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Abstract

Professions are characterised by the services they provide and in accounting this
includes standard setting. The accounting profession became increasingly involved in
the regulation of external financial reporting during the twentieth century by setting
standards of accounting practice for its members and entity stakeholders. This
narrative analysis of the history of accounting standards in New Zealand focuses on
why the accounting profession in New Zealand, as elsewhere in the English-speaking
world, assumed the responsibility to draft accounting standards. It argues that
accountants did so to maintain their professional status.

The New Zealand Institute of Chartered Accountants was instrumental in
creating accounting standards in New Zealand. Cautious to begin with, the Institute
soon became a progressive and innovative standard setter, not only developing a
conceptual framework for New Zealand standards but also making the standards
sector neutral. The Institute retained control of the drafting of accounting standards
even when, as happened in the latter decades of the twentieth century, the New
Zealand Government became more involved in the standard setting process. Recent
changes in the standard setting process, however, such as the development and use of
international accounting standards and the creation of statutory bodies to draft and
authorise standards raise questions about the accounting profession’s continuing use

of standard setting as a mechanism for maintaining professional reputation.
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Glossary and Abbreviations

General

CCA Current Cost Accounting

CPP Current Purchasing Power

New Zealand

APPC Accounting Practice and Procedures Committee
ARSB Accounting Research and Standards Board
ASRB Accounting Standards Review Board

BRAP Board of Research and Publications

ED Exposure Draft

EP Exposure Draft Public Sector Standard

FAC Financial Accounting Subcommittee

FRS Financial Reporting Standard

FRSB Financial Reporting Standards Board

GAAP Generally Accepted Accounting Practice®

GU Guideline

IAS International Accounting Standard

ICANZ NZICA/ New Zealand Institute of Chartered Accountants
IFRS International Financial Reporting Standard?
IPSAS International Public Sector Accounting Standards

Listed issuers parties to a listing agreement with a Stock Exchange in New Zealand
that have issued securities quoted on the Exchange

NZICA New Zealand Institute of Chartered Accountants
NZ IFRS NZ equivalents to IFRS®

NZSA New Zealand Society of Accountants

PBE Public Benefit Entity”

PS Public Sector

RB Research Bulletin

SME Small and Medium Sized Entities

SPSAC Statement of Public Sector Accounting Concepts
SPSAS Statement of Public Sector Accounting Standard
SSAP Statement of Standard Accounting Practice
TPA Technical Practice Aid

TSAP Tentative Statement of Accounting Practice
United States

AAA American Accounting Association

AlA American Institute of Accountants

! Approved financial reporting standards so far as they apply; otherwise rules applied should be
appropriate to the circumstances and have authoritative support within the New Zealand accounting
profession. Source: Financial Reporting Act 1993, Section 24.

2 Comprise IAS, issued by IASC and adopted by IASB; interpretations of IAS, issued by the former
Standards Interpretations Committee; IFRS, issued by the IASB; interpretations of IFRS, issued by the
International Financial Reporting Interpretations Committee.

¥ New Zealand standards on topics not addressed by IASB or versions of international accounting
standards.

* Reporting entity whose main objective is to provide goods and services for community or social
benefit.

Vil



AICPA American Institute of Certified Public Accountants

APB Accounting Principles Board

ARB Accounting Research Board

CAP Committee on Accounting Procedure

FAF Financial Accounting Foundation

FASB Financial Accounting Standards Board

GASB Governmental Accounting Standards Board

United Kingdom

ASSC Accounting Standards Steering Committee

ICAEW Institute of Chartered Accountants of England and Wales
SIAA Society of Incorporated Accountants and Auditors
Australia

AARF Australian Accountancy Research Foundation

ASA Australian Society of Accountants

ASCPA Australian Society of Certified Practising Accountants
ICAA Institute of Chartered Accountants in Australia
PSASB Public Sector Accounting Standards Board

Canada

CICA Canadian Institute of Chartered Accountants

International

IASC International Accounting Standards Committee

IASB International Accounting Standards Board

IFAC International Federation of Accountants

INTOSAI International Organization of Supreme Audit Institutions
I0SCO International Organization of Securities Commissions
IPSASB International Public Sector Accounting Standards Board



Introduction

...the Institute always took on a significant responsibility to promote the standards and quality
of financial reporting. One could argue that the job is really for a government body in the
sense that [while] there are obvious payoffs to the profession, promoting the standing of the
profession, there are also benefits [of the standards] that go well beyond the profession and
one could therefore argue that, just as with education, there is a role for government.*

...probably all the way through there have been people who have been saying, why do we
need accounting standards and why is the Institute paying for the development of accounting
standards??

These extracts from T. van ZijlI’s and J. Perry’s interviews raise points that
produced the research questions for this thesis. If there is a case for the state to be the
setter of accounting standards, why was the accounting profession in New Zealand the
standard setter for the past seventy years? How did the accounting profession set
accounting standards in those years and were the standards effective?

Van Zijl’s argument is pertinent because 2011 will be a milestone year in the
history of accounting standard setting in New Zealand as the New Zealand Institute of
Chartered Accountants (Institute) relinquishes the responsibility of drafting New
Zealand accounting standards.® Today, New Zealand accounting standards are
international accounting standards, no longer drafted by the Institute but by
international standard setting bodies and authorised by the New Zealand Government.
The New Zealand accounting profession ceased having a direct involvement in
regulating external financial reports. This is a significant change for the accounting
profession because, since the 1940s, when the Institute first introduced guidelines for
preparers of external financial reports, the profession, through the Institute, has been
the sole producer of accounting standards in this country. Why has the accounting
profession given up this responsibility? Then again, why did the profession back in
the 1940s agree to regulate external financial reports? How did the Institute draft and
issue standards in New Zealand from the 1940s to today? This thesis explores these
questions by evaluating the role of the New Zealand Institute in the history of

accounting standards in New Zealand.

1 T. van Zijl interview 16 July 2009.

2 J. Perry interview 18 September 2009.

* From 1908 until 1995, the New Zealand Institute of Chartered Accountants was known as the New
Zealand Society of Accountants. In this thesis, the Institute is referred to as the ‘“NZSA’, the ‘Society’,
the “Institute’, the ‘New Zealand Institute’ or ‘ICANZ’



Research questions

| became interested in the accounting profession and its role as the setter of
accounting standards when doing my Masters degree on women in the New Zealand
Institute. | already knew that accountants were auditors and that they monitored and
commented on the external financial reports entities released at regular intervals. | did
not know that accountants wrote the standards used in preparing these reports.
However, | did know that when entities collapsed and people lost their investments
the media was usually critical about the quality of the financial information found in
the reports, often claiming that this information was misleading and responsible for
people making poor investment choices. This criticism was particularly evident
following the 1987 share market crash in New Zealand.* Thus, the public identified
the accounting profession with the business community. When entities failed the
accounting profession was often held partly to blame. Why should the public hold the
accounting profession responsible for the reliability of external financial reports?

I was curious to find out how the accounting profession became the setter of
accounting standards and what motivated the profession to do so when it was
vulnerable to criticism of its efforts, especially when, as van Zijl noted, an argument
could be put forward for a government body to set standards. If there were standards
which entities were supposed to be using when preparing external financial reports,
how could these reports be misleading? Who was responsible for ensuring that entities
used the standards? Why should the public blame the accounting profession for
investment losses? The public does not know, and does not want to know, the details
of accounting standards and how they are applied. All the public is interested in is that
there are standards ensuring that external financial reports give an accurate view of
entity activities: a true and fair view. Why then did the accounting become a standard
setter when, as Perry observed, not all in the profession agreed? How has the role as
setter of accounting standards affected the accounting profession’s relationship with
other groups in society, particularly the state and business entities?

To answer these questions | decided to examine how New Zealand
accountants went about standard setting. To do so, | needed to investigate the standard
setting boards, which meant that | found myself exploring the role of the New Zealand
Institute of Chartered Accountants in standard setting, which was the official standard

*R. Nelson and C. James, ‘Behind closed doors: New Zealand investigates Private Share,” Far Eastern
Economic Review, 139:9 (1988), p.66.



setter in New Zealand. As | researched | began to see that there appeared to be a link
between standard setting and the professional status of accountants in New Zealand.
Thus, research on the history of accounting standards in New Zealand expanded to
become a study of an aspect of the behaviour of professions. Was there a connection
between professionalisation and professional behaviour, and how significant were
activities such as standard setting in maintaining accounting’s professional status?
These questions produced the hypothesis for this thesis, that standard setting was a
professional project of the accounting profession.

Professionalisation is a large area to study, as is standard setting. In order to
remain manageable, this thesis focuses on an examination of one professional activity,
the setting of accounting standards, and in one country, New Zealand. Accounting
standards are also not the only rules the accounting profession has developed in the
past few decades. Other regulations include auditing standards and assurance
standards. Assessing the development of these standards is beyond the scope of this
thesis, which focuses on accounting standards only and in particular on the
development of accounting standard setting rather than the nature of the regulations
themselves.

Throughout this thesis reference is made only to ‘accounting’. The term
‘accountancy’ is not used. Properly speaking, accounting is ‘the setting up,
maintaining and analysing of financial records’ and the term is also used to describe
the academic discipline. Accountancy is ‘the office, work or profession of an
accountant.”® However, accounting is the term more usually used in the literature, so
in this thesis ‘accounting’ is used to mean both ‘accounting’ as actual accounting
work and ‘accountancy’ as the profession. There are numerous acronyms applicable
to accounting standards, not least the many boards and committees associated with
standard setting in New Zealand and elsewhere in addition to the many professional
accounting associations around the world. Those associations, boards, committees and
standards referred to in this thesis are listed in the glossary.

There is much literature on the accounting profession. An excellent example is
Edwards and Walker’s recently published comprehensive guide to accounting history

that incorporates summaries of several aspects of the profession.® There are many

5 The Chambers Dictionary 10" edition, p.9.
® J.R. Edwards and S.P. Walker (eds.), The Routledge Companion to Accounting History, (London and
New York, 2009).



studies focussing on theories concerning the profession but fewer studies using
empirical evidence to examine those theories. West, for example, identified a need for
empirical evidence from case studies of accounting professional activity, as did
Gaffikin.” West was concerned about the reliance researchers place on theoretical
explanations of professional activities. He saw them exploring these actions through
speculation rather than evidence. Poullaos also saw ‘large gaps in [studies of] the
temporal mid-range between the historical emergence and the present state of
accountancy projects.”® This thesis is a response to these calls and aims to provide
empirical evidence to test if standard setting is an example of professional behaviour.
When | began this research | found that little has been written on general
histories of accounting standard setting, that is, histories that take a broad approach
and cover the development of standard setting in one country from its origins to the
present day. A notable exception is the work of Zeff who, during the 1970s, produced
a number of books that gave brief but clear histories of standard setting in several
countries, including New Zealand.® More usually, historical studies of the evolution
of standard setting focus on the standard setting bodies established either by
accounting associations or the state. Thus, researchers have examined the histories of
specific standard setting bodies, such as Storey and Storey’s study of the Financial
Accounting Standards Board in the United States and, more recently, Rutherford’s
history of the United Kingdom’s Accounting Standards Committee and Street’s work
on the International Accounting Standards Committee.™® There is a need for more
studies of accounting associations and their contribution to, and relationships with, the
societies in which they are found. In this way the workings of modern societies and
the possible future paths they will take may be better anticipated. Some researchers
have recognised this gap in the knowledge of professional activities. Poullaos, in his

summary of the stages of professionalisation of accounting, noted ‘[there is] a huge

" B.P. West, Professionalism and Accounting Rules, (London and New York, 2003), p.9.; M.J.R.
Gaffikin, Accounting Theory: research, regulation and accounting practice, (Frenchs Forest, New
South Wales, 2008).

8 C. Poullaos, ‘Professionalisation,” in The Routledge Companion to Accounting History, J.R. Edwards
and S.P. Walker (eds), (London and New York, 2009),p.266.

% S.A. Zeff, Forging Accounting Principles in Five Countries, (London, 1972), Forging Accounting
Principles in Australia, (Melbourne, 1973) and Forging Accounting Principles in New Zealand,
(Wellington, 1979).

9R.K. Storey and S. Storey, The Framework of Financial Accounting Concepts and Standards,
(Norwalk, Connecticut, 1998); B.A. Rutherford, Financial Reporting in the UK: a history of the
Accounting Standards Committee 1969-1990, (London and New York, 2007); D.L. Street, Inside
G4+1: The working group’s role in the evolution of the International Accounting Standard setting
process, (London, 2005); Rutherford (2007).



literature on standard-setting but...little in-depth examination of how the emergence of
regulatory space has changed the course of professional projects and vice versa.”**

Our societies today are more regulatory than in the past, as Baldwin et al.
observed.? Regulations are found in all aspects of life, political, economic and social.
Citizens are aware of their rights as individuals but often prefer to leave
responsibilities to others. The media for example, convey continual demands for
accountability and authorities respond with more regulations. In such an environment
studies of the state and regulatory groups are important for further understanding of
society and its governance structure.*® Although focused on the accounting profession
and its professionalisation process, this thesis aims to contribute to this understanding
for standard setting is part of the regulatory regime. A study such as this, examining
the pressures on the accounting profession as standard setter and the relationship of
the profession with other groups such as the state, is part of a trend in regulatory
studies that Scott saw emphasised institutional relationships in regulatory regimes and
that Baldwin et al. noted stressed institutional motivations.™

As with Zeff’s 1979 study, this thesis focuses on the broader history of
standard setting in New Zealand, looking at how the New Zealand Institute began
developing accounting standards in New Zealand and the factors, internal and
external, national and international, that influenced this development. However, this
thesis goes further than Zeff in considering and providing new ways of thinking about
how professions act in society, thus adding to the knowledge of the nature of
professional groups and their interactions with other groups in the economy, including
the state.

Although this thesis confines itself to New Zealand, standard setting has a
strong international dimension. Accounting standards are a part of economic activity
in all countries and the standards used in New Zealand are the same or similar to those
used elsewhere. This is especially so with increasing globalisation and international
trade. Because this thesis explores the history of accounting standards in New
Zealand, that history is compared with the history of accounting standards in those

countries that have most influenced New Zealand. The British Imperial origins of the

1 C. Poullaos (2009), p.266.

12 R, Baldwin, M. Cave and M. Lodge, ‘Introduction: Regulation- The Field and the Developing
Agenda,’ in Baldwin et al. (Oxford, 2010), p.6.

13.C. Scott, ‘Standard-Setting in Regulatory Regimes,” in Baldwin et al. (Oxford, 2010), p.117.
¥ Scott (2010), p.117; Baldwin et al. (2010), p.11.



European settlement of New Zealand greatly influenced the creation and working of
the New Zealand accounting profession.™ Therefore this thesis also studies aspects of
standard setting in the United Kingdom, the United States and Australia that affected
standard setting in New Zealand. Other countries of British origin such as Canada and
South Africa have had less influence on accounting standards in New Zealand and
hence there is less comparison made in this thesis with these countries. The scope of
the thesis for the most part is limited to comparing New Zealand standard setting with
that of Australia and the United Kingdom.

If the New Zealand history of standard setting has much in common with the
history of standard setting in many other countries, then why study New Zealand
when researchers have produced histories of standard setting in other countries?*® One
reason is that the New Zealand history allows for a relatively simple case study to
examine the evolution of accounting standards. The New Zealand accounting
profession has had only one association involved in standard setting, unlike most
other countries where the history of standard setting incorporates a history of
accounting associations learning to cooperate and relate to each other as they dealt
with issues of standard setting. At the same time, because of the small size of New
Zealand, fewer individuals have been involved in standard setting, allowing a focus
on the process of standard setting instead of the dynamics of intraprofessional
relationships.

Another advantage of examining the history of standard setting in New
Zealand is that such a history provides information about the pressures and influences
on standard setting elsewhere, making it possible to compare and explain the link
between this country and other countries, especially Australia and the United
Kingdom. A history of standard setting in New Zealand not only covers what New
Zealand has in common with other countries but also where New Zealand varies from
other countries. A notable example is the period during the 1990s and 2000s when
external financial reporting in New Zealand was regulated by sector neutral standards.

This brief period of radical change in standard setting, along with the development of

> W.F. Chua and C. Poullaos, ‘The Empire Strikes Back? An Exploration of Centre-Periphery
Interaction between the ICAEW and Accounting Associations in the Self-Governing of Australia,
Canada and South Africa, 1880-1907,” Accounting, Organizations and Society 27:4/5 (2002), pp.409-
445

% For example, S.A. Zeff, ‘How the US profession got where it is today: part 1,” Accounting Horizons,
17:3 (2003), pp.189-205; , ‘How the US profession got where it is today: part 11,” Accounting
Horizons, 17:4 (2003), pp.267-286.



individual standards like SSAP-17 Accounting for Investment Properties by Property
Investment Companies, makes New Zealand different from other countries and the
topic of standard setting in New Zealand worthy of study.

A further reason to study standard setting, whether in New Zealand or
elsewhere, is to prove whether standard setting is a professional activity. When
demand grew for better quality external financial statements in the first few decades
of the twentieth century, preparers, users and other interested groups, such as the state,
turned to accountants as the logical drafters of standards for they had the necessary
skills and knowledge. Accountants therefore were acting in the interest of the public
when setting accounting standards because they ensured that relevant and valuable
financial guidance for external financial statements was widely available. As van Zijl
observed, the public indeed benefited since these measures promoted general
economic welfare, but so also did the accounting profession, for external financial
reporting has a high economic and social profile. The profession took its
responsibilities as standard setter seriously. This may be seen in the preface to New
Zealand Institute publications of accounting standards, which also highlights the

relationship between the accounting profession and New Zealand society.

The objective of the FRSB (Financial Reporting Standards Board), a national board of the
Institute of Chartered Accountants of New Zealand...is to develop and maintain definitive
standards and other guidance on all aspects of financial reporting. The FRSB aims to
continually improve the quality of general purpose financial statements and non-financial
statements in New Zealand so that users of those statements are provided with information
which enables them to

(a) assess the performance, financial position and cash flows of the entity

(b) assess the entity’s compliance with legislation, regulation....

(c) make decisions about providing resources to, or doing business with, the entity.

This will assist in maintaining and improving the efficiency of New Zealand capital markets
and improving the accountability of profit-oriented and public benefit entities.’

Providing guidance in preparing the statements and improving their quality and
relevance enhanced accounting’s professional reputation.

Professional reputation is fragile, hard to earn and easily lost. Clients and the
wider community demand competent accounting services delivered with integrity.
They trust a professional accountant to act ethically and remain independent when
giving advice and guidance. Earlier this century the financial collapse of Enron and

other American entities irreparably damaged the reputation of accounting

17 Applicable Financial Reporting Standards: NZ equivalents to international financial reporting
standards, (Wellington, Institute of Chartered Accountants of New Zealand, 2004), p.4.



professionals who were providing these entities with financial services and affirming
the reliability of those entities’ external financial reports. Arthur Andersen was the
professional accounting firm destroyed in the collapse. In a few months the firm went
from being a Big Five international accounting firm with thousands of employees to
an entity that no longer existed. As the standard setter the accounting profession is
closely linked to the validity of entity external financial statements. When the
accuracy of external financial statements is called into question, as happens during
entity collapses, accountants are often considered part of the problem.

If providing guidance for external financial reporting has such a high profile in
the economy and the reputation of the accounting profession is so firmly linked to the
quality of entity financial reporting, then there may be a link between standard setting
and the professionalisation of accounting. Professionalisation is a broad process. An
occupation may take several paths to become a profession and the methods employed
alter as circumstances change. Larson proposed a model to explain the
professionalisation process, suggesting that professionalisation occurs where those in
an occupation carry out ‘professional projects.” In the model, the projects exhibit
particular characteristics, where professional organisations used legislation and
regulation to restrict access to carrying out the work in specific economic fields,
controlling the knowledge required for that work and maintaining that control.*®

Larson’s model therefore claims there is a significant link between how
professions maintain control of services and their success as professional occupations.
The model also highlights the importance of the relationship between a profession and
other groups in society for professionalisation to be successful, and professional
occupations to succeed. Professions are an influential sector in the economies of
western countries and play a prominent role in many aspects of modern society. Their
actions have political, social and economic implications. Yet, as West noted, ‘despite
the apparent importance of the issue, few studies in the sociology of professions
literature have grappled with the question of whether or not professional authority has
functioned as an effective mediating device with those domains in which it is
relied.”*® There are some studies. Macdonald, for example, explored accounting’s use

of professional authority within the framework of Larson’s model of professional

8 M.S. Larson, The Rise of Professionalism: a sociological analysis, (Berkeley, 1977).
19 West (2003), p.34.



projects, linking the profession’s dominance in auditing to its relationship with other
groups.?®

This thesis continues this research, providing a structured approach to the
issue of professional activities and professionalisation to a greater extent than has
occurred to date by debating the link between the professionalisation of accounting
and the role of accountants in standard setting. The findings in this thesis will
therefore enable further understanding of how professions act and react in their
societies when providing professional services. In particular this thesis provides
empirical evidence of the efforts of one profession to control one service and
discusses the profession’s motives for doing so and its changing relationship with the
state to monopolise delivery of that service. In this respect this thesis adds to the
knowledge of the nature of professional groups and how they relate to other groups.
This broadens the usefulness of this thesis, for studies of professions cover many
fields and disciplines, from sociology to history, and many topics, from issues in the
medical profession to matters of contention for teachers in tertiary education. Thus
this thesis may provide useful information in a wide variety of research areas as it
augments work done elsewhere, such as Seneviratne’s work on regulation and the
legal profession in the United Kingdom.?

There is some New Zealand literature on the Institute and its role in standard
setting. Some researchers, such as Keenan, have studied particular events or aspects of
standard setting in New Zealand and Graham and Millen touched on standard setting
in their general histories of the Institute.?? Only Zeff has written about the role of the
Institute in standard setting and given the limited time and other resources he had
available he considers his study an introduction to the topic.?® Zeff’s book was the
inspiration for this thesis which continues his work from an historical rather than an
accounting perspective. The history of the New Zealand Institute’s dominance in
standard setting is examined as a case study that provides empirical evidence of the
evolution of New Zealand accounting standards and allows an exploration of whether
there are links between standard setting as a professional activity and the

professionalisation of accountants.

20 K.M. Macdonald, The Sociology of the Professions, (London, 1995).

21 M. Seneviratne, The Legal Profession: Regulation and the Consumer, (London, 1999).

2 M.G. Keenan, ‘Between Anarchy and Authority,” Accounting History, 5:2 (2000), pp.93-99.A.W.
Graham, The First Fifty Years 1909-1959, (Wellington, 1960); J. Millen, The Third Quarter: The NZSA
(founded 1909) from 1960-1984, (Wellington, 1985).

23 7eff,(1979).



The structure of the thesis

The structure of the thesis was determined by the research methods employed.
Research material was obtained from the archives of the Institute and interviews with
some members and former members of the Institute’s standard setting boards and
committees. Using interviews to supplement or confirm archival material created a
robust foundation for this thesis because those interviewed had overlapping
membership of the standard setting boards, providing a continuous coverage of events
from the early days of standard setting in New Zealand until the present day.

The thesis is, first, a history of standard setting in New Zealand and the role of
the Institute as the standard setter. The thesis thus provides an analytical history of the
evolution of standard setting in New Zealand. However, the thesis is also an historical
enquiry about the professionalisation process, where the evidence from an
examination of the history of standard setting is used to determine if standard setting
is a professional project as per Larson’s model of professional behaviour. The thesis is
generated from ‘the institutional and professional environment’ and approached from
a descriptive and empirical rather than theoretical analysis.?*

The thesis is structured in two sections. The first section places the thesis
within the literature on accounting as a profession and research and standard setting,
and its related topics. Section two documents the evolution of accounting standards in
New Zealand as a case study providing empirical evidence that allows an exploration
to determine if there is a link between standard setting and professionalisation.

Section one may be seen in two parts- chapter one and then chapters two to
four. Chapter one introduces the thesis, its argument and methodology. The chapter
first explores the history of accounting standards within the discipline of accounting
history and this thesis within that discipline. The literature in accounting history is
extensive, incorporating aspects of several academic disciplines. However, as the
chapter notes, although the accounting profession drafted accounting standards for
more than sixty years, little has been written on a detailed history of accounting
standards by a professional national accounting association.

Why and how the accounting profession chose standard setting as a
professionalisation tool are examined in chapters two to four. These chapters establish

*'S.P. Walker, ‘Structures, Territories and Tribes,” in The Routledge Companion to Accounting
History, J.R. Edwards and S.P. Walker (eds), (London and New York, 2009), p.15.
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accounting as a profession and hence its need for the acquisition and maintenance of
professional status. The chapters demonstrate the importance of quality external
financial reports for effective general economic decision-making, and hence why
developing standards for these reports was a suitable way for accountants to maintain
dominance in standard setting. Chapter two investigates the origins of the nineteenth
century professions and how occupations, such as accounting, became professions.
The suitability of developing accounting standards as one means of maintaining
professional status is developed in chapters three and four. Chapter three explains the
importance of quality external financial reporting, the role of accounting standards in
ensuring this and introduces the nature of professional-state interaction in standard
setting. Chapter four proposes that the intensity with which the accounting profession
attempted to develop financial accounting theory is evidence of the seriousness with
which the profession considered regulating external financial reporting, and hence a
possible link to professionalisation. In these attempts the accounting profession has
debated theories and ideas, with varying and disputed success, to describe the basic
principles of financial accounting and create a framework for accounting standards.

The second section of this thesis- chapters five to eleven- analyses the history
of accounting standards in New Zealand and key episodes in the development of those
standards within the theoretical framework of Larson’s model of professional
behaviour. Chapter five outlines how the accounting profession began its involvement
in maintaining and improving the efficiency of New Zealand capital markets through
standard setting and how the Institute encouraged best practice and research through
individual effort. Chapter six highlights a change in the Institute’s attitude towards
external financial reporting as it accepted a responsibility to provide guidance in
preparing reports. By the end of the 1940s the Institute’s attitude had changed again,
towards national coordination of research on several accounting issues, including
external financial reporting. These changes came about in part because of the
increasing usefulness of branch study groups researching accounting related issues
and in part because overseas accounting organisations, especially in the United
Kingdom, were issuing their members with guidelines in external financial reporting.
The Institute established its first national research committee, the Accounting Practice
and Procedure Committee (APPC), in 1950.

Chapters seven and eight assess the work between 1961 and 1978 of the Board
of Research and Publications (BRAP), the successor committee to the APPC. BRAP
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was more successful than the APPC in developing best practice in external financial
reporting because accounting was now an academic subject in New Zealand
universities and university personnel were on the Board. During the 1970s, the Board
became more certain in its actions, progressing from drafting Tentative Statements of
Accounting Practice (TSAPS) to issuing Statements of Standard Accounting Practice
(SSAPs) for external financial reporting.

Chapter nine analyses the Institute’s progress in standard setting during the
1980s, when BRAP was replaced by the Accounting Research and Standards Board
(ARSB). Through the ARSB the Institute maintained a mix of proactive and reactive
behaviour in standard setting, responding to changing needs of users of financial
reporting standards, filling gaps and using standards developed overseas. Since the
1940s the New Zealand accounting profession has cooperated across national
boundaries and in recent decades the international connection has strengthened with
the harmonisation of New Zealand and Australian accounting standards and the
adoption of international accounting standards.

The influence of government is significant in standard setting. In New
Zealand, the profession acted with the knowledge and support of government and
government departments, such as the Treasury and, latterly, the Ministry of Economic
Development. As Macdonald noted in his study of the British profession, the
profession-state relationship was important for a profession to maintain its
professional status. However, this thesis maintains that, in standard setting, the New
Zealand Government left the actual process of standard setting to the accounting
profession for much of the twentieth century. Challenges to the authority and
professional independence of the profession in the 1970s and 1980s caused the
Institute to recommend and support government changes to the standard setting
process, as seen in chapters ten and eleven. Chapter ten examines the role of the New
Zealand accounting profession in standard setting from 1992 to 2002, through its new
committee, the Financial Reporting Standards Board (FRSB). The profession
continued to be a dominant force in standard setting, working with the Accounting
Standards Review Board (ASRB), the government statutory body now giving legal
backing to New Zealand accounting standards. During the 1990s, the FRSB
developed a set of high quality accounting standards within a conceptual framework
that permitted sector neutrality and differential reporting and the standards were

increasingly aligned with international standards. Chapter eleven reviews the history
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of standard setting from 2003 to 2010 as the ASRB and FRSB cooperated to establish
a process for adopting International Financial Reporting Standards (IFRS). The two
boards attended to the subsequent challenges of maintaining sector neutrality and
accommodating the increasing need for differential reporting following Institute and
Government reviews of the financial reporting framework.

This thesis provides a distinctive historical approach to an accounting topic
and in so doing uses as a case study the history of accounting standards in New
Zealand, and the role of the New Zealand Institute in producing those standards, to

provide a new perspective on the concept of professionalisation.
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SECTION ONE: STANDARD SETTING AND THE

PROFESSIONALISATION OF ACCOUNTING
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Chapter One: Accounting History Literature and Methodology

Introduction

Accounting and history may appear as two distinct spheres of academic
research but they can intersect, as in accounting history. Despite the relatively recent
origins of accounting history, accounting historians have examined many areas of
accounting from an historical perspective including topics of interest in this thesis; the
professionalisation of accounting and standard setting.

The first part of this chapter explores the literature, placing this thesis in the
context of the international and New Zealand literature in accounting history on
standard setting and professionalisation. The second part of this chapter discusses the
methodology used in this thesis; historical analysis on the history of the New Zealand
Institute as a case study in standard setting; archival history and oral history to obtain

the source material necessary to answer the research questions.

Accounting history and its literature

The literature that provides the background to this thesis covers a number of
fields. This thesis is a history of accounting standards and is therefore grounded in
two disciplines, history and accounting. However, there is a third discipline,
accounting history, in which scholars have undertaken research relevant to a history of
accounting standards. Hence the literature for this thesis is found in history,
accounting and accounting history. To understand the increasingly regulatory nature
of accounting standards and the changing role of the accounting profession as a
drafter of those standards, researchers studied the environment in which the standards
were produced and examined the political and social changes that influenced the
accounting profession. An exploration of these aspects of professional behaviour
incorporates findings in sociology. Thus elements of a fourth discipline may be added
to the literature relevant to a history of accounting standards, but it is accounting
history that provides most of the literature. This section of the chapter focuses on the
literature on accounting standards in the specified disciplines but only on the literature
from English-speaking countries, for the thesis began as a history of accounting
standards in New Zealand, an English-speaking country with strong British links.

Accounting history is an interdisciplinary subject in that it incorporates

elements of history and accounting and uses social science methodology and
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sociological approaches to studying issues. Interdisciplinary historical research is a
recognised and expanding area of inquiry.* Jordanova, when discussing
interdisciplinary historical research, noted that this phrase ‘implies continued
allegiance to a discipline combined with openness to other perspectives.’? Jordanova
explored the possibilities of interdisciplinary research, although she cautioned that
researchers from one discipline needed to acknowledge the approaches that
researchers in another discipline have developed within their own field of study. The
literature in accounting history reflects the richness of interdisciplinary studies that
comes from using different perspectives and approaches. This thesis contributes to
that richness. Where accounting history usually draws its epistemology from the
discipline of accounting this thesis adds to accounting history literature by first
drawing its epistemology from history

There are three parts to this section of the chapter. The first part looks at the
relationship between accounting and accounting history and then outlines the
accounting literature relevant to a history of accounting standards. Although this
thesis does not explain the content and application of accounting standards it was
necessary to study the specialist accounting literature on accounting standards to
obtain an understanding of accounting standards, financial accounting theory and the
nature of accounting regulation. The second part of this section outlines the
relationship between accounting history and history, showing the similarity of
approaches to research in both disciplines. This section also sets out the structure of
this thesis and how the thesis may be placed in accounting history from a history
perspective. The third and final part of this section explores the literature on
professions and accounting as a profession in history and accounting history, as a lead

into the more analytical discussion of professionalisation in the following chapter.

Accounting history and accounting

Accounting history has a strong affiliation with accounting. Accounting
historians are more likely to be accountants than historians and accounting history is

more likely to be taught and studied in tertiary commerce and business schools than in

L. Jordanova, History in Practice, (London, 2000).
? bid, p.87.
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the humanities.® This emphasis on accounting may explain the focus of accounting
history studies on the accounting profession, its organisations and accounting
practices.” Although accounting history appeared as a specific area of research in the
1970s, the first studies in this discipline came several decades earlier, around the
beginning of the twentieth century.® In both the United Kingdom and United States
some accountants were interested not only in the practice of accounting but also in its
development. During the first half of the twentieth century, accounting practitioners
and academics, such as Littleton and Yamey, published articles on issues that today
we would call accounting history.® However, interest in the origins of accounting and
the development of accounting practice remained confined to individual accountants
like Littleton and Yamey until the second half of the twentieth century.

In 1968, accounting history became a formally recognised area of accounting
research when the American Accounting Association established a Committee on

Accounting History.” The Committee on Accounting History aimed to

...propose objectives for research in accounting history, develop guidelines for the teaching of
accounting history in undergraduate and graduate courses, and provide a forum...through
which those interested in the teaching or research of accounting history can hear papers and
exchange ideas.®

In 1973, the Committee became the Academy of Accounting Historians. The
Academy encouraged interested accountants to study and publish on historical aspects
of accounting through its journal, The Accounting Historians Journal. Today there are
more outlets for publishing research in accounting history, including Critical
Perspectives on Accounting; Accounting, Auditing and Accountability; Accounting
History; Accounting, Organizations and Society and Accounting Business and

Financial History. These journals have been active in supporting other activities

¥S.P. Walker, ‘Accounting in history,” Accounting Historians Journal, 32:2 (2005), pp.233-259.
Accounting historians P.J. Miranti and R.D. Hines have history training.

* This contrasts with Economics which has two distinct historical sub disciplines, Economic History,
the study of real world events, and History of Economic Thought, incorporating the development of
ideas in Economics

5 G.J. Previts, L.D. Parker and E.N. Coffman, ‘Accounting History: Definition and Relevance,” Abacus,
26:1 (1990), pp-1-16, noted that Worthington wrote an historical book, Professional Accountants in
1895.

® A.C. Littleton, Accounting Evolution to 1900, (New York, 1933); B.S. Yamey, ‘Scientific
bookkeeping and the rise of capitalism,” Economic History Review, 2" series, 1:2/3 (1949), pp.99-113.
See also A.C. Littleton and B.S. Yamey (eds), Studies in the History of Accounting, (London, 1956).

7 C.J. Napier, ‘Historiography,” in Edwards and Walker, (2009), pp.30-49.

8 American Accounting Association 1970, quoted in Edwards and Walker, (2009), p.15.
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within accounting history research, including international accounting history
conferences and the World Congress of Accounting Historians.

Even though accounting history was established within accounting, with
specialist journals and regular conferences, the subject was not usually a mainstream
topic in tertiary commerce and business schools. A few universities, for example,
Cardiff University, have research units in accounting history but they are the
exception. Accounting history remains a small part of teaching and research, not
commonly accepted into the curriculum of business schools focused on accounting
practice.” The accounting profession itself has not embraced accounting history as a
major area of interest and accounting history is unlikely to be a subject for discussion
at branch meetings. There has never been, for example, a New Zealand accounting
history group within the New Zealand Institute of Chartered Accountants. However,
as outlined later in the next section, New Zealand accounting academics interested in
accounting history have engaged, as individuals, in accounting history research
through publication in accounting history journals and participation in conferences of
the Accounting and Finance Association of Australia and New Zealand and similar
academic bodies.*®

Within accounting, there are many studies on accounting standards and
financial accounting theory, covering many aspects of these topics. Only some of
these studies were used in this thesis and those used were chosen because they gave
information and findings either directly relevant to a history of accounting standards
or provided information that helped explain the motives and actions of the accounting
profession as standard setter. Accordingly, the literature in this thesis includes studies
that examined the nature of accounting standards such as Blake and Lunt’s
comprehensive general work on accounting standards, Bradbury and van Zijl’s
summary of the evolution of accounting standards in New Zealand and Benston’s

explanation of the areas of external financial reporting the standards cover.*

% In 2010, the Commerce schools in most New Zealand universities had a senior undergraduate or
postgraduate course in accounting history. Source: websites of the universities. S.P.Walker, ‘Structures,
Territories and Tribes,” in Edwards and Walker (2009), p.24.

19 The Accounting and Finance Association of Australia and New Zealand, formerly the Accounting
Association of Australia and New Zealand, is an organisation of tertiary academics.

11 3. Blake and H. Lunt, Accounting Standards, (Prentice Hall, England, 2001); M.E. Bradbury and T.
van Zijl, The New Zealand Financial Reporting Framework, (Milton, Queensland, 2005); G.J. Benston,
‘Public (U.S.) compared to private (U.K.) regulation of corporate financial disclosure,” The Accounting
Review, 51:3 (1976), pp.483-498.
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There are a number of accounting studies on the nature of regulation and
works useful to this thesis because they explain the concept of regulation and show
the links between regulation and standard setting including studies by Buckley and
Weston, Watson and Baldwin.'? Good sources of information on accounting theory
are Sprouse and Moonitz, Bell, Hendriksen and Wolk et al.** Accounting studies on
the effects of standard setting on the accounting profession’s relationships with other
groups in an economy include Solomons, who provides a very readable and
understandable study of profession-state relations in standard setting, Pownall and
Schipper’s reflections on the application of standards and Tweedie and Whittington
who explore the implications of using standards in specific situations.**

The accounting literature on accounting standards does include some history,
on particular standard setting institutions such as Miller and Redding’s history of the
FASB in the United States, Rutherford’s history of the Accounting Standards
Committee in the United Kingdom and on particular countries such as Carey’s history
of the accounting profession in the United States.*® These histories were useful not
only for their findings but also for the methodologies they used to research the
histories. Other histories by accountants which gave useful insights into the evolution
of accounting thought on standard setting include studies of the works of prominent
colleagues such as that by Lee and Wolnizer, Emanuel and Stewart and Mumford and
Peasnell.’® This thesis was therefore able to incorporate and continue the findings of

several researchers in a number of areas relevant to the professionalisation of

12 3. W. Buckley and J.F. Weston, Regulation and the Accounting Profession, (Lifetime Learning,
California, 1980); D.J.H. Watson, ‘Regulation: The Decline and Fall of the Accounting Profession or
the Coming of the Golden Age,” in Regulation and the Accounting Profession, D.J.H. Watson (ed.), (St
Lucia, 1981); R. Baldwin and M. Cave, Understanding Regulation: theory, strategy and practice,
(Oxford, 1999).

3 R.T. Sprouse and M. Moonitz, Accounting Research Study No. 3: A Tentative Set of Broad
Accounting Principles, (New York, 1962); P.W. Bell, CVA, CCA and CoCoA: How fundamental are
the differences? (Australian Accounting Research Foundation, Melbourne, 1982); E.S. Hendriksen,
Accounting Theory, (Illinois, 1982); H.l. Wolk, M.G. Tearney and J.L. Dodd, Accounting Theory: a
Conceptual and Institutional Approach, (Cincinnati, Ohio, 2001).

D, Solomons, “The Politicisation of Accounting: The Impact of Politics on Accounting Standards’ in
Accounting Theory: a contemporary review, S. Jones et al. (eds.) (Sydney, 1995); G. Pownall and K.
Schipper, ‘Implications of accounting research for the consideration of international accounting
standards for US securities offerings,” Accounting Horizons, 13: 3 (1999), pp.259-280; D.Tweedie and
G. Whittington, The debate on inflation accounting, (Cambridge, 1984).

5p B. Miller and R.J. Redding, The FASB- The People, the Process and the Politics, (Homewood,
Ilinois, 1988); Rutherford (2007); J.L. Carey, The Rise of the Accountancy Profession: from technician
to professional 1896-1936 and to responsibility and authority 1937-1969, (New York, 1969 and 1970).
8 T.A. Lee and P.W. Wolnizer (eds), The Quest for a Science of Accounting: an anthology of research,
(New York, 1997); M.J. Mumford and K.V. Peasnell (eds), Philosophical Perspectives on Accounting:
essays in honour of E Stamp, (London and New York,1993); D.M. Emanuel and I.C. Stewart (eds),
Essays in honour of Trevor R Johnston, (Auckland, 1981).
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accounting and standard setting, exploring why and how the accounting profession

became a standard setter.

Accounting history and history

Although accounting history appears firmly within the discipline of
accounting, there are links with the discipline of history. Accounting history shares
many of history’s objectives in that it ‘advances understandings and encourages
debate about the past’ and uses historical techniques of description, narrative and
analysis to recount past events and interpret them."’ It is understandable therefore,
that accounting history’s development in many respects has paralleled that of history
as a discipline. In recent decades, research in history has broadened from an emphasis
on politics and war to other areas of human endeavours, including society and social
relationships. Historical research since the 1970s has focused more on social issues,
such as gender, race and class and the relationships between groups in a society.*®

The development of accounting history has seen similar changes with new
areas of research that, at times, were the subject of strong debate.'® As in history these
changes saw the development of a new strand of research focused on social issues.
The old and the new strands of accounting history are sometimes referred to as
‘traditional’ and ‘new’ accounting history.? The distinction between the two strands
is apparent in their alternative names. Traditional accounting history is the *history of
accounting’ and new accounting history is ‘socio-historical accounting research.”?
Traditional accounting history incorporated archival research, using official
documents and following traditional historical methodologies, in many respects taking
a functionalist view of accounting and claiming an objective or rational view of a
subject.? Traditional accounting history topics included the professionalisation of
accounting and the history of large accounting firms and professional organisations.

New accounting history emerged during the 1980s as part of a wider academic

reaction to the scientific methods and archival focus of the traditional accounting

" Walker (2009), p.14.

18 3. Tosh with S. Lang, The Pursuit of History: aims, methods and new directions in the study of
modern history, (Harlow, England, 2006).

9 Walker (2009), p.14.W. Funnell, ‘Preserving history in accounting: seeking common ground between
‘new’ and ‘old’ accounting history,” Accounting, Auditing and Accountability Journal, 9:4 (1996),
pp.38-64.

%0 R.K. Fleischman, P.A. Mills and T.N. Tyson, ‘A theoretical primer for evaluating and conducting
historical research in accounting,” Accounting History, 1:1 (1996), pp.65 and 66.

2! Napier (2009), p.36.

22 B.S. Yamey, Essays on the History of Accounting, (New York, 1978).
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historians.?® New accounting historians, such as Carnegie and Napier, claimed that the
traditional approach ignored underlying social factors and had a ‘whig’ view of
accounting as an evolutionary process, emphasising developments in accounting
practices and thought as improvements on what went before.?* These researchers also
criticised the reliance of traditional accounting historians on the use of empirical and
technical methods of research. There were ‘strong theoretical and methodological
objections to historical accounting research.’® Rather, new accounting historians
argued that accounting history should concentrate on a study of the changes in
accounting practice, its preconditions and consequences, while interpreting data
within social and cultural contexts.?® This philosophical base to new accounting
history was greater than in traditional accounting history with broader causes and
effects studied in the relationship of accounting and accountants to other social
groups.?” Accounting history now had a critical perspective on accounting and its
relationship with society.”® One of the first developments in new accounting history
was a critical accounting project established in England to ‘promote greater levels of
self-awareness among those engaged in accounting regarding the conditions and
consequences of their practices.”*

During the 1990s, there was some tension between the two streams of
research. Keenan defended traditional accounting history methodology, noting that
historical explanation was a set feature of historical research and did not have to be

2 A.G. Hopwood, ‘The archaeology of accounting systems,” Accounting, Organizations and Society,
12:3 (1987), pp.207-234.
?* G.D. Carnegie and C.J. Napier, ‘Critical and Interpretive Histories: Insights into Accounting’s
Present and Future through its Past,” Accounting, Auditing and Accountability Journal, 9:3 (1996), p8.
% Napier, (2009), p.36.

ca. Napier, ‘Research Directions in Accounting History,” British Accounting Review, 21:3 (1989),
pp.237-254. For example, J. Roberts and J.A. Coultts, ‘Feminization and Professionalization: A Review
of an emerging literature on the Development of Accounting in the United Kingdom,” Accounting,
Organizations and Society, 17:3/4 (1992), pp.379-395 and A.G. Puxty, ‘The Accountancy Profession in
the Class Structure,” in Critical Accounts (eds) D.J. Cooper and T.M. Hopper (London, 1990), pp.366-
390.
27p_ Miller, T.M. Hopper and R.C. Laughlin, ‘The New Accounting History: An Introduction,’
Accounting, Organizations and Society, 16:5/6 (1991), pp.395-403; K.W. Hoskin, ‘Boxing Clever; For,
Against and Beyond Foucault in the Battle for Accounting Theory,” Critical Perspectives on
Accounting, 5:1 (1994), pp.57-85.
%8 For a wider discussion on the nature of critical studies see S.C. Lodh and M.J.R. Gaffikin, ‘Critical
Studies in Accounting Research, Rationality and J. Habermas: A Methodological Reflection,” Critical
Perspectives on Accounting, 8:5 (1997), pp.433-474.
» R. Roslender, “Critical Theory” in Methodological Issues in Accounting Research: Theories, methods
and issues, (ed.) Z. Hoque (London, 2006), p.247.
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teleological.*® Bryer and Napier were not convinced.*! This debate was strong enough
for accounting history journals to favour particular approaches. Critics of positivist
and empirical accounting for instance usually did not publish in The Accounting
Review.* The debate on traditional versus new accounting history may have caused
accounting historians to lose sight of the broader context of accounting history. On the
other hand, the debate may be a good sign in that it shows that accounting history has
developed to the extent that it is able to have specialised areas of research.

In recent years, several accounting historians have encouraged engagement
between the two streams of research.® Differences between the two strands may not
be as great as the debate indicated, some said, because ‘the dialogue between
conventional and critical accounting historians frequently centres on source materials
and the distinction between history and social science.”** Napier noted that theory
remained an important technique in both streams.® With historians increasingly using
social science techniques, the differences between accounting historians in the two
strands were further reduced. Narrative, an established historical technique, could
involve both archival work and theory.® Even so, the wider social consequences of
the activities of the accounting profession were not addressed. Accounting history
academics appeared to be more familiar with theory used to explain accounting rather
than the activities of accountants. This thesis aims to combine these two streams of
research, incorporating elements of both traditional and new accounting history
through the methodologies used and by providing empirical evidence to support or
refute a theory of professional behaviour.

Although new accounting history has broadened the range of studies in
accounting history the discipline has been criticised for exploring a perceived limited

%0 M. Keenan, ‘A defence of ‘Traditional” Accounting History Research Methodology,” Critical
Perspectives on Accounting,19:6 (1998), pp.641-666.

31 R.A. Bryer, ‘The Struggle to Maturity in Writing the History of Accounting, and the Promise- some
reflections on Keenan’s Defence of ‘Traditional” Methodology,’ Critical Perspectives on Accounting,
9:6 (1998), pp.669-681; C.J. Napier, ‘Giving an Account of Accounting History: A Reply to Keenan’,
Critical Perspectives on Accounting, 9:6 (1998), pp.685-700.

%2 R.K. Fleischman, L.P. Kalbers and L.D. Parker, ‘Expanding the Dialogue: Industrial Revolution
Costing Historiography,” Critical Perspectives on Accounting, 7:3 (1996), pp.315-337.

%3 Napier (2009), p.39, cites R.K. Fleischman and V.S. Radcliffe ‘Divergent Streams of Accounting
History: A Review and Call for Confluence’ in Doing Accounting History: Contributions to the
Development of Accounting Thought, (eds) R.K. Fleischman, V.S. Radcliffe and P.A. Shoemaker
(Amsterdam, 2003).

* Fleischman, Mills and Tyson (1996), p.63.

% Napier (2009), p.36.

% C. Poullaos “Telling stories about accounting history,” Critical Perspectives on Accounting, 9:6
(1998), p.701-710.
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range of topics which, some accounting historians argued, were too fragmented and
specific.®” Edwards and Walker, following Guthrie and Parker, lamented accounting
history’s emphasis on ‘detailed investigations of specific and manageable subjects.”*®
Gaffikin agreed, although he saw this as a problem of the wider accounting
profession, not just in accounting history. Gaffikin noted that studies of accounting
remained limited and concentrated on relatively small areas of the discipline.>® With
the large literature in accounting history, any narrowness in the range of areas studied
in accounting history does not appear immediately obvious. A perusal of the topics
covered in Edwards’ four volume anthology of the history of accounting, for example,
includes method and theory, recording and reporting, cost and management
accounting and the professionalisation of accounting, incorporating articles from
academics prominent in both accounting and accounting history.*’ There is a range of
topics in this anthology, but three of the volumes examine specific accounting topics.
Only the fourth volume on professionalisation begins to consider accounting within a
wider context than its specialised field. Missing are articles on broader aspects of
accounting that impinge on wider society and the economy. When compared to a
book on the history of New Zealand and Australian relations, for example, Edwards’
book shows a narrower range of topics, illustrating the difference between accounting
history and historical publications. Edwards’ volume titles contrast with the history
book’s chapter themes that vary from cartoons and immigration to defence and
education.*

Accounting history has yet to widen its perspective to consider the impact of
the accounting profession and accounting issues on other groups in society or make
comparisons between countries of the role of accounting and accountants. Although
new accounting history takes a broader view of accounting and the accounting
profession than traditional accounting history even here the focus remains on issues
within accounting or issues that directly affect accounting. This focus may be a

consequence of most accounting historians beginning their working careers as

37 Other areas not relevant to this thesis include the study of ideas in accounting, in particular their
historical development.

% Edwards and Walker (2009), p.2.

% Gaffikin (2008). p.221.

%0 J.R. Edwards (ed.), The History of Accounting: Critical Perspectives on Business and Management,
(London, 2000).

*1 P, Mein Smith, P. Hempenstall and S. Goldfinch, Remaking the Tasman World, (Christchurch,
2008).
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accountants, but it is an issue that this thesis hopes is addressed by taking an historical
approach to an accounting issue.

Accounting historians have been criticised for their lack of dialogue with other
historians, communicating only with those researching in their area of study.** There
are several reasons why this is so. The intense debate between followers of the two
strands of accounting history may account for this limitation as accounting historians
focused on defending their chosen strand of research. In addition, the reluctance of
accounting historians to confer with historians may be a reflection of interdisciplinary
preservation. The relatively recent development of accounting history and its location
in tertiary schools of commerce has emphasised the accounting aspect of accounting
history. This emphasis may in part be a consequence of history departments’
reluctance to extend their chosen areas of study. Accounting history is not seen as a
sub discipline of history and therefore not included within history courses.
Accounting language also differs from history language, evident in the writing styles
of papers in the disciplines’ journals, which may further inhibit communication. The
structure of tertiary institutions may also hinder dialogue between historians and
accounting historians. Interaction between disciplines is uncommon in tertiary
institutions. The financial constraints experienced by tertiary institutions in recent
times may have intensified competition between disciplines. Studies such as this
thesis may go some way towards bridging the gaps identified above between history,

accounting and accounting history.

Accounting history literature from professionalisation to standard setting

This section summarises the literature in history, sociology and accounting
history that relates to accounting as a profession and the professional behaviour of
accountants as standard setters, overseas and in New Zealand and locates this thesis
within that literature. Much of the literature in accounting history on the
professionalisation of accounting and the regulation of external financial reporting
reflects the accounting origins of both traditional and new accounting history. In
standard setting, the literature focuses, for example, on the accounting aspects of the
role of the accounting profession with, until recently, little on the social significance
of setting accounting standards. This is a significant omission because standard setting

2. Guthrie and L. Parker, ‘Editorial: the coming out of accounting research specialisms,” Accounting,
Auditing and Accountability, 19:1 (2006), p.5.
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is a prominent area of accounting that helps form the professional reputation of
accountants. The accounting profession therefore has an interest in ensuring that this
perception is as positive as possible and, as this thesis suggests, the accounting
profession’s motives for developing accounting standards may be more than simply
fulfilling client requirements.

The origins and social role of the professions and their organisations became
the subject of study in the years before World War Two. Historians such as Carr-
Saunders and Wilson led the way in the examination of occupations, how they
changed and their relationships with other areas of British society.*® Since then,
several researchers have studied professions as an area of employment, identifying
their similarities and differences and showing the contribution of the professions to
the development of post-industrial society.** These studies were part of the beginning
of historical research that moved from mainstream archival political and military
history to critical social, gender and class history.

In both history, with studies on the professions, and in accounting history,
with studies on accounting as a profession, the shift from traditional to new
perspectives equated to, as Flanigan et al. pointed out, functionalist, interactionist and
then critical views of professionalism, reflecting the different stages in the evolution
of a profession.* Early studies on the professions took a functionalist approach,
studying the authority and distinctive attributes or characteristics of a profession.*
For the accounting profession, researchers focused on studies of accounting
knowledge, ethical behaviour, self regulation and closure. Later studies, such as those
of Willmott, took a broader view with an interactionist approach that looked at the
claims of professionals to professional status through their actions which were aimed
at achieving and maintaining professional status.*’ This approach was more
sociological as researchers examined the autonomy of professionals, competition

within and without the profession and how the profession achieved identity. The third

* A. Carr-Saunders and P.A. Wilson, The Profession, (Oxford, 1933).

* W.J. Reader, Professional Men: The Rise of the Professional Classes in Nineteenth Century England,
(New York, 1966); E. Freidson (ed.), The Professions and their Prospects, (Beverley Hills and London,
1973); H. Perkin, The Rise of Professional Society: England since 1880, (New York, 1989); R.O’Day,
The Professions in Early Modern England 1450-1800: Servants of the Commonweal, (London, 2000).
** Flanigan et al. (1994).

*® E. Greenwood, “Attributes of a profession” in Professionalization, (eds) H.M. Vollmer and D.l.
Mills, (Englewood Cliffs, 1966); D. Rueschemeyer, ‘Professional autonomy and the social control of
expertise,” in The Sociology of the Professions: Lawyers, Doctors and Others, R. Dingwall and P.
Lewis (eds), (London, 1983).

T Willmott (1986).
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and critical view of professions took an even more dynamic view of the
professionalisation process, extending study of professional behaviour to the
relationship of the profession to various groups in society.*® Researchers using the
critical approach studied market exclusion and the acquisition of monopoly of service
performance. Interactionist and critical approaches were suitable lenses through which
this thesis could view the link between standard setting and professionalisation in
accounting, for the profession necessarily was responding to demands for regulation
of external financial reporting and from there being both proactive and reactive as
circumstances warranted. This thesis follows Napier’s work examining the motives
and consequences of changes in professional practice through the evidence shown in
the accounting profession in New Zealand as standard setter as well as that of Allen
and West in their studies of the efforts of the accounting profession to maintain
dominance in accounting services.*

A number of studies during the 1970s and 1980s used a critical, social history
perspective to link with functionalist and interactionist approaches, examining the
causes and effects of the characteristics of professions as consequences of power
interplays between the professions and other groups. Freidson, for example, noted
how professions controlled the knowledge required to deliver their services.® Larson
highlighted the economic and social benefits professionals gained from their
employment through controlling the market for their services.>* The importance of
these studies whether describing particular stages in the profession’s development or
studying specific relationships between the profession and other institutions or groups
lies in their acknowledgement of the interactions between the accounting profession
and society.

Larson’s model of professional behaviour is particularly appropriate for this
thesis and therefore is used to form its theoretical framework. The model provides an
explanation for relationships and events in the development of accounting as a
profession, describing the origins and growth of accounting as well as the accounting

* K. Allen, “In Pursuit of Professional Dominance: Australian Accounting 1953-1985,” Accounting,
Auditing and Accountability Journal 4(1) (1991), pp.51-67.

*° Napier (1989); Allen (1991); West (2003).

0 E. Freidson, Professional Powers: A Study of the Institutionalization of Formal Knowledge,
(Chicago, 1986).

*! Larson (1977), pp.49ff.
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profession’s motives.> Both Lee and Macdonald have applied Larson’s model of
professionalisation to the actions of the accounting profession working to obtain and
maintain market control of accounting practice.> Lee examined the motives of the
accounting profession as standard setter and compared the history of the profession in
the United Kingdom and United States, providing a clear analysis of the link between
the two motives most usually ascribed to the actions of a profession. Macdonald
applied Larson’s model to several areas of accounting including auditing. Both studies
showed that the model was suitable for explaining the motives and methods of the
accounting profession.

Motivation is a key element in the behaviour of the accounting profession as
standard setter. Hoskin and Macve, for example, highlighted the relationship between
knowledge and power in the accounting profession.>® These researchers and others
examining the profession’s motives in dominating the delivery of accounting services
have noted the advantages the profession obtained from its actions.>® Although the
profession was responding to demand for its services the gains it made in social and
economic terms were significant and sufficient for the profession to continue to act to
ensure dominance of accounting. As with other professionals, accountants claimed
they acted for the common good. Until the 1960s the accounting profession frequently
stated that it acted in the public interest.>® The profession said, for example, that it
was acting in the public interest when setting standards but this claim was disputed.®’
Some observers challenged the accounting profession’s public interest motive for

carrying out accounting services. Sikka and Willmott saw accountants acting to

52 Larson’s model of the ‘professional project’ and Macdonald’s (1995) application of the model to the
history of the ICAEW are discussed in the next chapter.
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Journal, 1:1 (1988), pp.55-74.
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maintain their professional reputation.®® West noted that in addition to altruistic
reasons, class and social status were important determining factors in the development
of the accounting profession.™

Once the profession became more business-like from the 1980s, it was less
likely to openly consider the public interest and more likely to act in self interest. Lee
saw this change as an example of the economic nature of the professionalisation
process.®® Schon went further, commenting that the profession was using its
monopoly of the standard setting process to exploit the public for its own gain.®*
Wolk et al., among others, suggested that the profession’s selfish actions, aimed at
achieving social and economic status, may be responsible for the attempts to develop
financial accounting theory. %

Whether for public or self interest reasons, dominating accounting services
enabled the accounting profession to carry out its professionalisation process.
However, the success of the process depended in large measure on the ability of
accountants to work together. Several studies on the professionalisation of accounting
stressed the importance of accountants working together to ensure professional
recognition.®® Wickramasinghe noted that, in accounting, organisations legitimised
their use of power.®* Lee discussed the importance of the new professional
accountants responding to competition by uniting and forming accounting
associations to work on behalf of members.®® Walker and Kedslie examined the
Scottish accounting profession, where professional accounting began. Walker noted
that the economic and social rewards gained by the first professional accountants were
an incentive for the occupation to become a profession.®® Kedslie described the rise of
the Scottish accounting profession from competition with the legal profession over

proposed changes to the Bankruptcy Act, which accountants felt would allow lawyers

%8 p. Sikka and H. Willmott, ‘The power of “independence”: defending and extending the jurisdiction
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to encroach on accounting services.®” Studies such as these highlighted the
importance of accountants developing accounting associations to control the working
of the profession.

Much of the information on the working of accounting associations comes
from general histories of accounting organisations. These histories, from early work
by Robinson to more recent work by Street and Rutherford, retell the stories of the
professionalisation of accounting.®® Street and Rutherford’s work is particularly
pertinent to this thesis for they examine the working and motives of particular
associations. Also relevant are studies on the origins of accounting associations such
as Carnegie’s examination of the Australian Institute of Incorporated Accountants,
Chua and Poullaos’ exploration of the Imperial influence in the Australian Accounting
Association in the nineteenth century and Gavens et al.’s study of how Australian
accounting associations cooperated in standard setting.®® Other studies include
Benston’s comparison of the profession in the United Kingdom and United States and
Nobes and Parker’s work comparing several countries.™.

The motives of the first accountants to become professionals are examined by
Carnegie and Williams as well as in more general histories of the profession, such as
Lee et al.’s clear summary of the profession in the United Kingdom and United States
and Flanigan et al.’s comparison of the profession in the United Kingdom, United
States and Australia.”* Research on the professionalisation of accounting and the

professional behaviour of accountants that is pertinent to this thesis include studies by
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Willmott, among other accounting historians.’> Walker and Pong and Whittington, for
example, explore the motives and actions of accounting associations as standard
setters and Boston et al. examine the relationship of the associations with other

institutions.”

New Zealand studies in accounting history

There are several studies in accounting history in New Zealand. As occurred
overseas, accounting history in New Zealand was the province of individual
accounting academics. Most of these studies adopted an accounting rather than an
historical perspective. Early publications on the history of accounting, written in the
main by such accounting academics as Rodger at Victoria University of Wellington,
and Johnston at the University of Auckland, were traditional accounting history
articles, rather than books, and were usually printed in the New Zealand Institute’s
journal, The Accountants” Journal (the Journal).”* For the most part these articles
were narrations of the history of the profession, based on solid research that gave
other New Zealanders valuable introductions to the profession. The Journal enhanced
the work of these individuals by also reprinting articles on the history of accounting
written by leading accountants overseas.

Later publications of traditional accounting history included articles published
in the Journal on the beginnings of the accounting profession in New Zealand.™
Elements of traditional accounting history have also appeared in histories of
government departments related to accounting, such as the Treasury.”” These

publications are useful because they show the relationship between the New Zealand

2 H. Willmott, ‘Organising the Profession: A Theoretical and Historical Examination of the
Development of the Major Accountancy Bodies in the UK,’ Accounting, Organizations and Society,
11:6 (1986), pp.555-580;

®S.P. Walker, ‘The Genesis of Professional Organizations in Scotland: A Contextual Analysis,’
Accounting, Organizations and Society, 20:4 (1995), pp.285-310; R.G. Walker, ‘Australia’s ASRB: a
case study of political activity and regulatory ‘capture’’, Accounting and Business Research, 17:67
(1987), pp.269-286; C.M. Pong and G. Whittington, ‘The Withdrawal of Current Cost Accounting in
the United Kingdom: a study of the Accounting Standards Committee,” Abacus, 32:1 (1996), pp.30-53;
J. Boston, J. Martin, J. Pallot and P. Walsh (eds), Public Management: The New Zealand Model,
(Auckland, 1996).

" W.G. Rodger (ed.), An Introduction to Accounting Theory, (Wellington, 1957).

"> For example, A.A. Fitzgerald, ‘English and American Attitudes towards Accounting’, The
Accountants’ Journal, 21:1 (1942), p.5; M.E. Murphy, ‘The Last Decade of British Professional
Accountancy,” The Accountants’ Journal, 30:7 (1952), pp.194-205.

® Anonymous, ‘History Recalled,” The Accountants’ Journal 73: 1 (1994), p.49; D. Davis, ‘Railroaded
into the Crash,” The Accountants’ Journal, 74:1 (1995), pp.49-53.

