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Abstract
Much of accounting research implies that someone uses financial statements in making investment decisions, and
assumes that the ones using the statements are financial analysts, investment bankers, fund managers, or the rational
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This dissertation explores the possibility of this other financial statement user, who is different from the usual taken
for granted analyst or a rational economic decision maker. Conducting an historical study into the origins of regulated
financial reporting in tandem with the development of the accounting profession, this dissertation locates the sites where
financial reporting transforms and allows for different conceptualizations of the user.  This study of the financial statement
user is a genealogy that utilizes a coproductionist approach, which considers the influence of the decision useful objective
of financial reporting in tandem with the role of the accounting profession in the development of both regulated financial
statements and the financial statement user.

In the process of investigating this other financial statement user, this dissertation reveals how important the user is to
accounting. Thus, this dissertation contributes not only to studies concerning the user and user primacy, but also to studies
concerning the accounting profession, the financial reporting conceptual framework, and accounting principles. This other
user, or the quirky character camouflaged in the conceptual framework, has greatly impacted the accounting profession,
accounting concepts, the capital market, and a controversial accounting principle still in use today.
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1 Introduction 

Curtis Carroll is a thirty-six years old man, who is serving a lifetime 

sentence for shooting a man during a robbery gone awry. He was illiterate 

when entering the San Quentin prison, where his cellmate would read him 

the sports page from the local newspaper. When Curtis mistakenly took the 

business section one day, due to his inability to read, his cellmate confusedly 

asked if he was “into the markets?” Mr. Carroll claimed that he was 

unfamiliar with “the markets” and “the stocks.” His cellmate explained that 

this is where people kept their money. Wanting to feel included by 

participating in the stock market motivated Mr. Carroll to learn to read. He is 

now literate, and has created an education program in partnership with a  

Columbia University graduate to teach financial literacy to prison inmates1. 

This vignette highlights how pervasive the idea is that investing is a means 

of social inclusion and belonging. How did investing become such an 

ordinary activity that those physically excluded from society could feel 

included, by buying shares? Inclusion meant not only learning to read, but to 

read financial information and to use that information to make investment 

decisions. I intend to conduct a study of the financial statement user, where I 

explore the identity, or rather identities, of the financial statement user(s), 

how user(s) came to be, and how user(s) influenced the accounting 

principles and the financial reporting used today. This study wishes to 

investigate those financial statement users, who remain invisible, buried in 

various documents, who may resemble Mr. Carroll.  

                                                        
1 21 March 2015, Inmate with Stock Tips wants to be San Quentin's Warren Buffett, National Public 
Radio, www.npr.org. 
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Financial statement users have an interesting relationship with financial 

reporting. They are not just expected to read financial statements and use 

them to make investment decisions, but also to participate in the process that 

sets the standards for how financial reporting is to present the information. 

This expectation to participate in the standard setting process is called the 

user primacy principle. Previous research regarding the user primacy 

principle highlights problems with the principle, mainly that it has not 

successfully facilitated nor achieved user participation in the standard setting 

process (Camfferman and Zeff, 2007; Durocher, et al., 2007; Durocher and 

Fortin, 2010; Georgiou, 2010; Harding and McKinnon, 1997). In much of 

accounting research, a user is assumed, rather than empirically studied.  

Previous research that studies user participation empirically, assumes the 

user is a financial analyst or affiliated with an investment bank (Camfferman 

and Zeff, 2007; Durocher, et al., 2007; Georgiou, 2010; Harding and 

McKinnon, 1997). Young (2006) shows that standard setters have 

conceptualized the user in more abstract terms as a rational economic 

decision maker. However, neither of these conceptualizations, found in 

previous literature regarding of the financial statement user, seem to have 

anything in common with Mr. Carroll of San Quentin prison. 

 

The motivation for this study is to investigate the character who graces the 

title of my thesis. This character is derived from a document published in 

1973 by a Study Group sponsored by the American professional 

accountant’s organization, the American Institute of Certified Public 

Accountants (AICPA). This document, the Report of the Study Group on the 

Objectives of Financial Statements contributes to financial reporting’s  

conceptual framework, and as such, sets out to define the objective of 

financial reporting, which is “to provide information useful for making 

economic decisions” (AIPCA, Study Group Report, 1973, p. 13). Further, 



3 

this report states that those who use this information for making economic 

decisions are “investors and creditors” (ibid., p. 20), whether they are 

financial analysts or lifetime prisoners. This document, while providing 

sixty-six pages of material detailing the purpose of providing investors 

financial information, then has a sentence that claims that reporting is for 

those who have limited access to information. The Study Group who 

produced the report, stated that financial statements were intended “…to 

serve primarily those users who have limited authority, ability, or resources 

to obtain information…” (ibid., p.17). This odd sentence stands out in an 

otherwise ordinary conceptual framework document that focuses on what 

investors do with financial information. Zeff (2015, p. 17) refers to this 

sentence as a “slip” by the Study Group, while Young (2006, p. 588) 

interprets it as, “Managers and various regulatory authorities were thereby 

pushed into the background as investors and creditors were given center 

stage.” The odd sentence is considered by Zeff and Young to be either an 

error or a statement that investors and creditors are the user at the expense of 

managers and regulatory authorities, respectively. While the Study Group’s 

Report does indeed privilege investors and creditors at the expense of other 

possible users, I believe that both of these interpretations fail to account for 

and explain this particular user’s presence and importance in the Report. I 

both posit and intend to demonstrate that the Study Group’s odd user is a 

conceptualization of a user distinct from the analyst or the rational economic 

decision maker. This odd user is defined by an inability to access 

information, seems to be a marginalized one, and is hindered from access to 

information. I agree with Zeff (2015), that this sentence is an anomaly in a 

status quo conceptual framework document. Rather than dismiss it though, 

as he did, I think that this sentence attempts to communicate a subtle, but 

important message. I call this user in this anomalous sentence the quirky 

character, since he or she is an oddity hidden amidst pages discussing 

investors and creditors. This character seems to be a marginalized one; he or 
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she seems to lack access to something he or she may need. It is as if he or 

she does not belong there. Like Mr. Carroll’s need to be included, I believe 

this quirky character was included in the Study Group’s Report for a reason. 

This reason may be related to the differentiation of this marginalized user 

from other users, as the Report further notes that, “Some users of financial 

information can obtain more information about an enterprise than others 

can” and “Other economic decision-makers also have significant resources 

available to obtain information and to analyze it” (AIPCA, Study Group 

Report, 1973, p. 17). These statements in tandem with the statement 

regarding the quirky character raise doubt as to the ability of all investors to 

access information on equal terms. Current research regarding user primacy 

and the financial statement user do not discuss the user in terms of lack of 

access to financial information and information inequalities. This is a 

description of a user that does not sound like an analyst or a rational 

economic decision maker. The savvy analyst may be able to procure 

information, and the rational decision maker analyzes information and 

makes decisions with the assumption that perfect information exists. As 

current literature overlooks and thereby marginalizes this peculiar user 

(Camfferman and Zeff, 2007; Durocher, et al., 2007; Durocher and Fortin, 

2010; Durocher and Gendron, 2011; Georgiou, 2010; Harding and 

McKinnon, 1997; Young, 2006, Zeff, 2015); one could wonder what kind of 

significance does the presence of information inequalities, that seem to 

define this user, have on financial reporting, the capital market, or in the case 

of Mr. Carroll, society? These issues are not addressed in current user 

primacy literature, since current literature views the user as either an analyst 

or the rational economic decision maker.  

 

Further, these views of the user as an analyst or rational economic decision 

maker do not merely reside in user primacy studies; they travel far beyond 

this literature. The financial analyst and rational economic decision maker 
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are endemic in research studying the way capital market actors, like analysts 

and fund managers, use financial information in making investment 

decisions. This literature stream takes for granted that the user is an analyst 

or a fund manager (Barker, 1999; Barker, et al., 2012; Breton and Taffler, 

1995; Holland, 2006). Lawrence (2013) ventures outside the prevailing 

view, and indeed focuses on the individual investor when assessing financial 

statement disclosure quality; examining individual investor’s trading activity 

using records obtained from discount brokerage firms. However, he 

concludes that individual investors could be better served by consulting with 

financial analysts, thus again returning the analyst to the place of taken for 

granted user. When the user is viewed as an analyst or fund manager, the 

user is assumed to possess an inherent rationality that may not empirically 

hold (Barker, et al., 2012). None of these views of the user in current 

literature about financial reporting and the capital market seem to address 

this quirky character, who lacks access, seems marginalized, and certainly 

does not resemble investors operating within the confines of a cement block, 

like Mr. Carroll.   

 

In this historical study, I aim to explore different conceptualizations of the 

user(s), how those users came to be, and how they have influenced financial 

reporting, the conceptual framework, and accounting principles. Young 

(2006) examines the decision useful objective as the basis for the user 

primacy principle, where financial statements exist primarily to serve the 

information needs of users. She finds that standard setters have neglected 

“Other matters that might contextualize the decisions made by these readers 

or that would acknowledge a potential multiplicity of readers with divergent 

decision interests and concerns…” (ibid., p. 594). The presence of the 

peculiar user in the Study Group’s Report points to the possibility of another 

user. The possible existence of another user lies at the core of my thesis. 
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Ergo, my study seeks to identify users other than the financial analyst or 

rational economic decision maker. 

 

Previous research regarding the user focuses on the user primacy principle, 

where the user primacy principle encourages the user to participate in the 

standard setting process. Participation by users is required so that the 

decision useful objective of financial statements can be fulfilled when users 

communicate what kind of information they find most decision useful to 

standard setters. The lack of user participation has been problematized, as it 

threatens the purpose and validity of the user primacy principle (Jorissen, et 

al., 2013). Rather than addressing the lack of investor participation, Young 

(2006) problematizes the principle. She demonstrates how the decision 

useful objective was developed due to the migration of decision science from 

the militaristic sphere to business schools post Second World War. She 

posits that the influence of decision science gave the decision useful 

objective weight, and it is this emphasis on decision useful reporting that 

made user primacy important to standard setting. However, there are other 

aspects of user primacy that could be explored. Hines (1989) broaches one 

peculiar aspect of user primacy that is currently neglected in user and user 

primacy research. She calls attention to the notion that user primacy grants 

the user the capability of influencing accounting principles, which comprise 

the accounting profession’s body of knowledge. User primacy, while 

fulfilling the decision useful objective of financial statements, has the ability 

to impact the accounting profession. I believe that this peculiarity with the 

profession’s body of knowledge, along with the quirky, marginalized 

character in the Study Group’s Report, have the potential to tell a different 

story about the financial statement user and the accounting profession, today. 

To fulfill my aim of exploring the presence of multiple financial statement 

users, and how they have influenced financial reporting, I propose the 

following research question. 
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How did financial statement users develop, and how did their development 

influence the accounting profession, in light of the user primacy principle? 

 

In answering this question, I intend to address the current view by 

accounting researchers and standard setters, where the user is assumed to be 

an analyst or the rational economic decision maker, in tandem with this 

peculiar aspect of user primacy that Hines (1989) raises. This peculiar aspect 

of user primacy, where the user has the ability to influence the profession’s 

body of knowledge, has the possibility to create a connection between the 

user and the accounting profession. Due to the possibility of a connection 

that has yet to be explored in current literature, I intend to look at the 

concept of the user and user primacy, in light of the accounting profession. I 

propose that studying the user primacy principle from the perspective of the 

profession has the potential to provide new perspectives on both the user and 

the accounting profession.  This aspect of user primacy surfaces in the both 

the user literature, and in studies concerning the financial reporting 

conceptual framework project (Hines, 1989). It is during the development of 

the conceptual framework that the accounting profession attempted to create 

a coherent professional body of knowledge (Hines, 1989), and according to 

Hines (1991), failed. It is during the conceptual framework project where the 

decision useful objective is developed (Young, 2006) and this marginalized 

user appears (AIPCA, Study Group Report, 1973, p. 17). Current user 

primacy and user literature neglects studying the user in relation to this 

aspect of user primacy, which involves the profession’s body of knowledge. 

Aside from Young (2006), current user primacy literature does not examine 

the user during the conceptual framework process. 

 

Additionally, previous user primacy research focuses on how standard 

setting has failed at implementing user primacy. This research finds that the 
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user has not been sufficiently included in the standard setting process, and 

offers explanations as to why this failure may occur (Durocher, et al., 2007; 

Durocher and Fortin, 2010; Durocher and Gendron, 2011; Georgiou, 2010). 

Rather than making user primacy the problem, my study makes the user the 

problem. My study focuses on the concept of the user, as the point of 

inquiry.  

 

I intend to conduct my study of the financial statement user utilizing a novel 

approach, an interpretation of the genealogy provided by Koopman (2013). 

