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Understanding the regulatory framework governing financial reporting is essential for investors,
companies, and auditors. One of the most critical components of this framework is the establishment
and maintenance of Generally Accepted Accounting Principles (GAAP). GAAP provides standardized
guidelines for preparing financial statements, ensuring consistency, transparency, and comparability
across organizations. A common question that arises in the realm of accounting and financial
regulation is: Who is responsible for setting GAAP? The options often include various authoritative
bodies such as APB, FASB, AAA, AICPA, and IASB. This article explores the roles of these
organizations, focusing on the entity designated by the SEC to establish GAAP, and provides a
comprehensive understanding of how accounting standards are developed and maintained in the
United States.

What Is GAAP and Why Is It Important?

Definition and Purpose of GAAP

GAAP, or Generally Accepted Accounting Principles, comprises a set of accounting standards,
conventions, and rules that companies follow when preparing their financial statements. The
primary goal of GAAP is to ensure that financial reporting is consistent, transparent, and
comparable, enabling stakeholders such as investors, creditors, regulators, and management to
make informed decisions.

Significance of GAAP in Financial Reporting

- Consistency: GAAP ensures that similar transactions are recorded and reported uniformly across
different organizations.

- Transparency: Clear standards promote transparency, allowing users to understand financial
statements without ambiguity.

- Comparability: Standardized reporting facilitates comparison of financial health between
companies and industries.

- Regulatory Compliance: Adherence to GAAP is often required for companies to be compliant with
regulatory bodies like the SEC.



Historical Development of Accounting Standards in the
United States

Early Principles and the Formation of Standard-Setting Bodies

Initially, accounting practices in the US were informal and varied widely. As business activities grew
more complex, the need for standardized rules became evident. This led to the establishment of
several organizations over the decades tasked with developing accounting standards.

Key Organizations Over Time

- American Institute of Accountants (AIA): Founded in 1887, later became the AICPA, it played an
influential role in setting accounting standards.

- Accounting Principles Board (APB): Established in 1959 to develop and improve GAAP but faced
criticism for slow progress and lack of authority.

- Financial Accounting Standards Board (FASB): Created in 1973 as the successor to APB, it became
the primary standard-setting body for accounting standards in the US.

The Role of the SEC in Financial Reporting Standards

SEC’s Authority and Responsibilities

The Securities and Exchange Commission (SEC), established in 1934, is a federal agency responsible
for regulating securities markets and protecting investors. While the SEC does not directly create
accounting standards, it has significant influence and oversight over the development and
enforcement of financial reporting rules.

SEC’s Involvement in Standard-Setting

- The SEC delegates the task of setting accounting standards primarily to private sector
organizations, particularly the FASB.

- The SEC requires publicly traded companies to follow GAAP in their financial disclosures.

- The SEC reviews and approves accounting standards proposed by standard-setting bodies to
ensure they meet investor protection and market transparency goals.

The FASB and Its Role in Establishing GAAP

Introduction to FASB

The Financial Accounting Standards Board (FASB) is an independent, private-sector organization



responsible for establishing and improving accounting standards in the United States. It operates
under the oversight of the SEC and the Financial Accounting Foundation (FAF).

FASB'’s Standard-Setting Process

FASB follows a transparent, consensus-driven process involving:
- Research and identification of issues

- Public consultations and discussions

- Exposure drafts for comment

- Final standards issuance

This process ensures stakeholder input and promotes the development of relevant, clear, and
enforceable standards.

FASB’s Authority and Influence

While FASB’s standards are not legally binding by themselves, the SEC mandates their adoption for
publicly traded companies, giving FASB significant authority in shaping GAAP.

Other Notable Bodies in the Context of GAAP

American Institute of Certified Public Accountants (AICPA)

- Historically involved in setting accounting standards, especially before FASB’s formation.
- Currently, the AICPA provides guidance on auditing standards and ethical practices but does not
set GAAP for financial reporting.

American Accounting Association (AAA)

- An academic organization promoting accounting research and education.
- Does not influence GAAP directly but contributes to the development of accounting knowledge and
standards through research.

International Accounting Standards Board (IASB)

- Responsible for setting International Financial Reporting Standards (IFRS).
- Used by many countries outside the US; however, US companies primarily follow GAAP set by
FASB.

Summary: Who Sets GAAP in the United States?