" M. McKinnon, Treasury: The New Zealand Treasury, 1840-2000, (Auckland, 2003).

30



accounting profession and other institutions, but from a point of view outside the
profession. Not all accounting history published in New Zealand belonged in the
traditional accounting history category. Some New Zealand accounting academics
studied areas of critical accounting history. Several Massey University personnel, for
example, have written on aspects of accounting as a profession. "

In 2002, Emery et al. published a study of women in the New Zealand
accounting profession. Baskerville explored the effect on entry to the profession of a
move to full time study for accounting qualifications.”® Critical accounting history
however, remained a minor stream of research in New Zealand. If accounting history
has been a small part of the programmes offered in commerce and business schools,
critical accounting history is just a small subset of accounting history courses.

Even though accounting history was not a core part of the profession, the New
Zealand Institute, and not just the universities, has fostered research in accounting
history. The Institute commissioned histories for its fiftieth and seventy fifth
anniversaries.®® Often, as part of their duties, directors of research in the Institute
wrote articles giving background information on specific accounting issues.®
Bradbury and van Zijl provided a brief account of standard setting in New Zealand,
focussing on New Zealand’s adoption of international accounting standards in 2005-7
and subsequent events, including attempts to develop a regulatory structure for
financial reporting.® Baskerville published work in a number of areas, including the
recollections of some accountants involved in the attempt to introduce Current Cost
Accounting (CCA\) in the 1970s.2® Baskerville and Keeper also delivered a paper at
the 2007 international accounting history conference on Robert Muldoon, a former
New Zealand Prime Minister who was a member of the Institute and a professional

accountant.®

’® For example, A.R. Rahman, L.W. Ng and G.D. Tower, ‘Public Choices and Accounting Standard
Setting in New Zealand: An Exploratory Study,” Abacus, 30:1 (1994), pp. 98-117.

" M. Emery, J. Hooks and R. Stewart, ‘Born at the wrong time? An oral history of women professional
accountants in New Zealand,” Accounting History 7: 2 (2002), pp.7-34 and R.F. Baskerville,
‘Professional closure by proxy: the impact of changing educational requirements on class mobility for a
cohort of Big 8 partners’, Accounting History, 11:3 (2006), pp.289-317.

8 Graham (1960); Millen (1985).

81 For example, B. Porter and K. Simpkins, ‘Securities Commission Report: a Blueprint for the
Future?” The Accountants’ Journal, 69:5 (1990), pp.16-20.

8 Bradbury and van Zijl (2005).

8 Baskerville (1994).

8 R.F. Baskerville and T. Keeper ‘Robert Muldoon, Accountant and Prime Minister’, Paper presented
at Banff Accounting History Conference, Canada, 2007.

31



Accounting history is part of the interests of individual accounting academics
in most universities rather than a separate area of study and research. Other New
Zealand academics who have published in accounting history include Rahman,
Perera, and Hooks at Massey University; Keenan at the University of Auckland,;
Emery at Auckland University of Technology; Colquhoun, Fowler and Baskerville at
Victoria University of Wellington; and Whiting at the University of Otago.® In
general, the topics studied in accounting history at New Zealand universities have
followed prominent issues in accounting, such as the development of standards in the
public sector. Some of these academic studies have examined critical issues. But in
general the accounting profession in New Zealand has more usually restricted its
studies in accounting history to an accounting rather than an historical approach.

The New Zealand literature most relevant to this thesis may be divided into
two areas: a general approach to standard setting and detailed analyses of particular
accounting standards. Zeff’s account of the early decades of standard setting in New
Zealand provides the best example to date of the general approach. Zeff’s exploration
differs from other accounting history studies in that it considers the steps taken by the
Institute in developing accounting standards.®® Zeff used archival and oral history
techniques in researching for his book but his study finishes in the middle of the
1970s and his research was limited by time and other resources.®’ Much has happened
since the mid 1970s in the development of accounting standards, both in New Zealand
and overseas.

There are more studies on a number of specific standard setting issues, in
particular accounting for inflation, accounting for investment properties, the impact of
sector neutral standards and the harmonisation of accounting standards. Using oral
history, Baskerville produced papers outlining and analysing events in the Institute’s
efforts to provide a standard that accounted for changing prices.® Velayutham and

Perera, and a few years later, Keenan, made close examinations of the reactions of the
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profession and other interested groups to the Institute’s attempts to provide an
innovative response to entities accounting for subsidiaries.®

This thesis aims to provide new insights into the role of standard setting as a
form of professional behaviour that helps explain why studies of the same event may
produce opposite conclusions. Keenan and Velayutham and Perera studied the same
episode in standard setting, the creation of the first statutory standard authorising body
in New Zealand, and drew different conclusions. Although the three researchers
observed the same event and used the same assumption, that standard setting was an
example of professional behaviour, Keenan argued that the event equates to
professionalisation, while Velayutham and Perera argued this could be seen as
deprofessionalisation.® That experienced researchers could come to such different
conclusions highlights the importance of continuing to research the motivations of the
profession in being a standard setter and therefore significance of this thesis in
contributing to this discussion.

Other studies in New Zealand accounting history include Rahman et al. who
considered public choice and setting accounting standards in New Zealand.” Lye et
al. discussed the development of New Zealand public sector financial reforms, Boston
et al., Newberry, and Bradbury critically analysed the impact of sector neutral
standards on public sector entities and Bradbury, Bradbury and van Zijl and Bradbury
and Baskerville examined the impact of harmonisation and a growing international
dimension to standard setting.*?

This thesis is best placed in relation to Zeff’s 1979 study, for in many respects
it continues Zeff’s research. As in Zeff’s book on the origins of New Zealand’s
standard setting history, this study examines the motives and activities of the New
Zealand Institute and some members of the Institute in standard setting, placing the
New Zealand history of standard setting within the context of the international history

of standard setting. The thesis contributes to the literature by extending Zeff’s study in
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time, continuing the research to incorporate the last three decades. It also adds depth
by proposing a theoretical framework within which to explain the motives and actions
of the profession. This is achieved through a case study of a professional association
undertaking one professional activity, thus making a comprehensive and broad study
of the history of standard setting in New Zealand. Such a study goes some way to
respond to Gaffikin’s (2008) recognition of a gap in the literature on accounting
standard setting when he noted the lack of an extensive study of the actions of the
New Zealand Institute in developing accounting standards.*®

The discussion on the literature in this chapter places this thesis within
interactionist accounting history literature as it aims to extend the studies of
accounting academics such as Zeff and West, using the theoretical lens of Larson.
Little has been published to date on the history of standard setting in a way that
emphasises over a period of time why and how an organisation developed accounting
standards.® There are studies on particular standard setting boards but not on an
accounting association.” This thesis aims to provide such a history and does so using
established historical methodologies.

Methodology

This section of the chapter is in three parts. The first part begins with a
discussion on how the thesis is structured and why, examining the use of narrative and
case study in the thesis and finishing with a discussion on why a history of standard
setting begins not with the first New Zealand accounting standards but earlier, in the
origins of research in the New Zealand Institute. The second part of this section
explains why archival research and oral research are used. The third part of this

section describes how the methodology was used and the sources of the data.

Narrative and case study

The subject of this thesis, the history of an accounting association setting
accounting standards, and the nature of the available data, archives and interviews,

determined the structure of this thesis, following the methodological principles of

% Gaffikin (2008).
% Zeff (1972 and 1973).
% Street (2002 and 2005); Rutherford (2007).
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Fairburn and Tosh.® Fairburn stressed the importance of researchers considering ‘the
relationship between the aims of an enquiry and its data, concepts and forms of
reasoning and their justification.”®” Tosh saw these principles illustrated in the choice
of methodology. Accordingly, an examination of the role of the New Zealand Institute
as standard setter and the information available in the Institute’s archives, determined
the use of narrative and analysis within a theoretical framework.

In a useful introduction to general theories in accounting history, Hoque brings
together a number of discussions on a variety of methodologies that may be used to
elicit information on aspects of accounting professional behaviour. These discussions
focus on the effectiveness and usefulness of different types of theories.*® Of particular
interest to this thesis is the contribution of Roslender in Hoque’s book. A study of
standard setting becomes an exploration of the relationship between the accounting
profession and other groups in an economy, particularly the state and the business
community. Roslender outlined a history of critical theory, providing many references
used in this thesis to explain the theoretical framework used.

An historical analysis in narrative form provides a case study to examine the
hypothesis of this thesis. Narrative is a long established method of historical
research.'® This is particularly so when the subject of the narrative exists over a
period of time and events are related in order to tell the story of the subject. Narrative
allows knowledge to be conveyed in a way that provides elucidation and
comprehension of a subject. It allows the facts, once distinguished, to speak for
themselves. When the narration covers events occurring over a number of years it is
important that the facts are identified and placed so the story is apparent.

Accounting standards in New Zealand are more than six decades old and
narration tells the story of their history. ‘A descriptive model gives greater capacity to
explain...and a neutral perspective for assessing the behaviour of all the identifiable
interest groups.”*®! For a subject such as the history of accounting standards in New
Zealand, narrative allows the stages in the development of accounting standards to

both stand alone and connect with each other in order to tell the story of accounting

% M. Fairburn, Social History: problems, strategies and methods, (New York, 1999); Tosh (2006).
% Fairburn (1999), p.3.

% Hogque (2006).

% Roslender (2006).

100 A Green and K. Troup, The houses of history, (Manchester, 1999), p.204.

101 A R. Rahman, The Australian Accounting Standards Board: the establishment of its participative
review process, (New York, 1992), p.8.
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standards. Narrative provides an opportunity to identify and analyse the relationships
between the Institute and other groups, especially government, and in turn how these
relationships influenced the development of accounting standards.

Several researchers have advocated the usefulness of narrative in case
studies.® For Tosh, narrative was an essential element that explained the description
of an event, which recreated the past, and allowed the event to be analysed, thus
interpreting the past.'® Llewellyn saw narrative as grounding the theoretical

arguments framing an event.'%

An advantage of narrative is that the process of
illustrating an event and establishing and defining its main features allows the
particular contexts in which the event occurs to be described and evaluated. Narrative
thus identifies the strategies, actions and implications of an event, giving these form
and meaning. Importantly for this thesis, narrative is useful for observing and defining
decisive moments in a history, highlighting these turning points and the factors that
are significant to them.

Narrative as a methodology has been used before in accounting history.
Covaleski and Dirsmith in 1983 used narrative to explain the history of system change
in hospital administration while Scapens and Roberts explored the consequences of an
attempt to introduce a new accounting system in a large multinational entity.® But
these studies are of particular events, not a series of events, as in the history of
standard setting. There is a precedent for the use of narrative in exploring the history
of standard setting in an accounting organisation. Rutherford used this methodology
in his 2007 history of the United Kingdom’s Accounting Standards Committee. He
chose to use historical narrative in his study, basing his work on that of the historian,
Evans, and justifying his choice on the grounds of the objective nature of historical
knowledge.'® However, while historical knowledge may be objective, this is
dependent on the quality of the data. This thesis has attempted to manage the problem

of relatively sparse archival material by matching information from archival and oral

102 A J. Berry and D.T. Otley, ‘Case-Based Research in Accounting,” and R. Scapens, ‘Doing Case
Study Research,” in The Real Life Guide to Accounting Research , (eds.) C. Humphrey and B. Lee,
(2004), pp.231-255 and pp.257-279; Tosh (2006).

193 Tosh (2006).

1045, Llewellyn, “Narratives in Accounting and Management Research,” Accounting, Auditing and
Accountability Journal, 12:2 (1999), pp.220-236.

195 M.A. Covaleski and M.W. Dirsmith, ‘Budgeting as a means of control and loose coupling,’
Accounting, Organizations and Society, 8:4 (1983), pp.323-340; R.W. Scapens and J. Roberts,
‘Accounting and Control: a case study of resistance to accounting change,” Management Accounting
Research, 4:1 (1993), pp.1-32.

106 Rutherford (2007); R. Evans, In Defence of History, (London, 1997).
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history sources. New Zealand events were also analysed and placed in the context of
standard setting elsewhere, to construct a more comprehensive narrative of accounting
standards.

As Berry and Otley observed, using a case study and narrative ‘grounds
theoretical speculation in the empirical observation of real world phenomena.”**” As
an empirical means for exploring an idea, case studies therefore help illuminate a
subject and make it possible to evaluate an hypothesis.'®® The New Zealand
accounting profession is a useful case study because the country, and hence the
profession, is small and the profession has one major association, the Institute, which
makes it easier to examine the wider role of the accounting profession in standard
setting.’® The activities of the Institute, the steps it took to develop accounting
standards, the workings of the committees it created to undertake the writing of
accounting standards and the forces influencing those committees clarify the history
of standard setting in New Zealand. As an historical accounting history thesis, this
thesis does not attempt to explain the subject matter of accounting standards
themselves, such as depreciation and reserves. Rather, this thesis focuses on the
workings of the accounting profession as a profession.**® Taking an historical
narrative approach in this study allows a theoretical framing to be applied to empirical
work, helping place the Institute’s actions in the broader framework of professional
activities.

This thesis aims to ground Larson’s model of professional behaviour, as the
theoretical framework, in the evidence of the New Zealand Institute’s role as standard
setter. The thesis tests the hypothesis by extrapolating from a specific example to
verify general observations on the nature of the accounting profession and its reasons
for regulating external financial reporting. Studying the actions of one accounting
association, in this case the New Zealand Institute, during the twentieth century and

the first decade of this century, provides “first-hand’ data and, thus, valuable

197 Berry and Otley (2004), p.249.

108 5 sarantakos, (1993), p.115; M. Fairburn (1999), p.83.

109 Researchers have explored the effects of competing professional accounting organisations. See, for
example, A.J. Richardson, ‘Professionalization and Intraprofessional Competition in the Canadian
Accounting Profession,” Work and Occupations, 14:4 (1987), pp.591-616.

10 A5 a history thesis on an accounting topic this study is more ‘at home’ than first apparent. When
accounting first became an academic subject in universities early in the twentieth century it was often
placed in the History/Economics Departments.
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information on whether the accounting profession used regulation in its
professionalisation process.*™

The study begins well before the first accounting standard. Zeff began his
history of standard setting in New Zealand by looking at early efforts of individual
members of the Institute to undertake and encourage research in accounting. The
profession’s attempts at research are a logical starting point for such a history,
because research led to the development of accounting standards. ‘Research’ has
many meanings, covering many aspects of enquiry, from analysis to review, but all
leading to adding to a body of knowledge. Questioning, analysing and examining a
topic or issue allow researchers to investigate and explore. It is not difficult to see that
by doing so they are adding to a body of knowledge. Searching for new material is a
clear definition of ‘research’, because new information is obtained. ‘Research’ may
also be adding to a body of knowledge not necessarily with new material, but with a
review or synthesising of information that presents knowledge in a new way, making
it more comprehensible or allowing information to be seen in a new light and from
there leading to the discovering of new knowledge.

Applied to the professions, research was important for the advancement of an
occupation’s technical knowledge. Whether considering new knowledge or
repackaging existing knowledge, research enabled a profession to define and describe
its technical knowledge and thus allow an occupation to distinguish itself from other
occupations. A profession carefully guarded its technical knowledge, or more
particularly the ability to apply that knowledge. Accessing and using this knowledge
as a source of income became points of reference in professional behaviour. The
accounting profession was no exception. In New Zealand, as elsewhere, developing
technical knowledge in areas such as auditing and external financial reporting came
from research. A study of the history of standard setting must therefore begin with the
accounting profession’s attempts to develop technical knowledge through research.

In his writing on the accounting profession in New Zealand and elsewhere,
Zeff showed the link between research and standard setting.*'? Research added to the
body of accounting knowledge, whether through exploration of new material or

reviews of existing information, thus improving accounting methods. In addition, the

115 sarantakos, Social Research, (Melbourne, 1993), p.116.Previts, Parker and Coffman (1990) noted
that accounting practice and accounting organisations would benefit from longitudinal studies.
12 7eff (1972).
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specialised standard developing committees came from research committees. For
professions such as accounting, research was a recognisable starting point for
developing standards. Research did not necessarily begin with formal structures like
committees. A profession might encourage individuals to conduct courses or give
seminars to fellow professionals. Thus, research may include study to prepare for
talks or to write articles that examine new knowledge or repackage knowledge
developed elsewhere. In some respects, therefore, this thesis may be considered a
narrative and case study on research that led to the improvement of standard setting.

Archival research and oral history

The historical information on the New Zealand Institute as standard setter is
derived from archival research and social research in the form of oral history to
identify the evidence for the actions of the New Zealand Institute and its members.
History and accounting history research undertaken using written records is a long-
standing and conventional method of obtaining relevant information, with distinct
advantages.™*® Archival research helps to identify events and to determine and
interpret facts. Carnegie and Napier stated “...accounting history is enhanced by
locating our narrative within an understanding of the specific context in which the
object of our research emerges and operates.... (and) historical research in accounting
gains its strength from its firm basis in the ‘archive.”*** Traditional studies used
archival materials from institutions. Data collected from surveying entity activities
allowed positive and empirical research, a method of scientific research that
emphasised the importance of observing and testing ideas about the world.**®
Knowledge of a subject came from systematic study of written records, in effect,
archival research.*® Empirical research included the benefits of sources that
researchers could verify, thus allowing the historian and accounting historian to
reproduce and interpret the past accurately and objectively.

Studies similar to this thesis have used archival and oral research, such as

Rutherford’s history of the British Accounting Standards Committee and Street’s

3 R.K. Fleischman and T.N. Tyson, ‘Archival Researchers: an Endangered Species?’ Accounting
Historians Journal, 24:2 (1997), pp.91-1009.

14 Carnegie and Napier (1996).

15 1bid.

118 Green and Troup (1999), p1.
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study of the G4+1.™" In his study of standard setting in New Zealand Zeff also used
both archival history and interviews with standard setters. This study of the role of the
New Zealand Institute in the history of standard setting in New Zealand employs the
same methodology. The Institute’s archives contain much of the information needed
to make a successful study of standard setting in New Zealand, but the recent origins
of accounting standards mean that the standard setters themselves are a further source
of information. The choice of archival and oral methodologies for this thesis was also
occasioned by the fact that much information has been lost since Zeff (1979) did his
study of the early decades of the Institute as standard setter. Zeff, for example, makes
reference a number of times in his book to committee and board minutes that are no
longer available in the Institute’s head office. Therefore | chose to augment the
archival data available by interviewing some current and former members of the
Institute’s standard setting bodies.

In both history and accounting history some researchers have queried studies
that rely on archival material.™*® For these academics archival research tells only part
of the history narrative: that part laid down by a selected group in society. Critical
historians note that the elite and powerful have the means to record information that is
denied to many others, including women and those in lower social classes.**
Researchers need other methodologies to access historical information from the silent
majority in society. Oral research is one method adopted by critical historians in order
to recover hidden histories, especially of the powerless. Researchers who use new
accounting history approaches consider accounting from a cultural aspect, focussing
more on the structure and uses of accounting information as a means of power and
social control.*?® These researchers studied the role of accounting in society, ‘aiming
for an understanding of how our world has changed through the lens of
accounting.”*#

Oral research incorporates oral history, the researching of history using
interviewing, and oral tradition; the passing down of history through story telling.

Until the 1960s, oral research was not well used but since that time oral history has

117 Rutherford (2007); Street (2005).

118 gee, for example, B.D. Merino, ‘Critical Theory and Accounting History: Challenges and
Opportunities,” Critical Perspectives on Accounting, 9:6 (1998), pp.603-616.

19 M. Kirkham and A. Loft, ‘Gender and the Construction of the Professional Accountant,’
Accounting, Organizations and Society, 18:6 (1993), pp.507-558.

120 Carnegie and Napier (1996).

121 Napier (2006).
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become more acceptable as a research technique.?* With social and cultural changes
and the development of social sciences, researchers have found that oral history is an

effective method for recreating the past.'?®

Oral history is distinctive, reproducing the
exact words spoken, rather than reworking them in a written text.*** Such history
reveals the feelings and biases of those interviewed, which has the potential to
enhance the richness of the history of a subject. Using oral history provides
knowledge of a subject that incorporates both the memory of an event and the

125 \\rritten records of an event do not do

reflections of the interviewee on that event.
this so well.*?®

However, for some researchers, the disadvantages of oral history may
outweigh the advantages, especially the subjectivity of information that relies on the
memories of those speaking.*?’ People’s recollections of an event or subject may be
biased and selective. “‘What is forgotten may be as important as what is
remembered.”*?® Oral history may be subjective within the context in which
interviews take place. The interviewer may consciously or unconsciously apply bias
when interpreting the interviews. There is also ‘the inflexibility of sophisticated
analytic techniques based on a coding of the transcripts (of the interviews)’ meaning
that the oral testimony itself was more important than the translation.*?® Some oral
historians, particularly since the 1970s, have used the subjectivity of oral history, seen
as one of its major disadvantages by empirical historians, as a strength. These
historians place less emphasis on marginalised groups and their unrecognised
importance in society. Instead they considered oral history as a means of better
understanding the workings of society through cultural influences on memory, that is,
‘oral history in the interpretive mode.”** Oral history thus gives researchers the

opportunity to obtain information not available in archives.

122 Tosh with S. Lang (2006), p.310.

122 T Hammond and P. Sikka, ‘Radicalizing Accounting History: The Potential of Oral History,’
Accounting, Auditing and Accountability Journal, 9:3 (1996), pp.79-97.Tosh (2006), p.316.

124 See, for example, P. Thompson, The Voice of the Past: Oral History, (Oxford, 1978).

125 See also B. O’Dwyer, ‘Qualitative Data Analysis: Illuminating a Prcoess for Transforming a
‘Messy’ but ‘Attractive’” ‘Nuisance,” in C. Humphrey and B. Lee (eds) The Real Life Guide to
Accounting Research: A Behing-the-scenes view of using qualitatiive research methods, (Oxford,
2004), pp.391-407.

126 See Baskerville (1994), pp. 14 and 15, for a discussion on memory and recall.

127 Green and Troup, (1999), p.230; Fairburn (1999), p.200.
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Today, in general, history researchers accept oral history as a valid form of
accumulating knowledge about a subject, although it may have ‘a different
‘credibility’ from the empirical evidence of documentary sources.’**! Researchers
therefore usually use oral history in combination with other techniques. Collins and
Bloom, for example, explored oral history as a form of historical methodology in
accounting, agreeing that it should not be the main source of information on a subject,
but rather supplement written sources.** In a study of the development of accounting
standards, Collins and Bloom saw oral history as helping to develop background
knowledge of accounting standard setting, increasing understanding of the problem
solving process used in standard setting and explaining how a particular standard
developed.'®

This thesis aims to contribute to further understanding standard setting as a
professional activity and therefore, for the same reasons as Collins and Bloom
outlined, oral history is an appropriate research technique to apply. Interviewing those
who were the actual standard setters in the New Zealand Institute produced more
information about the process of standard setting than the collections of board and
committee minutes in the Institute’s archives. Participants in the process of standard
setting were in a position to assess the strengths and weaknesses of that process.
Importantly the interviewees were able to verify information obtained either from the
Institute’s archives or from other interviewees or give further perspectives on standard
setting events they were involved in.

As in this thesis, several researchers have used oral history to augment
accounting archives.** In New Zealand, Emery et al. interviewed a number of self
selected women who were professional accountants in Auckland in the 1940s and
early 1950s.% Baskerville in her study of the Institute’s attempt to introduce Current
Cost Accounting in the 1970s selected her interviewees, initially approaching ten
members of the Institute who were either Presidents or members of the New Zealand
Institute’s Accounting Research and Standards Board during the 1970s. Both studies

31 Green and Troup (1999), p236.

32 M. Collins and R. Bloom, “The Role of Oral History in Accounting,” Accounting, Auditing and
Accountability Journal, 4:4 (1991), pp.23-31.

133 Collins and Bloom (1991), p.23.

134D, Mathews, “‘Oral History, Accounting History and an Interview with Sir John Greenside,’
Accounting Business and Financial History, 10:1 (2000), pp.57-83; C.A. McKeen and A.J. Richardson,
‘Education, Employment and Certification: An Oral History of the Entry of Women into the Canadian
Accounting Profession,” Business and Economic History, 27:2 (1998), pp.500-521.

135 Emery, Hooks and Stewart (2002).
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commented on a limitation of interviewing only a few of those involved in the events
under study, while accepting that there was some compensation in the richness of the
information gleaned from the interviewees. In this thesis, the information gathered
from those interviewed promises interesting future study of particular aspects of the
history of standard setting in New Zealand, particularly the contribution of individuals
to the Institute’s success as a standard setter.

Archival history may have similar limitations as oral history, for using
narrative or interpretation may itself be subjective as facts are limited to information
that has survived through time. 3 Even archival historians may be subjective as they
select from the facts available, judging which are relevant. However, used together,
archival and oral histories allow a recreation and interpretation of the past through
description, narrative and analysis.**” Description, telling the story of the past,
presents the facts, while narrative relays the story of the past in a comprehensible
manner. Analysis interprets the story, examining direct and indirect causes and
consequences of events.

A balance must be struck between narrative and interpretation. Narrative may
be subjective and selective but an emphasis on interpretation may produce
‘intellectual clarity but loss of historical immediacy.”**® Description, narration and
analysis are elements in authentic historical studies and used together in this thesis.
Matching information from different sources of evidence, as in this thesis, provided

greater accuracy and justifies the argument.

Sources

The primary sources for this thesis incorporate archival and oral research.
Much of the information analysed in this thesis has come from the archives in the
Wellington based Head Office of the New Zealand Institute of Chartered Accountants
and the Institute’s journal, the Chartered Accountants’ Journal.** The archives in the
Institute hold the minutes and some agenda and background papers of the Institute’s
Council, Boards and Committees associated with standard setting. These are neither

complete nor easily accessible but the information contained within the archives

136 previts, Parker and Coffman, (1990).

37 Tosh (2006), p.147.

138 M.J.R. Gaffikin, ‘History is Dead: Long Live History,” Critical Perspectives on Accounting, 9:6
(1998), p.638.Tosh (2006), p.156.

139 The Chartered Accountants’ Journal was called The Accountants’ Journal from its inception in
1922 until 1994.
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accessed for this thesis were confirmed by comparing minutes and other papers with
the summaries and reports of meetings printed in the Journal and with the information
given by those interviewed. In effect, studying the Institute’s archives was an exercise
in traditional accounting history research. So too was the study of the Institute’s
journals, which contained reports of meetings and decisions on standard setting taken
by the Institute as well as the Institute’s submissions to various government enquiries.
Other primary sources included Parliamentary papers and reports from legal
institutions, such as the Auckland District Law Society. Oral history is used in this
thesis to discover the attitudes and reflections of some of the members of the Institute
involved in the development of accounting standards in New Zealand, and, as
mentioned above, to provide supporting evidence or confirmation of information in
the Institute’s archives. The oral history suggested by Hammond and Sikka advocated
the use of oral interviews in studying accounting history by proposing a study of those
affected by accounting decisions rather than the decision-makers.'*°

This thesis focuses instead on decision-makers, in particular the Chairs of the
Institute’s standard setting and research committees and their sub committees, because
in their position they would have a more general view of the work of their committee
than ordinary members. Over the decades from 1950, 19 members of the Institute
were Chairs of standard setting committees and sub committees (Table 1). Five of the
19 Chairs, J. Hagen, E. Hickey, D. Trow, T. van Zijl, and J. Perry, were available for
interviewing. To augment the stories from these interviewees, and gain further
information, other members of the various boards and committees who were available
were interviewed: M. Bradbury, S. Todd, I. Ball, D. Macdonald, K. Simpkins, F.
Devonport, D. Emanuel and A. MacKenzie.'*

The years these interviewees were involved in standard setting overlap (Table
2), thus providing a continuous history of the New Zealand Institute’s role in setting
accounting standards from the 1960s and allowing verification of interviewees’
recollection of events. The personal interviews were conducted in Christchurch,
Wellington and Auckland in June and July 2009, most usually at the place of work of
the interviewee. F. Devonport was interviewed at his home and J. Perry was

interviewed in September at her house.

140 Hammond and Sikka (1996).

141 See Appendix L for a summary of the interviewees’ years of involvement in standard setting. Note:
Although a member of the Institute, A. McKenzie was an employee of the Institute who assisted the
standard setting boards.
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Table 1: Chairs of New Zealand Institute of Chartered Accountants Standard

Setting Boards and Committees ~*
Source: Annual Reports 1979-1990

Committee

Committee Chairs

Accounting Practice and Procedure
Committee (APPC) 1950-1960

H.E. Strickett 1950, 1952-1958
W.R. Chapman 1951
R.G. Compton 1959-1960

Board of Research and Publications
(BRAP) 1961-1978

A.W. Graham 1961-1967
W.H. Morgan 1968-1974
R.C. Pope 1975-1978

Accounting Research and Standards
Board (ARSB) 1979-1990

P.M. McCaw 1979-1982
A.N. Frankham 1983-1984
J.C. Hagen 1985-1988
M.J. Hill 1989-1990

ARSB Financial Accounting
Subcommittee

R.A. Anderson 1979-1982
J.C. Hagen 1983-1984
M.J. Hill 1985-1988

E.M. Hickey 1989-1990

ARSB Research Subcommittee

R.W. Hopkins 1982
D.G. Trow 1983-1986
C.H. Notley 1987-1990

Financial Reporting Standards Board
(FRSB) 1991-

M.J. Hill 1991-1995
E.M. Hickey 1996-2001
T. van Zijl 2002-2003
J.M. Perry 2004-2010

FRSB Financial Reporting Committeel

W. Hunt 1992-1997

FRSB Financial Reporting Committee2

J.M. Perry 1992-1997

In Wellington D. Trow, T. van Zijl, D. Macdonald and K. Simpkins were

interviewed at Victoria University of Wellington. In Auckland, J. Hagen and S. Todd

were interviewed at their offices; E. Hickey andD. Emanuel were interviewed at the

University of Auckland; M. Bradbury and J. Perry were interviewed at their homes. In

142 See Appendices F-I.

45




August I. Ball and A. Mackenzie were interviewed by telephone from their residence

in the United States.

Table 2: Decades involved in standard setting
Source: Annual Reports 1968-2010

1960s 1970s 1980s 1990s 2000s
F. Devonport  |. Ball 1. Ball I. Ball M. Bradbury
D. Trow F. Devonport M. Bradbury M. Bradbury ~ E.M. Hickey
D. Emanuel F. Devonport F. Devonport  J. Perry
J.C. Hagen D. Emanuel E.M. Hickey K. Simpkins
D. Trow J.C. Hagen J. Perry S. Todd
E.M. Hickey K. Simpkins  T. van Zijl
D. Macdonald S. Todd
D. Trow T. van Zijl
T. van Zijl

Each interview lasted about one hour. Prior to the interview the interviewees
were sent a list of questions (Appendix M). The questions were structured to provide a
starting point for the interview. Further information was elicited as the interviewees
remembered additional events. All the interviews were recorded on an Olympus
digital voice recorder, WS-110/WS-210S. The interviews were transcribed and a copy
of the transcription sent to each interviewee for checking.'*?

The Institute’s journal also provided secondary material for this thesis. Many
members of the Institute used the Journal to discuss their views on standard setting as
the Journal was the official organ of communication of the Institute, even though at

first members purchased the Journal independently of their subscription.*** The

%3 The interviewees have consented to the digital recording of their interviews being sent to the New
Zealand Institute and made available for research.

144 The aims of the Society in setting up the Journal make it clear that Council saw the Journal
becoming ‘...an essential part of each member’s reference library.” Source: The Accountants’ Journal
1:1 (1922), p1. The Society established the Journal because it was dissatisfied with both the Mercantile
Gazette, which it had been using as a means to communicate with Society members and the
unsuccessful attempt by some members of the Society to produce a magazine, Accounting and
Commerce.

As noted earlier, the Institute’s journal was The Accountants’ Journal from 1922-1993, after which it
became The Chartered Accountants’ Journal. In this thesis, the journal is referred to by its full name or
as the Journal.
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Journal was also used to publish the deliberations of the predecessor accounting
bodies of the Institute, the Incorporated Institute and the Association of Accountants’
and Auditors, such as reports from their annual meetings. The Journal provided
readers with information about what was happening in the profession both here in
New Zealand and overseas by reprinting articles from accounting associations
overseas. Therefore, the Journal was a useful source for analysing the attitude of the
accounting profession in New Zealand towards the issue of best practice. Other
secondary sources included the many journals published in accounting and accounting

history.

Conclusion

The first section of this chapter discussed the relationship of accounting
history to the disciplines of accounting and history and summarised the literature
related to accounting as a profession and standard setting in accounting. The second
section of this chapter outlined the methodology used in this thesis. This chapter
validates this thesis by placing it in the context of accounting history literature and
shows how it contributes to the literature and addresses the research questions. The
thesis provides a new study on the relationship of accounting standard setting to
accounting as a profession by examining the role of the New Zealand Institute in the
history of standard setting in New Zealand and placing this history within a theoretical
framework, as proposed by Larson.

The review of the literature showed that much of the research to date in
accounting history is on specific aspects of accounting events and activities. Studies
on standard setting include Lee’s explanation of the motives of the profession, Allen’s
exploration of the profession’s ability to dominate standard setting and Hoskin and
Macve’s examination of the relationship between the profession and interested groups
in external financial reporting.*® There is no study of the role of an accounting
association as standard setter, nor is there an exploration of a possible link between
standard setting and professionalisation. Individual standard setting bodies have been
studied but there has yet to be a detailed study of one accounting organisation and its
continuing role in standard setting. This thesis aims to fill this gap by describing the
history of the New Zealand Institute as standard setter and answer why and how the

145 | ee (1995); Allen (1991); Hoskin and Macve (1994).
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Institute undertook this accounting service. In addition, through this history, the thesis
investigates whether there is a link between standard setting and the
professionalisation of accounting. To do so, this thesis uses an interactionist approach,
following the work of researchers such as Lee and West and their studies of the
involvement of the profession in standard setting.

The second section in this chapter discusses the historical methodologies used
in this thesis. The two methods used, archival history and oral history, give a robust
and verifiable set of data that allows an examination of the role of the New Zealand
Institute as standard setter. This thesis is not the first study of standard setting to use
these methods. Zeff used archival history and interviews in his study of the early
decades of standard setting in the Institute. As Zeff did in his study, so this history
begins in the early decades of the Institute, before the first accounting standards were
drafted, when ideas of standardising external financial reports were considered topics
for research and discussion. The archives of the New Zealand Institute, augmented by
the recollections of some of the Institute’s standard setters, provide the information
for the case study to be presented as an historical narrative of the history of standard
setting in New Zealand.

This thesis contributes to the literature on standard setting in its use of the case
study to test the hypothesis, that standard setting is one means of professionalisation
for accountants. In doing so, the thesis provides a structured exploration of the
motivations and activities of the accounting profession as standard setter. The thesis is
also a response to calls for interdisciplinary cooperation and research, aiming to
develop accounting history as an interdisciplinary area by applying research methods
used in history and the social sciences. By adopting an historical approach to the
accounting profession’s role as standard setter the thesis seeks to provide new insights
into a high profile area of accounting.

The next three chapters investigate the hypothesis through a study of why and
how the accounting profession became a standard setter. Chapter two defines
accounting as a profession, discusses the process of professionalisation and outlines
Larson’s model of professional behaviour. Chapters three and four explain why
regulating external financial reporting was important enough to be used in
professionalisation and how the profession’s development of the standard setting

process emphasises that importance.
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Chapter Two: The Professionalisation of Accounting

Introduction

Before beginning a study of standard setting in New Zealand it is necessary to
assess the origins and major characteristics of the accounting profession. This chapter
also introduces Larson’s model of professional behaviour that is used as the
theoretical framework for this thesis. A fundamental element in Larson’s model is the
action of the professional association. Accordingly, before applying Larson’s model,
the second part of this chapter introduces the New Zealand Institute, its foundation
and some factors particular to the Institute that have influenced the history of standard

setting.

Accounting as a profession

The motivations for the accounting profession to become a standard setter lie
in the origins of the profession. First in Britain and then her colonies, the roots of the
professionalisation of occupations lay in an expanding middle class that emerged with
the industrial revolution determined to achieve and maintain status and wealth. During
the nineteenth century many men in this class took the opportunity to enhance their
influence in society, creating and fulfilling increasing demand for their services as
new professionals. Professionals emphasised their role of providing independent and
ethical service to the community, receiving in return society’s recognition of their
skills, expertise and importance.? One defining characteristic of the professions was
the emergence of professional organisations. These associations were integral to the
success of professions acquiring and maintaining professional status as they acted on
behalf of members, controlling the delivery of professional services. Accounting was
one such occupation, creating professional accounting associations that by the end of
the nineteenth century, among other activities, determined entry to the profession and
negotiated with governments for legislative backing for exclusive rights to deliver
particular accounting services.

From the eighteenth century in Britain a professional occupation was

distinguished by the particular knowledge required to carry out the work of that

L E. Freidson, Professional Powers: A Study of the Institutionalization of Formal Knowledge, (Chicago
and London, 1986), p.32.
2 0’Day (2000), pp. 5, 15 and 257.
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occupation, the education necessary to acquire that knowledge and the members of the

professional occupation associating together in an organised way.>

The early professions differentiated themselves from other occupations by establishing...a
regular system of professional education, with a recognized body of knowledge and acceptable
standards of qualification, preferably enforceable at law...(as well as) a voluntary professional
association to provide advocacy and discipline.*

Usually the service was necessary because with the complexity of the knowledge and
the information required to carry out the service, consumers increasingly were unable
to perform the service themselves. In economic supply and demand terms, consumers
of goods and services demanded and trusted the professional to exercise judgment
with competence and integrity, supplying what they could not. The professions
created later in the nineteenth century, among them accounting, were to acquire these
characteristics, which in part linked social status to acting in the public interest, a
point not missed by those in the emerging middle class as they aspired to higher social
status.’

To be able to offer this quality of service, a member of a profession required
training and a higher level of tuition than in many occupations. The body of
knowledge a member of a profession learned was specific to that profession, as
usually were the educational qualifications necessary to acquire that knowledge. In
this way, professionals achieved a standard of learning and expertise that gave society
confidence in the ability of the professionals to know what they were doing.

Also important was the attitude and behaviour of the professional towards
clients and society. A higher standard of behaviour was demanded of a professional
than those in other occupations. Society expected a professional to act in an ethical
manner when exercising judgement and providing services. Members of a profession
needed to acknowledge their responsibility towards their communities. T. Lee

recognised this expectation in his definition of a profession.

[Professions are]...occupations organized in institutional form, whose practitioners are
committed explicitly to serve the public interest, and who offer client services related directly
to an intellectually-based body of knowledge.®

% 0’Day (2000), p.4; R Schultze, “‘What Does it Mean to be a Self-governing Regulated Profession?’
Journal of Property Tax Assessment and Administration, 4:3 (2007), p.41.

*W.J. Reader, Professional Men: The Rise of the Professional Classes in Nineteenth Century England,
(New York, 1966), p.24.

> Ibid, p.43.

® Lee (1996), p.169.
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Behaving ethically linked directly to the status seeking aims of the middle
class. In return for social standing and respect, a professional acknowledged a duty to
act for the common good.” This is a conventional and functionalist view of
professions, arising from the service ethos of the original professions where the
members of a profession served the community and played a prominent role in
ensuring the good of society. Professionals acknowledged they had responsibilities to
both clients and society, but they could experience conflict between their obligations
towards society and their responsibilities to clients.? In these circumstances society
expected professionals to consider the public interest.’ The dilemma of which
responsibility should take precedence has not been resolved, but remains pertinent in
explaining differences between stated and underlying motivations for professional
action, such as public versus self interest. Notwithstanding these dilemmas,
professionals became respected members of their communities and they were highly
trained in the specialised knowledge of their profession, working collectively to
achieve their economic and social objectives.*

Accounting became a profession in part because of industrialisation, which
gave some of those doing accounting work the opportunity to become professionals.
As in other professions created in the nineteenth century, professional accountants
established accounting associations that, through legislation and regulation, controlled
access to membership of the accounting profession and determined who could deliver
accounting services that helped entities function successfully. In post-industrial
economies entities became more complex and with them, so too did the nature of
accounting information. Accounting information is an essential element in entity
decision-making.** Entities vary in size and operation, but they all require accounting
information that is best supplied by those skilled and experienced in defining and
explaining that information. Originally, accounting was the province of finance clerks

and bookkeepers.'? At this level accounting work was more general and elementary

" H. Benson ‘The Professions and the Community,” The Australian Accountant, 51:4 (1981), pp.239-
244.

8 Carr-Saunders and Wilson (1933).

R.G. Walker (1987).

107, Johnson, Professions and Power, (London, 1972).

! Several articles have been written on the beginnings of accounting in Babylonian times. See, for
example, S. Carmona and M. Ezzamel, ‘Ancient Accounting,” in Edwards and Walker (2009), pp.73-
94.

127 A. Lee, The Influence of the Individual in the Professionalisation of Accountancy. The Case of
Richard Brown and the Society of Accountants in Edinburgh 1892-6, (Edinburgh, 1997), p.68.
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and knowledge to do the work easily acquired. Bookkeepers were employed to
maintain the accounts within a firm. These workers were essentially employees,
providing a necessary service but one that was adjunct to the main operation of a
business. Bookkeepers did not usually provide advice to their employers as part of
their employment. They also did not work with other bookkeepers to advance the
knowledge of, or the foundations for, effective accounting information.

During the nineteenth century, accounting work became increasingly complex
although at first it remained largely clerical in nature. With industrialisation, large
entities became more common. There was an increasing need for accounting
information and for the verification, by audit, of that information. Rapid economic
changes led to problems as entity owners sometimes struggled to cope with these
changes. In Britain, insurance claims and bankruptcy problems became more common
and demand arose for people who could help entrepreneurs to run their businesses.™®
In such an atmosphere, individuals were encouraged to specialise and develop niche
occupations.™* Accounting was one area of employment that lent itself to the creation
of this highly specialised work. Where there were established privately owned entities
there was a market for accountants who could offer expert advice. The market grew
during the twentieth century and the areas where accountants offered professional
advice diversified, from tax and auditing to specialised areas such as management
consulting and forensic accounting.™

In Britain, the first professional accountants came from several social areas.
Many were from the lower middle class, but a few were from the upper levels of
society. In Scotland, for example, some were religious non-conformists, the recipients
of a practical education that included bookkeeping. They were of modest means and
lived by the middle class values of hard work, honesty and prudence.® However, in
the first accounting organisation, the Edinburgh Society of Accountants, which was
established in 1853, several members were also connected with the landed gentry.'” In
Canada the new professional accountants were first based in Ontario, Anglican by

religion, active in local politics and business and to some extent relatively less

3 ee (1996), p.175.

'S, Westcott and R. Seiler, Women in the Accounting Profession, (New York, 1986), p.221.

15 Westcott and Seiler (1986), p.222.

16 K. Shackleton, 'Gender Segregation in Scottish Chartered Accountancy: The Deployment of Male
Concerns About the Admission of Women, 1900-25', Accounting, Business and Financial History, 9:1
(1999), p.138.

" Macdonald (1995).
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educated than many of the business people they were dealing with.'® The American
accounting profession was in large measure created by British accountants moving to
the United States towards the end of the nineteenth century to help local accountants
cope with the demands of already large private sector corporations.*

In Melbourne, the men who were later to be recognised as the first
professional accountants in Australia were already established entity owners. They
began their working lives as business people, not as specialists in accounting. They
did not have accounting qualifications but did accounting related work when
operating their businesses. These first professional accountants were some way
through their working lives before they began to specialise in accounting work and
they encouraged their sons to practise accounting. As in Scotland, these men were
Protestant and relatively less educated than their peers but they were keen to give their
sons the opportunities appropriate to their desired status in society.”

In New Zealand there does not appear to be any research on the origins of
those who formed the first associations of professional accountants. Given the fact
that most New Zealanders who migrated here in the nineteenth century came from
Britain, sometimes via the Australian colonies, it is reasonable to assume that their
origins were similar to those settling in Australia. The first accounting associations in
New Zealand had links with Australian, especially Victorian, accounting associations
from the beginning.?

The origins of those in the early Australian accounting associations have been
well researched and the British connection established. An early study by Johnson and
Cayagill attributed this link to the relationship between Britain and her colonies which
was confirmed in later studies by Carnegie and Parker, Chua and Poullaos, and Parker
when they observed the significance of this relationship for the first Australian

accountants.? The relationship was important for Australian and New Zealand

'8 Richardson (2000), p.94.

19 Carey (1969).

2 J.R. Edwards, G.D. Carnegie and J.H. Cauberg, ‘The Incorporated Institute of Accountants, Victoria,
1886: a study of founders’ background,” in The Development of Accounting in an International
Context. A Festschrift in Honour of R.H. Parker, T.E. Cooke and C.W. Nobes (eds), (London and New
York, 1997), p.49.

2! Graham (1960). See also the next section in this chapter, The Accounting Profession in New
Zealand.

227.J. Johnson and M. Caygill, “The Development of Accountancy Links in the Commonwealth,’
Accounting and Business Research, 1:2 (1971), pp.155-173; Carnegie (1993); G.D. Carnegie and R.H.
Parker, ‘Accountants and Empire: The Case of Co-membership of Australian and British Accountancy
Bodies, 1885-1914,” Accounting, Business and Financial History 9:1 (1999); Chua and Poullaos (1998
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accountants not just because the economies of the Australian States and New Zealand
were dependent on trade with Britain but also because British accounting practices
became Australian, and New Zealand, accounting practices. This link, with its
Imperial origins, was evident in the New Zealand Institute. Throughout the twentieth
century the Institute printed British accounting articles in its journal and accounting
scholarship winners usually went to British firms to further their accounting
education.?®

Accountants in the nineteenth century had close links with other groups in the
business world, not just entity owners, but also other occupations such as insurance
workers and lawyers. In part this was because the first professional accountants dealt
with business bankruptcies and insolvencies.?* In some cases these people were doing
work that today would be performed by other professional occupations.?® This may
help explain the origins of the accounting profession, although even that is not certain.
Burrage suggested that accounting became a profession because lawyers shifted their
focus. The British legal profession gained status by concentrating on a narrower area
of work during the nineteenth century, which helped the new accounting profession
establish itself in the financial areas abandoned by the lawyers.*® Stewart, on the other
hand, when studying the beginnings of the Scottish accounting profession, proposed
the reverse. He suggested that the professionalisation of accounting was a defensive
response by accountants to proposed legislation that would give lawyers a monopoly
in bankruptcy work.?’ Certainly the new professional accountants provided a mix of
accounting and non-accounting services, dealing with insurance and legal matters
related to the managing and operating of businesses. It was not until later in the
nineteenth century that the new profession adopted auditing as a purely accounting

service.®

and 2002); R.H. Parker, ‘Importing and Exporting Accounting: The British Experience,’ in
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The links between accounting and the law were strong. In Ireland, for
example, the Irish accounting profession developed directly from the legal profession
and throughout the nineteenth century in Ireland there was a “...dependence of
accountants on the legal profession...”*® The connection between accountants and
lawyers was obvious at the first annual meeting of the Irish Institute of Chartered
Accountants, where the dinner that followed the meeting was recorded as being
attended by a large number of lawyers.*® As elsewhere, establishing an association
such as the Irish Institute of Chartered Accountants was an important step for the
fledgling accounting profession. The Institute was a sign that the work Irish
accountants were doing was sufficiently different to require clients to see the
distinction from the legal profession and necessary to enable accountants to work
collectively to their advantage and the benefit of the community.

As accounting and the law continued to professionalise, the links between the
two occupations became weaker and differences greater. In England, following
lobbying from some accounting organisations, legislation such as the 1869
Bankruptcy Act detailed the work accountants and lawyers were to do and defined the
separation of duties of the two groups.®* Today the differences between the
accounting and legal professions extend from the services the two professions perform
to the way these professionals operate. For example, a greater proportion of lawyers
than accountants are in public practice. Although there are these differences, legal
knowledge remains relevant for accounting work. Aspiring accountants study papers
that include company law, commercial law and the law affecting trusts. However,
lawyers do not usually study accounting.

This separation of occupations was a necessary part of the professionalisation
process. Occupations needed to distinguish their services from that of other
occupations and professions, requiring those in a new profession to work together in a

process that created boundaries clearly defining the work that only they could do.

Professionalisation...[is the] process by which an organized occupation usually but not always
by virtue of making a claim to special esoteric competence and to concern for the quality of its

29 Sugarman (1995) quoted in Parker (2004), p.83; Robinson (1964), p.90. See also M. Annisette and P.
O’Regan, ‘Joined for the common purpose: the establishment of the Institute of Chartered Accountants
in Ireland as an All-Ireland Institution,” Qualitative Research in Accounting and Management, 4:1
(2007), pp. 4-25 and P. O’Regan, ‘Elevating the profession: social closure and the development of the
Institute of Chartered Accountants in Ireland, 1888-1909,” Accounting, Business and Financial History
18:1 (2008), pp.35-59.
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work and its benefits to society, obtains the exclusive right to perform a particular kind of
work, control training for and access to it, and control the right of determining and evaluating
the way the work is performed (cf Vollmer and Mills 1966).%

Vollmer and Mills’ description of how professionalisation occurred emphasised
action. Those aspiring to be professionals acted collectively through professional
associations to acquire respectability in their communities by earning the trust of
clients and others demanding their services. These actions were explicable through
interactionist studies of professionalisation; an approach used by Larson to explain

professional behaviour.

Larson’s Model of Professional Behaviour

Larson followed the ideas of Weber and Foucault in studying the interaction of
occupational groups as they became professional. Weber and Foucault had outlined
the monopolistic practices of particular groups in society as they competed to achieve
dominance in their areas of economic activity.*® Freidson examined how these groups
maintained this dominance and power in their fields of work.3*

Larson described the actions of those in an occupation undergoing
professionalisation, noting, as had Freidson and others, the deliberate actions of
groups to acquire and maintain dominance in their work. In distinguishing themselves
from related occupations, Larson proposed that the professions used these actions as
part of their professional projects, such as acquiring monopoly practice in their area of
service and hence gaining social standing.* For Freidson, Larson and others,
professional projects included controlling the education and learning necessary to
perform their services, as well as defining the qualifications gained from that learning
and restricting entry to the profession to those with the specified qualifications. The
new professions also applied social exclusion, denying entry to those they considered
could endanger their new status.*® Macdonald, applying Larson’s model to a number
of professions, including accounting, called the heart of the professional project the

attempts of a group to derive their power from control of knowledge, which was, he

%2 E. Freidson in The Professions and their Prospects, E. Freidson (ed.), (Beverley Hills and London,
1973), p.22.

% Foucault (1972).

% Freidson (1973).

% Larson (1977), p.50; West (2003), p.40. West referred to this attribute of professions as ‘elevated
occupational authority’.

% Freidson (1986), p.63.
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noted, an internal feature of a professional project as it lay within the jurisdiction of
the profession. Thus, qualifications and social closure were examples of the internal
features of professional projects. Other actions the profession could command
included the economic power that came from market control, restricting the number of
practitioners and protecting areas of work. These activities were internal features of
the professional project best enforced through the collective action of members in a
professional association. To succeed, the group needed to be cohesive and that was
achieved by the group acting in concert through professional associations. Macdonald
summarised Larson’s model, identifying four characteristics of an occupation that
made the professional project: the acquisition of power from knowledge, the
collective actions of groups, ongoing action to maintain monopoly and a profession-
state relationship.*’

The first characteristic, the acquisition of power from knowledge, recognises
the control a profession may exercise over a professional activity because it has the
capacity to undertake that activity. Among the studies of the accounting profession’s
use of power from knowledge, Potter and Young have shown how the profession used
language to control access to and the perception of accounting knowledge.*®

Accounting standard setting requires knowledge. The question is whether the
accounting profession achieved power from this knowledge and if so, over whom.
Knowledge in standard setting is the ability to understand and define the elements in
external financial reports as well as the level of specialist knowledge needed to draft
standards that allow standardisation of external financial reports that comply with
current legislation. The use of specialised language in accounting standards may, for
example, enhance the significance of standard setting and help the profession to retain
control of the process. That the accounting profession acted to achieve these aspects
of specialist knowledge in standard setting is, as Richardson and Kilfoyle noted,
particularly apparent in the efforts of the accounting profession to provide a
theoretical base to accounting standards, such as the development of conceptual
frameworks and financial accounting theory.* How successful the profession was in

doing so, and therefore how much control the profession had over the public’s

" Macdonald (1995).
% potter (1999); Young (2003).
% Richardson and Kilfoyle (2009).
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perception of accounting as a profession through power from knowledge is open to
debate.

Access to the knowledge needed to become a professional accountant became
more difficult once the accounting organisations were established. This knowledge
was formally identified and organised by the associations and acquired by the
professional accountant through examinations, life-long learning and professional
development. Some researchers question the extent to which accounting knowledge
was actually specialised and therefore a legitimate characteristic for accountants to
use to claim they were professionals. West, for example, pointed out the continuing
problem the profession had in developing an accepted set of accounting principles and
conceptual frameworks in standard setting.“® Hines observed that the profession
claimed it had such knowledge, even when there was no generally agreed framework
and Young also saw the profession using language to persuade others of its legitimacy
as standard setter.** West concluded that the problem was the knowledge required in
standard setting could not be placed as simply as occurred in other professional
disciplines.*? In part this was a consequence of difficulties in the language in the
standards.

As early as 1980, Stamp emphasised the importance of communication in
standard setting when he observed that accounting was a language conveying
financial information.*® But, as West noted, the profession has had difficulty
providing a level of communication in standards that could produce external financial
reports that gave general satisfaction to report users. Communication difficulties arose
from questioning within the profession as well as differing interpretations of the
standards by preparers of the external financial reports. As discussed in chapters three
and four, the profession has made many attempts to define accounting principles and
terminology and produce a generally accepted set of definitions. Parker attributed this
problem to the nineteenth century origins of accounting language as the profession
has had to adapt language to complex and global twentieth century entity activities.*

As Evans observed, accounting language is open to interpretation by users and hearers

40 \West (1996).
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because language is determined by the social context within which it arises and is
place and time specific.*

With these difficulties the profession could choose to focus on what it was
able to control. West pointed out that one problem in using accounting knowledge as a
control mechanism was that the profession would forget what the standards were for.
He questioned the fitness for use of some standards because the profession was more
focused on using these standards as a means of maintaining its professional reputation
than providing clear and consistent guidelines for preparers and users of external
financial reports.“® The profession’s efforts to use standard setting in this way may
explain why the nature of accounting standards changed and standards became
increasingly regulatory.

These difficulties have not stopped the profession maximising its use of
accounting knowledge as part of its image as a profession.*” Through legislation and
regulation, accounting associations succeeded in controlling who could use the
knowledge, at the same time highlighting the critical role of the accounting
associations in the professionalisation process. In New Zealand, for example, the
auditors of the external financial reports of entities listed on the stock exchange had to
be chartered accountants, and hence members of the New Zealand Institute. But the
questionable usefulness of standard setting in giving the accounting profession power
from knowledge as part of its professional project may account for the reluctance of
the profession to become the standard setter in the early decades of the twentieth
century. The profession at that time was using more successful means of
professionalisation such as who were the early accounting professionals, whom they
knew, and changes in legislation and economic and social conditions in the late
nineteenth and early twentieth centuries.*® However, once the profession agreed to
help regulate external financial reports, and as the efforts to develop financial
accounting theory indicate, standard setting became a professional activity.

The second characteristic, collective actions of groups, accounts for the role of
professional associations in acting on behalf of members to ensure dominance in

delivering an accounting service and hence professional status. Lee observed this link
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in his study of standard setting in the United Kingdom and United States.*° The link is
also observable in New Zealand, such as the years when the New Zealand Institute
was the only organisation in New Zealand drafting standards. New Zealand Institute
members have also dominated membership of the only state standard authorising
body. Overseas, no one accounting association was solely responsible for standard
setting, as in New Zealand, but that has not stopped the collective actions of
accounting associations in those countries ensuring dominance of the standard setting
process. R.G. Walker observed this in Australia as did S.P Walker in the United
Kingdom.*®

The third characteristic, ongoing action to maintain monopoly, implies that
professions must continually persuade society that they are the occupational group to
deliver particular services. As the accounting profession has found, professional
reputation is fragile, especially at times of entity collapses and the public’s loss of
trust in the reliability of external financial reports. Larson’s model accounts for this
characteristic in the need for professions to monitor and act to maintain monopoly of
the services that help give them their professional status. Macdonald confirmed this,
emphasising the importance for professions to persist in their efforts to maintain
monopoly of service.*® In standard setting, Lee noted how the accounting profession
in the United Kingdom and the United States acted to continue its dominance.>? Allen
in his study of Australian accounting observed that professional dominance was not
fixed and that the profession was in a continuous process of negotiating its
professional status, with the state as with other groups in society.>® Street observed
similar efforts in the actions of international accounting organisations.>*

The fourth characteristic, the profession-state relationship, is a prominent
feature in professional behaviour and several studies highlight this relationship in
several areas of accounting. Chua and Poullaos, for example, discuss the attempts of
the Victorian accounting profession to obtain a royal charter as does Walker in his
survey of the first English professional associations.>® From very early in their

histories the professional associations were negotiating with the state and seeking
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legislative authority to monopolise accounting services. As part of this
professionalisation process, the professional organisations pressed their governments
to legislate to give the organisations’ members the exclusive rights to, and control of,
the work of the profession. As an action performed outside the profession, Macdonald
called obtaining legal backing for this control an external feature of the professional
project.®® Professional associations thus became the vehicle used by professionals in
their bargaining with government.

Ultimately the relationship between a profession and the state was important
for any successful move to professional status.>” A profession needed more than
society accepting its existence. To ensure exclusivity, a profession needed to be the
only legally legitimate provider of its services, for which they required legal backing.
The cooperation of the state was required for this, usually in the form of a charter or
licence for the organisation. Such a charter often included exclusive use of work
titles.®® In its part of the ‘regulative bargain’ with the state, the profession defined and
controlled the content and delivery of their services through careful recruitment and
training, and monitored the behaviour of members through a code of ethics and
enforcement of the code.*® In this way, professional associations enabled a profession
to achieve its self interest objectives. These measures led to higher income for the
professional, because part of this income was ‘rent’, created from the contrived
scarcity value of the service.?® In this way, the members of the group benefited.®

Statutory support for a professional association also provided a level of
confidence for the consumer. The internal measures, backed by the external measure
allowed the consumer of professional services to trust the professional to deliver what
was expected. Thus the professional could fulfil consumer demand allowing the
professional associations to fulfil another purpose, that of public service. This was
especially necessary as economies and professional knowledge became more
complex. Consumers of professional services were often no longer in a position to

assess the quality of the service they were demanding. They were reassured when
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dealing with someone who belonged to a recognised professional organisation,
especially an association that had legislative support. The associations confirmed the
competence of their members. Cooper et al. supported Allen’s observation of the
profession’s interaction with the state. They saw the profession’s negotiations with the
state as a regulative bargain noting that, when successful, the professional association
gained control of services while the state achieved indirect control of entities.®
Although the New Zealand Institute did not have the same pressure to obtain a charter
as did associations elsewhere, the Institute has had an increasingly close relationship
with government bodies in recent decades.

Thus the four identifying characteristics in Larson’s model of professional
behaviour are present in events in standard setting in several countries, including New
Zealand, but the importance of these elements in the professionalisation process is less
evident in this discussion. The usefulness of Larson’s model to understanding the
professionalisation of accounting through standard setting requires a closer
examination of the history of standard setting and this thesis provides that test in the
case study of the New Zealand profession.

Larson’s model, as expanded by Macdonald, is a useful theoretical framework
to apply in this thesis to establish whether standard setting could be defined as a
professional project. Macdonald has applied the model to accounting although not in
standard setting. In his discussion Macdonald noted that ‘accountants succeeded in
achieving the objectives of the [professional] project.... [They had] a monopoly in
auditing and a firm grip on taxation consultancy, insolvency...].%® Standard setting
may be considered an accounting service as auditing is. Standard setting has several
parallels with auditing, especially as seen in the history of standard setting in New
Zealand, not the least among these being the monopolisation of the service by
members of the New Zealand Institute, whether within the Institute’s standard setting
board or the government’s statutory standard authorising board. The New Zealand
Institute has drafted both accounting and auditing standards and had committees and
boards dedicated not just to the drafting of these standards but to their application.
Therefore Larson’s model has been used to explain the actions of the accounting

profession in auditing, and this thesis does the same for standard setting.
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The professional association

Accounting associations are the ‘face’ of a profession, for the associations are
the means by which individual professionals act collectively for their own and for
society’s benefit.®* The associations give credibility to members and allow the public
to trust that members will provide the services demanded. As Freidson, Larson and
others concluded, the professional association is critical to the success of a profession.
Belonging to a professional association not only brought access to practising in the
profession, but also the means to attaining the status that came from being a
professional for it was the professional association that maintained the profession’s
relationships with other groups in society.® In this way, a profession gained social as
well as economic power. These organisations, which were simultaneously a
characteristic of a profession and a sign of the professionalisation of an occupation,
acted on behalf of members, striving to gain independence for them so that the
profession could be self regulating.®®

Society recognised a professional as someone capable of using independent
judgement and performing specialised work that required familiarity with a particular
set of knowledge not accessible to other members of society. Social status was
important to the professional, who earned a relatively high level of income. In
exchange for these benefits, society demanded competence, integrity and that the
professional act in the public interest. The professional was expected to abide by a
stated code of ethical behaviour as a member of a professional organisation. The
creation of the professional organisation was a fundamental step in the process of
professionalisation, enabling an occupational group to carry out its professional
projects obtaining control of its economic activity to signal the quality of that service.

As a profession, the professional accounting associations dominated the way
in which an individual accountant worked. The association became the means by
which the accounting profession organised its affairs, and set out the rules for
standards of work. The association provided direct guidance for members, including

recommending the fees that members should charge clients. These measures helped

% Freidson (1986).

% The first step in the pursuit of the professional project. Source: K.M. Macdonald, ‘A professional
project- the case of accountancy’ (1995), in The History of Accounting: critical perspectives on
business and management, J.R. Edwards (ed.), Professionalisation of Accounting, Volume 4, (London
and New York, 2000), p.44.