The advantage of using Koopman’s (2013) interpretation of the genealogy is 

that it is an approach that gives me a way to follow the historical 

development of the financial statement user by studying two aspects that 

apparently relate to user primacy: the decision useful objective and the 

accounting profession. Young (2006) previously established the relationship 

between user primacy and the decision useful objective, and Hines (1989) 

the relationship between user primacy and the accounting profession. The 

particular interpretation of the genealogy I use grants me a way to study the 

user primacy principle in relation to both the decision useful objective, as 

well the accounting profession. To better understand the conditions that 

allowed for the development of current users, whether they are professional 

financial analysts, the rational economic decision maker, or the marginalized 

user I wish to explore, I begin my study before the analyst professionalized 

and the marginalized user appeared. Thus, I intend to study both the 

development of the decision useful objective along with the development of 

the accounting profession from the inception of market regulation to the 

conceptual framework project. This method will allow me to discern 

transitions in financial reporting as well transitions in how the user is 

conceptualized.  
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Durocher and Gendron (2011) state that they wish to draw attention to links 

or the lack of links, between users and standard setting for further research 

endeavors. My study of the financial statement user intends to draws links 

between users and the standard setting process. Beyond that, I wish to also 

gain a greater understanding of the relationship between users and the 

accounting profession. I propose that gaining a greater understanding of 

these relationships will shed light on how this odd user, who lacks access to 

the information that the accounting profession produces, arrived 

camouflaged in an anomalous sentence in a conceptual framework 

document. 
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2 Literature review 

Previous literature regarding the financial statement user examines problems 

with the user primacy principle. This literature neglects to explore user 

primacy in relation to other contexts, like the conceptual framework and the 

accounting profession. Widening the scope of literature to include these 

additional perspectives, gives a greater vantage in which to explore the 

problems with the user primacy principle and the user. My historical study 

intends to study the financial statement user relying upon the additional 

perspective of the profession. I draw upon a range of literature to guide me 

in studying the user, including literature about the user primacy principle, 

which includes discussing the principle in relation to the financial statement 

user, the conceptual framework project, and the political processes 

underlying standard setting. I rely upon Hines (1989) to connect these 

diverse literatures by focusing on a commonality: standard setting and the 

accounting profession. Before and during the early stages of the conceptual 

framework project, the accounting profession largely conducted standard 

setting. Literature regarding the profession can be useful in understanding 

how the user primacy principle related to the profession, in particular when 

the conceptual framework was being developed, as this is where the 

objective of financial reporting is defined as providing decision useful 

information to investors and creditors. I begin by reviewing user primacy 

and user literature, followed by literature concerning professions, and 

finally, literature regarding standard setting and the conceptual framework.    
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2.1 User primacy and the financial statement user 
 
Literature about the financial statement user is predominantly about the user 

primacy principle. The user primacy principle demands that users are 

intended to be an integral part of standard setting, since the objective of 

financial reporting is to provide investors and creditors decision useful 

information. The financial statement user is an important part of user 

primacy literature, since they are expected to participate in standard setting.  

 

I divide the literature regarding user primacy into two streams. The first 

stream examines the user primacy principle in assessing user participation. 

In this stream of user primacy literature, it is recognized that there is an 

insufficient level of user participation. Reasons are explored for these 

deficiencies. Further, the financial statement user is typically, a human 

financial analyst. The second stream of user primacy literature “unpacks the 

taken for granted user primacy principle” (Young, 2006, p. 579), meaning 

the principal itself is questioned, rather than the user’s level of participation. 

Further, the user in this stream is not a human analyst, but an abstraction. 

Both of these streams in different ways explore the problems with the user 

primacy principle.  

  
Since standard setters placed the user in the center of financial reporting with 

the decision useful objective, the first stream of user literature focuses on 

user participation in the standard setting process. Both the IASB and FASB 

promote user participation in standard setting (ifrs.org/fasb.org). User 

participation is an important component in a standard setting process that 

utilizes democratic due process procedures. In a legal sense, procedural due 

process in the United States is a constitutionally protected right2, and means 

                                                        
2 While the concept of due process originates in the Magna Carta, the English and American versions differ. The 
American version is codified in the Fifth and the Fourteenth Amendments to the United States Constitution. When I 
define what procedural due process means, I am defining it from the American, rather than the English perspective. 
(Cornell Law School’s Legal Information Institute, Wex Legal Dictionary, law.cornell.edu) 
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that “fair” procedures must be followed when taking legal action. These 

procedures require that citizens have the right to notice of the decision, and 

are afforded the opportunity to be heard3. Due process is concerned with fair 

procedures, transparency, and the right to voice one’s opinion. A lack of user 

participation in the process carries the risk of impairing standard setter 

legitimacy (Durocher and Fortin, 2010; Jorissen, et al., 2013, Saemann, 

1999). Due process procedures allow participants or stakeholders to believe 

that their voice can have an impact on standard setting (Durocher and Fortin, 

2010; Fogarty, 1992). User participation has been assessed via analysis of 

user’s lobbying efforts (Georgiou, 2010) and surveys of users (Durocher, et 

al., 2007; Harding and McKinnon, 1997). Who is the user in these studies? 

In these case of Georgiou (2010), the user is investment firms; Camfferman 

and Zeff (2007), financial analysts; Harding and McKinnon (1997), 

investment analysts; Durocher, et al. (2007), institutional users and financial 

analysts, and Durocher and Gendron (2011), investment bankers and 

analysts. Durocher, et al. (2007, p. 42) are the only researchers from the 

aforementioned list who disclose the reason for choosing the analyst, which 

is “to insure a sufficient level of sophistication.” Respondents in their study 

were further categorized based on: one, ability to “require” additional 

information, as in the case of banks and venture capitalists, and two, level of 

detail necessary, when using reporting for analysis. They argue that these 

two factors influence the importance the user attaches to reporting, providing 

motivation to participate in the standard setting process (Durocher, et al., 

2007). Jorissen, et al. (2013) unlike the other researchers, consider a broader 

category of users including investors, consumer organizations, actuaries, and 

consultants, along with financial analysts. This is most likely because the 

purpose of their research is not to necessarily study user willingness to 

participate in standard setting, but rather to study hindrances that prevent 

user access to the standard setting process. Regardless of the purpose of the 

                                                        
3 Ibid. 
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study, there is consensus that an institutional investor is presumed to be the 

user.  

 
Studying the user involves assuming the dominance of the user primacy 

principle. Thus, this research typically revolves around the assumption of 

this principle. In the case of Jorissen, et al. (2013), they highlight bias that 

may inhibit user participation, like geographic representation with 

differences in investor protection laws, participation costs due to difficulties 

with the English language, and the standard setting system. Preparers, 

accounting professionals, and national standard setters comprised 90% of 

participation based on volume of comment letters submitted to the IASB, 

concluding that the greatest participation in standard setting is by producers, 

not users. Since user primacy requires that the user play a central role in the 

standard setting process, this stream of research tests how well the user 

primacy principle holds, revealing the level of user participation. 

 

In some research, the user is not taken to be the analyst. Ball (2006) when 

identifying the pros and cons of adopting IFRS for investors, points out that 

small investors lack access to other sources of financial information, apart 

from financial reporting. While he differentiates between different kinds of 

investors for information access purposes, he views investors from the 

vantage of what a model investor would need, in terms of reporting quality. 

This view is in line with the user primacy principle, where user’s needs are 

predominant to fulfill the decision useful objective of financial reporting. 

Saemann (1999) follows a similar pattern when finding that the interests of 

the professional accountant’s organization, the AICPA are not biased 

towards management interests. While Saemann (1999) considers many 

different users from investment firms to employees, he conceptualizes the 

user as an ideal one. Rather than identifying a specific user, the emphasis is 

on how an ideal user would use financial statements in making investment 
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decisions. However, an important point is that in these two articles, the 

authors do not explicitly express that they view the user as a model or ideal 

one. Rather they write about the user in general terms, where the user could 

be an investor, creditor, analyst, employee, etc. These researchers most 

likely take for granted that the user is a human one since they write of the 

user as though they are human, rather than expressly stating that the user is 

an ideal. I find that the way they discuss the user in their research to be an 

ideal user. Writing about a human user in terms of what the user does, means 

that their research borders on a new way of thinking about the user. Their 

research shifts the emphasis from users’ participation in the standard setting 

process to how a user would use financial statements in making investment 

decisions. Due to this shift, they must view the user as a general one, based 

on how a general user would use financial statements. Most likely without 

realizing such, they open the door for viewing the user as an abstraction. 

This concept forms the basis for the second stream of research.  

 

The second stream of financial statement user literature considers the user 

primacy principle itself a problem, and thus focuses on reasons for 

deficiencies in standard setting, that do not place the burden of participation 

on the user. Honing in on the apparent lack of investor participation, while 

acknowledging its necessity in fulfillment of the democratic method of due 

process (Jorissen, et al., 2013), researchers taking this angle challenge 

standard setter’s claims of user primacy (Durocher and Fortin, 2010; 

Durocher and Gendron, 2011). Durocher and Gendron (2011, p. 236) in 

studying user’s ambivalence towards the IASB’s pursuit of comparability, 

aim to “casts doubt on the pretensions of unconstrained democracy that often 

surround standard setting rhetoric.” Here, the nature of the principle lies in 

question, where the nature is rooted in the democratic rhetoric surrounding 

due process procedures. From this angle, the principle’s rhetorical roots, 

grounded in democratic ideals, became the issue. Rather than questioning the 
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lack of user participation based on normative assumptions of user primacy, 

they look at how the user reacts to the outcomes of the standard setting 

process. By studying user’s seeming content with standard setting’s failure 

to achieve the promise of comparability, the question shifts from, 'why are 

users not participating’, to 'why do users find it acceptable that standard 

setting outcomes fail to achieve the promised goal?’ Thus, the problem of 

upholding user primacy is no longer just a lack of user participation in 

standard setting, but also accountability of the standard setting process. 

Durocher and Gendron (2011) do not present this problem as a burden to be 

borne by users, but rather opine why users are ambivalent towards failed 

achievement.  They purport that sophisticated users or analysts downplay 

standard setting failures in a joint process of myth building along with 

standard setters, ultimately rendering the sophisticated user docile. They 

demonstrate that rather than criticizing a lack of comparability, users help to 

erect the myth of comparability. As long as the purity of the comparability 

myth is sustained, the reality of comparability need not come to fruition. 

Additionally, by reducing users to docile participants, Durocher and 

Gendron (2011) believe that standard setter’s claims to user primacy can be 

maintained with a modicum of interference. Thus, the user as pacification 

agent, remaining obeisant towards standard setters, permits standard setters 

to fulfill their aims. Young (2003, p. 621) has similar claims that standard 

setters, specifically the FASB, employ rhetorical strategies “to persuade 

us…calling upon reality and financial statement users to strengthen its 

justifications for selecting a particular method or disclosure.” Thus, financial 

statement users play a role in justifying standard setter’s standards. 

 

Similarly calling into question user primacy, Durocher and Fortin (2010) 

write that standard setters claim user primacy to ensure their legitimacy, but 

neglect to implement it. They extend Young's (2006) argument in 

demonstrating that “users remain a symbolic rhetorical category and not a 
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true pragmatic concern in standard setting” (Durocher and Fortin, 2010, p. 

497). They further write that, “if financial statement users are to be 

considered the true, not only symbolic, cornerstone of accounting standard 

setting,” then the standard setters must understand the models sophisticated 

users actually use rather than assuming a normative model (ibid.). While the 

user in this study is an analyst, they conclude that the user in user primacy is 

largely a symbolic one, thus the principle itself is problematic. While this 

research takes a more critical look at user primacy while studying analyst 

behavior in the standard setting process, it is Young’s (2006) work that 

“unpacks” it.  

 
Young (2006) does much more than pry open the due process procedures 

underlying the user primacy principle. Unpacking user primacy involves 

delving into the history behind the drive for the decision useful approach in 

financial reporting. In positing that influences developed during the Second 

World War impacted financial reporting, Young turns her focus squarely on 

the user, or in her words, “reader”. In this case, user primacy is less about 

user hindrances, docility, or disinterest, and more about the institution of 

standard setting. 