Given the roles and responsibilities discussed, the entity that the SEC has delegated the primary



task of setting GAAP to is the:

e FASB (Financial Accounting Standards Board)

While the SEC maintains oversight and has the authority to influence standard-setting, it relies on
FASB to develop and promulgate the detailed accounting standards that companies are required to
follow.

Conclusion

The process of establishing GAAP is vital to maintaining the integrity and transparency of financial
markets. Although various organizations have historically contributed to accounting standards, the
FASB is the principal body responsible for setting GAAP in the United States, under the oversight of
the SEC. Understanding this structure helps stakeholders appreciate the mechanisms behind
financial reporting standards and the importance of compliance for investor confidence and market
stability.

References and Further Reading

- Financial Accounting Standards Board (FASB) official website
- Securities and Exchange Commission (SEC) guidelines

- History of accounting standards in the United States

- Differences between GAAP and IFRS

This detailed overview clarifies the roles of different organizations and underscores why FASB,
under SEC oversight, is the key entity responsible for setting GAAP in the US.

Frequently Asked Questions

Who has been tasked by the SEC to establish Generally
Accepted Accounting Principles (GAAP)?

The Financial Accounting Standards Board (FASB).

Which organization is responsible for setting GAAP guidelines
in the United States as per the SEC's directive?

The Financial Accounting Standards Board (FASB).



What role does the SEC play in the development of GAAP in
the U.S.?

The SEC delegates the responsibility of establishing GAAP to FASB and oversees the accounting
standards process.

Which of the following organizations has the SEC designated
to set accounting standards: APB, FASB, AAA, AICPA, or IASB?

FASB.

Why is the SEC's task of setting GAAP important for financial
reporting?

It ensures consistency, transparency, and comparability in financial statements across companies in
the U.S.

Is the IASB involved in setting GAAP for U.S. companies?

No, the IASB primarily sets international standards; the SEC delegates GAAP setting within the U.S.
to FASB.

Which organization was historically responsible for setting
accounting standards before FASB took over the role?

The Accounting Principles Board (APB).

Additional Resources

The Securities And Exchange Commission (SEC) Has Given The Task Of Setting GAAP To The:
multiple Choice apb.fasbh.aaa.aicpa.iasb

In the realm of financial reporting and accounting standards, clarity, consistency, and transparency
are paramount. These principles are upheld through the development and enforcement of Generally
Accepted Accounting Principles (GAAP), which serve as the foundation for financial statements of
publicly traded companies and other organizations. Recently, a pivotal question has arisen within
the accounting and financial communities: Who is primarily responsible for setting GAAP in the
United States? The multiple-choice options often include APB, FASB, AAA, AICPA, and IASB. Among
these, the correct answer is the Financial Accounting Standards Board (FASB), a specialized
organization entrusted with this crucial role. This article delves into the history, structure, and
responsibilities of FASB, contrasting it with other entities, and clarifies its central role in
establishing GAAP.



Understanding GAAP: The Backbone of Financial
Reporting

Before exploring who sets GAAP, it is essential to understand what GAAP entails. Generally Accepted
Accounting Principles comprise a comprehensive set of accounting standards, conventions, and rules
that companies follow when preparing financial statements. These standards aim to ensure that
financial reports are transparent, comparable, and reliable, facilitating informed decision-making by
investors, regulators, and other stakeholders.

GAAP covers a broad spectrum of accounting topics, including revenue recognition, asset valuation,
liabilities, equity, and disclosures. While GAAP provides detailed rules and guidelines, it also
emphasizes the importance of professional judgment and principles-based standards.

Historical Background: The Evolution of Standard-
Setting Bodies

The responsibility for setting accounting standards in the United States has evolved over the
decades, shaped by the changing landscape of financial markets and regulatory needs.

Early Years and the AICPA:

Initially, the American Institute of Certified Public Accountants (AICPA) played a dominant role in
establishing accounting standards. The AICPA's Committee on Accounting Procedure (CAP), created
in 1939, issued a series of accounting principles and guidelines. However, as the need for more
formalized and authoritative standards grew, the AICPA's approach faced criticism for being too
informal and inconsistent.

Formation of the Accounting Principles Board (APB):

In 1959, the AICPA established the APB to address these limitations. The APB aimed to develop
more comprehensive and authoritative GAAP. Despite its efforts, the APB encountered challenges,
including delays, conflicts of interest, and a lack of independence. Its standards often lacked clarity,
and its processes were criticized for being slow and insufficiently transparent.

