CHAPTER 1

Financial Accounting and
Accounting Standards
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FINANCIAL REPORTING ENVIRONMENT 4l Wil slae) diy
Essential characteristics of accounting are: & uladl Lulul) yailadl)

(1) the identification, measurement, and communication of financial information about
Jss Al il shaall £30) 5 (ulif g aaad

(2) economic entities to J dalaiy) sl

(3) interested parties. Adigal) il ylaY)
Economic Entity ¢-Lai®y) oLsl) Financial Statements 4l ail il Additional Information 48l cila glaa
Financial Information 4l Gleslaall 1, Balance Sheet 4sagasdl 4 j2all | President’s letter i) Al
Accounting?  fdsulaall 2. Income Statement J3d (ke Prospectuses  (ulua¥) Jala) el il

Identifies and Measures and 3. Statement of Cash Flows Reports filed with governmental
Communicates 4aal) clsdil) by agencies  AsasSadl clgall y al) ad
(Jsnnsill) G5 (< padll) 203 | 4. Statement of Owners’ or News releases A LAY @) i
(Joal 5ill) Joal 53 5 Stockholders’ Equity Forecasts Bl [ i

Catlusal) o) ASlall (3 g ¢k Environmental impact statements
Note Disclosures <l ¢e zlady) ) i) iy
GAAP Etc. &

Lalle 4 glial) dpsalaal) (g alsal)

Accounting and Capital Allocation Jlall (ul ) pasais g dsulaall

Resources are limited. Efficient use of resources often determines whether a business thrives.
Al a3 AS a1 Le o) sall Jladl) aladin¥) oy L Gle 3358 3 ) sall

Financial Reporting (e & Users (present and potential) Capital Allocation
4 slaiaal) g ¢ gallaldl) ¢ sadiiioial ¢ Y
The financial information a (& s "’"’d ) & ‘ Juall () pamads
company provides to help users Investors and creditors use The process of determining how
with capital allocation decisions financial reports to make their and at what cost money is
about the company. capital allocation decisions. allocated among competing
A<l Lgatii il Allal) il slacl A Qg5 G planall o8y interests.
i HAT 3 (periioaall acliud o)) Gapads & ) JA5Y AL a3 i 4S5 gl s A€ apnidlee
WHAT DO THE NUMBERS MEAN? (88 351 AN Jpeal) b i (pa L)€ 18 Y) a1 3La

Ans: IT’S THE ACCOUNTING (ki 3¢) jall 4;laY1) dalaal) Lg5)
“It’s the accounting.” That’s what many investors seem to be saying these days. Even the slightest hint
of any accounting irregularity at a company leads to a subsequent pounding of the company’s stock
price. For example, the Wall Street Journal has run the following headlines related to accounting and its
effects on the economy:
G sam L A8 ,8  Sdnulas ddllae Y maali o) ia GV o8 45l g o el e aedl () sam Le 13 Maulal) L)
A pelaally dalaial) Z00 Runi 1 inll Uy g e g5 R 5 ¢ Jall Jie lo 38580 s 3aY (i
Lyl e Ll il
* Stocks take a beating as accounting woes spread beyond Enron.
O3 A amy Le ) sl JSURR 50 Cm (o pnll o) (e
* Quarterly reports from IBM and Goldman Sachs sent stocks tumbling.
e aal i Y Goldman Sachs s IBM 48 i (e 4y sindl oy & <
* VeriFone finds accounting issues; stock price cut in half.
il ) ?@_...J\ s i VeriFone 48 i Aalal) dualaall Lleadl)

