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INTRODUCTION:
THE ART AND
SCIENCE OF
FINANCIAL
REPORTING UNDER
US GAAP

In the world of
corporate finance, a
set of financial
statements is far more
than a statutory
requirement. It is the

primary lens through
which investors,
creditors, analysts, and
regulators view the
health and trajectory of
a business. When
those statements are
prepared in
accordance with US
GAAP (Generally
Accepted
Accounting
Principles), they carry
the weight of a
rigorous, rule-based
framework designed to
ensure consistency,
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comparability, and
transparency.

However, adherence to
the rules alone is not
enough. The true value
of financial reporting
emerges when an
organization embraces

US GAAP financial

statements best
practices in
presentation and
disclosure. This

approach transforms a
compliance exercise
into a powerful tool for
stakeholder

communication, risk
management, and
strategic decision-
making.

Missteps in

presentation or
incomplete disclosures
can lead to
misinterpretation,
erode investor
confidence, and even
invite regulatory
scrutiny. This article
explores the essential
best practices that

preparers, auditors,
and financial leaders
should adopt to elevate
their financial
reporting. From the
structure of primary
statements to the
depth of footnotes, we
will cover the nuances
that distinguish a
merely compliant
report from a truly
exemplary one. By

following these
guidelines, your
organization can

ensure that its financial
statements are not
only accurate but also
clear, insightful, and
trusted.

UNDERSTANDING
THE FOUNDATION:
THE CORE
STATEMENTS
UNDER US GAAP

Before diving into best
practices, it is vital to
revisit the basic
architecture of a
complete set of US

2 Us Gaap Financial Statements Best

2022-10-23

Practices In Presentation And Disclosure



Us Gaap Financial Statements Best Practices In

Presentation And Disclosure 3
GAAP financial components serves a
statements. Under distinct purpose. The

the FASB (Financial
Accounting Standards

Board) codification, a
full set typically
includes:

e Statement of
Financial
Position
(Balance
Sheet)

e Statement of
Comprehensive
Income
(Income
Statement plus
Other
Comprehensive
Income)

e Statement of
Cash Flows

e Statement of
Changes in
Stockholders'
Equity

* Notes to the
Financial
Statements
(Footnotes)

Each of these

balance sheet provides
a snapshot of financial
position at a point in
time. The income
statement and
statement of
comprehensive income
reveal performance
over a period. The cash
flow statement bridges
accrual accounting
with actual cash
movements. The
equity statement
tracks changes in
ownership interests.
And critically, the
footnotes provide the
context, assumptions,
and detailed
breakdowns that make
the numbers
meaningful.

A best-practice
approach recognizes
that these elements
are interconnected.
The presentation of
each statement must
be clear, but the real



art lies in the
disclosure—the
explanatory

information that allows
a user to understand
not just what
happened, but why it
happened and what
the risks might be
going forward.

BEST PRACTICES
IN PRESENTATION:
CLARITY,
CONSISTENCY,
AND
COMPARABILITY

Presentation refers to
how the financial data
is classified,
aggregated, and
displayed on the face
of the primary
statements. Here are
several key best
practices.

1. Adopt

a Clear
and
Logical
Classifica
tion
Scheme

Under US GAAP,
preparers have some
flexibility in

determining the level
of detail shown on the
face of the statements.
Best practice dictates
that classifications
should reflect the
nature of the business.
For example, a
manufacturing

company should
clearly separate
current and non-
current assets and
liabilities. Within the
income statement,
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operating revenues
and expenses should
be distinguished from
non-operating items.
The goal is to avoid
clutter while ensuring
that a reasonably
informed reader can
grasp the company's
financial structure
without having to read
the footnotes for basic
clarification.

2.
Maintain
Consisten
cy AcCross
Periods

Nothing confuses a
financial statement
user more than an
unexplained change in
classification from one
year to the next.
Consistency is a pillar

of GAAP. If a company
changes its
presentation of, say,
selling expenses from
a separate line item to
a component of cost of
goods sold, this change
must be disclosed and
justified. Best practice
is to maintain a stable
chart of accounts and
presentation format
across reporting
periods, only making
changes when they
result in more relevant
or reliable information.

