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An accounting standard for state and local governments that addresses the
impairment of capital assets and insurance recoveries provides important
information to users of financial statements and resolves some but not all of the

issues underlying its purpose.
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An accounting standard for state and local governments that addresses the
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impairments when they occur, rather than as a part of the ongoing depreciation
expense for the capital asset or upon disposal of the capital asset. It also provides

uniform reporting guidance for insurance recoveries of state and local governments.

“The recent PIR Report has provided some important stakeholder feedback on the
benefits of and the cost associated with the requirements of Statement 42 in light of
actual experience,” said GASB Chair David A. Vaudt. “On behalf of the GASB, I would
like to thank the Foundation for undertaking this important process and all of the
individuals and organizations who gave their time to share their insights and

experiences with the PIR staff.”

The PIR team received broad-based input from GASB stakeholders including auditors
and preparers, and more limited input from financial statement users and academics.

Based on its research, the review team concluded:

e Statement 42 resolved some of the issues underlying its stated need but may not
have completely resolved all of them.

o In particular, users have mixed views as to whether Statement 42 achieved the
two objectives for capital asset impairments: establishing recognition criteria
for impairments, and requirements that appropriately measure the effects of
impairments.

o For insurance recoveries, Statement 42 achieves the objective of establishing
and clarifying guidance for accounting for insurance recoveries for all funds
and activities.

e The capital asset impairment and insurance recovery information governments
provide in their financial statements is important to users of financial statements.
However, that information may be difficult for some users to understand and may

not be as detailed or as comparable across governments as some users may wish.
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e Most of Statement 42’s requirements are operational but some stakeholders find
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recovery information have been achieved. However, the expected benefit of
improved user understanding of capital asset impairments’ financial impact on

governments may not have been achieved to the extent expected.

With regard to standard-setting process recommendations as a result of the review,
the PIR team recommended that the GASB conduct, at a minimum, a limited field test
when proposing to issue a standard with new recognition or measurement
approaches, and share the results with users to assess the usefulness of the resulting

information.

The review of Statement 42 was undertaken by an independent team of the Financial
Accounting Foundation (FAF), the parent organization of the GASB and the
Financial Accounting Standards Board (FASB). The team’s formal report is available

here. The GASB’s response letter to the reportis available here.

With the completion of the review of GASB Statement 42, the PIR team will initiate
its review of GASB Statements No. 33, Accounting and Financial Reporting for
Nonexchange Transactions, and No. 36, Recipient Reporting for Certain Shared

Nonexchange Revenues, later this year.

Accounting e Accounting Standards e Auditing

CPA Practice Advisor is registered with the National Association of State Boards of Accountancy
(NASBA) as a sponsor of continuing professional education on the National Registry of CPE
Sponsors.

© 2024 Firmworks, LLC. All rights reserved


http://www.accountingfoundation.org/cs/ContentServer?c=Document_C&pagename=Foundation%2FDocument_C%2FFAFDocumentPage&cid=1176164304942
http://www.gasb.org/cs/ContentServer?c=Document_C&pagename=GASB%2FDocument_C%2FGASBDocumentPage&cid=1176164306386
https://www.cpapracticeadvisor.com/section/accounting/
https://www.cpapracticeadvisor.com/section/accounting-standards/
https://www.cpapracticeadvisor.com/section/auditing/
mailto:info@cpapracticeadvisor.com

