
APB Statement 4 

APB statement 4 Basic Concepts and Accounting principles Underlying Financial statements of Business 
Enterprises appeared when the postulates and principles approach had run its course and objectives and 
standards were emerging. The statement was published in October 1970 exactly a half year prior to the 
formation of the Wheat and Trueblood committees. At that time the APB was under heavy fire for Opinions 16 
and 17 on business combinations and goodwill in addition to broader criticisms such  as inadequacy of research 
lack of independence of its members and lack of sufficient exposure of its work prior to final publication.  

    The purpose of APB Statement 4 was to state fundamental concepts of financial reporting to serve as a 
foundation for the opinions of the APB. This charge from the Special Committee on Opinions of the APB in May 
1965 came at a time when it certainly seemed that the APB would continue indefinitely despite problems that 
had already begun to surface. Moonitz felt that the statement should have been issued as an opinion rather 
than as a statement since departures from generally accepted accounting principles” made in a statement need 
not be disclosed. Should however a theoretical structure the intended charge to the drafters o f the statement 
be forced by fiat? Acceptance of a metatheory cannot be easily mandated, as we will see later in this chapter.  

    

Orientation to Definitions 

Definition of Accounting 

APB statement 4 started by defining accounting along the newer, user -oriented track that      ASOBAT took:” 
Accounting  is a service activity. Its function is to provide quantitative information, primarily financial in nature, 
about economic entities that is intended to be useful in making   economic decisions [italics added] .” 

The statement also adopted ASOBAT very strong emphasis on the diversity of users.  

Users of financial information are classified into two groups: those with direct interests in the enterprise and 
those with indirect interests. APB Statement 4 went further than ASOBAT-which had been silent on this issue -
by stating that users of financial statements should be knowledgeable and should understand with ASOBAT , it 
viewed financial statements as being general purpose in nature as opposed to being oriented toward a limited 
group of users. 

Other Definitions 

Despite its promising start, APB Statement 4 often reverted to useless definitions.it defined assets, liabilities, 
owners’ equity,revenues, and expenses as the “basic elements of financial accounting.” All these definitions 
(save owners’ equity, which is a residual) state that they are “recognized and measured in conformity with 
generally accepted accounting principles.” However,that statement is later made that “generally accepted 
accounting principles incorporate the consensus at a particular time as to which economic resources and 
obligations should be recorded as assets and liabilities…” Hence,basic accounting terminology was a statement 
rather than an opinion and thus carried less enforcement status the decisi on not to take a stronger prescriptive 
position in terms of basic definitions was doubly disappointing.  


