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Abstract
In pursuit of a foundational accountancy philosophy

Recent accounting history is characterised by many develop-
ments, including several high-profile corporate failures, such as
Enron, Parmalat and even Saambou, as well as major deve-
lopments in financial reporting standards, such as the broad-
based acceptance of international financial reporting standards
and the convergence efforts between the UK-based Internatio-
nal Accounting Standards Board and the US-based Financial
Accounting Standards Board. As a result, long-accepted ac-
counting assumptions are being challenged in favour of new
principles and practices. Furthermore, in academic circles the
scientific foundation of accounting is being questioned. At many
universities, limited education is taking place in the underlying
theory and philosophy of accounting in favour of teaching pro-
spective accountants how to pass difficult professional exams.

Seen against this backdrop, a reconsideration of the objectives
and purpose of accountancy may be overdue. This article at-
tempts to illuminate the intrinsic assumptions and objectives of
accountancy, seen in the light of modern-day accounting issues
and developments.

Opsomming
Die strewe na 'n grondliggende filosofie vir rekenmeesterskap

Onlangse rekeningkunde geskiedenis word gekenmerk deur
baie ontwikkelings, insluitend verskeie hoé-profiel korporatiewe
mislukkings, soos Enron, Parmalat en selfs Saambou, asook
belangrike ontwikkelings in finansiéle verslagdoening, soos die
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wydverspreide aanvaarding van internasionale finansiéle ver-
slagdoeningstandaarde en die samesmeltingspogings tussen
die VK-gebaseerde Internasionale Rekeningkundige Standaar-
de Raad en die VSA-gebaseerde Finansiéle Rekeningkundige
Standaarde Raad. As gevolg hiervan, word aanvaarde reke-
ningkundige aannames lank reeds bevraagteken ten gunste
van nuwe beginsels en praktyke. Verder word die weten-
skaplike grondslae van rekeningkunde in akademiese kringe
bevraagteken. By baie universiteite vind beperkte opvoeding in
die grondliggende teorie en filosofie van rekeningkunde plaas,
ten gunste van pogings om voornemende rekenmeesters te
leer hoe om moeilike professionele eksamens te slaag.

Gesien teen hierdie agtergrond, is die heroorweging van die
doelwitte en doelstellings van rekeningkunde waarskynlik al-
reeds nodig. Hierdie artikel poog om lig te werp op die intrin-
sieke aannames en doelwitte van rekenmeesterskap, in die lig
van moderne rekeningkundige probleme en ontwikkelings.

1. Background

.. my great ambition is to count all this ... and possibly
sort it into piles (Gardner, 1989:73).

Some may consider the dragon’s ambition (in the classical Beowulf
poem) as a key objective of accountancy, and as a way of avoiding
any philosophical dilemmas facing a person engaged in financial
reporting. Using the term philosophy in connection with accounting
may be met with some scepticism. However, when considering the
many articles in accountancy publications, such as in Cluskey et al.
(2007), Sundem (2007), Mattessich (2003), and Husband (1954),
there seems to be at least a search for an accounting philosophy.
Philosophy can be defined as the study of the most general and
abstract features of the world and the categories with which we think
(Blackburn, 1994:286), or as the study of the principles underlying,
or fundamental nature, of a field of knowledge (Webster’s Dictionary
and Thesaurus, 2006:277, Oxford English Dictionary, 2004:413).
This means that applying a philosophical approach to accountancy
should be just as possible as to any other area of practical learning.
However, in the past there have been some practitioners who de-
nied the usefulness of accounting philosophy, arguing that historical
traditions and practices provide the required support (Husband,
1954:4).