% perkin (1989), pp.85 and 86. Perkin noted that there were other occupations that had non-qualifying
associations representing salaried, employed professionals. For example, civil servants and teachers.
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the individual accountant maintain a professional distance when carrying out
accounting work. Although professional accountants retained independence and
exercised judgement when offering accounting services they did not work alone,
collaborating with other members of their association and depending on their
colleagues in the accounting association for professional support and recognition.®’ In
this way the accounting professional organisation gave a sense of belonging to
individual accountants, supporting members and fostering comradeship. The
association introduced members to new ideas and developments in accounting in other
countries and provided training and ongoing professional development.

As the accounting profession became better established, the accounting
associations acted on behalf of members negotiating with the state to obtain
legislative support to restrict accounting practice to their members. Having legal
support for monopolistic accounting practices was essential for the success of the
accounting profession. When the associations gained legislative backing they were
now in a position to ensure the quality of accounting services given to clients and also
limit the numbers of those eligible to practise as qualified accountants.®® The
accounting professional association as “.... a device for the institutionalisation of
occupational difference and protecting market advantage’ controlled entry to the
profession, whether directly, by having rules that excluded particular individuals or
groups, such as women, or by restricting access to qualifying examinations and
training.® The success of accounting associations in doing this is evident even in the
New Zealand Institute where, as Baskerville and Emery et al. have observed, an
association with no identifiable restriction to entry has a membership profile that does
not match that of wider society.”

Accounting history research from a critical perspective has highlighted the
dominance of class and patriarchy in the accounting profession. Nineteenth century
patriarchal attitudes explain why women were excluded from the professions, but
women were not the only social groups denied access to the profession. Many men,

%7 0’Day (2000), p.8.

%8 Lee (1996), p.177. ‘It was a deliberate act publicly (in this case, Scotland in the 1850s) to separate
chartered accountants from other individuals labelled as accountants, provide a basis for public
confidence in the work of chartered accounts, and thereby stimulate demand for their accountancy
services.’

%9S.P. Walker, “The Genesis of Professional Organisation in English Accountancy,” Accounting,
Organizations and Society, 29:2 (2004), p.127. See also Parker (2004); Carnegie and Edwards (2001);
Walker (2004); Carnegie (2009).

70 Baskerville (2006); Emery et al. (2002).
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who, because they belonged to the working class and lacked educational
opportunities, were also not able to qualify for membership of accounting
organisations.”* Parker in his study on accounting in Exeter in the first part of the
twentieth century, for example, concluded that gender, class and financial status were
all factors that largely determined whether an individual was able to become a
professional accountant.”

Within accounting itself the process of professionalisation produced a
hierarchy of tasks. Certain accounting related activities became more important than
others and it was the more specialised areas, such as tax advice, auditing and
management consulting, which formed the basis of professional accounting. The less
specialised tasks, that were more clerical in nature, remained outside the profession.
Many small businesses employed staff to do these less specialised tasks, for example,
bookkeeping, coding invoices and balancing financial registers. These employees
were usually not qualified as professional accountants and they may not have studied
any accounting related papers at secondary or tertiary education institutions. In the
nineteenth century these non-professional accounting activities came to be
increasingly occupied by women while the specialist areas remained the domain of
males.” In part, these developments explain why the professional accountant at the
beginning of the twentieth century was male and middle class. He was relatively
wealthy and his work required learning and training.’* In effect, the Victorian values
of the founders of the accounting associations were reflected in the practices of the
profession as the accounting associations developed and monitored accounting
services.” Accounting was not the only profession dominated by middle class males.
Other professions created in the nineteenth century were also male oriented and

hierarchical.”®

™t C. Lehman, “’HerStory” in Accounting: The First Eighty Years,” Accounting, Organizations and
Society, 17:3/4 (1992), p.281 and L.M. Kirkham, ‘Integrating HERstory and HIStory in Accounting,’
Accounting, Organizations and Society, 17:3/4 (1992), p.294.

"2 parker (2004), p.75.

" L.M. Kirkham and A. Loft, ‘Gender and the Construction of the Professional Accountant,’
Accounting, Organizations and Society, 18:6 (1993), p.513. See also C. Cooper and P. Taylor, ‘From
Taylorism to Ms Taylor: The Transformation of the Accounting Craft,” Accounting, Organizations and
Society, 25:6 (2000), p.563.

" Reader (1966), p.199.

"> E. Freidson, Professional Powers: A Study of the Institutionalization of Formal Knowledge, (Chicago
and London, 1986), p.75.
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Applying Larson’s model of professional behaviour, the actions of the
associations may be seen as professional projects because they led to association
members being accepted as professionals. These actions involved the professional
associations negotiating with the state to ensure that some accounting tasks were
restricted to their members, tasks for which the public acknowledged required
superior knowledge and training. Through their actions the associations emphasised
that they were earning the trust the public had in their members to supply accounting
services. In return, the public gave the associations’ members economic and social
status. At this stage in the history of the accounting profession, during the late
nineteenth and early twentieth centuries, these professional projects were practical and
readily implemented with state support. That is, using Larson’s characteristics from
his model, accounting became a profession as accounting association members
working collectively obtained monopoly of service and acquisition of power from
accounting knowledge with state backing.

In English-speaking countries, from the middle of the nineteenth century until
closer to midway through the twentieth century, a variety of accounting organisations
came into being, amalgamated, split and dissolved as the process of
professionalisation continued. Establishing accounting organisations was sometimes
complicated. Often the creation of new accounting associations was a consequence of
rivalry and disagreements within the accounting profession. In Scotland for example,
in the latter part of the nineteenth century, two accounting organisations challenged
the monopoly practice of chartered accountants in the Scottish Institute, the first
professional accounting association.”’

Although there were internal disputes, the profession recognised that to
achieve social standing, and receive government approval, the accounting bodies
within a country must present a united front in their dealings with the rest of society
and the profession has a history of associations merging to achieve this.”® In Australia,
for example, ten of the accounting associations combined at the beginning of the

twentieth century to form The Australasian Corporation of Public Accountants. This

"' S.P. Walker, “The Defence of Professional Monopoly: Scottish Chartered Accountants and Satellites
in the Accountancy Firmament 1854-1914,” Accounting, Organizations and Society, 16:3 (1991),
p.276. The Institute, which gained a Royal Charter as early as 1854, won this battle helped by the
prevailing political climate and links with the Scottish legal profession.

’® Macdonald (1995).
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organisation was truly Australasian. One of the founding associations was The
Incorporated Institute of Accountants of New Zealand.”

The development of accounting associations continued until one or two
organisations dominated the profession in each country. For example, in the United
Kingdom, the Institute of Chartered Accountants in England and Wales and the
Society of Incorporated Accountants and Auditors; in the United States, the American
Institute of Certified Public Accountants and the American Accounting Association;
in Australia, the Australian Society of Accountants and the Institute of Chartered
Accountants in Australia.®

Although New Zealand had more than one accounting association, the New
Zealand Institute was the only New Zealand accounting association to draft
accounting standards. Other countries, such as the United Kingdom and Australia,
have more than one professional accounting association involved in setting
accounting standards. Having one professional accounting association involved in
standard setting makes it easier to examine Larson’s model of professional behaviour
and also adds to the literature on standard setting. The focus in research on the history
of standard setting at the institutional level to date has been relatively narrow, as
Gaffikin noted, concentrating on standard setting bodies, whether private or state,
rather than the professional accounting association.? This thesis addresses this

omission.

The accounting profession in New Zealand

The origins of the New Zealand Institute and its structure illustrate why the
Institute became the only New Zealand accounting association to produce accounting
standards. As in other countries, the accounting profession in New Zealand has a
history of multiplicity of associations. In Canada, for example, by 1908 there were
Institutes of Chartered Accountants in seven provinces and in Australia, 18
accounting organisations. At this time, New Zealand had four organisations, the
Incorporated Institute of Accountants of New Zealand, the Accountants’ and
Auditors’ Association, the Auckland/Wellington Public Accountants Association and

The Certified Accountants Association of New Zealand. Without being able to obtain

¥ Graham (1960), p.18.
8 Since 1990, the Australian Society of Certified Practising Accountants.
81 Gaffikin (2008).
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membership lists it is not certain, but most probably the membership of these
associations were a fraction of those who were carrying out accounting work.
Although New Zealand is a small country, both in size and population, at the end of
the nineteenth and beginning of the twentieth centuries there were a large number of
New Zealanders doing accounting work, relative to the number of those practising
accounting in other countries of British origin.®? Why this was so has not been studied
but it may be that the scope of work defined as accounting was broader in New
Zealand than elsewnhere. It may also be a reflection of the structure of New Zealand
society and the New Zealand economy.

By the end of the nineteenth century the four organisations were reduced to
two main accounting associations, the Accountants' and Auditors' Association
(Association) and The Incorporated Institute of Accountants of New Zealand
(Incorporated Institute). The older of the two associations, the Incorporated Institute,
was created in 1893 and registered in 1894. Within two years, this body was accepting
only those who had passed its examinations. The Accountants’ and Auditors’
Association was formed in 1898 following Auckland concerns about Wellington
parochialism and the running of the Incorporated Institute's examinations.®® By the
end of its first year the Association was itself setting examinations for prospective
members.

The Auckland/Wellington Public Accountants Association and The Certified
Accountants Association of New Zealand do not appear to have had a wide influence
on the profession.? Indeed, in his speech at the first annual meeting of the New
Zealand Society of Accountants (NZSA/Society) in Wellington in 1910, the President
noted that there had been no organised society of accountants based in New Zealand
before the formation of the Incorporated Institute of Accountants of New Zealand.®

Neither the Incorporated Institute of Accountants in New Zealand nor the
Accountants” and Auditors’ Association dominated the accounting profession.
Instead, early in the twentieth century they formed what was to become the major

accounting organisation in New Zealand: The New Zealand Society of Accountants

8 Graham (1960), p.26.

% Ibid, p.16.

8 M. Nolan, ‘Uniformity and Diversity: A Case Study of Female Shop and Office Workers in Victoria
1880-1939,” PhD Thesis, (Canberra, 1989).

8 New Zealand Society of Accountants Yearbook (1911), p.74.
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(NZSA/Society) later named the New Zealand Institute.®® The creation of the NZSA
was not straightforward. While members of the accounting associations were taking
action to ensure that they were treated as professionals in the business community, not
everyone was in agreement on how to achieve this. Some members of the two
accounting organisations did not see the need for legislation, even while recognising
the importance of having a strong accounting association for maintaining a
professional reputation. In 1895, the outgoing President of the Incorporated Institute,
J.E. Fitzgerald, commented that he was not in favour of accounting as a profession
that required legal backing. Rather, he saw accountants being professional in their
work to the extent that their ethical behaviour would be sufficient to maintain public
confidence in their work.®

Other accountants disagreed with Fitzgerald. They wanted the New Zealand
Government to legislate and define their profession by statute. These accountants
considered this essential to ensure that specialist accounting work could only be
carried out by them. A legal foundation would allow the accounting association to
regulate its members and, by restricting to members the rights to provide accounting
services to the community, guarantee monopoly of the work they carried out. In 1905,
the Incorporated Institute and the Association agreed to cooperate to seek the legal
registration of accountants in New Zealand. The two associations realised that they
needed to control their own affairs and, more importantly, the affairs of the profession
in general. For them this was possible only by legislation, as had happened overseas.®
The two organisations also realised that their legislative goal was attainable only if
they worked together in their application to Parliament.®

The accounting associations in New Zealand therefore followed the path taken
by their counterpart associations in Britain.”® They persuaded the New Zealand
Government to make accounting a stated and recognised profession, arguing that in
the public interest legal recognition was necessary for accounting. It took a few years
at the beginning of the twentieth century for the accounting profession in New

8 The similarity of the titles of the organisations with those of corresponding organisations in Australia
and Britain show that the founding members of these New Zealand accounting associations were
influenced by Australian and British associations.

87 C.D. Morpeth, The Story of the Incorporated Institute of Accountants of New Zealand (to
commemorate its coming of age), (Wellington, 1917), p.23.

% ee (1996), p.179, and Robinson (1964), p.109.

8 Graham (1960), p.17.

% Ibid, p.20.
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Zealand to obtain this legal backing. Members of Parliament at that time had to be
convinced that it was for the common good of New Zealand society that professional
accounting work should be restricted to qualified personnel who belonged to the
proposed New Zealand Society of Accountants. After a few attempts and setbacks, the
two accounting associations achieved this in 1908 when the New Zealand
Government passed the New Zealand Society of Accountants Act.®* This Act
constituted a new accounting association, the New Zealand Society of Accountants,
gave legal protection to the use of the titles ‘public accountant’” and ‘registered
accountant” and set disciplinary provisions for the association.?? Both the
Accountants” and Auditors” Association and the Incorporated Institute continued to
operate during the twentieth century, the Association until 1950 and the Institute until
1972.% Why the two associations continued to operate when, under the 1908 Act,
members of these two organisations also needed to be a member of the NZSA if they
wished to practise as professional accountants, is an area for future research. There
must have been benefits to members, perhaps status or a desire to maintain some
distance from the NZSA. Members of the Accountants’ and Auditors’ Association
were more keen to disestablish themselves than Incorporated Institute members. It is
possible that this reflects the origins of the two associations as well as the enthusiasm
of the Incorporated Institute for a New Zealand accounting association to have a
Royal Charter.**

The criteria for membership of the NZSA in 1908 were straightforward but
they had two interesting consequences that set the NZSA apart from many of its
counterpart associations in other western economies: first, the large number of
individuals who joined the new association, and second, the presence of women from
the beginning of the Society. Both features gave the NZSA a diversity of membership
that made the organisation more representative of New Zealand society than similar
organisations overseas were of their societies and hence increasing the suitability of
the association as a case study for this thesis. Successful applicants had only to be

members of the Incorporated Institute, the Association or a recognised British Empire

L Ibid, p.24.

% Ibid, p.22.

% When each organisation ceased to operate, assets and archival material were transferred to the
NZSA.

% The Accountants’ Journal in the 1930s commented on the Incorporated Institute’s efforts to seek a
Charter. This is a topic outside the scope of this thesis but an area needing further research.
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accounting association, or have three years’ experience as an accountant.” Gender
was not an issue for qualification to be a member of the NZSA and this was in part
because of the Accountants’ and Auditors’ Association. Unlike the Incorporated
Institute, the Association had women members. Under the criteria of the 1908 Act,
therefore, women immediately became eligible to join the NZSA.

In 1908, 2,327 people immediately applied to join the NZSA. A Registration
Board was established by the Government to examine these applications and the
number of foundation members was eventually settled at 2,116, with 243 added in a
legal amendment in 1910.% Establishing a Registration Board in itself was a sign that
the Government took seriously the need to ensure that the quality of Society members
was sufficient to guarantee a high level of competence in accounting work. In other
countries at this time, much smaller numbers of people were entering accounting
associations. In Ireland, for example, in 1913 there were only 128 members in the
Irish Institute of Chartered Accountants.”” At this time the NZSA was a large
institution, by the standards of other professions as well as the accounting profession
overseas, although nearly 300 had forfeited membership of the Society by 1912.% The
President of the Society noted in his address at the NZSA's annual meeting in 1943
that the NZSA was at that time the largest professional association in the country.*®

Because the membership criteria outlined in the 1908 Act did not exclude
women, New Zealand was earlier than most countries in recognising women as
professional accountants. Even though accounting in New Zealand remained a male
dominated profession, accounting was a popular choice for women wishing to become
professionals. In 1936, more than half of all women who were classified in the census
as professional in New Zealand were doing accounting related work; 453 women
stated in the census that year that they were employed in professional work, 235

classified themselves as accountants or cost accountants and 13 described themselves

% Graham (1960), p.25. See also Appendix A. Research on these first applicants for membership of the
NZSA, such as the proportion of those applying who did so because of previous experience, would
provide further insight on the nature of accounting in New Zealand at this time. For example, two of
the thirteen women accepted as members of the NZSA in 1908 were members of the Accountants’ and
Auditors’ Association. The remaining eleven were accepted because they had three or more years as
employees practising accounting.

% Graham (1960), pp. 25ff.

% Robinson (1964), p.141.

% Graham (1960), p.28. A study of the membership ledger of the NZSA shows that the reason given for
ceasing to be a member was usually failure to pay the subscription. Again, this is an area for future
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as public accountants.™® Few of these women belonged to the Society. In 1936, 43 of
the 2,591 members of the NZSA were women and only eight of them public
accountants, and therefore qualified to actually label themselves as chartered
accountants. It is possible that many women in New Zealand who classified
themselves as accountants were indeed doing accounting work, but they were not
members of the accounting profession or its professional association. Their work may
have been accounting related and they described themselves as accountants or they
were doing accounting work but had not obtained the qualifications for entry to the
NZSA.

Olssen and Hickey attributed the large number of women who considered
themselves accountants in part to the openness of professions like accounting that
made it easier for women to enter and thus ‘facilitated distinctive mobility
patterns.”*®® It may have been easier for women to do accounting work and to call
themselves accountants, but they were rarely chartered accountants, the legislated
professional in the accounting profession.'®? Being accepted as a profession was vital
for those with the title of chartered accountant for they needed to ensure that the
general public knew it could trust the competence of the professional accountant.
Therefore as part of the professionalisation of accounting in New Zealand the Society
guarded accounting’s professional status. Women and men had to fulfil the NZSA’s
criteria for membership.

The 1908 Act was a major step in the professionalisation of New Zealand
accounting and the newly created NZSA’s membership structure reflected the
professional nature of accounting and the British origins of the profession.'® There
were two classes and two degrees of membership. The two classes were registered
accountant and public accountant. Each of these classes had two degrees of
membership, associate and fellow.*** For all the time that these classes were in place
the majority of members of the NZSA were registered associates, not in public
practice. That is, most members of the NZSA were registered and not public
accountants. From the public’s point of view of the professional offering a service to a

client the public accountant category was the more important. If asked to define a

100 £ Qlssen and M. Hickey, Class and Occupation: The New Zealand Reality, (Dunedin, 2005), p.160.
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professional accountant, a member of the general public would describe a public
accountant. This is because the public accountant was the “face of accounting.”*%°
Under the 1933 Companies Act in New Zealand, for example, only public accountants
were qualified to sign audit reports for public companies. Public accountants were the
independent practitioners, fulfilling the criteria of the professional more than
registered accountants, bringing in clients to the accounting firm. Public accountants
were more likely to be self-employed or in partnership. Thus, as discussed earlier,
accounting in New Zealand differed from other professions such as dentistry,
medicine and law, where a larger proportion of practitioners were in public practice.
For example, as recently as 1991, only about fifteen percent of New Zealand
accountants held certificates of public practice. At this time, almost a quarter of
dentists were self-employed.*® The nature of accounting practice is such that almost
all entities require the services of an accountant more often than individuals usually
require dental work and much accounting work may be carried out by trained
accountants before being signed off by the public practitioner.

Registered accountants were employed in the private (industry) and public
(government) sectors to perform accounting duties that did not require them being a
public accountant. Registered members joined the NZSA because of the advantages
that came from belonging to a professional association including access to
professional development and contributing to the development of the profession.
Some teachers and lecturers from educational institutions, for example, belonged to
the NZSA. As educators, their role in the accounting profession was similar to that of
law lecturers and other employees in the legal profession, who do not customarily
practise law. %’

The two degrees of membership, associate and fellow, present in both the
classes, also reflected the professional nature of accounting. Of the two degrees of
membership, the more prestigious was that of fellow.'®® At first, any member in the
NZSA, whether registered or public, could apply to be made a fellow. But later in the
twentieth century the regulations were changed and a member had to be nominated to
become a fellow. The advantage of being a fellow had more to do with perception by

the public of the professionalism of an individual. In effect age and proven experience
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in being a qualified accountant were the criteria for becoming a fellow. Other
professions, such as medicine, have also used the concept of fellow to define
practitioners who were more attractive to their clients because they were considered to
have a level of experience that their colleagues acknowledged.'®

During the twentieth century the accounting profession in New Zealand
developed along similar lines to the profession overseas. In 1968, the NZSA reworked
the categories for membership and removed the classes of public and registered
accountants.? In their place was the one designation for fully qualified members,
that of chartered accountant, a title used in other countries and conveying to the
general public, that is, potential and other clients, that they were receiving services
from a professional.'** The term ‘chartered’ indicated that the government had given
special recognition to the profession. For the following thirty years this was the only
class of membership in the NZSA, although to offer services to the public required a
certificate of public practice from the Society.**? In 1996, the NZSA recognised that
changes in New Zealand society were creating new areas in accounting and new
demands on accountants as professionals. As a result the NZSA altered its name and
membership categories. The Society now became the New Zealand Institute of
Chartered Accountants (ICANZ/Institute) and three Colleges were introduced:;
chartered accountant, associate chartered accountant and accounting technician.'*?
Again, the term “College’, used in other professions such as medicine, implied a
degree of professional behaviour that the general public would recognise and be
assured would apply to the work done by the accountant.

Chartered accountants, in New Zealand and elsewhere, were the highest
qualified practitioners of accounting and, if they held certificates of public practice,
were eligible to become partners in public accounting firms. The audits of certain
organisations continued to be performed only by chartered accountants in public
practice. Members in this category followed the most stringent professional
development. Training took seven years, four at tertiary level and then three in an
approved training organisation. Public accountants and partners of accounting firms

must be chartered accountants. Associate chartered accountants had less demanding

199 5’Day (2000), p.8. O’Day noted the dependence of individual professionals on each other, rather
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requirements for membership than chartered accountants, but they were still involved

k.!* Associate chartered accountants had a

in professional accounting related wor
similar length of training. But after four years of study at tertiary level and other
requirements such as mentoring, their further training did not have to be at an
approved training institution and they did not have to have acquired the second level
of the professional competence examinations.

Gender differences remained in the profession. Chartered and associate
chartered accountants were more likely to be male, although by the turn of the
century, equal numbers of men and women were entering the two colleges.™ Of the
three categories, the least qualified was that of accounting technician. This category
had the fewest requirements for entry into membership of the Institute and more
females than males were accounting technicians. The work carried out by the

technician assisted the chartered accountant.

Only four years of training was
needed and that did not have to be at tertiary level.**’

Initially the College of Associated Chartered Accountants was open only for
five years. The College closed to new members in 2001 but reopened in 2006
following a survey of members that showed renewed demand for this category of
professional accountant.'*® ICANZ's Chief Executive, G. Muriwai, outlined the
Institute’s reasons for the proposed reopening.**® He stated that the Institute had a
statutory obligation to ensure that the public interest was maintained by controlling
those practising accounting. It could only do this, Muriwai argued, if all these people
were actually members of the New Zealand Institute, and, as the census repeatedly
showed, there were people with training in accounting practising without belonging to
a professional accounting association. The 2001 Census, for example, indicated that
more than half of those who were in accounting or finance related work did not
belong to the Institute and in 2006 just under half of all students completing third year

accounting at tertiary institutions did not join ICANZ. Although some of these
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students may acquire a commerce degree they were not undertaking further studies to
become qualified Chartered Accountants.?°

Reopening the College of Associate Chartered Accountants gave the Institute
the opportunity to enlarge its area of influence, providing another example of Larson’s
theory. The New Zealand Institute wished to control a wider range of accounting
work delivered in the country and considered that it was better positioned to do this if
more people carrying out accounting related work were Institute members.*?! That is,
as Larson observed, a professional association acted to maintain dominance of
services in a specified field and did so in the public interest with self interest.
Retaining control was in the interest of the Institute, even when such actions
sometimes posed longer term difficulties for the association. However, in keeping
with the ethical and professional origins of the association, the Institute stressed the

public interest.

Conclusion

This chapter sets out a theoretical framework within which to address the
research questions, why and how the New Zealand Institute became a standard setter.
The first part of this chapter discussed the professionalisation of accounting,
emphasising in particular Larson’s model of professional behaviour as a means of
explaining the professionalisation process. The second part of this chapter introduced
the New Zealand Institute, its origins and structure, in order to provide a context for
the analysis of the history of standard setting in New Zealand.

Accounting was one of several occupations that became professions during the
nineteenth century. Professionalisation, as VVollmer and Mills defined it, occurred
when individuals acted collectively to obtain monopoly of practice in their
occupational area. They did so with the agreement of society on the grounds that they
had special knowledge from which society could benefit when they, as the
professionals, had the monopoly on practice.*? Thus, a link formed between
professional behaviour, in the form of collective activity by professionals to acquire
monopolistic delivery of services, and professionalisation, as social acceptance of the

right to act in such a manner and be awarded economic and social status in return.
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Collective activity occurred through professional associations, the organisations
created by the new professionals. This explains why the professional associations
were established early in the history of the professions, why they are an important
feature of a profession, and hence why researchers such as Larson based their models
of professional behaviour around the actions of the associations. The professional
associations carried out the professionalisation process as characterised by Vollmer
and Muills, exhibiting power over knowledge and acting, often with the support of the
state, to maintain monopoly of delivery of services.

Larson’s model links professional behaviour and professionalisation in terms
of the professional project, that is, activities the associations undertook to acquire and
maintain the professional status of their members. In accounting, the professional
project was carried out by accounting associations creating and fulfilling demand for
quality accounting services, earning consumer trust through the competence and
ethical behaviour of their members and thus providing the means for accounting to
become accepted as a profession. Larson’s model of professional behaviour has been
applied to a number of accounting services delivered by the professional
accountant.*® In this thesis, this model is advanced to provide an explanation for why
and how the accounting profession became the standard setter for external financial
reporting.

Achieving and maintaining professional status through the professionalisation
process provided the incentive for accountants in New Zealand and elsewhere,
through their associations, to monopolise several accounting services. As the next
chapter demonstrates, one service accountants eventually dominated was the

regulation of external financial reporting through standard setting.

123 Macdonald (1995).
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Chapter Three: The Professionalisation Process: Accounting
Standards and Requlating External Financial Reporting

Introduction

During the twentieth century the accounting profession decided to regulate
external financial reporting. Why this was so, and some of the consequences of that
decision are discussed in this chapter. The first section of this chapter considers
external financial reporting and why it is regulated, looking in particular at the
accounting profession’s motives for becoming a standard setter. The second section
begins a discussion on how the profession carried out standard setting, examining the
nature of accounting standards and the implications of this for their effectiveness. This
section also highlights the relationships between the profession and other groups,
exploring the importance of the political element in the accounting profession’s

maintenance of standard setting.

Why regulate external financial reporting

Many entities must produce information about their financial activities to
report on their performance to owners, investors, the government and other interested
groups. This information, written as financial statements, is produced in financial
reports that may be for internal or external use. Internal financial statements are of
interest to management of an entity. External financial reports supply information of
interest to diverse groups or institutions, from owners to government departments.*
These reports are regulated through the application of accounting standards. External
financial reporting as a means of providing information to interested parties has
probably been in existence for as long as businesses have needed to borrow capital but
the need for a formal approach to define and describe the financial activities of an
entity is a relatively recent phenomenon as society demanded appropriate and
meaningful reporting. This however, must be carried out with regard to costs and
benefits and who will bear both. Only in the past two hundred years, since business

activities have become more capital intensive, have certain entities been required to

1 J. Burton (1969) quoted in M.E. Hussein, ‘The innovative process in financial accounting standard
setting,” Accounting, Organizations and Society, 6:1 (1981), p.28.

J. Hagen noted that financial analysts rather than mum-and-dad investors were the users of external
financial reports.
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produce financial statements for external parties.? Information showing an entity’s
financial position and financial performance fulfils management’s accountability to
owners and allows users to make economic decisions, although the focus varies
among countries.

While the basic aims of external financial reporting appear straightforward,
stewardship or accountability and decision-making, producing reports that fulfil those
objectives is complicated. External financial reports have a number of uses, relevant
to the user at the time. In general, external financial reports must provide financial
information that allows the user of that information to gain an accurate picture of the
entity’s activities.® Reports may provide accountability of management to owners of
an entity, allow better decision-making by intending investors in an entity or inform
potential creditors of its viability. The problem was what constituted an accurate
picture of an entity’s financial activities and how the reports could convey financial
information so that numerous users had their differing needs fulfilled in a cost
effective manner.

In English-speaking countries, governments defined what they meant by an
accurate picture of an entity’s financial activities through legislation in successive
Companies Acts, although these definitions were somewhat limited in detail. The
British Companies Act 1844, for example, referred to “full and fair’ reports while later
Acts specified that reports should be “true and correct’ and then ‘true and fair.”* That
is, the more accurately external financial reports reflected an entity’s performance, the
more ‘true’ they were and the more complete the external financial statements were,
the more “fair’ and able to be applied for a wide range of purposes. Although “true and
fair’ is a generally accepted term it has proven as difficult to describe as the quality of
accounting standards, because what is ‘true and fair’ depends on interpretation by

users and whether their needs are fulfilled.®

2 C.J.Napier, ‘Accounts of change: 30 years of historical accounting research,” Accounting,
Organizations and Society, 31:4/5 (2006), pp.445-507.

® There is a large literature on the issue of financial information providing a ‘true and fair’ view of an
entity’s financial activities. See, for example, R.H. Parker and C.W. Nobes, An International View of
True and Fair Accounting, (London and New York, 1994); The Legacy of June Pallot: Public Sector
Financial Management Reform, S. Newberry (ed.), (Greenwich, Connecticut, 2006).

* Parker (1989); Parker and Nobes, (1994), p.1; The New Zealand Companies Act 1955 followed the
British legislation. See, for example, K. Cooper and H. Deo, ‘Recurring cycle of Australian corporate
reforms: a never ending story,” Journal of American Academy of Business, 7:2 (2005), pp.156-163.

> Parker and Nobes (1994), p.13. and Cooper and Deo (2005). See also chapter two.
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To achieve a ‘true and fair’ external financial report is therefore complicated.
There are several uncertainties such as what items from entity transactions should be
in financial statements so that an entity’s situation is clear and at what value should
the statements list those items. During periods of economic inflation, such as the
1970s, the issue of measuring the value of items in financial statements was
particularly fraught and not resolved, even though a number of measurement methods
were proposed.® As the debate over current cost accounting in New Zealand showed,
even the accounting profession could not produce a generally agreed valuation
method. The legislation did not help. Even though the Companies Act and other
related laws have extensive disclosure requirements these are still not sufficient to
fulfil varied user requirements.

What is disclosed in external financial reports is another longstanding issue.
The usefulness of the reports to interested parties is in part affected by presentation.
Entities therefore have to consider both what they disclose and how they disclose
information about their activities. With the varying demands for financial information
from users one concern was *...standardisation of financial reporting and how to
satisfy the customer.”” A complication here was the variety of customers and their
needs. Users of external financial reports ranged from individuals to government
departments and included investors, creditors, shareholders and government. For
example, an investor may rely on the financial statements of an entity when deciding
whether to invest in the entity, and be interested in financial information about the
profitability of the entity, while a creditor would want reliable cash flow information
in the same reports, to determine if the entity could meet its interest obligations and
remain viable. Banks relied on the accuracy of general purpose financial statements
when deciding whether to lend capital to an entity, and government departments, such
as Inland Revenue, used the information in the reports to determine taxation and
related payments.

The multiplicity of users of external financial reports and the importance of
those reports in ensuring public and business confidence in economic activity
necessitated regulation. Regulation was ‘the policing, according to a rule, of a

subject’s choice of activity, by an entity not directly party to or involved in an

6 J. Hagen and P. Welham, ‘CCA- now it’s decision time,” The Accountants’ Journal, 60:7 (1981),
p.266.

" J.W. Muis, ‘Accounting Standard Setting: the Pith and the Pendulum,” Accounting and Business
Research, 28 (Autumn, 1977), p.292.
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activity.”® To be successful, a regulation must be efficient, proportionate, non-
discriminatory, subject to review, not anti-competitive and directed to the public
interest.® A regulation was thus good when it was effective (and dealt with identified
market failures) and efficient (benefits outweighed costs). An effective accounting
standard, for example, was clear, providing a minimum number of recommended
methods of dealing with a financial situation.® In addition, with the many users of
reports and their varying needs, quality accounting standards needed to be consistent
and allow comparability of reports over years and between entities. “The pressure for
uniform principles has developed largely from the demands of the capital market with
the attendant need for fundamental reforms in company accounting practice...the
reforms will reduce harsh criticism from the commercial world.”**

Wilson in his study of the United States economy gave two reasons for
regulating: public interest and self interest, naming these as the political causes of
regulation.™® Wilson observed that to understand which motivation operates in a
regulation it is necessary to consider the costs and benefits under which the regulation
occurs. When applied to external financial reporting, those who benefit from regulated
external financial reports may be the entities as preparers of the reports, the many
users of the reports or the regulators, direct, such as the accounting profession, and
indirect, such as the state. Entities incur costs of time and expenses preparing external
financial reports and there are costs of regulating the reports. These costs include
administering the regulations, establishing statutory and government bodies and other
legal costs, as well as the costs of developing non legislative regulations such as
accounting standards.

Although it would be expected that those who benefit from a regulation would
bear the costs of devising and implementing that regulation, in reality, this was not

necessarily the case. In his studies, Wilson described four patterns of regulation using

¥ D. Drever, P. Stanton and S. McGowan, Contemporary Issues in Accounting, (Milton, Queensland,
2007), p.69.

% F. del Valle, “Joined Up Thinking,” Financial Management, (March 2008), pp.24-28. A Speech he
gave as 2007 President of International Federation of Accountants to Federation des Experts
Comptables Europeans.

0R. King and G. Waymire, ‘Accounting Standard Setting Institutions and the Governance of
Incomplete Contracts,” Journal of Accounting, Auditing and Finance, 9:3 (1994), pp.579-605.
“Editorial Comment, The Accountants’ Journal, 48:5 (1969), p.177.

12 3.Q. Wilson in J.W.McKie (ed.), Social Responsibility and the Business Predicament, (Washington,
1974), pp. 141-146.
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cost/benefit analysis.*® Two of these types of regulations were especially relevant to
the production as well as the control of external financial reporting. These types were
when benefits were diffused and costs concentrated and when benefits were
concentrated with costs diffused.'* When the costs of producing reports are
concentrated, for example on the entities themselves, those entities do not have an
incentive to produce external financial reports as demanded by users. Daniels noted
*...all the evidence seems to indicate that autonomy does not encourage the
development of practicable or workable systems of control (by entities).”* This may
occur for example, if entities thought that their financial information might give
competitors an advantage or there could be comparisons of entity performance. There
are also the costs of producing the regulations. The accounting profession has, for
example, for many decades borne the costs of drafting and producing accounting
standards, but has done so in the public interest. In this situation, users are able to
make better economic decisions while not directly bearing the costs of disclosing
financial information in external financial reports. Wilson’s patterns of regulation also
show self interest, where benefits were concentrated on the regulators or regulated and
costs diffused, being borne by other groups. The regulatory capture model is an
example of this pattern, where the regulators, such as the accounting profession, or the
regulated, that is entities, benefit while report users or wider society bear the costs of
regulating external financial reports.

Richardson and Kilfoyle concluded that whether or not regulation was actually
necessary depended on why external financial reports needed regulating and how
successful any regulation was.*® Advocates of signalling and agency theories
considered there was no need for regulating external financial reporting as entities
have an incentive to release financial information in an efficient market system.*’
Entities that provide good financial information will attract investors and individuals

seeking to maximise their own benefits will act only in their own best interest.

3 1bid.

 The remaining two types, not directly applicable in regulating external financial reporting are
regulations with concentrated costs and concentrated benefits, usually found in negotiations between
employer and employee institutions and regulations with diffused benefits and diffused costs that are
usually borne by society, as in Social Welfare and Health.

5 A.K. Daniels in The Professions and their Prospects, E. Freidson (ed.), Beverley Hills and London,
1973), p.54

16 Richardson and Kilfoyle (2009), p.318.

" A.G. Puxty, ‘A Critical Overview of Agency Theory,” in Critiques of Agency Theory in
Accountancy, A.G. Puxty (ed.), Issues in Accountability XII, (Glasgow, 1985). See also R.L. Watts and
J.L. Zimmerman, Positive Accounting Theory, (Englewood Cliffs, New Jersey, 1986).
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Staubus, looking at the market for financial information, noted that the interest groups
that gained most often were management, the producers of the financial information.*®
By the end of the nineteenth century, financial reporting in New Zealand and
other English speaking countries was a necessary part of commerce and subject to
regulation through legislation.*® New Zealand’s financial reporting legislation, for
example, embodied in a succession of Companies Acts, followed British Companies
Acts with few modifications. Companies Acts outlined the obligations of entities to
users of the reports, detailing the content and timing of the reports. From 1907, for
example, British Companies Acts had a minimum disclosure principle.?’ Legislation
continues to regulate external financial reporting, and the law has expanded from
Companies Acts to include other legislation, such as the Public Finance Act 1989 and
the Financial Reporting Act 1993 in New Zealand. Notwithstanding the presence of
legislation, from the 1930s in the United States and the 1940s in the United Kingdom,
the accounting profession became increasingly involved in the regulatory process.
Ultimately, the reason for regulating external financial reporting was, as
Solomons noted, to ensure that entities were disclosing financial information that
fulfilled user needs.?* This was important given instances of financial information
released by entities misleading users and causing commercial scandals.?? Cooper and
Keim defined the public’s need for some type of regulation of external financial
reporting and the accounting profession’s supply of standards as a form of regulation
in economic terms, thus showing an economic rationale for regulating external
financial reports.”® They saw the public demand for regulation stemming from a
problem of unequal availability of information on entity activities: information
asymmetry. Financial and other institutions have the means to obtain financial
information that is sufficient for them to make reasonable decisions regarding

investing or lending to entities but the ordinary investor relies on external financial

18 G.J. Staubus, “Introduction to Chapter 3 “Issues in the Accounting Standards-Setting Process”,” in
Accounting Theory: a contemporary review, (eds) S. Jones, C. Romano and J. Ratnatunga, (Sydney,
1995), pp.189-215.

9 For a good introduction to the concept of regulation, see Drever, Stanton and McGowan (2007).

20 ¢. O hOgartaigh, ‘Financial Accounting Practice,” in Edwards and Walker, (2009), p.169.

21 Solomons (1986), p.67 noted that to the American Financial Accounting Standards Board decision-
usefulness was the primary objective of financial reporting.

22 Carey (1969), pp.35-48; In Britain, there was the Royal Mail case ( Rex v Kyslant 1931) where the
company from 1921 to 1927 issued dividends from secret reserves. See later in this chapter for a
discussion on corporate failures and their effect on profession-state relations.

2 K. Cooper and G.D. Keim, “The Economic Rationale for the Nature and Extent of Corporate
Financial Disclosure Regulation: a critical assessment,” Journal of Accounting and Public Policy, 2:3
(1983), pp.189-205
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reports. If these reports are misleading then the public could make poor investment
decisions. The accounting profession recognised its obligation to help correct this
anomaly.*

The accounting profession was the logical institution to set accounting
standards in New Zealand and elsewhere. The state provided legislation regulating the
disclosure of financial information but, as discussed earlier, detailed guidelines were
required to meet user demand. The knowledge and skills of the accounting profession
in financial reporting made the profession able to distinguish and define the rationale
behind a regulation, develop codes of practice and establish procedures to deal with
financial reporting, increasing entity confidence in the truth and fairness of external
financial reports.”®> Consequently, drafting standards will inevitably involve the
accounting profession although the standard setting body, as recent years in the New
Zealand case study show, does not have to be the profession or the professional
associations. However, in the early days of regulating external financial reporting the
associations were more responsive to user demands than the state.?® As a result, in
New Zealand, for example, standards were written by the New Zealand Institute,
which acted to deliver a process that was open and transparent and did so without
opposition. Other groups left the Institute to set the standards for external financial
reports. The New Zealand Securities Commission, for example, commented on
accounting standards and their use by entities, but the Commission has not attempted
to write accounting standards.?” The Institute has not worked in isolation as standard
setter. Although the drafter of accounting standards in New Zealand, the Institute
remained aware of the political and economic climate when responding to the need for
standards.?®

Regulating external financial reports fitted within an economic and social
environment that was increasingly regulatory.?® The public interest was satisfied as a
wide range of interested groups could make better economic decisions when external

financial reporting was regulated, including creditors and investors.*® The state

24 Stamp (1980).

% J. Foots, ‘A Regulated Accounting Profession: Its Impact on Business,” in Watson (1981).

%6 Seneviratne (1999), p.29.

%" New Zealand Securities Commission, Capital Structure and Financial Reporting in New Zealand,
(Wellington, 1989).

%8 A.L. Mackenzie interview 19 June 2009.

2% Baldwin et al. (2010), p.6.

%0 Solomons (1986), p.67.
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benefited when there was economic stability. The accounting profession also
benefited as the regulator. As Wilson noted, regulation was in the public interest and

in self interest.®

Requlating in the public interest

External financial reporting aimed to ‘provide adequate information about the
real economic position and performance of an enterprise to all potential users who
need such information to make decisions.”*? However, as entities and their
transactions became more complex and economies grew, users of external financial
reports increasingly questioned the adequacy of financial information and demanded
regulation. This was especially so in countries where many users of the reports did not
have access to financial information to verify the accuracy of the reports. This
‘information asymmetry” was an obstacle to good economic decision-making causing
governments to consider regulation to ensure economic stability.*

Economic arguments favouring regulating external financial reporting usually
refer to these inefficiencies in the supply of and demand for the reports.®* There was,
therefore, an element of public interest in the case for regulating external financial
reporting because good economic decision-making by users of external financial
reports contributed to the well being of society. Entities failing and investors losing
their investments affected many others in society, including employees, families and
associated entities.

The New Zealand profession frequently claimed its involvement in standard
setting on the grounds of public interest.* The profession acknowledged its
responsibility to act for the benefit of the public because it was a profession and had a

duty to serve the public. Society expected a profession to work for the greater good

31 Wilson (1974).

%2 E, Stamp, ‘Accounting Standard Setting...a new beginning: Evolution not revolution,” CA Magazine,
(September 1980), p.39.

*D. Solomons, Making Accounting Policy, (New York, 1986), p.185.

% K. Cooper and G.D. Keim, “The Economic Rationale for the Nature and Extent of Corporate
Financial Disclosure Regulation: a critical assessment,” Journal of Accounting and Public Policy, 2:3
(1983), pp.189-205.

% See, for example, H. Valentine, ‘Correspondence,” The Accountants’ Journal, 8:5 (1929), pp.173-
174; R.G. Walker and S.P. Robinson, ‘Competing Regulatory Agencies with Conflicting Agendas:
setting standards for cash flow reporting in Australia,” Abacus 30:2 (1994), pp.119-137; S. Thornburg
and R.W. Roberts, ‘Money, Politics and the Regulation of Public Accounting Services: Evidence from
the Sarbanes-Oxley Act of 2002,” Accounting, Organizations and Society, 33:2/3 2008, pp.229-248.
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and the accounting profession was to do this in part through standard setting.* The
benefits of regulating external financial reporting extended beyond the users of the
reports to wider society, because reducing entity failure allowed greater economic
stability.

In addition to maintaining quality accounting services the reward for the
profession was social and economic status and professional accountants were well
aware of this link.*” In 1937, for example, the New Zealand Institute’s President
reminded members that working in the public interest helped raise the standing of the
profession and justified professional status.*® Acting in the public interest underscored
the importance of the pursuit of status by organisations such as the accounting
profession. Consequently it is not difficult finding statements from leaders of
accounting organisations like the Institute reiterating the commitment of the
profession to behaving in an ethical manner, that is, with the public interest in mind.
Office holders in the New Zealand Institute over several decades have confirmed the
Institute’s determination to gain the confidence of the public in the ability of
accountants to deliver quality accounting services, among them setting accounting
standards.**

Officially the New Zealand profession, as elsewhere, has given public interest
as the reason for its accounting services and this working for the public interest was
apparent in those interviewed for this thesis. Of the thirteen current and former
members of the New Zealand Institute’s standard setting boards three said they
became interested in setting accounting standards because it was for the benefit of
society, two others stated that standards were a public good and one saw his
membership of the board a consequence of his firm’s pro bono involvement in the
profession. The other interviewees became standard setters because of their interest in
improving the quality of standards, which may be interpreted as an indirect fulfilling
of public interest or an interest in the concept of standard setting that started in their
student days.

When the accounting profession spoke about its responsibilities to the public,

the profession had in mind all users of external financial reports, but especially the

% |_ee, Bishop and Parker (1996), p.170.

%7 parker (1987) suggested that, prior to World War Two, ethical pronouncements by Australian
professional associations almost invariably were aimed at protecting the profession.

% M.S. Spence, Presidential address to the Wellington branch, The Accountants’ Journal, 16:5 (1937),
pp.522-523.

* Muriwai (2006).
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small investor, rather than the public at large. When an entity failed, many were
affected, including smaller investors or creditors. These groups were especially
vulnerable because they were not in a position to force entities to disclose financial
information. Entities would not necessarily voluntarily supply the information users
required.*’ Regulation reduced, but as entity failures and share market crashes show,
do not eliminate, the likelihood of management misleading users of external financial
reports and causing investors to make unsound decisions.**

The New Zealand accounting profession, for example, aimed to maximise
benefits for report users while reducing costs of poor decision-making. In New
Zealand, standard setting was ‘very sensible and focused on cost/benefit
considerations.”** Consequently there was a strong incentive for regulating financial
reporting, not just in the interests of potential investors but also to direct the reporting
with the profession taking a lead in the public interest. Regulation of external
financial reporting therefore included elements of “the traditions, institutions and
processes that determine how power is exercised, how citizens are given a voice, and
how decisions are made on issues of public concern.”* In effect, standard setting was
governance of an activity, giving control of that activity to particular institutions in a
way that incorporated the principle of public interest.

Even if external financial reports were considered an economic good and the
users had to pay for financial information, regulation would probably have been
inevitable because of the consequences of information asymmetry in the market for
the reports. Suppliers and demanders of financial information about businesses were
not equal and the disclosure of financial information was uneven, sometimes leading
to information failures.** This was more likely to happen when the information a
report user needed to make good decisions was costly to produce and make available.
Many users were not in a position to determine the quality of the goods or services

they purchased, highlighting the need for regulation.*> Using Wilson’s diffused

“ Solomons (1986), pp.188 and 189.

* K. Hooper, H. Davey, S. Johns and B. Oldfield (eds), Issues in Accounting, (Palmerston North,
2001) and M.R. Mathews and M.H. Perera, Accounting Theory and Development 3" edition,
(Melbourne, 1996); G. Foster, ‘Externalities and Financial Reporting,” The Journal of Finance, 35:2
(1980), pp-521-533 and del Valle (2008), pp.24-28.

%2 J. Hagen, ICANZ Brand Launch, 2005.

3 A.J. Richardson and E. Kilfoyle, ‘Regulation,” in Edwards and Walker (2009), p.319.

* del Valle (2008) and Cooper and Keim (1983).

> E-DEC Report quoted in Regulation of the Legal Profession, I. McEwin, (Wellington, New Zealand
Business Roundtable, 2000), p.30.
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benefits and concentrated costs pattern of regulation, regulating external financial
reports reduced the inequity between those supplying and those demanding the reports
and was in effect an example of consumer protection, where the consumer was the
report user. However, in this situation the benefits diffused to the many users of the
reports but the costs of regulating fell on the drafters of the standards, that is, the
accounting profession as well as the preparers of the reports. There was thus a case for
government intervention in standard setting so that those benefiting from the use of
the standards, namely society beyond the business sector, bore some of those costs.*
In the latter part of the twentieth century, as the New Zealand case study shows,
pressure increased for the government to intervene and the profession, aware of the
costs of drafting standards, did not object.

The link between regulating in the public interest and the professional
reputation of accountants is highlighted in that by acting with the users of external
financial reports in mind, for the common good, the accounting profession was
behaving in a professional manner.*’ The rewards of professional behaviour,
economic and social standing, provide a self interest motive for the profession to be a

standard setter.

Requlating for self interest

Researchers studying the self interest motives of regulators such as the
accounting profession have posited capture and public choice theories to explain why
a profession dominates delivery of a professional service. The accounting profession
has been accused of acting in its own interests and capturing the regulatory process
for its own ends.*® Unlike the public interest model, the regulatory capture model, an
example of Wilson’s pattern of regulation with concentrated benefits and diffused
costs, showed the accounting profession benefiting from being a regulator while a
broader group, entities and users of the reports, bore the greater costs of regulation. In
these circumstances, as noted above, entities could be reluctant to disclose financial

information because they had to bear the costs of preparing external financial reports

T _van Zijl interview 16 July 2009.

“" 1bid.

*8 Thornburg and Roberts (2008) noted that financial contributions made by the accounting profession
to political campaigns in the United States showed that the profession as a whole was conservative in
outlook and focused on client and member interest rather than public interest. See also, P.M. DeMarzo,
M.J. Fishman and K.M. Hagerty (2005).
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and yet the information was available to competitors.*® Regulating external financial
reporting so financial information was available to all and its use by one person did
not preclude others using that information, made the reports a public good.>®
Suppliers of the reports did not have any means of forcing users to pay for the
information and hence they had little desire to supply the information. Entities,
however, did not only bear costs of regulation. Some benefits of external financial
reporting accrued to some entities when they showed an economically healthy
position and were able to improve their financial position in the regulated
environment.™*

To have entities using the standards, the accounting profession needed to have
user confidence and this was not always the case.®* At times concerns were expressed
about the profession being more interested in its role of representing its members than
the wider interests of the community, sometimes to the extent of hindering innovation
in financial reporting.>® When the profession set the standards and monitored their use
there was no separation of control, as in a system where the state acted on behalf of
report users. That is, the profession was regulating its own actions in a form of
corporatism where the profession had the power and could be seen as being
insufficiently accountable for its actions.>* Self regulation was seen as undemocratic
and open to accusations of conflict of interest. These accusations, with the
concomitant threat of state intervention in the standard setting process, could
galvanise the profession to voluntarily regulate itself, but even then ‘professions often
demanded self regulation and then refused to implement their own codes against
erring members.’>>

The profession therefore was not immune from user criticism when regulating
external financial reporting, nor from critical appraisal by preparers of the reports and

to this extent was accountable for its actions as standard setter. In the United States,

9 Solomons (1986).

%0 Cooper and Keim, (1983).

*1's. Thornburg and R.W. Roberts, ‘Money, Politics and the regulation of public accounting services:
evidence from the Sarbanes-Oxley Act of 2002,” Accounting, Organizations and Society, 33:2/3
(2008), pp.229-248.

>2 Freidson (1973).

53 7.J. Fogarty, L.J. Zucca,N. Meonske and D.P. Kirch, ‘Proactive practice review: a critical case study
of accounting regulation that never was,” Critical Perspectives on Accounting, 21:2/3 (1997), pp.167-
187.

> Seneviratne (1999).

> Perkin (1989), p.479. R. Byington and S. Sutton, “The self-regulating profession: an analysis of the
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for example, the 1977 Metcalf Report accused the Big 8 accounting firms and their
clients of dominating standard setting.>® The accounting profession has responded to
these criticisms by, for example, reviewing standards, or, as Hines concluded, going
to the extent of claiming they had a body of knowledge that could improve the
effectiveness of standards.>” Sometimes the public interest appeared to take second
place to self interest. Fogarty et al. for example, described the ‘nothing” moves of the
accounting profession in response to demands for changes that appeared to correct a
problem, but in reality were only changes to procedures or even changes to areas
around an issue and not correcting the issue itself.®

More usually the profession retained control of the regulating system by
ensuring that it was part of any state intervention.”® In Australia, Walker concluded
that the Australian Accounting Standards Board (AASB) was captured by auditors
and their clients, which he noted explained the profession’s cooperation in the
creation of the board.® By obtaining control of the AASB, the profession was
maintaining its dominance in standard setting but not necessarily with the public
interest in mind. Guidelines published by the Board were less effective than the
standards applied in the larger accounting firms.®

As in Australia, the New Zealand Institute’s involvement in the development
of accounting standards in New Zealand incorporated both elements of control and
guidance. ‘[ The] New Zealand [accounting profession] has explicitly embraced a self
regulatory model of governance for economic entities- a model that calls for
professionals to lead on critical issues of accountability, risk management, audit
independence and more.”® But although its performance was criticised occasionally,
for example in 1987 following the stock market crash, the New Zealand accounting
profession received less criticism than did the Australian profession, even though the
New Zealand profession could be accused of doing what the Australian profession
did.

*® The Metcalf Report 1977.

" R.D. Hines, ‘Financial Accounting Knowledge, Conceptual Framework Projects and the Social
Construction of the Accounting Profession,” Accounting, Auditing and Accountability, 2:2 (1989),
pp.79-92.

%8 T.J. Fogarty, L.J. Zucca, N. Meonske and D.P. Kirch, ‘Proactive practice review: a critical case study
of accounting regulation that never was,” Critical Perspectives on Accounting, 8:3 (1997), pp.167-187.
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Keenan, studying the actions of the accounting profession in New Zealand in
the early 1990s, showed how the Institute, along with other New Zealand regulatory
bodies such as the New Zealand Stock Exchange and the New Zealand Securities
Commission, lobbied for mandatory accounting standards with legal backing for
standards to be given through a standards authority ostensibly independent of the
profession.®® In reality, the New Zealand accounting profession dominated the new
standard setting body. Three members of the Institute’s standard drafting body were
also members of the new standard setting body, although they were there as
individuals not representatives of the Institute. The difference in the new process of
standard setting from before was that the Institute was no longer issuing the standards.

By capturing the regulating of external financial reporting the accounting
profession was reinforcing its control of what was now perceived by the public as an
accounting service, regulating and auditing external financial reporting. Thus, the
profession benefited from the income of delivering this accounting service and from
maintaining social standing in the community. Milne noted that some of the benefits
of regulation were in the form of wealth transfer, in this case to the accounting
profession as the supplier of the regulation rather than to the user of external reports.®
The profession gained from regulating external financial reports in that the regulatory
process provided job opportunities. There was more work for more accountants and
the profession therefore had an incentive to maintain control over the regulation of
external financial reports. Less certain was the extent to which accounting, as a new
profession, put status before profits.®® Even so, self interest provided one explanation
of why standard setting could be considered a professional project for the accounting
profession. This conclusion has been closely investigated and discussed in a number
of studies in traditional and critical accounting and accounting history.

Studies of public choice theory supported the self interest benefits of
regulating external financial reporting. Stigler, for example, showed that regulation
came from producer requests rather than consumer requests. That is, the suppliers of
the regulation themselves benefited from the regulation. Peltzman referred to Stigler’s

model as the ‘producer protection” approach. He used Stigler’s model of regulation to
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explain regulation in the market for financial information and proposed that wealth
distribution from the use of financial information came through restricted access to
that information, that is, restricted entry to the market, and through a higher price for
the information than would have been the case without the regulation.®® Not all
researchers agreed with Peltzman’s conclusions. Hirshleifer, for example, noted that
the regulators of financial information themselves were an interested group in the
market and that Peltzman’s model did not allow for possible competition among
different regulatory agencies.®’

Cost/benefit analysis and producer/consumer models, while going some way in
explaining the participation of the accounting profession in regulating external
financial reporting, had the limitations of neo-classical economic models that some
researchers considered significant.®® As Hirshleifer pointed out,

A criticism of economic models of regulation is that they may be too simple and hence
unrealistic. Economic efficiency is greatest when those demanding regulation and supplying it
have equal and complete knowledge of the regulation. This is not possible in real life.®

Simplifying the models describing external financial reporting might involve making
too many assumptions. For example, to examine demand for regulation researchers
could assume that individuals acted in the same, rational way and for their own
interests. Hirshleifer noted that it was unrealistic to assume perfect knowledge for
those demanding and those supplying regulation, thus making economic models less
rigorous. Simplifying the process exaggerated the level of control over supply and
demand of a good or service and minimised the real life diversity of producers and
consumers. "

From later in the 1970s, studies of the regulation of external financial
reporting, and particularly the self interest role of the accounting profession as a
regulator, began using an empirical approach on the grounds that such research was
objective and open to verification by observation. Empirical studies during this time

included *simple cross-sectional description of regulation,” studies of pre and post
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regulatory periods, the impact of significant events on regulation and specific cases of
or changes in regulation.”™ An influential model was postulated by Watts and
Zimmerman in 1986.2 They focused on how the behaviour of institutions involved in
standard setting actually led to theories on regulation. Watts had noted that

[c]orporate managers, public accountants....and others who want to use accounting procedures
to achieve or prevent a wealth transfer for self interest reasons demand public interest theories
as excuses for their positions. This demand for excuses leads to the production of normative
accounting research (i.e., to research which prescribes a particular accounting procedure).”

Watts and Zimmerman’s theory was criticised, not least because, as with the
neo-classical models, it was too simplistic and limited in defining the power and
conflict observed in standard setting.”* Some researchers argued whether regulating
external financial reporting was able to be studied using empirical research, as some
predictions could be distorted by accounting regulation.”® Solomons, for example,
noted that regulating through accounting standards was normative, so empirical
research was not wholly useful.” Firms, whether large or small, he said, were
inconsistent in their reaction to proposed standards. As an example, he observed that
the theory did not take account of the positions taken by American public accounting
firms on FASB issues.”” Solomons did, however, see the usefulness of empirical
research to decide on alternative accounting methods through market association and
predictive value tests.
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Although empirical research was criticised for an undue emphasis on
economic rather than social influences, for some years empirical research and positive
accounting theory was a popular methodology used in studying the regulation of
external financial reporting.”® During the 1990s, a sociological approach to regulation
became more common.® Critical theory emphasised the social aspects of accounting
practice.®® Laughlin, for example, saw critical accounting research as helping ‘to
analyse the role of accounting thinking in the formation of regulatory processes.”®*

Montagna argued the debates over the form and content of external financial
reports were a sign of a conflict between what he called private value (self interest)
and social value (public interest) accounting, with private value accounting
dominating social value accounting.®? This ongoing tension in the accounting
profession between acting in the public interest and acting in self interest may have
contributed to some of the problems that have occurred in financial reporting.®® It is
possible, as discussed in the next chapter, that the tension may in part be responsible
for the challenges the accounting profession has encountered in developing financial
accounting theory. It is also possible that the profession’s development of financial
accounting theory was a response to a perceived threat of losing control of external
financial reporting and hence of a hitherto successful professionalisation
mechanism.®

Why the accounting profession became and maintained its role as standard

setter has been examined in traditional and critical studies. Theoretical versus
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empirical studies of the role of the accounting profession in regulating external
financial reporting and economic versus social approaches to the effects of this
regulation have helped to produce a clearer picture of the profession’s motivations for
its involvement in the regulatory process. The evidence from the actions of the New
Zealand Institute and other accounting associations as standard setters confirm that
Wilson’s two patterns of regulation apply to the profession as standard setter.
Statements by officers of the New Zealand Institute and articles in the Institute’s
journal illustrate the profession’s motivation that it is acting in the public interest
when setting accounting standards.®® But research by academics including Watts and
Zimmerman provide evidence of self interest.

It is more difficult to describe within the context of standard setting the extent
to which the accounting profession has been a regulator of external financial reporting
for either public or self interest reasons and most likely such conclusions are neither
possible nor necessary. The profession’s motives may vary over time and in particular
circumstances. Whether the profession was acting in the public interest or in self
interest, the profession profited because by being a regulator of external financial
reporting it received economic and social benefits. As Lee noted, the accounting
profession may be seen to have acted in the public interest for economic self
interest.® Both public interest and self interest explain why the profession became a
standard setter and the link between the public’s perception of the profession and the
effectiveness of external financial reports. The profession’s reputation was determined
in part by its role as standard setter. Thus standard setting may be considered an

example of professional behaviour.

The standard setting process

This section begins the discussion on how the accounting profession set
accounting standards, a discussion that continues in the next chapter. The section
begins with an explanation of the nature of accounting standards and how that
affected the profession’s standard setting process. The section goes on to explore the
implications of the relationship between the profession and other interested groups on

the standard setting process.
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The nature of accounting standards

Accounting associations, in New Zealand as elsewhere, developed accounting
standards whose forms, along with related issues of disclosure and measurement of
entity transactions, were the subject of much debate. Accounting standards are
authoritative statements that guide the preparation and presentation of financial
statements.®” They are a formal notification that has the approval of the relevant
authority, detailing how certain classes of transactions must be accounted for and
what financial information must be disclosed to achieve the objectives of financial
statements. All entities must disclose some financial information. Which entities and
what information depends upon the country and the use of the information.
Legislation determines which entities must prepare external financial reports and if
these reports must comply with accounting standards. Usually these are entities listed
on a stock exchange because they are able to obtain capital from a variety of sources,
although government may require other entities to prepare external financial reports.®

Accounting standards have consequences. They are more than rules.®® They
may be a practical response to accounting issues or a means for entity development.
They determine which entity activities must be disclosed, how they are measured and
the extent of the disclosure. Standards may be ‘a pragmatic solution to a troublesome
problem.”® For example, the early history of standards in New Zealand and overseas
highlighted the practical nature of accounting as the accounting profession attempted
to resolve inconsistencies in measurement and disclosure of items in financial
statements. In addition, *accounting standard setting is change management. It’s about
taking organisations from where they are now and moving the transferring of the
financial reporting forwards. That doesn’t just mean adding more rules.”®* For the
most part, accounting standards fulfilled a practical need, including controlling entity
behaviour. They defined the minimum level of responsibility preparers of external

financial reports had towards the users of the reports.*
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Accounting standards may be seen as ‘instruments to guide measurement of
economic activity, rules of conduct to restrain unfair economic behaviour and
incentives to promote ethical behaviour in furthering national goals.”*® Accounting
standards determined the measurement and presentation of items in financial
statements. In an ideal situation, as Scott noted, users of financial statements would
have maximum information about those items to participate in decision-making.®* For
several decades, the accounting profession debated what those items should be and
their level of presentation, but in general the profession agreed that disclosure should
provide adequate information to satisfy users.*® Zeff concluded that standards were
also ‘instruments of social control’, allowing those who would not otherwise
understand or have access to financial information to acquire that information.” The
standards facilitated efficient comparisons of external financial reports from a number
of entities and interpretation of that financial information.®’

At first reading the definitions seem reasonable and achievable but those who
have attempted to explain exactly what the definitions mean have had difficulty
describing them and justifying the terms used in the definitions. This debate is very
much like the debates over what is meant by ‘true and fair’ and what is meant by
‘quality’ when talking about the quality of standards or reports. Pownall and Schipper,
for example, highlight this difficulty in the criteria used by the SEC to describe
quality external financial reporting. They discuss the complexity of meaning in the
SEC’s terms ‘comprehensive, consistent, clear, transparent,” noting that while
empirical evidence may be available in entity reports it is hard to quantify these terms
in a meaningful way.*® Some researchers have tried, gathering empirical evidence by
contrasting the application of American standards with applications in other countries.
That is, looking at the outcome of applying standards but deciding that this is useful

only by comparing across countries. Norton considered American standards against
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Australian and Street et al. contrasted American and international standards.*®
Weetman and Gray compared American entity reports with reports from the United
Kingdom, Sweden and the Netherlands focussing on the impact application of
standards had on profit levels.*® Using this criterion, they concluded that British and
Dutch standards allowed for higher levels of profit than did American and Swedish
standards, which they called conservative. Hellman disagreed. Her study comparing
American and Swedish reports showed that American standards were more
conservative. ! The studies have in common a similar methodology but the outcomes
are varied enough to confirm the difficulty of finding a suitable way to research
quantitatively what are qualitative criteria, such as the nature of the information
available in external financial reports and the expertise of users to process that
information.*®.

