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PREFACE

GAAP: Interpretation and Application provides analytical explanations and copious il-
lustrations of all current generally accepted accounting principles. The book integrates prin-
ciples promulgated by all the relevant standard-setting bodies—the FASB, including its
Emerging Issues Task Force’s consensus summaries and discussion issues and staff
positions, and the AICPA’s Accounting Standards Executive Committee (AcSEC)—which
have now been officially withdrawn and integrated into the FASB’s recently released
Accounting Standards Codification.™

With the completion and public release of the FASB’s codification project, virtually all
formerly promulgated and still-extant US GAAP has been superseded by a unified, codified
set of standards. All such guidance is now presented in a single, integrated set of materials,
and former individual standards, interpretations, and other requirements have been with-
drawn. This book represents a complete integration of the new Accounting Standards Codi-
fication (ASC) references into the Wiley GAAP reference work that is now in its 28" annual
edition.

The principal intended audience for the book is the practitioner, with the primary objec-
tive being to assist in resolving the myriad practical problems faced in applying GAAP. Ac-
cordingly, meaningful, realistic examples abound, guiding users in the application of GAAP
to complex fact situations that must be dealt with in the real world practice of accounting In
addition to this emphasis, a major strength of the book is that it does explain the theory of
GAAP in sufficient detail to serve as a valuable adjunct to accounting textbooks. Much more
than merely a reiteration of currently promulgated GAAP, it provides the user with the un-
derlying conceptual bases for the rules, in order to facilitate the process of reasoning by anal-
ogy that is so necessary in dealing with the complicated, fast-changing world of commercial
arrangements and transaction structures. It is based on the author’s belief that proper appli-
cation of GAAP demands an understanding of the logical underpinnings of all its technical
requirements.

Each chapter of this book, or major section thereof, provides an overview discussion of
the perspective and key issues associated with the topics covered; a listing of the professional
pronouncements which guide practice; and a detailed discussion of the concepts and the ac-
companying examples. A comprehensive disclosure checklist, following the main text, of-
fers practical guidance to preparing financial statements in accordance with GAAP, with
supplemental insights into SEC-mandated disclosures as needed.

The author’s wish is that this book will serve preparers, practitioners, faculty, and stu-
dents, as a reliable reference tool to facilitate their understanding of, and ability to apply, the
complexities of the authoritative literature.

Steven M. Bragg
June 2011
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DEVELOPMENT OF GAAP
What Is GAAP?

The phrase “generally accepted accounting principles” is a technical accounting term that
encompasses the conventions, rules, and procedures necessary to define accepted accounting
practice at a particular time. It includes not only broad guidelines of general application,
but also detailed practices and procedures.
provide a standard by which to measure financial presentations. Auditing Standards Board

(ASB), AU Section 411

Those conventions, rules, and procedures

Generally accepted accounting principles (GAAP) are concerned with the measurement
of economic activity, the time when such measurements are to be made and recorded, the
disclosures surrounding this activity, and the preparation and presentation of summarized
economic information in the form of financial statements. GAAP develops when questions
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arise about how to best accomplish those objectives—measurement, timing of recognition,
disclosure, or presentation. In response to those questions, GAAP is either prescribed in of-
ficial pronouncements of authoritative bodies empowered to create it, or it originates over
time through the development of customary practices that evolve when authoritative bodies
fail to respond. Thus, GAAP is a reaction to and a product of the economic environment in
which it develops. As such, the development of accounting and financial reporting standards
has lagged the development and creation of increasingly intricate economic structures and
transactions.

There are two broad categories of accounting principles—recognition and disclosure.
Recognition principles determine the timing and measurement of items that enter the ac-
counting cycle and impact the financial statements. These are quantitative standards that
require economic information to be reflected numerically.

Disclosure principles deal with factors that are not always numeric. Disclosures involve
qualitative information that is an essential ingredient of a full set of financial statements.
Their absence would make the financial statements misleading by omitting information rele-
vant to the decision-making needs of the reader. Disclosure principles complement recogni-
tion principles by explaining assumptions underlying the numerical information and provid-
ing additional information on accounting policies, contingencies, uncertainties, etc., which
are essential to fully understand the performance and financial condition of the reporting
enterprise.

Who Created GAAP?

From time to time, the bodies given responsibility for the promulgation of GAAP have
changed, and indeed more than a single such body has often shared this responsibility.
GAAP established by all earlier standard-setting bodies, to the extent not withdrawn or su-
perseded, remains in effect at the present time. These bodies are described in the following
paragraphs.

Committee on Accounting Procedure. The first serious attempt to create formalized
generally accepted accounting principles began in 1930, primarily as a consequence of the
stock market crash of 1929 and the widespread perception that an absence of uniform and
stringent financial reporting requirements had contributed to the rampant stock market
speculation of the preceding decade that culminated with that crash. (Previously, GAAP had
largely been defined by academic writings and general industry practices.) The American
Institute of Accountants, (which in 1957 was renamed the American Institute of Certified
Public Accountants [AICPA]), created a special committee to work with the New York Stock
Exchange toward the goal of establishing standards for accounting procedures. The special
committee recommended five rules to the Exchange that were published in 1938 as Ac-
counting Research Bulletin (ARB) 1 of the Committee on Accounting Procedure. The
Committee subsequently published 51 such bulletins, including Accounting Research Bulle-
tin 43, which consolidated and superseded Bulletins 1-42. The Committee also attempted to
achieve uniformity in accounting terminology. However, the Committee’s limited resources
and lack of serious research efforts in support of its pronouncements were questioned in the
late 1950s, particularly as a number of very complex controversial topics loomed on the
horizon.

Accounting Principles Board. The profession’s response was to substitute, under its
auspices, the Accounting Principles Board (APB) for the Committee on Accounting Proce-
dure. This was done to facilitate the development of principles, which were to be based pri-
marily on the research of a separate division of the AICPA, the Accounting Research Divi-
sion. Under this strategy, the Division was to undertake extensive research, publish its



