Development of A General Accounting Theory – 

A Scientific Approach?

Accounting Theory Development can be defined as ‘a piecemeal process of trial and error in response to changing social and economic forces’.  (Underdown and Taylor, 1985, p2).  Therefore, it is clear that a general frame of reference is needed, however not one that would upset the ‘accounting system’.  Accounting theory cannot be narrowed to a certain approach, which is the definitive article.  In fact, accountancy is one of the few disciplines in which the theory is changed to be coherent with practice:

It seems to me, that your power is a hidden power, because people only think of you as communicating reality, but in communicating reality, you construct reality. (Hines, 1988a, p257).


 General accounting theories should as their main objective, guide accountants in providing a summary of the financial activities for the year that is complete as regards information that would influence the users.  Due to constraints such as timeliness and cost, the theory must aid by providing ‘general’ guidelines on the presentation of the financial data.

There have been many approaches to accountancy theory development over the years whether it is the classical methods of reasoning such as the deductive, inductive, ethical, sociological and economic approaches; or the more modern positive and normative accounting theories.  To say that one of these is the best would be over simplifying the discussion, as there are a variety of prevalent accounting disciplines that have to be taken into account.  These include the environment, the regulatory climate, the users of financial statements and their needs.

The two main classical methods of theory construction were the deductive and inductive approaches.  The deductive approach developed a theory, then followed with the principles and the techniques used in implementing this theory.  The theory was then verified by looking at ‘reality’.  If the theory didn’t fit with ‘reality’ then the objectives were looked at again.  The inductive approach looked at accounting in practice as the particular and formed a general theory to suit this practice by analysing recurring relationships. 

In later years they were supplemented by new, albeit similar modern theories.  Positive Theory of Accounting looks at how things are currently practised while Normative Theory Construction develops a theory on how principles should be.  Subsequently they are following the traditional guidance of the inductive and deductive approaches respectively.

There are inherent flaws in both theories that make them impractical in their prescribed form.  To select a theory based on current practices, even from the best approaches, is to neglect to recognise that a better theory may be out there that cannot be inferred from practice. Positive accounting theory is descriptive rather than being prescriptive, failing to anticipate future events that may not be covered by current accounting theory.  Matthews & Perera (1996) recognise that there is a lack of anticipation in current accounting standards for future circumstances and practices to be dealt with. It can clearly be seen that the Accounting Standards Board takes largely a positive theory approach as when a conflict arises it clarifies the situation with a new accounting standard.  

In the Dearing Report (1988) issued by the CCAB Review Committee (Glautier and Underdown, 1994, p381) it stated that: 

Strong unambiguous accounting standards covering the main issues that arise in preparing financial statements are needed for the good working of a market economy. 

The danger of the normative approach is that there is no definite knowledge of how new and unrelated theories are going to affect practice in the future.  It cannot be empirically verified, so it could either lead to a greater amount of ‘red tape’ for the accountant in the future or worse still it could ‘upset the system’ by losing sight of the main objectives.  However, normative theory is important for the regulation of the industry and the development of new practices:

Because, we are supposed to communicate reality: if people have a certain conception of reality, then naturally, we must reflect that.  Otherwise people will lose faith in us.  (Hines, 1988b, p255)


The ASB recently published the Statement of Principles, which included the Qualitative Characteristics of Accounting, (Chapter 3).  This document is a mixture of the two disciplines.  It used a positive approach to see how accounting was currently practised and followed with a normative approach of how it ‘should, in principle, underpin the financial statements of profit-orientated entities.’ (Introduction, Part 2 (1), 1999, p2)   But this can also be seen as simply a reaction to a problem to solve it, thus following the Pragmatic Approach. 


Financial information is only relevant and reliable if it shows a complete, correct and unbiased interpretation of accounts that can be relied on by the users.  A general theory is useful if it gives a backbone for accountants to rely on while giving users some support in the interpretation of accounting methods.  However, the normative approach should not be used to advocate too stringent a theory.  For example, the accounts of the local football club should not have to be presented with the same complexity as a multi-national company. The Trueblood (American Accounting Association, 1977) recognised two main classes of users: those of limited authority, ability or resources to obtain information and also the immediate users, i.e. investors, creditors, stakeholders.  There is obviously a conflict of interest here as it is unlikely that any general theory can successfully fulfil the needs of all users.


There are more users-orientated methods of reasoning.  The Equity Theory is a lesser-recognised theory but important none the less.  It give a more specific view of how accounts should be presented by looking at whether they give a fair, just and truthful interpretation of the accounts for the user.  The welfare, sociological, and economic approaches look at how the company impinges on the environment and if the presentation is drafted to suit society as a whole. 

