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NOTE TO STUDENTS

This Study Guide is provided as an aid to your study of Fundamentals of Intermediate Accounting, by
Dgnald E. Kieso and Jerr)_l J. Weygandt, and Terry D. Warfield. If used wisely, it can supplement and
reinforce your understanding of the concepts and techniques presented in the textbook. Never rely on

the Study G_uide as a substitute for a thorough reading of the textbook material. This Study Guide
merely highlights the in-depth presentation in the textbook.

An approach that combines use of the Study Guide and textbook material is suggested below.

1. Read the textbook presentation of the chapter.
Read the chapter review paragraphs in the Study Guide.

Answer the questions and review exercises appearing at the end of the chapter review
paragraphs and compare your answers with those found at the end of each chapter. The
extent of your success in answering these questions and exercises will indicate your
understanding of the chapter. If you were unsuccessful in answering a large percentage of
these questions correctly, you should read the textbook again.

are found at the end of each chapter. In addition to
nultiple choice question, an explanation is provided
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When preparing for examine s, the Study Guide material may
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. Financial Accounting and
Accounting Standards

CHAPTER STUDY OBJECTIVES

Identify the major financial statements and other means of financial reporting.
Explain how accounting assists in the efficient use of scarce resources.

Identify some of the challenges facing accounting.

Identify the objectives of financial reporting.

Explain the need for accounting standards.

Identify the major policy-setting bodies and their role in the standards-setting process.
Explain the meaning of generally accepted accounting principles.

Describe the impact of user groups on the standards-setting process.

© PN AW

. Understand issues related to ethics and financial accounting.

esp onsibility for developing such standards.
veloping financial accounting standards
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c.  Soft assets.
d. Timeliness.

S.0.4) The objectives of financial accounting are to provide information that:

G (
is useful to present and potential investors and creditors and other users in mak

investment, credit, and similar decisions;
helps present and potential investors and creditors and other users in assessing the am
Ountg

INg rationg)

b. _ :
timing, and uncertainty of perspective cash receipts from dividends or interest ang
proceeds from the sale, redemption, or maturity of securities or loans; and nd the

c. clearly portrays the economic resources of an enterprise, the claims to those resources

, and

the effects of transactions, events, and circumstances that change its resources and claj
m
those resources. S to

7. (S.0.5) The accounting profession has developed a common set of standards and proced
known as generally accepted accounting principles (GAAP). These principles serve as a genera| Ergs
to the accounting practitioner in accumulating and reporting the financial information of a busgin; e
enterprise.  Although the adoption of some generally accepted accounting principles has caus S;
controversy among accountants as well as members of the financial community, a majority of t;
members in each group recognize the ultimate benefit an accepted set of accounting principles can brin;

to the financial reporting process.

Accounting Organizations

8. (S.0.6) Financial accounting standards in use at this time in the United States are primarily a
result of the accounting profession's efforts during the past 75 years. Prior to that time accounting
practices were relatively unsophisticated owing to the lack of extensive economic development in the
United States. The American Institute of Certified Public Accountants (AICPA), the national
professional organization of practicing Certified Public Accountants (CPAs), has been a catalyst in the
development of GAAP in the United States. Although the responsibility for setting accounting standards
now rests with the FASB, the Securities and Exchange Commission (SEC), the Governmental Accounting
Standards Board (GASB), and other organizations can and do influence the standards-setting process.

9. The SEC takes a great deal of interest in the standards developed by the accounting profession.
The SEC is an agency of the federal government that monitors the activities of corporate enterprises
whose stock is publicly held. The SEC requires each corporate entity under its jurisdiction to file a set of
annual audited financial statements. The SEC has the mandate to establish accounting principles;
however, the SEC's involvement in the development of accounting standards has varied. In general, the
SEC has supported the development of accounting standards by the private sector; however, there have
been times when they have stepped in and prodded the private sector into a different direction.