 
Early accounting pronouncements do not define accounting in terms of an 

objective for whom or why, but rather the “what” of accounting practice 

(ibid., p. 582). The usefulness of accounting information was assumed to 

follow, if reports were “correct,” without discussion as to the purpose of a 

correct report (ibid., p. 583). The study of accounting was more like a 

collection of the profession’s best practices, with no thought as to the 

purpose of the best practice. By the late 1960s, this had changed, and 

reporting should be decision useful for users. Young (2006) proposes that 

the user has been constructed, based on the predominance of decision 

science and neoclassical economic theory, as a rational decision maker. She 

challenges the taken for granted notion that financial reporting is for user 
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needs (ibid., p. 581), and is rather considered a category to facilitate its use 

in justifying particular accounting practices (ibid., p. 579). Thus, Young 

(2006) posits that the construction of the user as a particular kind began 

during the process of establishing accounting objectives during the 

conceptual framework project. She considers that multiple users would have 

different needs, creating conflict. This conflict between different user’s 

needs forms the basis for her argument that standard setters categorize “the 

messy, inconsistent, uneducated readers of financial statements” into one 

category based on how they use financial reporting (ibid, p. 591). Funneling 

all readers into this one category based on use becomes a substitute for 

diverse, needs-conflicting flesh and blood users. Once subsumed into a 

single category, the user could be replaced, and with the influence of 

decision science’s seep into economic theory, that flesh and blood user is 

replaced with a rational economic decision maker. She finds that “models 

and normative assertions” substitute for interactions between standard setters 

and “flesh and blood users.” (ibid., p. 581), thus allowing standard setters, 

like the FASB to become the voice of users, in determining the accounting 

information that users “should” need (ibid., p. 592). Following this logic, 

standard setters can assert what reporting is relevant and important (ibid.) to 

“rational decision-makers” (ibid., p. 594). Young concludes that while the 

Study Group claims financial reporting is intended for those who cannot 

demand information on their own, they “chose to emphasize the information 

that various models theorized was important rather than the information that 

readers of the financial statements might desire” (ibid., p. 591). In this way, 

Young critiques the dominance of the user primacy principle, in that 

accounting principles would be developed for a rational actor no matter 

whether flesh and blood users participated in standard setting or not.  

 
In summary, literature regarding the user either questions user participation 

and considers the user to be an analyst, or questions user primacy and 
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considers the user something abstract, a model. Further, literature studies the 

user from the vantage of user primacy, as this is the principle that makes the 

user relevant to financial reporting, so that reporting can, in turn, be relevant 

to the user. While user primacy demands that a user be explicitly recognized, 

a user is implicit in much of accounting research. Young (2006) 

demonstrates that user primacy has its roots in decision science and the 

impact of decision science on mainstream economic theory. She illustrates 

how standard setter’s ideal user is an abstraction. Following this line of 

thinking, the reason the user is not an analyst in reporting quality literature 

(Ball, 2006; Saemann, 1999), is because the researchers do not contemplate 

the messiness of diverse user interests, focusing instead on a model user and 

the quality of reporting, rather than how it is actually used. Young (2006) 

posits this view of the user is related to the decision useful approach and is a 

product of the influence of decision science on accounting. Previous research 

then entertains two users based on user primacy and the decision useful 

approach: analysts and an abstraction or normative model based on decision 

science and mainstream economic theory.  

 
Hines (1989) provides one final literature concerning user primacy that is not 

explicitly about user primacy. She explores the accounting profession’s 

development of a body of knowledge during the conceptual framework-

building period. She points out the idiosyncrasy with the user primacy 

principle from a profession’s point of view. She highlights that no other 

profession grants the “user” (e.g., patient or client) a role in determining the 

profession’s body of knowledge. Since Hines (1989) looks at user primacy 

within the conceptual framework project, and Young (2006) claims that the 

user is shaped during the conceptual framework project, a reading of the 

conceptual framework literature can prove fruitful in understanding how the 

user relates to the accounting profession. A reading of the professions 

literature can aid in gaining an understanding as to the profession’s 
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relationship to standard setting, particularly since Hines indicates that user 

primacy grants the user a role in contributing to the profession’s body of 

knowledge. Young’s (2006) account provided the inspiration for my study, 

but it is Hines’ (1989) thoughts that provided the vehicle in which to travel 

between different literatures to connect them in assisting me in 

understanding the financial statement user and their role in financial 

reporting. I can connect the user primacy literature to the profession’s 

literature by using the user primacy principle as a bridge, since the investor 

has the potential to impact the accounting profession’s body of knowledge. 

2.2 The accounting profession’s body of knowledge 
 
Previous researchers have used the conceptual framework project as a way to 

discuss the accountant’s professionalization (Booth and Cocks, 1990; Hines, 

1989; Laughlin and Puxty, 1984; Willmott, 1984). Current literature on 

professions find that one of the ways in which professions garner and 

maintain professional status is with a body of knowledge (Carnegie and 

Napier, 1996; Robson, et al., 1994, p. 531), and some standard of ethical 

behavior (Robson, et al., 1994, p. 531) The profession’s body of knowledge 

works as boundary mechanism, (Wilmott, 1986, p. 558) allowing 

professionals to maintain their professional jurisdiction (Joyce, 2014, p. 

591). Hines (1989), however, finds an apparent absence of a formal body of 

knowledge in accounting, which she posits is one of main obstacles in the 

accountant's professionalization. Her line of thinking is that a lack of 

theoretical grounding for standards will result in the absence of a body of 

knowledge. She believes this to be the case in the US, leading to an over 

reliance on rules and ultimately, de-professionalization (Hines, 1989). 

 

The purpose of the conceptual framework project was to determine the 

objective of accounting (AAA, 1966; APB,1970; AICPA, 1973; FASB, 
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1978, 1980). This history of the financial statement user emphasizes the 

1973 Objectives report produced by the professional accounting 

organization’s (AICPA), Study Group. This report is a contribution to the 

conceptual framework, which constitutes a body of knowledge for financial 

reporting. The professions literature tells us that creating a body of 

knowledge is part of being a profession, and thus the producers of this 

report, the AICPA’s Study Group claim that they take a “conceptual” or 

theoretical approach in compiling a body of knowledge.  

 

While the professions literature demonstrates that a body of knowledge is a 

mark of a profession, in the case of the conceptual framework project, the 

profession ultimately failed (Hines, 1991). Therefore, Hines takes the 

premise that the conceptual framework project serves a social and cultural 

purpose rather than a functional and technical one (ibid.). She does not 

consider development of a formal body of financial accounting knowledge to 

have been successfully achieved by the professional accounting organization 

and standard setter. They did not achieve what they had set out to achieve, 

namely comparability, completeness, and consistency (ibid.), which means 

that the conceptual framework project failed to refashion already existing 

standards in light of a theoretical grounding. As the success of the 

conceptual framework can be doubted, Hines (1989, p. 85) offers a different 

explanation for the conceptual framework project. It is merely “the 

appearance of knowledge,” as a substitute for knowledge that accountants 

used to: compete with other groups, combat government intervention, and 

lobby to secure government work. While knowledge can be viewed as a 

“strategic resource”, used in “intra- and inter-professional battles over 

jurisdictional rights" (Joyce, 2014, p. 591), the mere appearance of a body of 

knowledge can also be a tool used for the same ends. For this reason, Hines 

(1989) concludes that the conceptual framework project “may be seen to be 

a political resource in the conflict over the control of the occupational 
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territory” (ibid., p. 85) by “reducing the threat of government intervention” 

and competition “from other groups” (ibid., p.74). It is in these conflicts that 

the accountant's professionalization project chafes against the trajectory of 

other professions, particularly in the case of law. Hines (1989, 1991) opines 

that the intent of the accounting profession in regards to the conceptual 

framework project may have been less about establishing the objectives of 

accounting, and more a strategic move in giving the appearance of 

establishing a unique accounting knowledge, in an effort to protect the 

profession’s scope against intervention by the government and “other 

groups,” especially lawyers.  

 

While the conceptual framework project can be seen as a strategic political 

tool for setting a profession’s boundaries; that it must follow due process 

(Jorissen, et al., 2013) nearly guarantees that the accounting profession will 

come into conflict with other participants during the process. Glimpses of a 

possible conflict are apparent when Gaa (1986) writes that the user primacy 

principle dictates that the interests of users of financial reports take 

precedence over the interests of preparers, which places users and preparers 

in opposition to one another. That a statement regarding the ranking of 

interests for preparers and users even had to be made is interesting, as it 

implies that at one time there was a problem with preparers viewing their 

interests as being greater than the user’s. 

   

Hines (1989) believes the financial accounting body of knowledge rather 

than coherent, is ad hoc owing to the due process approach that gives 

different groups the power to influence what standards are produced. Thus, 

she finds that the unusual method used during the conceptual framework 

project hindered the establishment of a cohesive body of knowledge for the 

accounting profession. The due process procedure demands the involvement 

of many parties in building the conceptual framework. While it has been 
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illustrated how “various committees, academics, and others have constructed 

the category of financial statement users” (Young, 2006, p. 580) within the 

conceptual framework project, exploring the views of those participants 

severally, as members of different groups needs to be further explored. 

Studying the particular views of the groups participating, may offer insights 

into Hines’s (1989) idea that the project was a way to create the appearance 

of knowledge, and what this means in relation to constructing a user.  

2.3 Due process and standard setting 
 
Here, I look at how due process relates to standard setting and the 

accounting profession, the user, and user primacy. Something that 

differentiates the accountant’s body of knowledge from other professions is 

that it is produced via public hearings that follow due process procedures, 

rather than research or practice, as would be the case in medicine, law, 

engineering, or other professions (Hines, 1989). Hines (1989, p. 81) posits 

that the “democratization of standard setting,” by following due process, 

mitigated the fear that standard setting had the potential to impact income 

distribution and resource allocation, typical domains of the state. Thus, 

accounting standards that impacted civil society could be legitimized 

through a democratic process, depriving accounting of “the mystique” that a 

body knowledge typically would bestow upon a profession (ibid., p. 81). She 

further writes that for those in accounting, following due process through 

public hearings “seems hardly significant, since the due process procedures 

of consultation with users, public hearings and the issue of exposure drafts 

are typical features of standard setting today in the UK, US, Canada and 

Australia” (ibid., p. 80).  

 
The due process approach used in standard setting and the conceptual 

framework project demands that many parties participate, which can lead to 
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both alliances and conflicts. In seeking to understand the how political 

processes influence standard setting with regards to the conceptual 

framework project, Laughlin and Puxty (1983) study conflicts arising in the 

process. They find that the worldview perspective, which accepts a group’s 

shared interests, better explains conflicts between parties in the conceptual 

framework project than merely interests, which is taken as wealth-

maximizing self-interest. They analyze the shared interests of company 

managers, accounting firms, and standard setters in the conceptual 

framework project. Willmott’s (1984, p. 587) concern regarding Laughlin 

and Puxty’s (1984) approach is that the worldview perspective neglects to 

account for how “groups are formed in relation to others.” Willmott (ibid., p. 

588) offers an alternative interpretation of the actions of the parties to the 

standard setting process by relating the “sectional interests which are 

embodied, and which conflict, within the structure of social relations.” The 

political processes taking place within the framework process can be 

explained by taking into account the relationships between parties, rather 

than merely their shared interests. The relationships between those 

participating in the project matter, especially when thinking about how the 

body of knowledge is constructed. The concept of due process has the 

potential to create conflicts between participating parties. Even more 

interesting, is that the user is considered one of the participating parties, 

since the basis of the user primacy principle requires that the user participate 

in standard setting. 
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2.4 Due process and the user 

 
While the professions literature views the profession’s body of knowledge as 

an exclusionary boundary to keep those who belong in, and those who don’t 

out, it fails to address the issue of user participation in the formation of that 

body of knowledge. The user primacy principle demands that the user 

participate in developing accounting principles, part of the accountant’s 

body of knowledge. It is an unusual requirement that users participate in 

creating knowledge, compared with other professions (Hines, 1989). Users 

are expected to contribute to accounting knowledge, and are invited to 

participate. This is also the case currently, where both the FASB and IASB 

implore users to participate in the standard setting process (ifrs.org, 

fasb.org). Users occupy a special place in creating accounting knowledge. 

The carving out of this privileged place is due to the principle of user 

primacy. The problem of a user-constructed body of knowledge will be 

addressed in this history of the financial statement user, demonstrating how 

important identifying a financial statement user is to financial reporting.  

 

Identifying the user can be a difficult task, as part of the problem resides in 

identifying the different roles of different actors in the financial reporting 

process. In the case of Laughlin and Puxty (1984), they note that legally, 

shareholders are the accounting firm’s clients; however, they consider 

company management to be the actual client, since it is management who 

ultimately pay the auditor’s salary. Wilmott (1984) disagrees, thinking that 

the clients of accounting firms are the investors. His reasoning is that 

financial institutions are the ultimate consumers of the accountant’s services, 

thus making them an obvious user (ibid., p. 588). It is those doing the 

investing, brokers or investors who are the users rather than managers. 
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Wilmott further posits that this particular user helps to explain accounting 

firm’s support for the decision-useful view of accounting because, “The 

collective interests of accounting firms, however, reside in maintaining the 

financial institutions which are the ultimate consumers of their service” 

(ibid.).  Willmott demonstrates that the work of professional accountants is 

to serve investors based on the decision useful objective of financial 

reporting. The accountant’s job is to provide information to a user external to 

the company.   

