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PREFACE

Wiley GAAP 2025: Interpretation and Application provides analytical explanations, copious
illustrations, and nearly 300 examples of all current generally accepted accounting principles. The
book integrates principles promulgated by the FASB in its Accounting Standards Codification.®
Wiley GAAP is organized to align fully with the structure of the FASB Codification. Each chapter
begins with a list of the subtopics included within the topic, scope, scope exceptions, technical
alerts of any FASB Updates, and an overview of the topic. The remainder of each chapter contains
a detailed discussion of the concepts and practical examples and illustrations. This organization
facilitates the primary objective of the book—to assist financial statement preparers and practi-
tioners in resolving the myriad practical problems faced in applying GAAP.

Hundreds of meaningful, realistic examples guide users in the application of GAAP to the
complex fact situations that must be dealt with in the real world practice of accounting. In addi-
tion to this emphasis, a major strength of the book is that it explains 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 underlying concep-
tual bases for the rules. It facilitates the process of reasoning by analogy 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 application of GAAP demands an under-
standing of the logical underpinnings of all its technical requirements.

As a bonus, a comprehensive presentation and disclosure checklist, available online to all
Wiley GAAP purchasers, offers practical guidance on preparing financial statements for com-
mercial and not-for-profit entities in accordance with GAAP. For easy reference and research,
the checklist also follows the order of the Codification. Go to www.wiley.com/go/GAAP2025
(password: Flood2025).

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

ASUs Issued Since Previous Edition. The following FASB Accounting Standards Updates
(ASUs) were issued since Wiley GAAP 2024 and through June 2024. Their requirements are
incorporated into this edition of Wiley GAAP, as and where appropriate, and/or in the Technical
Alert section at the beginning of the topic referenced in the ASU title.

e ASU 2023-03, Presentation of Financial Statements (Topic 205), Income Statement—
Reporting Comprehensive Income (Topic 220), Distinguishing Liabilities from Equity
(Topic 480), Equity (Topic 505), and Compensation—Stock Compensation (Topic 718):
Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 120, SEC
Staff Announcement at the March 24, 2022, EITF Meeting, and Staff Accounting Bulletin
Topic 6.B, Accounting Series Release 280—General Revision of Regulation S-X: Income
or Loss Applicable to Common Stock (SEC Update)

e ASU 2023-04, Liabilities (Topic 405): Amendments to SEC Paragraphs Pursuant to SEC
Staff Accounting Bulletin No. 121 (SEC Update)

e ASU 2023-05, Business Combinations—Joint Venture Formations (Subtopic 805-60):
Recognition and Initial Measurement

ix


http://www.wiley.com/go/GAAP2025

X Preface

e ASU 2023-06, Disclosure Improvements: Codification Amendments in Response to the
SEC’s Disclosure Update and Simplification Initiative

e ASU 2023-07, Segment Reporting (Topic 280): Improvements to Reportable Segment
Disclosures

e ASU 2023-08, Intangibles—Goodwill and Other—Crypto Assets (Subtopic 350-60):
Accounting for and Disclosure of Crypto Assets

o ASU 2023-09, Income Taxes (Topic 740): Improvements to Income Tax Disclosures

e ASU 2024-01, Codification Improvements—Amendments to Remove References to the
Concepts Statements

e ASU 2024-02, Compensation—Stock Compensation (Topic 718): Scope Application of
Profits Interest and Similar Awards

Concept Statement Issued Since Last Edition In August 2023, the Financial Account-
ing Standards Board (FASB) issued a new chapter of the Conceptual Framework, Chapter 5,
Recognition and Derecognition of FASB Concepts Statement No. 8, Conceptual Framework for
Financial Reporting. For more information, see the Technical Alert in Chapter 1.

