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About these eNotes
These eNotes are part of the IASeminars "US GAAP Essentials Sampler Course 2018" course. They include all of the
information contained in the lessons for this module. These eNotes are provided for convenience but it is strongly
recommended that the online lessons are used to get maximum benefit.

It should also be noted that several parts of the online course: handouts, practice and final exam questions are not
included in these eNotes.
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US GAAP Overview

Financial Reporting
Financial reporting is the process of communicating financial accounting information about a company to external
users.

For example, the annual report includes:

1. Balance sheet

2. Income statement

3. Statement of cash flows

4. Statement of changes in stockholders’ equity

5. Notes to the financial statements

Users of Accounting Information
Users are external and internal to the firm

External Users are:

actual or potential investors (e.g., stockholders and bondholders)

creditors (e.g., suppliers and lending institutions)

other external users (financial analysts, advisors, brokers, underwriters, stock exchanges, taxing and regulatory
authorities, labor unions, etc..)

Internal users are:

company managers

employees

Financial Reporting
The financial information is provided in the following reports:

1. The balance sheet (or statement of financial position) summarizes a company’s financial position at a given
date.

2. The income statement summarizes the results of a company’s income producing activities for a period of time.

3. The statement of cash flows summarizes a company’s cash inflows and outflows for a period of time.

4. The statement of changes in stockholders’ equity summarizes the changes in each item of stockholders’
equity for a period of time.
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US Securities and Exchange Commission (SEC)

Who is responsible for accounting standards in the US? The SEC.

The SEC Administers the Securities Act of 1933 and Securities Exchange Act of 1934.

It has Delegated its legal authority (granted by Congress) to set GAAP to the FASB.

SEC reporting requirements include the following:

Form S-1 (registration statements)

Form 10-K (annual reports)

Form 10-Q (quarterly reports)

Form 8-K (disclosures of significant events)

Proxy statements (e.g., Form DEF 14A)

Insider holdings and trading activity (e.g., Forms 3, 4, & 5)

US GAAP

Generally Accepted Accounting Principles (GAAP) are the guidelines, procedures, and practices that a
company is required to use in recording and reporting the accounting information in its audited financial
statements.

GAAP define accepted accounting practices and provide a standard by which to report financial results.

The Accounting Standards Codification (ASC) integrates and organizes GAAP into about 90 topical areas.

FASB Codification: http://asc.fasb.org/

Who has set US GAAP?

Who has set US GAAP? Many organizations, including those below!

Major Players

Securities and Exchange Commission (SEC)

Financial Accounting Standards Board (FASB)

International Accounting Standards Board (IASB)

NOTE: Prior to the FASB’s existence, the AICPA was the standard setter (see next slide)

Minor Players

American Institute of Certified Public Accountants (AICPA)

Chartered Financial Analysts (CFA)

Financial Executives Institute (FEI)

Establishment of Accounting Standards: History

6

https://asc.fasb.org//


1938 - 1959 1959 - 1973 1973 - present

AICPA's Committee
on Accounting

Procedure
CAP issued a series of 51
Accounting Research
Bulletins (ARBs).

AICPA’s Accounting
Principles Board 

APB issued a series of 31
APB Opinions.

Financial
Accounting

Standards Board 
The FASB issued
Statements of
FinancialAccounting
Standards (SFASs). There
are 168 of these standards.

FASB now issues
Accounting Standards
Updates (ASUs).

FASB’s Organization Structure

Financial Accounting Foundation
(14-18 member board of trustees)

Advisory groups 
(e.g., the Financial Standards
Advisory Council which has
approximately 35 members)

Financial Accounting
Standards Board

(7 members)

Other Groups
(including Emerging Issues Task

Force)

Administrative Staff Research and
Technical Staff 

Appoint and oversee

Advise Appoint

Consult

Consult

Support

FASB’s Due Process
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Identify Topic Appoint 
Task Force

Conduct 
Research

Issue Preliminary 
Views or 

Invitation to
Comment

Deliberate on
Findings

Hold Public
Hearings

Issue 
Exposure Draft

Hold Public
Hearnings

Modify 
Exposure Draft

Vote 
(simple majority) Issue Statement

Accounting standards are not created in a vacuum and may not be “ideal.”

A number of constituents (with different self-interests) participate in and, ultimately, influence standard setting.

FASB Accounting Standards Updates

The number of board members was increased from 5 to 7.

Effective July 1, 2009, changes to the source of authoritative U.S. GAAP, the FASB Accounting Standards
Codification™ (i.e., FASB Codification), are communicated through an Accounting Standards Update (ASU).

ASUs are now published for all authoritative U.S. GAAP promulgated by the FASB, regardless of the form in
which such guidance may have been issued prior to release of the FASB Codification (e.g., FASB Statements,
EITF Abstracts, FASB Staff Positions, etc.).

The FASB’s due process is described at:
http://www.accountingfoundation.org/jsp/Foundation/Page/FAFSectionPage&cid=1351027541520

FASB and IASB Convergence
The 2002 “Norwalk Agreement” formalized the commitment to converge standards between the U.S. FASB and the
International Accounting Standards Board (IASB).

Key FASB initiatives include:

1. Conducting long-term joint projects with IASB.

2. Participating in short-term joint convergence projects.

3. Monitoring IASB projects.

4. Conducting convergence research project.

5. Explicitly considering convergence potential in all decisions.

6. Having a liaison IASB member on site at the FASB offices.

Note: these joint projects have come to an end.