« Bank of America admits hiding debt. Osll elEal i yimy 1S 4l iy
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* Facebook, Zynga, Groupon: IPO drops due to accounting, not valuation.
) Gl s dplaall o alall QLESY) (:lidsl :Groupon s Zynga 9 Facebook
It now has become clear that investors must trust the accounting numbers, or they will abandon the
market and put their resources elsewhere. With investor uncertainty, the cost of capital increases for
companies who need additional resources. In short, relevant and reliable financial information is
necessary for markets to be efficient.
e (a3l 50 O smnrs Gl G sl ol ol ¢ Applad) Y1 (315 (e G sl o V) a5l (0 el
L) il glaall 6 ¢ Slaialyy ALl ) s ) Zling il S a0 JLall Gul 5 4805 810 55 ¢ peliasdl) Gy ade g A
Allad (3 g1 (0 5S5 ST A 5 pum 48 5 gall 5 AuiDUal)
Objectives of Financial Reporting 4allall s JLast) Célaaj
Provide financial information about the reporting entity that is useful to
S 1aba oSl ae 2 GLSH Jsa dalle il slaa b g

€ present and potential equity investors, Oslainally & sdlall agul) 5 et

€ lenders Cpn il

@ other creditors CsAT o sl
in making decisions in their capacity as capital providers. Ul Gl (padie pgibay <l ) A1 A3 &
[xI General-Purpose Financial Statements dalad) () 2N 3 Adlal) il

= Provide financial reporting information to a wide variety of users.
(el (e Arsl g A sanal Al E) il gl 55
=% Provide the most useful information possible at the least cost.
Al ol Saal) 3aiall e glaall ST 238
Equity Investors and Creditors QI g agdd) g paliinia
% Investors are the primary user group. 4! Greddina) de sana ad ()5 aianall
Entity Perspective oSl shiia
=% Companies viewed as separate and distinct from their owners.
lelaaal fe 8 juaia g Aliadia Ul Hal e
X Decision-Usefulness JJ_Al 4dadia [ 3aild
Investors are interested in assessing the company’s Al aply () 5 pafianall aigy
1. ability to generate net cash inflows
Al ) ila al g e 5l
2. management’s ability to protect and enhance the capital providers’ investments.
Ul (ul et ol L) 3 3035 dlaa e 3 laY) 5,08
UNDERLYING CONCEPTS Preparing financial statements according to accepted accounting standards

contributes to the comparability of accounting information
Lplaall il sleall 45 jlie lSa) 8 A gl Aplaall el 18 5 40lall Ll dlac) anloy dpuba) asalial)

WHAT DO THE NUMBERS MEAN? Al i 13la
DON’T FORGET STEWARDSHIP ((©) <Y 1S 3¢ Jall) il pay) (il ¥
In addition to providing decision-useful information about future cash flows, management also is
accountable to investors for the custody and safekeeping of the company’s economic resources and for
their efficient and profitable use.
Lis e o palivsall alal A 5 puse Uiyl 5 oY) (8 ¢ Aol Al sl Lay Sl el SASY sade e slea b g8 ) A8l
el s Jladll Lgaladiinn 5 48 50 4pslai) 3 ) sl Jais
For example, the management of The Hershey Company has the responsibility for protecting its
economic resources from unfavorable effects of economic factors, such as price changes, and
technological and social changes.
e ¢ alai@Y) Jal gall Al gal) pie HEY) e AualaiBV) lad ) se dolen Al g gune (o A8 3 5 )0) Jaadi ¢ JEal) Juw e
e La Y15 Al S G kil e ol
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Because Hershey’s performance in discharging its responsibilities (referred to as its stewardship
responsibilities) usually affects its ability to generate net cash inflows, financial reporting may also
provide decision-useful information to assess management performance in this role.
o i 2l g e Ll e i Lesale (G aY) Ul sae 4] L) 40l 5 juses g a8 5 slal OY 15k
s 13 85 Y el agl ) jal HASY sake e glea Uiyl A0l a8 5 08 ¢ ddlia
The Need to Develop Standards  _saall gkl ) dalal)

Financial Statements 4dlal) ail gall

Various users need % Balance Sheet e gazd) 433 juall
financial information & Income Statement Jaall ol
o) Gpaadiusall o aall sy « Statement of Cash Flows 4l cilsxill ol

Alle Sl sl 6 Statement of Owners’ or Stockholders’
Equity Opadbosall o ASLA) (3 58

Note Disclosures bl ge Zlady)

*

Generally Accepted Accounting
Principles (GAAP)
L gee Al glial) Lualaal) (590 (GAAP)

The accounting profession has attempted
to develop a set of standards that are
generally accepted and universally
practiced.
o) (e e gana skl Audaal) dge il gla
Lalle i laall 5 s sac & giiall

PARTIES INVOLVED IN STANDARD SETTING  _slaal) ala) A &S jLdal) il kY

Three organizations: <lahiia &30

€ Securities and Exchange Commission (SEC).
@ American Institute of Certified Public Account
€ Financial Accounting Standards Board (FASB).

