"Double-Entry" Journal - Changes in Estimates and Accounting Principles, and Error Corrections (Ch 20)
 SFAS 154
For Instructions see “Double entry Journal: Bonds”
What is the difference between a change in principle and a change in estimate?

Give an example of each:

What is the difference between a change in estimate and an error correction?

Give an example of an error:

How are changes in estimates handled?  

What are the required kinds of disclosures? 

Work: E 20-18; 16; P 20-8
How are error corrections handled? 
1. What would you do, for example, if in 2000 it was discovered that $20,000 worth of inventory had not be included in the physical count at the end of 1999? Be specific in your answer. 

2. How would your answer differ, if during the year it were discovered that rent expense had been debited for $2,000 to record purchase of an insurance policy?

Let's assume that a company had been using the direct write off method instead of the allowance method for the last three years.  The company is now changing to the allowance method.  

1. Is this a change in accounting principle or an error correction? Why? 

2. How would you handle this change? Be specific 
What type of disclosures must be made in the case of an error correction? 
Work: E 20-23, 19; P 20-16
Changes in Accounting Principles – 
What is considered the "normal" method of accounting for a change in principle? Why does this appear to be the preferred method?

What is meant by a "retrospective treatment"? How is it done? Be specific.

What is meant by a "prospective treatment" How is it done and under what conditions is it considered the appropriate treatment?

Changes in accounting principle require that a significant amount of information be disclosed.  Why? Do you think all that additional information is useful? Why (or why not)

Work: E 20-2; 9, 11, 13; P 8; 9 
What is a change in reporting entity? 

How is it handled? Why?

Work: C 20-12