 

The decision useful paradigm first appeared in the US around 1970, 

overshadowing the traditional focus on stewardship (Coy, et al., 2001). 

During the conceptual framework project the concept of ‘stewardship’ was 

challenged as a necessary objective for accounting. It is during the 

development of the conceptual framework, where Young (2006) finds that 

the emphasis on the decision useful approach is the impetus that enables the 

construction of the financial statement user as the the rational decision 

maker. Current literature notes that the user was developed during the 

conceptual framework project, along with the financial accountant’s body of 

knowledge. As well, Hines (1989) proposes that the development of a 

conceptual financial reporting body of knowledge was a failure, and thus 

was more about fulfilling a social rather than technical end for the 

professional accountant. Further, the due process nature of the user primacy 

principle requires the financial statement user to contribute to the accounting 

profession’s body of knowledge, which is unlike other professions. Finally, 

identifying who the professional accountant is intended to serve can have 

implications for understanding the financial statement user. These different 

streams of literature provide a backdrop for thinking about the financial 

statement user.  
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2.5 Due process and user primacy 
 

I revisit the literature regarding the financial statement user thinking about 

the point Hines’ (1989) makes regarding the unusual role user primacy has 

in the professional accountant’s body of knowledge. Reflecting upon the 

user and user primacy principle literature in light of the literature streams 

regarding the financial reporting conceptual framework project and the 

accounting profession with an emphasis on their body of knowledge, I find 

that two facets of user primacy emerge. The first facet is that accounting 

principles are intended for an economic purpose to make investment 

decisions, or the decision useful objective. Studying how analysts participate 

in standard setting implies that the decision useful objective is significant. 

The second facet is that the user’s participation in standard setting is 

necessary to ensure due process to legitimize the standard setter’s role 

(Jorissen, et al., 2013).  Durocher and Gendron (2011) point out that while 

standard setting purports to achieve a democratic ideal, what occurs is that 

analysts are rendered docile, and thus incapable of participating in standard 

setting in the manner intended. Thus, there are two aspects embedded in the 

user primacy principle, a decision useful aspect related to the consumption 

of financial statements and a due process aspect related to their production. 

These two aspects are related, as the objective of financial reporting is to 

provide decision useful information for a user who must participate in the 

standard setting process by communicating to standard setters what he or she 

finds useful, which simultaneously fulfills the requirements of due process. 

A due process procedure is deemed necessary to achieve decision useful 

information for investors and creditors.  

 

The user primacy principle must then be comprised of these two related 

aspects. While the user primacy principle is intended to fulfill the decision 

useful objective, there is another aspect of the principle comprised of 
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something that supports social order and cohesion. Therefore, my historical 

study attempts to enrich the current literature regarding the financial 

statement user keeping in mind these two aspects of user primacy, as well as 

the literature regarding the profession’s body of knowledge, since the 

investor has the possibility to contribute to this knowledge. To aid me in 

accomplishing this, I intend to use a method that allows me to consider 

financial reporting from a view that acknowledges more than solely the 

previously established influence of decision science (Young, 2006). The 

approach I intend to employ allows me to explore how the user influences 

the profession and financial reporting without neglecting the influence of 

decision science. Therefore, this study takes inspiration from Young’s 

(2006) study, which demonstrates the decision science influence on financial 

reporting, but also Hines’ (1989) insight regarding the unusual nature of the 

user primacy principle from the perspective of the profession.  

 

Therefore, it is necessary to utilize a method that draws on aspects from 

these two streams of literature: user primacy and the professions. I intend to 

analyze the relationship between the accounting profession and the 

development of financial reporting and the user, since Hines (1989) draws 

attention to the unusual role of user primacy in the profession’s body of 

knowledge. My study wishes to contribute to studies of the financial 

statement user and user primacy by complementing existing literature with a 

perspective that includes user primacy’s impact on the accounting 

profession. To accomplish this, I conduct a study using a genealogical 

approach proposed by Koopman (2013). Rather than focusing on the 

problem of user primacy by studying the state of user participation, or 

unpacking user primacy, I conduct an historical study that seeks to explore 

the problem of the user and user primacy by examining relationships. In 

particular, the relationship that user primacy enforces, the one between the 

user and the profession’s body of knowledge. Earlier studies concerning the 
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user and user primacy do not account for this peculiar nature of user 

primacy, where it must promote the decision useful objective and endorse 

due process demands, to create the profession’s body of knowledge. Further, 

my study of the financial statement user does not take for granted that the 

user is either an analyst or a rational economic decision maker. My study 

leaves open the possibility for other users, in light of the odd character, the 

marginalized user found in the Report of the Study Group on the Objectives 

of Financial Statements (AIPCA, Study Group Report, 1973). 

 
 



30 

 



31 

3 A novel genealogical approach 

 
This study of the financial statement user is an historical one. I intend to 

contribute to the current literature of the financial statement user by utilizing 

a different approach to the genealogical method. Since my study is in the 

spirit of a new accounting history, first I will review what constitutes a new 

accounting history, how it is different from a traditional accounting history, 

discuss why I chose a different approach, and then delineate Koopman’s 

(2013) interpretation of the genealogy as an analytical method. 

3.1 Accounting History 
 

History, like accounting history, encompasses two different streams, the new 

and the traditional. Historians believe the difference between the traditional 

history and the new history to be methodological (Rüsen, 2005), where the 

traditional history relies on truth claims and rationality that constitute it as 

“science” (ibid., p. 2). Like a new accounting history, new histories 

challenge the objectivity of the traditional history. The new history has a 

story-telling quality that has taken history away from promotion of truth 

claims and the desire to collect “valid knowledge about the past” (ibid., p. 

42). The traditional historian uses evidence to relay ‘what happened,’ where 

the new historian believes that evidence can only be interpreted by the 

historian (Ankersmit, 2017). The new history studies that which was 

previously thought to be “too obvious”, giving it a more contextualized 

approach to demonstrate “the unpredictable” in history (Grenier, 2014, p. 
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123). In this way, the new history rejects a “path dependent history”, or an 

evolutionary one, and “opened the question of a multiplicity of possible 

futures…” (ibid., p. 124). Therefore, the new history does not claim 

objectivity, has a greater narrative quality, and is an interpretive one that 

demonstrates the ‘unpredictable’. These two histories coexist today, each 

one offering a different perspective on the same historical events.  

 

Similar to how two kinds of histories exist in the study of history, accounting 

historians purport that the same divide exists in accounting history. The 

traditional and new histories also coexist in accounting. This is evident 

where Hopwood (1987, p. 207) writes that traditional accounting histories 

rely on a “technical perspective,” where the traditional accounting historian 

recounts past events with little attention granted to the “processes and 

forces” that brought about the events. The technical perspective is still 

evident and influences traditional histories, today. Zeff (2016) gives a 

traditional historical account of the adoption of the decision useful reporting 

objective. This traditional account consists of interviews with the 1973 

Trueblood Hearing Study Group members, highlighting those who supported 

the decision useful objective. Zeff’s (2016) account is a traditional history 

offering rich descriptions of the Study Group’s views. His traditional history 

does not interpret the Study Group member’s accounts in light of a wider 

societal discourse, which in Hopwood’s terms would be to neglect the 

“processes and forces” that shaped the events. This is not the intent of Zeff’s 

historical account. Exploring the wider social context in an accounting 

history is one of the ways that a new accounting history differs from a 

traditional one. The new accounting history embodies a more social and 

organizational context (Gaffikin, 1998; Miller, et al., 1991; Miller and 

O’Leary, 1987; Napier, 1989). The new accounting history satisfied the 

curiosity of those who asked ‘why’, “…it was not enough to claim that “A 

caused B,” scholars wanted to know “why A caused B.” (Napier, 2006, p. 
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451). Opining as to ‘why,’ introduces the broader social discourse to the 

historical account. Further, some new accounting historians see their role as 

critics of either accounting itself or of its social and economic impact 

(Carnegie and Napier, 1996).  

 

Since the new accounting history is concerned with “processes and forces”, 

the surrounding social environment provides a context in which to 

reinterpret an existing history. Related to a reinterpretation of an historical 

account, is that the methodological difference between the traditional 

accounting history and the new accounting history is predicated upon 

different theoretical frameworks (Merino, 1998). The difference arises 

because the new accounting history focuses on the content of the history 

allowing for the social context, rather than the emphasizing the objective 

nature of the evidence (Bryer, 1998). Since the two histories differ based on 

how one views source documentation, means that traditional histories can be 

used as sources and further, reinterpreted for a new accounting history.  

 

Further related to the idea of reinterpreting an existing history, is the new 

accounting history’s claim that traditional histories are linear, where 

accounting evolves and progresses forward. The idea that history constitutes 

progress is one of the theoretical premises underlying a traditional history. 

The traditional accounting history is progressive (Hammond and Sikka, 

1996, p. 80; Hopwood, 1987, p. 208; Merino, 1998), linear (Gaffikin, 2011, 

p. 241; Miller, et al., 1991, p. 399) or evolutionary (Keenan, 1998; Napier, 

2006). The new accounting history rejects a linear historical development, as 

it can connote economic progress. Studying the evolution of accounting to 

learn from the past to predict the future is evident in early accounting 

histories (Carnegie and Napier, 1996). An evolutionary view of history gives 

the impression that accounting is constantly improving and progressing 

forward (ibid.), which explains why Hopwood (1987, p. 207) views the 
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traditional accounting history as “delineating the residues of the accounting 

past rather than more actively probing into the underlying processes and 

forces at work.” Contrarily, the new accounting historian focuses on 

unveiling the “underlying… forces at work” that remain obscured in 

traditional accounting histories. These underlying forces may expose 

conflicts inherent in a free enterprise system that are masked within the 

traditional history (Merino and Mayper, 1993; Merino, 1998;). One point of 

a new accounting history is to make conflicts visible, as Miller, et al. (1991) 

do when studying how the formation of agendas, strategies, and 

interrelations of different groups, as an historical process transform 

accounting practices. Not satisfied with merely challenging the scientific and 

objective beliefs of the traditional history, the new accounting history further 

sought to “reveal the coercive reality beneath the neutral mask of accounting 

technique” (Carnegie and Napier, 1996, p. 16). 

 

Linear progression is thought to imply economic progress, obscuring 

underlying economic assumptions. New accounting histories attempt to 

unearth an underpinning of economic progress. Carnegie and Napier (1996, 

p. 11) write that a traditional history is infused with a “belief that evolution 

is cognate with progress,” where it employs a “broad chronology” along 

with “economic expansion” as accounting evolves from the double-entry 

system to a demand for professional accountants. The new accounting 

historian when reinterpreting a traditional history, ‘unveils’ the underlying 

assumptive trajectory of economic progress. Reinterpreting an historical 

account in light of a social context, challenges the idea that accounting is a 

product of economic progress. Rather than evidence of economic progress, 

the reinterpretation illustrates how accounting is influenced by and 

conversely, influences the social context in which it operates. Not all 

accounting historians consider the way in which accounting has developed to 

be evidence of progress. Because not every historian views developments in 
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accounting as progress, a substitute to the linear, progressive assumption 

must be contemplated. A reinterpretation relies on a particular theoretical 

view to aid in the interpretation of the history. It is a theoretical view that 

allows for a multiplicity of views in the new accounting history, as opposed 

to the objective one claimed in a traditional history. In this way, traditional 

accounting histories can be reread in a critical light to reveal suppressed 

“voices,” or those whose views are not in line with neoclassical economic 

ones (Merino, 1998). Carnegie and Napier (1996, p.8) find the linear, 

economic progress found in traditional histories to be even normative, where 

the traditional historian “celebrates progress and thereby subtly denigrates 

the past, who explains everything by reference to neoclassical economics.” 

New accounting historians find that traditional histories espouse a belief of 

capitalism representing the pinnacle of progress (Hammond and Sikka, 

1996). Napier (2006) takes a more pragmatic approach when he writes that 

economic ideas can be utilized to explain changes in accounting, since 

accounting is considered a reflection of economic reality. The new 

accounting historian believes that the traditional historians relied upon 

“economic laws” to explain accounting (Cooper and Puxty, 1996; Napier, 

2006), with accountants viewed in terms of the “rational economic man” 

(Napier, 2006, p. 451). In contrast, new accounting histories acknowledge 

alternatives to the traditional accounting history’s ‘decision maker,’ like the 

state, trade unions, or the media (ibid.). The new accounting history draws 

attention to less ‘obvious’ actors, who have influenced and have been 

influenced by accounting. Carnegie and Napier (1996, p. 15) further write 

that, “it was natural for the traditional accounting historians to judge 

historical accounting records in terms of their ability to provide information 

useful for decision making,” as this would be nearly imperative if one were 

to consider accounting a tool in economic progress’ march forward. 