Theories do have a limit in their ability to regulate the accounting system.  Behavioural Accounting involves the methods of thinking of accountants.  Doyle & Pierce (2000, page 72) recognised Walters’ (1986) idea that, ‘rules cannot legislate for every possible circumstance and therefore commitment to high standards begins with the individual accountant.’ This involves the wide span of industries it covers, its interaction with company law, the personal situations of the preparers, and international inconsistencies.  Therefore, a theory should not be too detailed as to leave no room for judgement to be exercised.  However it should not be too broad either so as to be ineffective in providing guidance to preparers of financial statements. 

For example, normative theory would strive to strike a balance between accounting practices across countries.  The Organisation for Economic Co-Operation and Development (Paris) is at the forefront of this argument but it sees the obstacles that have to be overcome in its theory (Harmonisation of Accounting Standards, 1986, p21):

Every significant difference in accounting policies for essentially the same events multiples in a hundred different ways both within and outside business, the difficulties of communicating financial information to those who require it.

International Standards are hard to come by because of different legal and economic needs.  However it calls for general theories as ‘bridges’ in interpreting this information for comparative reasons. There is no one theory that can satisfy all needs, but guidance should be provided whether it is to help non-accounting users interpret company accounts or to help accountants prepare accounts for Multi-National Companies, whilst not breaking any international legislation.

It also recognises the psychological nature of accountants as considered by Doyle & al, where the statistics point out that their moral reasoning is sometimes pretty weak compared with other professionals.  Guidance should be provided so that accountants don’t let their personal interests interfere with their professionalism.  The article describes a situation where an accountant knows of a company that relatives have shares in and is about to go bust, what should he do?  Also, lower level accountants should not be put under these pressures by senior management that has no theory discipline to work under.  As we create the ‘picture’ and decide what it shows as important, the only influence should be accounting standards and the needs of the users.

The case of Kelly and Others v Boland t/a Haughey Boland & Co. [1989] ILRM 373 (Byrne & deVries, 2000) is a good example of why a theory is needed and the approaches taken.  It also shows the moral reasoning and agency theory relating to accountants.  Cavan Crystal expressed an interest in taking over Royal Tara Ltd., and asked to have a look at their accounts for the years 1972-1976.  The years ‘72-’74 were already prepared by the auditors and handed over to Cavan Crystal.  They subsequently prepared the years ‘75-’76 with knowledge of the plaintiff’s interest.  However, Haughey Boland & Co. failed to carry out a stock-take as it was of no benefit to them, and Cavan Crystal alleged they were at a loss due to the negligence of the auditors.  

The normative approach to this problem would look to the Institute of Chartered Accountants which ‘strongly recommended that a physical stock take should be conducted of the premises by the auditors.’  The positive approach to theory construction would have been ineffective looking at this case, as it is obvious that it wasn’t the practice of the auditors to do a stock-take.  This approach would lead to an inaccurate theory and possibly misleading accounts.  Agency theory recognises the lack of congruency of objectives between the company and auditors as a conflict of interest.

For the second two years they were specifically asked to prepare accounts for the purpose of selling the business, so user orientated theories would find the auditors negligent for this period as the court did.  What is interesting about this case is how the law dismissed it, as it found that although the auditors were negligent they were not responsible for the loss of the plaintiffs as they accounts were not in fact misleading.  It stems from what the courts define as the accounts giving a ‘true and fair view’ of the financial year.  They are not looking at it from the perspective of accounting procedures, and not everything is covered by legislation.

But what is a true and fair view? Carpenter (1994) recognises that it is a very common statement in accounting, but one that is extremely difficult to define.  This relates to the vague accounting theory that currently exists.  It is believed that it means something like ‘unbiased’, ‘correct’, ‘complies with rules’, ‘not misleading’, ‘substance’, ‘right content’, ‘consistent with reality’, ‘right impression’.  A general theory of accounting is needed to define exactly what this phrase means and what implications it has for the practising accountant.

In conclusion, The Statement of Principles for Financial Reporting (ASB, 1999, Introduction, p7) states the objective of financial statements as:

To provide information about the reporting entity’s financial performance and financial position that is useful to a wide range of users for assessing the stewardship of the entity’s management and for making economic decisions.  

The financial position is inferred form the accounts so it is important that the accounts aren’t open to bias.  The wide range of users includes not only investors and creditors but also non-accounting users.  If they are to be used to assess management and for making economic decisions, they have to be relevant, reliable, understandable and comparable.  There should be a general theory to hinder adverse influence of management on the accounts and to help the accountant in publishing statements that satisfy all the above conditions.  

Some would argue whether we need a general theory at all, as we have got on fine without it.  While there is a need for a theory, I do not believe that it can cover every single event, so the ‘common sense’ approach is necessary.  Accounting is a social science, and so accountants are not machines.  They should have the basis to make informed decisions inferred from the general theory, on the presentation of financial accounts.
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