Although defining quality standards is better done qualitatively than
quantitatively the definitions are useful in that they convey the intent of the standards
and the motives of the regulators. The content and format of external financial reports
and the motives of the regulators are apparent in the terms used in defining what is a
quality accounting standard. Mosso and Zeff’s definitions, for example, emphasise
public interest. Myddelton’s description of standards places more importance on
fulfilling user needs. Macdonald’s definition, on the other hand implies a self interest
motive for using standards.*®

Accounting standards may be principle-based or rule-based. The difference
between the two types of standard is in the scope for professional judgement in the
application of the standard. A principle-based accounting standard ‘contain[s] a
substantive accounting principle that focuses on achieving the accounting objective of
the standard. The principle is based on the objective of accounting in the conceptual

framework. That is, standards are concerned with the application of concepts outlined
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in a conceptual framework.”'% A rule-based accounting standard ‘contain[s] specific
details and mandatory definitions that attempt to meet as many potential contingencies
and situations as possible.”*®

The dilemma for the profession in deciding whether accounting standards
should be principle-based or rule-based is the degree of subjectivity and judgement
the individual accountant should exercise. To be effective, principle-based standards
require independence and objectivity, which means that clients and the public need to
know they can trust the profession. Rules-based standards avoid the issue of
subjectivity but to cover all possible situations they become lengthy and difficult to
interpret.

Principle-based accounting standards, written in general terms, make it
possible for preparers of external financial reports to exercise professional
judgements. To be successful and ensure consistency in judgement, the standards
must follow the objectives and concepts of a set conceptual framework. Preparers and
users of the external financial reports know and accept the assumptions and principles
of the framework. A difficulty with principle-based accounting standards is that, even
with a framework, the standards only give direction and preparers may have problems
deciding on the appropriate approach to take when exercising professional judgement.
The financial information disclosed may vary according to the activity, making
consistency in disclosure difficult.

Rule-based accounting standards are more detailed than principle-based
standards and may have a less logical basis. These standards try to anticipate all
possible situations and give preparers of external financial reports as exact a direction
as possible. If users of the reports know the standards, then they know how the reports
were prepared and more importantly, are able to compare the reports of different
entities. Rule-based accounting standards may be too prescriptive and the standards
may become too complicated.'® There is also a danger that preparers may follow the
rules too closely, the letter and not the spirit of the standard, forgetting their obligation
to provide users with adequate financial information. That is, preparers may follow

form over substance in creative compliance to the extent that the financial information
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is misleading.'®’ The accounting profession may also stop thinking about trying to
improve the standards, reducing the level of professional judgement and
responsibility.*®® Another disadvantage of rule-based accounting standards is that in
trying to cover all possible situations, the rules may become too detailed. Smaller
businesses could suffer when this happens because the costs of preparing external
financial reports increase. Solomons called this ‘standards overload.”*%°

Although all accounting standards have elements of both principles and rules,
in general standards in the United Kingdom, Australia and New Zealand are more
principle-based than rule-based while, until recently, accounting standards in the
United States were more rule-based. Today, with the increasing use of International
Financial Reporting Standards (IFRS), most countries use principal-based standards.
While the accounting profession in English-speaking countries has a common British
origin, the American development of rule-based standards was a response to the 1929
Stock Market Crash, the Great Depression of the 1920s and 1930s and especially the
litigious nature of American society relative to other countries. Prescriptive rules are
more expensive to draft and implement. The new rules emanating from the 2002
Sarbanes-Oxley Act in the United States, for example, were costly to apply.**
However, the debate on rule-based accounting standards versus principle-based
accounting standards continues, as with issues of measurement and disclosure.™! The
Sarbanes-Oxley Act, for example, instructs the Securities Exchange Commission
(SEC) to investigate the implications of implementing a principles based system.**?
But, as Scott notes, the debate should not be about which system is better, for the
social and economic structure in a society should determine which system is used.***

Some studies have been critical of the accounting profession’s efforts in
standard setting. Cooper and Deo noted that accounting standards were too vaguely

worded to be useful as a regulatory mechanism.*** Benston looked at the implications
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of the introduction of the 1933 and 1934 Securities Acts on standard setting in the
United States, concluding that the legislation did not improve the level of disclosure
in external financial reports.''®> Watts agreed, noting that the effects on the public of
implementing the Securities Act had been at the expense of the public, while Buckley
and O’Sullivan showed that the SEC contributed to problems in regulating financial
reporting in the United States.**® However, Cooper and Keim disagreed, noting that
although public interest was not served to the extent claimed, costs would still be
incurred in alternative regulatory systems and the SEC was, by comparison, relatively
inexpensive.’

The accounting profession has also not solved the two problems of
measurement and disclosure in external financial reports and cannot within itself
agree on what needs to be done. In a survey of New Zealand accountants in 2006,
60% of respondents favoured giving full disclosure in external financial reports,
releasing more information than required but what the preparer of the reports thought
necessary to be useful for decision-making, while 40% favoured minimum disclosure,
that is, just what is required by law.**® Although the majority of respondents preferred
entities to disclose more financial information than legislation or regulation required,
the minority view was significantly high. Possibly those holding the minority view
were aware of the disadvantages of regulation, such as when regulations fail to
achieve their purpose. This may happen when political interference is strong and
influential lobbying is one-sided, giving cause to reconsider the motives of the
accounting profession in setting standards.

Debates on the nature of accounting standards are important because quality
external financial reporting is becoming more essential in expanding and globalising
economies. In these changing circumstances the future role of the accounting
profession in standard setting is debatable with questions being asked about who

should determine what standards should be produced and to what entities the
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standards should apply.** Standard setting as a means of professionalisation for
accounting is therefore also open to debate, not least because one of the changing

circumstances is the level of government involvement in the process.

Standard setting as a political process

The regulatory regime in setting accounting standards is characterised by a
distinction between the standard setters and those applying or enforcing the standards.
Although the accounting profession has dominated membership in non-state national
standard setting bodies, standard setting is necessarily a political process in that the
accounting associations, developing accounting standards on behalf of the profession,
have not worked alone. Other interested groups, such as the Stock Exchange, producer
organisations, government and government appointed bodies have participated or
intervened in the application or enforcement of standards. Of these other groups, the
most important was the state.

The relationship between the profession and the state in standard setting has
changed in the past few decades. As seen in New Zealand and elsewhere governments
at different times encouraged the accounting profession to undertake the development
of accounting standards, provided legal backing for the enforcement of these
standards and responded to lobbying from the public, the profession and other
interested groups. When the government does intervene, it may do so in a number of
ways, from directly interfering to indirectly monitoring the process through
government appointed agents, who themselves may be standard setters or simply
standard approving bodies.

Direct intervention in standard setting was obvious in the European Union, for
example, when accounting standards were subject to the 8" Company Law
Directive.*® In countries such as the United Kingdom, United States, Australia and
New Zealand, government involvement in standard setting was usually more indirect.
An advantage for the state in leaving standard setting to the accounting profession was
that the profession, as the group most expert in doing so, was in the best position to
produce necessary standards. But, as the history of standard setting shows, there were

times when there was increased demand for state intervention, such as when there was
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high inflation during the 1970s.*?! The result, as some researchers have noted, is that
government intervention is cyclical with company scandals being followed by more
legislation and regulatory reform.'?? Several times in the past century both the
accounting profession and the state have responded to financial scandals that have
blamed in part on inadequate financial information in external financial reports. The
result was usually an increase in the regulatory nature of the standards, whether by the
standard setters or the standard enforcers.

Lee et al. illustrated this with their discussion of the link between entity
failures and responses by the profession.*? The Royal Mail scandal in the United
Kingdom and collapse of Insull Utility in the United States in the 1920s, for example,
ultimately led to standards themselves and, in the United States, to the creation of the
SEC. Lee et al. also noted that the profession in the United Kingdom and Australia
responded to entity failures in the 1990s, such as HIH Insurance in Australia and
Maxwell Communications in the United Kingdom, with efforts to improve the
theoretical framework for standards, while the Enron scandal in the United States
earlier this century reinforced the American profession’s attempts to improve
accounting practice. ‘High profile corporate collapses in the United States...have
triggered a fundamental shake up in governance principle and practice worldwide.”***
The profession’s responses were to make standards more credible. State responses
were usually legislative. Earlier this decade, for example, the United States
Government responded to the Enron collapse by passing legislation that further
regulated financial reporting.*® Both responses made standard setting more
regulatory. The history of standard setting in New Zealand also shows that
government interest in the quality of external financial statements waxes and wanes
with public pressure, as seen in the creation of the ASRB in 1993 following the 1987
share market collapse, and that the consequence was more regulation. The ASRB was
a statutory body that authorised now mandatory New Zealand standards. Lee et al.
concluded that profession and state responses to entity failures disadvantaged the

121 K. Robson, “Inflation accounting and action at a distance: The Sandilands episode,” Accounting,
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profession because instead of improving the standards the measures led to tensions
between public expectations of the profession and what it could actually achieve in
improving external financial reporting.*?

Other researchers considered that government intervention in standard setting
was not always to the disadvantage of the profession. Increasing regulation could
paradoxically reduce costs and promote change. Richardson and Kilfoyle saw that
‘the potential for government intervention may be considered an effective and low
cost form of regulation.”*?” They noted the results of a study undertaken by J.E. Davis
in 1999, where stock exchanges in the United States in the 1930s introduced rules on
financial disclosure at times when the government was investigating them. Sometimes
this threat of government intervention was an advantage for the profession. Daniels
said that outside pressure made it easier for the leaders in an organisation to persuade
members to change.?® Watson noted that in the United States the accounting
profession benefited when the government or its agencies demanded more disclosure
as the result was more work for the accountant.*?® This may in part explain why the
American profession accepted further regulation of external financial reporting,
although that has not stopped the accounting profession objecting to government
interference in developing accounting standards.**°

The state could also benefit from intervening in regulation. Although
Richardson and Kilfoyle saw the 1930s Securities Acts in the United States as ‘a
straightforward application of classical public interest theory to the regulation of
financial reporting’, the legislation could be considered rather as the government
acting in self interest to maintain control of what was becoming a strong American
business sector.'® That is, the American government used the accounting profession
to control this sector, with the profession accepting this because political pressure on

it was reduced. Thus, although government intervention is often stated as being in
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response to public demands, state self interest may underlie its actions.**? Although
public confidence in the truth and fairness of external financial reports was important
for economic viability, the government could use “public interest’ for its own political
purposes. This could happen, for example, when government, responding to a
financial crisis by introducing more regulation, wanted to be seen to be responding to
public concerns, even if the political responses lacked substance.™** Gaa saw the
interaction between government and the accounting profession as a social contract
between the two institutions, with both benefiting.***

In such a contract, the profession wanted to maintain the right to monopoly
and autonomy in standard setting, utilising expert judgement in regulating external
financial reporting. Autonomy is not necessarily the most appropriate way of
describing the ability to exercise professional judgement. Evetts postulated that
discretion is a more appropriate term given the fact that the majority of professionals
such as accountants are employees not self-employed.*** As employees they would be
under the direction of an employer, most probably another professional. Evetts called
this form of regulation acquired regulation, which is externally directed but internally
devised. Standard setting may be considered acquired regulation as in many countries,
including New Zealand, where, in statutory bodies were created to be the authorising
agents for mandatory standards but the drafting of the standards remained the
responsibility of the accounting organisations and a professional activity.

But the accounting profession has had mixed success in drafting standards that
fulfilled multiple political, economic and social expectations. The public has often had
to bear the brunt of the economic consequences of continuing entity failure and the
blame for this has in part been attributed to inadequate external financial reporting. As
a result, by the end of the century the state became more closely involved in
regulating external financial reports. At first the state confined its involvement in

standard setting, even in the United States, to indirect oversight through either
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independent public sector agency or private sector authorities. Indirect government
regulation of external financial reporting, via public sector agencies, whether
independent or otherwise, has some advantages.**® A government agency was in a
better position to advocate for the public interest and less vulnerable to interference
from interested groups in the private sector.

Although the state could profit from intervening in regulation, there were
disadvantages such as the loss of independence of the authorising bodies. The
authority for such agencies comes from legislation and they are therefore subject to
political direction with individual members on the agencies being political
appointments. The agencies also rely on government financial support and may be
vulnerable to resource cuts. They may also have difficulty attracting qualified and
skilled personnel, thus compromising the quality of the standards produced.*®’ That is,
the agencies were at risk of undue influence by interested parties.**® The accounting
profession was also at risk. Benson concluded that while accounting standards
required legislative authority, the profession was in danger of state control of its
professional activities beyond standard setting.**°

Being a standard setter carried further uncertainties for the accounting
profession. How successful standards have been in effecting quality external financial
reporting is debatable when the standard setters and preparers of external financial
reports remain open to accusations of acting in their own self interest.**° Sometimes
the profession itself increased the costs of regulation as when it failed to carry out
adequate reviews of the standard setting process, leaving inadequate standards that
caused unnecessary additional problems for preparers and users of external financial
reports. Inadequately drafted standards and an undue emphasis on the rules, as West
noted, may stultify innovation and at times lead to creative ways of avoiding
regulation that can leave the accounting profession open to criticism.*** These issues
highlighted the importance of the relationships between the accounting profession, its
clients and interested groups in addition to its relationship with the state.
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Institutions other than government may influence standard setting, including
the stock exchange, banks and large accounting firms.*? The stock exchange was one
institution intimately involved in the effects of the work of accountants. Because stock
exchanges listed public entities, they were interested in the external financial reports
issued by those entities. Investors relied on the financial information in those reports
when making decisions. Therefore, stock exchanges demanded quality external
financial reports and were able at times to pressure the accounting profession into
action, such as in New Zealand in 1973 when the Institute produced a standard on
equity accounting.™*® Walker and Mack noted that businesses with interests in a
number of countries tended to produce financial reports that reflected the rules of the
country that had the most stringent regulations.*** They concluded that businesses did
this to minimise costs in producing reports. The legal system could also influence
standard setting. In the United Kingdom, for example, a few legal rulings on contracts
have influenced external financial reporting.'*®> New Zealand has not experienced the
same litigation but British practice has influenced New Zealand practice, so indirectly
the law has affected the regulation of external financial reporting in New Zealand.

Harding and McKinnon noted that interested groups could have different
views on the suitability of particular accounting standards and for that reason, the
accounting profession needed to work with other institutions.*® Several studies have
been undertaken focussing on the relationship between the accounting profession and
other institutions in standard setting.**” Booth and Cocks, for example, analysed
power and conflict in standard setting using Clegg’s theory of power through
hegemonic domination.**® Booth and Cocks interpreted standard setting as a nexus of

power and sometimes conflict between three institutions, the government, the
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accounting profession and corporate management.**® Rather than conflict, other
researchers saw institutions creating a regulation by ‘bargaining’ within regulatory
space or in constellations.*® Regulatory space, a sociological concept first introduced
by Hancher and Moran, is a mechanism that allows institutions to define their
interests and interact. Hancher and Moran visualised institutions working together in a
‘space’ defined ‘by the range of regulatory issues subject to public decision.”*** Who
occupied this space and how those in the space interacted depended on the institutions
using the space and the process under review. Young called regulatory space ‘a space
for tinkering with existing practices...” and noted that because the space is just that, it
was open for interested groups to enter.™ That is, regulatory space allowed interested
groups to interact and contribute to the decision-making process. The focus in
regulatory space was on the relationship between the groups rather than who the
groups were, unlike a market model that emphasised the suppliers and users. Robson
proposed a constellation of groups interacting to create regulations.™ His concept of
a constellation was similar to that of Hancher and Moran’s regulatory space but
broader, to encompass the influence of internal systems on group interactions. *>*
Young used the FASB’s process as an example of how a standard setter
worked. First, the standard setter must define the gap between accounting claims and
accounting practices. The standard setter then set the regulatory space and decided
which groups would operate within that space and have a say in the creation of the

accounting standard.*>

Young assumed that the standard setter controlled the
regulatory space. This may not always be the case. In New Zealand, the current
standard setting body, the Accounting Standards Review Board (ASRB), does not
initiate standard writing, but leaves producing the standard to others. The New

Zealand standard setting process fits well within the models for institutional
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relationships developed to explain standard setting. The New Zealand Institute
dominated standard setting but has not acted alone.

Solomons summarised the relationship between standard setters and other
groups as a political process because the standards affected human behaviour.
‘Standards should not be political but standard setters should be.”**® Entities will not
always willingly disclose financial information so standard setters must work on
behalf of report users. The standard setting process has evolved from the interaction
of these institutions, if not from the institutions participating in the standard setting
process, then from their lobbying the accounting profession or the government.
Lobbying implies that an institution has the financial and social means to
communicate with decision makers and influence the regulatory outcome. Lobbying
also implies that an institution is capable of capturing a market. A number of events in
accounting history show the influence of lobbying.*’ In the United Kingdom, Maltby
noted that early Companies Acts had provisions that favoured large investors.'*®
Mattli and Buthe also observed that American standards were written to suit the
interests of entities.>® Possibly the greatest influence on standard setting from non-
government groups has come from within the accounting profession. Cooper and
Robson argued that because the large accounting firms were the major implementers
of accounting standards, how they applied the standards affected the outcome of the
regulatory process and gave authority to the standards.*®® Large accounting firms have
dominated the standard setting committees within the professional associations.*®* In
New Zealand, the Institute’s standard setting committees and Boards have usually had
representatives from the large accounting firms on them.*®

Regulators also received political pressure when interested groups lobbied in
self interest, whether for or against regulation of external financial reporting.

Richardson and Kilfoyle noted ‘[o]verall, the evidence suggests that the economic
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consequences of financial disclosure regulation attract considerable lobbying pressure
and may reflect the interests of a subset of society.”*®® In New Zealand, any lobbying
would be relatively informal for the New Zealand standard setting process allowed
formal comment by individuals and institutions on exposure drafts issued before a
standard was finalised. But the small size of the population and the close relationship
between the accounting profession, entities and the government also allowed strong
informal communication between interested groups.

The literature shows that continually changing economic circumstances, the
self interest motives of interested groups, including government and the sometimes
conflicting public versus self interest motives of the accounting profession itself
affected how the profession carried out its role as standard setter. The profession
continuing to set standards even though its effectiveness as standard setter has been
challenged may be interpreted as meaning that regulation has nevertheless succeeded,
for otherwise the profession would have ceased being a standard setter. If this is so,
then one conclusion that may be drawn is that the profession does so because the
benefits of acquiring and maintaining professional reputation outweigh the costs of
standard setting. That is, standard setting may be considered one means of
professionalisation and as a professional project the profession as standard setter uses
the collective action of its associations to maintain monopoly of drafting standards. As
the discussion on the literature shows, the profession as standard setter has an ongoing
relationship with the state and other groups, gaining authority from legislation and
working with government and other agencies to set accounting standards. Equally, the
challenges to the profession, such as the continual reviewing and upgrading of the
financial reporting regime and state intervention may indicate that regulating external
financial reporting requires monitoring from outside the profession. In this case,
standard setting is an uncertain means of professionalisation for it would be less likely
to be considered a professional activity and there would be less incentive for the
profession to continue as standard setter. The New Zealand case study shows both
situations. Even though the profession is about to relinquish its role as standard setter
the fact that it set accounting standards for the past seventy years suggests that this

was an activity that gave professional status.
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Conclusion

At the beginning of the twentieth century, most regulation of external financial
reporting was by government legislation. By the end of the century these reports were
still covered by legislation but given detail in accounting standards. This chapter
explored the process of change in regulating external financial reporting by examining
why the accounting profession became the standard setter and considering two factors
affecting how the profession sets standards, the nature of accounting standards and the
profession’s relationships with the state and other groups interested in external
financial reporting.

This chapter helps answer the ‘why’ research question by demonstrating that a
case may be established to explain that the accounting profession became a standard
setter in the public interest and out of self interest. In the context of professional
reputation both motives help explain the actions of the profession as standard setter in
the past seventy years and the current changes occurring in the profession as standard
setter, in New Zealand and elsewhere. As this chapter shows, the profession’s actions
are explained when standard setting is considered professional behaviour.

Economic events along with the increasing complexity of entity ownership led
to pressure on the accounting profession from government and other interested groups
to provide guidelines for reporting entities.'® Regulation was needed in the public
interest to fulfil the multiple needs of multiple users who were otherwise not able to
obtain the financial information necessary for successful decision-making.'®®
Notwithstanding the arguments of those who say entities can regulate themselves,
there were enough discontented users of external financial reports for the state to
legislate and for the accounting profession to set accounting standards. The profession
had the skills and knowledge to set regulations and it first produced guidelines for the
reports and then sets of accounting standards.*®® Thus, standard setting became one
service accountants delivered as professionals, making standard setting a professional
activity and providing an incentive for the profession to maintain dominance as
standard setter to ensure its reputation.

Consequently the profession spent much time and effort improving the

standard setting process as the profession’s social standing rose when the public
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perceived the profession to be acting in the public interest.'®” The profession did so by
aiming to develop standards that were effective and efficient. To be effective
standards needed entity cooperation and use as well as public trust in the profession to
draft standards that fulfilled user needs of external financial reports. To be efficient
the cost of producing standards, which fell immediately on the accounting profession
and indirectly on preparers of the external financial reports, needed to be outweighed
by the benefits to the profession, to entities and to the public.'®®

The profession has not always found standard setting an easy form of
professional activity. The multiplicity of users and their needs made it difficult for the
profession to produce standards that satisfied every user. At times, entity activity has
led to public questioning of the truthfulness of external financial reports and hence the
effectiveness of standards, with the profession being vulnerable to accusations of not
acting in the public interest.®® The profession has responded in a number of ways that
altered the standard setting process. As the New Zealand case study shows, sometimes
the profession made the standards more regulatory or negotiated with the state and
other interested groups to reduce conflicts and criticism. Throughout, the profession
has maintained its dominance in standard setting.

This chapter extended the discussion on why the accounting profession
became a standard setter, noting that the profession balanced public interest and self
interest motives when setting accounting standards. This chapter also began a
discussion on how standard setting was carried out, arguing that the increasingly
regulatory nature of the standards and the profession’s changing relationship with
other groups in the economy, especially the state, were responses by the profession to
criticism of its efforts in regulating external financial reporting. These responses also
indicated that the profession was behaving in a professional manner, as per Larson’s
model of professional behaviour. That the profession understood standard setting was
one element in maintaining its professional reputation is shown by the profession’s
striving to improve the quality of accounting standards through its efforts to develop

financial accounting theory. This is the subject of the next chapter.
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Chapter Four: The Professionalisation Process: Developing Financial
Accounting Theory

Introduction

The development of financial accounting theory was an integral part of the
accounting profession’s efforts to maintain its professional reputation as the
profession attempted to improve the effectiveness of external financial reporting. For
more than a century, the profession has debated theories and ideas to describe the
basic principles of financial accounting. The profession has carried out this debate in
response to questions about the effectiveness of the accounting profession’s efforts in
regulating external financial reporting, questions that could impact negatively on the
profession’s professional profile. To counter this criticism and maintain professional
status, the accounting profession tried to improve accounting standards by developing
financial accounting theory in the form of conceptual frameworks. While there was
general agreement on what external financial reports should achieve, determining a
framework for the standards governing those reports that was acceptable to a wide
range of users has proven elusive.

This chapter assesses the attempts of the accounting profession to develop
financial accounting theory, the extent to which the New Zealand accounting
profession was involved in developing and using financial accounting theory and the
significance of international cooperation and sharing of ideas and standards in this
development. This chapter concludes with a summary of the findings of chapters two,
three and four, relating them to the theoretical framework for the thesis: Larson’s

model of professional behaviour.

Financial Accounting Theory

For the most part, the development of financial accounting theory is the
history of the accounting profession aiming to discover the principles or concepts
underlying financial activities so as to achieve a reasonable degree of consistency in
accounting standards. Financial accounting theory is important because it affects the
methods of accounting chosen by preparers of external financial reports and the form
and content of standards developed and authorised by standard setting bodies. Thus
determining financial accounting theory is also important for the professional
reputation of the accounting profession. This chapter discusses the efforts of the
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accounting profession to devise a generally accepted philosophy that accounted for
entity transactions.

The first difficulty for the profession in defining a theoretical basis for
standard setting was the often contradictory objectives of those preparing and using
external financial reports. Preparers of external financial reports were often interested
in methods of accounting that allowed them to present entity transactions in a
favourable light. On the other hand, the public and interested groups, such as
government, were interested in the reports providing a view of an entity that enabled
good economic decisions. These demands did not always coincide and the accounting
profession found itself trying to develop standards that accommodated broad and
contradictory reasons for external financial reports. Professional discrimination was
called for. As Tweedie observed, ‘[g]ood accounting should be underpinned by
judgement.’* Early attempts of the accounting profession to accommodate these
contrary views came after strong and protracted debate within the profession, but did
lead to guidance and direction for preparing external financial reports by describing
generally accepted accounting practice (GAAP).

GAAP developed in three general phases. First, there was the identifying and
describing of principles and related terms as the profession began to develop a set of
accounting principles. The second phase was the creation of a number of theories that
attempted to provide the necessary direction for accountants and preparers of external
financial reports. These theories were principally the work of American accountants.
Third was the development, in the latter decades of the twentieth century, of a series
of conceptual frameworks. All phases were the target of debate and scrutiny from
both inside and outside the profession which continues today as the International
Accounting Standards Board (IASB) and the American Financial Accounting
Standards Board (FASB) work together to develop one generally accepted conceptual
framework.

Several researchers have provided syntheses of these phases in financial
accounting theory. Lee, for example, has written a comprehensive summary on the

evolution of accounting theory in the United Kingdom and United States, while
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Storey and Storey provided an in depth summary of the evolution of accounting
theory in the United States.?

Although there was much variation in the field of financial accounting theory,
the theory itself adhered to general guidelines. A theory outlines the principles
underlying a method or practice making that practice understandable and replicable.
‘A theory is, in effect, a message.”* A theory of financial accounting, explaining the
principles underlying the preparation of the information in financial statements, would
ensure that those statements would be clear, coherent and consistent, providing an
interpretation for the judgements made by accountants.* Such a theory was important,
because the financial statements in external financial reports contained information
about an entity’s financial activities and financial position, information that was of
interest to several groups in the economy. Therefore, financial accounting theory
evolved as the accounting profession developed its analysis of the rationale behind
external financial reports to provide direction for preparers of those reports. In
particular, financial accounting theory tried to explain what, and how, preparers of
external financial reports should disclose an entity’s financial activities. However,
while accounting practice was identifiable, the principles proved more difficult to
distinguish.

The accounting profession generally agreed on what a theory of financial
accounting should be. To the profession, financial accounting theory should describe
the general features of financial statements, enabling the statements to fulfil their
purpose. That is, financial accounting theory ‘[should] attempt to rationalise, explain
and predict accounting practice’ in external financial reporting.®> The American
profession was the first to define financial accounting theory, following several
decades of ideas and propositions from individuals like Sprague and Hatfield.®
Gaffikin and Aitken noted the importance of individual professional accountants

rather than accounting organisations in the development of early accounting theory.
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They concluded that individuals had the advantage of thinking through their ideas and
creating a theory, where committees would have had to reach a consensus. ’

In 1940, in one of the first attempts to describe the general features of financial
statements, Paton and Littleton saw financial accounting theory as a ‘coherent,
coordinated, consistent body of doctrine which may be compactly expressed in the
form of standards if desired.”® In 1966, the American Accounting Association defined
financial accounting theory as ‘a cohesive set of conceptual, hypothetical and
pragmatic propositions explaining and guiding the accountant’s action in identifying,
measuring and communicating economic information.”® Paton and Littleton’s
definition of financial accounting theory illustrated the link between external financial
reporting and standard setting. The American Accounting Association’s definition
was more explicit, showing that while the theory referred to abstract ideas there was a
direct relationship to accounting practice, which was important, given the practical
nature of accounting methods.

A major obstacle to the accounting profession actually developing a generally
accepted theory of financial accounting was the need for the profession to start from
first principles. The problems began here. What were the first principles? The
profession spent much of the twentieth century debating almost every step while at the
same time trying to ensure that it maintained control of the process. The debates
began with the nature of accounting: was it a science or an art? The answer to this
question in part determined whether the approach to accounting theory would be
inductive or deductive. The profession also debated terminology and measurement
methods. Early debates were on the principles underlying financial accounting theory,
defining and distinguishing them from doctrines, conventions and postulates. It was
not until the end of the twentieth century that the profession faced the problems of
defining the items in the financial statements. Measurement and valuation of these
items became a problem during the 1960s and 1970s, when many economies
experienced inflation, but despite much discussion and pressure from government

enquiries, the profession never satisfactorily described a generally accepted method.
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Defining the term *financial accounting theory” was almost the only point on
which professional accountants agreed. Several areas in the theory, such as
measurement, remained unresolved. As a result, the development of financial
accounting theory during the twentieth century may be seen as a series of ‘debates’,
sometimes running concurrently and sometimes occurring more than once, on issues
including measurement and valuation. The participants in the debates also varied.
Sometimes they were individuals and sometimes they were accounting organisations.

Whoever was involved, the debates were often conducted strongly.

The Beginning of Financial Accounting Theory: To 1950

From its beginnings in the nineteenth century until the middle of the twentieth
century the accounting profession focused on practical accounting matters and issuing
guidelines for good accounting practice. Even so, during this time some professional
accountants, with much discussion and argument, were considering a theoretical base
for these practices. The first attempts by these members of the accounting profession
to outline a theory of financial accounting came towards the end of the nineteenth
century. These accountants, working mostly in an individual capacity, were interested
in seeing if it was possible for the profession to improve the quality of financial
reporting through better guidance from the profession.™® Users of external financial
reports needed assurance that the financial information released by entities was
reliable and disclosed the basis on which the information was prepared. Only then
could the reports allow useful assessment of management and comparison of
performance between entities. For some members of the profession, improving the
quality of external financial reporting was possible through identifying the general
concepts underlying such reporting, not simply relying on revising current practices.

Not everyone in the profession agreed. Some accountants argued that
accounting was a practical profession and accounting methods should be deduced
from what actually happened or needed to happen.** Quality reporting arose from
common sense and experience. Such methods were not sufficient for those members
of the profession who saw the necessity for a theoretical basis to external financial

reporting, such as Dicksee (1890s) in the United Kingdom and Sprague and Hatfield

10°See Lee (2009), p.142.
11 F R.M. de Paula, “The Future of the Accountancy Profession,” The Accountants’ Journal, 23:8
(1945), pp.186-188.
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(1900s) in the United States. These men were interested in the elements underlying
financial reporting and in generalising from those elements. They did not ignore the
reality of accounting practice for they emphasised practical accounting and had a
pragmatic attitude towards improving the quality of accounting practice.

In effect, their theorising was inductive. Accounting practitioners like Dicksee
and Sprague and Hatfield were not looking to propose a theory of financial accounting
as such. Rather they were interested in trying to identify the characteristics of good
external financial reports. Given the nature of accounting practice, it was logical that
they were interested in looking at accounting practice and trying to generalise from
what accountants were doing. External financial reporting was a response to a need
for information on entities. Inductive reasoning implied theorising directly from actual
accounting practice. Even so, the work of these early accounting theorists was
transformative as they attempted to describe the rationale behind external financial
reporting and in effect provide a “big picture’ response to demands for improved
external financial reporting. In their writings, they began identifying what they saw as
characteristics present in external financial reporting such as clarity and consistency,
urging the profession to adopt these elements more broadly.*?

One issue for accounting theorists was the changing purpose of external
financial reporting. In the late nineteenth and early twentieth centuries, financial
reporting was a method whereby management accounted to owners. The main use of
external financial reporting was to fulfil that stewardship function.™® The financial
activities and position of the entity were summarised in the financial statements and
for the owners of the entity with the balance sheet as the main statement. There was,
therefore, an ownership or proprietary focus in financial reporting giving owners the
opportunity to assess changes in the level of their investment in an entity. The first
theorists assumed this focus in their deliberations.'* As businesses became more
capital intensive and those who were not directly involved in a business invested in
entities, the focus of external financial reporting shifted from a stewardship function
to becoming decision useful. Investors were not owners of the entity and they were
interested in returns on their capital investments rather than maintenance of assets.

Consequently, when the income statement became more important in external

12 Sprague (1907) and Hatfield (1909).
13 British Company Law, for example, emphasised this aspect of financial reporting.
% ee (2009), p.142.
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financial reporting the early theorists debated the nature of income and capital
maintenance. Paton was one of the first theorists to consider an entity approach to
external financial reporting, providing a view of an entity divorced from the interests
of owner, investors, creditors or other groups.*®

From the 1930s, in the United States, two major American accounting
organisations became involved in the debate on the bases of external financial
reporting. These organisations were interested in defining the basic elements of
quality external financial reporting, which those involved in the debate on the basic
elements referred to as accounting principles.*® The two organisations, the American
Institute of Accountants and the American Accounting Association, took different
paths in their development of a set of accounting principles. The American Institute
began with current practice and generalised accounting methodology to produce
guides for best practice, while the Association began with theory and worked towards
application in practice. For the American Institute, the starting point was pressure
from government and businesses following the 1929 Stock Market Crash and the
Great Depression of the early 1930s. The American Institute and the New York Stock
Exchange met to discuss how to improve external financial reporting and in 1933, the
American Institute recommended six principles of accounting practice to the Stock
Exchange that entities listed on the stock exchange should follow when preparing
external reports. The principles were not a theoretical framework as such but they
outlined a number of measures that entities should follow, including disclosing
accounting methods used in preparing external financial reports.’

Although many entities used some of the principles in their external financial
reports, the Stock Exchange did not promulgate the principles.*® In 1934, the
Securities Exchange Commission gave authority to the American Institute to issue
guidelines of best practice to entities. The Institute did not attempt to develop a theory
of financial accounting, concentrating instead on providing guidelines of best practice
that often allowed for a variety of accounting methods. In 1938, the Institute released

an inductive study by Sanders et al. that first introduced the concept of GAAP.

S W.A. Paton (1922) in Lee (2009), p.144.

16 See Storey and Storey (1998), pp.16 and 17, for an excellent summary.
" R.M. Skinner, Accounting Standards in Evolution, (Toronto, 1987), p.27.
'8 Storey and Storey (1998), p.13.

19 Skinner (1987), p.28.
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The American Accounting Association’s more theoretical and deductive
approach led to the release, in 1936, of twenty basic accounting propositions on the
elements of the financial statements.?® In 1940, Paton and Littleton expanded these
propositions into the first comprehensive theory of financial accounting, that gave a
more consistent and logical basis to accounting statements but were limited by their
reliance on the general propositions becoming widely accepted by the profession.?
The 1936 and 1940 releases of the Association and the 1938 study of the American
Institute agreed on most of what they identified as principles of accounting practice,
such as the concept of the entity and the entity as a going concern, along with the
importance of valuing items in the financial statements by historic cost. The American
Institute’s cautious response in 1938 to the American Association’s propositions
indicated that the accounting profession in the United States had not accepted the idea
of accounting practice following theory, preferring theory developed from practice.

Both organisations’ use of terms such as ‘principle’ raised further debate.
Those interested in defining and describing accounting practice could not agree on
terminology. As Byrne noted, terms such as ‘principle’ and ‘rule’ were used, for
example in the American Institute’s bulletins, as if they meant the same.?* Individuals
had different ideas on the meanings of several terms, such as ‘doctrine’, ‘convention’,
‘concept’, ‘postulate’ and “principles’. Kester saw principles as rules while G.O. May
equated principles with conventions.?® Dictionary definitions did not help because
they gave several meanings for these terms and committees and individuals chose
particular meanings to explain particular uses of the terms. “Principle’ for example
could be a rule (the Institute’s preferred definition) or a fundamental base (the
Association’s preferred definition). This disagreement proved significant for the
American development of financial accounting theory. The American Institute, whose
studies have helped provide a base for American accounting theory, considered
principles to be rules that were prescriptive but which at the same time allowed

alternative accounting methods.

2 |bid, p.29.

2! paton and Littleton (1940).

2 G.R. Byrne, “To What Extent Can the Practice of Accounting Be Reduced to Rules and Standards?’
The Journal of Accountancy, November 1937, pp.364-379.

% R.B. Kester, ‘Sources of Accounting Principles,” The Journal of Accountancy, December 1942,
pp.531-535; G.O. May, ‘Accounting Principles and Postulates,” (1943), reprinted in Significant
Accounting Essays, M. Moonitz and A.C. Littleton (eds), (New Jersey, 1965).
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New Zealand Institute members followed the American debates on the
inductive and deductive approaches to financial accounting theory and the varying
uses of terms such as ‘principle’ through The Accountants’ Journal but the debates
and American statements made little impact on New Zealand accounting practice.*
The New Zealand profession continued to follow the lead of the British accounting
organisations rather than American practice and became interested in the Institute of
Chartered Accountants of England and Wales (ICAEW) Recommendations on
Accounting Principles.”® These recommendations, which the ICAEW began issuing in
1942, were guidelines for accounting practice and in some respects similar to
American developments. Johnston at the University of Auckland likened ICAEW’s
accounting principles to the American Institute’s accounting research bulletins.?

In 1946, New Zealand adopted some of these guidelines for best practice when
the Council of the New Zealand Society released seven of the ICAEW
recommendations for use by the New Zealand profession.?’ There was some
adaptation for New Zealand conditions, but the recommendations were almost exactly
as issued in Britain. In both countries, the principles were recommendations only
although they did have the official backing of the organisations’ Councils.?® However,
there was no financial accounting theory behind the recommendations. Rather, they
were general guidelines based on generally agreed practice. The use of the term
‘principle’ was more to indicate consistent rules than a fundamental base to
accounting practice.

Thus, British and New Zealand accounting organisations at this time differed
to some degree from the Americans. Accounting organisations in the United States
were the first to consider seriously the ideas of individual accountants and to continue
debating and researching the feasibility of a theory of financial accounting for
accounting practice. Although some New Zealand accountants carried out research on
accounting practice, for example, Feil early in the 1920s studied production costing,
New Zealand approaches to improving accounting practices were practical rather than

24 See, for example, M.S. Spence, ‘The Art of Presentation,” The Accountants’ Journal, 8:9 (1930),
pp.302-312. In this reprint of an address given by Spence, he refers to the promulgations of the
American Institute.

2 Between 1942 and 1969, the ICAEW issued 29 recommendations.

%6 T.R. Johnston, “The Nature of Accounting “Principles”,” in Rodger (1957), p.110.

2" Editorial, ‘For Urgent Attention,” The Accountants’ Journal, 24:11 (1946), p.273.

8 A.A. Fitzgerald, ‘The Role of Professional Societies in the Development of Accounting Theory,” The
Accountants’ Journal, 35:7 (1957), p.242.
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theoretical and influenced by British developments. These approaches changed in the

second half of the twentieth century.

Developing New Theories: 1950 to 1970

There were significant developments in financial accounting theory during the

1950s and 1960s, especially in the debates on what approaches the profession should
take. As noted earlier, one of the complications with the various approaches to
financial accounting theory was that those postulating ideas considered the practice of
accounting from different points-of-view. Some saw accounting as an art. To others,
accounting was a science.

Paton argued that accounting belonged in the arts.?® Gruneberg agreed with
Paton on the grounds that accounting was not a science because accounting rules were
based on practice not logic or scientific methods.*® Those who favoured this approach
to accounting used inductive approaches to financial accounting theory, adopting
methodologies from the arts and, while stressing observation and analysis of
accounting practice, did so as a starting point to generalise accounting practice.

On the other hand, deductive approaches to financial accounting theory
assumed a more scientific basis to analysing accounting practice. In the United States,
Sprague saw accounting as ‘a branch of mathematical and classificatory science...[the
principles of which might] be determined by a priori reasoning.”** In the United
Kingdom, Stamp, who considered accounting more social inquiry than science, or
even a language, conveying information through financial statements, noted that those
who saw accounting as a natural science proposed hypotheses and carried out
empirical experiments, while those who saw it as mathematics established axioms and
developed theorems through logical analysis.* Bauer stated that accounting was
adaptable with no fixed rules or unbending principles and the standards depended on
consensus. Accounting did not fit easily into either area of knowledge. Hatfield noted
that accounting was rejected by both the science and arts disciplines, but that did not

stop the debate on where accounting fitted in academia.

29 J. Haisman, ‘A Scientific Approach to Accounting Theory,” The Accountants’ Journal, 35:4 (1956),
pp.119-123.

%0 C. Gruneberg, ‘Is Accountancy a Field of Science?’ The Accounting Review, 25:2 (1950), p.162.

31 Sprague (1907), reprinted in Moonitz and Littleton (1965), p.53.
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Within New Zealand some NZSA members contributed to this debate showing
a similar diversity of views.* J. Haisman, a Public Fellow and Councillor from
Gisborne, considered accounting to be a science and compared it to mathematics,
especially statistics.** He observed that science subjects kept devising new systems
and processes and this was what happens in accounting. On the other hand, Ross, the
NZSA'’s 1959 Travelling Scholar and a Registered Accountant employed by Air New
Zealand, considered that accounting was a creative subject with no new truths needing
discovery, so was an art.* It appears that those who thought accounting was not a
science emphasised the fluidity of financial information as values of items and the
extent of disclosure could vary according to the accounting methods applied.
Carrington at the University of Canterbury saw a disadvantage to the profession of
accounting information liable to inaccuracies, noting that there was a danger of
accountants being considered technicians and this, said Carrington, they certainly
were not.*® He favoured a coordinated and systematic approach to accounting
problems and research into the basic postulates of the profession. Johnston at the
University of Auckland agreed with Carrington that accounting practice was not
fixed. For this reason he considered accounting to be an art, although he admitted it
could have scientific aspects. Johnston distinguished between the artistic nature and
purpose of accounting and the scientific methods used to study accounting methods,
echoing the earlier comments of May in the United States who stated that just as
clients relied on doctors and engineers for their expertise in identifying and solving
problems so should clients rely on accountants.®” Therefore, said May, company
external financial reports should not be simple enough for ordinary members of the
public to understand.*® However, this was not a commonly held view in the
profession.®® Johnston preferred the inductive method of deriving general principles

from practical studies.*® That is, the profession approaching problems on a case-by-

% Editorial, ‘Accounting: Art or Science?” The Accountants’ Journal, 36:12 (1958), p.393.
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case basis rather than, as in the deductive approach, from a more general, theoretical
base.

In the United States, Salmonsen, while agreeing that induction was one way to
develop financial accounting theory, outlined two further approaches to accounting
theory: practical and ethical.** The practical approach, which Cowan from the
University of Otago favoured, represented another form of induction where theory
explained what was happening in practice, providing useful information but not
structure.*? Salmonsen’s ethical approach placed accounting within a social context,
stressing the need for external financial reports to convey the truth and fairness of an
entity’s financial activities.* Salmonsen acknowledged that ethical theories were
relatively vague because it was difficult to define “truth’ in a way that was generally
accepted by the profession and those interested in external financial reports.**

The social responsibilities of the profession and entities became more
important in this debate towards the end of the twentieth century at the same time as
accounting theory became more empirical. Buckley saw the deductive approach to
financial accounting theory as constitutional, citing the work of the American
Accounting Association, because this organisation was attempting to produce
accounting standards within a conceptual framework.* The American Association
was ahead of its time, because although the Association attempted to use deductive
reasoning from early in the 1930s it was not until later in the century that accounting
organisations began using this methodology among others when developing
conceptual frameworks. The New Zealand Institute, for example, did not release a
framework until the early 1990s.

The variety of approaches to financial accounting theory reflected a revival, or
more precisely, a continuation of the debate on defining essential concepts and terms,
and, as with theoretical methods there were several variations on what were the
underlying principles of accounting. In the United States, in 1950, May described
three fundamental postulates of accounting: that income must be realised; that

* R.F. Salmonsen, Basic Financial Accounting Theory, (Belmont, California, 1969), pp.12 and 13.
Salmonsen listed axiomatic (R. Ma), communication (N. Bedford) and sociological and behavioural
(D.R. Ladd and T.R. Prince) approaches to financial accounting theory.

2T K. Cowan, (1965), AG 884-015/023, Hocken Library, Dunedin. Salmonsen (1969), pp.2-4.

*% Ibid, p.2 noted that D.R. Scott [The Accounting Review 16 (1941), p.342] was an early advocate for
this approach.

** Ibid, pp.10 and 11.

%], Buckley, ‘Policy models in accounting: a critical commentary,” Accounting, Organizations and
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fluctuations in the value of the monetary unit should be ignored; and that an entity
was a going concern.“® From the United Kingdom, Murphy considered that the
ICAEW’s recommendations were based on three fundamental points: accounts should
be informative, clear and show the real trend of profits.*” Bray, the first holder of the
Stamp-Martin Chair of Accounting at Oxford, identified two sources and five
principles of accounting in a series of four essays he wrote on accounting principles.
Bray noted that all accounting principles should come from the concept of periodic
income and wealth and that all transactions were real. His five principles were double
entry (debits equal credits), entity, continuity, consistency and accounting design.*®
Three New Zealanders contributed to this debate within the NZSA. Haisman
identified five fundamental principles of accounting: monetary units have the same
value; double entry; results conform exactly to the nature of the subject matter; results
conform to the fundamental legal principles relating to the subject matter; and historic
cost (value of monetary unit in a transaction must be the value at the time of the
transaction).*® Mathews, a Public Accountant in Wellington, distinguished five
conventions: accounting period, going concern, entity, historical cost and monetary
plus three doctrines, conservatism, disclosure and consistency.*® Rodger, also in
Wellington but more active in teaching than Mathews, listed thirteen accounting
principles, many of the principles being those included in the lists of other theorists.>*
Taking just these few examples of the ideas postulated during the 1950s
illustrates the variety of classifications of similar accounting terms. Even though most
researchers agreed that some of these elements, such as accounting period, entity,
going concern, consistency and conservatism, were part of financial accounting
theory, they did not agree on what these elements were, calling them variously
postulates, points, sources, principles, concepts, conventions and doctrines. The
debate had now been going for thirty years, but the profession had yet to arrive at a
definitive set of terms. Of Rodger’s principles, for example, Johnston argued

consistency was normative and accounting period a convention. That is, he considered

*¢ See footnote 40.
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them rules rather than principles as fundamental truths. Johnston also felt that Bray’s
accounting principles were not fundamental truths, but more rules of practice.

Johnston’s approach to financial accounting theory avoided consideration of
one purpose of external financial reports. Johnston preferred to look at the actions of
the accountant, rather than contemplating the objectives of accounting.>® He said there
was no one list of accounting principles, because what were accepted as accounting
principles varied, depending upon what financial information was required by the user
of external financial reports. The principles depended upon the accounting methods
and techniques used. Despite their varying approaches the New Zealand contributors
to the “principles’ debate agreed that accounting principles should come from
practice. Inductive rather than deductive theorising was preferred in New Zealand.

Before obtaining agreement on the underlying principles the profession had to
decide whether the practice of accounting contained fundamental ‘truths’ or whether
the basic assumptions of the profession’s ‘conventions’ arose from established use.
The profession was approaching financial accounting theory from accepted practice
and thus accounting principles could vary and even conflict.>® That is, they were
conventions because many of the accepted principles were not, as per a dictionary
definition of principle, ‘universally applicable or fundamental truths.”>* Fitzgerald, a
leading Australian accountant, recognised this dilemma. He saw many American and
British researchers using the term “principle’ for what were actually working rules of
practice and he considered that because of the nature of accounting practice, the
profession should be defining conventions or doctrines rather than principles.>
Conventions acknowledged the practical nature of external financial reporting and
doctrines would distinguish accounting principles from specific rules. The distinction
between principle and convention did not appear to be critical at this stage in the
development of financial accounting theory because the theorists were trying to define
and describe general characteristics of quality external financial statements from
which would emerge the rules used by preparers of the reports.

Having debated and agreed on many of the principles of financial accounting

theory while continuing to differ as to whether they should be known as principles,
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conventions or doctrines, those attempting to define accounting theory turned to
another issue arising from external financial reporting, that of measurement of the
items in the statements. These items may be readily identifiable, such as inventories,
goodwill or cash, but the problem was how to measure them and how they could be
measured to ensure that the principle of conservatism was maintained. During periods
of financial stability there was little problem with items being expressed using the
conservative measure of historic cost. However, in times of price instability,
especially inflation, there were significant problems in ensuring that the external
financial reports reflected the financial position and activities of an entity. Storey
attributed the problem in part to the public’s inability to read and understand external
financial reports.*® To May, the accounting profession had a responsibility to be the
interpreters of the reports, thus emphasising accounting as a profession.>” In New
Zealand, Johnston and Rodger stressed the need to determine the measurement base
and find an acceptable method to decide how to compensate for price level changes.*®
During the 1950s and 1960s, several theories were advanced to measure items while
trying to maintain the truth and fairness of external financial reports.>® No one theory
received general acceptance.

As shown in the period between World War Il and the 1970s, the problem of
measurement was difficult to solve. There was an inherent tension between the
principle of conservatism and ensuring the quality and usefulness of the financial
statements, exacerbated by the economies in English-speaking countries experiencing
persistent inflation or stagflation during this time.® This problem made standard
setting a challenging area of professional behaviour because accountants as auditors
were subject to the conflicting demands of economic self interest, responsibility to
their clients and obligations to the public.®* The profession’s continuing search for an
acceptable financial accounting theory suggests that despite the challenges and
conflicting demands standard setting was a professional activity and hence the
profession needed to act to maintain its role as standard setter.

% R.K. Storey, The Search for Accounting Principles: today’s problems in perspective, (New York,
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A number of accountants, mostly American, created a variety of financial
accounting theories, partly to provide a comprehensive theory and partly to account
for rising price levels. Among those who proposed theories were Edwards and Bell
(1961), Sprouse and Moonitz (1962), Mattessich (1964) and Sterling (1970).°2 These
theories were the product of individual theorists, although one accounting
organisation, the American Association, contributed to the debate when in 1966 it
produced its own theory of financial accounting. One exception to the American
dominance of financial accounting theory was Chambers (1955), an Australian
accountant, who proposed a theory of continuously contemporary accounting. The
theories had much in common, such as the emphasis on certain generally accepted
principles of accounting, like accounting period and consistency, but they varied
greatly in how to measure the items in the financial statements. Chambers, for
example, advocated net realisable values; Edwards and Bell preferred multiple current
values; while Mattessich advocated a variety of current values and Sterling favoured
current market prices. This sudden multiplicity of theoretical thought was in part from
pressure on the profession to provide valid and effective standards. Hendriksen
suggested that the theories came from a corresponding increase in researchers
‘qualified in statistical and other quantitative research techniques and the availability
of the computer.”®®

These theories not only lacked agreement on measurement methods, but also
highlighted differences in terminology.®* For several decades, individuals had
indicated that a necessary early step towards a theory of financial accounting was to
develop generally accepted accounting terminology.® International cooperation in the
development of accounting standards went some way towards helping achieve this.
For example, ICAEW Recommendation XVII Events after Balance Date was based
on a statement on the same topic issued by the American Institute of Accountants in
1954.°° However, standardising accounting practice and carrying that further to
defining one set of generally acceptable standards drafted according to one financial

62 Other contributors of financial accounting theory included P.Grady, Inventory of generally accepted
accounting principles for business enterprises, Accounting Research Study 7, (New York, 1965) and Y.
ljiri (1967).

% Hendriksen (1982), p.52.

% M.E. Murphy, ‘Accounting as a Social Force in the Economy,” The Accountants’ Journal, 32:6
(1954), p.178.

® Rodger (1957), p.11.

% N.K. Easton, ‘The Challenge to the Accountant in Industry,” The Accountants’ Journal, 36:5 (1957),
p.194. In 1957, the AIA became the American Institute of Certified Practising Accountants (AICPA).

128



accounting theory was some way off even though the profession was now discussing
the idea. In 1951, the University of Berlin, for example, asked accounting
organisations in a number of countries how they were approaching this issue.®’
Smythe in Canada saw the advantages for the profession’s reputation of standards
providing a common set of guidelines to accounting practice.®®

International cooperation in standard setting not only supported the
profession’s reputation, but also helped minimise financial costs for the profession as
standard setter, enabling smaller countries like New Zealand to benefit from work
being done elsewhere. As mentioned earlier, in the early days of standard setting the
New Zealand Institute’s first formal guidelines for preparing external financial reports
were virtual copies of the ICAEW’s Recommendations on Accounting Principles at
the same time as Institute members like C.H. Perkins used the ‘they are doing it
overseas’ argument when pressing for a national research committee. In subsequent
years the New Zealand profession continued to rely on other countries for the
development of accounting standards as well as accounting theory. Lack of time,
money and expertise were responsible for the New Zealand Institute’s standard setting
committee, the Accounting Practice and Procedures Committee (APPC), not
advocating a particular theoretical approach in its procedures because, although it
intended to develop guidelines for accounting practice, the Committee spent much of
its ten years reviewing the New Zealand Companies Act. If the APPC had managed to
find the time to consider guidelines for accounting practice it would have been in a
good position to use the results of the international debate on financial accounting
theory. Some New Zealanders who had debated the beginnings of financial
accounting theory were APPC members. Rodger, for example, was a member of the
APPC throughout the 1950s. Haisman was on the committee for six years.®

The Board of Research and Publications (BRAP), which replaced APPC in
1961, had the expertise and resources to produce the first accounting standards
specific to New Zealand conditions, but these standards were adaptations of standards

issued overseas. Rodger continued as a member for five years and he was joined on
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the Board by Johnston and other academics.”® The NZSA therefore had on the Board
a significant number of people who were familiar with the debate on financial
accounting theory and who had published their observations on the topic. Within a
few years, the Board had reviewed the ICAEW recommendations that the Institute
had suggested to members as good practice and began releasing the first New Zealand
accounting standards, titled Tentative Statements of Accounting Practice. These
standards did not derive from a stated theory of financial accounting. Rather they
were standards written by British accounting organisations and adapted by the Board
for use in New Zealand, thus continuing the Institute’s policy of following British
practice. The Board was more interested in checking that the accounting standards
complied with New Zealand legislation and accounting practice. Thus, although the
Board had academic members who had previously shown a knowledge and interest in
financial accounting theory, the Board did not appear to use a particular theory in its
deliberations. Neither did many of the accounting organisations overseas. This was
possibly because, as Lee observed, ‘by the late 1960s, financial accounting theory had
a chaotic flavour.”™

The valuation debate is a good example of the challenge the profession had in
developing financial accounting theory and in showing the difficulty the profession
had as standard setter in maintaining its professional reputation. The confusion in
financial accounting theory, especially the debate on valuation methods, intensified as
inflation became an issue in many countries during the 1970s, although that did not
stop more theories being proposed.’® At this time, there were many criticisms of the
theories within the profession on how accounting practice was not accommodating the
effects of rising price levels. In the United Kingdom, for example, Lawson criticised
the use of conventional accounting principles and the use of accrual accounting
methods, which he described as *a dubious basis for measuring current
performance.’”® In 1970, Stamp wrote Accounting Principles and the City Code: the
case for reform, pressing the accounting profession to take the lead in developing
financial accounting theory. In the United States, the American Association’s review
of some of the theories concluded that the theories differed because there was little

agreement on measurement methods, it was difficult to relate the theories to practice
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and they were too subjective to apply generally.” Chambers saw the problem as a
failure on the part of the profession to adhere to the ‘common attribute’ principle in
valuation.™

The debate on valuation methods used in external financial reporting increased
as inflation grew and the principle of conservatism in accounting practice came under
increasing pressure. Using the generally accepted historic cost (HC) method of
valuation meant that the numbers reported in the financial statements no longer even
approximated current values. As a result, the information in the financial statements
was misleading and users ran the risk of making inefficient economic decisions. The
profession came under pressure from entities wishing to maximise income in their
external financial statements and governments initiating enquiries into external
financial reporting.”® The accounting profession responded by examining how to
overcome the problem of what valuation method should replace historic cost, if any,
looking in particular at two valuation methods, current purchasing power (CPP) and
current cost accounting (CCA). The debate was especially strong with advocates for
all three methods, as well as variations on the methods. The FASB’s 1980s conceptual
framework project on defining recognition and measurement in external financial
reports, for example, was not able to reach a conclusion because of the impasse
between members favouring historic cost and those preferring current cost.”” To
maintain consistency and conservatism, the profession preferred external financial
reports using historic cost, but accepted that measurement methods needed to
accommodate inflation. At first, the profession advocated current purchasing power
but management and government reports favoured current cost accounting.
Eventually, the accounting profession decided to allow the use of current cost
accounting.’® The debate on the most acceptable method of valuation was never
resolved, but died down when inflation fell later in the 1980s. This debate on how best
to account for inflationary economic conditions illustrated the many difficulties the
accounting profession faced in producing effective and acceptable accounting
standards, when even the profession could not agree on which financial accounting

theory provided the best basis for standard setting. With entity and state questioning

" American Accounting Association, Statement on Accounting Theory and Theory Acceptance,
(Evanston Illinois, 1977).

> R.J. Chambers, ‘Ends, Ways, Means and Conceptual Frameworks,” Abacus, 32:2 (1996), p.127.
’® Sandilands Committee in the United Kingdom and the Richardson Committee in New Zealand.
" Miller and Redding (1988), p.118.

® ED-14 Accounting in Terms of Current Costs and Values was released in 1974.
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of the valuation methods it advocated, accounting’s professional reputation suffered
but the profession continued to act to remedy this problem, suggesting that standard

setting remained a professional activity.

Conceptual Frameworks: 1970 to the Present Day

The pressure for valuation methods in financial accounting theory may have
lessened but the accounting profession found that the public and governments
continued to urge entities for more financial accountability. Hence the pressure
remained on the accounting profession to provide improved accounting standards. In
response, the profession searched for a theoretical base to accounting practice that led
to the development of conceptual frameworks for accounting standards.

The pressure for financial accountability was especially strong during the
share market boom and crash in the 1980s. There was also pressure from within the
profession itself. Gaffikin, for example, was critical of accounting standards being
created on a case-by-case basis. He called for methods that gave consistency.’ The
New Zealand Institute did not enter this debate. Its standard setting board, the Board
of Research and Publications (BRAP) concentrated on producing Statements of
Standard Accounting Practice, not using a specific theory of financial accounting
directly (but doing so indirectly when it adapted standards produced elsewhere that
had a basis in conceptual thinking). Even so, New Zealand Institute members were
exposed to developments in financial accounting theory. The Accountants’ Journal
reprinted articles that critiqued theories proposed by the profession overseas. The
Journal, for example, reproduced three articles from the British journal, The
Accountant, in which Greener examined the consistency of use of accounting
principles and methods to make external financial reporting useful for making
economic decisions.®® Thus, Institute members remained aware of the debate on
external financial reporting.

From early in the 1970s, the accounting profession in the United States
followed by the profession elsewhere, particularly Australia and international

organisations such as the International Accounting Standards Committee (IASC),

¥ M.J.R. Gaffikin, ‘New Thoughts on Accounting Standards,” The Accountants’ Journal, 58:11 (1979),
p.432-434.

%0 M. Greener, ‘Accounting Standards: Inconsistencies in Accounting Principles,” The Accountants’
Journal, 48:7 (1970), pp.288-289, ‘Accounting Standards: Consistency in Application,” 48:8, pp.325-
326 and ‘Accounting Standards: Inconsistencies in Auditing and Accounting Methods,” 48:9, pp.368-
372.
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began developing conceptual frameworks from which to draft accounting standards.
Rather than considering problems in external financial reporting on a case-by-case
basis, conceptual frameworks provided a structure within which the accounting
profession could develop accounting standards, with the aim of ensuring that external
financial reports met the needs of users. Conceptual frameworks were broader than a
theory, in effect incorporating theory within them. Theory provided the underlying
rationale for conceptual frameworks and contained the system of abstract principles.
Conceptual frameworks included the system of abstract principles and established
conventions. Storey observed that a conceptual framework gave meaning to
accounting practice.®

To become generally accepted within the profession, the frameworks were
necessarily the creation of accounting organisations. The accounting profession
benefited, because the public and interested groups could see that the profession was
doing something about the concerns raised about the quality of external financial
reporting. Creating conceptual frameworks required a level of resource use for which
accounting organisations were better placed than individual accountants. Developing
the frameworks was easier now than earlier in the century. The accounting
organisations were helped by an increasing use of empirical methods during the
1980s. As a result, conceptual frameworks came from a mix of ‘propositions and
observations.”® Even so, the path to an acceptable conceptual framework was not
easy for the profession. Accounting organisations in general agreed with the definition
of a conceptual framework. A framework was a ‘structure for organising and
supporting ideas...a mechanism for systematically arranging abstractions’ having
objectives and qualitative characteristics, providing an authoritative structure within
which objectives, concepts, principles and practices were linked and evaluated.®® The
idea of a conceptual framework was not new, even if the term was.®* In 1957,

Johnston likened theory in accounting to jurisprudence in law.® Stamp agreed, noting

8 Storey (1964).

8 Skinner (1987), p.628.

8 Weaver-Hart (1988), quoted in S. Lesham and V. Trafford, ‘Overlooking the conceptual framework,’
Innovations in Education and Teaching International, 44:1 (2007), p.94. N.Z. Miah, ‘Attempts at
developing a conceptual framework for public sector accounting in New Zealand,” Finance,
Accountability and Management, 7:2 (1991), pp.83-97.

8 See footnote 93.

8 Johnston (1957), pp.115 to 118.
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some years later, that this was how a conceptual framework should work in
accounting.®

Accounting organisations could agree on the idea of a conceptual framework
but there was still debate centred on what were the basic concepts, characteristics and
principles in a framework. Generally, the profession agreed that the financial
information in external financial reports needed to be relevant, reliable, clear and
comparable, but they disagreed on which information was basic and essential. The
differences between the International Accounting Standards Board’s (IASB) and
Financial Accounting Standards Board’s (FASB) conceptual frameworks, for
example, included describing reporting risk and the level of transparency required in
the external financial reports.®” The debate, therefore, was not so much on what a
conceptual framework was to be, but on the details within the framework.