Highlighting the idea that a bias of economic progress exists in traditional 

accounting histories, result in traditional histories overlooking certain 
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segments of society and neglecting to call attention to social and political 

issues (Tyson and Oldroyd, 2016, p. 30).  As the new accounting history 

emphasizes social issues, Miller, et al. (1991, p. 400) write that “The notion 

of economic calculation, together with the ways in which it helps to 

construct and support particular relations of power and influence, may well 

prove a more enduring umbrella within which to conduct research, than the 

rubric of the history of accounting.” They propose that revealing 

accounting’s role in maintaining power differences may be what defines an 

accounting history. 

 

The idea is that traditional histories with their temporally linear thrust are 

infused with assumptions of economic progress that obscure conflicts and 

disruptions. The new accounting history attempts to expose these underlying 

assumptions. Studies using critical lenses could highlight aspects of 

accounting previously unnoticed, as accounting facilitated viewing society 

through an economic filter (Merino, 1998). An example of using a different 

filter is where Hoskin and Macve (1988) chose to interpret accounting 

history in a new light by conducting a new accounting history from a 

disciplinary perspective. Using a Foucaultian lens, they provide an 

alternative perspective, demonstrating that disciplinary performance 

measurement techniques migrated from the US military college at West 

Point to the business world via West Point engineering graduates. They 

argue that student’s disciplinary practices in educational technology enabled 

performance measurement techniques to be used in accounting. 

Recontextualizing an existing historical account can yield practical benefits, 

as Young and Mouck (1996) demonstrate. They make the case for the 

practical use of the new accounting history, where studying accounting 

practices from a social or political perspective, rather than a technical one, 

could lead to standard setter’s understanding pronouncement failures. From 

a practical standpoint, a singular view of accounting history in demonstrating 



37 

progress could stymie efforts to unearth problems in standard setting. 

Reinterpreting a traditional history in a different light is how the new 

accounting history seeks to “render the familiar strange” (Merino, 1998), 

where what is taken-for-granted is examined in a new light. The new 

accounting history is about providing a different interpretation of the 

dominant history, with the possibility for many views of the past, rather than 

merely one (Gaffikin, 1998). The new accounting history highlights “The 

conditions of possibility of particular transformations in accounting 

knowledge and practice…” (Miller, et al., 1991, p. 396). The new accounting 

history provides important insight into history offering a different 

interpretation from another point of perspective. 

3.2 A genealogical approach 
 

The new accounting history opens the door for reinterpretations or 

recontextualizations of established historical accounts. There are no 

established protocols for the new accounting history, as it is comprised of “a 

mix of methodological protocols” (Miller, et al., 1991, p. 400). As my study 

of the financial statement user is a reinterpretation, I consider it a new 

accounting history. I utilize a particular interpretation of a Foucaultian 

genealogy to aid me in conducting this study. While I do not explicitly set 

out to render “the familiar strange” (Merino, 1998), I consider this study of 

the financial statement user a new accounting history as it focuses on the 

transformations in accounting knowledge and practice” (Miller, et al., 1991, 

p. 399). Macintosh (2009, p. 21) writes that it is the genealogist’s mission to 

“pave the way for deconstructionist techniques of today’s prevailing central 

values and ways of thinking about society and existence are taken for 

granted.” Since I seek to offer an alternative view of the financial statement 

user, this particular genealogical approach provides a method for me in 
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offering another perspective. While the genealogical approach I employ 

unearths the ‘unpredictable’ to reveal an alternative history to that which is 

taken for granted, this is not the principle purpose of my historical study. 

While this particular genealogical approach eschews an evolutionary view in 

providing a reinterpretation, this too, is not necessarily the point of this 

approach. Though the ‘unpredictable,’ the unearthing of that which is taken 

for granted, and the decidedly disruptive are present in this genealogical 

approach, these elements are more a consequence of conducting a 

genealogy, rather than the point of the genealogy, according to Koopman’s 

(2013) interpretation of a Foucaultian genealogy. While this approach takes 

into account those conditions of possibility for transformations of financial 

reporting, it goes a step further in showing how those transformations 

occurred with the genealogy used as an analytical method. This genealogical 

approach provides a method for how transformations occur. He finds that 

genealogies and interpretive histories are “answered with, again, vague 

appeals to something about how history shows us that taken necessities are 

really contingent” (ibid., p. 5). Further, he comments that while these claims 

may be apt, the idea that history is contingent rather than necessitated is only 

part of a genealogy. The genealogy is rather a method for understanding 

relationships. Koopman (2013, p. 37) specifies that the genealogy is the 

analysis of relationships, where Foucault claimed that, “studying their 

relation is precisely my problem (Foucault, p. 455).” Hence, this approach 

can be useful when examining the links between the decision useful 

objective’s role in user primacy, as well as its relationship to the accounting 

profession. I consider this history of the financial statement user to be a new 

accounting history, as it is an interpretive history that discerns 

transformations, making them visible, but also demonstrates how it 

happened.  
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To better understand this approach, it may help to view it in light of 

Koopman’s (2013) larger project. He is on a quest to remedy what he 

considers “the misplaced weight of emphasis” on certain aspects of 

Foucault’s writings, leading to genealogists conducting ‘hunts’ rather than 

genealogies (ibid., p. 10). His grievance is with genealogists who use the 

genealogy for what he calls “bio-power hunting”, meaning setting out to 

locate whichever concept Foucault wrote of, like bio-power or disciplinary 

power, “in some context where its appearance was perhaps unexpected.” 

(ibid., p. 6). Rather than conduct a ‘hunt’, he wishes to avoid detaching the 

concept from the method in which it functions. This genealogical 

interpretation he suggests, utilizes the genealogy as a method, rather than 

using the concepts as theory. This interpretation of the genealogy seeks to 

understand the method Foucault used to propose concepts like ‘power-

knowledge’, rather than seek out empirical evidence of the ‘power-

knowledge’ concepts. This condemnation of some genealogies must be 

viewed within the context of his larger thesis, which is that the genealogy is 

the first step in a grander method. This grander method is an attempt to 

reconcile the two methodological orientations of problematizations and 

reconstruction. He considers genealogy and pragmatist critical theory as 

complementary tools, where the role of the genealogy is to problematize, and 

role of pragmatist critical theory to reconstruct. Thus, the genealogy would 

function as the first part of a two-part methodology. The first part, the 

genealogy, would be used to diagnose difficulties in our present situation 

that may have gone unnoticed, which in turn, provides the material for the 

second part, reconstruction. The weight of Koopman’s thesis is to highlight 

the genealogy’s diagnostic role, illustrating that it is a tool to not just know 

that the present is contingently constructed, but rather how it is contingently 

constructed. The reason for knowing how the present is contingently 

constructed, is a way to provide one the tools to remake oneself (ibid., p. 3). 

If one can be constructed, then one can be reconstructed, in order to solve 
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the problems of the present. The idea is that Foucault's genealogical method 

gave an understanding of how transformations occurred, so that 

transformation can again occur, providing possibilities for reconstruction. 

Investigating that which is taken for granted or revealing the unpredictable is 

not necessarily the point of the genealogy, per Koopman. The point, is rather 

that the genealogy is the first step in discerning the mechanics of 

transformation, so that we have the tools to transform again. Koopman 

believes that the purpose of the genealogy was intended to be used as a tool 

to reform the present once it could be determined how particular conditions 

created the possibility for certain practices, and further how transformations 

occurred. I utilize this genealogical approach to make transitions in financial 

statements visible, and further to demonstrate how it happened.  

 

This genealogical approach provided me a tool where I could consider more 

than one vector of practice in understanding how financial statements 

transformed. This approach offered a tool to take a perspective that is 

different from previous new accounting histories concerning the decision 

useful objective of financial statements, the conceptual framework, and the 

user primacy principle. The idea behind Koopman’s (2013) view of the 

genealogy is that transformations are made visible by studying the 

relationship between two or more vectors that coproduce. He points out that, 

“The entire point of the coproduction idea is to open up a space for inquiry 

into the interactive relation between knowledge and power” (ibid., p. 37). It 

is this attention to relationships that I wish to explore in my history of the 

financial statement user. It is in examining the relationship between two 

vectors, that I attempt to make visible the transformations in financial 

statements that will reveal the multiple financial statement users 

camouflaged in the conceptual framework.  
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While Koopman does not overtly define the term “vector,” he offers clues as 
to its meaning. In contrasting the archaeology from the genealogy, in which 
he considers the genealogy to be an extension of the archaeology, he writes 
that whereas the archaeology is an exploration “along a single vector or 
pathway of practice,” 
 

“… a genealogy traces these constraints as they are contingently 
formed at the complex intersection of multiple vectors or pathways 
of practice (i.e., knowledge, or power, or ethics).” (Koopman, 2010, 
p. 112) 

 

He uses the terms “along” a “pathway” to describe a vector. Both of these 

terms connote movement from one place to another. The manner in which 

Koopman (2010) uses the term, points to a movement of a practice to an 

intersection so that it may coproduce with another practice. There is an 

element of dynamism in coproduction, most likely catalyzing a 

transformation.  

3.3 Trial and error 
 

Prior to discovering Koopman’s interpretation of Foucault’s genealogy as a 

coproduction method, I had originally attempted to use the concept of a 

discursive formation in understanding the conditions that made regulated 

financial statements possible. However, this approach proved to be 

untenable, as I found practices from different time periods with different 

discursive formations to be interdependent on each other in making 

conditions possible for regulated financial statements. I described the 

discourse as “frustrated,” in that it could not come to fruition without some 

kind of relationship with another discourse from another time period. The 

two discursive formations were somehow interrelated across time. There 

seemed to be a relationship between the two. I concluded that examining a 

discourse that shaped financial statements was not sufficient in explaining 
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how regulated financial statements came to fruition. Koopman (2013) finds 

that the point of the coproduction method is creating a space for inquiry into 

interactive relations, in the case of Foucault, between knowledge and power. 

Further, Koopman writes that there is “no single all-encompassing strategy” 

in a genealogy, but rather a “multiplicity of discourses” can exist (ibid., p. 

4).  I needed a method that would: permit me to examine the relationship 

between practices, would allow for multiple discourses in different 

temporalities. Therefore, I utilized Koopman’s (2013) interpretation of 

Foucault’s genealogy. He finds the genealogy to be the result of a 

methodological shift from the archaeology to the genealogy. From this 

perspective, the archaeology is not abandoned for the genealogy, but rather it 

is subsumed into the genealogy. The purpose of the shift from archaeology 

to genealogy is to make transformations visible at the sites where vectors of 

practice intersect to coproduce one another. Koopman’s interpretation of the 

genealogy, as a method that shifted from the archaeology to the genealogy, 

offers a tool to analyze not just how conditions formed allowing for the 

possibility of discursive formations leading to transformations, but also how 

those transformations occur. Hence, this genealogical approach provides a 

method for demonstrating how transformations emerged across time. 

 

In arguing for this interpretation of the genealogy as a shift from the 

archaeology to the genealogy, Koopman points out that the archeology is a 

study of existence rather than emergence. This is due to the archaeology 

holding time static. A criticism of archaeology was the lack of 

accommodation for movement between one structure to another (Gutting, 

1999). Koopman (2013, p. 38) argues there was a methodological shift from 

the archaeological to the genealogical, involving a transfer of focus from “an 

isolable depth episteme” to a coproductionist perspective, where 

transformations occur. The archaeology was an “historical description of 

epistemes as deep discursive formations,” where time was carved into slices, 
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with no attempt to allow for continuity of the complex of power-knowledge 

(ibid., p. 36). The genealogy; however, describes this complex in terms of 

historical transformations. The lack of recognition of time in the archaeology 

is resolved in the genealogy through the concept of coproduction, where the 

genealogy “emphasizes a study of the relations between power and 

knowledge, as well as a study of temporal processes of emergence” (ibid., p. 

48). Genealogy embraces temporality in the form of transformations. 

Koopman believes that the point of Foucault’s genealogy, building upon the 

archaeology is that a single vector is insufficient in representing historical 

change. Transformation emerges at the sites where vectors coproduce, and 

thus the relationship between vectors is studied in discerning 

transformations. It is this intersection of vectors that produces tension, 

providing the impetus for transformation. The catalyst for transformation 

occurs when each vector must be resolved to accommodate the requirements 

imposed by the other vector it intersects. It is at these intersections where 

subjective self-formation transpires (ibid., p. 39). A multiplicity of vectors 

contingently coalesced in a particular way to provide conditioning limits for 

the present ways of doing and thinking. This is the essence of the 

coproduction view of the genealogy, where two vectors coproduce one 

another. Neither vector has the possibility to stand on its own. Coproduction 

means that vectors producing each other, have no viable way to disentangle. 

