differentreporting of that kind of
change.”®

Default transition guidance
for implementations of new
pronouncements. Unless GASB provides
specific transition guidance on anew

pronouncement, allimplementations
will be treated aschanges in accounting
principle; however, the requirement to
justify achange as being preferable is
notapplicable toimplementations of
new pronouncements.®

Preferability justification for
certain changes. Both changes to
accounting principle and changesin
accounting estimation methodologies
(one kind of change in accounting
estimate) may be made only when
the new practices are preferable to
the previous treatment because they
resultin financial statements that
aremore understandable, reliable,
relevant, timely, or comparable.'®
Because these changes, by definition,
reduce consistency, the justification
isrequired innote disclosures, except
when the changes arerequired by
theimplementation of anew GASB
pronouncement.

Changes “to” become changes “to
or within” the financial reporting
entity. In addition toreporting entity
changesresulting when the legally
separate entities are added to or
removed from a financial reporting
entity, governments will need tomeet
display and disclosure requirements
foraccounting changes when (1)
component units are reclassified
between blended and discretely
presented, (2) when funds are
reclassified between major and non-
major, and (3) when funds are added
orremoved because the reporting of
continuing operations are moved.
However, no explanationisneeded
innote disclosures when fund
presentations are changed solely as
aresultof meeting ornot meeting the
qguantitative threshold for a fund tobe
reported as amajor fund. Additionally,
changesin fund reporting thatresult
from acquisitions, mergers, transfers
of operations, and the acquisition or
disposition of a majority equity interest
in alegally separate entity thatis not
aninvestment.'*

Restatements of required and other
supplementary information (RSI
and SI, respectively). RSI, including
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management’s discussion and
analysis (MD&A), and SI, including
the statistical section tables, need to
berestated to conform to information
inthebasic financial statements. For
those fiscal yearsincluded in the basic
financial statements, RSIand SIshould
bereported atamounts consistent
with the basic financial statements.
Earlier periods alsoincluded in RSI
and SIshould (a) not berestated for
accounting changes, or (b) be restated
forall prior years, if practicable, for
error corrections.*®

GASB 101

This statement, which is effective
forfiscal yearsbeginningafter
December 15,2023, and all reporting
periods thereafter, changes the way
governments will recognize and

measure liabilities for leave time earned

by employees, including recognition of
liabilities for leave thatis expected to be

paid as salaries for periods during which

employees use leave, aswell as for
leave that will be paid in cash or settled
in some other manner duringor atthe
end of an employee’s active service, for
reporting on an economic resources
measurement focus (i.e., other than for
reportingin governmental funds, for
whichnochangeismadeby GASB 101).
Highlights of changes to GAAP made by
GASB 101 include the following.
Distinguish among liabilities for
leave that have not been used and
for leave that has been taken but for
which employees have not yet been
paid. Governments have traditionally
included liabilities forleave that has
already been taken together with
liabilities for time worked, such as
salaries payable and payroll taxes
payable, rather than combining
them with liabilities forleave earned
butnotyettaken.'® The statement
explicitly provides that this practice
cancontinue, and clarifies thatthe
liabilities reported should include those
related to salary and salary-related
payments for all leave thathasbeen
taken.* The majority of the statement
applies only toliabilities for leave that
havenotbeen taken.

GASB 101 changes the
way governments will
recognize and measure
liabilities for leave time
earned by employees.

Recognize compensated absence
liability for leave that accumulates,
is compensation for services already
rendered, and is more likely than not
to be used or settled. With certain
exceptions (see below), governments
must assess the probability thatleave
thathasbeenearned and thatmay
be carried from one fiscal year into
on other (accumulates) will be used
for time off or otherwise paid in cash
or settled by noncash means.* If the
probabilityis greater than 50 percent,
aliability should be recognized.'®
Thereisonly very general guidance
as to how that probability should be
assessed, with GASB stating that
employment policies, eligibility for
payment or settlement, history (of
amounts used, settled, or forfeited),
and information indicating that
history may not be representative.'’
Thisgeneral guidance will apply to
vacation/annual leave, sickleave,
paid time off, and sabbatical leave
during which the employee isnot
required to perform any duties for the
employer; and any other leave not
includedin the exceptions, below.
Under existing GAAP, sickleaveis
accrued only to the extent thatitis
probable that unused leave balances
will be paid to employees upon
separation, as the leave is considered
contingentuponillness.!®

Recognize leave that is dependent
on the occurrence of an event that
affects only a small proportion
of employees during a reporting
period when the leave has begun.
Family and military leave are prime
examples of this type of leave, for

which employer governments should
notrecognize aliability for unused
leave time unless the leave had
begun asofthe end of the reporting
period. For example, if parental

leave of three months is more likely
thannottobe paid, and a qualifying
employee begins parentalleave on
June 1, agovernment with a June 30
fiscal year end would report a liability
fortheremaining twomonths of
leavein financial statements dated
June 30, because the leave had already
begun, but would include no liability
for other employees who are entitled
toand may take suchleaveinthe
future. While professional judgment
can be used toidentify suchleave,
GASB has specifically excluded sick
leave and unrestricted sabbatical leave
from this treatment.*®

Recognize unlimited leave and
holiday leave that must be used on a
specific date once it has been used.?°
Forexample, if employees become
eligible to take January 1 as a holiday
by beingin active pay status as of
close of business on December 31,
agovernment with a December 31
fiscal year end would notreporta
liability for the holiday leave because
it had not yet been taken.