Miller and Redding provided a useful discussion, identifying three functions of
a conceptual framework: descriptive, prescriptive and defining terminology.® A
conceptual framework that described existing practice, which was an inductive
process, took accounting practice into consideration. Many practitioners favoured this
approach, but its disadvantage was that it assumed that existing practice used the best
methods when in practice there were often alternative accounting methods.®® A
descriptive conceptual framework required accountants agreeing on what accounting
methods were used and why they were used, which was not always possible.*® Miller
and Redding noted that Paton and Littleton, Grady and the American Institute’s
Accounting Principles Board’s conceptual statements were examples of descriptive
conceptual frameworks.**

The prescriptive approach to developing a conceptual framework was
deductive and normative, providing guidance for what ought to be done in external
financial reporting. A conceptual framework functioning in this way was more

objective and rigorous but dependent on accountants agreeing on the basic concepts

8 E. Stamp quoted in K.V. Peasnell, ‘Introduction,” in Philosophical Perspectives on accounting.
Essays in honour of Edward Stamp, M.J. Mumford and K.V. Peasnell (eds), (London and New York,
1993), p.1.

% M E. Bradbury interview 4 June 20009.

% Miller and Redding (1988), p.109.

8 Chambers (1996), p.126

% Miller and Redding (1988), p.110.

% paton and Littleton (1940); Grady (1965); Accounting Principles Board Accounting Principles Board
Statement No. 4: Basic Concepts and Accounting Principles Underlying Financial Statements of
Business Enterprises, (AICPA 1970).
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and principles outlined in the framework. For many practitioners, a prescriptive
conceptual framework was too abstract and divorced from reality.®* Early examples of
prescriptive conceptual frameworks were released by Sprouse, Moonitz, the
Accounting Association and the American Institute’s Trueblood Study Group.®

The third function of a conceptual framework, according to Miller and
Redding, was to encourage the definition of commonly used terms in external
financial statements, which would make it easier to produce consistent accounting
standards, but, to be generally accepted, also required consensus from accountants.*
This was the approach taken by the profession in most countries.

Conceptual frameworks provided several advantages in preparing external
financial reports. The frameworks were a source of reference for those preparing
external financial reports and the users of the reports. They were comprehensive, so
fewer accounting standards were needed and they helped reduce the number of
alternative accounting methods. At the same time, the frameworks reduced the costs
of preparing the external reports and ensured more efficient use of entity resources.
The disadvantage of conceptual frameworks was that they could become too set and
rigid, an accusation made of American standard setting.

Americans were the first to use the term ‘conceptual framework.”*® In 1973,
the FASB when outlining some of its first projects announced that one project was to
develop a set of definitions of the elements in the external financial statements, in
effect the third of Miller and Redding’s three functions of conceptual frameworks.
This project followed the release of the American Institute’s Trueblood Committee
Report, which considered the objectives of external financial reporting. The
Trueblood Report is considered a watershed in the profession’s path to a conceptual
framework.® Trueblood was a keynote speaker at an international congress of
accountants in Sydney in 1972 and his paper evoked lively discussion on the

conceptual basis for accounting standards. A member of the New Zealand Institute

% Miller and Redding (1988), p.113.

% M. Moonitz, Accounting Research Study No.1: The Basic Postulates of Accounting, (New York,
AICPA, 1961); Sprouse and Moonitz (1962); American Accounting Association, A Statement of Basic
Accounting Theory, (Evanston, Illinois, 1966); Trueblood Study Group, Objectives of Financial
Statements, (New York, 1973). Quoted in Miller and Redding (1988), p.113.

% Miller and Redding (1988), p.114.
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1964.
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and former President, J.A. Valentine, at the congress stressed the importance of the
profession  ...tak[ing] upon itself the task of harmonizing the principles and bases so
as to obviate bodies outside our profession doing so.”%” The Trueblood Report made
an impact on standard setting because it was issued at a time when the profession was
broadening its outlook in standard setting and becoming open to new ways of
considering standard setting. The Report thus both reflected and affected the
profession’s future as standard setter. The IASC, for example, which began issuing
international standards shortly after the Sydney Congress was influenced by the
contents of the Report, as was the FASB in the United States.

The FASB’s project expanded its terms of reference and began developing a
conceptual framework for American external financial reporting. In 1976, the FASB
released Tentative Conclusions on Objectives of Financial Statements of Business
Enterprises, which became the first of the FASB’s conceptual framework statements.
Between 1978 and 1985, the FASB issued six Statements of Financial Accounting
Concepts. However, the conservative element in the American accounting profession
continued to dominate standard setting for the framework statements showed a shift in
the FASB’s approach from the prescriptive to descriptive function of conceptual
frameworks. The shift reflected the persistent opposition by American accountants to
what they perceived as fundamental changes to accounting practice.”® The American
conceptual framework for external financial reporting was not a total failure. The
framework is in use to this day. It has produced generally agreed terminology and
emphasised the importance of financial statements being user friendly, rather than
illustrating management accountability, as earlier last century.

Many researchers have criticised the FASB project. Chambers, for example,
considered that a conceptual framework should describe, not prescribe, and Hines,
among others, was critical of the incompleteness and inconsistency of the American
framework. Hines’ criticism focused on later events in accounting theory that
involved the wider profession and professional accounting organisations. By placing
the evolution of conceptual frameworks in a social context of professionalisation

Hines illustrated that the link between accounting theory and the frameworks for

% Book of Proceedings, 10™ International Congress of Accountants, Sydney, 1972, p.247-265.
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external financial reporting did not have to be rigorous but simply based on the
profession persuading others that it had the necessary body of knowledge.*®

Although the United Kingdom was not as focused on financial accounting
theory as the United States, there were a number of British accountants who argued
for a theoretical base to developing accounting standards. Following pressure from
these individuals and aware of developments in the United States, the ICAEW agreed
to an investigation on a theory of external financial reporting and in 1975, released
The Corporate Report. The report outlined for the first time a proposed conceptual
framework for British accounting standards, although it was not until 1999 that the
British accounting profession released its Statement of Principles for Financial
Reporting. In the meantime, the New Zealand profession was moving towards
creating its own framework for financial reporting, albeit one that was heavily
influenced by developments overseas.

The long debate on financial accounting theory was closely followed by the
profession here and had a significant effect on New Zealand standards from the
1980s. The Institute’s standard setting board continued to adapt standards from
overseas, especially the United Kingdom but also the United States, Australia, Canada
and the International Accounting Standards Committee. SSAP-4 Valuation and
Presentation of Inventories in the context of the Historical Cost System issued in 1975
incorporated IAS 2, SSAP-7 Extraordinary Items and Prior Period Adjustments,
issued in 1977 was based on the ICAEW SSAP M-6 and SSAP-9 Information to be
Disclosed in Company Balance Sheets and Profit and Loss Accounts, issued in 1978
was based on IAS 5. Local factors ultimately decided what New Zealand standards
would be issued but standards issued by the IASC were always on the agenda of the
Institute’s standard setting board as were any emerging international issues, such as
the debate on inflation in the 1970s.

Just as with overseas standards, so too the debate on financial accounting
theory affected the standard setting process in New Zealand. Despite the problems
associated with defining such concepts as valuation methods, from later in the 1970s
the New Zealand Institute followed the United States and United Kingdom in using a

more theoretical approach to developing New Zealand accounting standards. The

100 R D. Hines, ‘Financial Accounting Knowledge, conceptual framework projects, and the social
construction of the accounting profession,” Accounting, Auditing and Accountability Journal, 2:2
(1989), pp.72-92.
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Institute’s revision in 1984 of SSAP-8 Accounting for Business Combinations and the
issue in 1985 of SSAP-17 Accounting for Investment Properties by Property
Investment Companies in 1985 came as Institute responses to creative accounting
practices of some New Zealand entities but the Board’s method was to consciously
develop them from first principles.'® There was no particular theory adopted by the
Board. It simply started from defining the elements in the external financial reports,
although it did not do so in isolation from overseas standards.'® SSAP-8, for
example, was revised after consultations with the FASB in the United States, which
was in the process of developing a similar standard. Even so, the Board was “starting
to think about the standards as New Zealand standards rather than as copies of what
somebody else was doing.”*** SSAP-8 brought the profession into conflict with the
legal profession as the accounting profession argued, eventually successfully, for
economic form over legal form to counter entity structures that were being created to
avoid consolidation of entities that in substance were subsidiaries. SSAP-17,
discussed in detail in chapter nine, proved too innovative. Non-compliance by entities
and internal divisions between the standard setting members and auditors in the
Institute led to a swift revision. The standard’s emphasis on relevance over reliability
and its comprehensive view of income was too different from accounting practice in
New Zealand and overseas. The economic environment changed and it could be
argued that entities were reluctant to include revaluation losses in their profits. Within
three years of its release the Board modified the standard to allow traditional practice.
The New Zealand Institute’s standard setting board was up-to-date on what
was happening in standard setting overseas and the New Zealand standard setting
process was similar to that followed overseas. New Zealand in general copied rather
than led international standard setting, doing what others were doing and that included
applying financial accounting theory. The exception was SSAP-17. Why did the
Board develop SSAP-17 and why did the Council approve its issue? The quick and
negative response of auditors within the Institute showed that the New Zealand
profession was divided on how to deal with accounting for investment properties. The
Board would have been aware of auditor disagreement from responses to ED-29 in
1983 yet it went ahead with SSAP-17. Perhaps the idea of developing a standard that

191 B Macdonald interview 14 July 2009.
192 £ Devonport interview 18 May 2009.
103 E M. Hickey interview 9 June 2009.
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followed a consistent theory from first principles outweighed practicalities. Equally
the Board may have had practical matters in mind because some entities were already
including revaluations in profit and SSAP-17 would eliminate diversity of practice.**
SSAP-17 brought the New Zealand profession to the attention of the international
accounting community, the only time before sector neutral standards in the 1990s.*%
The consequences of SSAP-17 showed that the profession needed to consider the
implications of internal divisions as well as the question of entity compliance when
developing standards.

While New Zealand was venturing into new accounting territory in SSAP-17,
but not actually developing a full conceptual framework, other countries were
developing their own frameworks. The New Zealand Institute did not consider it
needed to create its own framework for it was adopting and adapting overseas
standards that were based on the conceptual frameworks being developed in the
United Kingdom, United States and Australia. Other groups in the New Zealand
economy thought otherwise and the New Zealand Institute experienced increased
pressure to develop a framework. Events such as the 1987 stock market crash
galvanised the New Zealand Securities Commission to urge the Institute to develop a
conceptual framework for accounting standards. The Commission’s pressure, when
added to other events, caused a change in the Board’s thinking. There was the
problem of defining revenue, which was raised when the Board was considering
extending the principles of SSAP-17 to investments. To overcome this problem, the
Board established a committee to define the elements in external financial statements.
The committee did not set out to develop a conceptual framework but soon realised
that it was a small step to write a conceptual framework given that it had developed a
comprehensive set of definitions.'* Between 1992 and 1997, the Board released a
series of exposure drafts and statements adapted from the frameworks already
developed by the British, Americans and Australians.'®’

Internationally, the profession continued to debate the usefulness and
acceptability of conceptual frameworks. Archer’s and Sterling’s 1993 misgivings

about the search for a conceptual framework, for example, incorporated many of the
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arguments surrounding financial accounting theory. The two researchers argued that
developing a conceptual framework misled the accounting profession because
accounting was not a science and financial accounting theory should focus on the
behavioural aspects of accounting practice.'® It is probable that the difficulty the
accounting profession has had in developing a generally accepted conceptual
framework was aligned to the debate on whether accounting is an art or a science.
Science favours explicit and precise conclusions to research. The arts are more
flexible and these differences may explain the profession’s difficulties. Financial
accounting may be an art to which the profession is trying to apply scientific methods.

In addition, creating a conceptual framework that received general acceptance
was problematic, partly because the standard setting environment continued to change
and partly because standard setting varied between countries.'®® Accounting standards
drafted in one country were adapted for use in another country, but the frameworks
within which they were created, and operated, differed between countries although
these differences were in emphases rather than disagreement on general concepts. To
this extent, the problem has possibly made it easier for the accounting profession to
move towards acceptance of the IASB’s conceptual framework and hence the current
movement toward the harmonisation of accounting standards and the world wide
adoption of international standards. A notable exception at present is the United States
but in 2010, the two main accounting organisations, the IASB and the FASB
continued to negotiate on one conceptual framework, aiming for complete
convergence of international and American frameworks by July 2011.*%

As the literature shows, thinking about principles and other concepts was not
confined to the notion of a framework. Thinking conceptually was important for

accounting practice and accountants applied this in their everyday work.''! But a
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conceptual framework went further. Having a conceptual framework would enable the
profession to justify the standards it was drafting and show that these were consistent
and logical. Conceptual frameworks were a normative and deductive response of
accounting organisations to ongoing demands for clarity and consistency in external
financial statements.™? They formed the latest phase in the development of financial
accounting theory even though, as with other issues in financial accounting theory,
they have been the subject of much debate.

Although academic accountants spent several decades attempting to describe
and adopt financial accounting theory the success of such theory is arguable. As Lee

noted:

after one hundred years of discussion, ideas, theories and the discipline of developing
conceptual frameworks, there is no one generally accepted theory of financial accounting, no
general laws of accounting practice and no generally accepted theory that can predict and
explain accounting practice.™

The significant words in Lee’s conclusion are ‘generally accepted’. The
accounting profession spent the twentieth century searching for a theory of financial
accounting that was acceptable to members in many countries and, more particularly,
capable of disclosing pertinent financial activities in different entities to differing
interest groups. Several times during the century a number of practising and academic
accountants, particularly in the United States, proposed theories.*** However, their
efforts were not generally accepted because the profession was constrained by the
varying demands for financial accounting theory and the need to begin from first
principles.

There was little dispute over what financial accounting theory was for, namely
to improve the quality of external financial reporting by entities. The problem was
that in developing financial accounting theory the accounting profession was
responding to pressure from interested parties who had different ideas about what
constituted quality external financial reporting. These parties included those closely
involved with the entity, such as creditors, investors who had little knowledge of the
state of the entity, the wider public, who were adversely affected by entity failure and

governments anxious to maintain stable economic environments. Differing user
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demands on external financial reports made it difficult for the accounting profession
to define a theory that allowed the reports to be comprehensive and yet
understandable and cost efficient.

In its efforts to determine financial accounting theory the accounting
profession was also responding to its own need for continuing recognition as a
profession. Developing financial accounting theory was but one step in maintaining
professional status, as the profession moved to consolidate its position as the accepted
provider of regulations for external financial reporting. The accounting profession was
young relative to the professions it was most closely associated with, such as the legal
profession, and it therefore needed to assert its authority where it could. Developing
financial accounting theory was one way to achieve this for there was no history of
theoretical reasoning before the end of the nineteenth century, some decades after the
accounting profession was established. Creating financial accounting theory added
depth and legitimacy to the profession’s work. However, the newness of the
profession did not help its efforts to reinforce its social acceptance as a profession in
that accounting had not completed the process of defining accounting practice before
embarking on the search for financial accounting theory and there was therefore some
uncertainty about what constituted accounting practice. Davis et al., for example, saw
competing financial accounting theories coming from the varying images of
accounting.®

This difficulty did not deter the accounting profession as it continued to
emphasise its responsibility to society and duty to investors. The profession’s
commitment to its responsibilities was apparent in the shift in emphasis from external
financial reporting being management’s accountability to owners to the financial
statements being useful for good economic decision-making, although this shift did

not eliminate all problems. Montagna concluded that

[i]deological disputation about accounting theory...is the surface manifestation of an
underlying struggle between members of the profession and between the profession and the
federal government on the responsibilities of accountants to the public as opposed to those to
the client.*®

115 3.W. Davis, K. Menon and G. Morgan, ‘The Images that have shaped accounting theory,’
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Accountants as auditors had a duty to clients that could put them at variance with their
broader obligation as professionals to act in the public interest and this conflict caused
the profession to mute its support for the public interest, as noted by Fogarty et al. in
their study of the American profession’s responses to public calls to improve external
financial reports.**’ This conflict could also produce tension with state threats of
direct intervention reducing the profession’s independence, to ensure standards that
fulfilled user needs.™®

With these debates and pressures, was it ever going to be possible for the
accounting profession to develop a universally accepted accounting theory? The
answer is perhaps, but possibly not. The problem was that the objectives of
accounting reports varied according to circumstances, such as who were the users of
external financial reports and what were the political and economic circumstances. An
acceptable theory, even in the form of a conceptual framework, needed to be able to
adapt to changing environments and problems, and that produced tension within the
profession.'*® Accountants needed to be open minded and accounting practice flexible
and adaptable to cope with changing circumstances. The profession had to be ‘[ready
to] depart from established practice where the facts and nature of things demand
them’.*?° But too flexible a theory could work against standardisation and leave the
profession liable to being perceived as incapable of being a standard setter.

The profession was aware of this difficulty. The American Accounting
Association’s 1966, A Statement of Basic Accounting Theory commented that it was
impossible to define objectives of accounting because there were a wide range of
users of external financial reports who had differing needs for financial
information.*®* Consequently, it was not possible to build a systematic theory of
accounting based on all objectives of all users. Accounting theorists must choose.
Edwards and Bell, in their 1964 book, The Theory and Measurement of Business
Income, argued that a theory of financial accounting could be based on a selected
group of users of external financial reports who represented the principal users of

accounting information. Staubus recognised this. When outlining his ideas on
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financial accounting theory, he first identified what he considered the main objective
in financial accounting.'?® Despite these challenges, the accounting profession has
developed conceptual frameworks.**

The profession’s efforts in developing financial accounting theory improved
accounting knowledge to a degree that not only produced conceptual frameworks but
also increased the level of technical accounting knowledge. Better technical
accounting knowledge helped improve the quality of accounting qualifications, thus
reinforcing another aspect of the professionalisation process, acquisition of power
from knowledge. These advantages help explain why the accounting profession
developed conceptual frameworks, in spite of this being a difficult and arguably futile
effort, or at least, claimed it had done so.'**

The profession’s struggle to produce financial accounting theory highlights the
importance of international cooperation and sharing in the history of standard setting.
From as early as the end of the nineteenth century the profession’s efforts to define
and improve accounting knowledge have had a strong international element. The
writings of theorists were widely disseminated through the accounting world, as
evidenced in references to them in articles in the New Zealand Institute’s journal and,
as discussed earlier in this chapter, the nature of financial accounting theory evolved
as proposals and critiques came from accounting academics in several countries.

The structure and history of financial accounting theory in New Zealand
‘reflected what existed elsewhere.”*? Until the 1960s, financial accounting theory in
New Zealand came from individuals, rather than a deliberate, collective effort by the
New Zealand Institute, just as in many other countries. These New Zealanders,
practitioners like Perkins and academics like Carrington and Johnston, studied,
researched and debated the elements of financial accounting theory as they were
defined by others in the United States, United Kingdom and elsewhere. However, the
findings of these New Zealanders were neither original nor internationally important.
Any developments in the New Zealand standard setting process followed similar
developments elsewhere. This was in both accounting theory and accounting

standards.
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The international dimension in standard setting extended to the standards
themselves as the standard setting process usually involved standard setting
associations and boards studying standards produced elsewhere and using these as a
starting point for their standards. This was more so in the United Kingdom than in the
United States, and especially so in smaller countries like Australia and New Zealand.
With the rare exception of SSAP-17, from the beginning New Zealand accounting
standards were based on overseas standards. Even when financial accounting theory
in New Zealand took a new direction as in 1992, when the New Zealand Institute
released its framework for financial reporting and for a few years the New Zealand
accounting profession had a well deserved reputation for an innovative approach that
encompassed sector neutral standards, the theory was still based on British, American
and Australian frameworks. In fact, the international element in New Zealand and
other financial accounting theory has increased in recent years with increasingly
general acceptance of international financial reporting standards and hence the
conceptual framework of the International Accounting Standards Board (IASB).
Despite government involvement and legislation dictating many aspects of external
financial reporting, the profession has succeeded and for the most part controlled the
development of financial accounting theory, guiding the evolution of accounting

standards for external financial reporting.

Conclusion

This chapter reviewed the development of financial accounting theory
exploring in particular why the accounting profession went to such lengths to do so.
The chapter also identified an international element in developing financial
accounting theory and its influence on standard setting. For several decades in the
second half of last century the accounting profession made great efforts to develop
financial accounting theory to improve the nature of accounting standards and hence
increase the authority of accounting standards. However, the profession found that
creating generally accepted accounting practices let alone developing a conceptual
framework for accounting standards was complicated. Despite much debate and the
application of some good minds, the profession had difficulty finding a generally
accepted theory to underpin the processing of entity transactions. The problem was in
the standards themselves as a body of knowledge. The origins of standard setting lay

in the codification of existing practice, which produced standards that varied in
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content and consistency.'?® This issue of the practical nature of accounting standards
was accentuated by the profession’s disagreement over what the standards were to
achieve and what information the reports were supposed to convey.'?” As this chapter
demonstrates, these problems were partly responsible for the numerous theoretical
proposals, inductive and deductive, by individuals and associations, academics and
practitioners, few of which achieved wide support. The debates within the profession
over what theory should prevail lay in the different approaches to standard setting, for
whom the profession was delivering this service and how this was to be carried out.*?®

That these disagreements posed challenges for the profession may be
understood in the wider context of professionalisation. As chapters two and three
showed, these debates were a consequence of accounting as a profession ensuring that
its activities enhanced its professional reputation. Chapter two explored the origins of
the accounting profession and illustrated, through a functionalist approach, how
accounting is a profession. This chapter showed that accounting has the characteristics
of a profession, including the early creation of accounting associations that allowed
accountants to act collectively in the interest of the public by controlling access to the
body of accounting knowledge and, with the support of the state, monopolise the
delivery of accounting services.'?® Chapter two also introduced a sociological,
interactionist approach to inform and provide a theoretical framework to explain why
the accounting profession came to develop a new accounting service, standard setting.
This approach included a discussion of Larson’s model of professional behaviour,
which proposes that an occupation becomes a profession through application of a
professional project.™*°

Chapter three began the exploration of standard setting as an example of
professional behaviour, examining the nature of accounting standards and why the
accounting profession carried out its role as standard setter, showing how the
profession’s actions were influenced by its relationship with the state. The literature
discussed in this chapter documented the changing interaction between the profession
and the state during the twentieth century as the accounting profession faced several

challenges as standard setter, among them economic events, such as share market

126 Gaffikin (1979).

27 Muis (1977).

128 Miller and Redding (1988).
129 Willmott (1986).

130 | arson (1977).

146



crashes, that led to a questioning of the independence of the profession as standard
setter in acting in the public interest.*** These criticisms of the effectiveness of
accounting standards resulted in the profession making the standards more regulatory
and the state increasing its level of intervention in the standard setting process.

The challenges for the profession, as noted in the literature, stemmed from the
nature of accounting knowledge which the profession partially overcame through
international cooperation and sharing of ideas, standards and frameworks.**? Standard
setting has always had an international dimension but this has become increasingly
significant in recent years with many countries adopting international accounting
standards. Several researchers, including Hines, Poullaos and West, have applied
Larson’s model in their studies of the accounting profession. Hines did so in her study
of the nature of financial accounting theory and others, such as Poullaos and West,
have taken an approach similar to Larson’s in their studies of professionalisation and
monopolisation of services.™*® The defining characteristics of the actions of
professional associations to dominate and maintain dominance of an accounting
service by controlling the knowledge and negotiating with the state to carry out that
service were identified and explored in the literature on standard setting.

Chapters two and three therefore provided evidence from the literature that
these characteristics have been identified by researchers in the increasingly regulatory
nature of accounting standards, the strong international dimension to standard setting
and the relationship of the profession with the state. This chapter adds to the evidence
that standard setting is a professional activity, arguing that developing financial
accounting theory signalled the importance the accounting profession placed on its
role as standard setter; that the accounting profession saw standard setting as a
professional activity and linked to its professional reputation explains why it
persevered in trying to develop financial accounting theory. As this chapter
demonstrates, the profession eventually managed to create conceptual frameworks,
making standards clear, coherent and consistent. However, the debate on financial
accounting theory has not finished. In New Zealand, the Institute was an interested
observer in the development of financial accounting theory rather than a participant,

and benefited by using standards developed overseas within the conceptual

131 \Watson (1981); Merino and Neimark (1982); Clarke (2004).
132 Hines (1989); West (2003).
133 Hines (1989); West (2003); Poullaos (2009).

147



frameworks.*** This international dimension to New Zealand standard setting was a
reflection of the ongoing debates on financial accounting theory elsewhere. An
important outcome of the international element in the growth in financial accounting
theory was the creation of international accounting standards which today are being
adopted in most countries, including New Zealand. Standard setting was not an early
choice of the accounting profession as a professional activity but the evidence of the
literature shows that once the profession became a standard setter it made determined
proactive and reactive efforts to improve standards. This thesis argues that Larson’s
model of professional behaviour helps interprets these actions.

The historic narrative of the history of standard setting by the New Zealand
Institute, set out in chapters five to eleven, aims to verify if the themes identified in
this section of the thesis are apparent in the New Zealand history, in the process
answering the questions of why and how the New Zealand Institute became a standard
setter. The history is analysed to determine whether, as a case study, it confirms
Larson’s model of professional behaviour and thus test the hypothesis that standard
setting may be considered one means the accounting profession used in its

professionalisation process.

134 Johnston (1950); Carrington (1958).
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SECTION TWO: STANDARD SETTING IN NEW ZEALAND
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Chapter Five: Research Activity 1908 to 1937

Introduction

The history of accounting standards in New Zealand begins with the early
research activities of the accounting profession. The accounting profession in New
Zealand, keen to establish and maintain its new professional status, partly fulfilled this
ambition in 1908 with the creation of the New Zealand Society of Accountants
(NZSA/Society). As a professional association, the NZSA acted on behalf of members
while actively supporting and helping them to give the New Zealand public the
service expected of professional accountants.

The three sections in this chapter follow the pre-accounting standard history of
the NZSA, before 1919, from 1920 to 1929 and from 1930 to 1937, looking in
particular at the research activities of the Society during these times. An outstanding
feature of this history was continuing debate within the Society on whether the

responsibility for research should be the Society’s or individual members’.

Setting the Scene: To 1919

From the first, the literature on professions has highlighted the importance of
the professional association to the success of an occupation becoming a profession.
Reader gave as one defining characteristic of professions that they had “...a voluntary
professional association to provide advocacy and discipline..” and Lee saw
professions as *...occupations organized in institutional form.”* Professionals, while
independent and autonomous in their work, acted collectively to achieve and maintain
professional status and they did so through their professional associations. It was the
associations, on behalf of members, that promoted the profession and controlled the
market for professional services. A sign of professionalisation was therefore the
existence of a professional association and in accounting in New Zealand by the end
of the nineteenth century there were a number of associations including the
Auckland/Wellington Public Accountants Association and The Certified Accountants
Association of New Zealand.?

The two most significant and long lasting associations were the Incorporated
Institute of Accountants of New Zealand, registered in 1894 and recognised as the

! Reader (1966); Lee (1996).
2 M. Nolan, ‘Uniformity and Diversity: A Case Study of Female Shop and Office Workers in Victoria
1880-1939,” Extract from PhD Thesis (draft), (Wellington, 1989).

150



first ‘organized society of accountants’ in the country and the Accountants’ and
Auditors” Association, created in Auckland in 1898.°

Although little appears to be known about these organisations there was some
degree of competition between them as they endeavoured to dominate or at the very
least participate in the growing field of professional accounting.” Graham observed
that the Accountants” and Auditors’ Association was founded by some Auckland
accountants concerned about Wellington parochialism and how the Incorporated
Institute conducted its examinations.® This type of competition was not exclusive to
New Zealand. Carnegie and Edwards have commented on competition between
accounting associations in Australia as has Walker in his studies of accounting
associations in the United Kingdom.® Where the New Zealand history differs from
these countries is that in 1905, the Incorporated Institute and the Accountants' and
Auditors' Association agreed to cooperate to seek the legal registration of accountants.
The two New Zealand associations realised that if they were to control the affairs of
the profession in general they required state support.’” Furthermore, they knew that
legislation would only be possible if they worked together on their application to
Parliament and convinced the Parliamentarians that New Zealand would benefit from
such a move.®

The common good was an important argument raised by the two accounting
associations. Parliament required assurance that work carried out by a qualified
accountant met a particular and known standard. It was a useful argument, frequently
advanced by a number of professions and in some respects reflected their service
ethos. In Scotland, for example, chartered accountants in the nineteenth century
successfully defended their monopoly of their title on the functionalist ground of the

common good.® A legal foundation allowed an accounting association to regulate its

3P, Barr, President of the NZSA, in his address at the first annual general meeting of the New Zealand
Society of Accountants, NZSA Yearbook 1911, p.74.
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associations see Chapter two of this thesis.
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members and, by restricting the service provided to the community, guarantee the
work they carried out.

After a few attempts and setbacks New Zealand accountants achieved
legislative recognition in 1908 when the New Zealand Government passed the New
Zealand Society of Accountants Act.* This Act constituted a new accounting
association, the New Zealand Society of Accountants, gave legal protection to the use
of the titles “public accountant’ and ‘registered accountant” and set disciplinary
provisions for the association.'! Members of the NZSA had to be members of the
Incorporated Institute, the Accountants’ and Auditors’ Association or a recognised
British Empire accounting association, or have three years’ experience as an
accountant.*? Both the Incorporated Institute and the Accountants' and Auditors'
Association continued to operate. However, with its legal backing, the NZSA
dominated to the extent that by the end of the 1970s it was the only one of the three
associations still in existence.

The influence of the British accounting profession was evident in the new
accounting organisation and this was not surprising. As noted in chapter two, the
Imperial links between the United Kingdom and its colonies were strong in almost all
areas of society.*® New Zealand’s status changed from a colony to a British Dominion
in 1907 and with the growth of the frozen meat and dairy industries, by the 1920s, the
Dominion of New Zealand was heavily dependent on Britain for its trade in exports as
well as imports.** The British connection meant that NZSA members were also aware
of developments in the profession in other countries with British links, especially
Australia, Canada and the United States.™ As a result, the NZSA was structured in
much the same way as accounting organisations in the United Kingdom and Australia.
There was a Council, appointed by members that oversaw the running of the
organisation and three Council committees, an executive committee, an education
committee and a committee that dealt with technical and investigation issues. As a
new organisation, the NZSA concentrated on the professionalisation of accountants

19 Graham (1960), p.24.
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through entry qualifications and requiring best accounting practice. Branches of the
NZSA operated at the regional level, with a formal structure of officers and
representatives on the Council. As part of the professionalisation process, branches
met regularly to discuss many issues arising from the running of the branch as well as
wider accounting topics, such as examinations and practical issues.

From 1906, accounting associations used the weekly New Zealand business
periodical, Mercantile Gazette, to disseminate the results of their Council and branch
meetings, decisions and discussions. The Gazette gave two or three pages, headed The
New Zealand Accountant, to the three accounting organisations, which they filled with
a variety of information from meetings to appointment of officers to examination
questions and passes. Frequently there were articles based on speeches given in the
United Kingdom, United States and Australia. From 1908, The New Zealand
Accountant was the “official organ of the Accountants of New Zealand and The Union
of Accountant Student Societies in New Zealand.” Between 1910 and 1914, the
official organ of the NZSA, Accounting and Commerce, replaced the Mercantile
Gazette.*® Accounting and Commerce was a new and short lived publication produced
by some Wellington members of the NZSA. In 1921, the Council resolved to buy the
magazine and established a Board of Control to negotiate terms, but then almost
immediately decided not to accept those terms.*’ In 1922, the NZSA started its own
magazine, The Accountants’ Journal, which continues to this day.*® Although most
accounting articles originating in New Zealand could be said to be on administrative
matters, there were a few articles showing that some individuals were carrying out
research. Accounting and Commerce in 1915 printed J.M. Preston’s talk to the
Wellington Accountant Students’ Society on reading external financial reports.™® In
1920, E.W. Hunt reviewed the lack of information in external financial reports,

congratulating the Kauri Timber Co Ltd for the high quality of its financial reports,

16 Report of meeting of the Council 5 November 1914, New Zealand Institute Archives (Wellington).
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which Hunt printed for readers to see.? G.J.J. Feil contributed several articles to The
New Zealand Accountant on production costing, outlining how to account for
output.”*

The participation of members such as Hunt and Feil made the NZSA an active
professional accounting association, as the profession fulfilled public demand for
accounting services. The NZSA had Australian connections and was modelled on
British accounting associations. As with Australian and British accounting
associations in their countries, the NZSA was occupied not just in supplying
accounting services but also in maintaining professional status for its members in
New Zealand society. It did so using the means that researchers such as Freidson and
Larson later defined as characteristic behaviour of professional associations, including
controlling the market for accounting services and the quality of specialised
accounting knowledge.?” The NZSA had legislative backing for accounting services
and it used the journal and branches of the Society to develop accounting knowledge.
For some members of the NZSA developing accounting knowledge and hence

improving the quality of accounting services required more than this.

The Pressure to Undertake Research: 1920 to 1929

During the 1920s there was considerable debate within the Society on the role
of researching as a means of improving the quality of accounting services to the
community. There was no debate for members about their obligations to society.
Members recognised that to remain professional and be perceived as such, they
needed to keep improving the quality of delivery of accounting services.?
Government regulations, such as the Companies Act, dictated how businesses were to
convey financial information but the community demanded, and the profession
delivered, further accounting services. The NZSA'’s journal frequently reminded
members of their duty to give service in the public interest, relaying this message in
several articles reprinted from journals overseas and thus emphasising the connection

the New Zealand profession had with the profession overseas. R.J. Dilworth at an

20 E W. Hunt editorial The New Zealand Accountant in the Mercantile Gazette 11 February 1920,
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annual convention of the Canadian Society of Chartered Accountants emphasised the
responsibility of the profession to the investor.** Lord Rosebery in Britain, said *...the
accountant was the financial conscience of the community.”® These comments
carried some weight for accounting practice in New Zealand reflected more the
influence of the accounting profession in the United Kingdom than the United States.

The British accounting profession emphasised practical accounting rather than
theoretical accounting, so the New Zealand accounting profession did likewise.
Indeed, the first editorial in the NZSA’s journal to refer to practical standards of
education, ethics and discipline in the accounting profession made no mention of
accounting principles.?® But to provide more professional services accountants needed
to examine and review accounting practice. How to do so was the subject of much
debate within the NZSA. Some individuals in the profession, in New Zealand as
elsewhere, were beginning to consider the theoretical underpinning of accounting
practice. F.H. Harris, in an essay published in the Journal in 1923, for example,
illustrated the universality of application of recognised accounting principles.?’
However, his essay was vague on what those principles were and he did not discuss
them. For many accountants at this time, the use of the word “principle’ appeared to
be less a theoretical basis for working and more a consistent regulation of behaviour.
Other individuals felt that improving accounting services was best done through
research. Griffin, in an editorial in The Accountants’ Journal noted, ‘accountancy
owes a debt to clients...and the community generally in respect of research and
science investigation into... important (accountancy related) problems.’*® Griffin was
critical of the lack of research in the NZSA and he suggested some accounting issues
the Society should study, such as depreciation, taxation and valuation.? Griffin

favoured practical accounting rather than the theoretical approach of fellow NZSA
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members such as Harris. He suggested that the research methodology could be
collecting data on important industries in New Zealand and he quoted the British
accountant, Sir Josiah Stamp. “... [I]t is a reproach to us if we are not making our fair
and proportionate contribution to the body of practical knowledge which it has always
been the duty...of a chosen few in the other professions to confer on their fellows.”*
Stamp was not advocating that all members of the profession do research, just a few
on behalf of others, and Griffin agreed.

The NZSA Council however, saw improvement of accounting practices as an
obligation on members of the Society rather than the Society itself. This stance
emphasised the concept of the professional as independent and autonomous, using
skill and individual judgement in their work. Professional associations, as Lee noted
in his study of the Society of Accountants in Edinburgh, acted on behalf of members,
and while monitoring member behaviour they did not dictate how members worked.*
The NZSA Council consequently saw improvements in accounting practice coming
from members at branch level through meeting and sharing ideas, rather than the
Society collecting and analysing data as Griffin and others wanted. Some branches
however thought otherwise. The Wellington branch was the most insistent on calling
for the Society to carry out research. This was in some measure because of the efforts
of one individual, Feil, who was a keen researcher and prominent advocate for the
accounting profession, through the NZSA, to engage in research. Other members of
the Wellington branch who agreed with Feil included F.H. Bass and Griffen, public
accountants, well known members and contributors to the Society and the journal.*

Feil was especially vocal in his insistence on the NZSA doing more to
improve accounting practice. He must have engaged in some fiery exchanges in
Wellington branch meetings if correspondence in the journal in 1926 is anything to go
by. In this year, Feil took exception to an editorial in The Accountants’ Journal that
claimed that the profession had not carried out enough research, responding in a letter
to the Editor that he had published work on accounting issues conducted at his own
expense.® He called on the Society to lead the way, finance research and encourage
all members to do research. Griffin responded to Feil’s letter with some bemusement,

noting that Feil appeared to imply that any research to date had encountered *...a
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certain amount of thinly veiled opposition.”®* It is interesting that the two men
disagreed when they were both trying to encourage accounting research. It is possible
that they saw research from different points of view. Feil’s work focused on
explaining and discussing applications of accounting as in production costing.

To Griffin, research required collecting data. In 1926, he supported a request
from the New Zealand Department of Agriculture, which was researching farm
finances, for the names of farmers who kept accounting books.* Bass, who succeeded
Griffin as editor of the Journal, agreed that the profession should be collecting data
“for general use in the Dominion’ suggesting that the NZSA could compile and
analyse business statistics, including average gross profit, and percentage of bad debts
to turnover. Accountants should do this, Bass claimed, because business owners were
reluctant to disclose such details about their businesses.*® In an editorial, Bass noted
that American universities compiled statistics for general use. He also printed Sir
Josiah Stamp’s paper on the use of statistics in the United Kingdom.*” Bass
acknowledged that New Zealand was too small to emulate the American university
system of data collection but he thought that it was possible that “...by proper
cooperation between the Chambers of Commerce, Trade Associations and public
accountants of the Dominion, a system can be devised, whereby certain standards can
be set up for general guidance.”* Collecting statistical data implies its use in financial
management rather than in accounting. However, as Bass noted, such information
could form the basis for accountants to act as financial advisors.

In 1928, the Wellington branch of the NZSA submitted a remit to the annual
meeting of the Society:

That it be a recommendation to the Council to set up a special Committee to devise a scheme
for the collection of data in connection with both the primary and secondary industries of the
Dominion; such data to be supplied by the members of the Society from their practical
experiagnce so0 as to indicate the lines along which research work might be most profitably
done.
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The meeting rejected the Wellington proposal, even though the Canterbury and
Hawkes Bay branches supported the remit.*® However, the Council responded to the

Wellington remit by resolving to

(ask) the Faculty of Economics at the four University Colleges and the New Zealand Branch

of the Economic Society to indicate whether there are any directions in which the Society

might cooperate with them in the collection of data in connection with both the primary and

secondary industries of the Dominion.*
This response from the Council showed that the NZSA was aware that research of this
nature was necessary, and did not oppose it. Rather, the problem was that the Society
could not, or did not wish to, undertake the collection of data. Unfortunately, the
request to the University Colleges was unsuccessful. Replies came from three of the
University Colleges, regretting that they could not undertake the research. Possibly
the Colleges did not have the capacity to collect data or the interest, as there were no
specialist accounting academics at this time. Equally possible is that university
personnel may have considered that this was not the task of the University, for they
recommended that the Society approach the Government Statistician. Council,
however, decided that it was too difficult to obtain data and resolved to take no further
action.*

Rejection did not deter the Wellington branch. The Council and the University
Colleges could not help but Wellington members were determined to do something.
Within a few weeks of the annual meeting, the branch appointed Feil and T. Auton ‘to
investigate the best methods by which the Society can assist research work.”** A few
months later, the Branch established a subcommittee to work with the Incorporated
Institute and come up with ideas. H. Valentine was the Chair. The other members of
the subcommittee were Auton, Feil and J.L. Arcus. Valentine and Feil were members
of both the NZSA and Incorporated Institute. The subcommittee reported to the
Wellington branch of the Society giving a summary of overseas developments,
concluding that there were many areas for research in business and finance in New
Zealand and accountants should take the lead in doing this research *by virtue of their

specialised training, intimate knowledge of business conditions and widespread
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influence.”** Areas of possible research identified by the subcommittee included
collecting statistical and financial data, financial standards and ratios, financial and
economic investigations and the technique of accounting.

The subcommittee recommended that the NZSA establish a permanent
research committee, members of which did not need to be NZSA members. Further,
the subcommittee recommended the NZSA appoint a full time research officer and
provide prizes or bursaries for members doing research.*® The research committee
should consider what was happening in accounting research overseas and coordinate
research in New Zealand. The research officer was to do the actual research, with the
support of members, and organise accounting literature and the Society’s library.
Council considered the Wellington report and decided to approve a research
committee only if members at the coming annual meeting agreed, but that any such
committee should have only Society members. The Council, however, did not agree
with the idea of appointing a Research Officer.*

In 1929, at the Society’s annual meeting, Bass and Feil, as representatives of
the Wellington branch, put forward the recommendations of the subcommittee.*” A
delegate from Dunedin supported the recommendations but the majority of delegates
present opposed them. Instead, the meeting passed an amendment to the proposal
approving the third recommendation: prizes for individual research. The decision by
the members present at the Society’s 1929 annual meeting to reject the motion to
establish more formal research opportunities within the Society went against trends
overseas. As Zeff noted, accounting organisations in both the United Kingdom and
the United States had created research committees.*®

Those who opposed the remit gave three reasons. There was no one with the
necessary skills available in New Zealand to do the research, a research committee or
research officer was too expensive for the Society and data collection was more

properly the task of the Government Statistician.*® Of the three reasons, cost appeared
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to be the greatest impediment. Some branches were already questioning the cost of
sending the Journal copies of lectures delivered in their meetings, so the costs and
impracticability of collecting data from branch members and sending the data to a
research officer in Wellington must have seemed very great.>® New Zealand was a
small country and the NZSA was not a large accounting association. Members would
have to pay higher subscriptions for the Society to employ a research officer.

The argument that there was no one in New Zealand able to carry out the
research was also understandable given the size of the association. There were a few
individuals like Feil who, although in public practice, were willing to do research and
publish their findings but there were no accounting academics. Accounting was not a
university discipline at this time and the University of New Zealand Colleges had
already indicated their reluctance to help the association in any research activities.

These disadvantages outweighed the perceived benefits of research, even
though some of those calling for national level research in the Society were prominent
members of the Society, including the Editor of the Journal. Some, such as Griffin,
were Presidents of the Society, or men who were later to become Presidents after
serving on the Council. Given their involvement and prominence in the Society, their
lack of success was surprising, for they remained unsuccessful in persuading Council
to set up research committees, let alone employ a research officer.

The Council resolved to implement the amendment passed at the 1929 annual
meeting by establishing research competitions with prizes. At the first meeting of the
Council immediately after the annual meeting, a subcommittee of Bass, Valentine and
Feil was asked to look at how to award prizes for research.®* The Council’s prompt
response did not mean that all members agreed with the decision made at the annual
meeting. Valentine, as chair of the Wellington branch’s subcommittee on research,
wrote to the Journal criticising Council members for not supporting the Wellington
remit. He rejected the reasons given at the annual meeting for not appointing a full
time research officer or permanent research committee, demanding to know when
would be an opportune time to do research, that there were people in New Zealand

with the skills to do research and the Society had the funds to spend in this area.

%0 In 1924, the Taranaki Branch, for example, complained of the cost, personal and financial, of
supplying the Journal with a copy of the talks given at meetings of its student society. Source:
‘Summary of Proceedings of the Fifteenth Annual Meeting of Members,” The Accountants’ Journal,
3:3(1924), pp.65-79.

*! Report of Council Meeting 27 August 1929, The Accountants’ Journal, 8:3 (1929), p.95.
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Valentine reiterated why the NZSA should carry out research, reminding members
that the Society had to take the lead because it had professional responsibilities to the
public and the wider community. 2

Bass had introduced the same point a year earlier, asking ‘who will take the
lead?”** If members such as Bass, Valentine and Feil had their way, the Society would
have done so. They were not the only ones calling for the NZSA to conduct research.
In 1929, N. Francis, speaking on behalf of the local Chamber of Commerce at a
dinner held by the Christchurch Branch of the Society, said that research in
accounting was necessary.>* Any research was the result of the enthusiasm of
individuals rather than a serious goal of the Society.

The editors of the Journal continued to press for more research. Editorials in
the Journal during the 1920s outlined what the editors considered to be suitable and
necessary accounting research. Earlier in the decade, the editors stressed the
importance of collecting data. By 1929, editorials were emphasising the need for
research on standardisation of accounting, a more theoretical, yet still relatively
practical, aspect of accounting. The first of two editorials on this issue explored the
idea of standardisation of accounting methods as a general guide for members, noting
that this would simplify what accountants needed to do and enable greater use of
business information. The second editorial invited comments from members on the
use of standardised forms in business.> The Journal reprinted articles from overseas
on external financial reporting. In the United Kingdom, C.T.A. Sadd wrote ‘A
Banking View of Balance Sheets’, which looked at the use of the balance sheet when
a company was consulting with a bank for a loan.*® E.S. Wolfenden analysed
company balance sheets in Australia and in 1929, the Journal published another
article from The Commonwealth Journal of Accountancy, an address on the
preparation of final accounts delivered by J.L. Sargent to Tasmanian accounting
students.>” Sargent discussed the clarity of final accounts and their usefulness to users,
in particular, format, terminology, and a demand for standardisation of final accounts

52 *Correspondence,” The Accountants’ Journal, 8:5 (1929), pp.173-174.

53 F.H. Bass, ‘Comparative Business Statistics,” The Accountants’ Journal, 7:1 (1928), p.2.

> Report of Christchurch Branch, The Accountants’ Journal, 8:6 (1929), p.204.

% Report of Council Meeting 22 February 1929, The Accountants’ Journal, 7:9 (1929), pp.257-258 and
F.H. Bass, Standardisation”,” The Accountants’ Journal, 8:4 (1929), p.113.

%6 Sadd (1927), pp.297-300.

> E.S. Wolfenden, ‘Criticism of a Company’s Balance Sheet,” The Accountants’ Journal, 6:8 (1928),
pp.252-257 and J.L. Sargent, ‘Preparation of Financial Accounts,” The Accountants’ Journal, 7:8
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to enable comparisons between years within a company as well as between
businesses.

The internal debate on whether the NZSA should undertake research on behalf
of members had now extended to a debate on whether some of that research should be
part of the profession’s response to external pressure for it to improve the accessibility
of information in external financial reports, for example by helping to standardise
these reports. As discussed in the next section, this pressure was in part a consequence
of changing economic circumstances that became more apparent from the end of the
decade and investors became more dependent on the information in entity external
financial reports. The pressure on the profession also highlighted a more general
change in social expectations of the accounting profession elsewhere, not just in New
Zealand. As Zeff observed in his studies of the accounting profession in several
countries, societies were demanding that the accountant provide more direction in
financial reporting.®® Fulfilling that demand was to become a public professional

responsibility of accountants.

Researching the Standardisation of Accounts: 1930 to 1937

Economic events during the 1930s directly and indirectly affected the response
of the NZSA to general calls for more reliable external financial reports. The Society
initiated a variety of ways members could develop their skills in supporting clients but
the emphasis remained on encouraging individual autonomy in practice and research.
By the end of the decade, however, despite misgivings from some members the
Society was moving from ad hoc to formal research in several areas.

The variety of accounting issues that needed studying was, as Bass
commented in 1930, of ‘unlimited scope’ and members regularly presented
suggestions for possible areas of research at NZSA meetings.* In an editorial, W.
Appleton wrote “[t]here is ample scope for investigation and research into various
phases of accountancy practice...accountancy cannot afford to rest on the
achievements of the past.”®® He suggested topics could include value of stock,

depreciation and company accounting, but whichever topic, the New Zealand

%8 Zeff (1972, 1973 and 1979).

9 F.H. Bass, “The Convention,” The Accountants’ Journal, 8:9 (1930), p.273; ‘Report of the
Convention: The Consideration of Branch Remits,” The Accountants’ Journal, 8:9 (1930), p.317. The
Wellington subcommittee on research had proposed a number of measures, including establishing a
national committee on research and encouraging research through competitions that offered prizes.

% W. Appleton, ‘Post-Graduate Training,” The Accountants’ Journal, 16:12 (1938), pp.749-750.
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accounting profession, as in the United Kingdom and the United States, continued to
emphasise best practice, or, as G.O. May put it, “the distillation of experience.”®
However, following major international economic events, including disclosure of
company fraud, financial reporting was becoming a worldwide accounting issue in
urgent need of review and revision.

The Stock Market Crash in 1929 and Great Depression of the 1930s raised the
issue of the quality of external financial reports issued by entities listed on stock
exchanges. As businesses became larger and more complex, the assurance of auditors
that the financial reports of management were reliable became more important.
Shareholders as entity owners and intending investors increasingly relied on
accountants to verify an entity’s financial reports. Pressure was therefore on the
accounting profession to provide a service that allowed effective and informative
decision-making by shareholders and investors. The accounting profession worldwide
responded in a number of ways to this pressure, one of which was research into how
to be as effective as possible.

In New Zealand, the NZSA'’s response to these pressures to improve the
quality of external financial reporting was to study accounting in selected industries,
and to do this through the thesis competition. Council saw the thesis competition as a
feasible way for the NZSA to guide members and at the same time enable individuals
within the Society to do research that would benefit all members. Many members,
including the Journal’s editors, agreed. Bass saw the competition as allowing the
creation of a specialised accounting literature pertinent to New Zealand.® Griffin
hoped that a standard textbook would come from the successful essays.®

During the 1930s, there were three thesis competitions. The first thesis award
was in 1933 and the winner received a substantial prize plus a gold medal. The topic
was Dairy Industry Accounting. The second thesis award was in 1936 with a similar
prize. The topic this time was Local Authorities’ Finances and Accounts. At the
suggestion of the Auckland branch, the third thesis competition in 1939 had an open
topic, the winning thesis being on Executorship Accounts. It is possible to see a link

between the first thesis topic and the demands for industry data that some members

%1 Quoted by R.K. Storey and S. Storey, The Framework of Financial Accounting Concepts and
Standards,” Financial Accounting Series, Special Report, (Norwalk, Connecticut, 1998), p.3.

%2 F H. Bass, “The Convention,” The Accountants’ Journal, 8:9 (1930), p.273.

%3 J.L. Griffin, President’s Address in ‘Summary of Proceedings of the Twenty First Annual General
Meeting of Members,” The Accountants’ Journal, 9:3 (1930), p.67.
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wanted a decade before. The agricultural sector was important in the New Zealand
economy. Therefore, any information about helping the dairy industry to be more
efficient, as well as improving the method of accounting, would be valuable to the
industry as well as interested parties. The Accountants’ Journal published the three
winning essays, thus helping to spread accounting ideas and methods among
members. However, the competition and the publication of the winning essays
remained the only steps taken nationally by the Society as regards promoting research
in accounting in New Zealand.

In a further move, in March 1934, Council appointed yet another
subcommittee to consider the matter of future research competitions, but the extent of
the subcommittee’s ideas appeared to be limited to inviting members to submit
suggested topics for future thesis competitions.®* Later in the decade, in a variation on
the national thesis competition, the Auckland branch introduced a 3,000 word essay
competition, the topic to be an investigation of a particular problem in a business. The
aim of this competition, which was open only to Auckland branch members, was ‘to
encourage research, particularly among the younger members.”®

Debate continued within the NZSA on what and how to conduct research.
NZSA members like Feil pressed for more formal opportunities for research.
Advocates for formal research pointed out that this would make it possible for Society
personnel to carry out research on behalf of members. Not everyone agreed. An
editorial in 1937 encouraged members to do research themselves, rather than rely on
national level research ‘because this is the way for the accounting profession to
progress.”®® Some individuals within the NZSA, while not opposed to research, did
not see why Council should be involved at all. A Dunedin representative at the 1930
NZSA Convention noted that ‘true’ researchers did not work for money so why
should the Society pay for this.®” However, organisations outside the NZSA continued
to see the need for the NZSA to take the lead in researching accounting issues such as
external financial reporting. Valentine, speaking at the Society’s Convention in 1930,

reminded members that the Manufacturers’ Association expected this of the
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% Report from the Auckland Branch, The Accountants’ Journal, 17:12 (1939), p.386.
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profession.®® But at the 1930 Convention, Griffin, now President noted that Council
‘did not consider the time yet opportune for a permanent research organisation.” He
asked if the Wellington branch would accept ‘as an instalment, a research
committee.”®® As the member representing the Wellington branch, Feil agreed with a
new motion ‘that in order to encourage accountancy research, steps be taken to set up
a Research Committee.””® Although the meeting passed this motion, the Council does
not appear to have set up a research committee. Council continued to focus on the
thesis competitions.

In 1935, Council asked Valentine to collect information on what type of post
graduate level study the NZSA should undertake, or at the very least, encourage.”
The President, P.B. Foote, commented at the annual meeting on 27 February 1936 that
no matter what Valentine found, *...one cannot stress too strongly the necessity that
exists for our members to keep abreast of the latest developments in accountancy and
the law as it affects our profession’, thus reiterating the Council’s view that the
objective for research was to improve accounting services.’? Foote proceeded in his
address to encourage members to do research even if there was no prize and he noted
that Council was unable to fund more work. However, the pressure was still on the
Council to provide formal means of conducting research. At the annual meeting in
1936, for example, Auton urged the Council to employ a full time research officer.

Valentine delivered his findings to the Council meeting in February 1937,
which referred his report to the Education Committee.” The Education Committee
studied the report and discussed what the NZSA should do, including whether the
NZSA should support a bursary for an NZSA member to study in London. It was at
this meeting that W.R. Brown made a suggestion that was to have long term
repercussions for research activities in the NZSA, recommending that the Society
should copy the accounting profession in Melbourne and set up Study Circles. The

Council rejected this suggestion, saying that the NZSA was too small for study
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groups, but some members warmed to this idea.”* As discussed in the next chapter, in
1938 the Auckland branch had the enthusiasm and motivation to create study groups.
In the meantime, the Council favoured the idea of a Society library. C.H. Wynyard, in
his Presidential address at the annual meeting in 1937, was “...hopeful that Council
may be able to establish a Special Research or Central Library where works and
publications of an advanced nature would be available for members...” " Branch
libraries were already in existence but they were small and not used widely.

The NZSA’s official approach to research differed from the approach taken
overseas.® Unlike the NZSA, accounting organisations in both the United Kingdom
and the United States had national committees carrying out research during the 1930s.
In 1935, for example, the British Society of Incorporated Accountants and Auditors
established a research committee to guide any research and publicise research results
that improved ‘the techniques of the profession’, showing again the emphasis of the
accounting profession on practical matters, that is, best practice.”” In the following
year, the Institute of Chartered Accountants in England and Wales set up a new body,
the Accounting Research Association, to carry out similar work.

In the United States, research in the 1930s took a different path from the
British profession because the collapse of the American stock market in 1929
highlighted the need for more informative external financial reports. The American
Institute of Accountants responded to public pressure for the accounting profession to
do something by establishing a Special Committee on Cooperation with Stock
Exchanges that corresponded with the Exchange’s Committee on how to improve the
level of disclosure in external financial accounts issued by publicly listed entities. The
Special Committee released its correspondence to Institute members in 1934 under the
title “Audits of Corporate Accounts’, one of the key points being that auditors were to
attest that a client’s financial reports presented a fair or otherwise account of the
business ‘in conformity with accepted accounting principles.””® These principles were
elicited from existing accounting practice and the use of the term ‘principle’ was

" Report of Education Committee Meeting 27 April 1937, The Accountants’ Journal, 15:11 (1937),
p.339.

> C.H. Wynyard, President’s Address in ‘Summary of Proceedings of the Twenty Eighth Annual
General Meeting 25 February 1937,” The Accountants’ Journal, 15:9 (1937), p.273.
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defined later by the then Chair of the Institute’s committee as ‘a general law or rule
adopted or professed as a guide to action; a settled ground or basis of conduct or
practice.””® Importantly, the Special Committee did not attempt to describe a
theoretical basis for these principles but recommended that the American Institute set
up a committee of accountants, lawyers and other interested parties to do so.

At the same time, the United States Government acted to protect investors by passing
the Securities Exchange Act 1934. The Act created the Securities Exchange
Commission (SEC), which had the authority to prescribe accounting and auditing
practices in external financial reports. In 1937, the SEC informed the American
Institute that if the accounting profession did not develop a set of accounting
principles and reduce areas of difference in accounting practice then it would. In
1938, the SEC issued Accounting Series Release No 4 ‘Administrative Policy on
Financial Statements” which required entities to use accounting principles that had
‘substantial authoritative support’. In response to these pressures, the American
Institute enlarged the Committee on Accounting Procedure to study and pronounce on
accounting principles. The Institute intended the committee to be its source of
‘substantial authoritative support’ for accounting principles, as required by the SEC.*°

In the United States and the United Kingdom, some research had a more
academic focus that was to have consequences for the development of financial
accounting theory. The research committee set up in 1935 by the United Kingdom’s
Society of Incorporated Accountants and Auditors aimed to study the design of
accounts, ‘especially the general principles of the presentation of accounts.”®® In the
United States, the American Institute of Accountants’ use of the phrase ‘accepted
principles of accounting’ provided a stimulus for research in that country into the
theory of accounting.

Thus the British and American approaches to external financial reporting had
philosophical differences. In the United Kingdom, the professional accountant was an
individual, who exercised sole judgment.®? Accordingly, improving the standard of
work of accountants in the United Kingdom was voluntary. The result of any research

that could improve accounting practice could only be placed before the accountant
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and it was up to the accountant to decide whether to accept this result. On the other
hand, the accounting profession in the United States was more concerned with
achieving uniformity of practice.®® Research that could improve accounting practice
was presented to the American accountant as something that had to be done and
prescriptive, rather than could be done and discretionary. The Americans appeared to
recognise the importance of research, especially research undertaken by the
accounting organisations. They established research committees and employed
research staff. In 1938, in part because of their academic connections, the American
accounting profession produced a booklet on “The State of Accounting Principles.”®
M.S. Spence, in an address on “The Art of Presentation’ reprinted in The Accountants’
Journal, referred to promulgations from the American Institute of Accountants.®

The NZSA’s refusal to establish a research committee may reflect different
degrees of external pressures on the profession in New Zealand as compared to the
profession in the United Kingdom and United States. The New Zealand economy was
not as directly affected by the 1929 stock market crash as the economy in the United
Kingdom or United States. New Zealand entities had not collapsed to the same extent
as in other countries.® So the accounting profession here did not receive the same
level of pressure to act to improve external financial reporting as the profession
received in the other countries. However, the New Zealand accounting profession was
aware of the impact on the American accounting profession of the consequences of
the share market collapse, as well as the ongoing concern about financial reporting in
many countries and there was some pressure on the New Zealand profession to
respond. The quality of external financial reporting remained under scrutiny in New
Zealand as some entities struggled with fluctuating land prices in the 1920s and the
Great Depression in the 1930s.%

The Great Depression may in part explain why the NZSA Council was
reluctant to create a national research committee, for the cost of research remained a
determining factor in Council decisions. Lack of finance was one of the reasons

usually given by the Council when it was rejecting requests for such a committee but
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the influence of economic events, such as the Great Depression, was less obvious in
the NZSA'’s journal than might be expected given the significance of the depression
on the New Zealand economy. Throughout the discussions and arguments about
research, as seen in The Accountants’ Journal during the 1930s, the negative effects
of the Wall Street crash and the Depression were not highlighted or discussed. The
Journal did not discuss New Zealand entities adversely affected by either the share
market collapse or the resulting economic depression. There were articles describing
the responsibility of the accountant, as auditor of publicly listed entities, to would be
investors but there was no debate on the wider implications of the quality of external
financial reports to the success of investment in business. In addition, there were no
comments from NZSA members on what the New Zealand Stock Exchange was
doing to prevent or minimise future company collapses. The general impression
gained from reading the Journal from this time is that the accounting profession was
more concerned with the particular rather than the general, focussing on improving
the quality of accounting services provided by individual members. However, that did
not stop the profession observing and commenting on external financial reporting
throughout the 1930s.

The Accountants’ Journal frequently referred to the unsatisfactory state of the
external financial reports of some New Zealand entities. The higher the quality of
external financial reports the more useful were the reports to users, such as
management, shareholders and other interested parties; and although New Zealand did
not have examples of notable reports, the accounting profession was aware of the
need to improve external financial reporting.®® G.W. Reid, at an annual meeting of the
Canterbury branch, noted that shareholder concerns needed more recognition in the
financial reports. An article in 1937 considered some ‘Interesting Balance Sheets’.
The article referred to the financial accounts of a mining company where the
aggregate value of plant and machinery was shown as£1! There was increasing
pressure from both inside and outside the accounting profession for external financial
reports to be more accurate and useful. In 1937, the editor of The Accountants’

Journal noted that “...it is desirable that there should be adopted some standard form

8 See, for example, J.L .Griffin, ‘Making Use of the Annual Accounts,” The Accountants’ Journal, 2:7
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of setting out the accounts’, but the NZSA continued to rely on legislative changes.
The Journal’s special correspondent from London quoted a British speaker
advocating law change to compel entities to show assets at their true value.*® Early in
the decade, an editorial in The Accountants’ Journal commented on full disclosure in
balance sheets noting that auditors could not do much about the form of the financial
reports. The editor hoped that the revised New Zealand Companies Act would
incorporate the new English Companies Act, because the English revision went some
way to alleviating the situation.”* In 1933, an editorial on what a balance sheet should
convey referred to endeavours on this issue in the United Kingdom and the United
States.*

Researching and investigating how to provide direction for external financial
reports were not the only ways the NZSA participated in the financial reporting
regime in New Zealand. The Society had less difficulty carrying out the more usual
tasks of a professional association when it contributed to changes in entity legislation
such as when members of the NZSA were on the committee set up by the New
Zealand Government to redraft the existing Companies Act in 1934. As Walker and
Carnegie observed in their respective studies of the British and Australian accounting
professions, the associations were acting on behalf of members and ensuring that the
profession participated in legislative decision-making.®

The British lead in New Zealand accounting and legislation was highlighted
by an editorial in the Journal that discussed the United Kingdom’s Companies Act
1929 and New Zealand’s Companies Act 1933 showing similar trends in both
countries in the legislation that provided more security for investors.®* The NZSA
ensured that members were well aware of the new legislation. In 1934, The
Accountants’ Journal printed a number of articles on the application of the revised

Companies Act and B.T. O’Connell gave a model balance sheet using the newly
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revised New Zealand Companies Act.*® Bass’s address to the Wellington Students’
Society and R.L.A. Cresswell’s address to the same group a year later were also on
this subject.