The vectors cannot be purified of each other to exist in the singular. The 

vectors are constitutive of one another, and therefore cannot be “purified” of 

each other (ibid., p. 170), or reduced to a single vector. I found Koopman’s 

interpretation of the Foucaultian genealogy to offer a way to explain the 

“frustrated” discourses that seemed to rely upon each other, in order to 

materialize.  

 

The genealogical method can be used to analyze any relationship between 

two vectors of practice. This interpretation of the genealogy is germane to 
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my study, as it allows for the study of the relationship between the 

established vector of the decision useful objective, and a further vector 

relating to the accounting profession in theorizing how the transition to 

regulated financial reporting occurred. Further, it provides a way to 

understand the tension surrounding this relationship and the conceptual 

framework project. I chose this particular interpretation of the genealogy 

discussed by Koopman (2013), to grant me a way to introduce the 

environment surrounding the accounting profession and its impact on the 

development of financial reporting, and the user without abandoning the 

influence of decision science. My historical study is a recontextualization in 

the spirit of a new accounting history, but I further add clarity to an already 

established interpretive account by integrating another aspect into the study. 

I wish to explore the relationship between decision science vector and a 

vector that relates to the accounting profession. I intend to do this by 

studying the relationship between the development of the decision useful 

objective along with the development of the accounting profession from the 

moment of regulation to the conceptual framework project. This study 

attempts to integrate an existing vector of practice that was established in an 

interpretive account regarding the decision useful objective from Young 

(2006), combined another vector concerning the accounting profession. The 

approach allows for not just demonstrating a struggle and transformation, but 

provides the impetus for such struggles by examining the relationship 

between vectors. The tension created at the site where two vectors coproduce 

provides the impetus for financial reporting to transform. My study intends 

to demonstrate how financial statements and the user developed in light of 

both decision making and a vector relating to the accounting profession.  

 

Current literature proposes that the concept of user primacy is a problem. 

Young (2006) has established that underlying user primacy, is financial 

reporting’s decision useful objective. Since user primacy has been shaped by 



45 

the decision useful objective of financial statements (Young, 2006), this 

genealogical approach allows me to examine the decision useful objective as 

one vector. Young’s (2006) account delineates the origins of the decision 

useful concept, and how it drives the user primacy principle. Hines (1989) 

points out that user primacy potentially grants the user some kind of role in 

establishing the profession’s body of knowledge. Therefore, this 

genealogical approach, provided me with a way to explain how transitions in 

financial statements materialized, by utilizing what has been established in 

previous literature, the decision useful objective, along with another vector 

of practice from the accounting profession. My history of the financial 

statement user uses the idea of a “network of multiplicitous strategies” in 

which to understand the origins of regulated financial statements (ibid., p. 5). 

3.4 Source material  
 
What is considered source material is broadened in the new accounting 

history (Carnegie and Napier, 1996). While the traditional historian would 

consider some sources secondary, these sources can be recontextualized 

(Merino, 1998) to become primary ones for the purpose of interpretation 

(Cooper and Puxty, 1996; Napier, 2006). Therefore, I relied upon both 

existing traditional and new histories, in particular, histories produced by 

Zeff (2016) and Merino and Neimark (1982), respectively. I did not 

necessarily recontextualize these histories, but relied upon certain concepts 

in them to gain context as to the environment in which financial reporting 

and the user developed. I further utilized documents produced by the 

regulatory body, the SEC, accounting and analyst professional documents, 

legal documents, traditional historical accounts, as well as earlier interpretive 

accounts as source material. I used both primary and secondary source 

material. The primary source material I used was: speech and hearings 

transcripts, standard setter’s pronouncements, articles in professional 
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journals, legal case text, and legislative code. The secondary source material 

I used was: earlier traditional and interpretive histories and legal briefs or 

interpretations of court cases.  

 

While looking at the development of financial statements and the user from a 

perspective more than solely the decision useful one, I identify sites of 

tension that force transformations in financial reporting leading to these 

developments. I chose sources that allowed me to explore many viewpoints 

from different groups who participated in the conceptual framework project. 

The genealogy is an empirical endeavor (Koopman, 2013, p. 8) that explores 

social context. Due to this, and that the genealogy demonstrates contextual 

contingency (ibid., p.223), I now turn my attention to the sources I used in 

exploring both the documents that contributed to the creation of the 

conceptual framework, as well as the social environment surrounding it. 

 

My choice of sources reflects both the genealogical approach I employed as 

well as concepts found in extant user primacy literature. A reading of current 

literature provided a background in which to understand user primacy. I 

ascertained from current accounting research that user primacy has facets 

that include: providing decision useful information, following due process 

procedures, and influencing the accounting profession’s body of knowledge. 

Due to this, I required context in which to understand the due process 

procedures and the accounting profession’s body of knowledge. This 

interpretation of the genealogical approach that I utilized allowed for two 

vectors of practice to coproduce, thus I needed sources that would permit me 

to gain context around a secondary vector of practice that involved the 

accounting profession. I chose sources that concerned the accounting 

profession’s development of financial statements from perspectives both 

internal and external to the accounting profession. The documents I used that 

provided material for perspectives external to profession were produced by: 
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accounting academics, policy makers, judges, financial analysts, the SEC, 

and the popular media. I focused more on the perspectives of those from 

outside the accounting profession, as they gave a more critical view of the 

problems the profession faced. These sources provided context surrounding 

the accounting profession, and gave me the tools I needed to utilize a method 

that enabled me to study both the development of financial reporting 

alongside the development of the accounting profession. These diverse 

sources provided context surrounding the accounting profession from the 

years 1933 to 1978, when professional organizations and standard setters 

were developing a theory of financial statements along with the decision 

useful objective. Therefore, I chose source documents particular to this time 

period. To delineate how I chose my source material, I began with the 

official documents produced by the standard setter, the FASB; the 

professional accountant’s organization, the AICPA, who acted in a standard 

setting capacity before 1973; and the academic organization, the American 

Accounting Association, the AAA. These documents discussed the purpose 

of financial statements, accounting principles, best practices, and how the 

accounting profession was to participate in the conceptual framework 

project.  

3.4.1 First Stage of Analysis  
 
I began examining official documents produced by authoritative bodies, like 

standard setters and the professional accountant’s organization (AICPA), 

who acted in the capacity of quasi-standard setter, as the Accounting 

Principles Board (the APB), who defined accounting principles. These 

documents taken as a whole could be considered the basis for financial 

reporting. They are a collection of opinions, best practices, and discussions 

that either describe or prescribe what are or should be financial statements. I 

classified these documents based on the organization that produced them. 
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1. Standard setters: 
a. Financial Accounting Standards Board (FASB) 

i. 1978: Statement of Financial Accounting Concepts No. 1 (SFAC 
No. 1) 

2. Professional accounting organizations: 
a. The American Institute of Certified Public Accountants (AICPA) 

i. 1973: Report of the Study Group on the Objectives of Financial 
Statements (Objectives of Financial Statements) 

b. American Institute of Accountants (AIA) 
i. 1938: A Statement of Accounting Principles by Sanders, Hatfield 
and Moore 
ii. 1936: Examination of Financial Accounting Statements by 
Independent Public Accountants 

3. Quasi-standard setter (precursor to FASB): 
a. Accounting Principles Board (APB) 

i. 1970: Basic Concepts and Accounting Principles Underlying 
Financial Statements of Business Enterprises (APB Statement No. 4) 

4. Accounting researchers: 
a. American Accounting Association (AAA) 

i. 1966: A Statement of Basic Accounting Theory (ASOBAT) 
ii. 1957: Accounting and Reporting Standards for Corporate 
Financial Statements 1957 Revision  
iii. 1948: The 1948 Revision of the Association’s Statement of 
Principles 
iv. 1940: An introduction to corporate accounting standards by Paton 
and Littleton 
v. 1936: A Statement of Objectives of the American Accounting 
Association 

 

These documents form the basis for financial statements, discussing the 

purpose and for whom they serve. In these documents, the user is defined as 

both an investor and creditor, but also the tax authority, labor unions, 

customers, suppliers, managers, and regulators. While these documents 

provided an overview of the purpose of financial statements, as well as 

identifying a user, the document that proved most interesting was a hearing’s 

transcript. This transcript formed the basis for the 1973, professional 

accountant’s organization (AICPA) produced, Report of the Study Group on 

the Objectives of Financial Statements. This document was most interesting 
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because it provided both a window into how the designers of the conceptual 

framework thought, as well as the ideas from the social world that influenced 

those thoughts. 

3.4.2 Second and Third Stages of Analysis  
 
As earlier noted, the document that I relied most upon was the Report of the 

Study Group on the Objectives of Financial Statements produced by the 

professional accounting organization in 1973, and its underlying hearings 

transcript. This support document is a 546 page long document detailing 

discussions between different parties interested in the financial reporting 

conceptual framework. It was produced by the professional accounting 

organization is a transcript comprised of three days of hearings. The hearings 

were commenced by a Study Group commissioned by the professional 

accountant’ organization, the AICPA. The transcript is an archival document 

originally housed at the AICPA headquarters in New York City, and 

currently at the University of Mississippi Accounting Historians Library in 

Jacksonville, Mississippi. The hearings took place in October 1972 in New 

York City, comprising three days of discussions moderated by Robert 

Trueblood, a professional accountant. The Trueblood Hearings Study Group 

acted as mediators at the hearings. Half the Trueblood Committee was 

comprised of professional accountants (eight of sixteen), while the 

remaining eight consisted of: four academic researchers, two management 

representatives, one lawyer, and one analyst. The Study Group mediated 

between discussants, who represented different interested groups. The 

transcript includes arguments regarding the objective of financial statements 

made by the following participants: accountants, analysts, consumer group 

representatives, accounting advocates, managers, bankers, researchers, 

internal auditors, and lawyers. Each participant had previously submitted a 

paper, which the Study Group had an opportunity to read before the 
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hearings. They were each allowed time to present their opinion as to the 

objective of financial statements. Their speeches were followed by a 

question and answer session with the Study Group members. I did not 

review the papers submitted by the participants; however, within the scope 

of 546 page hearings transcript, the participants referred to the content of 

these papers in the question and answer sessions at the hearings. The 

hearings transcript is a chronological document with each participating 

group speaking in turn, which made it simple to keep the document 

organized.  

 

There an interesting side note about the hearings transcript. I experienced 

difficulty in obtaining it, and on a fortuitous note was aided by accounting 

history researcher, Stephanie Moussalli-Kurtz. She happened to notice my 

request email to her husband, who at that time was acting in the capacity as 

the University of Mississippi AICPA Library curator, and remembered me 

from an ice cream social we both attended at a conference in Los Angeles. 

She was happy to help me, and scanned the paper transcript, which formed 

the basis for this thesis.  

 

I used this Trueblood Hearings transcript as the springboard into the source 

material that would provide the social context surrounding what was 

discussed in the hearings. When analyzing the hearings transcript, I focused 

on not only what participants said, but how they said it. For the third part of 

my analysis, I analyzed common phrases the participants used throughout 

the hearings. Hearing’s participants would preface their arguments with 

phrases that implied a sense of solidarity or unity, even when there was 

obviously no consensus amongst the participants. I believed that this may 

have had something to do with the context of the hearings itself. The Study 

Group tasked with determining the objective of financial statements 

followed a due process procedure, where attempts were made to either 



51 

achieve or give the impression of achieving inclusivity. Further, these 

consensus-building phrases could provide clues as to which arguments were 

important ones. I mention the hearing’s being conducted within the context 

of due process procedure, because it provides a basis in understanding the 

content of the transcript. Foucault, in a debate with Noam Chomsky, 

discussed the importance of time and place, or rather the context, in which 

“utterances” are made. This debate between Chomsky and Foucault (2006) 

helps to explain the basis for understanding the hearings. This meant that I 

could identify phrases that could be used as potential markers of social 

context, based on the context in which the hearings were conducted. In the 

debate, Foucault and Chomsky (2006) argue over what human ‘utterances’ 

convey about how humans engage with and learn language. Foucault 

disagreed with Chomsky’s premise that utterances provide evidence that the 

creativity in verbal development in children is innate, instead believing that 

utterances were related to patterns that are bound by time and place 

(Chomsky and Foucault, 2006). Foucault posited that rules particular to a 

context governed the kinds of things discussed. He argued that utterances are 

made visible through evidence, (Chomsky and Foucault, 2006), meaning that 

utterances are bound within the context in which they are surrounded, rather 

than produced by something creative within us. I mention this not to 

entertain Chomsky’s and Foucault’s debate as to whether language is 

biologically or sociologically formed, but rather to point out that according 

to Foucault’s argument, utterances depend on rules that are particular to a 

time and place. For the Trueblood Hearings, I opine that utterances, or rather 

phrases, are shaped by the context of due process procedures. It is not just 

standard setting that follows due process, where investors are asked to 

participate in the standard setting process; the hearings also follow these 

same due process procedures. At the conclusion of the hearings, the Study 

Group will produce a report that will determine the objective of financial 

reporting. It would be in the Study Group’s interest to facilitate a sense of 
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consensus amongst participants, so that claims can be made that due process 

was followed, and participants were in agreement as to the determined 

objective.  