Accounting seems to be tied up within thousands of rules, regu-
lations, interpretations and opinions, all based on the requirements
of practice. Historically, accounting standards have also been seen
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as such a specialist area, that many large accounting firms had their
own in-house functions focusing primarily on the interpretation of
these standards (Zeff, 1986:133-138). Two of the primary global ac-
counting standard-setting authorities, the Financial Accounting Stan-
dards Board (FASB) and the International Accounting Standards
Board (IASB), have different approaches to define accepted ac-
counting practices. The FASB’s approach consists of four levels:

e Level A includes FASB statements and interpretations, SEC
rules and interpretive releases, accounting principles, board opi-
nions and bulletins;

e Level B includes FASB technical bulletins and AICPA industry
audit guidelines;

e Level Cincludes AcSEC practice bulletins; and

e Level D includes AICPA accounting interpretations, FASB
implementation guides and other prevalent accounting practices
(Epstein et al., 2005:8; Schroeder et al., 2005:17). The IASB’s
approach consists of a two-volume, 2522-page text, containing
eight International Financial Reporting Standards (IFRSs) and
sixteen International Accounting Standards (IASs) (IFRS, 2006).

The IASB’s approach consists of a two-volume, 2522-page text,
containing eight international financial reporting standards (IFRSs)
and sixteen international accounting standards (IASs) (IFRS, 2006).

Graham and Meredith (1937:vii) stated 70 years ago that financial
statements and their interpretations are essential for every business-
man that comes into contact with a company and its securities. This
is still true, but seen in the light of the recent high-profile corporate
failures, one starts to wonder whether the true purpose and ob-
jective of accountancy have not become muddled in the overload of
rules and regulations.

2. Problem statement

Seen within the context of the recent accountancy controversies on
income measurement, accounting information disclosure and corpo-
rate social responsibility issues, it is not far-fetched to state that a
philosophical reconsideration of the basic purposes of accountancy
may be overdue. Considering the foundational objectives of accoun-
tancy, the problem statement can therefore be defined as follows:
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Is it possible to define a legitimate accountancy philosophy that
also embraces key ethical principles, such as accountability,
integrity and reliability?

3. Method

It would be difficult to present a stronger challenge or better ar-
gument for the urgent need of an underlying accountancy philo-
sophy, than that which characterises the profession’s current status.
In addressing this need, consideration has to be given to modern-
day philosophical issues facing accountancy, and modern-day prac-
tical issues facing accountancy.

This article attempts to evaluate accounting’s pre-suppositions. In
order to do so, the research method comprised a transcendental dis-
cussion and analysis aiming to individuate the deeper foundations of
accountancy’s system of thought. This is supported by a review of
the historic and current developments in accountancy and account-
ing theory.

4. Philosophical issues facing accountancy

In order to develop a legitimate, foundational accountancy philo-
sophy, one needs to consider the objectives of accountancy, the
foundational perspectives on accountancy, as well as the ethical
issues in accountancy.

4.1 Objectives of accountancy

Financial reporting aims to provide information about an entity’s fi-
nancial performance (Sundem, 2007:287; Damant, 2006:30; IFRS,
2006:26), of which the entity’s accounting system provides a
recorded history. The accountants (or historians) need to decide
what business information (or historic events) to include and to ex-
clude (Sundem, 2007:287; Perry & Nolke, 2006:559-560). The role
of the accounting standard setters is therefore to decide which
details of this history are important enough to warrant disclosure and
what the extent of such disclosure should be. However, there are
other stakeholders that should also partake in the formation of these
rules, including industry, the accounting profession, labour unions
and academia (Epstein et al., 2005:5-7; Busse von Colbe, 1996:
414).

A consequence of the growing diversity of companies and the close-
knit relationships of many sectors within the greater economy is that
accountancy is exposed to great responsibility and risk, reaching
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beyond the immediate task of the profession. This places significant
pressure on the standard-setting authorities, which impacts on more
than just the accounting methods utilised. It may also open up the
option of choice of accounting method used, which in turn may
influence decision-making. As a business language to communicate
financial performance, accounting has many interested stakeholders
that have different informational requirements. To further complicate
matters, many of these stakeholders have some influence on how
and what accounting information should be disclosed. Seen in this
context, it is not surprising that so many complex accounting rules
and ethical dilemmas are at the order of the day.