Contributing to reviews of related legislation notwithstanding, the issue of
research and financial reporting did not go away. Some members still pressed the
Society to act to improve external financial reporting. They used the Journal to relay
their concerns and the need for urgent action on standardising reports. J.S. Barton
stressed the public interest element in such research, referring to an article from The
Commonwealth Journal of Accountancy on “Uniformity in Accountants” which
emphasised the usefulness to investors and other interested parties of their being able
to compare company financial accounts through uniformity in accounting terminology
and classification of accounts. Barton also quoted C.B. Couchman’s address to the
American Institute of Accountants in 1934 where Couchman listed the advantages of
uniform accounts as ‘simplicity of operation; accurate information that is readily
useable and comparable; individual companies know exactly what their financial
situation is; violation of rules is detectable.” Couchman also outlined the
disadvantages of having uniform accounts: *...the adoption of a rigid set of principles
might debar continued exploration (of new principles) ...and (limit)...the discretion
and judgement...needed for each company’. Barton stressed that any standardisation
needed to be flexible, because “...accountancy is a progressive science...”®" Three
years earlier, at the Fourth International Congress on Accounting in London Lord

Plender anticipated these difficulties when he stated that the

...application of the principles (of accountancy) involved was in many respects
international...but...the laws of accounting differed so fundamentally in different countries
that international uniformity in all respects was impracticable. Notwithstanding differing
conditions, he thought the goal of attainment everywhere lay in clearly stating material facts in
balance sheet and profit and loss accounts.*®

Later in the decade, Barton arranged meetings around New Zealand for NZSA
members to study and discuss the New Zealand Companies Act 1933. He wanted
representatives from the NZSA to meet with representatives from the New Zealand
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Law Society, Associated Banks and Associated Chambers of Commerce to examine
company prospectuses and give advice to investors. Council was lukewarm on this
idea, and thought that the New Zealand Stock Exchange was monitoring prospectuses
adequately.® In 1937, an editorial in The Accountants’ Journal commented, “the
weight of public opinion in recent years has induced directors to take investors more
into their confidence...to form a more accurate opinion as to the ventures in which
they have invested their capital’. The editor, Appleton, credited this in part to the
efforts of the accounting profession in the United Kingdom and elsewhere. He went
on to note that one reason directors gave for not doing this, namely, that competitors
would have an advantage, had been discredited.'® In 1938, Spence, in a Presidential
address to the Wellington branch, reminded members that investors and other parties
relied on accountants to ensure that balance sheets were informative. Another article
the same year referred to work being done on this issue in the United States and the
United Kingdom, urging Council and Branch committees to advocate standardisation
of accounts and the education of the public to understand the accounts. The result,
according to the article, would *...raise the standing of our practising members in the
eye of the public.”**

Appleton continued to comment critically on the form and contents of the

balance sheet. In 1939, he concluded an editorial:

Some members of the Profession have got away from the beaten track of convention by
persuading their clients to summarize the financial position of companies in such a manner
that even the uninitiated can readily follow the trend of the financial position. We feel that a
great deal more can be done in this direction. After all there is an art in the presentation of
lucid accounts and shareholders are just as much entitled to consideration in this connection as
are the executive officers and directors of a company.'%

Concern about the usefulness of company external financial reports thus led to

research in this area of accounting.'®
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By the end of the decade, the NZSA’s response to internal and external
pressure had produced some research into improving financial reporting and a
recognition of the benefits to New Zealand society to do so but no defined or focused
effort in national or theoretical study on the issue. The New Zealand accounting
profession, unlike its counterparts overseas, continued to treat developing accounting

knowledge as the responsibility of the individual rather than the association.

Conclusion

This chapter discussed the foundation of the NZSA in 1908 and its history
during the 1920s and 1930s, looking in particular at the debate within the Society on
whether the Society or individual members were responsible for research on
accounting issues, including the standardisation of external financial accounts.

The debate NZSA members had in the first three decades of the twentieth
century over whether their professional association should carry out research appeared
to come from differing views of what the professional association was expected to do.
That is, was research a responsibility of the association, and hence could be
considered part of the wider professionalisation process, or a professional activity
within the responsibilities of the individual accountant. Either way, as this chapter
shows, research was seen as a professional activity and the professional association
was critical to the success of the occupation maintaining its professional status when
undertaking professional activities. Studies confirm this conclusion. Macdonald
observed in his study of the English accounting profession that the creation of
professional associations was the first step in the professionalisation process and
several researchers, including Larson, emphasised the importance of the professional
association to the success of the professionalisation process.*

The NZSA’s decision to leave research to individual members followed the
lead of the British accounting profession which emphasised professional
independence and individual judgement in accountant-client relationships. This meant
that while the Society recognised its social responsibilities as a professional
association to act in the public interest, encouraging and enabling members to deliver
professional accounting services, reflection and research remained the responsibility
of the autonomous individual accountant. The Imperial link between Britain and her

colonies was a significant factor in how the New Zealand profession operated, seen

104 Macdonald (1995); Larson (1977).
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for example in the organisational structure of the NZSA and the numerous articles
reprinted in the Society’s journal from the United Kingdom and Australia.

The Council of the NZSA did not alter its decision to leave research to
individual members, even after adverse economic events in the 1920s and 1930s
brought increasing external pressure on the Society to provide direction in the
preparation of entity accounts. This thesis suggests that the Council, however, was
beginning to acknowledge the Society had some responsibility to provide guidance for
it rejected the calls to establish research committees or employ a research officer on
the grounds of lack of finance and skilled personnel rather than dismissing any
obligation to provide direction. Council may have attributed its reluctance to establish
research committees to a lack of resources but the failure to create a research
committee may also be considered as fitting within the wider context of the
professional association and the professionalisation process. Perkin and O’Day argued
that the traditional role of a professional association was to encourage individual
autonomy while it acted on behalf of members when negotiating with other groups
such as the state.’®™ As West noted, the accounting profession used legislative backing
and restrictions on entry to the professional associations in its professionalisation
process. %

Research was not yet part of the accounting profession’s professionalisation
process. Larson’s model of professional behaviour incorporates the professional
association acting on behalf of members. While research and its related activities in
developing accounting knowledge was the province of members, not the professional
association, suggests that, in the framework of Larson’s model, research was not a
professional activity. However, continuing demands for leadership in areas such as
financial reporting caused the accounting profession to change its attitude towards
research. By the end of the 1930s, accounting associations in Australia and the United
Kingdom had national research committees, studying the standardisation of external
accounts among other accounting issues. The NZSA did not have a research
committee but some branches had study groups exploring particular accounting
issues. Although it was not evident at the time, the study groups were to become an

intermediate step in the Society’s path to establishing a national research committee.

105 perkin (1996); O’Day (2000).
106 \West (1996), p.95.
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Chapter Six: Coordinating Research and the Accounting Practice
and Procedure Committee 1938 to 1960

Introduction

This chapter is in two sections, describing the events and activities leading to
the establishment of the APPC. From the end of the 1930s the NZSA’s attitude
towards national coordination of research changed, because of the increasing
usefulness of groups researching accounting related issues and because several
overseas accounting organisations, particularly in Britain, were issuing members with
guidelines for good accounting practice.

During the 1940s, individual members continued to pressure the Council of
the Society for national, coordinated research into accounting issues. As in the
previous three decades, the general response from the Council was to leave research
to individual members through participation in the thesis competitions or other
activities, such as attending the five yearly National Conventions. The creation of
study groups in the main branches at the end of the 1930s temporarily relieved the
pressure on the Council to have national, coordinated research. These study groups
explored a number of accounting issues, including the presentation of financial
statements, and the recommendations on accounting principles issued by the Institute
of Chartered Accountants in England and Wales (ICAEW), which the New Zealand
Council adopted in 1946.

The usefulness of both the ICAEW recommendations and the branch study
groups led the NZSA Council in 1950 to follow overseas trends and create a national
research committee, the Accounting Practice and Procedure Committee
(APPC/Committee). Council intended the committee to coordinate the findings of the
international debate on accounting issues and provide guidance on best accounting
practice for NZSA members, using the study groups to carry out necessary research.
Although the APPC was unable to achieve these objectives, its creation along with the
adoption of the ICAEW Recommendations were signs that the New Zealand
accounting profession was beginning to accept regulating external financial reporting

as a professional responsibility.
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The Path to a National Research Committee

Factors within the NZSA and overseas led to the creation of the NZSA’s first
national research committee. Through the 1940s, several members of the NZSA, some
of whom had held or were to hold office as President of the Society, continued to urge
the Council to formally establish a research committee. By the end of the decade, they
had succeeded, aided by the success of the study groups within the Society and
decisions by British accounting organisations to issue selected accounting guidelines
for external financial reporting.

Members calling for a research committee had different ideas of what that
meant. Sometimes, the pressure from members was for the NZSA to collaborate with
other organisations. W.B. Griffin in 1943 suggested that a subcommittee of the
Council, which in effect would be a national committee, work with the Law Society
and Associated Chambers of Commerce to study the issue of the published accounts
of companies.! Nothing appears to have come from this suggestion, perhaps because
too many otherwise interested members were fighting overseas at this time.
Accounting was not a reserved occupation during World War 11 and many members
of the Society left their practices to join the armed forces. Having many members
overseas did not seem to affect the running of the Society. The Council, national
committees and branch meetings continued, as did the calls for the Society to
undertake research.

More often the internal call was for an NZSA research committee. In 1944, in
his Presidential address, F.H. Bass stressed the importance of research and reiterated
his argument for the Society to take the lead.? C.H. Perkins, a prominent Christchurch
public accountant, was possibly the most vocal of the Presidents arguing for a national
research committee during this time. In his Presidential address at the annual meeting
in 1947, Perkins pressed the Council to create what he called an Auditing and
Accounting Research Committee. To add weight to his argument, Perkins reminded
the Council that other countries had similar committees.’

! Editorial, ‘The Annual Meeting,” The Accountants’ Journal, 22:9 (1944), pp.193 and 194. In 1931, a
Council subcommittee had worked with the Associated Banks to study what should be disclosed in
reports to banks. Source: Editorial, ‘Co-operation with Bankers,” The Accountants’ Journal, 10:3
(1931), p.68.

% Report of the Canterbury Branch, The Accountants’ Journal, 22:12 (1944), p.276.

3 C.H. Perkins, ‘The 1947 Annual General Meeting,” The Accountants’ Journal, 25:9 (1947), p.259.
Perkins cited Canada.
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Of those members outside the Council arguing for a national committee, G.J.J.
Feil remained the most persistent. For more than twenty years Feil was a prominent
advocate for a greater level of research on accounting issues. He supported Bass’s
address at the Society’s annual meeting in 1944 and urged the Council to take the lead
in carrying out research for the profession.* Feil did not confine his arguments to
meetings. He disseminated his message as widely as possible, writing to The
Accountants’ Journal exhorting the Society to set up a research committee.> As he
had during the 1930s, Feil continued to maintain during the 1940s that the Society
needed to do more than produce theses and he was active in encouraging research and
study whenever possible.

Some Presidents during the 1940s, while agreeing that the Society should
carry out research, remained convinced that this was a more suitable activity for
branches. In 1942, E.D. Wilkinson in his address to the Canterbury branch agreed
with the British accountant, Sir Josiah Stamp, that ‘accountants were not doing
research into the development of commerce.”® Both men saw improving business
practice in part as a responsibility of the accounting profession. Wilkinson urged
branches to do research to produce ‘new and improved methods of accounting and
presentation....[as a] public duty.”’” F.H. Harris in an address to the Wellington
Accountant Students’ Society argued that “...standing still is to stagnate...” Harris
reminded the students that the accounting profession would have a part to play in the
rehabilitation of the nation after the war.® For Harris, research was how the profession
could develop new accounting practice and thus better fulfil its public duty.
C.A.Smith agreed with Wilkinson. He was clear that it was better for the branches to
carry out research, not the Council.® The views of NZSA members like Wilkinson and
Smith prevailed during the 1940s. Although three Presidents, Griffin, Bass and

Perkins advocated national level research, Council did not create a national

* “Thirty Sixth Annual General Meeting: Discussion of the Address,” The Accountants’ Journal, 23:9
(1945), p.201.

> G.J.J. Feil, “Correspondence,” The Accountants’ Journal, 23:3 (1944), p.57.

® Report of the Canterbury Branch, “Visit of President, Mr E.D. Wilkinson,” The Accountants’ Journal,
21:2 (1942), p.38.

’ ‘Resumé of Addresses to Branches by the President E.D. Wilkinson, ‘The Accountant’s Part in Post-
War Reconstruction,” The Accountants’ Journal, 21:6 (1943), p.137 and F.G. Wiseman, ‘Costs in
Financial Accounting: Presidential Address at the Forty-First Annual General Meeting of the
Association of Certified and Corporate Accountants, London,” The Accountants’ Journal, 25:3 (1946),
p.85.

® F.H. Harris, ‘The Accountancy Profession,” The Accountants’ Journal, 22:6 (1944), p.141.

% C.A. Smith, ‘Presidential Address,” The Accountants’ Journal, 26:6 (1948), p.162.
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committee. Instead, the Council continued to promote the thesis competitions,
National Conventions and, later, the study groups.

Theses and conventions were two very different forms of research, giving
NZSA members opportunities to either do individual research or participate in wider
sharing of knowledge. The thesis competitions provided a means for individual NZSA
members to explore an accounting issue, usually the financial reports of an industry,
such as dairying. Council considered the thesis competitions a suitable form of
research and the competitions produced theses that became standard works in New
Zealand.* In 1943, when the Incorporated Society of Accountants and Auditors in
England asked for New Zealand research publications, the Council sent copies of the
theses from earlier competitions.™* Later in 1943, when addressing the Wellington
Accountant Students’ Society, Harris told the students that one of the things the
Society did for its members was to ‘encourage research in the form of thesis
competitions.”*?

By 1947, the thesis competition was not producing much research. In that
year, for example, there were only three entries for a thesis on the timber industry.*®
The 1949 competition, on the footwear industry, had a worse response, producing
only two entries.** This was the last thesis competition until the Council briefly
revived the competition at the end of the 1950s. Graham observed, ‘for various
reasons the competition was not an unqualified success.”*> Although Graham did not
specify why, the thesis competition may have been disrupted by World War Il and it
is possible that the falling number of individual members willing and able to study an
accounting issue in depth may have contributed to the Council ultimately accepting
the idea of a national research committee. But at this time the Council maintained a
preference for anyone other than the Council itself to conduct research and first
looked outside the Society for help. At the NZSA annual meeting in 1947, Council
decided to invite the Commerce Faculties in the universities to give a series of
lectures endowed by the NZSA. Nothing furthered happened, and the suggestion died

19 Report of meeting of the Council 24 June 1937, The Accountants’ Journal, 16:1 (1937), p.410.

1 Report of meeting of the Executive Committee 14 April 1943, The Accountants’ Journal, 21:11
(1943), p.253.

2 F H. Harris, ‘The Accountancy Profession,” The Accountants’ Journal, 22:6 (1944), p.139.

3 C.H. Perkins, “The 1947 Annual General Meeting,” The Accountants’ Journal, 25:9 (1947), p.250.
% Report of meeting of the Council 2 and 3 November 1949, The Accountants’ Journal, 28:4 (1949),
p.148.

1> Graham (1960), p.97.
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in the same way as the idea earlier in the century when the NZSA asked the
Economics faculties in the New Zealand University Colleges to collect data
accountants could use in research.'®

National Conventions involved more members than the thesis competition,
enabling NZSA members to exchange ideas and discuss issues. In his Presidential
address at the annual meeting of the Society in 1943, E.D. Wilkinson noted that in
gathering at conventions, members could share knowledge. He added that senior
members could use their experience to help others in the Society.'” Wilkinson
described the conventions as research but it is debatable whether the conventions, held
every five years from the mid 1920s, fulfilled the research demands of members like
Feil. Although invited speakers presented papers and others gave prepared comments
on the papers, debate was brief and often limited to discussion outside the
presentations.

The weekend congress was a new activity in the NZSA in the 1940s. In terms
of members studying and discussing accounting issues, the congress was midway
between the thesis and the national convention. The weekend congress was a branch
activity where interested branch members came together to debate and learn about
particular issues. Possibly, the weekend congress could more properly be called
professional development, but a number of branches considered holding weekend
congresses to allow members to discuss accounting issues formally and in depth.*® In
some respects the weekend congress was a variation on the most influential of the
research activities of the NZSA during the 1940s: the study group.

Study groups fostered and promoted debates, discussions and other forms of
public speaking. The groups organised technical lectures and discussions, promoting
and encouraging technical research and post graduate work.*® In 1938, when the
Auckland branch first proposed study groups, seventy members of the branch
expressed interest in taking part. With so many members keen to participate, the
Auckland branch created a Working Committee to oversee six subgroups.?’ The

16 See the previous chapter.

Y E.D. Wilkinson, “Thirty Fourth Annual General Meeting: The Presidential Address,” The
Accountants’ Journal, 21:9 (1943), p.203.

'8 Report of the Otago Branch, The Accountants’ Journal, 27:10 (1949), p.247.

19 Report of the Auckland Branch, The Accountants’ Journal, 16:12 (1938), p.770 and The
Accountants’ Journal, 23:12 (1945), pp.277 and 278.

20 The Working Committee comprised H.E. Strickett, D.H. Steen, A.D. Thomson, J.H. Atkinson and
H.G. Robinson.
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topics studied included factory cost accounting, compilation of simple yet efficient
sets of books of account for professional men, public finance and taxation, hire
purchase and time payment, valuing shares and commercial goodwill and Stock
Exchange practice and accounts. The topics showed a pragmatic bias, suggesting that
the Auckland accountants were concentrating on improving accounting practices and
procedures. The groups hoped to meet regularly and share results. The Auckland
branch subsidised the groups and members participating paid a small subscription.*
The study groups were a branch activity even if the issues were major topics and they
took a while to produce results. After a year, the Auckland study groups reported that
they had met regularly but did not yet have any definitive results to share with other
members.?

The Accountants’ Journal encouraged the development of study groups, as did

the Council.?®

M.S. Spence, in his Presidential address at the 1939 annual meeting of
the NZSA, praised the Auckland branch for its study groups and expressed the hope
that other branches would follow. Two branches established study groups. Canterbury
considered setting up similar study groups because they would “...be of sterling
service and publicity to the profession’ as well as benefit members.?* The Canterbury
branch created a special committee to oversee the establishment of eight study groups
to look at a number of issues. The Otago branch did the same and aimed to establish
five study groups.?®> Otago eventually only set up three groups to look at liquidation,
share values and costing.?®

Members participating in a study group benefited from discussing accounting
issues with others and were therefore in a position to improve their practice by using
the latest information available from overseas as well as obtaining useful techniques
and ideas from local colleagues. The groups made it possible for interested members
to focus on particular areas of accounting and the topics covered by the study groups
were a good indication of the issues that interested members at the time.

The Council continued to encourage the study groups. W.R. Brown, in his

Presidential address at the annual meeting in 1940, congratulated the three branches

2! Report of the Auckland Branch, The Accountants’ Journal, 16:12 (1938), p.770.

22 Report of the Auckland Branch, The Accountants’ Journal, 17:12 (1939), p.386.

2 Editorial, ‘Post-Graduate Training,” The Accountants’ Journal, 16:12 (1938), p.750.

2 Report of the Canterbury Branch, The Accountants’ Journal, 17:1 (1938), p.21.

% Report of the Canterbury Branch, The Accountants’ Journal, 17:12 (1939), pp.387 and 388.
% Report of the Otago Branch, The Accountants’ Journal, 18:1 (1939), p.25.
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and urged both older and younger members to participate in them.?” In 1940, H.E.
Strickett suggested that the study groups exchange ideas at the coming Convention.
When the study group members from Auckland, Canterbury and Otago met at the
Convention, members from Wellington and Invercargill, who were interested in what
the study groups were doing, also attended. At the Convention meeting, study group
members did not confine themselves to examining accounting issues. The groups
looked at their structure and discussed how to finance their meetings and research and
they persuaded the Council to subsidise their printing costs.?® Costs, it seemed,
remained a significant factor in determining what the Society did. Subsidising study
group printing costs was a cheaper alternative to financing a national research
committee. But the Council could see the worth of encouraging the groups and it
established a subcommittee to help the branch committees to coordinate the groups.
This move brought the Council closer to the concept of a national research committee.
Unfortunately, the subcommittee did not have much to do because World War 11
severely disrupted study group activities.

With many members of the NZSA and accounting students overseas on
military duty, branch activities such as the study groups at times fell into abeyance.
The Canterbury group looking at presentation of accounts, for example, did not meet
in 1940 and in Otago, of the study groups there, only the cost accounting group was
still going in 1940.%° Wilkinson, speaking at a Canterbury branch meeting in 1943,
called for the revival of study groups and post-student research to ensure that the
accounting profession became a “greater power in the community...”*° After World
War 11, many branches again established their study groups.*! The Otago branch
created three new study groups, this time looking at taxation, auditing practice and
procedure and cost accounting. Again, proponents of the groups emphasised the
professional advantages of research. In Wellington, members were exhorted to
‘become actively interested in some branch of research, because the result must
necessarily benefit the profession as a whole.”*? The study groups in these branches of

2" W.R. Brown, ‘The Presidential Address: Thirty First Annual Meeting,” The Accountants’ Journal,
18:9 (1940), p.277.

%8 Report of the Otago Branch, The Accountants’ Journal, 18:9 (1940), p.288.

2 Report of the Canterbury Branch, The Accountants’ Journal, 18:9 (1940), pp.343 and 344.

%0 Report of the Canterbury Branch, The Accountants’ Journal, 21:10 (1943), p.229.

3! Report of the Otago Branch, The Accountants’ Journal, 26:1 (1947), p.32.

%2 Report of the Annual General Meeting, Wellington Branch, The Accountants’ Journal, 24:10 (1946),
p.261.
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the Society were in many respects relatively informal. However, some groups
managed to produce research findings that were published in The Accountants’
Journal.®
The Journal also printed international research developments. The Council
was keen for members to access the results of any accounting research, especially that
related to financial reporting, whether from the groups or from overseas. There was a
growing demand worldwide for an improvement in the presentation of financial
reports and the accounting profession was under pressure to improve the quality of
these reports.®* The Accountants’ Journal obliged. Throughout the 1940s, the Journal
published articles and wrote editorials on financial reporting.® One particularly
influential accountant was the Australian, Sir Alexander Fitzgerald who was to
become well known to NZSA members when he visited New Zealand in the 1950s.
Fitzgerald wrote of the need for clear financial reports, summarising an address
F.R.M. de Paula delivered in England that criticised the profession on its low level of
research.*® De Paula claimed that a weakness of the profession, and an indication of
its not accepting responsibility, was its lack of uniformity of approach to the
presentation of financial accounts.®” An article from the Canadian Chartered
Accountants, printed in The Accountants’ Journal, encouraged accountants to lead the
move to improve company financial statements.*® However, any improvement in
financial reporting required nationwide acceptance by the profession of a common
approach to presenting financial reports. For this the NZSA preferred to look to the
profession in the United Kingdom and what was happening in British financial
reporting.

Zeff referred to New Zealand’s affinity with the British system of accounting
as ‘a sentimental attachment to the Old Country...acknowledging the brute force of

British company law.”*° New Zealand company legislation followed British law

% See, for example, Report of the Otago Branch, The Accountants’ Journal, 25:3 (1946), p.77.

3 Editorial, “Towards Better Published Accounts,” The Accountants’ Journal, 24:10 (1946), p.242.

% Editorial, ‘Retrospect,” The Accountants’ Journal, 20:6 (1942), p.126 and Editorial, ‘What the
investor expects of the auditor,” The Accountants’ Journal, 20:10 (1942), p.221.

% A.A. Fitzgerald, ‘English and American Attitudes towards Accounting,” The Accountants’ Journal,
21:1 (1942), p.5 and ‘Clarity in Published Profit and Loss Statements,” The Accountants’ Journal, 21:3
(1942), p.69.

¥ F.R.M. de Paula, “The Future of the Accountancy Profession,” The Accountants’ Journal, 23:8
(1945), pp.186-188.

* W.A. McKague, ‘Old Figures in New Forms,” The Accountants’ Journal, 25:3 (1946), p.65.

%9 «Scrutator,” ‘Annual Accounts Discussed,” The Accountants’ Journal, 25:3 (1946), p.135.

0 7eff (1979), p.13.
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closely and New Zealand accountants worked very much in the same way as their
British counterparts, to the extent that, as mentioned previously, the NZSA modeled
its structure on the structure of British accounting organisations. Consequently,
suggestions from the United Kingdom for improving practice in financial reporting
had a better reception in New Zealand than did advances in the United States.** The
NZSA Council became very interested in one British development. From 1942, a
technical committee of the Institute of Chartered Accountants of England and Wales
(ICAEW) issued a series of suggestions of best practice, called Recommendations on
Accounting Principles. The Accountants’ Journal published these recommendations
and the NZSA Council asked the Auckland branch to submit a report on the suitability
of the recommendations in New Zealand.** Auckland proposed that the Council
should itself issue suggestions for best practice to NZSA members along the lines of
the ICAEW recommendations. At its October 1945 meeting, the Council resolved to
publish the ICAEW recommendations, with minor alterations to suit New Zealand
conditions.*® Gradually the NZSA was moving away from member autonomy in
accounting practice and toward providing guidelines for member use. The Society
was not yet carrying out its own research but it was now about to benefit from the
research outcomes of the ICAEW.

The ICAEW recommendations were a major topic at the Society’s post war
Victory Convention in February 1946. Two keynote speakers, A.W. Christmas and
G.L. Allard, delivered comprehensive outlines of developments in financial reporting
overseas, showing considerable research and placing the ICAEW recommendations in
the context of New Zealand accounting. Both were active members of their branches
and it is probable that they participated in branch study groups and received ideas and
support from others. Christmas had addressed the Auckland branch’s Discussion
Group before the Convention, previewing his convention paper with a summary of
research in both the United Kingdom and the United States and he was among those

members urging the NZSA to review the financial reporting regime in New Zealand.**

*1 ICAEW, ‘Modern Practice in Accounts,” The Accountants’ Journal, 23:4 (1944), p.88 gives a
summary of the accounting principles proposed by ICAEW. See also ‘Accounting Principles-Holding
Companies,” The Accountants’ Journal, 23:7 (1944), p.151 for details on the seventh recommendation
issued by ICAEW on Holding Companies.

*2 Report of meeting of the Council 20 June 1945, The Accountants’ Journal, 23:12 (1945), p.277.

* Report of meeting of the Council, The Accountants’ Journal, 24:4 (1945), p.94.

* Editorial, ‘Towards Better Published Accounts,” The Accountants’ Journal, 24:10 (1946), pp.242 and
243.
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In May 1946, the NZSA published seven ICAEW recommendations on
Accounting Principles. In the Foreword to the publication, Perkins encouraged
members to follow the recommendations in their accounting practice and urged
members to use them in conjunction with the papers Christmas and Allard had
delivered at the Victory Convention. ICAEW had issued ten recommendations, but
the NZSA Council did not use three because they were not applicable to New
Zealand. In the foreword to the recommendations the President, Perkins, told
members that ICAEW ‘Recommendation No.2 [War Damage Contributions,
Premiums and Claims] was not applicable to New Zealand conditions and
Recommendation No.1 [Tax Reserve Certificate] is not yet of sufficient importance,
under local conditions, to require consideration. Recommendation No.4 [The
Treatment of Accounts of Income Tax deductible from dividends payable and annual
charges] is definitely not applicable on account of the difference in the incidence of
taxation in New Zealand.”*

The Council also made minor modifications to the seven recommendations to
ensure they were consistent with New Zealand law and practice. The Council added a
note to ICAEW Recommendation 8 Form of Balance Sheet and Profit and Loss
Account that ‘“New Zealand practice suggests that taxation provision should be made
through the P. & L. Appropriation Account’; the note added to ICAEW
Recommendation 9 Depreciation of Fixed Assets referred to variations from English
practice as per the requirements of the New Zealand Commissioner of Taxes; the note
to ICAEW Recommendation 10 Valuation of Stock in Trade reminded NZSA
members to take into account Section 16 of the New Zealand Land and Income Tax
Amendment Act 1939.

The minimal alterations to the ICAEW recommendations indicated that the
NZSA Council believed that what the English accountants were doing was what New
Zealand accountants could also be doing. Because New Zealand Company legislation
was similar to the English legislation, New Zealand accounting practice was close to
English accounting practice. New Zealand was not the only country to adopt the
ICAEW recommendations as best practice.*® Australia adopted the same seven

recommendations as New Zealand, which was understandable, given the background

*® perkins, Foreword to New Zealand Society of Accountants, Recommendations on Accounting
Principles, (Wellington, 1946).
“® Editorial, ‘For Urgent Attention,” The Accountants’ Journal, 24:11 (1946), p.273.
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in accounting practice that Australia shared with New Zealand and the United
Kingdom and the continuing influence of Britain in many areas of both countries’
societies and economies.”” The accounting profession in the United Kingdom
approved of the New Zealand and Australian decisions and the Journal, with Council
approval, continued to publish new ICAEW recommendations on accounting
principles for NZSA members to consider and discuss.*® Communication between the
profession in the United Kingdom, Australia and New Zealand was strong and
frequent, facilitating the sharing of ideas and research. In September 1946, for
example, The Accountants’ Journal reprinted an article from the English Accountant
praising the NZSA for the issues it had raised and discussed in the February Victory
Convention.

The ICAEW recommendations were well received by NZSA members and
branches were keen to discuss them. The Wellington Branch, for example, reported a
large attendance at the meeting it held.*® The ICAEW recommendations helped the
New Zealand accounting profession achieve some method and consistency in external
financial reporting and showed that research could produce practical improvements in
accounting methods. NZSA members also had the opportunity to study published
accounts in the light of the recommendations. The Accountants’ Journal had a section
that each month critically examined and commented on the appropriateness of the
financial reports of selected New Zealand entities.>

In addition to the journal’s articles, the study groups continued to meet and
individual NZSA members, such as G.A. Chapman and W.G. Rodger, contributed to
research on financial reporting. Chapman published an article on the presentation of
accounts in which he discussed columnar and narrative layouts using the accounts of
the Victoria University College Students” Association, concluding that clarity was
vital.>* Chapman said that the accountant should always keep in mind ‘will the reader
understand this?” For otherwise, accounting would become a habit rather than an art.>
The branches encouraged research. In 1948, the Canterbury study group released the

*7 *Scrutator,” “On Published Accounts,” The Accountants’ Journal, 25:7 (1947), p.199.

*8 «Scrutator,” “Annual Accounts Discussed,” The Accountants’ Journal, 25:5 (1946), p.135; ICAEW,
‘New Recommendation on Accounting Principles,” The Accountants’ Journal, 27:7 (1949), p.165.

* Report of the Wellington Branch, The Accountants’ Journal, 24:12 (1946), p.327.

%0 Editorial, ‘Current Balance Sheets,” The Accountants’ Journal, 25:3 (1946), p.63. Zeff noted that
these comments could be quite pungent. Zeff (1979), p.9.

*1 G.A. Chapman, ‘Presentation of Accounts- A Habit or an Art?” The Accountants’ Journal, 25:12
(1947), pp.381-383.
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results of its exploration of ‘the interpretation of accounts.”®® In the same year, the
Wellington branch, through Rodger as the Chair of the research groups, published the
results of the groups’ discussion of the implications for accounting of the new English
Companies Act.>* Also in 1948, the Auckland branch reported on its Weekend
Congress where Christmas spoke on how the English Companies Act affected
presentation of accounts.*®

Later in 1948, Rodger published an article on accounting principles in The
Accountants’ Journal. This was a significant article because, as the Journal’s editor

commented at the beginning of the article,

[i]n recent years much thought has been given overseas to ‘accounting principles’ but we
believe this article is the first New Zealand approach to the subject. It is a stimulating
contribution by one of our keenest students of accountancy, and, though its views may not all
be accepst(?d without question, this article undoubtedly opens a new field of accounting
thought.

Rodger’s article provided a clear summary of the steps taken by the accounting
profession in the United States to develop Generally Accepted Accounting Principles
(GAAP) and came in the middle of continuing efforts by individual members to
persuade the Council to establish a national research committee.

Although in 1947 Perkins argued unsuccessfully for a national committee
*...which would investigate matters of...accounting principles and practice and submit

"5" the Council

statements of these procedures to the Council for adoption or rejection,
was now part way to having a national committee, employing some study groups to
collate research findings from other groups. In just ten years, the study groups had
gone from being an activity confined to some NZSA branches to being national
coordinators of research results. The study groups thus became an intermediate step in
the NZSA'’s path to a national research committee. In 1946, the Council asked the
Wellington branch to coordinate the work of the study groups around the country
looking at auditing practices and report to Council.

The Council was now more active in collecting and disseminating research

results. In 1948, at Perkins’ suggestion, Council asked NZSA members, to submit

53 A Study Group of the Canterbury Branch of the Society, ‘The Interpretation of Accounts,” The
Accountants’ Journal, 26:3 (1947), p.34 and The Accountants’ Journal, 26:4 (1947), p.88.

* W.G. Rodger, ‘New Zealand Company Law Amendment,” The Accountants’ Journal, 26:7 (1948),
p.194.

> Auckland Branch’s Weekend Congress,” The Accountants’ Journal, 26:7 (1948), p.199. Christmas’
address is reproduced on pp.201-206 of this issue.

*®W.G. Rodger, ‘A Matter of Principle,” The Accountants’ Journal, 26:10 (1948), p.226.

> C.H. Perkins, ‘1947 Annual Meeting,” The Accountants’ Journal, 25:9 (1947), p.259.
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results of any research they had done.*® There was no response to this request, so
Council decided to have the Journal Advisory Committee ask particular members to
work on selected issues.* Perkins did not rest with this resolution, nor was he
satisfied with the study groups coordinating branch research. At a Council meeting in
1949, Perkins again raised the issue of a national committee. This time the Council
agreed that its Executive Committee would coordinate research developments
overseas.®® Within a few months, the Council’s Investigation and Finance Committee
was in charge, but its new task was short lived.*

In ten years the NZSA had moved from encouraging individual research and
publication in the journal to using the national office as a conduit for sharing research
results with members. The NZSA was also now following overseas trends and
releasing guidelines for members to follow in their accounting practice. In 1950 the

Society was about to move further in the direction of the profession overseas.

The Accounting Practice and Procedure Committee

In a report written for the Council at the beginning of 1950, Perkins explained
why the NZSA needed a national research committee, again emphasising the
accounting organisations overseas that had national research committees, citing in
particular the ICAEW’s technical committee that produced the recommendations on
accounting principles.® Most western countries had specialised committees carrying
out research. In the United Kingdom, both the Institute of Chartered Accountants in
England and Wales (ICAEW) and the Society of Incorporated Accountants and
Auditors (SIAA) had research committees, although the SIAA focused on more
academic accounting issues than did the ICAEW. In 1948, the SIAA established the

Accounting Research journal and, in 1952, created the Stamp-Martin Chair of

%8 Editorial, ‘Encouraging Research,” The Accountants’ Journal, 26:9 (1948), p.257; Report of meeting
of the Council 20 February, The Accountants’ Journal, 26:9 (1948), p.293.

%9 Report of meeting of the Council 14 October 1948, The Accountants’ Journal, 27:5 (1948), p.127.

% Report of meeting of the Council 29 and 30 June 1949, The Accountants’ Journal, 28:1 (1949), p.19
and R.D. Brown, ‘President’s Address to Branches of the Society,” The Accountants’ Journal 28:4
(1949), p.96.

®1 R.D. Brown, ‘President’s Address to Branches of the Society,” The Accountants’ Journal, 28:4
(1949), p.96. Council appointed a full time secretary with the aim of that person undertaking the
necessary research.

%2 perkins’ report was reproduced in H.E. Strickett, ‘Accounting Research.” Source: Zeff (1979), p.16.
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Accounting at the Incorporated Accountants’ Hall.%®* However, the SIAA discontinued
the Chair and Accounting Research after 1958 when it merged with the ICAEW. In
the United States, the American Institute of Accountants’ Committee on Accounting
Procedure (CAP) continued to produce accounting research bulletins that illustrated
accepted American practice.®® The American Accounting Association (AAA), whose
members were academics or employed in commerce rather than public practice, had a
research committee, the Committee on Accounting Concepts and Standards, which
revised the AAA’s 1936 Accounting and Reporting Standards for Corporate Financial
Statements. The Canadian Institute of Chartered Accountants’ (CICA) Committee on
Accounting and Auditing Research produced bulletins similar to those of CAP in the
United States.®

In Australia, there were two main accounting organisations, the Institute of
Chartered Accountants in Australia (ICAA) and the Commonwealth Institute of
Accountants. The Institute of Chartered Accountants had a Research Coordination
Committee, established in 1948, which was replaced by the Research and Service
Foundation in 1954. This committee, and its successor committee, guided and collated
the results of research undertaken by the State Councils of the Institute. At the same
time, the Commonwealth Institute of Accountants had an Accounting Research
Committee that coordinated State research committees. In 1950, in what some suggest
was a prelude to the 1952 creation of the Australian Society of Accountants, the
organisations formed the Joint Committee of Accountancy Bodies in Australia to
coordinate accounting research in Australia.®®

With these precedents, Perkins convinced the Council to accept his report and
at the meeting in February 1950, the Council resolved to establish the NZSA’s first
research committee, the Accounting Practice and Procedure Committee (APPC).®’
Perkins thought such a committee should be composed of Councillors and non-

Councillors meeting regularly and reporting to Council. The Council agreed and

%3 See, for example, A.A. Fitzgerald, ‘The Role of Professional Societies in the Development of
Accounting Theory,” The Accountants’ Journal, 35:7 (1957), pp.243-249; S. Bray was the first and
only holder of this Chair.

% The American Institute of Accountants was renamed the American Institute of Certified Public
Accountants (AICPA) in 1957.

% Storey and Storey (1998). Storey and Storey provide a summary of the history of the early
development of accounting standards in America.

% Zeff (1973). Although the Australian Institute preferred to remain independent of the Joint
Committee, it did recognise the Committee.

®” Report of Council Meeting 23 February 1950, The Accountants’ Journal, 28:9 (1950), p.271.
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decided that Councillors would be the majority of the Committee. The APPC would
comprise the President, five Councillors and five non-Councillors. The President was
to be the Chair of the Committee and therefore a convenor was necessary. The
Council recognised the importance of the committee by deciding that it would appoint
the convenor of the Committee, rather than have the Committee make the
appointment.

Considering the years of pressure before the NZSA Council decided to create
the APPC it is somewhat surprising that there was such a strong interest among
Councillors to be on APPC that the Council had to conduct a ballot. The five
Councillors chosen were W.R. Chapman, A.W. Christmas, R.G. Compton, D.A.F.
Crombie and H.E. Strickett. By the time the committee actually met in April 1950, the
Council had altered the composition of the Committee to eleven members, six of
whom were non-Councillors. Either the Council was confident that the non-Council
members of APPC had the experience and knowledge to achieve what the Council
wanted, or Council recognised that Council members were too busy to undertake
research work. Strickett, who was Vice President of the NZSA at the time, became
Convenor. There was one change in Councillors before the APPC first met. Christmas
stood down from the Committee and A.E.J. Anderson replaced him. The first non-
Council members were N.B. Fippard, F.H. Harris, C.H. Perkins, W.G. Rodger, D.H.
Steen and E.D. Wilkinson.®® These members had been prominent in advocating for a
research committee and some, like Rodger, were already carrying out research. Both
Perkins and Harris were former Councillors.

A notable feature of the composition of the APPC was that all members, bar
one, were public accountants.®® At this time, only just over a quarter of all NZSA
members were public accountants, suggesting that the NZSA Council saw the APPC
focussing on improving aspects of external financial reporting. Indeed, Perkins
envisaged a committee that would make pronouncements for the guidance of
members, based on both New Zealand and overseas research. He also thought the
committee could carry out an established function of professional associations and
represent the Society, giving evidence at government reviews and enquiries on issues

of interest to the profession.’ This latter aim was to prove to be the major focus of the

% Report of Council meeting 28 February 1950, The Accountants’ Journal, 28:9 (1950), p.272
% Appendix F.
"0 Report of Council meeting 28 February 1950, The Accountants’ Journal, 28:9 (1950), p.271.
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committee during its existence, to the detriment of other goals.

The disadvantage in having public accountants as the majority of members of
the Committee was that they had commitments to their accounting firms and the
Society and could not devote the time needed to the APPC agenda. Recognising this,
the Council restructured the APPC in 1953 so that the Committee had fewer
Councillors and more non-Councillors.”* The number of Councillors on the APPC
slowly decreased. By the end of the decade, only two of the twelve members of the
Committee were Councillors, but the Committee was still reporting directly to the
Council. In 1956, the Council again restructured the APPC. There was now an
Executive Committee composed of the Chairman, Vice Chairman and three APPC
members, ‘to expedite the work of the Committee.” "2

The APPC’s tasks were similar to the research committees that overseas
professional accounting associations had established. During the 1950s, the research
committees in British and American accounting organisations produced guides for
accounting procedure from accepted good accounting practices rather than from
fundamental principles. The American research committee, CAP, for example, issued
51 Accounting Research Bulletins (ARB) between 1939 and 1959, most before 1950,
covering a number of issues in accounting practice such as depreciation, valuation of
shares, taxation and presentation of financial accounts. The Australian Society of
Accountants (ASA) focused on producing bulletins and research studies on a number
of areas. In 1953, the ASA’s Research Committee released its report on accounting
terminology. In 1956, the New South Wales Research Committee of the Society
produced the first Statement on Accounting Practice, although not everyone in
Australia saw this statement as research. Fitzgerald, for example, criticised the
statement for being too descriptive. The Australian Society’s next statement, in 1958,
on hire purchase transactions, was more technical.

The Institute of Chartered Accountants in Australia, on the other hand, as did
the NZSA, encouraged its members to follow the seven recommendations on
accounting practice that both the New Zealand Society and Australian Institute had
adopted from the ICAEW recommendations in the 1940s. Early in the 1950s, the
Australian Institute’s Research Coordination Committee produced a report on another
ICAEW recommendation, Accountants’ Reports for Prospectuses, which Zeff noted

™ Report of Council meeting 14 October 1953, The Accountants’ Journal, 32:5 (1953), p.163.
"2 Report of APPC meeting 30 November 1956, The Accountants’ Journal, 35:10 (1957), p.365.
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was in effect the first exposure draft issued in Australia.”

With the APPC, the NZSA was now in a position to act in a similar way. At its
first meeting in July 1950, Strickett, as convenor of the APPC, put forward ten topics
for the committee to consider. In order, they were Companies Act revision, taxation
reform, revision of the recommendations on accounting principles, an annual research
lecture, standards of auditing practice, accounting and price level changes, accounting
standards and terminology, solicitors’ trust accounts, pay as you earn tax and
developments in cost accounting. The Committee resolved to undertake immediate
research in practical issues, particularly the revision of the Companies Act and
taxation reform. The Committee placed the other topics under the heading of ‘true

research.”

“True research’ was not defined in the Committee’s report but appeared to
include topics, such as accounting for price level changes, that Committee members
viewed as requiring a more theoretical and longer term study. At the same meeting,
the Committee appointed a subcommittee of Perkins and Rodger to consider the
topics listed under ‘true research’ and report on possible subjects, priorities and
approaches. In the meantime, the Committee formed another five subcommittees to
look at parts of the Companies Act, suggesting that an important factor that helped the
Council agree to create the APPC was the knowledge that the Society needed to
comment on the revision of the New Zealand Companies Act. The British
Government had recently revised the United Kingdom Companies Act and the New
Zealand Government was intending to revise the New Zealand Act. The Council
needed a committee that could coordinate the Society’s submission to government on
recommended changes to the Act.

The emphasis on tackling the practical issues of company law and taxation
revision may also in part explain the title of the Committee. ‘Research’ was not in the
title, even though Perkins and others wanted a national research committee. Zeff
suggested that the NZSA’s avoidance of the term ‘research’ followed a similar action
by the ICAEW, whose research committee did not have ‘research’ in its title for its

first few years, and that may have been a response to an antipathy by some NZSA

73 Zeff (1973), footnote 17 p.26. An exposure draft is a preliminary statement, widely circulated for
comments and submissions before being redrafted into a final statement.

™ Report of APPC meeting 26 July 1950, The Accountants’ Journal, 29:2 (1950), p.63. “True research’
was not defined in the report but appears to infer research on topics such as accounting for price level
changes as more theoretical than practical.
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members to attempts to give a theoretical basis to accounting.” Although there does
not appear to be any direct evidence of NZSA members disliking the notion of
accounting theory, the NZSA had a similar system of operation to the British
accounting organisation.

Perkins and Rodger echoed this avoidance of the term ‘research’ in the report
they presented at the August 1950 meeting of the APPC. In their suggested list of
projects for the APPC they emphasised a desire to concentrate on practical issues.’®
Their list included accounting reports, company reports, accounting concepts and
standards, auditing standards and auditing principles, audit working papers,
recommendations on accounting principles, requirements of the new Companies Act
and public accounts. The APPC immediately began allocating personnel to these
topics. The Secretary, Graham, was to collect accounting and company reports and
work on them with Perkins and Rodger. Anderson, Rodger and Graham were to liaise
with the Wellington Branch of the Society to continue work on public accounts. The
Auckland Branch already had a committee looking at the implications of the recently
revised United Kingdom Companies Act and Gilkison was co-opted to coordinate
work on auditing standards and working papers.’’

The APPC may have started its deliberations with the good intentions of
studying a number of accounting issues, but the revision of the Companies Act came
to dominate its work.”® This was despite as early as 1952 Strickett was reporting that
the Committee was ‘now giving serious consideration to practical accounting
problems with a view to issuing recommendations or information for the guidance of
members.”™® For much of the decade, the Companies Act was the main agenda item
for the Committee. The APPC also established regional committees in the main
centres to support the five subcommittees. The regional committees were to clarify
sections of the proposed revision, define them, discuss the general implications of the
proposals and make recommendations for the APPC to consider when it was
preparing its submission to the Government. Strickett was to be the convenor of the

7> Zeff (1979), p.17.
: Report of APPC meeting 30 August 1950, The Accountants’ Journal, 29:3 (1950), p.94.

Ibid.
"8 Revision of the Companies Act being the second last item in Perkins and Rodger’s list suggests they
considered this a low priority area for research. However, this became the issue that dominated APPC
proceedings.
" H.E. Strickett, ‘President’s Address to the Annual Meeting,” The Accountants’ Journal, 30:9 (1952),
p.256.
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Auckland committee, R.A. Davison convenor of the Wellington committee and
Gilkison the convenor of the Dunedin committee. There was no committee in
Canterbury but G.B. Battersby, another prominent Christchurch public accountant and
part time lecturer at the Canterbury University College, invited interested members to
contact him. The APPC also created an executive committee, which was to oversee
the newly established regional committees.®

The Companies Act did not totally dominate the APPC’s work. The agenda for
the APPC’s meeting in May 1955, for example, included consideration of auditors’
duty to verify stock, a bibliography of magazine articles, audit questionnaires and
preparation of the public accountants’ handbook.®" In this year the Council was
apparently still hopeful that the APPC could do more for members as members were
informed that the APPC would concentrate on researching practical problems and
providing guidance by preparing statements on accounting standards. The NZSA was
moving beyond representing members to helping members improve accounting
practice. In producing guidelines and not directives, the NZSA was acting in a similar
manner to accounting associations elsewhere. The Society aimed to support members,
not dictate what they did. As professionals, NZSA members retained autonomy of
practice.®

The guidelines, whether produced by the NZSA or by other accounting
associations, also allowed the profession to confirm its status as the occupation best
placed to respond to public demands for improvements in external financial reporting.
Lee observed that the accounting profession’s development of guidelines for
accounting practice enabled the profession to maintain control of accounting
knowledge.® As Freidson and Larson argued, power from knowledge was an
important element in the professionalisation process.®* Thus, having established the
APPC, the NZSA in responding to demands for leadership in accounting practice
could be seen to be sustaining its professional status, suggesting that producing
guidelines was part of accounting’s professionalisation process. If this were so,

maintaining professional status in this way came as a cost to the NZSA.

8 APPC Report at Annual General Meeting 19 October 1955, The Accountants’ Journal, 34:5 (1955),
pp.199-201.

%1 Report of APPC meeting April 1955, The Accountants’ Journal, 33:11 (1955), p.393.

8 D.A.F. Crombie, ‘President’s Address to the Annual Meeting,” The Accountants’ Journal, 32:9
(1954), p.281.
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The costs of maintaining the APPC were always a problem for the NZSA and
the APPC appears to have attempted to compensate for the lack of time and resources
to undertake research by creating research committees around New Zealand. In
addition to the regional committee looking at the Companies Act Revision, the APPC
set up a number of committees in the main centres in 1952, to study a number of other
topics. An Auckland committee looked at developments in cost accounting, a
Wellington committee studied accounting concepts and standards while a
Christchurch committee was to analyse company financial statements and look at
ways of improving published accounts. The committees were not successful.

Of the committees, Auckland was the only one to deliver a report. The APPC
accepted the Auckland recommendations and distributed these recommendations to
NZSA members later in the decade as a Statement on Concepts of Business Income,
one of the few opportunities the Committee had to provide guidelines to NZSA
members that were produced by New Zealanders.® The Auckland recommendations
were also significant in that they had Council authorisation. Crombie assured NZSA
members in his Presidential address at the 1954 annual meeting that Council
supported APPC guides for members and that the APPC issued guidelines for
members only after the Council approved them.®® The APPC recommendations were
thus official guidelines, although not compulsory.

In 1955, the Council decided that the APPC was studying too many
accounting topics, and disagreed with APPC intentions to do research concurrently
into accounting standards and practice with research into other (unidentified)
professional problems. The Council made it clear to the Committee that it wished the
Committee to concentrate on research into accounting standards and practice.?’” The
NZSA Council may have underestimated the magnitude of the task of coordinating
research results. The APPC needed secretarial assistance because APPC members
were not able to devote enough time to research work and Graham, as the Society’s
secretary, did not have the time to carry out research and provide background
information for the Committee along with his other duties. The APPC frequently
discussed the necessity of employing a research officer, preferably full time. When

Bass and Strickett raised this issue in 1955 at the NZSA’s annual meeting, they

% Report of APPC meeting 16 October 1953, The Accountants’ Journal, 32:5 (1953), p.167.

8% D.A.F. Crombie, ‘President’s Address to the Annual Meeting,” The Accountants’ Journal, 32:9
(1954), p.281.

¥ Report of Council meeting 19 October 1955, The Accountants’ Journal, 34:5 (1955), p.201.
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commented that they had been requesting personnel support for research for 26
years.® Council’s response was to appoint D.C. Jamieson as assistant secretary to the
Committee. Graham became a full member of the APPC.%

This appointment, however, did not satisfy everyone. G.H.V. Bindon, in his
Presidential speech at the 1959 annual meeting noted that the NZSA was one of the
few major accounting organisations in the British Commonwealth that did not have a
research officer or research director.®® NZSA Presidents continued to acknowledge
that the Society needed to do more to enable research to take place. R.G. Stark, in his
Presidential speech at the annual meeting in 1960, noted that the APPC had been
constrained in its work because it did not have the support of a research officer. He
said that the APPC urgently needed a research officer and his comments had an
effect.®* An editorial in the Journal after this meeting noted that there was hope for
the future of the accounting profession in New Zealand because at the annual meeting
the members had agreed to raise subscriptions to pay for a full time research officer.

Among the APPC’s tasks was the coordination of a number of approaches to
conducting research used in the NZSA during the 1950s, such as research lectures,
study groups and the thesis competition. In 1956, the APPC approached the Dairy
Board to see if that industry was agreeable for research into its accounting methods.*
Nothing appeared to come from this enquiry, although in 1957, Council decided to
revive the thesis competition with an award for the best thesis given in 1960, as part
of the Society’s Jubilee celebrations. The topic was to be on Management Accounting
for New Zealand.® Also in 1957, the New Zealand Retail Motor Trade Association
approached the NZSA with the idea of a competition for Society members to discuss
the best accounting system for petrol stations. The Society agreed to this but ran the
competition through the Accountants’ Journal rather than as a thesis competition. The
competition was successful and in succeeding years there were a number of other

competitions studying other industries, including timber merchants and garment

% Report of Annual General Meeting 1955, The Accountants’ Journal, 33:10 (1955), pp.336-340.
8 A.W. Christmas, ‘President’s Address to the Annual Meeting,” The Accountants’ Journal, 35:9
(1957), p.311.

% G.H.V. Bindon, ‘President’s Report to the Annual General Meeting,” The Accountants’ Journal, 37:9
(1959), pp.286-290.

L R.G. Stark, ‘President’s Report to the Annual General Meeting,” The Accountants’ Journal, 38:9
(1960), p.291.

% Editorial, “Fillip for Research,” The Accountants’ Journal, 38:10 (1960), p.321.

% Report of Council meeting 14 March 1956, The Accountants’ Journal, 34:10 (1956), p.371.

% “Winning Entries- Jubilee Thesis Competition on Management Accounting,” The Accountants’
Journal, 38:10 (1960), p.335. The joint winners were J.E. Field and H.J. Tilly.
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manufacturers.® In addition, one member each year could do research or further study
overseas through the Society’s Travelling Scholarship.

The Accountants’ Journal assisted the APPC by publishing reports from
research committees overseas. The Accountants’ Journal reprinted articles from
overseas and encouraged NZSA members to respond. The Accountants’ Journal had a
column that commented on the accounting profession in the United States, for
example, and later in the decade, an American academic, N.M. Bedford, began a
regular column that provided frequent updates on accounting issues the American
profession was examining. Throughout the 1950s a number of editorials and articles
in the NZSA’s journal advocated research in accounting issues.*® The editorial in
1956 stressed the essential nature of research as the ‘life-blood of accountancy’. The
accounting profession, the editorial stated, had an obligation to New Zealand society
to help improve the quality of New Zealand life. Fitzgerald supported this, saying that
without research ‘recognised standards of practice cannot be developed in a
systematic and coherent manner.”®’

The Journal was not the only place for NZSA members to improve their
knowledge of accounting and contribute to discussions on various accounting issues.
Academic members of the NZSA began to play a more prominent role in research.
During the 1950s, some of the University Colleges inaugurated annual seminars on
accounting issues. From 1953, Victoria University College, for example, held
seminars on advanced accounting, where participants had the opportunity to study a
number of issues, such as management accounting.

One of the first recommendations from the APPC to Council in 1950 was that
the NZSA should hold an annual research lecture. Council immediately adopted the
recommendation and Wilkinson, an APPC member and former President, delivered
the first research lecture in 1952.% Wilkinson spoke on determining business income
in times of rising prices, an issue on which the ICAEW had released Recommendation
XI1 Rising Price Levels in Relation to the Accounts.” R.C. Burgess delivered the

% Graham (1960), p.129.

% Editorials, ‘Accounting Concepts,” The Accountants’ Journal, 30:8 (1952), p.221 and ‘Accounting
Research in New Zealand,” The Accountants’ Journal, 34:6 (1956), p.209.

% A.A. Fitzgerald, ‘Are there any Accounting Principles?’ The Accountants’ Journal, 35:6 (1957),
p.201.

% Report of Council meeting 18 October 1950, The Accountants’ Journal, 29:6 (1950), p.185.

% Although Council in 1952, at APPC’s recommendation, adopted the ICAEW Recommendation XI|
with minor alterations, the Recommendation did not appear in the 1956 and 1961 reprints of the NZSA
Recommendations on Accounting Principles. Source: Zeff (1979), p.21.
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research lecture the following year. His topic was ‘A Survey of some of the more
important functions and responsibilities of the Accountancy Profession in relation to
Commerce, Finance and Currency’. The Council did not want to have a research
lecture in 1954 but the APPC persuaded them otherwise, so R.D. Greenwood gave a
lecture on ‘Management in Balance’ and in 1955 J. Haisman gave the research lecture
on “Livestock Accounting.”*® Like Wilkinson, Haisman was a member of the APPC
and therefore active in studying accounting issues. Burgess and Greenwood, not
members of the APPC, most probably were sufficiently well known for their expertise
in accounting to be asked to deliver talks. Instead of the 1956 annual research lecture,
the Society invited Fitzgerald, from Australia, to give four addresses. The research
lectures went into abeyance at this point, Council deciding to wait until it created new
committees following an amendment to the New Zealand Society of Accountants Act.
At the same meeting that Council decided to do this, Council also decided to run a
Summer Course in September 1959. Strickett had first suggested these courses in
1952, noting that accounting organisations in Australia and England were holding
them.*™*

Although the APPC had committees in various branches undertaking research
on a number of topics, a few study groups remained active. The Otago branch, for
example, noted that one of its groups had met in 1950-51.1% In 1955, the Otago
branch also held six evening sessions where members discussed Greenwood’s 1955
research lecture.’® The items in The Accountants’ Journal from branch meetings
show that the study groups were in operation but not prominently, possibly because,
as noted earlier, the branches were establishing other methods of professional
development and research. From the beginning of the decade, the Auckland and
Christchurch branches held weekend congresses although attendance may have varied
at these weekend meetings, possibly because of lack of time.'® Many participants
were in public practice or working full time and not able to give freely of their time to
these meetings. When Wellington tried to hold a weekend course in 1952 it was

190 The lectures are in The Accountants’ Journal: Wilkinson, 30:11 (1952), pp.355-387; R.C. Burgess,
31:12 (1952), pp.398-407; R.D. Greenwood, 33:3 (1954), pp.82-92; J. Haisman, 34:3 (1955), pp.94-
101.

101 1 E. Strickett, ‘President’s Address to the Annual Meeting,” The Accountants’ Journal, 30:9 (1952),
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cancelled for lack of numbers.*®

Visiting accounting specialists also helped the efforts of the APPC to improve
accounting knowledge and practice in New Zealand. Three notable visitors to New
Zealand were P. Everett, Fitzgerald and M.E. Murphy. In 1950, Everett, a partner in
the New York office of Haskins and Sells, gave a talk to the Wellington branch of the
Society detailing the steps taken by American accountants following the passing of
the Securities Act 1933 and the Securities and Exchange Act 1934. As mentioned
earlier, at the invitation of the NZSA, in 1956, Fitzgerald delivered four addresses to
members of the NZSA on accounting issues, including his thoughts on accounting
theory.*®® An American academic, Murphy visited New Zealand in 1953 as part of a
Fulbright Fellowship to Australia. She discussed what was happening in the
accounting profession in the United Kingdom and the United States.'®” These experts
provided firsthand accounts of overseas research and made it possible for members of
the NZSA to be aware of what was happening in the profession overseas and who was
doing the research. The American and Australian origins of the speakers indicate a
shift in influences on New Zealand accounting practice. British accounting
developments remained important but now activities in the United States and
Australian accounting professions were becoming influential. When Strickett gave a
talk on the history of the presentation of financial accounts to NZSA members, like
Murphy he began with a summary of both ICAEW and AICPA research in accounting
principles.'%

Murphy supported Perkins’ ideas for national research.'%°

Murphy urged the
Society to establish a research section similar to the AICPA’s Committee on
Accounting Procedure. For accountants like Perkins and Murphy, research by
individuals was insufficient. They wanted a more coordinated approach to research.
Murphy noted that reliance on individual members of an accounting organisation was

a weakness of the profession. She stated that research by groups such as those of

105 Report of Wellington Branch, The Accountants’ Journal, 30:7 (1952), p.220.
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AICPA in the United States was essential ‘to clarify the tenets of accountancy.’**

During the 1950s, Council came to agree with this philosophy, noting in 1956 that
there was ‘no substitute for the pooling of knowledge...that a team provides.”***

Even with the profession now used to researching and developing accounting
knowledge members continued to debate whether the profession should be doing so.
As suggested earlier, not everyone within the NZSA agreed with the idea of
conducting research, useful though it was to recognise and apply the outcomes of
research activity the cost of research was a prohibiting factor. R.J. Familton noted that
research improved productivity in any industry or profession, but I.T. Cook, as
President, spoke against research within New Zealand.**> Those in favour of the
Society carrying out research argued that New Zealand entities were small and
overseas research would not be relevant to them. Research on New Zealand entities
was necessary. Cook however considered New Zealand’s small size to be a
disadvantage as it would be too expensive for the Society to fund research. However,
Cook did acknowledge that the profession internationally should carry out research,
implying that others should do it, but not New Zealand.

Other members of the NZSA were not satisfied with what the APPC and its
committees were doing and they continued to put forward ideas on how the Society
could carry out research. Some ideas still emphasised branch research. In a letter to
the Journal, for example, A.R. Turnbull suggested that retired senior members could
raise issues on the quality of financial accounts and then study groups could look at
these issues and give recommendations to Council. The editor responded by listing a
number of measures that the NZSA had already taken to deal with issues, such as
setting up the APPC, using the Journal to publish articles and continuing the thesis
competition.™*® The official stance of the NZSA remained one of individual research
which, Keenan concluded, was in effect individual regulation where accountants were
free to use their skills and experience as professionals to judge which methods should

114
d.

be use individual regulation of financial reporting,

19 M.E. Murphy, ‘Accounting as a Social Force in the Economy,” The Accountants’ Journal, 32:6
(1954), pp.174-178.

11 Report of Council meeting 24 October 1956, The Accountants’ Journal, 35:5 (1956), p.192.

112 R J. Familton, ‘Research and Productivity,” The Accountants’ Journal, 34:6 (1956), p.219 and I.T.
Cook, ‘President’s Address to the Annual Meeting,” The Accountants’ Journal, 34:6 (1956), p.209.
113 A R. Turnbull, letter to the Journal, ‘Shortcomings of Financial Accounts,” The Accountants’
Journal, 37:10 (1959), p.356.