Securities and Exchange Commission (SEC)
@ Established by federal government.

@ Accounting and reporting for public companies. aslall ClS a5y &l 5 sl

gy gl g Autlall (51, 5Y) Aia

il sall 5 AdLall (315530 A
O s Calaall S5 5eY) agadll
LI adll julae (ulaa

ants (AICPA).

A il A KA Leiad

Securities Act of 1933
1933 alall 4dlall (31, $¥1 (5 538

Securities Act of 1934
1934 alall Ll G, 1 ¢ 53

€ Encouraged private standard-setting body.
€ SEC requires public companies to adhere to GAAP.

Lo sac A siall dlaall (salaey al V) dalall S 1) (p Al allas

€ SEC Oversight.
€ Enforcement Authority.

American Institute of Certified Public Accountants (AICPA)

€ National professional organization 4k s dyige dakaic
@ Established the following: b L Ll

LAY L
dail) / Alary) ddal

Ol AN Cppaalanall (5 5a¥) agaal)
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Committee on Accounting Procedures
dadaall cie) Y Adal

Accounting Principles Board
dpuladl) (sala ulaa

® 1939101959 °

® |[ssued 51 Accounting Research Bulletins (ARBs) °®
Ll Silasd 3,55 51l

® Problem-by-problem approach failed °®

Ban e A1 JS es Ji8

1959 to 1973
Issued 31 Accounting Principle Board Opinions (APBOs)
Liulaall 5ol palaa o151 e Gl 31 Jlaal
Wheat Committee recommendations adopted in 1973
1973 ple sadiaall Lia] Gilpa &

Financial Accounting Standards Board (FASB)

Wheat Committee’s recommendations resulted in creation of FASB.
Al daadl julee (dae oL e 2aalll Cilica & < il

Financial Accounting Foundation
Al dilaal) A e

Financial Accounting Standards Board

ALl duslaall jules (ulss
Financial Accounting Standards Advisory
Council

ALl udadll el (5 LiiuY) Gl

Missions is to establish and improve standards of finan
between FASB and APB include:

:APB § FASB (i ClBUAY) Jadi |y L&l
Smaller Membership.
Full-time, Remunerated Membership.
Greater Autonomy.
Increased Independence.
Broader Representation.

The Due Process System of the FASB (< sk 5 48 ja caag)dallal) duclaall plra (udaa (8 455 538N i) aY) aldid

Allal) dsulaal) julea (ulaa

Selects members of the FASB. sliac) Hlidy
Funds their activities. Lkl J g
Exercises general oversight. aslall 46 31 e jla
Mission to establish and improve standards of

financial accounting and reporting.
o alae) g Al Avuladll juleae Gueat g L) daga

L 4k X X 2

2

Consult on major policy issues.
ol Abead) Lleas iy gLl

cial accounting and reporting. Differences

falac) g Adlall duslaall julea (st g LS| <* Missions
b dlie JalS ol g2 &y guae
S aSal) (e ST 8
Jlaiay) sk )
sl Jiias

3
3

3
®

Pros

1]

[

3
2.
A

P

S—Y

]

Preliminary Views

What do
you think?
f

Topics identified and placed

tin Bpardz“a;gerjda.‘ Siases
oadaall Jus Joaa o

Research and analysis conducted and

£1Y1 Jlaal g Judaill s &l ¢ )

preliminary views of pros and cons issued.

_cbutod g clala S 48531

Public hearing on proposed standard.