4.2 Foundational perspectives on accountancy

As an academic discipline, accountancy is in a difficult position be-
cause the requirements of practice have a major impact on
accounting education. However, there are fundamental assumptions
in accounting, and its place in the greater socio-economical environ-
ment, that have to be considered. The history of accountancy is
characterised by various two-sided perspectives, namely art versus
science, and true income versus decision usefulness.

4.2.1 The “art versus science” perspective

When considering accountancy as a business discipline, there are
two heterogeneous approaches, namely the scientific-based and art-
based approaches (Fellingham, 2007:160; Riahi-Belkaoui, 2000:34;
Wolk, et al., 1992:36). Art may be defined as a human creativity or
skill, acquired through study and practice (Webster’s Dictionary and
Thesaurus, 2006:21; Oxford English Dictionary, 2004:26), while the
philosophy of art also dealt, among others, with the nature of human
creativity (Cambridge Dictionary of Philosophy, 2005:12). Science
could be defined as the knowledge ascertained through observation
and experimentation, critically tested, systematised and brought un-
der general principles (Webster's Dictionary and Thesaurus, 2006:
336; Oxford English Dictionary, 2004:496), while the philosophy of
science, according to the Cambridge Dictionary of Philosophy
(2005:700) and The Oxford Dictionary of Philosophy (Blackburn,
1994:343), is the investigation of questions that arise from reflection
upon the science and scientific practice. Those who promote the art
aspects of accountancy, suggest that specialist functional skills are
required to be a good accountant, and that it should be taught in a
legalistic approach (Riahi-Belkaoui, 2000:34). In contrast, the advo-
cates of a scientific approach, such as Demski (2007:153-156) and
Fellingham (2007:159-163), suggest that students be provided a
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conceptual insight into accounting in order to provoke critical thought
towards its dynamics.

Although many accounting scholars have tried to make the discipline
more scientific, Mattessich (2003:126) says this would not be
achievable with the parochialism that characterises twentieth
century accounting. Focusing on its functional aspects, accounting
can be defined as the generic term for the activities carried out by
accountants (CIMA Dictionary of Finance and Accounting, 2003:5),
as a broad term that encompasses the preparation, analysis and
audit of financial information (O’Regan, 2004:5), or as the art or
practice of an accountant (Webster's Dictionary and Thesaurus,
2006:5).

As a discipline, accounting is concerned with the business events of
business entities, which in turn has consequences for the stake-
holders’ social relationships. Accounting is very much concerned
with the human element and produces business information, aimed
at helping people to engage in social activities with social implica-
tions. Therefore, when considering whether accounting is an art or a
science, the answer is clearly not a straightforward yes or no. In
reality, many of its functional aspects can be considered an art form,
and should be taught in an artisan approach. Likewise, there are
foundational aspects that justify its science classification, and should
be taught in a scientific approach. However, because of the inte-
grated nature of accounting in society, and its impact thereon, one
cannot deny accounting its rightful place in the social sciences.

4.2.2 The “true income versus decision usefulness” perspective

Perhaps contributing further to the legitimacy and ethical concerns
facing accountants, are the multiple purposes for which accounting
information is prepared and used. During the 1970s, accounting
scholars entered into a debate that conceptualised accounting theo-
ry as a struggle between the proponents of true income and the
advocates of decision-useful information (Cluskey et al., 2007:26).
The question under discussion was whether accounting should pro-
vide for financial information that reflects the true income, albeit with
limited usefulness, or financial information that supports decision-
making, albeit not necessarily being objective or verifiable. It is pos-
sible to define the following two alternative views on accounting
information:
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o Value school of thought

This approach is based on the measurement of wealth and its
effectiveness is judged based on how well it approximates the value
of the wealth items (Sundem, 2007:288; Schroeder et al., 2005:42).
The question remains as to what true value means, and how to
measure it. However, the assumption is that there is a value and the
accounting efforts are attempting to measure it.

o Information content school of thought

This approach focuses on measuring and disclosing business
events. Its effectiveness is judged based on how well such disclo-
sure and communication are concluded (Sundem, 2007:288;
Schroeder et al., 2005:42). Even though the disclosure of business
information attempts to reduce uncertainty regarding the entity, the
multidimensional nature of business entities makes the concept of
effective information communication difficult to evaluate.