Recognize salary-related payments
as part of compensated absence
liabilities when they are directly and
incrementally associated with leave
for which a liability is recognized.
Salary-related payments are those
whose amounts are a function of
(“directly associated with") the
salary forleave that will be paid
and thatarein addition to that
salary (“incrementally associated
with")—the employer’s share of
payroll taxes, for example.?* They
should berecognized as partofthe
compensated absence liability at
the same time as the liability for the
associated leaveisrecognized (see
above). Salary-related payments
for defined contribution (DC)
public employee benefits (PEB)
associated with unused leave should
berecognized as pension or other
postretirement employee benefits
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LEAVE TYPE

GENERAL

RECOGNITION OF UNUSED LEAVE AND ASSOCIATED

SALARY-RELATED PAYMENTS AS COMPENSATED ABSENCES

All earned, accumulating leave that is more likely than not to be paid or settled

other than as DB PEB and that is not included in any of the below exceptions
(e.g., vacation/annual leave, sick leave, paid time off, and sabbatical leave during

which the employee is not required to perform any duties for the employer)

EXCEPTIONS

Earned, accumulating leave that is more likely than not to be settled through
conversion to defined benefit pension or other postemployment benefits

Earned, accumulating leave that is more likely than not to be paid or settled (other
than as DB PEB) that is dependent upon the occurrence of a sporadic event that affects

a small proportion of employees in a particular reporting period (e.g., military leave,

parental leave, jury duty) is recognized as a liability as soon as the leave has begun.
= Neither sick leave nor unrestricted sabbatical leave may be recognized in this manner

Unlimited leave and holiday leave taken on a specific date

* See footnote 3.

When leave is earned

Not recognized”

When leave is taken®

When leave commences™

** For example, if parental leave of three months is more likely than not to be paid, and a qualifying employee begins parental leave on June 1, a government with a June 30 fiscal year end
would report a liability for the remaining two months of leave in financial statements dated June 30 because the leave had already begun.

tFor example, if an employee becomes eligible to take January 10off as a holiday by being an active employee as of close of business on December 31, a government with a December 31

fiscal year end would not report a liability for the holiday leave because it has not yet been taken.

(OPEB) expense and included in the
compensated absence liability when
theliability for the associated leave is
recognized.??

Measure compensated absence
liabilities for leave and for associated
salary-related payments using
applicable rates in effect at the end of
the reporting period. Use employees’
pay rates as of the financial statement
date forleave attributable to individual
employees, and ameasure of the
liability for pooled leave time using
anestimated pay rate for the eligible
participantsin the pool.?® Similarly,
governments should use the applicable
rates for salary-related payments
(such as payroll taxand DC pension
contribution rates) in effect at period
end.?*Ifitismore likely than not that
payment willbe made atarate other
thantheratein effect whenleaveis
taken, use that rate.?® Measure the
liability for leave thatis more likely
thannottobe settled through noncash
means (other than defined benefit
PEB]) based on the amountatwhich it
islikely to be settled.?® The effects of
arate change should berecognized as

anexpenseinthe yearthe change
occurs.?’

Exclude all defined benefit
postemployment benefit costs from
compensated absence liability.
Neither leave thatis more likely than
nottobe settled through conversion
to, nor salary-related payments for,
defined benefit (DB) PEB should be
includedin a compensated absence
liability.2® Actuarially calculated
liabilities for DB PEB include provision
for such benefits, soinclusionina
compensated absence liability would
resultin double counting.

Thenumber 101 is oftenused asa
shorthand to connote thatinformation
provided is atabasic or introductory
level, based on the collegiate course
catalogue convention of using the first
digit of a three-digit class number to
indicate thelevel of the class. Founded
in 1984, GASBreached statement
number 100in 38 years of operations.
Our familiarity with GASB 101
notwithstanding, weareinnorushto
advance to “200-level” statements. 4

Michele Mark Levine is the director of
GFOA's Technical Services Center.

T GASB 100, paragraph 31.

2 GASB 100, paragraph 32.

2 GASB 100, paragraph 6.

# GASB 100, paragraph 6.

5 GASB 100 essentially assumes preferability whenever
anew approach is required by a new GASB
pronouncement.

% GASB 100, paragraph 7.

7 Practicable should be read as essentially meaning
possible and having virtually nothing in common
with convenient. In all cases where restatement of
prior periods is required if practicable, disclosure
explaining why it is not practicable must be added in
cases where restatement is not made.

# GASB 100, paragraphs 15-16.

° GASB 100, paragraphs 17.b.

“GASB has identified understandability, reliability,
relevance, timeliness, comparability, and consistency
as the qualitative characteristics of financial reporting
(GASB Concepts Statement No. 1, as amended,
paragraphs 62-68), and GASB 100 indicates that
preferability should be judged on these criteria.

T GASB 100 paragraphs 9-10.

2GASB 100 paragraphs 35-39.

BGASB 101 paragraph 8.

“GASB 101 paragraph 21.

If leave is more likely than not to be settled through
conversion to defined benefit (DB) pensions or other
postemployment benefits (OPEB and, together with
pensions, PEB), no compensated absence liability is
reported for that leave. Actuarially calculated liabilities
for DB PEB include provision for such benefits, so
inclusion in a compensated absence liability would
result in double counting (GASB 101, paragraph 13).

®GASB 101 paragraphs 9-11.

7GASB 101 paragraph 12.

®GASB Codification Section C60, “Compensated
Absences,” paragraph 105, based on GASB
Statement No. 16, paragraph 8.

GASB 101 paragraph 14.

2°GASB 101, paragraph 15.

2GASB 101 paragraphs 22-24.

22GASB 101 paragraph 25.

2GASB 101 paragraphs 17-18.

24GASB 101 paragraph 23.

2GASB 100 paragraph 17.

26GASB 101 paragraph 19.

27GASB 101 paragraphs 10 and 23.

22GASB 101 paragraphs and 26.
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