 

In the Trueblood Hearings, participant’s speech is constrained by the rules of 

due process. The concept of due process plays a role in standard setting, 

where Jorissen, et al. (2013) claim that the legitimacy of standard setters 

depends on following the precepts of due process. Jorissen et al. (2013, p. 

238) reference Wallace (1990), in noting that in terms of standard setting, 

the due process procedure requires that the standard setter, in this case the 

Study Group, must offer “adequate and impartial opportunity for interested 

parties to provide input.” Jorissen et al. (2013, p. 238) claim that due process 

is used to maintain legitimacy by following a certain process of deliberation, 

where the affected parties are all afforded the opportunity to provide input, 

the inputs are considered and transformed in a decision process, and 

standards are produced based on this acquired information. The Study Group 

followed this process when both holding the hearings and releasing their 

concluding report, Report of the Study Group on the Objectives of Financial 

Statements. The input of many different actors in the hearings process was 

necessary in fulfilling the demands of due process. In this process, there is an 

underlying requirement of inclusivity. Therefore, what is spoken at these 

hearings must, on some level, attempt to fulfill or give the impression of 

fulfilling due process, and this acts as the context in which the participants 

speak. Therefore, of particular interest to me were utterances or phrases 

whose content was not about the topic at hand, but rather connoted 

inclusivity. This inclusionary language included phrases such as, “as we all 

know” (AICPA, SG Hearings, 1972, p. 1.13, 2.3, 3.19, 4.24, 5.68). 

 

For this reason, the third part of my analysis consisted of noting these 

phrases within the hearings transcript. These phrases enabled me to discern 
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the pertinent issues where a certain level of consensus might be needed. I 

note the following phrases that connoted some form of inclusivity:  

 

a.) The use of first names, giving the impression that the dialogue is an 
informal one or to emphasize frustration with the listener;   
 

b.) Phrases that impeded threats to consensus, while establishing 
consensus, like “as we all know” (AICPA, SG Hearings, 1972, p. 
1.13, 2.3, 3.19, 4.24, 5.68), 

 
c.) Phrases that questioned the speaker’s knowledge base in an attempt 

to mitigate threats to consensus, like “do you think” (AICPA, SG 
Hearings, p. 1.40, 1.61, 2.24, 2.105, 3.22, 3.51, etc.), 

 
d.) Phrases that participants used to deflect questions that may pose a 

threat to consensus, while making it seem as though answering was 
an impossibility, like “It’s difficult” (AICPA, SG Hearings, p. 2.110, 
3.53) or “It’s extremely difficult” (p. 2.107), “it becomes very 
difficult” (p. 1.18), “it is difficult, if not impossible” (p. 1.28), “it is 
very difficult” (p. 139), and so on. 

e.) Phrases that exhibited frustration at the lack of attention to building 
consensus, like, “I am rather disturbed that you…” (AICPA, SG 
Hearings, p. 2.56), (think differently than the Study Group).  

 

I could locate in the surrounding environment the issues that were discussed 

in the hearings by relying upon these phrases as a guide to important topics. 

These phrases revealed tensions between groups, and provided the incentive 

to explore the themes that garnered the most consensus-building amongst 

participants. These themes propelled me to seek further sources in the social 

milieu surrounding the hearings to understand the context. The important 

topics that elicited consensus-building phraseology related to court cases 

involving audit firms, SEC speeches about investors, popular media articles 

about audit firms, legislation, and public interest advocacy groups involved 

in consumer and shareholder advocacy like the consumer advocate, Ralph 

Nader’s team of legal advocates, Nader’s Raiders (Bowen, 2012). Focusing 

on the topics that were discussed when these phrases were used, guided me 

to further examine these topics to understand the social context outside the 
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hearings. I examined speeches, hearings transcripts, popular media articles, 

legislation enacted by Congress, court case reviews, professional accounting 

journals, and professional analyst journals to gain a broad perspective of 

how different groups viewed these important topics that incited the use of 

consensus-building phrases at the hearings.  

3.4.3 Fourth, Fifth, and Sixth Stages of Analysis  
 
As the motivation for this study lies in exploring the seemingly out of place 

quirky user found in this report, the fourth part of my analysis was to 

identify conceptualizations of financial statement users in the hearings 

transcript. Previous financial statement user literature finds the user to be 

either a financial analyst or an abstraction constructed by financial 

economics and decision science. I find that these two conceptions of the user 

do not account for this marginalized character. I do not believe that this 

ostensible user was merely a “slip” (Zeff, 2014), nor was this user 

sophisticated or calculating, rather the contrary. My presupposition is that in 

light of the social milieu in the late 1960s, the time when the conceptual 

framework project was beginning to form, a marginalized user would not 

have been out of place. While this kind of user does not appear in prior 

financial statement user literature, based on the social milieu of the 1960s 

civil rights and consumer rights movements in the US, I chose to accept this 

marginalized character as a given, and explore from this starting point. I 

asked, ‘was the 1960s the first time this kind of user appears?’  

 

To understand where this seemingly out of place character originated, the 

fourth stage of my analysis was to search the hearings transcript for the ways 

in which the hearing’s participants conceptualized the user. The user was an 

important part of the discussion, as the user had a strong claim to the reason 

for a particular accounting practice to be implemented or remain unchanged. 
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This reasoning forms the basis for the user primacy principle. Therefore, in 

the fourth stage of analysis, I divided the hearings transcript into categories 

based on how the user was conceptualized by the hearings participants. The 

user was conceptualized in two different ways. One way was related to the 

temporal nature of investing, meaning was the user thinking about investing, 

currently investing, or selling shares? These classifications related to a point 

in time from the viewpoint of the investor: 

a.) potential, b.) current, or c.) existing.  
 
The second way to conceptualize the user was related to the knowledge level 
of the user:  
a.) unsophisticated, b.) untrained, c.) unitiated (sic) or d.) sophisticated.  
 
These classifications of the user are dissimilar to how the user is 

conceptualized in the official documents produced by standard setters. In the 

official documents, the user is conceptualized on the basis of use: as an 

investor, regulator, tax authority, supplier, and so forth. In the official 

documents the user is conceptualized strictly by use, or who is using the 

financial statements. This is not the case in the hearings transcript, where the 

user is conceptualized on different bases: the timing of investment and a 

knowledge of accounting and/or economics. This is an important point, in 

that these views of the user from the hearing’s participants are not related to 

what the user actively does with financial statements, either reading, or 

making decisions, but rather when they make an investment and their 

knowledge level. One conceptualization of the user depends on where the 

user stands in a timeline of investing possibilities: pre, current, or post 

investment. The second conceptualization of the user depends on the 

knowledge a user has or lacks. In both cases, it is taken for granted that the 

user is an investor.  

 

For the sixth stage of analysis, I analysed the accounting topics discussed at 

the hearings. I subdivided the hearings transcript into the following 
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accounting sub-themes: earnings calculation, current value accounting, the 

role of the accountant, social responsibility reporting, current legislation, 

forecasting earnings. These themes related to the purpose of accounting, 

since the hearings were held to determine the objective of accounting.  

 

1. Themes related to accounting concepts:  
a.) fair value, b.) current value, and c.) historical cost.  
 
2. Themes emerging around how accounting should be perceived by society:  
a.) how accounting reflected economic processes, b.) how accounting had a 
social or political impact.  
 
3. Themes related to the ways in which accounting could be used:   
a.) interpretation/education and b.) prediction.  
 

These divisions were not necessarily useful on their own, but when 

combined within the context of other classifications, like the user, they could 

be more useful. For example, how would a sophisticated user feel about 

current value accounting, or would an untrained, potential user need 

information for predicting? Thus, these themes added greater context when 

considered in tandem with the identity of the user.  

3.4.4 Seventh Stage of Analysis 
 
For the seventh and final stage of analysis, I analyzed events referred to in 

the Trueblood Hearings (e.g., popular culture, political references or legal 

cases) by seeking sources external to the hearings transcript. These 

references prompted me towards further sources to gather context in 

understanding the wider social environment in which the hearings operated. I 

describe the sources that I used to conduct this particular genealogical 

approach of the financial statement user. I collected a broad swath of 

material in which to understand the social context surrounding the 

development of the objective of financial statements.  
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In conducting a study of the financial statement user, I used this particular 

genealogical approach, while relying on existing histories and material 

sourced from professional journals, legislative Acts, court cases, and popular 

media. The hearings participants discuss legal cases, academic research 

articles, consumer activist groups, both American and other country’s 

legislation, accounting scandals, popular media, and other topics that 

pertained to the social milieu that defined the hearing’s time and place. 

These topics then acted as my springboard into the wider social 

environment. I searched for these topics within legal briefs, legislative acts, 

popular media, history texts, professional journals, academic journals, and 

the SEC’s speech transcripts. Examining these documents provided me with 

an understanding of the context surrounding the hearings where the objective 

of financial statements was to be determined.  

 

1. Professional journal 
a. The Financial Analyst’s Journal, years: 1955 - 1975 
The CFA Institute website houses all the issues of the Financial 
Analyst’s Journal. I searched articles from 1955 through 1975, as 
this is period of professionalization for the analyst. From The 
Financial Analyst’s Journal, I chose specific articles that pertained 
to: the SEC, accounting profession, financial reporting, the user’s 
needs, the responsibility of different capital market actors to 
investors, and how investors use financial reporting. I excluded 
articles that were about topics that did not pertain to the environment 
surrounding financial reporting and the user (e.g., taxes, monetary 
policy, fiscal policy, the Federal Reserve, cost of capital, etc.). More 
specifically, the articles I found most useful in gaining an 
understanding the analyst’s views regarded the their 
professionalization and their relationship to the accounting 
profession and accounting are as follows:  
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1965  
R.L. Boorstin 1962 and after: A Retrospect 
L. M. Savoie The Accounting Principles Board: What It Is, How It 

Works and What Its Role in Business Is 
A. Y. Bingham Closing the Ranks 
Kahn and 
Kahn 

four different series of: Financial Analysts Digest 

L. Spacek Are Double Standards Good Enough for Investors but  
Unacceptable to the Securities Industry? 

L. E. Ritter The Analysts' Need to Be Objective Politically  
R. I. Cummin Plain Talk for Financial Analysts  
T. C. Pryor The Accountants' Dialogue 
1966  
A. J. Briloff The Responsibilities of the CPA for Fair Corporate  

Accountability 
T. E. Pisano Current Efforts to Improve Accounting 
1967  
S. Rogers Accounting Practices: A Critique 
C. S. Sheppard The C.F.A. Program: Retrospect and Prospect  
J. L. Carey CPAs under Fire? 
M. D. Ketch-
um 

Is Financial Analysis a Profession?  