Therefore, the many stakeholders in, and users of, accounting infor-
mation, as well as the differences between using such accounting
information either as purely a historical measurement tool, or as a
pro-active management support tool, are all major influencing fac-
tors on how the individual accountant would approach accountancy.

4.3 Ethical issues in accountancy

As mentioned, accounting aims to translate and report business per-
formance, in support of business decisions, into monetary terms. As
such, accounting is a crucial component of doing business. The
ethical issues of the business environment is therefore very much
part of accountancy’s ethical dilemmas. It could be a fair assumption
to state that someone well versed in the philosophy of ethics may
best serve ethical business issues. However, philosophers and
business professionals approach ethical issues in very different
ways (Nash, 2003:22):

e Academics tend to reflect on the intangible, savour the para-
doxical and embrace the peculiar; while

e the reality of the business environment is constantly measuring
claims on available resources against the marketplace.

According to Lotriet (2007:424), there is no foundational ethic in the
modern-day technology-driven network economy. Therefore, if the
financial statements are to be of any value to the stakeholders, they
must have confidence in the fairness of the disclosed information.
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These stakeholders will have more confidence in such information if
they know that the preparers thereof are required to meet certain
ethical and competency standards. It is therefore not surprising to
find that many professional accountancy institutes require their
members to adhere to a code of ethics (IMA, 2008; CICA, 2007;
ICAEW, 2006; SAICA, 2006; AICPA, 2003). Why then is it that many
apparently good accountants are snared in ethical problems?

A commonly held rationalisation is a belief that if an activity is within
reasonable ethical or legal limits, it is not really immoral (Gellerman,
2003:51). However, acting ethically only when it is advantageous is
not really being ethical at all. Furthermore, good corporate gover-
nance does not only necessitate abiding by the laws and respecting
human rights. Rossouw (2002:412) states that it also entails the
strengthening and development of the societies in which a business
operates. According to Andrews (2003:73-75) and Gellerman
(2003:49), in business situations where there are no absolute choi-
ces, the character of the individual becomes decisive. Although such
character may be shaped by the individual’s upbringing, i.e. family,
church and education, the increased secularisation of society may
limit such influences in ensuring a moral society (Andrews, 2003:69-
70).

Accounting standards and ethical guidelines alone will not ensure
ethical behaviour on the part of the individual accountant. The chal-
lenge facing ethics in accountancy should therefore be considered
from three perspectives. Firstly, the development of moral accoun-
tants who have a respect for core human values, the ability to
recognise ethical issues and the self-confidence to seek out different
viewpoints before deciding what is appropriate in a situation. Se-
condly, the creation of an environment in which accounting stan-
dards and values are central to the business strategy, and finally,
the formulation, implementation and monitoring of guidelines and
policies that promote ethical accountancy behaviour.

5. Practical issues facing accountancy

A second important aspect to consider is the influence of the prac-
tical accounting environment, such as issues around measurement
and valuation. However, it is important to base such consideration
on accountancy development and the accounting conceptual frame-
work.
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5.1 Accountancy development

An ltalian monk, Luca Pacioli, is often seen as the father of account-
ing (Cluskey et al., 2007:25). In 1494, he published a mathematical
compendium, Summa de arithmetica geometria proportioni et pro-
portionalita,1 which included a 27-page treatise on bookkeeping,
Particularis de computis et scripturis?2 (Sangster et al., 2008:111;
Schroeder et al., 2005:3; Riahi-Belkaoui, 2000:3). Essentially ex-
plaining the practice of accountancy at the time, Pacioli also
explained why the double-entry bookkeeping approach made sense
(Cluskey et al., 2007:25; Schroeder et al., 2005:3). It is thought that
during this age, accounting skills were the domain of merchants,
who were typically educated in the vernacular schools where
abbaco, or the skill to solve practical and business-related problems,
was taught (Sangster et al., 2008:117).