Transition to FASB:

Recognizing these shortcomings, the Financial Accounting Standards Board (FASB) was established
in 1973 as an independent, private-sector organization responsible for setting accounting standards
in the U.S. FASB's creation marked a significant shift toward a more transparent, inclusive, and
transparent process for developing GAAP.

The Role of FASB in Setting GAAP

Independence and Authority:

FASB operates independently of the SEC, although it works closely with the regulator. The board's
independence ensures that standard-setting decisions are made based on technical merit and broad
stakeholder input, rather than political or commercial pressures.



Standard-Setting Process:
FASB's process for establishing GAAP involves several key steps:

1. Research and Issue Identification:
FASB identifies areas where new standards are needed or existing standards require revision, often
based on emerging issues, technological changes, or feedback from stakeholders.

2. Exposure Drafts and Public Comment:
Proposed standards are published as exposure drafts, inviting comments from accountants, auditors,
corporations, investors, regulators, and the public.

3. Deliberation and Finalization:
After reviewing feedback, FASB deliberates and refines the proposals, eventually issuing Accounting
Standards Updates (ASUs) that amend or establish new standards.

4. Implementation and Monitoring:
Companies and auditors implement the standards, with FASB providing guidance and clarification as
needed.

Principles-Based Approach:

FASB emphasizes principles-based standards that offer guidance but also allow for professional
judgment. This approach aims to balance consistency with flexibility to adapt to complex or unique
transactions.

Convergence and Collaboration:
FASB actively collaborates with international standard-setting bodies, notably the International
Accounting Standards Board (IASB), to harmonize standards and facilitate global comparability.

Other Entities Associated with Accounting Standards

While FASB is the primary body responsible for setting GAAP in the U.S., other organizations play
supporting or related roles:

- American Institute of Certified Public Accountants (AICPA):

The AICPA is a professional organization representing CPAs in the U.S. and historically contributed
to standard-setting, especially in the early years. Today, it primarily focuses on education, advocacy,
and member services rather than direct standard-setting.

- American Accounting Association (AAA):

The AAA is an academic organization dedicated to advancing accounting research and education. It
does not set standards but contributes through research, thought leadership, and professional
development.

- Public Company Accounting Oversight Board (PCAOB):
Established in 2002, PCAOB oversees audits of public companies to ensure compliance with
established standards, but it does not set GAAP.

- International Entities - IASB:
The IASB sets International Financial Reporting Standards (IFRS), used in many countries outside



the U.S. FASB collaborates with IASB to promote convergence but maintains separate standards.

Why FASB Is the Correct Choice

Given the options—APB, FASB, AAA, AICPA, and IASB—the entity primarily responsible for setting
GAAP in the United States is FASB. Here's why:

- Established Authority:
FASB has been the designated standard-setting body since 1973, explicitly tasked by the SEC and
other stakeholders to develop and maintain GAAP.

- Independence and Credibility:
Unlike the AICPA or AAA, which are professional and academic organizations, FASB operates
independently with a governance structure focused solely on standards development.

- Process and Transparency:
FASB's systematic, open process involving public comment and deliberation ensures that standards
are credible and broadly accepted.

- Integration with Regulatory Framework:
While the SEC relies on FASB's standards, it also has the authority to establish or modify standards,
but it generally defers to FASB's expertise.

Conclusion

The development of GAAP is a cornerstone of financial transparency in the United States,
underpinning trust and efficiency in markets. Over the decades, the responsibility for setting these
standards has shifted from early professional organizations like the AICPA to the more structured
and independent FASB. As the primary standard-setter, FASB's role is vital in ensuring that
accounting standards evolve with changing economic realities while maintaining consistency,
reliability, and transparency.

In the multiple-choice question posed—The Securities And Exchange Commission (sec) Has Given
The Task Of Setting GAAP To The: multiple Choice apb.fasb.aaa.aicpa.iash.—the correct answer is
FASB. Understanding this distinction clarifies the landscape of financial reporting in the U.S. and
highlights the importance of specialized institutions in maintaining the integrity of financial
information. As global markets continue to evolve, FASB's role remains central in shaping the future
of accounting standards, balancing innovation with the need for stability and comparability across
borders.
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