114 Keenan (2000).
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Overseas, the profession continued to carry out research but was changing its
researching structure. In 1952, three smaller Australian accounting organisations
combined with the Commonwealth Institute of Accountants to form the Australian
Society of Accountants (ASA). The new organisation established an Accounting
Research Committee that functioned as a central coordinating committee overseeing
State research committees and producing bulletins and statements on accounting
practice, similar to that of the research committee in the Australian Institute.** In the
United Kingdom, the ICAEW’s research committee by 1958 was revising the
recommendations on accounting principles.'*® In 1958, following urging from a
number of individuals and State Councils, the General Council of the Australian
Institute agreed to revise the seven ICAEW recommendations on accounting practice
it had adopted in 1946 and study ICAEW recommendations that had been produced
since that time. In the United States, the AAA’s research committee, the Committee
on Accounting Concepts and Standards, issued six supplementary statements between
1948 and 1960.

Although it had fewer resources than these overseas research committees and
was not able to conduct the same level of research, the APPC was studying similar
topics. The accounting profession remained focused on the most acceptable method or
methods of actual practice rather than defining the theoretical basis for that practice,
but this research was indicating that there was a need for accounting theory.
Accountants recognised that in external financial reporting, for example, there were
advantages to reducing the number of acceptable methods and having uniform
treatment of business activities.™'” It was easier for investors and others to compare
company reports when the financial statements were standardised. However,
standardising accounts meant that the basic premises of the accounts needed
clarifying. That is, what were the underlying assumptions or principles the accepted
methods had in common? Once defined, accountants could apply these principles to
accounting issues. The problem was achieving a generally accepted set of definitions.
Accounting theory was becoming more widely discussed within the profession.

New Zealand accountants followed what was happening overseas, rather than

15 7eff (1973).

116 Recommendation 18 Presentation of Balance Sheet and Profit and Loss Account, issued in October
1958, replaced Recommendations 1V, V, VI and VIII. Source: The Accountants’ Journal, 39:10 (1959).
17 H E. Strickett, ‘History and Developments in the Presentation of Accounts,” The Accountants’
Journal, 38:8 (1960), pp.248-252.
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participating and contributing to the international debate. In the Society’s journal,
R.G. Mathews and Haisman were the main contributors to any New Zealand
discussion on accounting theory.**® Earlier in the decade, writers such as D.S. Cox
provided summaries of overseas research results on accounting theory but Mathews

and Haisman went further.'°

Mathews noted, ‘research into the concepts of principles
and conventions is usually classed as research into accounting theory.”*?° Mathews
saw this type of research being useful for best practice because it allowed a
comprehensive approach to accounting practice. When queried by a correspondent on
the need for research, Mathews replied ‘accounting theory is concerned with nothing
more than an attempt to explain the rules of accounting...(It) helps the practitioner in
determining the principles to be used in the solution of an accounting problem...and
promote(s) the development of new principles.’*** Mathews saw a theory of
accounting as not only making accounting thought clearer and accounting objectives
better understood, but also providing further justification for accounting as a
profession. Mathews’ article prompted Haisman to write on “A scientific approach to
Accounting Theory.”**? Haisman judged current practice was illogical and unclear at
times and he agreed with Mathews that the accounting profession needed a good
foundation of accepted principles.

Articles in the Journal such as those of Mathews and Haisman showed that
some members of the NZSA were prepared to discuss the new ideas on accounting
theory that others were debating overseas. However, apart from these articles which
the Journal published, there was little evidence that the New Zealand accounting
profession was making use of the new work on accounting theory. The reports of the
APPC meetings during the 1950s, and more particularly the actions of the APPC,
showed that the Society did not consider these ideas worth further investigation, or
more particularly, did not have the time to devote to them. The APPC did not set up a
committee to study possible frameworks for regulating external financial reporting,
nor advanced the international work in this area. It is possible that the relatively

limited response of the Council to demands for research into areas such as accounting

18 Mathews was a Registered Accountant residing in Wellington. Haisman was a Public Fellow and
Councillor from Gisborne. Source:NZSA Yearbooks 1930- 1945.

9D S, Cox, “Economists and Accountants,” The Accountants’ Journal, 29:1 (1950), pp.2-8.

120 R.G. Mathews, “The Scope of Accounting Theory,” The Accountants’ Journal, 34:12 (1956), p.426.
121 «practical,” letter to the Journal, The Accountants’ Journal, 35:3 (1956), p.93.

122 3. Haisman, ‘A Scientific Approach to Accounting Theory,” The Accountants’ Journal, 35:4 (1956),
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principles and standards was because the early New Zealand accounting profession
had close links to the profession in the United Kingdom and therefore did not see the
need to develop accounting practice separately from the British profession. Even
though the NZSA was bringing American and Australian speakers to New Zealand,
Council actions were ruled to a great extent by what was happening in the accounting
profession in the United Kingdom, as seen in the NZSA adopting recommendations
for accounting principles as released by ICAEW and the Society continued to follow
the lead of the British accounting associations. Fitzgerald acknowledged this when he
noted that although Australian and New Zealand accountants were less likely than
their British counterparts to disclose reserves in financial reports, he was certain that
they would adopt the British standards.*?

The New Zealand accounting profession did not experience the same pressures
for developing new accounting methods of practice as its counterparts in the United
Kingdom and United States where, as Murphy noted, the impetus for accounting
research came from major law cases.*** There were no major scandals in the New
Zealand business community and consequently there was not the same demand to
improve the quality of company external financial reports in New Zealand, as there
was overseas. Although New Zealand did not have an equivalent level of pressure, the
NZSA still analysed the external financial reports of New Zealand public companies.
In the Society’s journal, writers such as “Scrutator’ continued to be critical of the
quality of New Zealand company reports.*?® In the United States, there was still
resistance from some accountants who thought that accounting was a practical
occupation and accountants should confine their professional development to refining
accepted practice. Fitzgerald noted the difficulty accounting organisations had in
getting members to accept the need for research and having the resulting
recommendations adopted by members.'?

One consequence of several countries researching similar accounting issues
was increasing convergence of findings. In external financial reporting this tendency

towards commonality of benchmarking was to prove significant for the future of

12 A A. Fitzgerald, ‘Australian Visitor’s Comments,” The Accountants’ Journal, 29:1 (1950), p.10.
124 M.E. Murphy, ‘Accounting as a Social Force in the Economy,” The Accountants’ Journal, 32:6
(1954), p.178.

125 See, for example, “Scrutator,” ‘Annual Accounts Discussed,” The Accountants’ Journal, 29:2
(1950), p.49.

126 A A Fitzgerald, ‘The Role of Professional Societies in the Development of Accounting Theory,’
The Accountants’ Journal, 35:7 (1957), pp.243-249.
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standard setting. To ensure consistency and quality of guidelines, the accounting
profession accepted the importance of uniform treatment of accounting practice and
the use of “principle’ as a guide and standard of practice. There was also general
agreement in the profession that accounting reports were the responsibility of
management and that the financial reports, therefore, were important in providing
necessary financial information. The profession debated form and presentation of
external financial statements, for example, accepting that stock should be valued at
the lower of cost or market value, although the United Kingdom and United States
professions disagreed on cost and market prices. A problem for all countries was how
to account for changing price levels and, in the United Kingdom and United States, a
number of financial collapses highlighted misuse of reserves.*?’

In New Zealand, the APPC had its own issues. By 1959, the limitations of
what the APPC could do in response to what was now a greater need for
standardisation of accounting practice were too great for it to continue as it was.
Stark, in his Presidential Address in 1960, noted the disadvantage the Committee
suffered because it lacked resources to complete its tasks, supporting Strickett’s
earlier observation.*® The APPC recommended to the Council that the Committee
narrow its focus to coordinating research from other areas of the Society and that the

Society increase its support for the Committee.

Conclusion

This chapter examined the steps the NZSA took leading to the formation of the
APPC and its activities during the 1950s and showed the influence of British
accounting practice as the NZSA officially accepted the need for a national research
committee. The chapter argues that the NZSA’s decision to establish the APPC
indicated that the majority of members now accepted the association had a
professional responsibility to provide direction and guidance in areas such as external
financial reporting thus reducing some of the economic consequences of inadequate
financial information.**® As Robson et al. have argued, the external pressure on the
accounting profession to improve entity financial reporting was both an

acknowledgement that the profession had the skills and expertise to do so and an

27 A A. Fitzgerald, “The Role of Professional Societies in the Development of Accounting Theory,’
The Accountants’ Journal, 35:7 (1957), pp.243-249.

128 Strickett, private correspondence. Source: Zeff (1979), p.25.
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expectation on the profession to act in the public interest.**

By accepting this responsibility the profession was also reinforcing the
contribution of standard setting to a key element in its professionalisation process,
namely acquisition of power from specialised knowledge. Confirming the
observations of Friedson, Larson and others, this chapter showed that the NZSA came
to acknowledge the worth of encouraging research and developing specialised
accounting knowledge. These actions strengthened the professional status of
accountants. That power from knowledge was an important element in the success of
the professionalisation process for any profession is clear in Freidson’s view that ‘a
body of knowledge and skill” was a theoretical constant in professionalism and
Reader’s conclusion that knowledge was a basic element of professional standing.*

Larson’s model of the professional project also stressed the importance of the
collective action of groups. This was observed in the role of accounting associations,
such as the NZSA, in taking a lead in producing guidelines for external financial
reporting. Regulating external financial reporting was a new accounting practice and,
because this involved the standardisation of reports, required the coordinating
direction of accounting associations. Hoskin and Macve stressed the importance of the
associations controlling access to specialised knowledge to ensure dominance in work

132 Macdonald and Lee agreed.™*® As is evident in this chapter, the NZSA’s

practices.
decision to establish the APPC gave the New Zealand accounting profession the
opportunity to establish its dominance as the regulator of external financial reports.

Although the APPC was not completely successful in achieving its designated
tasks, the Committee did bring about a general change in members’ attitudes towards
accounting research. Unfortunately, the limited resources of the NZSA meant that the
APPC could not focus on practical accounting matters let alone theoretical research.
However, as the evidence of this chapter shows, the APPC proved to Council that it
was possible even in a country as small as New Zealand to use national level research
to guide members in their practices and provide an opportunity for national research
in accounting issues.

Despite some decrease in individual autonomy, because guidelines, even if

voluntary, still place some restrictions on accounting practice, this thesis argues that

130 Robson et al (1995).
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the New Zealand accounting profession had strong incentives to undertake research
on accounting issues and take a lead in providing direction in areas such as the
preparation of financial reports. Maintaining power from accounting knowledge
through exams was an already accepted means of professionalisation. Now, as this
chapter demonstrated, the profession was adding its ability and knowledge to produce
guidelines for external financial reporting in a similar way to show that accountants
were responding as professionals to public demands for improved reports. This action
raised the accounting profession’s profile in the New Zealand business and state

sectors and thus helped maintain the profession’s social and economic status.
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Chapter Seven: ‘Feeling our Way’: The Board of Research and
Publications 1961 to 1969

Introduction

By 1961 the accounting profession was committed to responding to public
demands for regulating external financial reporting.*** In New Zealand, the NZSA
was using the ICAEW recommendations as guidelines and the APPC had established
committees to study financial reporting, among other accounting issues. The first
section considers the ongoing research efforts of the NZSA during the 1960s, looking
in particular at the activities of the Board of Research and Publications (BRAP/the
Board). The second section discusses an international theme already apparent in the
history of standard setting, placing the New Zealand activities in the context of
standard setting developments overseas.

The Council of the NZSA did not consider that it was creating a standard
setting committee when, in 1961, it dissolved the Accounting Practice and Procedure
Committee and formed the Board of Research and Publications. Instead, the Council
was reworking a committee that had failed to achieve all its aims. The Council wanted
BRAP to do what the APPC had not been able to do; focus on coordinating research
in accounting within the NZSA. However, BRAP did more than coordinate research.
By the end of the decade the NZSA was an established standard setter, issuing a
number of standards for accounting practice that both responded to local accounting

issues and reflected what was happening internationally in the accounting profession.

The Board of Research and Publications
Membership

Reworking APPC into BRAP allowed the NZSA’s Council to show that it
recognised the importance of research in achieving guidelines for best practice. The
Council did not create BRAP because it was dissatisfied with the work of the APPC.
The APPC itself was unhappy with what it was achieving and members were
concerned that the Committee did not have the resources to carry out research on
issues of accounting practice, including those raised by members of the Society. The
Committee focus was the revision of the Companies Act and it was unable to do much

more. The APPC made this clear in annual reports to the Council. Accordingly, in

134 Muis (1977).
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1961, Council ‘reconstituted’ the APPC into BRAP, in effect reconfiguring APPC,
giving the committee a new name and changing its composition to better emphasise a
new focus.'®

The Council recognised that the Society needed to provide members with
direction into ways of best practice, but that the APPC, as then constituted, could not
carry out the research needed. Just as the Council made it clear in its title that BRAP
was to concentrate on research, so this intention came through in the Board’s Terms

of Reference.
(1) Policy of the Board

(i) The Board will take active steps to encourage research in accountancy and to encourage
publication of suitable material designed to aid the profession in its forward development
(i) Without limiting the scope of the work of the Board it is considered that, in the meantime,

the latter should devote specific attention to the projects which can be of practical benefit
to the profession

(2) Conduct of Research
(i) That all subjects of research received from Council, members of the Society, national
committees or other sources should be channelled through the Board which would direct
appropriate persons, committees or university groups to undertake the actual research
work
(i) That national committees should advise the Board of any research projects commenced by
their particular group
(iii) That the final approval of the completed projects be the responsibility of the Board.
Note: this statement is not to be taken as excluding the conduct of independent projects of national
committees not involving the use of Society administrative facilities.**

The Council therefore saw research helping the profession in its forward
development. Although “forward development” was not defined, the phrase indicates
that the Council recognised the importance of the profession progressing and being
seen as a profession that continued to improve the quality of its service to society. It is
possible that the Council kept the policy statement general to minimise uncertainty
and unease from those members who did not think that the Society should undertake
research as such. Certainly the wording of the Terms of Reference implies individual
or small group study rather than the NZSA officially conducting research that would
provide direction for all members. It is also possible that the Council was unsure, or
not willing to dictate, what direction the profession should pursue: hence the freedom
that BRAP had to decide the research undertaken. The Council, however, did maintain
control over what BRAP produced. BRAP had the authority and responsibility for
overseeing all research in the Society but final statements required Council approval.

135 Report of Council meeting September 1961, The Accountants’ Journal, 40:4 (1961), pp.120-122.
136 H
Ibid.

207



The significant overlap of members between the two committees showed that
the Board was a continuation of APPC. Five of the twelve members of the APPC
remained on the new Board: H.G.F. Callam, W.S. Gilkison, A.W. Graham, W.G.
Rodger and R.W. Steele. Callum was the first chairperson of BRAP. He remained on
BRAP for one year and Steele stayed for two years. The others carried on for longer.
Rodger left BRAP in 1965, Graham in 1967 (after being chairperson for six years
following Callam’s departure) and Gilkison in 1968. There were other membership
connections between the two committees. H.E. Strickett, who had been the Chair of
APPC for many years, but was not on the APPC in 1959, joined the new Board for
1961. A.A.Q. Solomon, who also had been on the APPC, was Vice President of the
Society in 1961 and therefore an ex officio member of the Board.

Through the 1960s, Board membership varied between eleven and thirteen.
BRAP was therefore about as large as the APPC had been. However, although there
was an overlap of membership, the committees had different membership bases.
APPC members had been mostly in public practice with some members from
commerce. On the other hand, while the majority of its members were in public
practice, the Board’s membership had a greater mix of those in public practice,
commerce and academia. Between 1961 and 1969, there were 22 NZSA members on
BRAP. Six members were academics thirteen members were in public practice and
three in commerce.™’ Having a majority of Board members in public practice, even
though they were a minority in the Society indicates that NZSA members expected
the Board to continue considering accounting issues from the point of view of
accounting practice.**® The emphasis on accounting practice is evident in the only
exception to having NZSA members on BRAP. In 1962, H.F. Foster, a Cost Institute
representative, was a member of the Board.

Of the former APPC members, Graham was the Society’s Secretary and
Callam, Gilkison, Rodger, Strickett and Steele were Public Accountants. Of the new
members of BRAP, J.A. Stone was also in public practice while L.W. Logan and F.V.
Noble-Beasley were in commerce. The significant difference between BRAP and the
APPC was that there were four academics on the new Board: A.S. Carrington
(University of Canterbury), L.W. Holt (University of Auckland), R. Sidebotham

137 They were L.W. Logan (Cadbury Ltd), F.V. Noble-Beasley (Seabrook, Fowlds Ltd), J.M. Robertson
(BALM Paints Ltd). Source: NZSA Yearbook 1961-1969.
1% NZSA Yearbooks 1961-1969.
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ictoria University o ellington) an K. Cowan niversity o tago). e
(Victoria University of Wellington) and T.K. C (University of Otago).™*® Th

influence of the academics on the working of the Board soon became apparent.

The NZSA and academe

Accounting academics were a new type of accountant in New Zealand and

they were to be influential in making research possible. Until 1960, accounting in the
Colleges of the University of New Zealand was located within the Arts faculties.
Lecturers in accounting were usually full time public practitioners who taught part
time in the evenings. In 1960 and 1961 there was a major restructuring of the
university system in New Zealand. Four universities were created from the colleges of
the former University of New Zealand. The new universities created Departments of
Accountancy and established Chairs. The NZSA supported these changes, noting that
the improved university link with accounting would be of ‘incalculable benefit to the
profession in standing, in facilities for research and in standards of tuition.”**° The
NZSA had made a submission to the University Senate as early as 1950 for Chairs to
be established in accounting. In its submission in that year, the NZSA noted the
importance of accounting, accounting research, the number of students taking
accounting subjects already and the service accountants gave to the community.

The NZSA also put forward an argument that accounting deserved to be
considered as an academic subject. The Senate of the University of New Zealand
accepted this argument in the creation of the Departments of Accountancy.'*! In 1960,
the Universities of Canterbury and Otago were the first to appoint professors of
Accountancy, just at the time the Council of the NZSA was considering how to help
the APPC become more effective. Council deliberately reorganised the APPC in 1961
to take advantage of the newly appointed academics. The new professors were already
members of the NZSA and with their research resources they were in a position to
help the Council achieve its aims of developing accounting guidelines.

New Zealand universities did not have full time lecturers in accounting until
the 1960s. When the universities first recognised accounting as an academic subject,

this was usually within the History and Economics Departments. The majority of

39T R. Johnston replaced Holt within the year.

140 G.H.V. Bindon, ‘President’s Address to the Annual General Meeting,” The Accountants’ Journal,
37:9 (1959), p.288.

! Having a Department of Accountancy did not necessarily mean that other Departments considered
the subject was academic.
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students were also part time, working elsewhere during the day.'** This was a
reflection of the nature of accounting. It was an occupation, not an academic
profession, and many practitioners came into accounting through employment in
offices, working in commerce and then deciding to become qualified.

Even so, the NZSA did have links with tertiary level education through
members who were part-time teachers and lecturers and through the papers that had to
be taken to become members of the Society. Several members who were actively
involved in the Society as office bearers, such as Presidents C.H. Perkins, C.C.
Holland and J.A. Valentine, were also teaching courses at the universities, Perkins and
Holland at the University of Canterbury and Valentine at the University of Otago. At
Victoria University of Wellington one of the most influential part-time lecturers was
W.G. Rodger who, as discussed earlier in this thesis, made a significant contribution
to the debate on accounting theory. S. Gilkison at the University of Otago was notable
not only for his teaching but also for his regular and very informative students’
section in The Accountants’ Journal. Students intending to become accountants
studied at the universities and other accredited institutions but the NZSA controlled
the qualification acceptable for admission to membership of the Society. The
requirements of the NZSA therefore largely but indirectly determined the content and
structure of accounting courses, even in the universities, because entry to the
profession was through these courses. One consequence of this strong input from the
Society was that the focus for many students and lecturers was accounting practice,
rather than accounting theory.

The NZSA supported the appointment of full time lecturers and professors of
accounting, but the Society did not support the notion of full time students, an issue
that was vigorously debated for several decades. Some members wanted students of
accounting to be full time, to receive rigorous and thorough training in accounting.
Such students entering the profession would be better trained and more skilled. Also,
higher standards of entry enhanced the profession’s social status through higher
quality accounting services. Other members of the Society opposed the idea of full
time study for accounting. They considered that access to the profession via full time

study might exclude some able students because they could not afford to attend

142 At the University of Canterbury, for example, in 1951, 93% of accounting students were part time
and in 1970, 33%. Source: W.J. Gardner, E.T. Beardsley and T.E. Carter, A History of the University of
Canterbury 1873-1973, (Christchurch, 1973), p.402.
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university full time. The Society’s journal for many months during 1960 published
articles and correspondence but the decision was finally determined by the
universities who were in favour of full time studies.** When the lecturers in
accounting became full time and professors appointed, the accounting courses
accordingly were slowly adapted to accommodate full time students.

In 1960, Carrington at the University of Canterbury and Cowan at the
University of Otago became Professors and Heads of Accountancy Departments.
Within a few years, the University of Auckland appointed Holt as Professor of
Accountancy and Victoria University of Wellington appointed Sidebotham to a
similar position.*** All these appointments were of men who had been lecturing in the
university system but who had begun their careers in the private sector. Carrington
and Cowan, for example, had been company accountants and Cowan for a time was a
public accountant. Most were educated as accountants, Carrington at Victoria
University and Cowan at the University of Otago. Holt while practising as an
accountant gained a degree in economics from the University of Auckland before
being appointed to the university as an accounting lecturer. Sidebotham was
appointed from the University of Manchester, where he was a lecturer in accounting.
Johnston, appointed Professor of Accountancy at the University of Auckland
following Holt’s retirement, was an exception. Johnston, educated at the University of
Auckland, first qualified but did not practice as a lawyer. He gained a commerce
degree and began lecturing in accounting at Auckland after World War I1. Carrington
and Johnston’s careers included periods at Australian universities in Sydney and
Melbourne. Cowan spent his career at Otago University.

The careers of these men were similar to those of the first holders of chairs of
accounting in Britain several decades before, where the first chair was given in 1914
to B. Shields at University College, Galway.'*® Shields’ position was part-time and
the first full-time British Professors were not appointed until 1947. They were Baxter
at the London School of Economics and Cousins at the University of Birmingham.

Professors of accounting in British universities were, as in New Zealand, mostly

143 See, for example, “Correspondence: University Study: Full Time or Part Time,” The Accountants’
Journal, 38:10 (1960), p.349; W.S. Gilkison, ‘Students’ Section: Part Time Study: a plea for
understanding,” The Accountants’ Journal, 38:11 (1960), p.381 and E.G. Budge, ‘The Universities and
Accountancy Education,” The Accountants’ Journal, 39:1 (1961), p.18.

144 Millen (1985), p.20. See also Trow and Zeff (2010).

145 Clarke (2005).
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‘practitioner academics,” in private practice and lecturing part-time.**® However, the
New Zealand chairs were created fifty to sixty years after the British chairs and
consequently the New Zealand academics had received university educations unlike
the first holders of the chairs of accounting in Britain. In general the New Zealanders
had similar educations and careers to their Australian counterparts, but the Australian
appointments were a few years before those in New Zealand. A.A. Fitzgerald became
the first Australian Professor of Accounting in 1955, but his position was part-time at
the University of Melbourne and he continued with his private practice. The first full-
time Professor of Accounting was E.B. Smyth also in 1955 at the New South Wales
University of Technology.*’

Employing full time lecturers of accounting in the universities gave the NZSA
the opportunity to make more use of academics in accounting research. Until this
time, individual members who were professional accountants, fully employed in their
occupations, conducted most of the research in accounting in New Zealand. At most,
research could only be a part time task. Therefore, at the same time as the universities
began employing full time lecturers and creating specialist accounting departments
and appointing professors of accounting, the NZSA disestablished the APPC and
created the Board. From the time of their university appointments the professors were
members of BRAP.

The minutes of the Board meeting for 11 May 1961, the first meeting of the
new committee, stated that BRAP will “...determine in what manner the Society’s
various research projects would be carried out and the manner of their publication.
The Society hoped that the universities would be able to assist materially in the work
of the Board.”**® The professors from the main universities were actively involved in
BRAP’s subcommittees, drafting many of the Board’s papers and organising seminars
for Society members. In 1961, for example, the University of Otago held a Study
Conference, Victoria University of Wellington ran an Accounting Seminar and the
University of Canterbury held an Advanced Accounting Workshop.**°

The new university academics were active contributors to the Society in other

ways. As mentioned above, they regularly wrote articles for the Society’s journal and

146 Anderson-Gough (2009), p.309. See also Clarke (2005); Carnegie and Williams (2001);
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communication between New Zealand universities and those overseas improved. For
example, the Department of Accountancy at the University of Canterbury began a
regular column in the Journal summarising articles and books published on a number
of accounting issues. In this way, members of the NZSA had the opportunity to learn
about the best of the literature produced overseas.

During the 1960s, there was a high level of international awareness and
cooperation in the accounting profession and greater movement of professional
accountants around the world. The profession was becoming more global in outlook
and new accounting information was reaching more members. New Zealand had a
steady stream of internationally known academics and practitioners who visited and
shared ideas and views with branches of the Society. Improving technology brought
better transport and communication making it possible for people such as N.M.
Bedford to respond to invitations from New Zealand universities. M. Moonitz, here as
an Erskine scholar later in the decade, gave significant advice to BRAP on how to set
up a process for the development of accounting standards in this country.™® New
Zealand accountants and academics also travelled overseas and gained experience
working in United Kingdom and United States accounting firms and visiting

universities.

Developing Tentative Statements of Accounting Practice

Accounting associations now either had their own research committees or
cooperated with other associations to form committees to consider accounting
issues.’®* BRAP was the only national committee carrying out research in New
Zealand’s main accounting organisation. The situation was more complex in Australia
where the Australian Society of Accountants established Research Committees in
each of the States and these continued to release a variety of bulletins that covered a
wide range of accounting activities. The other major Australian accounting
organisation, the Institute of Chartered Accountants had Research Societies in each
State that continued their work from the 1950s as well as ad hoc research committees
that concentrated on particular issues. The Institute also had a Research and Service
Foundation, which in 1958 began working on the revision of the Australian versions
of the ICAEW Recommendations on Accounting Principles. The Committee on
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Accounting Principles and Auditing Practice (AP&AP) replaced the Foundation in
1964 and in 1967 a Research Committee and Technical Committee replaced the
AP&AP Committee. These committees lasted until 1969 when the Institute
established the Accounting Principles Committee.

Research in Australia strengthened when the two Australian organisations
decided to cooperate in accounting research and in 1965 they jointly formed the
Australian Accounting Research Foundation (AARF). An Accounting and Auditing
Research Committee, which oversaw the work of the Foundation, had 12 members,
six from each organisation. The Institute’s representatives on the Committee were all
public practitioners. The Society’s representatives were three company executives,
one civil servant and two academics. The AARF was now the Australian accounting
profession’s main accounting research institution.

Accounting research in New Zealand remained the responsibility of BRAP,
the NZSA'’s research committee. The Board’s first projects were the research projects
the APPC had started. Consequently, the Board continued to rely on the study groups
as research resources. The study groups in the main centres, established by the former
Committee to help it focus on a number of accounting issues, carried on during the
1960s, supporting BRAP in its research work. At its first meeting, BRAP decided to
continue with such APPC projects as writing a handbook for members that would give
practical advice to members and providing guidelines on accounting practice. The
Board differed from APPC in that, although it intended to provide practical assistance
to members of the Society, it also began a process that shifted emphasis from
recommendations of best practice to tentative statements of accounting practice.

Guidelines for accountants in external financial reporting varied around the
world. By 1960, for example, the United States had spent thirty years codifying much
of its accounting practice. Members of the American professional accounting body,
the American Institute of Certified Public Accountants (AICPA), used 32 Statements
on Accounting Principles issued by two committees, the Accounting Principles Board
(APB) and its predecessor, the Committee on Accounting Procedure (CAP).**? In the
United Kingdom, on the other hand, best accounting practice was less prescriptive. By
1964, the Institute of Chartered Accountants in England and Wales (ICAEW) had

152'p_ Grady collated the 32 accounting principles under 5 objectives and 10 basic concepts in his 1965
report to the AICPA, Inventory of GAAPs in the USA. This publication was reviewed by Johnston in
The Accountants’ Journal, 43:9 (1965), p.345.
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produced 22 recommendations on accounting principles. They were not as detailed as
the American Statements and they were recommendations, not statements. Although
‘you started to realise there were indeed these very firmly entrenched rules...they were
never in writing.”*>*

As noted previously, the accounting organisations in both New Zealand and
Australia had adopted the ICAEW’s Recommendations on Accounting Principles in
1946. Whereas New Zealand and Australia stayed with these original British
recommendations the ICAEW, the British accounting institution releasing the
recommendations had revised and replaced many since 1946. Now, in the 1960s,
Australia and New Zealand separately began reviewing these recommendations in
much the same topic order and time to make them more suited to current economic
conditions. Both countries renamed the revised recommendations as Statements. New
Zealand issued five Tentative Statements of Accounting Practice (TSAPs) and the
Institute of Chartered Accountants in Australia issued three Statements on Accounting
Practice.

It took BRAP almost three years to determine how it would approach the
revision of the recommendations the NZSA had adopted almost twenty years earlier.
One problem the Board had was that it met only twice a year which was not frequent
enough to accomplish its tasks in a timely manner. Nor was the biannual meeting
programme sufficient for the Board to make full use of academic research facilities.™
It was not until 1964 that the Board began issuing revised recommendations as
TSAPs. The process adopted by the Board was that it would draft a statement and
issue it to members for comment. After receiving comments on the suggested
statements and reworking them, the Board gazetted the statements in the Members’
Handbook as Tentative Statements on Accounting Practice.*> The decision-making
process within the Board was strong and working relations good. Board members had
‘good discussions’ but there was usually little disagreement once the drafts had been
reworked, reflecting the level of communication and understanding between public
accountants and other NZSA members.**® This contrasts with the findings of Noguchi
and Edwards in their study of the ICAEW from 1948 to 1966. They noted the lengths

13 D.G. Trow, interview 15 July 2009.
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the ICAEW Council had to go to in its efforts to reduce conflicts between practising
and industrial members drafting the Recommendations on Accounting Principles.*’

TSAP-1 Presentation of Company Balance Sheets and Profit and Loss
Accounts, was issued in October 1964, replacing Recommendations 1 to 1V of the
Recommendations on Accounting Principles.**® BRAP issued four more TSAPs
between 1964 and 1968.™° The Australian Institute replaced Recommendations I, 111
and IV with D1.1 Presentation of Balance Sheets in December 1963, a year before the
New Zealand Society issued TSAP-1, which in the main covered the same topic,
although the Australian Institute did not review profit and loss accounts, which the
Society had included in TSAP-1. The Australian Institute issued an Exposure Draft on
profit and loss statements in 1967.

TSAP-2 Allocation of Income Taxes to Accounting Periods and TSAP-3
Valuation of Inventories were issued in October 1966 and February 1967 respectively.
The two statements were in effect United Kingdom Recommendations that the
ICAEW revised a few years before. For example, TSAP-2 was based on ICAEW
Recommendation 19 The Treatment of Taxation in Accounts. The ICAEW issued
Recommendation 19 in October 1958, replacing Recommendation I11 it had issued in
the 1940s. The Board adapted the United Kingdom Recommendations for New
Zealand conditions. The second Australian guideline, which was issued in December
1963, at the same time as D1.1, D2 Treatment of Stock-in-Trade and Work in
Progress in Financial Accounts, replaced ICAEW Recommendation VII.

BRAP in its revision of the recommendations continued to look to the British
guidelines. The Council approved TSAP-4 Depreciation of Fixed Assets in February
1968 and TSAP-5 Accountants’ Reports for Prospectuses in March 1968. Like the
third Australian guideline issued in the 1960s, D3 Accountants’ Reports for
Prospectuses, which was issued in 1964, four years before the New Zealand guideline,
these statements were adaptations of other ICAEW guidelines. ICAEW had first
issued Recommendation 13 Accountants’ Reports for Prospectuses: Fixed Assets and
Depreciation in 1949 and Recommendation 16 Accountants’ Reports for

Prospectuses: Adjustments and Other Matters in 1953.

7 Noguchi and Edwards (2004).
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In its deliberations, the Board tried to create statements that struck a balance
between being innovative and conservative. Accountants would avoid using
statements that were too innovative. On the other hand, if the standards were too
conservative then best practice could not improve.*® There was no defined theoretical
basis to the statements for they remained based on ICAEW recommendations to the
extent that the titles of the statements in both New Zealand and Australia were almost
identical with the ICAEW titles. The British influence on both countries’ accounting
statements remained strong. The American influence on New Zealand accounting
practice was less obvious but becoming more important. The AICPA Committees’
Bulletins and Opinions were available to BRAP members as were articles from
American academics and reports from American accounting research committees.
One tentative statement drafted by BRAP, TSAP-2 Allocation of Income Taxes to
Accounting Periods was based on the corresponding American guideline.*®*

One issue that was arising in several countries was the degree to which the
statements issued by accounting organisations were followed in practice. As in
Australia and New Zealand, accounting statements were not compulsory in the United
Kingdom or the United States. In the United States, the APB pressured the Council of
AICPA to make APB pronouncements compulsory, and for APB statements to be the
only acceptable generally accepted accounting practice.®* In 1964, the Council of
AICPA agreed that APB pronouncements were the only acceptable generally accepted
accounting practice. However, these statements were still not compulsory, although
entities had to highlight departures from them in their external financial statements.
The tentative statements issued by the New Zealand Board were also not compulsory
for entities to follow. They were guidelines only. The debate on the authority of the
statements continued in New Zealand throughout the decade.

Some members of the NZSA were critical that TSAPs did not have the
authority of the Council, although they needed Council approval before being issue.
These members felt TSAPs needed this level of authority for successful
implementation.'®® The President at this time, B.F. Anderson, in his address at the

annual meeting supported the Board issuing TSAPs and recognised the need for more
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authority for TSAPs.*®* The Council, however, twice rejected a request from BRAP
for this authorisation.'®® This shows that even the support of prominent members of
the NZSA was not enough to change the attitude of most members. Indeed, as Keenan
observed, NZSA members were not obliged to follow the statements. The ‘true and
fair’ override of the Companies Act took precedence over any statement meaning that
ultimately regulation remained external and statutory.*®®

The New Zealand accounting profession had yet to fully accept the concept of
drafting TSAPs. The statements were just one topic in the wider range of issues
researched by BRAP. Regulating external financial reporting by standardising the
reports was not yet a recognised professional activity. Many members remained wary
of any move away from individual judgement in practice or which introduced practice
from a theoretical basis, even though BRAP was showing it was possible to have what
Keenan referred to as collegiate regulation.*®’ That is, members acting on behalf of
the association to produce suggested accounting methods for the association to follow.
As D. Trow observed, ‘the profession wasn’t so trusting of those who were full-time
academics.”*®® This mistrust was becoming subsumed by the broader issue of how to
get entities to comply with TSAPs for the advantages of standardising reports were
beginning to outweigh this perceived disadvantage. The issue of compliance sparked
editorials and correspondence in the Society’s journal through the remainder of the
decade but the Society’s concerns were not as great as the journal’s literature
indicated. *®

Although the guidelines were not mandatory, in general, New Zealand entities
followed NZSA guidelines. R.W .Hopkins looked at a number of New Zealand
entities to gauge the extent of their adoption of NZSA recommendations and the
requirements of the 1955 Companies Act. He found that entities were fulfilling the
requirements of the Act and following the recommendations.*”® But Hopkins

recognised that to have all entities doing the same would take more definite measures.
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He favoured statutory regulations “....to bring less progressive companies up to
reasonable minimum standard.”*"* A few years later, R.W. Stannard noted that clarity
in financial reporting could only come from applying rules that ensured consistency
and similarity in financial statements.’” T.R. Johnston also agreed with Hopkins.
When discussing the concept of “true and fair’, Johnston noted that legislation was
required for auditors to have the authority to ensure that company financial reports
reflected a true and fair view of the state of an entity.'"®

Tentative statements were not the only recommendations that BRAP issued.
At times during the decade, BRAP wrote Opinions for members on various issues of
accounting practice. Opinions had even less authority than TSAPs but they gave
expert guidance on the implementation of the TSAPs. Between 1959 and 1965, BRAP
issued five Opinions along with a number of other research studies. The Opinions and
research studies did not require the approval of the Council for they were intended to
foster discussion among Society members.

The Board did not confine itself to developing statements of best practice.
During the decade, in addition to the TSAPs and Opinions, the Board completed a
project on farm accounting and supervised projects on accounting for clubs,
management accounting for smaller manufacturers, company law amendments and
trends in financial reporting. At the end of the decade, BRAP was about to set up new
projects on the auditor’s duty to verify stock, recommendations on accounting
practice, trade union audits and land agents’ trust accounts.

Some Board recommendations the Council adopted were similar to those of
the APPC, allowing NZSA members to improve their knowledge of accounting
through discussions of various accounting issues. BRAP suggested the inauguration
of an annual research lecture, which was in effect a revival of the lectures from the
previous decade, delivered by a member of the NZSA.'"* A.W .Graham, the Secretary
of the Society and a member of BRAP, gave the first lecture in 1963. The following
year, Carrington gave the research lecture. There was no lecture in 1965 and for the
remainder of the decade the lectures were delivered by J.D. Rose in 1966, N.M.
Bedford in 1967, B.L. Murray in 1968 and Sidebotham in 1969. Rose was a member
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of the Society, General Manager of two subsidiaries of Fletcher Holdings Ltd and the
first New Zealand winner of an Eisenhower Exchange Fellowship.” Murray was the
Solicitor General in Victoria, Australia. Bedford was a visiting Erskine Fellow from
the United States and a long time contributor to the Society’s journal. There was no
lecture in 1970 because of the national convention.

The topics for the lectures varied, but generally showed that the Society was
focussing on accounting practice. Graham spoke on ‘The Accountancy Profession in
New Zealand: Problems, Trends and Issues of the 1960s’. Carrington titled his lecture
‘Certainty or Realism in Accounting’” and Rose spoke on ‘The Accountant and
Development: The Scope, The Challenge, The Risks’. Murray gave members an
overview of ‘Companies and the Law: the last decade in Australia’. Bedford and
Sidebotham were the two lecturers who gave talks that came closest to theory in
accounting. Bedford spoke on “Information and Communication Aspects of
Accounting Principles’ and Sidebotham’s talk was on ‘A Tentative Theory of
Financial Reporting for Social Corporations’. These topics most probably would have
given listeners the most up-to-date information, as available in the journals published
overseas. This certainly indicated that BRAP, when making recommendations to
Council on the choice of lecturer, was looking overseas at what was being developed
and researched and wishing to convey that information to NZSA members. However,
despite BRAP considering research developments in external financial reporting in
the United Kingdom, Australia, the United States and Canada and even though the
visiting speakers for the research lectures were again from Australia and the United
States, the Society continued to look to the United Kingdom for guidance on
developments in accounting.

The research lectures followed a set format. The Council invited particular
individuals to give a lecture, with their paper circulated in advance and commentators
organised to speak on the paper. Members of the audience were then to participate in
a general discussion on the paper.'’® All members of the NZSA had the opportunity to
comment on the papers. Those who could not attend the lectures were able to read
them when the Society’s journal printed them. In this way, the Council fostered
discussion and debate on accounting issues. The lectures appeared to be a success and

many members attended. In some respects, research lectures were a form of
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continuing education, because many members had the opportunity to hear about some
of the latest ideas on a number of accounting topics. This could only enhance their
knowledge of accountancy and perhaps promote discussion on these topics. At the
same time, the lecturers, whether practising accountants or academic lecturers, had the
opportunity to research a topic and further their work in particular areas.

The NZSA continued to encourage individual research. Carrington and
M.O. Jager agreed with this approach but stressed that the NZSA needed to be the
facilitator.>”” That the Society concurred was evident in 1968, when, at the suggestion
of the Auckland branch of the Society, the Council approved another revival of the
thesis competitions. Again, the intended themes for the competition were to be on
New Zealand industry. The first topic was on the future of New Zealand exports and
in 1969, accounting in the motel industry. Even though there were several years when
they did not occur, over the decades from the beginning of thesis competitions in the
1930s, the NZSA covered most sectors of the New Zealand economy in the
competition. Usually the topic was focused on how an entity should account for or
present its business operations. The thesis competition was useful for the accounting
profession in New Zealand. It allowed individual members of the NZSA to pursue
research on a particular topic and disseminate their findings to other members as well
as continuing to foster interest in research in accounting. The competition may also
have fostered good relations between the accounting profession and industries in the
various sectors of the New Zealand economy. Accounting methods within the sectors
were scrutinised by those NZSA members keen to present a thesis and improvements
could follow based on the winning entry.

Summer Schools were another way for members to improve their accounting
skills. Branches organised these courses although they were usually held in the main
centres. Accounting lecturers from the universities usually delivered the lectures. In
effect, the schools were a form of continuing education that became more common
and important in the 1960s. They provided an opportunity for members of the NZSA
to come together and discuss topical issues and enabled individuals to learn from
others. It is possible that in this way some members of the NZSA became interested in
participating in NZSA activities, including belonging to groups and committees
supporting BRAP activities.

17 AS. Carrington, ‘The Next Thirty Years,” The Accountants’ Journal, 40:8 (1962), p.256 and M.O.
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Although the Council encouraged BRAP to produce guidelines for best
practice, it was unable to provide the Board with the same level of resources as was
available in the United States or the United Kingdom. The issue of appointing a full
time research officer in the NZSA continued from previous decades, with the same
result as before. At its first meeting in May 1961 BRAP, as had its predecessor,
requested that the Council appoint a research officer.*”® Even though the NZSA had
agreed at the annual meeting in 1960 to raise subscriptions to pay for a research
officer, the Council did not respond. The pressure for research support continued. In
1962, an editorial in The Accountants’ Journal noted that “...major progress (in
research)...will not be achieved until... (the) appointment...of a member able to devote
the major proportion of his time to the service of those committees requiring the
collection, collation and evaluation of data.”*”® This time there was a response from
the Council. At its meeting in March 1962 the Council approved in principle the idea
of a research assistant and directed the Executive Committee to look at the financial
implications of such a move.*® These implications must have been significant
because a year later the then President, Cox, noted that it was problems of finance and
space that stopped the Council appointing a research assistant to BRAP.*®! The
Council did not appoint a full time research officer and the Board did not raise the
issue again in its reports to the Council for the remainder of the decade, although the
Council did attempt to provide some support. In 1966, the Council advertised for an
Executive Assistant, one of whose tasks was to administer research activities.'®?
Support for BRAP remained negligible.

A notable feature of the NZSA’s role in standard setting during the 1960s was
the introduction of academics on BRAP. This move helped strengthen standard
setting, evident in BRAP’s development of TSAPs. The move also allowed the
Society to show its determination to take seriously its role as standard setter. Even
though this was done in a way that minimised costs, having academics on BRAP fits
within Larson’s model as an activity that strengthened accounting knowledge and
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reinforced the Society’s claim to set accounting standards. The profession now looked

to another way to strengthen that knowledge.

Strengthening Accounting Knowledge

The Board based its statements directly on ICAEW recommendations but
there were pressures on the accounting profession in New Zealand and overseas to
make these statements more rigorous and defensible.'® Part of the problem in
developing accounting standards was the practical nature of accounting. Much of the
research in the United States, New Zealand and elsewhere was on issues raised
through accounting practice and aimed at improving this practice. In financial
reporting, for example, research focused on making company reports true and fair
through the development of guidelines such as the statements of accounting practice
issued by the NZSA.*®* These statements, even in the 1960s, had a practical basis and
could be contradictory and ad hoc. There was pressure, therefore, from within the
profession and from both the business community and government to determine a
theoretical basis for the statements that removed inconsistencies.

A theoretical basis to accounting statements had to come from further
research, which was why committees like the APPC were established. Indeed, many
Presidents of the NZSA, in their annual reports to members referred to APPC under
the subheading of Research.*® Although the APPC did not have ‘research’ in its title,
clearly the NZSA Council saw this committee, and its successor, BRAP, as research
committees. The focus on research to produce a more encompassing and consistent set
of accounting statements indicated the increasing influence of the American
accounting profession on the development of accounting standards in New Zealand.
The academics on BRAP played a significant part in this change in attitude. The
NZSA'’s journal published the results of American research, as well as comments and
analyses, critical or otherwise, by New Zealand academics on these American studies.
Thus the New Zealand accountant was able to see the results of American research

and evaluate its usefulness.
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The development of accounting theory was more an American than a British
phenomenon. For much of the 1960s there was little in the way of accounting research
in England and it was not until the beginning of the 1970s that academic work began
in earnest in the United Kingdom. In 1971, the University of Lancaster created a
Chair of Accounting and an international research centre with E. Stamp as director.®’
Stamp was notable for the pressure he put on ICAEW late in the 1960s to adopt “a set
of rational, logical, self-consistent principles.”*®

The situation was different in the United States, where the AICPA studied
accounting postulates and basic principles alongside practical issues, such as business
combinations, accounting for income taxes, accounting for long term leases and
accounting for non-profit organisations.'®® The AICPA attempted to deepen the level
of research. The organisation intended that its research body the Accounting
Principles Board create an underlying theory of accounting practice. Although, as will
be seen below, the APB chose not to do this, the fact that the AICPA had this aim was
a reflection of the pressure on the accounting profession, both by members and by a
number of organisations outside the profession, to create an acceptable basis for
accounting practice. For example, the SEC and the New York Stock Exchange were
demanding that the accounting profession provide a theoretical underpinning for
accounting practice to give authority and consistency to accounting statements. As a
result of these pressures and directives, during the 1960s, the accounting profession in
the United States led the world in the developments in accounting standards and
encouraged comment from the profession elsewhere. In New Zealand, members of the
Society were able to have an input into this research as when The Accountants’
Journal published invitations from the APB welcoming comments from accountants
and accounting organisations on proposed American accounting statements.®
Whether the APB received input from outside the United States was unclear at the
time.

The accounting profession in the United States as elsewhere also received

legislative pressure for a broad theoretical base to accounting practice. The

Accounting,” The Accountants’ Journal, 41:1 (1962), pp.50-52. Horrocks, analysing the changes in
American accounting, urged the Institute to ‘... take note of changes in the United States’ (p.50).
187 Edwards (1989), p.241.

188 Editorial, ‘Uniformity- For and Against,” The Accountants’ Journal, 48:5 (1969), p.177.

189 N.M. Bedford, ‘American Professional Survey,” The Accountants’ Journal, 39:3 (1960), p.124.
190 « additional Research Projects of the American Institute of Certified Public Accountants,” The
Accountants’ Journal, 39:6 (1961), p.192.

224



Companies Acts in a number of countries required that external financial reports give
a true and fair view of the affairs of an entity. A set of systematic and comprehensive
statements of accounting principles would best meet this requirement and many
acknowledged the responsibility of the profession to define such statements and
encourage their acceptance. An editorial in the NZSA’s journal in 1962, for example,
noted “...the community look to the accountants as virtual guarantors of the financial
integrity of the concerns which they serve.”**! The Australian profession was more
active than the New Zealand profession in responding to this social expectation. The
AARF began researching accounting theory and, as in the United States, hoped to
issue statements on accounting principles.'*?

The American statements came at the beginning of the decade. In 1961, M.
Moonitz, the Director of the AICPA’s Accounting Research Division, released
Accounting Research Study No 1 The Basic Postulates of Accounting. The following
year Moonitz with R. Sprouse issued Accounting Research Study No 3, A Tentative
Set of Broad Accounting Principles for Business Enterprises. These statements did not
have formal approval from the APB but they were given the APB’s qualified
support.*® However, the two studies alarmed many members of the AICPA because
they were considered too far reaching. Consequently, while the American Institute’s
Accounting Research Division was producing its proposed theoretical basis to
accounting standards, the APB followed the example of CAP and focused more on a
case study basis to defining accounting standards, authorising a study by P. Grady,
published as Accounting Research Study Inventory of Generally Accepted Accounting
Principles. Insufficient though the response of the APB to these works may appear to
be in achieving its aim of describing a comprehensive and coordinated set of
accounting principles, the works by American accountants such as Moonitz, Sprouse,
Vatter and Grady were nevertheless significant steps taken towards a theoretical basis

for accounting practice.'*
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The weakness of the APB in its inability to produce authoritative statements
became evident in 1962 when its Opinion No 2 Accounting for Investment Credit,
which favoured the deferral method over the flow-through method, was overruled by
the SEC. The SEC accepted both methods. The APB had to withdraw its opinion. In
response, in 1964 the AICPA established the Seidman Committee to look at the status
of APB Opinions and the state of accounting principles and practice in financial
reporting. The AICPA adopted the recommendations of the Committee and gave APB
Opinions the status of ‘substantial authoritative support’. This meant that the Opinions
were in effect compulsory. Authoritative status no longer came from generally
accepted practice. In addition, the Seidman Committee urged that the APB determine
a comprehensive set of basic concepts and accounting principles for financial
reporting.

The response to this recommendation was the 1970 APB Statement No 4
Basic Concepts and Accounting Principles Underlying Financial Statements of
Business Enterprises, which did not provide the much called for systematic theory.
Instead, as Storey and Storey point out, ‘[g]enerally accepted accounting principles
were a mixture of conventions, rules, procedures and detailed practices that were
distilled from experience and identified as principles primarily by observing existing
accounting practice.”**® The reluctance of APB to define a conceptual framework for
accounting standards was significant. That both CAP and APB failed to develop a
theory of accounting indicates the difficulty the profession has had, and in many
respects continues to have, in determining a framework of accounting that is easy to
accept and understand.

Because of the practical nature of accounting standards, research and debate
on the basic elements of accounting theory began with accounting practice. For
example, the American Accounting Association’s (AAA) approach was to determine
the theoretical elements that underlay accounting practice and then use these to
establish the rules of practice. This reflected the academic nature of AAA membership
and received favourable comment elsewhere.*® The AICPA’s approach, on the other

hand, was to take case studies and determine general rules from them. This reflected
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American Accounting Association’s approach to determining uniformity of accounting principles and
practice.
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the large public practice element in AICPA membership. For both organisations, an
early issue was the determining and defining of accounting elements. What were
principles, postulates, concepts and conventions? Was there a distinction between
standards and rules? By the 1960s, there was some firming of opinion on these issues,
particularly as to what were principles as distinct from rules and postulates, concepts
and conventions.'®” But this was still not sufficient for significant advances in
standard setting. In 1965, the then President of the New Zealand Society, T.G. Hull,
noted that there had been little progress worldwide on research in accounting because
research had not been defined and the profession had yet to determine its research
objectives.'®®

To ensure consistency in application, accounting principles needed more than
accepted practice. Bedford saw a scientific approach to accounting research as
important because it in effect was divorced from practice and allowed analysis of the
purposes and uses of accounting data. He cautioned that the profession needed to
realise that the development of a theory of accounting might contain elements that did
not depend on particular practices.*® D.S. Cox, reporting from an international
congress on accounting education, repeated Moonitz” comments that the two extremes
of research were based on existing practice, with the danger of an uncritical
acceptance of practice, or studies of the fundamental assumptions of accounting
practice with its disadvantage of becoming too abstract and obscure.*®

Research in standard setting, whether at the extremes or not, was becoming
increasingly significant for the profession as standard setter. The quality of accounting
standards determined the reliability of external financial reporting and, as the
profession had found, this affected the profession’s reputation in the community. The
profession therefore was committed to act professionally and responsibly and one way
of doing so was to develop a theory of accounting to give more weight to accounting
standards. An editorial in The Accountants’ Journal in 1964, for example, emphasised

the responsibility of the NZSA to give a lead in determining accounting standards.?**

197 See, for example, ‘American Institute’s Research Projects: Overseas Suggestions Invited,” The
Accountants’ Journal, 39:2 (1960), p.50.

198 T.G. Hull, ‘President’s Address to the 1965 Annual General Meeting,” The Accountants’ Journal,
43:8 (1965), p.288.

199 N.M. Bedford, ‘American Professional Survey: The Nature of Accounting Research,” The
Accountants’ Journal, 40:4 (1961), pp.123-125.

20 S, Cox, ‘International Conference on Accounting Education,” The Accountants’ Journal, 41:4
(1962), p.111.

201 Editorial, ‘Improving Accounting Standards,” The Accountants’ Journal, 43:2 (1964), p.41.
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In 1968, K.C. Keown discussed accounting standards, emphasising the need for
standards for the profession to have the confidence of the public and that the
profession needed to write the standards, not government.?> The NZSA continued
observing what was happening overseas in accounting theory. Graham, in his editorial
“The Place of Theory in Accounting’ listed the events in a number of countries to
which the accounting profession was responding by reappraising *(its) basic tenets.’
Jager wrote a comprehensive article on accounting principles, illustrating the
American view of the debate.?® Also in this decade, Johnston began a regular column
that summarised what was happening overseas in the area of financial accounting.?*
New Zealand accountants commented on developments in, for example, the
American APB, but that appeared to be the extent of local input to the debate. J.
Horrocks, for example, reviewed the developments in American research in an article
titled *A Revolution in Accounting’ in which he advised the NZSA that New Zealand
needed not only to be aware of what was happening in the United States but also to

make use of that information.?®®

Many articles in the Society’s journal were reviews
or reports from overseas. Even though New Zealand academics wrote articles
providing a comprehensive and clear summary of the practices of accounting in New
Zealand and elsewhere, there does not appear to have been any development of
accounting thought as such in New Zealand. However, the academics on the Board
were, through their participation in both BRAP and the Journal, making a difference
to the quality of New Zealand accounting guidelines.

Accounting statements were also strengthened through improving international
cooperation and coordination. In 1967, for example, the President of ICAEW
suggested that representatives from major accounting organisations in Canada, the
United States and Britain meet to begin studying accounting problems.?*® This move

was supported by other countries as a good first step to what many considered was a

202 K C. Keown, “The Development of Accounting Standards around the World: Paper presented at the
5" Conference of Asian and Pacific Accountants 1968,” The Accountants’ Journal, 46:7 (1968), p.272.
23 Editorial, “The Place of Theory in Accounting,” The Accountants’ Journal, 42:6 (1964), p.181 and
Jager (1964), p.172.

2047 R. Johnston, “Financial Accounting Trends, Techniques and Pronouncements,” The Accountants’
Journal, 43:9 (1965), pp.344-346. The contribution of academics to the Institute’s journal began
earlier. In the early 1950s Johnston, for example, wrote a regular column on current reading.

205 3. Horrocks, ‘A Revolution in Accounting,” The Accountants’ Journal, 41:2 (1962), p.50.

206 «The Profession Abroad,” The Accountants’ Journal, 45:8 (1967), p.336.
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major development in the profession.?’” New Zealand played a part in this
development. Cowan for example, delivered a paper at the Ninth International
Congress of Accountants in Paris, where he emphasised the need for broad agreement
on accounting objectives and good communication. In his paper, Cowan recognised
the advantage of international cooperation and suggested an independent International
Bureau for Accounting Research, Information and Cooperation.?%®

Lee outlined how the accounting profession responded actively during the
1960s to public criticism of external financial reports. Accounting associations in
many countries had research committees developing and issuing guidelines that were
strengthened into standards. Academic researchers postulated a number of financial
accounting theories to define and describe the validity and reliability of the standards
and the profession was consolidating a coordinated international effort to address
criticisms of accounting practice.?%® The NZSA’s activities during this period are
evidence of the profession’s application in drafting standards and participating in
international events. The New Zealand profession was an observer rather than a
participant in the debate on financial accounting theory but in a position to take

advantage of any generally agreed theory.

Conclusion

This chapter described the steps the NZSA took during the 1960s to further
develop accounting knowledge through BRAP, the successor to APPC, and placed the
New Zealand moves in the context of what the accounting profession was doing
overseas. The NZSA’s efforts to develop accounting knowledge by creating TSAPs
were similar to the efforts of the accounting profession elsewhere in standardising
external financial reporting. These steps were evidence that the profession took its
responsibilities as standard setter seriously. Standard setting was now a professional
accounting activity.

It suggests that during the 1960s, professional accounting organisations such
as the NZSA increased their research in and development of guidelines for external

financial reporting, highlighting the growing importance of this field of accounting to

207 R J. Vargo, ‘Accountants and their Image- an International Perspective,” The Accountants’ Journal,
46:11 (1968), p.454.

208 T K. Cowan, “The International Harmonisation of Accounting Principles,” The Accountants’
Journal, 46:6 (1968), pp.206-210.
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the profession and its professional reputation. Public criticism of the reliability and
information usefulness of external financial reports was sufficiently strong for the
accounting profession to respond by strengthening guidelines of good practice into
standards. In part the profession was anxious to minimise state intervention in the
process. Although, there were advantages to having state intervention the profession
wanted state involvement on its terms. As Lee noted, state intervention was a threat to
the profession’s reputation and to its continued dominance of standard setting.?° The
profession’s actions to make guidelines into the more regulatory standards suggests
that it now regarded regulation of external financial reporting as a professional
activity under its control and its responsibility to respond to calls for strengthening
regulations.

The strength of the profession’s determination to retain control of regulation
was indicated in the efforts it put into finding an acceptable financial accounting
theory. Although the NZSA was not part of this search, the New Zealand association
did alter the composition of its new research committee, BRAP, to give a more
academic focus to standard setting. The input of the newly created Chairs of
Accounting in New Zealand universities greatly strengthened New Zealand
accounting practice. The academics on the Board were in a better position to follow
what was happening overseas in accounting research. The NZSA recognised the
importance of research in developing better accounting guidelines but did not invest
in research to the same extent as was happening in other countries, such as Australia
and the United Kingdom. Cost remained a factor in the Society’s decisions. At the end
of the decade, the NZSA was still debating whether to appoint a research officer to
support the work of BRAP.

Chapters five and six showed that the accounting profession, as evidenced by
the New Zealand history, eventually accepted it had a responsibility in the public
interest to extend accounting knowledge to regulate external financial reporting. As
Muis observed, the profession was responding to demands for standardising external
financial reporting, and being seen to do so.?** This chapter showed how the
profession consolidated its role as standard setter, continuing to develop and
strengthen accounting knowledge, illustrated by the changing nature of accounting
standards.

210 | ee (2009).
21 Muis (1977).
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The profession was making the regulations stronger in the public interest but
was also acting in self interest. This action, as Cooper and Deo and Walker observed,
protected accounting’s professional status.?*? As a regulator, the profession raised its
public profile and hence increased its professional reputation. Lee saw the profession
maximising its use of accounting knowledge as part of its professionalisation process

and this chapter supports his contention.?*® As the next chapter shows, these actions
were ongoing.

212 Cooper and Deo (2005); Walker (2004).
213 | ee (1991).
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Chapter Eight: Becoming Less Tentative: The Board of Research
and Publications 1970 to 1978

Introduction

This chapter analyses the actions of the NZSA as standard setter during the
1970s. The first section describes how the NZSA improved its development of
accounting standards as the Board of Research and Publications (BRAP/Board)
reacted to economic and other pressures for better regulation of external financial
reporting. As the decade advanced, the Board became more certain in its actions and
consolidated its role of standard maker, progressing from drafting Tentative
Statements of Accounting Practice (TSAPS) to issuing Statements of Standard
Accounting Practice (SSAPs). The international dimension in standard setting
continued as New Zealand standards were usually based on standards developed
overseas and the Board strengthened its links with Australian standard setters.
Although no SSAP was without numerous redrafting, at first the Board issued many
of the SSAPs with little disagreement.

The second section discusses how some SSAPs, such as equity accounting and
accounting for inflation were more controversial, testing the Board’s control of
standard setting, showing its reliance on standard setting processes in use overseas
and exposing the profession’s vulnerability to entity cooperation. Sections three and
four in this chapter discuss the effects of these challenges to the standards on the

nature of the standards and the profession’s relationship with the state.

Standard setting as a professional activity

A significant feature of the NZSA as standard setter that was becoming
evident in the 1960s was the actions the profession took to maintain its dominance in
regulating external financial reporting. It was in the profession’s interest to have
control of standard setting for the profession’s reputation in part lay in public
perception of the effectiveness of accounting standards.

One way the NZSA maintained control of the standard setting process was by
trying to keep the process as robust as possible. By doing so, the association was
acting professionally and being seen to do so. That the NZSA acted to maintain its
dominance in standard setting indicated the profession’s determination to maximise

its professional reputation for there were no real challenges to the Society’s claim as
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standard setter. On the contrary, institutions such as the state and the New Zealand
Stock Exchange had urged the NZSA, and not other institutions, to provide direction
in external financial reporting on the grounds that accountants had the skills and
knowledge to best regulate the reports. However, as the 1970s unfolded this
preference for the NZSA to set accounting standards did not prevent either group from
commenting and threatening actions that forced responses from the NZSA.

BRAP was the NZSA'’s standard setting committee, making use of standards
developed overseas and frequently reviewing the standard setting process. The
composition of the Board during the 1970s, which remained much as it had been
during the 1960s, helped the profession carry out its standard setting task in a
professional manner. The Board had members from a variety of accounting
backgrounds. Although there was no formal rule for composition, informally the
Council was careful, as was BRAP, to ensure that public practitioners were well
represented.? Standard setting was aimed at public practice. It was intended to
improve accounting methods and NZSA members in public practice were those who
applied the standards. But public practitioners did not dominate the Board. There were
a variety of accountants on the Board. At any one time during the 1970s five of the 11
or 12 Board members were academics.® The other Board members were either in
public practice or in industry.* However, the two Chairs during the decade, W.H.
Morgan, 1968-1974 and R.C. Pope, 1975-1978, were public practitioners.’ Having a
mix of types of members gave vigour to the Board’s discussions and decision-making.
Apart from the academics, the Board members were directly involved in external
financial reporting in their regular jobs. The public practitioners were auditing public
company reports and therefore able to bring current issues to the attention of the
Board. Those Board members who were employed in industry were usually from the
larger entities and were used to preparing external financial reports for their

companies.

! Foots (1981).

2 F. Devonport interview 19 May 2007.

3 T.K. Cowan (Otago), F.Devonport (Canterbury), D.G. Trow (Victoria), T.R. Johnston (Auckland).
The University of Waikato was founded in 1964 and from 1971, G.J. Schmitt, who had been a member
of a sub-committee of the Board, became its representative on the Board.

* In 1974, for example, four of the twelve members were in public practice and three were directors or
financial controllers in large New Zealand companies.