5 g el dea Ade pliad Ay

Exposure Draft

s 51091 (udas ags Board evaluates research and
Aalall 4laicl g Sgaadll public response and issues
JLLall (e 3agay exposure draft.

Board evaluates responses and >2¥¥! 043+ #3%
changes exposure draft, if nece§sarY.fJ‘~)" P-‘-"‘-‘
Final standard issued. ¢ candl Bagua sty

kel laal) Jlaual a3 _sai) 238 13)
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Types of Pronouncements  (&lall jildall)cilay puaill g1 gl

€ Accounting Standards Updates. € Financial Accounting Concepts.
doulaal) julaa cliyaasg 4lal) dpdaal) asalia

FINANCIAL ACCOUNTING SERIES

I& Accounting Stanparps Urpate AP0 145 l1zs0aMOuS i F i n a n c-i a I
Accounting Series

Statement of

e B Financial Accounting
Debt Issuance or Other Financing

Concepts No. 6

Elements of Financial Statements

O I AR o S a replacement of FASB Concepts Statement No. 3

(incorporating an amendment of
FASB Concepts Statement No. 2)

An of the FASB

Financial Accounting Standards Board
of the Financial Aceounting Foundation

GENERALLY ACCEPTED ACCOUNTING PRINCIPLES lesas 4 gial) dsuilaal) (sala

Principles that have substantial authoritative support. oS G5isa pea L L (salal)
Major sources of GAAP: Lo e A gl dsulaall foalaal Ao 1) jaliadll

@ FASB Standards, Interpretations, and Staff Positions.

il gall Caalia s il i) AL dpulaall julze Galaa yulae
@ APB Opinions. APB &)
@ AICPA Accounting Research Bulletins. AICPA dpulaall &sany &l il

WHAT DO THE NUMBERS MEAN? e‘ﬁﬂ‘ (25 3
YOU HAVE TO STEP BACK 5 ki 3 5all dile
Should the accounting profession have principles-based standards or rules-based standards? Critics of the
profession today say that over the past three decades, standard-setters have moved away from broad
accounting principles aimed at ensuring that companies’ financial statements are fairly presented. Instead,
these critics say, standard-setters have moved toward drafting voluminous rules that, if technically followed
n “check-box” fashion, may.shield auditors and companies from legal liability.
That has resulted in companies creating complex capital structures that comply with GAAP but hide billions of
dollars of debt and.othér obligations. To add fuel to the fi re, the chief accountant of the enforcement
division of the SEC noted, “One can violate SEC laws and still comply with GAAP.”
AN 5 giadl Hlae o 4l o sl digall saine Jsiy Sac) sl o Al julaa ol (saliall Lo AalE e duudaall Ligal ()5S o any Ja
¢l (e Yauy Joke IS Sl Al bl s (laca ) g ) dalall ddaal) (ool e ulaal) gaal g 2wl ¢ Gyl
Ol gl (cend a8 " LEAY) A" A lay Ui Lee ) 5 13) ¢ A ao) g Aelia sai yulaal) grial sl at ¢ Sl oY 58 J s
Lo sae 41 i) Zonslaall (50lia ga (580 58 53ne Allansd ) JSLaa £Liily S 5l oL 1 I3 (ool 285 40 gl 40 g pasall (ho S 301
Aiad b Y] pad 3 el € BaY ¢ 2l pall 1) 585l ALY s AN el V1 ¢ saall e Y 2l G jlle ia Sl
" Lo sae A gitall pdaall (sabadd Jiiey J1 3 ¥ 5 SEC 0l 58 gty () o el 8" ¢ il ll 5 el (31,55Y)
In short, what he is saying is that it is not enough just to check the boxes. This point was reinforced by the
chief accountant of the SEC, who remarked that judgments should result in “accounting that reflects the
substance of the transaction, as well as being in accordance with the literature.” That is, you have to exercise
judgment in applying GAAP to achieve high-quality reporting.
Cla  sall s Alall (31559 diad 8 Guealaall 5uS U8 (e Adai) 038 3 jad o3 Clay yall daati 3 e G Y 4 8 Al gl Lo ¢ laialy
Glle ¢ imay ") ce 488 gl LS e Db ¢ Alalaal) o sa a3 Aunlad” L g5 O camg plSaY) of )Ll 3
Basadl Adle 5y )& Gaiad Lo gae A pital) dpulaall (salae (gaadai 8 aSal) A jlas
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FASB Codification FASB i<l
€ Goal in developing the Codification is to provide in one place all the authoritative literature related
to a particular topic.
)y OSe (8 (pra @ s sa Adliall dpans ) Cldlsall paan i 58 Capiaill skl (e Caagd)
@ Creates one level of GAAP, which is considered authoritajcive.
ABgisa et Al g ¢ Lages A gital) Lol Coial (e 1) 5 (5 slue (200
€ All other accounting literature is considered non-authoritative.
A gige e AV dpulaall Dl sall e iind
FASB has developed the Financial Accounting Standards Board Codification Research System (CRS). The
FASB’s primary goal in developing the Codification is to provide in one place all the authoritative
literature related to a particular topic.