On the Horizon. Significant accounting changes are on the horizon. In the next year, the
FASB is expected to make strides on the following major projects and others:

e Conceptual framework projects on measurement, recognition, and derecognition
e Credit losses—Purchased Financial Assets

e Derivatives Scope Refinement

e Disaggregation—-Income Statement Expenses

e Environmental credit programs

e Government Grants

e Hedge Accounting Improvements

e Induced Conversions of Convertible Debt Instruments

e Interim Reporting

e Scope Applications of Profit Interest Awards: Compensation—Stock Compensation
e Software Costs

o Statement of Cash Flows—Targeted Improvements

New this year!: Joanne Flood will be posting status updates to FASB projects and other use-

ful GAAP information. The newsletter can be found at www.JoanneFlood.net.
Joanne M. Flood
July 2024
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PERSPECTIVES AND ISSUES

Technical Alert

Concepts Chapter: CON 8—Chapter 5: Recognition and Derecognition In August 2023,
the Financial Accounting Standards Board issued a new chapter of the Conceptual Framework,
Chapter 5 of FASB Concepts Statement No. 8, Conceptual Framework for Financial Report-
ing—Recognition and Derecognition. The new chapter establishes concepts that the Board
will consider when developing standards of financial accounting and reporting, providing the
Board with a framework for developing standards that meet the objective of financial reporting
and enhance the understandability of information for existing and potential investors, lenders,
donors, and other resource providers of a reporting entity.

The new chapter provides:

e Recognition criteria,

e Derecognition criteria,

e Guidance on when an item should be incorporated into financial statements, and
e Guidance on when an item should be removed from financial statements.

It also offers three criteria an item should meet to be recognized in financial statements:

e Definitions—The item meets the definition of an element of financial statements.

o Measurability—The item is measurable and has a relevant measurement attribute.

o Faithful Representation—The item can be depicted and measured with faithful
representation.

The new chapter sets forth the concept of derecognition. Derecognition is the process of
removing an item from financial statements of a reporting entity as an asset, liability, or equity.
This should occur when an item no longer meets any one of the recognition criteria above.

Current Project The FASB currently has a conceptual framework project on measurement
in development:

For current status on this project, see www.fasb.org.

What Is GAAP?
The GAAP Codification The FASB Accounting Standards Codification™ (ASC) is the:

. source of authoritative generally accepted accounting principles (GAAP) recog-
nized by the FASB to be applied by nongovernmental entities. Rules and interpretive
releases of the Securities and Exchange Commission (SEC) under authority of federal
securities laws are also sources of authoritative GAAP for SEC registrants. In addition
to the SEC’s rules and interpretive releases, the SEC staff issues Staff Accounting Bul-
letins that represent practices followed by the staff in administering SEC disclosure
requirements, and it utilizes SEC Staff Announcements and Observer comments made
at Emerging Issues Task Force meetings to publicly announce its views on certain
accounting issues for SEC registrants. (ASC 105-10-05-1)


http://www.fasb.org
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In the absence of authoritative guidance, the FASB Codification (the Codification) offers the
following approach:

If the guidance for a transaction or event is not specified within a source of author-
itative GAAP for that entity, an entity shall first consider accounting principles for
similar transactions or events within a source of authoritative GAAP for that entity and
then consider nonauthoritative guidance from other sources. An entity shall not follow
the accounting treatment specified in accounting guidance for similar transactions or
events in cases in which those accounting principles either prohibit the application
of the accounting treatment to the particular transaction or event or indicate that the
accounting treatment should not be applied by analogy. (ASC 105-10-05-2)

GAAP establishes:

¢ The measurement of economic activity,

e The time when such measurements are to be made and recorded,

¢ The disclosures surrounding this activity, and

e The preparation and presentation of summarized economic information in the form of
financial statements.

How GAAP Develops GAAP develops when questions arise about how best to accomplish
those items. In response to those questions, GAAP is either prescribed in official pronounce-
ments 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 Recognition principles determine the timing and measurement of
items that enter the accounting cycle and impact the financial statements. These are reflected in
quantitative standards that require economic information to be reflected numerically.