® R.C. Pope was President of the Society in 1980.
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The variety of public and industry representatives on the Board may explain
why the Board did not have a system of formal consultation with other organisations
interested in external financial reporting, such as public companies or the Stock
Exchange. In a country as small as New Zealand, the NZSA had little difficulty
communicating with other organisations. Membership of the Stock Exchange and
NZSA overlapped. It was easy to meet others, whether at conferences or in
professional organisations and hence like minded individuals were able to come
together. Public companies were the clients of the larger accounting firms and
partners in these firms were more likely to be on the Board than those from smaller
accounting firms.® These Board members would have had to communicate with their
partners to ensure that they were aware of issues affecting their partners’ clients. It is
possible that this was how those entities could ensure that they exercised influence on
the development of accounting standards. At the same time, the NZSA was ensuring
consultation with public companies by encouraging members employed by those
entities to be members of the Board.

Similarly, the NZSA maintained contact with the universities through
academic membership on the Board. The academic representatives on the Board
provided much needed research resources, up to date knowledge of research methods
and the experience of applying and monitoring these methods. S.A. Zeff criticised the
high proportion of academics on the Board, relative that is to comparable committees
in other countries.” Zeff noted that the Board’s task was policy formation, which he
doubted was a strength of the university personnel on the Board. Instead, Zeff saw
that research for the Board was properly a function of personnel employed by the
Society with the Board using the results of research in its deliberations. However, the
Board had difficulty employing qualified staff to carry out research and needed the
universities to undertake and coordinate its research. The number of academics on the
Board may have reduced the Board’s ability to act as a policy making body, but this
assumes the academics were less able to formulate policy than the public accountants
on the Board, and this is debatable. Academics brought valuable skills to the Board,
including the ability to argue and write.® There was also some movement of Board

members from one area of accounting to another. T.K. Cowan, for example, had been

® Frequently the Chair of the Stock Exchange was also a member of NZSA. Appointments of Chairs of
the Stock Exchange were mentioned in The Accountants’ Journal.

7 Zeff (1979), p.83.

® D. Emanuel interview 14 July 2009.
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in private practice for some years before moving to the University of Otago. Zeff’s
unease does not appear to have concerned Council. Academics remained on the
Board. That Council in 1961 asked the newly appointed Professors of Accountancy to
join the Board may have been a positive response to the resource problem. As New
Zealanders, the professors knew members of the Society in other areas of accounting
and worked with them on the Board’s subcommittees.

The NZSA relied on academic research personnel for the next decade despite
frequent requests from the Board to Council for additional support. The Council was
sympathetic but employing a research officer was too expensive for the Society.
Following further requests from the Board in 1971 and 1972 Council again promised
to appoint an officer but did nothing until 1973 when it employed the first research
officer, G.S. Palmer. Palmer provided much needed research assistance but it quickly
became obvious to the Board that the work they required was too much for one
person. In 1975 the Board recommended that Council appoint a second research
officer. Palmer resigned at this time, so the Board was again without staff support. A
year later, Council appointed A.R. Salole as research officer. Apart from 1976, from
1973 and until it was replaced, the Board enjoyed staff support.® Salole remained with
the NZSA until 1981. Although the Board now had research support, the amount of
research work needed doing was still greater than the personnel available.

The Board did not rely on the NZSA for total financial support and tried to
source other areas of funding for its research. In 1975, the Board established a small
subcommittee to examine the possibility of the business community funding
research.'® There is no record in the NZSA archives of this subcommittee ever
meeting nor is there any mention of recommendations from it. The business
community in New Zealand appears not to have provided a research fund for the
Society. One can only speculate as to what form the Board would have wanted the
funding to take and who they would have approached to provide the funds. There was
also the question of what control businesses contributing to the funding would have
expected to have over the use of any such funds and research. If the New Zealand
accounting profession wanted to retain standard setting as a professional activity it

needed to retain control of standard setting. Having the wider community

% Report of meeting of the Board of Research and Publications 12 May 1972, The Accountants’
Journal, 50:10 (1972), p.408.

19 Report of meeting of the Board of Research and Publications 15 May 1975, The Accountants’
Journal, 54:7 (1975), p.276.
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acknowledge that the profession was best placed to deliver quality accounting
standards may have outweighed the limitations of finance and other resources.

By making use of standards developed overseas, the Board partially alleviated
its research problems. The Board was able to adapt standards because accounting
organisations in other western countries had research committees similar to the
NZSA'’s Board and the process of standard development was common to them. From
1971, the ICAEW’s Accounting Standards Steering Committee (ASSC) released
exposure drafts concurrently with accounting organisations in Ireland and Scotland. In
Australia, the Accountancy Research Foundation (AARF) drafted statements on
accounting practice and the Canadian Institute of Chartered Accountants had an
Accounting and Auditing Research Committee. The United States was different from
other western countries in that for almost forty years the Securities Exchange
Commission (SEC), a body outside the accounting associations, had monitored and
approved accounting standards drafted by the American Institute of Certified Public
Accountants” (AICPA) research committee, the Accounting Principles Board
(APB).™ All accounting organisations were researching, drafting and consulting
members and others before issuing guidelines of good practice to their members. The
accounting profession also took a step towards international cooperation in the
development of standards when, in 1973, the International Accounting Standards
Committee (IASC) was formed. The NZSA was well placed to benefit from this
progress in standard setting. As D. Trow told participants at an accounting seminar,
‘New Zealand is fortunate to be able to follow the best of developments overseas.’*?

BRAP indeed followed overseas developments, replacing the Tentative
Statements with Statements of Standard Accounting Practice (SSAP). The Board
usually took promulgations from several countries including Britain, the United States
and Australia, and adapted the standards and related releases to New Zealand
conditions. The Board also began adapting standards the IASC was now issuing. The
NZSA’s SSAP-1 Disclosure of Accounting Policies, SSAP-4 Valuation and
Presentation of Inventories in the context of the Historical Cost System and SSAP-7
Extraordinary Items and Prior Period Adjustments, for example, were standards

created overseas. The precursor of SSAP-1 Disclosure of Accounting Policies was

1 In 1973 the Accounting Principles Board (APB) was restructured and named the Financial
Accounting Standards Board (FASB).

2D, Trow, A Critical Review of Financial Reporting Standards in New Zealand, (Summer School
Paper, New Zealand Society of Accountants 1974), p.24.
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TSAP-8 that the NZSA issued early in 1974. TSAP-8 came from a British SSAP,
issued in 1971 and an American Opinion, issued in November 1972. Australia and
South Africa had similar standards.™® When Council issued SSAP-1 Disclosure of
Accounting Policies in November 1974, the statement was no longer based on these
standards. Instead, the NZSA used the recently released IAS-1, the first standard
issued by the international group, the IASC, rather than a redrafted TSAP-8.
Disclosure of Accounting Policies was appropriate as the first SSAP issued by the
NZSA because it provided a useful and general reference for subsequent SSAPs.
Keenan was critical of BRAP’s efforts to persuade members and entities to use these
first few statements. He considered the weak wording of the preliminary text with its
emphasis on members simply ‘having regard to’ the statements as weakening BRAP’s
role in providing collegiate regulation.** But with the standards voluntary the NZSA
was in no position to enforce compliance.

Council issued SSAP-4 Valuation and Presentation of Inventories in the
context of the Historical Cost System in November 1975. This statement replaced
TSAP-9 Valuation of Inventories for External Reporting, which was a virtual copy of
the British Recommendations on Accounting Practice No 22. Like SSAP-1, SSAP-4
came from an international accounting standard rather than the original British
standard. SSAP-4 was IAS-2, not a revised TSAP-9." However, SSAP-7:
Extraordinary Items and Prior Period Adjustments, which Council issued in December
1977, did follow an earlier New Zealand draft, ED-12 Extraordinary Items and Prior
Period Adjustments. ED-12 was a copy of a British standard, SSAP-6, issued in 1974.

That most New Zealand standards were either actual overseas standards or
overseas standards altered slightly for local conditions shows that accounting practice
in New Zealand was very similar to that in other western countries. The demands of
investors for useful financial information and the determination of government and
the accounting profession to ensure that this information was disclosed in external
financial statements were the same in New Zealand as elsewhere. Even so, before the
Board used a standard developed overseas, it studied that standard very carefully to
ensure that it conformed to New Zealand legislation and other regulations. While this

took time and some resources, it was still cheaper for the Board to do this than to

13 Zeff (1979), p.57.

4 Keenan (2000).

> R.L. Challinor and D.M. Emanuel, ‘A Commentary on SSAP-4,” The Accountants’ Journal, 55:11
(1976), p.389.
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develop its own standards. Cost remained a determining factor in the standard setting
process.

The NZSA did not confine its contact with accounting organisations overseas
to using standards first drafted in other countries. The NZSA was a member of
international accounting bodies and, as discussed later in this chapter, encouraged its
members to participate in the workings of those organisations. The Australian
connection was also important for the NZSA and the New Zealand association
maintained contact with the two major Australian accounting organisations. Indeed,
one task of the NZSA’s Research Officer, included in his job description, was to
communicate with research officers in the Australian organisations. This directive
showed the high level of cooperation between the accounting professions in New
Zealand and Australia, which also reflected increasing cooperation and closer
integratin in trans-Tasman trade and business in the 1970s: from the signing of the
New Zealand-Australian Free Trade Agreement (NAFTA) in 1965 to the Australia
New Zealand Closer Economic Relations Trade Agreement (CER) in 1983.%°

During the 1960s, representatives of the New Zealand and Australian
accounting organisations conducted several meetings to discuss issues of interest to
the profession and the Board expected the Society’s research officer to continue this
dialogue. Standard setting was not the only issue discussed by the two professions but
it was a significant topic. Consequently Palmer’s job was not just to provide
researched material for the Board and to prepare exposure drafts which would include
studying particular standards drafted overseas. Rather, the instruction to Palmer to
liaise with Australia suggests that Council expected the Board to communicate
actively with its Australian counterparts and work with them on the development of
accounting standards, or at least to inform each other of developments in drafting
standards.

The extent to which a New Zealand-Australia liaison occurred is not evident in
the minutes of the Board. However, having the advantage of using the results of
Australian research gave the Board greater depth in its work. In its deliberations the
Board considered the standards issued by other accounting associations, especially in
the United Kingdom, but increasingly the Board studied the standards issues by the
research committees in the Australian Institute and Australian Society. As noted

%P Mein Smith, ‘Trading Places,” in P. Mein Smith, P. Hempenstall and S. Goldfinch, Remaking the
Tasman World, (Christchurch, 2008), pp. 98-121.
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earlier in this chapter, the Board was doing this with standards released by accounting
organisations elsewhere. What was special about the Australian standards was that
they were already more closely aligned to New Zealand conditions than standards
from Britain, the United States or Canada. New Zealand and Australia had similar
economies and societies. Consequently, entities experienced similar conditions,
including legislation and regulation. As a result of the close dialogue between the two
professions, the accounting profession in each country was able to have input and
comment on standards at the drafting stage in the other country. The continuing
interaction between the accounting organisations in the two countries over several
decades ensured that both countries were fully aware of what the other was doing in
writing accounting standards.

The Board reviewed its work almost every year, indicating it knew the
importance of continuing to improve the standard setting process. After the 1969
review of its operations, the Board decided to focus on planning and policy and to
meet only once each year, delegating research and drafting to a number of
subcommittees. In reality, this was not always possible. During the 1970s, the Board
usually met twice each year, except for 1978 when the Board met four times,
reflecting the impact of inflationary conditions, in New Zealand and elsewhere, on
external financial reporting.

The Board’s subcommittees met more frequently as the actual researching and
drafting of standards was carried out by them with the support of specific project
teams. The Board had five subcommittees for much of the decade focussing on
Financial Accounting, Public Sector Accounting, Farm Accounting, Auditing and
Management Accounting. The subcommittees organised study groups in some
branches of the NZSA to help with drafting. They gave direction to the groups and
were the first level of assessors of the draft standards, exposure drafts or tentative
statements written by the groups. The study groups were usually in the larger cities
where a university was established, and where there were sufficient members to
volunteer to form a project team. Sometimes the subcommittees drafted standards
themselves. Subcommittee and project members were not usually identified in the
Society’s year books or the Journal but it appears that they came from all areas of the
profession, academic, public practitioners and commerce.*” The subcommittees had

" The members of the sub-committees are listed in 1972 and 1979. See Appendix G.
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the support of the research officer but in 1976, when there was no research officer, the
Board gave permission to the Auditing and Financial Accounting subcommittees to
employ technical assistance as and when they considered necessary. The Financial
Accounting Subcommittee, busy investigating how to account for inflation, asked in
August 1976 for a Wellington partner from one of the larger accounting firms to
provide technical assistance part time.®

In its use of research staff and subcommittees, the Board maintained control
over the process of developing accounting standards. The mix of members who were
involved at all levels in the process indicates that no one section of the NZSA
dominated the development of accounting standards. Indeed this variety may have
made it possible for interested organisations outside the NZSA to have some input
into the process, not just commenting on a prepared draft but also knowing someone
who was on the Board or having an employee who was a Board member.

Late in 1974, the Board established a small subcommittee to again review its
operations. The Board had issued four Tentative Statements of Accounting Practice
(TSAP) between 1970 and 1974. They were on Depreciation of Fixed Assets, Equity
Accounting, Disclosure of Accounting Policies and Valuation of Inventories for
External Reporting. But urgent issues the Board now had to consider included
inflation accounting, presentation of company balance sheets and profit and loss
accounts, extraordinary and prior year items, accounting for income tax and
depreciation of fixed assets and the review was needed to prioritise the issues.
Following the review, the Board recommended and the Council approved that the
Society produce exposure drafts (EDs) and then SSAPs, instead of TSAPs. Eight of
the 12 Board members had to agree before an SSAP went to Council for approval.*

Between 1975 and 1979, the Board produced 12 exposure drafts, from which
came the 11 SSAPs. For example, ED-13 Events Occurring After Balance Date
became SSAP-5 in December 1976; ED-15 Materiality in Financial Statements
became SSAP-6 in August 1977; ED-17 Information to be disclosed in Company
Balance Sheets and Profit and Loss Accounts became SSAP-9 in August 1978; ED-19
Expenditure Carried Forward to Subsequent Accounting Periods became SSAP-11 in

December 1979. Two of the 11 exposure drafts remained at the end of the decade,

18 7eff (1979), p.64.
19 Report of meeting of the Council 26 February 1975, The Accountants’ Journal 54:3 (1975), p.118.
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ED-20 Accounting for Inter-period Allocation of Income Tax and ED-21 Accounting
for Research and Development Activities.

The discussion around ED-17 and its subsequent standard, SSAP-9
Information to be Disclosed in Company Balance Sheets and Profit and Loss
Accounts highlighted the diversity of views within the NZSA towards standardising
external financial reports. Differing opinions were evident in the Council, for
example, on whether to introduce SSAP-9 with several Council members reflecting
the views of their clients and opposing the idea of disclosing sales figures that
competitors could use. A majority of the Council ruled that the standard should be
used and M. McCaw, then Chair of BRAP, persuaded entities to comply with the
standard by visiting many of the major companies and convincing them to do so.

The decision to eliminate the TSAP step in the process of developing
accounting standards was made for a number of reasons. First, the publication of an
Exposure Draft allowed members to comment on a proposed standard, providing good
consultation and feedback. Second, members were aware of what was happening
overseas in standard setting, and the Board was adapting overseas standards, so there
was less need for an additional step in the process of developing standards. Third and
most important was that the removal of TSAPs indicated a change in attitude by the
Society and hence its members towards accounting standards for external financial
reports. Standard setting was now more acceptable as a professional activity and
therefore NZSA members were more committed to implementing the standards and
insisting on their use in external financial reporting. The auditors of external financial
reports were now required by the Society to comment on entity departures from
SSAPs, thus reinforcing the widespread use of these standards. The Board also
suggested NZSA members use the term “financial statements’ instead of ‘accounting
reports’ or ‘financial reports’ reflecting this changing view of external financial
reporting and the increasingly greater use of these reports in economic decision-
making.?

Standard setting was now a high profile area for the accounting profession and
the NZSA continually reviewed how it carried out this process. In 1975, following
another review the Board abolished its Public Sector subcommittee because there was
a national Public Sector Committee in the Society and the committee and

0 Report of meeting of the Board of Research and Publications 7 and 8 December 1976, The
Accountants’ Journal, 56:1 (1977), p.38.
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subcommittee overlapped in their work. In 1977, the Board restructured the
subcommittees. These now had three to six members, with at least one member also
being on the Board. This allowed for smaller working parties and a broader
membership base contributing to developing accounting standards.

The Board made further changes in 1978 after reviewing the implementation
of SSAPs in New Zealand, including adopting the method of drafting standards
outlined in the Richardson Report, which were the findings of a government enquiry
into accounting for inflation.?* However, these changes were not always well received
by those using the standards. Entities were having some difficulty implementing new
standards and found the timeframe too tight.?* In response, the Board expanded the
variety of supplementary papers issued to members that helped implement the
accounting standards. These papers included guidelines, technical practice aids and
interpretations. The first Technical Practice Aid (TPA), issued in 1979, was on
Dividends on Specified Preference Shares. TPAs were not standards and therefore
only required a majority opinion from the Board because they gave advice and
explanations on the standards.

Following a review by the Financial Accounting subcommittee in 1979, the
Board proposed to review SSAPs every five years. Council approved the
recommendations, which meant that SSAP-1 and SSAP-2 were to be reviewed
immediately, and SSAP-3 and SSAP-4 by the end of that year. The Board established
three review groups to begin the review. There were now only three, busy
subcommittees of the Board: Auditing, Farm Accounting and Financial Accounting.
By August 1979, the Board had issued seven Interpretations, two each on SSAP-1, 7
and 9 and one on SSAP-2.2* These frequent reviews by the Board highlight the
continually evolving nature of standard setting and standards. The process was
changing as the profession firmed in its recognition of responsibility towards small
investors and the need for consistency and clarity in external financial reports.

As part of the process of developing accounting standards, the Board
consulted widely within the NZSA. The Board used the NZSA’s journal to

communicate with members, to keep them informed of the researching and drafting as

21 *CCA Guidelines: GU-1: Supplementary Financial Statements in Terms of Current Costs and
Values,” The Accountants’ Journal, 58:1 (1979), p.15. The Richardson Report is discussed later in this
chapter.

22 Report of meeting of the Council 16 October 1978, The Accountants’ Journal, 57:11 (1978), p.409.
2 ‘Interpretations of SSAPs,” The Accountants’ Journal, 58:7 (1979), p.272.
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well as asking for comments on what it had drafted. For a few years at the beginning
of the decade, the Board published detailed lists of the projects that each committee
was researching. The information included the subject of the project, the type of
publication the Board was intending to release to members for comment, the status of
the project and the target date for completion of the next stage in each project.* In
this way, the Society made certain that all members had the opportunity to comment
on what the Board was doing. In addition, the Board often published in the
Accountants’ Journal a summary of submissions made by members and others to
exposure drafts and sent redrafts of proposed standards to those who had made earlier
submissions.

The Board did not require Council approval to issue Exposure Drafts and
Research Bulletins. Although the NZSA’s journal published the drafts, the drafts were
also available for interested organisations outside the Society to study and comment
on. There was no formal consultation process but there was wide consultation with
interested parties. The Board controlled the process and what use it made of
comments it received. Research Bulletins were different. Research Bulletins were
intended to encourage discussion among Society members, rather than express
radically new views on an accounting issue.”® Bulletins carried the name of the author
as well as any personal opinions and recommendations the author had on the
accounting method in the proposed statement. A research bulletin went into greater
depth than an accounting statement, and gave suggested guidelines for
implementation.

The Board used the NZSA’s journal to convey to members related information
in addition to the draft standards. In 1974, Palmer began a Research column in the
Journal that kept readers up-to-date on accounting research in New Zealand. When
Palmer left the Society, the column ceased. However, the Journal continued to
publish regular columns on issues related to external financial reporting. Board
members did not necessarily write these columns, but the writers commented on the
draft standards. From 1972 until 1975, ‘Analyst” wrote a monthly column, ‘Towards
better financial reporting’. ‘Analyst’ reviewed the external financial reports of

selected entities and identified areas where the Society could help the entities improve

?* See, for example, The Accountants’ Journal, 50:6 (1972), pp.235 and 236.
% G. Palmer, “‘Accounting Research: Society Publications,” The Accountants’ Journal, 54:1 (1975),
p.31.
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their reports. In April 1977, the Journal began a regular column on current cost
accounting (CCA), ‘Focus on CCA’, which aimed to give readers the latest
developments on CCA around the world and details of the literature being published
on this topic. In July of that year, C.R. Hasseldine and W.G. Cox, from the University
of Canterbury, began a bimonthly column on current financial reporting. Hasseldine
and Cox were doing more than simply giving information to members on financial
reporting. In their column, they applied the standards, analysing and commenting on
the use of the standards by New Zealand entities in their external financial reports.

In this way, academic members of the NZSA contributed to the development
of accounting standards through the Journal as well as through the Board. But the
Board was also using the Journal to encourage comment from members. Critical
articles on the standards indicate a robust level of debate within the NZSA. They
show that the Board was open to criticism, which was useful not only to the Board but
also to the Council in helping to gauge member reaction to the standards. This was
important because at this time, standards were recommendations and not compulsory
for members to follow, let alone non-member preparers of external financial reports,
so the NZSA needed to maintain a rigorous system of consultation and feedback. The
Board considered it important to stay alert to how useful the standards were in
practice. One criticism of the NZSA’s use of the Society’s journal to officially release
accounting standards was that not all members received the Journal because the
Society’s journal was not part of the annual membership. However, for those
members who were in public practice and who did not subscribe to the Journal, the
annual report in the NZSA’s yearbook listed changes in accounting standards.

Even though the NZSA was the undisputed standard setter it was sensitive to
likely responses to the standards from members and entities, for the Society relied on
voluntary entity compliance with the standards. SSAP-1, for example, was not the
first SSAP that Council considered. The Board’s first draft SSAP to Council was on
Depreciation of Fixed Assets. The method of depreciation recommended in the SSAP
was not in common use in New Zealand and Council wished to ensure the success of
the accounting standard process by allowing members to become used to receiving

recommendations of good practice from the Society. Council sent this back to the
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Board and asked that it recommend a less controversial standard as the first SSAP.
Disclosure of Accounting Policies was the Board’s response.?®

There were occasions when the Board consulted some members directly for
comment when drafting standards. In 1973, the Board resolved that the Chair
(Morgan) would contact the larger accounting firms in New Zealand and seek their
support for the accounting standards produced.?” The Board was anxious that
members directly involved in using the standards reviewed them and made comments
and suggestions on both exposure drafts and the tentative statements that the Board
was issuing. The Board was also keen to see members using the standards.
Interestingly, the Board referred to this direct consultation as ‘research assistance’,
suggesting that the Board recognised it needed feedback from members on the draft
standards. Morgan never met with the accounting firms. He reported at the next
meeting of the Board that he had not contacted the accounting firms because Council
was about to issue a Policy Statement on the standards. This, he felt, would produce
the comments from the accounting firms that the Board was seeking.?

At the time the Board decided to approach accounting firms directly, the
Board also resolved to meet with the New Zealand Stock Exchange and the Institute
of Directors and the Bankers’ Association, following the Institute of Chartered
Accountants of England and Wales (ICAEW), which had a process of meeting
informally with other British institutions to debate British accounting standards. The
Board’s keenness to follow the system used by the ICAEW suggests that the British
standard setting process remained important.

The aim of the Board meeting with the Stock Exchange, Directors’ Institute
and Bankers’ Association was to explore how the Board could consult with those
organisations when it was drafting standards.?® Unlike the idea of meeting with the
accounting firms, which never took place, there was a meeting later in 1973 between
the Society and these other organisations. However, this appears to be the only time
during the 1970s that the Board showed a direct and formal interest in consulting

%6 Report of meeting of the Board of Research and Publications 17 May 1973, The Accountants’
Journal, 52:1 (1973), p.30.

%" |bid. The Board was intending to consult firms that were not large by international standards. Most
accounting firms in New Zealand were based only in one or two cities. National firms were rare.

%8 Report of meeting of the Board of Research and Publications 20 September 1973, The Accountants
Journal, 52:5 (1973),p.194.

2 Report of meeting of the Board of Research and Publications 17 May 1973, The Accountants’
Journal, 52:1 (1973), p.30.
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outside the Society. There was no alteration to the process of developing accounting
standards to include a step of consulting formally with organisations outside the
NZSA. It is difficult therefore to determine whether such consultations would have
been effective.

The Board was aware of the importance of having other organisations agreeing
to the standards and thus ensuring that entities followed the standards. Why the Board
did not directly and formally consult institutions, such as the Stock Exchange, and
include them in its process of developing accounting standards is not evident from
Board minutes. It may be that the Board considered that it was responsible for
developing accounting standards, acting in the public interest, accountable to the
public, and therefore it was producing the best standards possible and defensible. That
is, the Board was self-regulating, as seen in its reviews of the standard setting process,
including how consultations were carried out. Possibly, the Board saw the standards
as guidelines for members of the Society and they were being consulted. Equally it
may be that informal consultation was deemed sufficient by the Board in a country as
small as New Zealand where entity responses to standards were easily conveyed.

BRAP’s seemingly contradictory attitudes towards consulting within and
outside the profession may be the consequence of a problem the profession had in
balancing consultation with maintaining control of standard setting. If the profession
was acting only in self interest and obtaining power from control of standard setting it
would not be concerned about the consequences of its actions or interested in the
reactions of groups outside the profession. Yet the minutes of BRAP meetings show
that the Board was interested in entity reaction to and hence compliance with
standards it was issuing; that the Board wanted to consult the larger New Zealand
accounting firms; and that the Board was interested in responses from the Stock
Exchange and the Bankers’ Institute. Although it appears that a distinction should be
made between consultation within the NZSA and consultation with other groups, the
reality was that accounting firms would know how their clients were reacting to
exposure drafts and the final standards.

That the profession generally was sensitive to the issue of consultation is
evident not only in BRAP’s decision in 1973 to set up a formal consultation process
but also in such actions as the ICAEW doing so at this time and a plenary committee

of the British Accounting Standards Committee later in the decade having 21 non-
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accounting organisations represented.* In 1973, the Canadian Institute also
restructured its research committee so groups from outside the profession were
represented on committees but the Canadian situation was different again from the
British system. The Canadian accounting profession has the authority to both draft
and issue compulsory standards. They balance control with consultation through the
research committees.

No matter which standard setting process is used the accounting profession
must balance consultation and control for in this way the profession will have
increased entity compliance and possibly a reduced threat of state intervention. Where
consultation was deemed insufficient by observers the profession’s ability to self-
regulate was brought into question and researchers have shown this questioning
produced a variety of responses from the profession. Fogarty et al. as well as
Byington and Sutton highlighted occasions in the United States where promises of
action were not carried out and Hines showed that the American profession made
claims that it had the knowledge to produce conceptual frameworks to retain user
confidence in standards.?* Maintaining control of standard setting also opened the
profession to claims of regulatory capture as Cooper and Deo and Walker have
illustrated.®* Several theories have been proposed to explain these actions, or
inactions, by the profession. Peltzman used public choice theory and Watts and
Zimmerman used empirical positivist theory to explain the actions of groups such as
the profession focused on self interest rather than outcomes.* Tweedie and
Whittington in their study of the inflation debate that occupied the profession later in
the 1970s agreed that self interest was a factor in the actions of the profession in
standard setting, but they pointed to other factors including international and
economic events that played a role, as did the dissemination of ideas in the standard
setting environment. In the case of inflation accounting they also indicated self
interest motives in other groups involved, including entities and the state.>

To the accounting profession standard setting was an accounting professional
activity and as such the profession controlled the standard setting process. However,

this did not preclude the accounting associations from having a standard setting

%0 Rutherford (2007),p.120.

3! Fogarty et al (1997); Byington and Sutton (1991); Hines (1989).
%2 Cooper and Deo (2005); Walker (2001).

% peltzman (1976); Watts and Zimmerman (1986).

% Tweedie and Whittington (1984).
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process that involved consulting interested parties. For associations like the NZSA
this was through interested parties outside the profession commenting at the exposure
draft stage rather than in a formal consultation process or having non-accountants on
the standard setting board. However, even with a strong standard drafting process and
encouraging comments on exposure drafts, the profession, in New Zealand and
elsewhere, encountered challenges to its control of standard setting following changes

in the economic environment.

Challenges to the profession’s role in standard setting

The 1970s were characterised by economic and other events that impacted on
the NZSA'’s standard setting process. Inflation affected a number of countries, not just
New Zealand, leading to a number of government enquiries and altering the
profession-state relationship. This decade also saw the revision of the New Zealand
Companies Act which raised questions about the obligations of entities to
shareholders and other interested groups. At the same time, the NZSA dealt with
several issues connected with accounting standards including the effects of equity
accounting, depreciation and what should be disclosed in the financial statements. The
risk that if the NZSA did not develop standards to cope with issues such as inflation,
depreciation and equity accounting, government might do so, and this threat at a time
when the standards were not compulsory, influenced the NZSA’s endeavours in
standard setting. One response was to help users understand external financial reports,
which the NZSA did through the media.

Equity accounting and other issues

Equity accounting was an issue early in the decade and the circumstances
under which the Board drafted SSAP-2 shows the determination of the NZSA to
maintain independence and exclusivity in developing accounting standards, even
while being pressured by organisations outside the NZSA. The Registrar of
Companies wrote to the Board in 1972 about the use of equity accounting principles
in the consolidated accounts of three large New Zealand entities, Fletcher Challenge
Holdings Ltd, Wattie Industries Ltd and Brierley Investments Ltd, having concluded
that equity accounting did not come within the Companies Act. Equity accounting

was about how these entities showed the financial affairs of associated companies,
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that is, entities in which they had significant influence.® Both the Registrar and the
NZSA Council were alert to the possibility that information in the financial reports
was misleading for investors because there were no guidelines for the use of equity
accounting. Council asked the Board to produce a draft statement dealing with equity
accounting.

Early in 1973, the Stock Exchange contacted the NZSA asking that the two
organisations issue a joint statement on the treatment of associated companies, but the

Society preferred to produce a statement itself.*

The Board already had an exposure
draft. T.R. Johnston and F.V. Noble-Beasley on the Financial Accounting
Subcommittee had prepared the draft for the subcommittee based largely on the
United Kingdom SSAP on equity accounting. The Board circulated the exposure draft
among a few NZSA members in December 1972 for comment, after which the
subcommittee gave a revised draft to the Board. In July 1973, the Board issued TSAP-
7 Accounting for Associated Companies. One significant difference between TSAP-7
and comparable standards in both the United Kingdom and United States was that the
New Zealand standard referred in general terms to the materiality of the relevant items
in the financial statements rather than giving a specific definition of what was an
associated company. To help members understand TSAP-7 better, the 1973 research
lecture, delivered by L.N. Ross, was on “‘Accounting Problems that arise from
Business Combinations.”*” Ross’ talk focused on SSAP-2 Accounting for Associated
Companies (Equity Accounting), the standard that replaced TSAP-7 in 1974.%

The Stock Exchange was not content to wait for the Board’s standard. One
month before the Board issued TSAP-7 the Stock Exchange told the Society it was
going to issue an interim statement on equity accounting, until the Society produced a
standard. It is possible that the Stock Exchange wanted a more definite and more
binding standard, because until some months before the NZSA issued SSAP-2 in
December 1974, the Stock Exchange was still considering issuing guidelines to its
members.* Equity accounting remained an issue in New Zealand and Australia was

experiencing similar problems. Gordon and Morris’s study of the equity issue in

% Report of Board meeting 28 November 1972, The Accountants’ Journal, 51:6 (1973), p.255.

36 7eff (1979), p.56.

% Ross was a member of BRAP in 1965. Source: Appendix G.

% The other two lectures were G.J. Schmitt, ‘The Company Tax Provision- its significance in
evaluating performance and prospects,” in 1971 and J.G. Russell, “The Accountant’s Contribution to
Resource Management” in 1974. Source: Box 26, Library, Head Office ICANZ, Wellington.

%9 Zeff (1979), p.57.
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Australia found that because of entity reactions to the accounting profession’s
attempts to have external financial reports provide more transparency in entity
activities, conceptual difficulties slowed resolution of the problem.® In New Zealand
SSAP-2 was not solving the problem so the Board drafted ED-16 Consolidated
Financial Statements in February 1977 and in August 1978 issued SSAP-8
Consolidated Financial Statements.

Accounting for depreciation of fixed assets was more of an internal problem
for the NZSA. The Society did not face pressure from other organisations as with
equity accounting but the profession had concerns about the effectiveness of
accounting for depreciation. Fixed assets were a significant item in external financial
reporting and the depreciation methods used by an entity affected the value of those
assets. The argument over straight line depreciation versus diminishing value
depreciation complicated the development and acceptance of the Board’s standard on
depreciation, SSAP-3 Depreciation of Fixed Assets. Unlike most countries, New
Zealand entities generally followed tax practice and used diminishing value
depreciation rather than straight line depreciation. Recognising that straight line
depreciation was possibly a better indicator of decline in service potential, the
subcommittees’ drafts recommended this method of depreciation. In February 1968,
TSAP-4 Depreciation of Fixed Assets applied straight line depreciation for freehold
buildings and leases. R-101 Depreciation of Fixed Assets, written by Cowan and
Noble-Beasley, and issued in February 1971, was in effect a reissue of TSAP-4. In
November 1972, the Board issued TSAP-6 Depreciation of Fixed Assets, written by
Noble-Beasley, who recommended a wider application of straight line depreciation.
The Board sent this draft to Council with a recommendation that the implementation
of the standard remain optional for members. This recommendation probably reflected
the realisation by the Board that the standard advocated a wider application of straight
line depreciation than New Zealand entities used, and would therefore require changes
in entity processing of external financial reports. As anticipated, when the Board in
August 1975 issued SSAP-3 Depreciation of Fixed Assets, there were many
complaints from entities and auditors about the short time between the release of the

standard and when it came into effect.

“0|. Gordon and R.D. Morris, “The Equity Accounting Saga in Australia: Cyclical Standard Setting,’
Abacus 32:2 (1996),pp.153-177.
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The NZSA succeeded in having entities change their method of preparation of
the reports with SSAP-3 but SSAP-9 Information to be disclosed in Company Balance
Sheets and Profit and Loss Accounts was a Board standard influenced by entities. The
Board issued SSAP-9 in 1978, following ED-17, issued in 1977. Hasseldine and Cox
reviewed SSAP-9 and its use by New Zealand companies.** Hasseldine and Cox were
critical of the difference in disclosure between the exposure draft and the standard.
They noted that the exposure draft provided clearer disclosure requirements and they
suggested that a ‘big business lobby’ had succeeded in getting the Board to change its
requirements. Entities were not happy with the disclosure requirements of ED-17,
particularly the requirement for them to disclose sales, which they felt would give
their competitors unfair information. P.M. McCaw, a member of the Board and
former Chair, visited a number of larger companies prior to the release of SSAP-9
explaining the standard, showing that company fears were unfounded, and
contributing significantly to the successful implementation of the standard.*?

Of the remaining standards the Board issued during the 1970s SSAP-10
Statement of Changes in Financial Position caused most discussion among members.
SSAP-10 was based on the ICAEW’s SSAP-7.* The Board released this standard in
April 1977 as ED-18 Statement of Source and Application of Funds and immediately
received criticism as some members of the Society felt the terminology was unclear,
especially as regards the funds to which the SSAP applied.**

Discussion and disagreement within the profession was a positive sign
indicating the seriousness with which members of the NZSA treated standards. K.R.
Macdonald, Secretary of the NZSA, reminded members that their first responsibility
was ‘to interpret society’s view about the accountability of corporate enterprises and

then to translate that into information which could be conveyed in financial terms.”*

1 C.R. Hasseldine and W.G. Cox, ‘Financial Reporting Review: SSAP-9: Information to be disclosed
in Company Balance Sheets and Profit and Loss Accounts,” The Accountants’ Journal, 58:1 (1979),
p.23.

*2D. Trow interview 15 July 2009.

*® Report of meeting of the Board of Research and Publications 19 September 1974, The Accountants’
Journal, 53:4 (1974), p.161.

* C.H. Notley and J.E. Owers, ‘Cooking the Books using Sources: a commentary on ED-18,” The
Accountants’ Journal, 56:8 (1977), p.293; C.R. Latta, ‘Correspondence: SSAP-10 and the NZ Society
of Accountants,” The Accountants’ Journal, 58:11 (1979), p.418.

** K.R. Macdonald, commentary on M.S. Armstrong ‘The Responsibilities of the Accounting
Profession for Financial Reporting Standards,’ a paper presented at the Technical Session of the 1975
National Convention in Dunedin.
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The New Zealand accounting profession was now well established as the
country’s standard setter with the NZSA, the professional accounting organisation,
not only drafting standards such as SSAP-10 but also continuing to make submissions
to government inquiries on issues related to accounting. The Board, for example,
made a presentation to the Macarthur Committee, which was reviewing the
Companies Act. The Macarthur Report, submitted to Government early in 1973, led to
the Companies Amendment Act 1973. Although the Report largely followed the
recommendations of the British Jenkins Report the Committee recommended that the
New Zealand Companies Act adopt aspects of Australian Companies legislation in
preference to United Kingdom Companies legislation because the Australian
legislation was better suited to New Zealand.*® The Macarthur Report also stressed
the importance of disclosure in external financial reports.*” The NZSA agreed. In its
presentation to the Macarthur Committee the NZSA suggested the creation of a
Companies Commission to oversee company implementation of legislation and
monitor entity financial reporting. The Government responded with the passing of the
1979 Securities Act, establishing the New Zealand Securities Commission to ensure
entity compliance with legislation. The NZSA was closely involved in the new
Commission and several Commissioners were members of the NZSA. From the
beginning, the Commission made it clear that its task was monitoring entity
implementation of accounting standards, not writing standards. That, the Securities
Commission considered, was the responsibility of the NZSA.* The roles of the
Securities Commission and the NZSA were clear and complementary and have

remained so.

Accounting for inflation

Accounting for inflation was possibly the greatest issue that confronted the
accounting profession during the 1970s, altering the relationship between the

profession and the state and making the role of the profession in standard setting less

*® For example, the method of officially managing a company in receivership and having the Supreme
Court appoint inspectors to investigate the affairs of a company. See ‘Company Law Revision,” The
Accountants’ Journal, 51:11 (1973), p.466.

T A summary and overview of the Macarthur Committee report is in The Accountants’ Journal, 51:11
(1973), p.466. In general the Committee accepted the recommendations of the NZSA submission. For
Institute members, W.L. Farrands wrote four articles published in the Journal between August and
December 1973, giving details of the changes to the Companies Act.

8 D.C. Jamieson, ‘The Securities Commission: Its Structure, Role and Functions: An Interview with
the Chairman,” The Accountants’ Journal, 58:4 (1979), p.134.
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clear. Although it tried, the NZSA, along with the accounting profession in several
countries was unable to produce an accounting method of dealing with inflation that
satisfied entities and governments. The profession’s failure adversely affected its
professional reputation and contributed significantly to the intervention of government
in the standard setting process.

During the 1970s inflation was a major concern in New Zealand and other
economies, including the United States, the United Kingdom and Australia. Price
increases from 1967 in international manufactured and processed commodities and
the oil price rises beginning in 1973 caused high inflation in many western countries.
The effects of inflation were felt in many areas of these economies as the value of
wages fell and unemployment rose. Governments responded to public pressure for
solutions to what was an international problem by establishing committees to study
and report on inflation, such as the Sandilands Committee in the United Kingdom in
1975 and, in New Zealand in 1976, the Richardson Committee.*’

Even before these committees sat, the accounting profession was attempting to
account for inflation. Rapidly increasing inflation led to much debate within the
profession on the relative effectiveness of valuation methods to account for inflation
and thus ensure that external financial reports remained true and correct. Although the
New Zealand Board did not produce an SSAP on accounting for inflation in this
decade, the issue of inflation occupied a significant portion of the Board’s time.
Inflation was affecting reported company profits. Companies wanted to maximise
profits, but unless they accounted for inflation appropriately, their reported profits
were misleading.> The accounting profession tried to alleviate this problem by
establishing a method of valuation that produced external financial reports that were
useful to users. The Board went to great efforts to canvas members’ opinions,
especially on ED-10 and ED-14 and to see what accounting organisations overseas
were doing in order to account for inflation, especially in the United Kingdom and
Australia. Although there was no formal system of consultation with outside
organisations the Board disseminated its exposure drafts widely. Among other groups,

entities were able to respond to the drafts.

* The Committee, headed by I.L.M. Richardson, a Wellington lawyer, along with an economist and
three NZSA members (H.M. Titter, P.S. Stannard and R.P. Kellaway), was tasked with examining
studies on inflation accounting, to assess methods of accounting for inflation and to make
recommendations to the Minister of Finance. Source: Report of the Committee of Inquiry into Inflation
Accounting, (Wellington, 1977).

% Government indicated that taxation would not be affected by how inflation was accounted for.
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Three methods of accounting for inflation were debated: historic cost (HC),
current cost accounting (CCA) and current purchasing power (CPP). In 1975, the
Board issued ED-10 Accounting for Changes in the Purchasing Power of Money. This
exposure draft, based largely on that of the British Accounting Standards Committee,
as was the Australian Accounting Foundation’s draft, recommended CPP. The New
Zealand Board came under a great deal of criticism for this draft because of the
valuation method chosen.®* Some NZSA members were critical of the British
influence on the draft, its corresponding lack of response to New Zealand conditions
and the perceived lack of consultation with other organisations.*? Baskerville found
that while those she interviewed ‘[saw CPP] as being seriously deficient,....many
agreed that it was a step in the right direction.”®® In Britain, the accounting
organisations were experiencing opposition to their standard. Not all members in the
ICAEW and other professional bodies accepted the standard and a small English
accounting firm led a strong campaign to have the standard removed.>*

Accounting for inflation was complicated and caused much debate and
research within the accounting profession. In New Zealand, Cowan, for example,
discussed the background to research on inflation accounting in a number of countries
and evaluated a number of suggested methodologies, concluding that there were many
difficulties.>® Cowan was not satisfied with the Board’s approach to inflation
accounting and he was at odds with other academics on the Board. Less controversial
was the research at the University of Waikato which in 1976 established a Project on
Inflation Accounting. This project, which was funded by the government and by
public companies, provided additional material for entity and professional decision-
making as it studied the effects of using different methods of inflation accounting in

external financial reports.®

>1 B, Popoff, ‘Accounting for Changes in the Purchasing Power of Money,” The Accountants’ Journal,
54:5 (1975), pp.165-169. Popoff favoured recognition of replacement cost in income items and asset
valuation.

°2 B.A. Waite, ‘Correspondence: Accounting for changes in the purchasing power of money,” The
Accountants’ Journal, 54:5 (1975), p.201. Waite was Controller, lvan Watkins Dow Ltd in New
Plymouth.

53 Baskerville (1994), p.28.

% K.R. Mitchell, ‘London Letter: Falling Standards,” The Accountants’ Journal, 57:1 (1978), pp.27 and
28.

% T.K. Cowan, ‘ED-14: Accounting in terms of Current Costs and Values: Objectives, Objections,
Obstacles,” The Accountants’ Journal, 55:10 (1976), pp.351-359.

* G.J. Schmitt, “Inflation Accounting Research: The University of Waikato Project,” The Accountants’
Journal, 55:3 (1976), pp.94-97. From this study the university developed indices for accounting for
inflation on various items.
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In 1976, the Board, responding to submissions, withdrew ED-10 and issued
ED-14 Accounting in Terms of Current Costs and Values. Cowan called the new draft
‘revolutionary’.>” This exposure draft followed CCA instead of CPP and incorporated
the recommendations of a number of government committees of inquiry, including the
British Sandilands and New Zealand Richardson Reports. The Richardson Committee,
taking into account the outcome of the Sandilands investigation, recommended using
CCA with operating profit based on the current cost of resources used in earning
revenue. The Committee also suggested that gains and losses on monetary assets be
included when determining net income.*® The Richardson Committee’s
recommendations had an impact on the Board’s deliberations for the Committee’s
report supported entities rather than the profession in how to account for inflation.
This instance of government intervention was to be the first step of many as the
profession-state relationship changed during the last quarter of the century.

The NZSA accepted the Committee’s recommendations, for this would ensure
entity compliance. The Society now helped members implement CCA. In April 1977
the Journal introduced a new column ‘Focus on CCA’ and there were a number of
articles published at this time summarising the debate on how to account for
inflation.>® In 1978, Council of the NZSA created a CCA committee to draft
guidelines entities could use when preparing supplementary statements in their
external financial reports. Council intended these statements to show the effects of
inflation on the value of goods and services and company profits. Late in 1978, the
Board issued GU-1 CCA Guidelines, which were to apply for accounting periods on
or after 1 April 1979. The University of Waikato’s Inflation Accounting Research
Project also published a CCA Working Manual to assist those preparing the financial
statements. The NZSA Council established a working party, which included two
members who were employees in Government Departments, to monitor the
implementation of the guidelines and to suggest ways to improve accounting for
inflation. Thus, by the end of the decade the NZSA, as had the profession in the
United Kingdom and Australia, had changed from recommending CPP to using CCA

57 Cowan (1976), p.351.

%8 |. Stewart, ‘The Richardson Committee Recommendations: an analysis and an alternative,” The
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to account for changes in the value of goods and services.®® Tweedie and Whittington
noted that this movement from CPP to CCA was ‘initiated typically by some form of
government intervention,’ such as the government committees of inquiry in New
Zealand and the United Kingdom.®" The Board still controlled the system for the
production of accounting standards but while it was sensitive to pressure from
government and from businesses its reputation for producing effective solutions to
accounting problems was somewhat diminished. Furthermore, as noted in the next
chapter, accounting for inflation continued to cause problems for the profession.

How New Zealand dealt with the issue of accounting for inflation was similar
to how the United Kingdom and Australia acted. The New Zealand profession and
those who commented on ED-10 also preferred to be guided by what was done
overseas. As a result, the accounting profession in New Zealand was influenced by the
actions of the British profession just as the New Zealand Government’s
recommendations were in part a reflection of the report from the British
Government’s committee of inquiry. Hence the pattern noticed by Tweedie and
Whittington, who concluded that there were a number of factors responsible for how
the profession generally handled the inflation issue, including economic events and
international influences but that two factors arose from within the profession, the
influence of academic theories on inflation and the self interest of the profession, such
as when it advocated CPP. The two academics considered that the initial preference of
the profession for CPP stemmed from a “desire to avoid putting further responsibility
on the professional accountant.”® In the end, as Tweedie and Whittington observed,
the factors that determined the path taken on accounting for inflation were outside the
control of the accounting profession. This is evident in New Zealand, where a
determining factor for the demise of CCA-1 was the Muldoon National Government’s
refusal to allow CCA for tax reporting. The issue of accounting for inflation
highlighted the extent to which the profession in various countries cooperated, shared
ideas and learnt from each other, but the issue also brought into prominence the
vulnerability of the accounting profession’s control of standard setting. One issue
highlighted in the debates over standards for equity accounting and accounting for

inflation was the enforcement of standards.
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Mandatory standards and the profession-state relationship

In general, the accounting profession, as exemplified by the NZSA, was able
to control the development of accounting standards and respond to recommendations
from government and entities, but although SSAPs were generally accepted their use
was voluntary. Early in the decade, auditing standards were not mandatory either but
they soon were. Making auditing standards in New Zealand compulsory for members
in 1974 reflected a broad change in attitude by entities, government and the profession
towards enforcement of standards in general. However, the profession found it easier
to decide on auditing standards than accounting standards because auditing standards
were more technical and therefore more easily implemented. There was also wider
agreement on what auditing standards should be.

Making accounting standards mandatory was a contentious issue. During the
1960s, the Board frequently asked the Council to give Board statements greater
authority, but the Council declined to do so. In 1973, two Board members, Trow and
Pope, reviewed the standard enforcing systems in the United Kingdom, United States,
Australia, Canada and South Africa, showing again the extent to which New Zealand
as a standard setter considered what the profession was doing overseas in its
deliberations.®® Trow and Pope presented their findings to the Board, recommending
compliance by NZSA members. Consequently, at the same time as it agreed to make
auditing standards compulsory, the Council agreed to require that NZSA members
responsible for preparing and auditing financial statements must comply with
accounting standards. This move brought the New Zealand accounting profession into
line with the United Kingdom and Australia where standards also were only
compulsory for members of professional accounting associations.

Some NZSA members were not satisfied with this and they pressed for wider
compliance with standards as in the United States where standards were mandatory
and had legislative backing enforcing compliance.®* As a compromise measure, when
the Board issued SSAP-1 Disclosure of Accounting Policies, in 1974, the Foreword to

the SSAP stated “all significant departures from accounting standards made by the
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directors... should be referred to in the auditor’s report.”® This was not sufficient for
some members. Dyce, at that time Secretary of Transport (Nelson) Holdings Limited,
urged the Society to police and ‘(take) disciplinary action...where the standards were
not met.”® The Board’s compromise was also not enough for some non-members.
One financial writer in the NBR was critical of the NZSA for not insisting on
compliance for all New Zealand entities.®’

The accounting profession was in a dilemma because making standards
compulsory removed the independence and authority of the individual professional.®®
But this was not as much of an issue as it once was because the new directive from the
Council made standards compulsory for members. Accounting standards with
legislative backing would also increase pressure on the profession to widen its
consultation process. On the other hand, with the standards not mandatory the
profession needed other measures to ensure entities used the standards when preparing
their reports. The profession had sought to do this by improving the quality of
accounting practice and disclosure of financial information through reducing
alternative accounting methods and requiring external financial reports to disclose the
accounting principles used and any departures from standard practices.®

The Society was aware of the consequences of losing control over this process,
for, as the issues of equity accounting and accounting for inflation showed, the
profession’s authority as standard setter was being challenged. At this stage, the
NZSA was determined to retain control of standard setting. It was ‘strongly opposed
[to] the setting up of any other body or public service agency charged with the power
to prescribe accounting standards.’”® However, this stance did not remove the problem
of enforcing the use of standards and some members of the profession were

questioning the wisdom of retaining possession of standard setting.
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Although the New Zealand accounting profession, through the NZSA,
considered that it had the right and responsibility to develop accounting standards, not
everyone within the profession agreed that the accounting profession had to have
exclusive control of the development of accounting standards. A visiting American
accountant, J.W. Buckley, saw this as a ‘provincial’ attitude by accountants, implying
that fighting to maintain dominance in developing accounting standards was an old
fashioned idea and bringing back into focus the issue of the level of consultation in
the standard setting process. Buckley called for a common search for better
accounting standards, involving a wider section of society, especially those with an
interest in the quality of external financial reports. He hoped that this would help to
remove what he called “the unrealistic nature of the standards as they stood at this
time.”"

Some members of the profession, as public practitioners, did find some
standards unrealistic and they and their clients had difficulty accepting them. To these
members, unrealistic meant accounting methods not in common practice or methods
that made it difficult for entities to present themselves in the external financial reports
in the best possible light. NZSA members, for example, accepted SSAP-4 Valuation
and Presentation of Inventories in the Context of the Historic Cost System more easily
than the first three SSAPs because it was closest to current accounting practice in a
number of countries other than New Zealand, including England and Wales.” A
Board survey of members in 1975 showed that some entities were already following
SSAP-1."” The University of Waikato’s project team analysed company reports a year
later and agreed that there was substantial compliance with SSAP-1. However, the
project team found less compliance with SSAP-2, as would be expected of a standard
produced following strong pressure from the Stock Exchange for the NZSA to draft a
standard that curbed the creative accounting of some larger New Zealand entities.”
The profession could expect the level of entity compliance to be determined in part by
the extent to which profits were affected when the standards were applied. While

SSAPs were only recommended guidelines for those not members of the NZSA there
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was a limit to the extent public accountants could ensure the application of the
standards in external financial reports. Hence, the closer a standard was to current
practice the more acceptable it was to entities.

Events during the 1970s also illustrated that not only whether, but how entities
complied with the standards was a problem. New Zealand entities varied in their use
of the standards. Some entities were treating the standards as the maximum level of
disclosure in their reports but the accounting profession wanted the standards to be the
minimum required of entities.”® There were other complications associated with the
timing of releases of the standards as a result of the process the NZSA used in
standard setting. Complying with SSAP-3 Depreciation of Fixed Assets, for example,
was problematic for the Society and its members. In the three years between the 1972
tentative statement and the issuing of SSAP-3 in 1975 some members had forgotten
the direction the tentative statement took and were not ready to implement SSAP-3.
There was also only a matter of months from when the Board issued SSAP-3 until its
implementation.”® As a result, the University of Waikato project team in 1976 found
that only two thirds of entities surveyed complied with SSAP-3.”" The situation did
improve. Within two years, most entities listed on the stock exchange were applying
SSAP-3 and SSAP-7."® Except for a few prominent companies, most entities were
also using SSAP-8 Consolidated Financial Statements within the year after the Board
issued the standard in 1978.7

Accounting standards remained voluntary for non-members but the NZSA
continued to encourage all entities to use the standards when preparing external
financial reports. The NZSA took steps to make sure that members knew about the
standards and how to use them. The Professional Standards Committee, which was
established in 1973 to guide members in implementing SSAPSs, noted that Branches

were holding seminars on SSAP-1 and SSAP-2. The standards were now more than
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guides and tentative statements. They firmed and confirmed accounting practice that
enabled entities to produce a true and fair view in their external financial reports. Thus
the NZSA urged other organisations to support the adoption of the accounting
standards. In 1975, Council ‘noted with appreciation the decision of the Stock
Exchange of New Zealand to establish a listing requirement embodying support for
SSAPs issued by the Society.”®® The Stock Exchange reinforced the Explanatory
Foreword to SSAPs published by Council in 1979 that reiterated the 1974 statement
that auditors were required to use the standards and ensure that any client not doing so
was to disclose this in the external financial statements as a material departure from

standards.®

The standard setting process and the nature of accounting standards

Producing accounting standards was becoming more complex. Along with
accounting organisations overseas, the NZSA regularly reviewed its procedures for
developing accounting standards because there were problems of consistency in the
application of accounting standards as well as problems resulting from events in the
wider economy such as accounting for inflation and equity accounting. The British
and American accounting professions were also having difficulty developing
accounting standards and reviewing the process.® In Australia, the New South Wales
government was dissatisfied with the inconsistency of accounting standards produced
by the AARF.% The government there established the Accounting Standards Review
Committee with Professor Chambers as Chair to review the standard setting process.
In 1978, the AARF was restructured, acquiring full time researchers to produce
accounting standards. In 1976, the ICAEW commissioned a review of British standard
setting that became The Corporate Report. The study that was to have a far reaching
effect on the future of standard setting worldwide was the 1971 review by the AICPA
in the United States. Following widespread criticism of the quality of accounting
standards the AICPA established the Wheat and Trueblood Committees to examine
standard setting in the United States. The Wheat Committee recommended significant
changes to the standard setting process and in 1972, the AICPA adopted the Wheat
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Committee recommendations, disestablishing the APB and creating the Financial
Accounting Standards Board (FASB). In 1974 the Trueblood Committee delivered its
recommendations on the standards themselves. This committee’s recommendations
had major implications for the development of a theoretical framework to underpin
accounting standards in the United States and elsewhere. The key concepts in the
recommendations became a model for frameworks, enhancing consistency within
standards and providing justification for their development. Thus the accounting
profession in the United States was active in dealing with the challenges to the
profession continuing to dominate standard setting even though, in the United States,
standard setting was officially outside the profession.

The American profession led the world in considering and debating
accounting theory. Their work on accounting theory interested the academics on the
NZSA'’s Board and individual Board members began to apply first principles when
drafting accounting standards.®* Developing financial accounting theory indicated that
the accounting profession was moving towards a more cohesive and coherent
approach to the evolution of accounting standards. As a result of the sharing and
adapting of standards around the world, the accounting profession in many countries
including New Zealand was at basically the same stage in the development of
standard setting. However, although the procedure for setting accounting standards
was similar in many countries there were still many differences. Terminology was one
such area. ‘Principles’ in the United States were ‘standards’ in the United Kingdom,
and ‘practice’ in Australia and New Zealand. International accounting organisations
such as the IASC began to overcome these difficulties by collating standards and
accounting practices from a number of countries and use this information to develop
international accounting standards (I1AS).

BRAP had little difficulty making use of the international accounting
standards. In 1977, the Board recommended, and Council approved, the incorporation
of IAS within SSAPs.® Council also asked the Professional Standards Committee to
assist members to comply with international accounting standards “in the same way as
that committee presently seeks compliance with SSAPs issued by the Society.”%°

These instructions of Council indicated the willingness of the NZSA to use IASs as

8 D. Macdonald interview 14 July 2009.

8 Report of meeting of the Board of Research and Publications 30 September 1977, The Accountants’
Journal, 56:5 (1977), p.442.

8 Report of meeting of the Council 26 February 1975, The Accountants’ Journal, 54:3 (1975), p.117.

262



the bases of SSAPs even though the process the IASC used raised questions about the
quality of their standards. The IASC relied on consensus when developing a standard.
To reach general agreement among member countries, an international standard often
included a number of alternative methods of accounting practice, going against a
desired characteristic of a strong, consistent standard.

The NZSA was not content merely to adapt IAS for New Zealand purposes.
The Society encouraged members to participate in international standard setting
which allowed the NZSA to have good communication with the profession overseas
and contribute to the international standard setting process. In 1974, New Zealand
became an associate member of IASC. A year later, G.C. Edgar (NZSA President
1979 and on the Society’s Accounting Research and Standards Board in 1980 and
1981) became a member of the IASC Research and Development Committee. In
1976, New Zealand joined another international accounting organisation, the
International Federation of Accountants (IFAC). A. Mann (NZSA President 1976)
became the permanent New Zealand representative on the IFAC Council and Vice
President in 1979.

In New Zealand, some members of the NZSA remained dissatisfied with how
the Board operated. C. Notley criticised the Board for its increasing bureaucracy,
claiming that the Board was creating ad hoc accounting standards and not evaluating
their usefulness.®” Notley’s criticism echoed that of a number of accounting
professionals around the world about the standard setting process in their countries. At
the annual meeting of the Society in 1979, the President, A.L. Fleury, responding to
criticisms of the standard setting process, supported the work of the Board and
stressed how the quality of accounting standards had improved.®® It was criticisms
such as these that led some members of the profession to continue to try to produce a
theoretical basis to the development of accounting standards. Only in this way could
standards become consistent and less complex.

The profession focused on standard setting and helping entities preparing
external financial statements but the Board was also aware of its responsibility to
educate the users of the statements. When it called a meeting in 1973 to discuss

including organisations outside the NZSA in the process of developing accounting
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standards, the Board invited the financial writers from the newspapers to attend. The
NZSA recognised that it was important to help the public understand external
financial reports, and thus help users of financial reports in their decision-making. The
Society saw it could do this through the financial sections of the press. The public
would benefit from discussions on company financial reports in the media. The way
the NZSA decided to improve communication between the Society and the media was
by seminars, where members of the Society and newspaper reporters discussed topical
accounting issues and studied external financial reports. The Society also hoped to
improve the relationship between itself and the print media in particular.

The NZSA’s Public Relations Committee held seminars in 1971 and 1973,
similar to those the American accounting profession had conducted.® The seminars
helped strengthen the relationship between the NZSA and financial writers in the
press. In 1970 and 1971, A. Sturman, the Financial Editor of the Auckland Star wrote
articles on external financial reporting for the NZSA’s journal.*® Individuals such as
Sturman made it possible for the Society to organise its seminars with the financial
writers from the newspapers. Certainly, the reports of the seminars in the Journal
indicate the success of the seminars. Zeff commented on the importance of this
relationship between the media and the Society and encouraged the Society to
continue the dialogue, but this did not happen.®* Why this was so may be due to
individual financial writers and Board members or because the Board became
involved in controversy with public companies and the government over accounting
for inflation to the detriment of developments in other areas of standard setting. How
successful the Society was in developing accounting standards that helped users to
understand external financial reports remained open to question. A study at Victoria
University in 1977, for example, showed that there was a low level of understanding
by users of external financial reports.?® The challenges to the profession and its role as

standard setter remained.
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Conclusion

This chapter reviewed the second decade of BRAP, the standards it issued and major
issues and factors influencing its decisions, in order to see how the NZSA acted as
standard setter in changing economic circumstances and the effect of these on the
professional status of accountants. The chapter found that the accounting profession,
as evidenced by the NZSA and its standard setting board, acted to maintain control of
standard setting. But the profession found economic events and other factors
challenged the effectiveness of the standards.

During the 1970s the NZSA remained the dominant standard setter in New
Zealand, firming the standard setting process and issuing statements of standard
accounting practice that were no longer tentative. As part of the process BRAP
consulted widely at the exposure draft stage, helped by the support of a research
officer and the work of a number of subcommittees. Consultation was informal and
personal rather than formal and official, in contrast to the process in Australia and the
United Kingdom.® However, the profession’s dominance as standard setter was not
secure. Questioning of the consultation process in New Zealand and elsewhere,
coupled with problems accounting for inflation among other issues, challenged the
effectiveness of and hence compliance with the standards. The profession in New
Zealand, as elsewhere, responded in several ways. Allen found that the Australian
profession, for example, was in a continuous process of negotiation and renegotiation
of status with interested groups, from entities to the state.** Another response, evident
in New Zealand, was to establish the authority of the standards by using standards
created overseas. Consequently the international influence in standard setting became
stronger during this time, especially the Society’s links with Australia, which occurred
within a broader New Zealand-Australian economic environment.®® Yet another
response was the efforts of the profession, led by the United States, to find a
theoretical framework for the standards.

These challenges also altered the profession-state relationship as government
in New Zealand and elsewhere responded to public pressure for more reliable external

financial reporting.®® This chapter showed that the profession debated the need for
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legislative authority for standards and the implications of this for its status as standard
setter.”” However the vulnerability of the accounting profession to obtaining entity
cooperation in complying with standards led to increasing pressure from within and
outside the profession to have government backing for standards. The increasingly
regulatory nature of the standards, a consequence of the profession’s response to
compliance and related issues, added more pressure, for the more directive the
standards were the more the profession’s reputation was at stake.

This thesis argues that how the NZSA operated as standard setter during the
1970s shows that the profession continued to consider standard setting a professional
activity. As is evident in this chapter, the NZSA was continually reviewing its
standard setting process, was sensitive to criticisms of standards and concerned about
entity compliance with the standards to the extent it was debating whether state
intervention was a solution. But the effectiveness of standard setting as a means of
professionalisation, and maintaining profes