& FASB (ball) Cargll (CRS) Alball dailaal) julaa (pulana Ciniiali Cilag alad y glaiy Agllall Ladlaal) juilas (ulaa o8
FASB Codification Framework FASB <isiai jal
Topic sl [ § g gal

Provides a collection of related guidance on a

given subject, such as receivables or leases. 310—Receivables
.wayydpw1utau1mdvtwuw}y 5_;:,4_,'“5_310
L) agie gl ildakeall e l
Subtopics s il audal gall 1 l
Subset of a topicz:d distinguished by type 40—Troubled-Debt
or scope. For example, overall and troubled-debt 10—Overall Restructurings by
restructurings are two subtopu:s of receivables. ple =2 - 10 Creditors
B g T i L Sl g B guda gall (1o A A e gaa e A sae] - 40
Bl g Aduaa) Gl o el G S | Cntall S e B _faall
Agaddl aadll o e A e ga ga AlSgl) Bl ) 1 l
Sections A2
Indicate the type of content in a subtopic, 30—Initial 35—Subseguent

such as initial measurement. In some Measurement Measurement
cases, subsections are used but ssasligssh A8 uLdh o 30 GO el -

not numbered. - ol S 8 2 £ pnga F l

B ¥ ol p A A ALLBY alaasd A o SNl ey B
Paragraphs 5 il

This level is where you will find the substantive i gica g o gocali 13 E=laE s A
content related to the issue researched. ahial .= gngall s giasll 42 s, || 7@€ Receivables
(All other levels exist essentially to find the g ta5) ot sd i, |, Not Held for Sale

litadl sl y Ly A0 - 47
material related to the paragraph Ievel content.) . - N
T i,ugdkp.u.h Agall o jgiall nlod J05 o AT el gl Gl g Bifaad) 22 4

MAJOR CHALLENGES IN FINANCIAL REPORTING  4xilall il dlae) (A A pl) culgaasil)
GAAP in a Political Environment Lpabn Ay (A Lagas A gilal) Lpslanal) (glia
GAAP is as much a product of political action as it is of careful logic or empirical findings.
Loy a il gl (3ds (glaia gL (& Lo Lty b oo gL (& Lages A gl Loilaal) (s3laa )
User Groups that Influence the Formulation of Accounting Standards
el e delaa Lo i ) (peddiud) Gle sans

Business entities
A lad wlis

Alall paial

CPAs and Financial community
accounting firms (analysts, bankers, etc.)
s S 2 g (i 8 pealin (B G 53]

- Preparers Cruabaal
| B RES | FASS (e.g., Financial Executives Institute)

(;;*SLAI Ol aes o _o_ﬂ
- Government & gSa
| Gcatenichrs (SEC, IRS, other agencies) ‘
S aealsyl (s ATSYE; 'IRS .« SEC)
| Investing public J Jl Industry associations ‘
R e Generally Accepted Asliall clmaa