10. The first group appointed by the AICPA to address the issue of uniformity in accounting
practice was the Committee on Accounting Procedure (CAP). This group served the accounting
profession from 1939 to 1959. During that period it issued 51 Accounting Research Bulletins (ARBs)
that narrowed the wide range of alternative accounting practices then in existence. Even though the work
of the Committee on Accounting Procedure was a valuable aid to accounting practitioners, the authority
for its pronouncements rested solely on general acceptance by the accounting profession.

: 11. 1In 1959, the AICPA created the Accounting Principles Board (APB). The major purposes of
this group were (a) to advance the written expression of accounting principles, (b) to determine
appropriate practices, and (c) to narrow the areas of difference and inconsistency in practice. The APB
was designated as the AICPA's sole authority for public pronouncements on accounting principles. Its
pronouncements, known as APB Opinions, were intended to be based mainly on research studies and be
supported by reasons and analysis. The APB Opinions constituted GAAP until superseded by subsequent
pronouncements of the body designated by the accounting profession to issue such pronouncements.
Although the AICPA recognized other sources as providing substantial authoritative support for
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Chapter 1: Financial Accounting and Accounting Standards

accounting practices, the burden for justifying a departure from financial accounting standards rests with
the reporting member.

The FASB

12. The APB operated in a somewhat hostile environment for 13 years. Early in its existence it was
criticized for overreacting to certain issues. A committee, known as the Study Group on Establishment
of Accounting Principles (Wheat Committee), was set up to study the APB and recommend changes in
its structure and operation. The result of the Study Group's findings was the demise of the APB and the

creation of the Financial Accounting Standards Board (FASB). The FASB represents the current rule-
~ making body within the accounting profession.

13.  The mission of the FASB is to establish and improve standards of financial accounting and
reporting for the guidance and education of the public, which includes issuers, auditors, and users of
financial information. The FASB differs from the predecessor APB in the following ways:

a.  Smaller membership (7 versus 18 on the APB).

b.  Full-time remunerated membership (APB members were unpaid and part-time).

cH Greater autonomy (APB was a senior committee of the AICPA).

d Increased independence (FASB members must sever all ties with firms, companies, or
institutions).

e.  Broader representation (it is not necessary to be a CPA to be a member of the FASB).

Two basic premises of the FASB are that in establishing financial accounting standards: (a) it
should be responsive to the needs and viewpoints of the entire economic community, not just the public
accountin‘g profession, and (b) it should operate in full view of the public through a "due process" system
that gives interested persons ample opportumty to make their views known.

'ts of Financial Accounting Concepts
t to move away from the problem-by-
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16. (S.0.7) Generally accepted accounting principles (GAAP) are those pr inciples that haye
substantial authoritative support. Accounting principles that have substantial aqthontatlve support are
those found in FASB Statements and Interpretations, APB Opinions, and Accounting Research Bulleting
(ARBs). If an accounting transaction is not covered in any of these documents, the accountant may look
to other authoritative accounting literature for guidance.

17. (S.0.8) Although accounting standards are developed by using careful logic and empirica|
findings, a certain amount of pressure and influence is brought to bear by groups interested in or affected
by accounting standards. The FASB does not exist in a vacuum, and politics and special-interest
pressures remain a part of the standard-setting process.

18. Most countries have recognized the need for more global standards. In 1973, the International
Accounting Standards Committee (IASC) was formed to narrow the areas of divergence between
standards of different countries. Recently, the IASC has been restructured and renamed the
International Accounting Standards Board (IASB).

19. (S8.0. 9) In accounting ethical dilemmas are encountered frequently. The whole process of
ethical sensitivity and selection among alternatives can be complicated by pressures that may take the
form of time pressures, job pressures, client pressures, personal pressures, and peer pressures.
Throughout the textbook, ethical considerations are presented to sensitize you to the type of situations
you may encounter in your profession. 1 gy e