In the more recent history of accounting, the discipline has grown
from its role as a practical business skill, into a sophisticated
business tool. Mattessich (2003:126) states that many professionals
are unaware of how many modern accounting ideas were conceived
during the nineteenth and early twentieth centuries. A major ac-
counting concern of this era was the development of a theory that
could address the corporate abuses of the time. This gave rise to
the concepts of capital maintenance and income determination
(Schroeder et al., 2005:4-5). During the 1950s and 1960s, account-
ing was approached as a measurement activity, aiming to provide a
truthful description of economic events. The 1960s and 1970s was
an era when accounting theorists started to develop innovative
analytical approaches (Feltham, 2007:2-7). As far as modern-day
accounting theory is concerned, Schroeder et al. (2005:113) and
Wolk et al. (1992:32-33) distinguish between normative accounting
theory that explains what should be, and positive accounting theory
that explains what is.

Accountancy can therefore be seen as a practical skill to be used in
a business environment. As such, the application of such skills be-
comes dependent on the accountant’s values, and his perceptions
of accounting theory. Several accounting theorists, such as Cluskey
et al. (2007), Schroeder et al. (2005) and Riahi-Belkaoui (2000)

1 Collected knowledge of arithmetic, geometry, proportion and proportionality.

2 Details of reckonings and their recordings.
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have defined accounting theory as the framework of accounting prin-
ciples that guide and inform accounting practitioners and educators.

5.2 The accounting conceptual framework

The FASB and the IASB can be considered as representing two
sides of the accounting standards spectrum, with the FASB largely
following a rules-based approach and the IASB following a princi-
ples-based approach (Epstein et al.,, 2005:12; Schroeder et al.,
2005:59). Even though the conceptual framework is intended to pro-
vide guidance when developing accounting policies, its goal as a
roadmap for the development of accounting standards, has re-
mained elusive and endemic with internal inconsistencies (Demski,
2007:154; Sundem, 2007:286). Consideration is therefore given to
the concept of GAAP, and certain key assumptions underlying
GAAP.

5.2.1 The concept of GAAP

The phrase GAAP is, according to Epstein et al. (2005:1), a sig-
nificant concept and the technical term that encompasses the con-
ventions, rules and procedures necessary to define acceptable
accounting practice at a particular time. GAAP is often taken as the
abbreviation of generally accepted accounting principles and is used
in countries like Australia (ICAA, 2008), Canada (CICA, 2005), the
UK (ICAEW, 2008) and the USA (FASB, 2006). However, in South
Africa, GAAP is typically taken as generally accepted accounting
practices (Everingham et al., 2007:2; Sowden-Service, 2006:6).

Although the concept of GAAP seems to be based on either prin-
ciples or practice, there is a difference in interpretation. Principle
may be defined as a fundamental truth on which others are founded
(Webster’'s Dictionary and Thesaurus, 2006:295) or a general law
used as a basis for a theory (Oxford English Dictionary, 2004:438),
whereas practice can be defined as the actual doing or exercising of
a profession (Webster's Dictionary and Thesaurus, 2006:290; Ox-
ford English Dictionary, 2004:431). Be that as it may, before a prin-
ciple or practice becomes GAAP, it should have substantial autho-
ritative support. It may therefore seem as if a practice-based GAAP
definition is more reflective of reality. However, Demski (2007:153-
156) and Fellingham (2007:160-162) regard that a principles-based
GAAP approach in accounting theory education is important in order
to ensure the academic status of the accountancy discipline.
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5.2.2 GAAP assumptions under consideration

