
Session 1 : Theories of Accounting

Theory 1 : a scheme or system of ideas or statement held to explained facts or phenomena
(Alpha English Dictionary)

Theory 2: Coherent set of hypothetical and pragmatic principle explain a field of inquires
(Hendrisken 1970)

Theories are based upon logical reasoning and not ad hoc in nature and theories can use
inductive (from specific to general) or deductive (Logic and assumptions based) reasoning to
develop reasoning.
The sequential stages of inductive reasoning are: practice, principles, assumptions and
objectives. Inductive reasoning is, therefore, based on collections and discussions of
empirical evidence of the real world.

The sequential stages of deductive reasoning are: objectives, assumptions, principles and
definitions
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Qualitative Characteristics of the Conceptual Framework

In order to make the financial information useful, qualitative characteristics of the conceptual
framework must be present.
The qualitative characteristics are 6 and are divided in Fundamental and Enhancing.

2 Fundamental qualitative characteristics:

Information must possess fundamental characteristics to be useful
Relevance means that the information is material, useful, and it has to be capable of making
a difference for users in their decision making process.
Confirmative value (Feedback value), or predict future value are examples of relevant
information
Confirmative value is a given value that confirm my predicted future value (next year
company revenue) .Immaterial information is irrelevant (AASB1031)

Faithful Representation means that information is complete, neutral and free from material
error. Reporters have to be careful when estimating figures in order to be conscious, they
cannot overstate an asset.
4 Enhancing qualitative characteristics:

Ideally information should possess enhancing qualitative characteristics so to make
information useful

● Comparability : allow users to compare across a number of periods for same entity,
or compare within another company for decision making

● Verifiability : information is verifiable when reasonable and professional independent
parties can agree with the informations within approximations

● Timeliness : information must be presented with timely manner
● Understandability : information has to be classified and presented in a way that a

reasonable professional can understand the given information

Elements of Financial Statement

- Assets: Economic controlled resource, coming from a past event, and it will generate
a future economic benefit

- Liability: Present obligation, coming from a past event, and it will generate a future
asset’s loss

- Equity : Assets - Liabilities

- Income : Increase in asset or decrease in liabilities, that will increase holders of
equity

- Expenses : Decrease in asset or increase in liabilities, that will decrease holders of
equity
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Explain the notion of a social contract, and what relevance the social contract has
with respect to the legitimacy of an organization?

As an entity, we need to know the expectations of society. (social contract)

The society is composed of different people, and everyone has a different expectation from
the entity of what the level of the social contract is. Profit used to be the most important, but
now human, social and environmental performances are importants.
The expectations of society also keep changing from time to time.

As per legitimacy theories, Society expects companies to perform well and be
environmentally friendly in order to be assigned their legitimacy.

If a company fails to meet their social contract, they would lose their legitimacy, so they
would find it hard to continue their operations within the society.
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4.1 What is harmonisation and what is standardisation?

  Harmonisation is the process of making accounting standards as similar as possible
between countries and trying to remove all the solid differences.
Standardisation means that every country will release identical accounting standards
Hence, the two terms are different.

At the beginning Australia tried to harmonise the standards,  but more recently the FRC
asked  Australia to adopt the accounting standards being issued by the IASB.
IASC’s short-term goal would be to harmonise the accounting standards, while on the longer
run the goal would be to standardise uniquely high-quality accounting standards for all
relevant entities globally.

4.3 Identify some factors that might be expected to explain why different countries
use different systems of accounting.

Reasons why diversity of accounting standards were developed domestically are as follow:

1) As countries become wealthier they tend to develop their own accounting
regulations. Less-developed countries typically adopted the accounting standards
issued by the IASB because it would be much cheaper than developing your own
standards. Limitation may be that the given information is not what users may be
really looking for.

2) Cultural difference means that political systems, language, legal systems,
economies, tax systems and religion may change the types of information
demanded.

3) The way domestic businesses finance themselves may influence the accounting
standards in place. If in a country companies rely overall more on equity capital
disclosure will be higher than countries relying on debt.

4) The past of a country (colonialism or invasion or being before part of another country)
may influence the way rules are.

Even respecting each other’s differences, from an IASB perspective having and maintaining
accounting standards unique among the globe would be more beneficial for the final users
wishing to make decisions on the given information and act responsibly everywhere in the
world.
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