Convergence
Convergence Projects are now being wrapped up:

New joint Revenue Recognition standard (ASU 2014-09 issued on May 28, 2014)

Standards on credit losses and classification and measurement of financial instruments  (ASU 2016-01; ASU
2016-13)

Leases Standard issued – Initially a joint project, but the FASB and IASB ended up with standards with some
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key differences (ASU 2016-02 )

Transition groups have been set up to provide implementation guidance.

New Priorities
The end of a formal joint standard setting with the IASB

Relationship began in 2002 with the signing of the Norwalk Agreement

Convergence Process was difficult and time consuming

The SEC staff undertook a process lasting several years to evaluate the incorporation of IFRS in the U.S.

In July 2012 SEC staff issued its final report

No recommendation on adoption

IFRS is not currently supported by the vast majority of US market participants

Not clear whether or when the SEC will consider incorporating IFRS in the U.S.

The FASB to continue to work with the IASB:

Continue to inform the IASB of FASB’s agenda

Continue to provide advice to the IASB on projects of importance to U.S. stakeholders.

Prevent further divergence between US GAAP and IFRS when feasible.

Play a central role in providing implementation guidance on the converged standards

Help ensure that implementation of converged standards results in high degree of global comparability

However, joint deliberation of standards will cease

New Priorities beyond Convergence:

In Spring 2015 the Financial Accounting Standards Advisory Council (FASAC) conducted its survey

Purpose was to identify future project priorities and new agenda items

Guiding principles for the FASB: improve quality of standards and simplify

Balance costs with benefits

New Priorities - Continued
Priority Areas:

Financial performance reporting

Improving cash flow classification

Pensions and other post-retirement benefits

Liabilities and equity

Intangible assets (especially important to the technology industry).

Pace of standard setting from 2010-2013 had slowed down

See resources section for a list of recent standards set by the FASB

Expect pace to pick up in the near future!

More standards for private companies

A more active EITF
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Better communication of standards to users and preparers

Codification Structure
The codification uses topic based model with 90 individual topics

The Codification is organized from broad to specific: topics divided into: subtopics, sections, and subsections

Topics are grouped under the following categories:

General Principles and Objective

Presentation (guidance specific only to presentation – income statement, Balance sheet, segment reporting,
eps etc.)

Financial statement accounts (examples equity, revenue recognition, inventory etc.)

Broad transactions (affect multiple financial statement accounts (e.g., hedging, business combinations)

Industries (topics unique to industry – e.g., airlines, software, real estate)

Hierarchal Relationships

Subsecion Subsecion Subsecion Subsecion Subsecion Subsecion

SectionSection Section Section

Subtopic Subtopic

Topic

©2013 Cengage Learning

Codification Structure
Topical structure

Illustration of the hierarchy

The following figure provides the terminology and a visual representation using a partial hierarchy of the Leases
Topic.
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Overall Capital Leases

Leases

Operating
Leases

Scope Disclosure Scope Disclosure Scope Disclosure

Subtopics

Sections

Su
bs

ec
tio

ns Lessees

Lessors

Lessees

Lessors

Lessees

Lessors

Lessees

Lessors

Lessees

Lessors

Lessees

Lessors

Note: This is for illustration purposes only and does not include all Topics, Subtopics, Sections and Subsections.

Codification Structure - Continued
The following Structure of referencing pursuant to FASB Guidance should be used: 

ASC XXX-YY-ZZ-PP

XXX = Topic

YY = Subtopic,

ZZ = Section

“S” preceding the Section number indicates SEC content

PP = Paragraph

For example, sample references for Leases: 

ASC 840 = Leases (Topic)

ASC 840 – 10 = Overall (Subtopic)

ASC 840 – 10 – 15 = Scope (Section)

ASC 840 – 10 – 50 = Disclosure (Section)

If a new para is inserted later, the existing numbers will not change. Ex: 55-3a might be inserted later between 55-3
and 55-4.

Updating the Codification
The FASB has developed Codification update instructions to document changes to the Codification

Go to https://asc.fasb.org// and explore the codification (the basic view is free of charge!)

When the Codification became authoritative:

The FASB issues individual standards in the form of Codification Updates numbered as Year – Sequence 

For example, FASB Codification Update 2011–01

The FASB updates the Codification concurrent with the release of a Codification Update

New accounting guidance is the form of Accounting Standards Updates (ASU)

For example 2009–13

Exposure drafts contain proposed changes to the Codification
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Public Company Accounting Oversight Board (PCAOB)

PCAOB is a nonprofit corporation established by Congress to oversee the audits of public companies in order
to protect investors

Sarbanes-Oxley Act of 2002 created the PCAOB

SEC has oversight authority over the PCAOB, including the approval of the Board's rules, standards, and
budget

The PCAOB Audits the auditors

Codification Exercise

1. Go to www.fasb.org

2. Find the accounting standards codification

3. Register for the basic view (free of charge). Note that the basic view does not allow you to use the search tool
or join sections or right click.

4. Find the new revenue recognition standard. Answer the following question: List the indicators for determining
whether an entity is a principal or agent. Hint: Go to the implementation guidance and find it there. What is the
section number where you found your answer?
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