Out of necessity, accountancy is practiced in a framework of basic
assumptions. An assumption is the act of taking a statement for
granted, or as the basis of an argument (Webster's Dictionary and
Thesaurus, 2006:23), or assumed a thing to be true (Oxford English
Dictionary, 2004:29). To clarify the context of an assumption, The
Oxford Dictionary of Philosophy (Blackburn, 1994:27) states that a
proposition is treated as an assumption when it is added to a stock
of premises of an argument, upon which a conclusion is then con-
ditional. Therefore, in the face of business uncertainty, assumptions
are used to facilitate financial measurement and reporting. However,
in the reality of the modern-day business environment, the relevance
of certain accounting assumptions may be questioned.

o Separate-entity

This assumption can be considered of primary rank in the account-
ing framework. It defines its area of interest as the economic unit
responsible for the economic activities (Wild, 2008:10; Epstein et al.,
2005:65; Wolk et al., 1992:131). However, another way of defining
the accounting entity may be in terms of the various stakeholders’
interests, i.e. a user-focused as opposed to a unit-focused ap-
proach. By focusing on the stakeholder instead of the shareholder, it
becomes possible to address stakeholder-interests other than the
financial bottom-line.

o Going-concern

This assumption justifies the valuation of assets on a non-liquidation
basis (Wild, 2008:9; Sowden-Service, 2006:18-19; Epstein et al.,
2005:377). This postulate may also serve as a way to encourage
stakeholders to be future orientated. However, considering the
recent accounting scandals (such as Enron in the USA, Parmalat in
Italy and Saambou in South Africa) and the implications thereof, this
assumption may be presumptuous. In fact, there are accounting
theorists who prefer to exclude the going-concern assumption from
accounting theory by viewing the entity as if in a continuous state of
orderly liquidation (Riahi-Belkaoui, 2000:165).

° Unit of measure

This assumption acknowledges the necessity of recording the
transactions in a consistent manner by choosing the monetary unit
as the common denominator (Wild, 2008:9; Riahi-Belkaoui, 2000:
165; Wolk et al., 1992:115). However, this implies two limiting fac-
tors of conventional accounting, namely its ability to express infor-
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mation only in terms of monetary units, and its inability to communi-
cate non-monetary information. In addition, under the going-concern
assumption, this postulate also holds the common denominator as a
stable currency, which is a rare occurrence in the current-day and
age.

When considering how accounting is taught, and what is taught, it
does indeed seem as if accounting theory is based on a set of
generally accepted accounting practices. For accountancy to be
based on these assumptions to protect the investment community
for example, is one thing, but to offer as a sound accounting theory
that which is basically no more than recommended practices, is to
intellectually bankrupt the accounting discipline.

5.3 Accountancy’s measurement issues

Some economic historians consider the double-entry bookkeeping
system as vital to the development of capitalism. Riahi-Belkaoui
(2000:12-13) summarised its impact on economic expansion as
follows:

e |t contributed to an economic life attitude where the goal of
subsistence was replaced with the goal of profit;

e the spirit of acquiring possessions was aided by the refinement
of the economic calculations;

e its systematic approach promotes order and provides for an
accuracy check; and

e it permits a separation of ownership and management, and thus
also a separation between business and personal assets.

Two of the primary financial statements are the income statement,
which reflects the operational performance and results, and the
balance sheet, which reflects the financial situation at a particular
time (Wild, 2008:17-18; Epstein et al., 2005:64). How the income
(and expense) items are measured, and how the assets (and lia-
bilities) are valued, are key factors in the perceived performance of
the organisation. The aspects of income determination and value
determination are therefore now considered.

5.3.1 Income determination

Understanding the relationship between business management and
accounting can lead to the recognition of accounting’s ultimate goal,
namely the provision of the basic answer about an organisation’s
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financial performance. It fulfils this central purpose through the
measurement of the organisation’s efforts and performance (Epstein
et al., 2005:64; Wolk et al., 1992:266-267), which is summarised in
its profits (or lack thereof). However, what is the meaning of profit or
income?