3. Use
Meaningf
ul
Aggregati
on and



Disaggre
gation

A balance sheet that
shows a single line for
"Other Assets" worth
millions of dollars is not
very useful. Similarly,
an income statement

that lumps all
operating expenses
into one figure

provides little insight.
Best practice involves
disaggregating

significant categories.
For instance, inventory
might be broken into
raw materials, work in
progress, and finished
goods. Operating
expenses might be
separated into selling,

general, and
administrative, and
research and

development. The key
is to provide enough
detail for a user to
analyze the company's

performance drivers
without overwhelming
them.

4.
Emphasiz
e
Liquidity
and
Solvency
In the
Balance
Sheet

One of the most critical
analyses performed by
creditors and investors
is the assessment of
liquidity and solvency.
Best practice in US
GAAP financial
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statement
presentation includes
a clear presentation of
current assets and
current liabilities, along
with subtotals such as
total assets, total
liabilities, and
shareholders' equity.
Some companies also
provide a classified
balance sheet with
subtotals for current
assets and liabilities.
This classic structure is
familiar and effective.
For entities where
liquidity is a key risk
factor, additional
presentation of cash
and cash equivalents,
trade receivables, and
short-term debt can be
strategically
emphasized.

BEST PRACTICES
IN DISCLOSURE:
THE POWER OF

THE FOOTNOTES

While the face of the
statements provides

the numbers, the
disclosure (footnotes)
tells the story. This is
where best practices
can make the most
significant impact on
transparency and user
trust.

1.
Disclose
Significan
t
Accountin
g Policies
Clearly

Every company should
include a summary of
significant accounting
policies as the first
note. This section is
not a boilerplate to be
copied year after year.



Best practice requires
a critical review of
each policy, ensuring it
accurately reflects the
company's current
practices. For example,
if a company changed
its revenue recognition
method for a specific
contract type, that
must be clearly
explained. The policy
note should cover
areas such as revenue
recognition, inventory
valuation (LIFO, FIFO,
weighted average),
depreciation methods,
and use of estimates.

2. Provide
Context
for
Judgment

s and
Estimates

US GAAP requires
management to make
numerous estimates,
from bad debt
allowances to fair value
measurements of
complex financial
instruments. Best
practice goes beyond
simply stating that
estimates are used. It
involves disclosing the
key assumptions, the
sensitivity of those
assumptions, and the
potential range of
possible outcomes. For
example, when
disclosing a pension
obligation, a company
should discuss the
discount rate,
expected return on
plan assets, and
mortality assumptions.
This level of detail
allows users to assess
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the reasonableness of
management's
judgment.

3.
Address
Risks and
Uncertain
ties
Transpar
ently

Investors value
transparency about
risks. Best practice in
disclosure includes
robust discussions of
financial  instruments
and hedging activities,
fair value
measurements (ASC
820), and
commitments and
contingencies (ASC

450). If a company is
exposed to significant
foreign currency risk,
commodity price risk,
or credit risk, the
footnotes should
describe the nature of
the risk, the company's
risk management
strategy, and how the
risk is quantified. This
proactive
communication builds
credibility and helps
prevent surprises.

4. Ensure
Complete
ness of
Segment
Informati
on

For entities operating
in multiple business



lines or geographic
areas, segment
reporting (ASC 280) is
a critical disclosure.
Best practice requires
that the reported
segments align with
how management
internally reviews
performance. The
disclosure should
include information
about revenue, profit
or loss, assets, and the
basis of measurement
for each reportable
segment. A common
oversight is providing
segment data that is
too aggregated,
obscuring the
performance of key
business units.

5. Write
Footnotes

10

in Plain,
Understa
ndable
Language

One of the most
common criticisms of
financial disclosures is
that they are written in
dense, technical
jargon. While precision
is required, best
practice encourages
writing footnotes in a
clear and
understandable style.
Avoid overly complex
sentences. Use tables
and bullet points where
appropriate to break
up dense text.
Remember that the
audience includes not
only financial analysts
but also non-expert
investors and other
stakeholders.
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NAVIGATING and update numbers,
COMMON PITFALLS they miss the
IN US GAAP opportunity to provide
PRESENTATION relevant, entity-specific

information. Each
AND DISCLOSURE disclosure should be
Even well-intentioned evaluated for
companies can fall into materiality and

traps that undermine
the quality of their
financial reporting.
Being aware of these
pitfalls is a key part of
adopting US GAAP
financial statements
best practices.