L.yécnuu_nti?wnci I;:EL...
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L8 dalal) ds) All ale MG&JC}L& Y
Expectation GAAP Lages 4 gial) duulaall (salia cilad g
What the public thinks accountants should do vs. what accountants think they can do.
Alxd () gaadain agll () grlaall Siay Le Jilie o slady o an Gl O ) sgaad) aiing e
€ Difficult to close in light of accounting scandals. dpnlae milbad Jb 8 48de) Craay
€ Sarbanes-Oxley Act. Sl il 18
€ Public Company Accounting Oversight Board (PCAOB).
.(PCAOB) 4alal) 4 il dpulas Ao 56l (ulas
Financial Reporting Challenges 4ullall L&l slac) cilyaas

€ Nonfinancial measurements. Alle Ll clulall
€ Forward-looking information. Aoallail) il sladll
€ Soft assets. Al J paY)
€ Timeliness. Cud gl
€ Understandability. agdll L0
International Accounting Standards 4 g3l Aaulaal) yulae
Two sets of standards accepted for international use: ol pladiu A Al el julaall (e (lie gana

@ U.S. GAAP, issued by the FASB.
Al dpdadl) julae (alae ge 3 0kall ¢ Basiall LY 3 Lo see Al sl dpuladl (salie
€ International Financial Reporting Standards (IFRS), issued by the IASB.
A5l dudadl) lae (alae e 5 alall (IFRS) Allad) &l dae Y A sall uledl)

Ethics in the Environment of Financial Accounting = 4dball daulaal) diy b (MAY)

In accounting, we frequently encounter ethical dilemmas. AEA) COLane 4a) 55 e 1S ¢ dpidadl b
€ GAAP does not always provide an answer. L) W Lo gee A saall dplaall (galie a283 Y

€ Doing the right thing is not always easy or obvious.

L2 eal gl ol Jgaadl 5aVL G manaall ¢ ol Sl ()

International Standard-Setting Organizations: 1Al gal) plaall g g laliia
International Accounting Standards Board (IASB) L gl Aol jlaa Gudaa

€ Issues International Financial Reporting Standards (IFRS).

_(|FRS) ALl el lacy A gall el Hlaa)
€ Standards used on most foreign exchanges. Lia¥) Glia gl alane 8 deddiual juladll
€ Standards used by foreign companies listing on U.S. securities exchanges.

A 51 AL Gl Y1 il 5 (8 A el Apia Y1 SN Leaading 3 julaall
@ IFRS used in over 115 countries. 453 115 (e ST 8 L) &l slac Y 4 gl julaall axains

International Organization of Securities Commissions (I0SCO) 4xllall (31 s¥) cilingd 4. gal) dalaial)
@ Does not set accounting standards. dnulas pulae i Y

€ Dedicated to ensuring that global markets can operate in an efficient and effective basis.
Audlad g 3e L€ bl Ao Jaad o ¢S Gaallad) (3 su) o (laal 4 S

International Accounting Standards Board (IASB) Al gall dplaall pulaa alaa
Composed of four organizations— <laliie ay i (e il
€ International Accounting Standards Committee Foundation (IASCF).
A sall dpslaall julae diad dusise
€ International Accounting Standards Board (IASB). Al gall didaall julaa (ulaa
€ Standards Advisory Council. oalaall (g LI Galad)

€ International Financial Reporting Interpretations Committee (IFRIC).
(IFRIC) A sall ALl s L&l ol jausdi A
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“ . - ;
Additional Question 4xlaYy!) 4liwy
Jadd aa g ¥ AN Juasi g Uad g ma gl 3000 pda uy SRLED A ; Adaade
Q1: Circle the correct answer
1. What is the purpose of information presented in notes to the financial statements?
a. To provide disclosure required by generally accepted accounting principles.
b. To correct improper presentation in the financial statements.
c. To provide recognition of amounts not included in the totals of the financial statements.
d. To present management’s responses to auditor comments.