Since investors risk their capital and apply their skills to find ways to
render profitable products and services, they should be entitled to all
income, except that which is required to meet the obligations of
other stakeholders (Schroeder et al.,, 2005:128-129; Jensen,
2002:236). This dualistic concept, profit and product/service, contri-
butes to the difficulty in defining business income. Profit refers to the
owner’s interest in the entity’s operations, whereas product/service
refers to the market’s interest in the entity’s operations. The com-
bination hereof forms the foundation of the free enterprise system. It
could therefore be argued that the theory of business economics is
not about money, but to satisfy the market needs — the profit motif is
the entrepreneur’s incentive to act (Shillam, 2008:23).

By combining the service delivery concept with the business ob-
jectives, it becomes possible to answer the question of what ac-
countancy is for, and a well-considered application of this concept
may offer a valid foundation on which to base a constructive income
philosophy, encompassing three components:

e income is the total compensation received for the delivery of pro-
ducts and services;

o full compensation is only acknowledged when the income en-
ables the organisation to continue its operations as before; and

o the excess of the proceeds over what is required for full com-
pensation, is the available profit.

5.3.2 Value determination

Accounting theory is confronted with the phenomenon of relative
values (Mattessich, 2003:129-146). Even the obvious cost-value
concept can become debatable. When capitalising the price of a
purchased object, the simple historical fact is that an amount has
been spent for the acquisition of the object. This does not mean that
the acquired object is worth that amount. However, asset values are
key quantitative anchors upon which capitalism is based, and the
way it is valued can be considered a key parameter in socio-
economic relations.
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Whereas the traditional accounting approach uses the cost principle
to value business assets, there is a move to introduce fair value
accounting (Christensen & Frimor, 2007:35). Fair value accounting
(or FVA) presents such a mind shift in accounting that Perry and
Nolke (2006:561) called it the most significant change IFRS has
brought to accounting, which presents itself in the FVA and balance
sheet approaches.

o Fair value accounting

FVA can be defined as the amount for which an asset could be
exchanged, or liability settled, between knowledgeable and willing
parties (Reis & Stocken, 2007:557). Such a value can be estimated
by the market or by auditor modelling (Perry & Nolke, 2006:562).
This represents a major shift in financial reporting, because it re-
moves the direct link between what was paid for an asset and the
value being attributed to it.

. Balance sheet approach

The impact of FVA becomes even more important in the context of
the balance sheet approach (or comprehensive income), under
which financial performance is judged based on the asset values, as
opposed to cash-flow (Van Cauwenberge & De Beelde, 2007:4;
Perry & Nolke, 2006:563). A concern with this approach is that when
combined with FVA, it may lead to increased profit volatility caused
by a constant re-measurement of assets.

Even though FVA might reflect the current economic reality more
accurately and may have better predictive value, there are sub-
jective assessments in the preparation of FVA statements (Reis &
Stocken, 2007:576). Furthermore, the periodic relativity of values
aggravates this valuation predicament (Christensen & Frimor, 2007:
36-50; Reis & Stocken, 2007:576). The going-concern postulate
underpins the historic cost values in the balance sheet, and aban-
doning this concept would imply that asset values be reported on a
realisable value basis. Seen in this context, cost values may re-
present more-reliable data for balance sheet purposes. The realis-
able values under changing conditions may be irrelevant as long as
they are not realised. Once the cost object is rendered to the market
place, a new exchange of values takes place, which makes it neces-
sary to evaluate the new values, in comparison to the absorbed
values.
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6. A foundational accountancy philosophy

It is not an exaggeration to consider accountancy as an integral
element of the economy as a whole. This needs to be stressed
because:

e it places a focus on accountancy’s public service role and its
responsibility to the community;

e it proves the narrow-mindedness of those who consider ac-
countancy as only a technical or internal function; and

e it points out accountancy’s influence on the organisation, the
industry and the overall socio-economical environment.