1. The
"Checklist
Mentality

Treating the footnotes
as a compliance
checklist is perhaps the
most dangerous pitfall.
When preparers simply
copy last year's notes

11

relevance. A generic
disclosure about a risk
that does not apply to
the company adds
noise, not value.

2.
Overlooki
ng
Subseque
nt Events
and
Going



Concern

3.

Considem@nsist

tions

Subsequent events
(events occurring after
the balance sheet date
but before the financial
statements are issued)
must be evaluated and

disclosed if they
provide additional
evidence about

conditions that existed
at the balance sheet
date. Similarly, any
substantial doubt
about the company's
ability to continue as a
going concern must be
addressed. Best
practice involves a
rigorous, documented
review process for
these items, not just a
last-minute check.

ent Use
of
Materialit

y

Materiality is a
cornerstone of US
GAAP, but its
application can be
inconsistent. Best
practice requires a
consistent and
defensible materiality
policy. A small error in
a large balance sheet
might be immaterial,
but a similar error in a
critical metric like
revenue or earnings
per share could be
material. Preparers
should apply
materiality at both the
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individual line item
level and the overall
financial statement
level.

4. Poor
Integratio
n
Between
Statemen
ts and
Notes

Financial statements
should tell a coherent
story. A best-practice
approach ensures that
the notes are directly
linked to the face of
the statements. For
example, if the balance
sheet shows a line item
for "Property, Plant,
and Equipment," the

13

note should provide a
rolliforward of the gross
cost, accumulated
depreciation, and net
book value. This
integration makes it
easy for users to move
from the summary to
the detail.

THE ROLE OF
TECHNOLOGY AND
AUTOMATION IN
ENHANCING BEST
PRACTICES

Modern financial
reporting increasingly
relies on technology.
Using specialized
software for financial
consolidation,
disclosure
management, and
XBRL tagging can
significantly  improve
both presentation and
disclosure.

XBRL (eXtensible
Business Reporting
Language) is a prime
example. When a



company files its
financial  statements
with the SEC in XBRL
format, the tagging
must be accurate and
complete. Best practice
involves mapping each
number and narrative
to the correct US GAAP
taxonomy element.
Incorrect or
inconsistent tagging
can lead to significant
errors in data
aggregators'

databases, misleading
analysts and investors.
Automating the XBRL
tagging process and
performing thorough
validation checks is a
critical best practice for
public companies.

Furthermore, artificial
intelligence and data
analytics tools can help
preparers analyze
large volumes of
disclosure data to
identify

inconsistencies,
compare disclosures

14

against industry peers,
and flag  potential
omissions. By
leveraging technology,
companies can reduce
manual effort and
improve the
consistency and quality
of their disclosures.

BUILDING A
CULTURE OF
QUALITY FOR
FINANCIAL
REPORTING

Ultimately, the best
practices outlined
above cannot be
sustained without a
strong internal culture.
This starts with tone at
the top. Leadership

must prioritize
accurate, transparent,
and complete
reporting. Robust
internal controls over
financial reporting

(ICFR) are essential.
Regular training for the
accounting and finance
team on new

14
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accounting standards
and disclosure
requirements keeps
skills sharp. And
fostering a close
working relationship
between the preparers,
internal audit, and
external auditors
ensures that issues are
identified and
addressed early.

A valuable exercise is
to conduct a periodic
"disclosure review" in
which the entire set of
financial statements
and footnotes is read
critically by a team
that includes not only
accountants but also

legal, investor
relations, and senior
management. This

multidisciplinary
review can uncover

15

assumptions that are
not clearly stated, risks
that are wunder-
disclosed, and
opportunities to
improve clarity.
CONCLUSION:
ELEVATING THE
STANDARD OF
FINANCIAL
COMMUNICATION

Preparing financial
statements under US
GAAP is a complex and
demanding process.
However, by focusing
on US GAAP financial
statements best
practices in
presentation and
disclosure, companies
can transform a routine
fiing into a strategic
asset. Clear and logical
presentation on the
face