Disclosure Principles Disclosure principles deal with factors that are not always quantifi-
able. 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 relevant to the decision-making needs of the reader. Disclosure principles also com-
plement recognition principles by dictating that disclosures

¢ expand on some quantitative data,

¢ explain assumptions underlying the numerical information, and

¢ provide additional information on accounting policies, contingencies, uncertainties, etc.,
which are essential to fully understand the performance and financial condition of the
reporting enterprise.

DEFINITIONS OF TERMS

See Appendix A, Definitions of Terms, for terms related to this topic: Conduit Debt Securities,
Financial Statements Are Available to Be Issued, Nongovernmental Entity, Nonpublic Entity,
Not-for-Profit Entity, and Public Business Entity.
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CONCEPTS, RULES, AND EXAMPLES

History of 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. In response to the
stock market crash of 1929, the AICPA appointed the Committee on Accounting Procedure.
This was superseded in 1959 by the Accounting Principles Board (APB) created by the AICPA.
Because of operational problems, in 1972 the profession replaced the APB with a three-part
organization consisting of the Financial Accounting Foundation (FAF), Financial Accounting
Standards Board (FASB), and the Financial Accounting Standards Advisory Council (FASAC).
Since 1973 the FASB has been the organization designated to establish standards of financial
reporting.

GAAP Codification

In 2009, FASB’s Codification became the single official source of authoritative, non-governmental
U.S. generally accepted accounting principles. It superseded all nongrandfathered (see ASC
105-10-70-2 for a list of grandfathered guidance), non-SEC accounting guidance. Only one level
of authoritative GAAP exists, excluding the guidance issued by the Securities and Exchange
Commission (SEC). All other literature is nonauthoritative.

Other and Nonauthoritative Sources Not all GAAP resulted from the issuance of pro-
nouncements by authoritative bodies, and not all GAAP is found in the codification. For exam-
ple, depreciation methods such as straight-line and declining balance have long been accepted.
There are, however, no definitive pronouncements that can be found to state this. Furthermore,
there are many disclosure principles that evolved into general accounting practice because they
were originally required by the SEC in documents submitted to them. Much of the content of
statements of financial position and income statements has evolved over the years in the absence
of adopted standards.

The Codification lists some possible nonauthoritative sources:

o Practices that are widely recognized and prevalent either generally or in the industry,

e FASB Concepts Statements,

e American Institute of Certified Public Accountants (AICPA) Issues Papers,

o International Financial Reporting Standards of the International Accounting Stand-
ards Board,

e Pronouncements of professional associations or regulatory agencies,

o Technical Information Service Inquiries and Replies included in AICPA Technical
Practice Aids,

e Accounting textbooks, handbooks, and articles.
(ASC 105-10-05-3)

SEC Guidance in the Codification To increase the utility of the Codification for public
companies, relevant portions of authoritative content issued by the SEC and selected SEC staff
interpretations and administrative guidance are included for reference in the Codification. The
sources include:

e Regulation S-X,
o Financial Reporting Releases (FRR)/Accounting Series Releases (ASR),
o Interpretive Releases (IR), and
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e SEC staff guidance in:
o Staff Accounting Bulletins (SAB),
o EITF Topic D and SEC Staff Observer comments.

The Codification does not, however, incorporate the entire population of SEC rules, regula-
tions, interpretive releases, and staff guidance. SEC guidance not incorporated in the codification
includes content related to auditing or independence matters or matters outside of the basic finan-
cial statements, including Management’s Discussion and Analysis (MD&A).

The Standards-Setting Process

The FASB has long adhered to rigorous “due process” when creating new guidance. The
goal is to involve constituents who would be affected by the newly issued guidance so that
the standards created will result in information that reports economic activity as objectively
as possible without attempting to influence behavior in any particular direction. Ultimately,
however, the guidance is the judgment of the FASB, based on research, public input, and
deliberation.