Cluskey et al. (2007:27) found that although accounting theory is
alive, the lack of consistency thereof is problematic. Furthermore,
accounting theorists seem content to rationalise accounting practice
as accounting theory. The real fulfilment of accounting theory would
be in its ability to facilitate proper conclusions regarding the busi-
ness entity’s financial performance, regardless of whether functional
divisions and procedural differentiations are made in practice. Since
the primary aim of accounting is the provision of facts and figures
about financial performance, a key objective of GAAP should be to
make such information relevant, reliable and comparable.

Therefore, in answering the problem statement, the quintessential
meaning of the foregoing may very well serve as a guide on which to
formulate a legitimate and underlying accounting philosophy that
embraces ethical principles, as follows:

e Accountancy is involved in, and influences, all the economic as-
pects of the business entity. As such, it has an important social
responsibility and it should be practiced in the spirit of ac-
countability and integrity.

e Even though the business entity is an integrated part of society,
it remains an economic entity in its own right, operating with the
assumption that it will continue to do so indefinitely. Furthermore,
the primary purpose and objective of the business entity’s exis-
tence can be expressed through the products and services it
aims to deliver to its intended target market.

e The entity’s income and costs, as well as its assets and liabilities,
are therefore to be measured according to each item’s relative
importance to the overall performance of the entity.
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e However, such measurements should not lead to periodic and
individual adjustments, based on perceived current fair values,
except for the net income and related capital accounts. Doing so
may limit the comparability not only between different periods
and entities, but also between an entity’s internal divisions.

e The net income (profit) amount is the excess of the received
value in return for the delivery of the entity’s products and ser-
vices over the values absorbed by these products and services.

Based on this philosophical foundation, there are three essential
objectives to which accounting theory should point. Firstly, it is
crucial that the primary purpose to be achieved by the recording and
collection of the accounting data be clearly understood — being the
reporting of the economic events incurred during the organisation’s
business operations. Secondly, it should facilitate the provision of
useful and comparable information concerning the entity’s historical
economic events as well as the methods used in the preparation
thereof. Finally, it should also facilitate the understanding of the
business decisions made upon such information, as well as the
method(s) used in reaching these decisions.

7. Concluding comments

In conclusion, accountancy as a discipline has an important voca-
tional focus. It is, however, grounded on sound scientific concepts,
not only within the business sciences, but also in the social
sciences. It is imperative that accountants embrace ethical principles
in practicing their vocation because of its broad impact on business
and society. Even though the GAAP framework aims to define
accepted accounting practices, such practices are often open to
interpretation and the motives of the accountant.

A topical discussion-point in accountancy related disciplines re-
volves around the measurement and valuation of items in the
accounting reports. Even though we have a great fascination in the
reality such accounting information intends to reflect, attempts to
reflect the fluctuations in asset value can be seen as changing
history and may serve to distort accounting’s primary purpose. It can
be argued that the performed transactions are the focus of ac-
counting theory, and that relativity and unstableness are not ele-
ments of organisational performance. However, relativity and unsta-
bleness are crucial factors of organisational planning. Accordingly,
the sub-disciplines of managerial accounting and financial manage-
ment have as their main objective the determination of relative data
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by which the respective values are to be measured. Although greatly
involved in, and built upon the accountancy foundation, these are
not problems of the basic accounting ideology.

The accounting teachers and professors therefore have a tremen-
dous responsibility in that they play a crucial role in the formative
years of accounting students. However, not only should they play a
role in teaching accountancy techniques, but how such techniques
are to be applied in a responsible manner. Furthermore, it is impor-
tant that students of accountancy are not merely brainwashed into
following rules and accounting conventions, but they should be able
to question the discipline, and put it to the test. By teaching future
accountants not to merely memorise and apply rules and regula-
tions, accounting professors could truly contribute to the future
academic status of the discipline.
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