2. An effective process of capital allocation is critical to a healthy economy, which
a. promotes productivity.
b. encourages innovation.
c. provides an efficient and liquid market for buying and selling securities.
d. All of the above.
3. The first step taken in the establishment of a typical FASB statement is
a. The board conducts research and analysis and a discussion memorandum is issued.
b. A public hearing on the proposed standard is held.
c. The board evaluates the research and public response and issues an exposure draft.
d. Topics are identified and placed on the board’s agenda.

4. The major key players on the international side are the:
a. |ASB and FASB.
b. SECand FASB.
c. 10SCO and the SEC.
d. 1ASB and I0SCO.
5. General-purpose financial statements are the product of
a. financial accounting.
b. managerial accounting.
c. both financial and managerial accounting.
d. neither financial nor managerial accounting.

6. Which of the following is not a user of financial reports?
a. Creditors.
b. Government agencies.
c. Unions.
d. Employees.
7. The financial statements most frequently provided include all of the following except the
a. balance sheet.
b. income statement.
c. statement of cash flows.
d. statement of retained earnings.

8. All the following are ways in which accounting information is used by financial accounting except

to
a. buy, sell, hold equity and debt instruments.
b. decides whether to invest in the company.
c. evaluates borrowing capacity to determine the extent of a loan to grant.
d. plan and control company's operations.
|Page8
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9.

10.

11.

12.

13.

14.

15.

Which of the following is not a major challenge facing the accounting profession?
Nonfinancial measurements.

b. Timeliness.

c. Accounting for hard assets.

d. Forward-looking information.

Q

Primary users for general-purpose financial statements include each of the following except
a. creditors.
b. suppliers.
C. investors.
d. employees.
A common set of accounting standards and procedures is called
a. financial accounting standards.
b. generally accepted accounting principles.
c. objectives of financial reporting.
d. statements of financial accounting concepts.
A characteristic of generally accepted accounting principles includes:
a. acommon set of standards and principles.
b. standards and principles are based a federal statute.
c. acceptance requires an affirmative vote of Certified Public Accountants.
d. practices that become accepted for at least a year by all industry members.
Companies that are listed on a stock exchange are required to submit their financial statements to
the

a. AICPA.
b. APB
c. FASB.
d. SEC.

The most significant current source of generally accepted accounting principles is the
a. AICPA.

b. SEC.
c. APB.
d. FASB.

What is not a reason that accounting standards may differ across countries?
a. Governments
b. Language
c. Culture
d. Past practice

Q2: Indicate whether each of the following statements is true or false.
True 1. Financial statements are the principal means through which a company communicates its

financial information to those outside it.

True 2. An effective process of capital allocation promotes productivity and provides an efficient

market for buying and selling securities and obtaining and granting credit.

True 3. Investors are interested in financial reporting because it provides information that is useful

for making decisions.

True 4. Users of financial accounting statements have both coinciding and conflicting needs for

information of various types.
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True 5. Statements of Financial Accounting Concepts set forth fundamental objectives and concepts
that are used by the FASB in developing future standards of financial accounting and
reporting

False 6. | The FASB’s Codification creates a new set of GAAPS.

False 7. GAAP is a product of careful logic or empirical findings and is not influenced by political
action.

True 8. The Public Company Accounting Oversight Board has oversight and enforcement authority
and establishes auditing and independence standards and rules.

False 9. Accounting standards are now less likely to require the recording or disclosure of fair value
information.

False 10. Ethical issues in financial accounting are governed by the AICPA.

Q3: Significant accounting publications are listed below (1-5). Sources or sponsors of
accounting publications are identified next by alphabetical character (a-d). Match the
publications with their sources.
Publications
_____ 1. Accounting Research Bulletins (1953-1959)
___ 2. Accounting Standards Updates
_____ 3. Emerging Issues Task Force Updates
_____ 4. Statements of Financial Accounting Concepts
5. 0pinions (1962-1973)

Sources/Sponsors
a. Financial Accounting Standards Board c. The AICPA
b. Accounting Principles Board D. Committee on Accounting Procedure
Solution Q3:
1.d 4.2a
2.a 5.b
3.a

END OF CHAPTER 1
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