Accounting Standards Updates The Board issues guidance through Accounting Stand-
ards Updates (ASU), which describe amendments to the Accounting Standards Codification.
Once issued, the provisions become GAAP after the stated effective date. Accounting Standards
Updates (ASUs) are composed of:

e A summary of the key provisions of the project that led to the changes,
¢ The specific changes to the Codification, and
¢ The Basis for Conclusions.

The title of the combined set of new guidance and instructions is Accounting Standards
Update YY-XX, where YY is the last two digits of the year and XX is the sequential number for
each update.

The content from updates that is not yet fully effective for all reporting entities appears in
the Codification as boxed text and is labeled “pending content.” The pending content text box
includes the earliest transition date and a link to the related transition guidance, also found in the
Codification.

Maintenance Updates As with any publishing practice, irregularities occur. To make nec-
essary corrections, the FASB staff issues Maintenance Updates. These are not addressed by the
Board and contain nonsubstantive editorial changes and link-related changes.

American Institute of Certified Public Accountants (AICPA) The AICPA has author-
ized the Financial Reporting Executive Committee (FinREC) to determine the AICPA’s policies
on financial reporting standards and to speak for the AICPA on accounting matters. FinREC is
the senior technical committee at the AICPA. It is composed of seventeen volunteer members,
representative of industry, analysts, and both national and regional public accounting firms.

Codification Terminology

The FASB standardized on the term “entity” to replace terms such as company, organization,
enterprise, firm, preparer, etc. So, too, the Codification uses “shall” throughout to replace
“should,” “is required to,” “must,” etc. The FASB believes these terms all represent the same
concept—the requirement to apply a standard. “Would” and “should” are used to indicate hypo-
thetical situations. To reduce ambiguity, the Codification also eliminated qualifying terminology,

such as usually, ordinarily, generally, and similar terms.
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Researching GAAP Problems

These procedures should be refined and adapted to each individual fact situation.

Codification Structure The FASB Codification is located on fasb.org. The site is intended
to be easily searchable for research purposes. This section provides an overview of the site’s
contents and search functionality.

Areas. On all pages of the site, all categories of the Codification are listed down the vertical
menu bar on the left side of the page, revealing the following Areas, and the numbering series
for each one:

e General Principles (100). (Establishes the Codification as the source of GAAP.)

e Presentation (200). (Topics in this area relate only to presentation matters; they do not
address recognition, measurement, and derecognition matters. Examples of these topics
are income statement, balance sheet, and earnings per share.)

e Assets (300).

e Liabilities (400).

e Equity (500).

e Revenue (600).

e Expenses (700). (Clusters all types of expense-related GAAP into five broad categories,
which are cost of goods sold, research and development, compensation, income taxes,
and other expenses.)

e Broad Transactions (800). (Contains the major transactional topics, such as business
combinations, derivatives, and foreign currency matters.)

o Industry (900). (Itemizes GAAP for specific industries, such as entertainment, real estate,
and software.)

e Master Glossary.

Topics Areas are further divided by topics, subtopics, sections, and subsections. FASB has
developed a classification system specifically for the Codification. The following is the structure
of the classifications system: XXX-YY-ZZ-PP, where:

o XXX = topic,

e YY = subtopic,

e 77 =section, and
e PP = paragraph.

An “S” preceding the section number denotes SEC guidance. At the most granular level of
detail, the Codification has a two-digit numerical code for a standard set of categories.

The Codification Taxonomy can be found in the section of this volume that precedes
Chapter 1.

Subtopics. Subtopics represent subsets of a topic and are typically identified by type or
by scope. For example, lessees and lessors are two separate subtopics of leases in Topic 842.
Each topic contains an “overall subtopic” (designated “-10”) that generally represents the
pervasive guidance for the topic, which includes guidance that applies to all other subtopics.
Each additional subtopic represents incremental or unique guidance not contained in the over-
all subtopic.



