Errata for Financial Accounting for Executives, 1st Edition, by Ferris & Wallace
Chapter 1
    Page 21: Appendix 1B was erroneously inserted in the middle of Appendix 1A, which continues on pages 22 and 23.

Chapter 2

    Page 37: Transaction No. 4 for the Russian River Valley Winery involves the capitalization of $100,000 in start-up costs. AICPA SOP 98-5, adopted April 1999, requires that start-up costs be expensed when incurred. We disagree with this policy as it places an unfair burden on start-ups when trying to raise new capital and the policy was poorly justified by an analogy to R&D costs. If the AICPA was truly concerned about eliminating divergent accounting practices we wonder why the institute failed to consider such “low hanging fruit” as the full cost method of accounting for exploration and development costs by small energy companies. We use the start-up cost controversy to illustrate the concept of expense versus capitalize, as well as to illustrate the difficulty of developing consistent, widely-accepted accounting standards.

Chapter 3

    N/A

Chapter 4
    N/A

Chapter 5
     N/A

Chapter 6
     N/A

Chapter 7
   Page 233: SFAS 154 requires that retrospective accounting be utilized in all accounting principle changes except when retrospective application is impracticable and except for depreciation, amortization or depletion method changes for long-lived, nonfinancial assets. Allocation method changes for long-lived, nonfinancial assets are to be accounted for as “a change in accounting estimate due to a change in accounting principle” using a prospective approach. Additionally, the FIFO-LIFO method policy change is no longer an exception and retrospective restatement should be utilized if practicable. Retrospective accounting, however, is rarely practicable for a FIFO-LIFO method change.
   Page 237: SFAS 141 revised (2007) no longer requires that negative goodwill be written off against an acquiree’s assets and instead may be immediately recognized as extraordinary income.

Chapter 8

   Page 260: SFAS 159 (2007) allows investors to use a fair value option rather than the equity method for minority equity investments. The fair value option, if elected, is irrevocable. Under this option, a firm reports its investments in a manner consistent with the accounting for trading securities, with unrealized gains (or losses) reported on the investor’s income statement.  The fair value election provided under SFAS 159 is very similar to International Accounting Standard (IAS) 39 which also provides a fair value election for minority equity investments.
   Page 261: SFAS 160 (2007) requires that minority interest now be reported as a component of shareholders’ equity, called “noncontrolling interest.” Minority interest was previously reported on the balance sheet either as a component of debt or in the mezzanine section between liabilities and shareholders’ equity.

Chapter 9
   N/A

Chapter 10
   Appendix 10B. Appendix 10B does not differentiate between the accounting for speculative hedges and business risk-related hedges. Under U.S. GAAP, the accounting for hedge wealth changes is dependent on a firm’s intent in utilizing the instrument. Gains/losses on speculative hedges, for example, are reported in the income statement, whereas gains/losses on business risk-related hedges that qualify for hedge accounting treatment under SFAS No. 133 are matched with the corresponding gain/loss from the hedged item. If the gain/loss from the hedged item is reported in current period income, the gain/loss on the hedge is likewise reported as part of current period income. If, however, the gain/loss on the hedged item is deferred to a later fiscal period, the gain/loss from the hedge is reported in Other Comprehensive Income as a component of shareholders’ equity.

Chapter 11
       P. 368, second to last paragraph, line 7….”the additional paid-in capital account…” should be  “ the par value account…”

Chapter 12
   N/A