D. A. Hayes Potential for Professional Status  
C. S. Sheppard The Professionalization of the Financial Analyst 
L. M. Savoie Financial Reports in 1968  
D. E. Browne Analyst, Analyze Thyself!  
W. C. Norby Some Contrary Views on the Professional Status of  

Financial Analysis 
1969  
G. C. Holdren What Does the Auditor Really Say in His Report? 
L. M. Savoie Meeting Financial Consumer Needs 
L. Revsine General Purpose Reports and Users' Data Needs 
E. E. Williams A Note on Accounting Practice, Investor Rationality, and  

Capital Resource Allocation 
1970  
A. J. Briloff The Accounting Profession at the Hump of the Decades 
1971  
D. H. Gray Standards of Corporate Responsibility Are Changing 
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2. Professional analyst institute’s website (cfainstitute.org) houses  

 

a. The website provides an interactive historical timeline of the 
development of the CFA Institute.  
 
b. Jacobson, T.C. (1997), From Practice to Profession: A History of 
the Financial Analysts Federation and the Investment Profession. 
An historical account of the making of the professional analyst from 
the perspective of a professional analyst. 
This document can be located at www.cfainstitute.org 

 

P. T. Heyne The Free-Market System Is the Best Guide for Corporate  
Decisions  

J. W. Davant An Answer to the Critics 

1972  
F. Stone Accounting for Financial Analysis 
L. J. Seidler Accounting for Financial Analysis   
L. J. Seidler Accounting for Financial Analysis: The Chaos in  

Accounting: Will It Continue? 
W. C. Norby 
and F. G. 
Stone 

Objectives of Financial Accounting and Reporting from 
the Viewpoint of the Financial Analyst   

J. H. Spigelman 
and J.Gumperz 

New Challenge for Investors: Coping with the 
Knowledge Revolution   

J. H. Spigelman Coping with the Knowledge Revolution: Part II   

W. C. Norby Accounting for Financial Analysis: SEC Adopts an  
Activist Role in Accounting   

L. J. Seidler Accounting for Financial Analysis: The Wheat Report: 
Good or Bad for Analysts?  
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3. Securities and Exchange Commission’s speech archive, years: 1944 - 

1973 

The SEC’s archive is located at their website, sec.gov. The online 
speech archive contains speeches given by the SEC chairman, 
commissioners, and the chief accountant. I searched 29 years of 
speeches, specifically choosing those that were presented to: 
American and Canadian public accounting organizations, securities 
firms, American and Canadian stock exchange administrators, 
investor clubs, accounting conventions and university student 
accounting clubs. Preliminarily, I choose 92 speeches based on the 
audience for whom the speech was given. These speeches pertained 
to topics like: the public accountant’s duty, investing in the capital 
market, capital market regulation, the purpose of investing, and the 
importance of the nation’s economy. Of the 92 speeches chosen, I 
focused on the following speeches as they were either directed at 
accounting organizations or discussed the accountant’s role in the 
facilitating economic growth: 
 

a. William Werntz, September 27, 1938, Controller's Institute of 
America, New York, NY 

b. Robert H. Jackson, January 15, 1938, City Club of Rochester, 
Rochester, NY 

c. Robert K. McConnaughey, December 12, 1944, National 
Association of Security Commissioners, St. Louis, MO 

d. McDonald, H.A., March 3, 1949, Chicago Stock Exchange, 
Chicago, IL 

e. McDonald, H.A., July 11, 1949, National Associaltion of 
Securities Administrators, Richmond,  VA 

f. McEntire, R.B., May 30, 1950, Montreal Stock Exchange, 
Montreal, QB 

g. Edward A. Cashion, May 22, 1947, Investor's League Inc., NY, 
NY 

h. Edmond M. Hanrahan, August 14, 1947, National Securities 
Trader Association, Boston, MA 

i. Edmond M. Hanrahan, May 18, 1949, National Association of 
Credit Men, Atlantic City, NJ 

 

4. Legislative Acts 

a. Securities and Administration Act of 1933 and 1934  
The acts creating the SEC (15 U.S. Code § 78d) are located on the 
sec.gov website as well as US House of Representatives website: 
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uscode.house.gov, where the Congressional act establishing the SEC 
is coded as 15 U.S. Code § 78d.  

 

b. Freedom of Information Act of 1966  

This legislation was alluded to in the Trueblood Hearings transcript. 
The FOIA of 1966 (5 U.S. Code § 552) is a legislative act enacted 
into law by Congress. The code supporting this act was found at 
Cornell University’s Legal Information Institute (LII) website: 
www.law.cornell.edu. It can also be located at the US House of 
Representatives website: uscode.house.gov where the act is coded as 
5 U.S. Code § 552. Legal case studies regarding the act were located 
on the HeinOnline database. SEC commentary and addresses made 
by SEC Commissioners regarding the act can be found on the 
sec.gov website.  
 

5. Legal summaries of court cases and court briefs 

a. The US v Simon court case 
United States of America, Apellee, v. Carl J. Simon, Robert H. 
Kaiser and Melvin S. Fishman, Defendants - Appellants, 425 F. 2d. 
796 (2d. Cir. 1969). 
This legal case was specifically mentioned in the Trueblood 
Hearings transcript. Preceding cases were read due to the reliance on 
precedent in common law. These cases were: Ultramares v. Touche 
(1931), National Surety Corp. v. Lybrand (1939), and Gammel v. 
Ernst & Ernst (1955). 
I searched the HeinOnline database for the legal brief of the case 
that was pertinent to the study. The legal summaries of the case were 
found in: Notre Dame Law Review and St. John’s Law Review. 
 

6. Popular media 

a. New York Magazine, The New York Times, The Wall Street 
Journal, Rome News Tribune, and Ladies Home Journal. 
The articles were chosen because they focused on how accountants 
and investors were perceived in popular media. As this material is 
pertinent to only chapter five, I searched for articles from years 1966 
though 1973. I conducted online searches using the following terms: 
“accountant, auditor, investor, shareholder, woman investor.” These 
terms were chosen based on the dialogue regarding accountants and 
investors in the Trueblood Hearings transcript.  
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7. Historical books and speeches 

a. Period literature, mainly from history books, included topics 
regarding: the 1929 NYSE market crash, the economic depression, 
post Second World War (the Cold War), the Civil rights movement, 
specifically focusing on new legislation, lobbying, and Ralph 
Nader’s organizations. These topics were chosen as they are either 
mentioned in the SEC addresses or the Trueblood Hearings.  
 

b. President Roosevelt’s speeches could be retrieved from the 
Franklin D. Roosevelt, Master Speech File, 1898 – 1945, Franklin 
D. Roosevelt Presidential Library & Museum, Marist College 
website: fdrlibrary.marist.edu/archives/collections/franklin. 

 

This wide swath of source material equipped me in understanding the social 

context around the hearings.  These sources external to the officially released 

statements by standard setters, professionals-cum-standard setters, and 

accounting academics granted an understanding of the environment in which 

these documents were released. Further, they provided potential reasons as 

to why particular topics elicited consensus- building phrases from the 

hearings participants. Since this material covers several decades, 

transformations in financial reporting, as well as how the user was 

conceptualized were made evident. These transformations could be best 

understood by conducting a genealogy with a coproduction approach. 
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4 How regulation became part of accounting 

The Roosevelt government claimed that the lax attitude towards the capital 

market was the culprit behind the market crash of 1929. Their argument for 

regulation was that there was little investor protection. Countering reasons 

given by policy makers for regulation, Merino and Neimark (1982) 

demonstrate that securities regulation was less a response to alleged abuses 

in the capital market, and more an effort to reconcile the rise of corporate 

dominance within the existing economic system without disturbing the status 

quo. In agreement with Merino and Neimark (1982), I emphasize not just 

that political and economic systems were maintained, but how they were 

maintained with the concept of a financial statement user playing a role in 

bringing securities regulation to fruition.  

 

Today, those working with accounting understand that financial reporting is 

a tool for regulation, but in the early stages of capital market regulation, 

professional accountants were not clear as to the purpose of external 

reporting. Today, the financial statement user is intimately linked to 

financial reporting, due to the user primacy principle, where reporting is 

purported to be for the user (Gaa, 1986; Young, 2006). This principle was 

not overtly defined during the early days of regulation. This chapter provides 

a history of how regulation became part of accounting, and illustrates how 

the concept of a financial statement user was a vital component in 

integrating regulation into accounting. Young (2006) posits that the 

influence of the decision science field in mainstream economic theory 

impacted the way accountants thought about the purpose of financial 
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reporting, creating conditions for a rational decision maker as the user. In 

this chapter, I propose that other influences impacted the way accountants 

perceived financial reporting, and further these influences worked in tandem 

with the decision useful purpose of financial reporting. Thus, this history 

unearths the conditions that made the origins of a particular 

conceptualization of the financial statement user possible. Young (2006) 

demonstrates that the influence of decision science created possibilities for 

an abstract “reader” or user, the rational economic decision maker. This 

abstract user is based on an action, that of “reading” financial statements. 

Here, I will present another vector of practice that I opine worked in tandem 

to create conditions for the transformation of financial statements into 

regulated financial statements.  

4.1 Moral regulation: A different kind of decision useful 
information  
 

Prior to thoughts of regulating the market, there was increased investment by 

the general public in both the US and the UK (Markham, 2002). Investors 

were enticed with new investing schemes like diversifying with investment 

trusts, investing in both shares and bonds, but with no manager handling 

trades. These trusts seemed less risky in comparison to individual shares, as 

they were marketed as a form of insurance against losses (ibid.). While there 

was growth in market participation, in the US there was little in the way of 

investor protection. Issuance of certified statements prior to the 1933 and 

1934 Securities Acts was haphazard, even though a largely unenforced law 

required the issuance of reports (ibid.). Without financial reports, investors 

based investment decisions on the prestige of the securities underwriter (Ott, 

2014), with their reputation acting as a seal of approval. There was little in 

the way of standardized accounting principles, with corporations using many 
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different accounting treatments (Zeff, et al., 2016). In some cases, financial 

information for investors could be merely one page of the information that 

management chose to convey (Ott, 2014). The 1920’s were “free and easy,” 

where corporations lacked any agreed-upon methods (Zeff, et al., 2016, p. 

361), with no audits required (Zeff, 2003).  

 

Publicly listed companies and the New York Stock Exchange (NYSE), 

where their shares were traded, were intended to be self-regulated (Pecora, 

1939/1973, p. 259). This self-regulation existed as a two-tier information 

system that divided those with access to financial information from those 

who lacked access (Merino and Neimark, 1982). The idea was that those 

with access would be “constrained by ‘moral regulation’” in establishing 

“‘fair’ market prices so that all, regardless of ability and access to 

information, could rely on prices in making investment decisions” (ibid., p. 

45). Those with information would form ‘fair’ share prices based on their 

normal trades, and this would signal the company’s performance to those 

who lacked access to information. This two-tiered information system 

provided a kind of decision useful information to the investing public, where 

the share price alone functioned as information, signaling a “good” 

investment. A share price increase signaled to the public a promising 

investment, whereas a share price decrease indicated a poor investment 

choice. The investing public was vulnerable to those who “set” the prices 

through trades under a moral regulatory system. To understand the result of 

this two-tiered information system under a kind of moral regulation, the US 

Congress appointed Judge Ferdinand Pecora to interview bankers and 

directors of companies in a public hearing to review their practices. Those 

with access to inside information purchased shares, thus increasing share 

price, and signaling a good investment to the general public, which then 

induced the public to invest. This practice was the purpose of the two-tier 

information system. However, insiders would then sell their shares en masse, 
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causing share price to fall, leaving the ‘outside investors,’ or the investing 

public holding devalued shares. This basic “pump and dump” practice was 

not the intent of the two-tier information system, as insiders were expected 

to comply with an implied code of ethics in conducting their practice. 

However, this ‘pump and dump’ scheme was occurring on a grand scale.  

4.2 The conditions for regulation 
 
Policy makers considered the problem with moral regulation’s two-tier 

information system to be a failure in upholding the mechanics of a natural 

market. “Moral regulation” (Merino and Neimark, 1982) meant that the 

investing public had sparse access to information to explain what companies 

were doing to warrant dramatic share price increases, leaving insiders to 

profit from the public’s confidence in their dealings. Companies made no 

reports for the investing public (Pecora 1939/1973). Pecora (p. 267) claimed 

that “The public was always in the dark,” where all share purchases looked 

the same whether they were transactions conducted in good faith or not. The 

Pecora Commission concluded that,  

“The public who bought these stocks at dizzily mounting prices did 
not do so merely because of impersonal economic forces; they were 
the victims …of market-wise operators, armed with special 
information…” (ibid., p. 263) 

 

Policy makers believed that insiders with information were not permitting 

“impersonal economic forces” or essentially, “natural market” forces to set 

prices based on their trades. The “two-tiered” form of self-regulation or 

“moral regulation” (Merino and Neimark, 1982) only served to create an 

insider/outsider divide. The Pecora Commission found the two-tiered 

information system to be problematic as it neglected to uphold a market 

based on natural forces. Those with information did not merely disavow 

their moral duty to the self-regulatory scheme, they were accused of 
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tampering with “impersonal economic forces,” inhibiting and injuring the 

free market with their practices. The general investing public lacked the 

information that insiders were privileged with, reducing them to buying 

shares based on speculation. The Commission determined that the insider’s 

desire to earn capital gains at the expense of the general public prevented 

them from conducting their practices in a neutral, impersonal manner. Their 

proclivities for earnings corrupted the idea of a natural market. When an 

insider testified at the Pecora Commission’s hearing that he, too, sustained 

some losses due to the market crash, a senator replied, “Well, if we might 

speak of a fellow who was murdered, you were a pretty live corpse” (Pecora, 

1939/1973, p. 280). Losses sustained by insiders were negligible compared 

to those sustained by the general investing public. The insiders who were 

supposed to signal prices to the investing public had no accountability to that 

investing public. The Pecora Commission report described the market as a 

“heads I win tails you lose ethics” (ibid., p. 119), a situation where there was 

no possibility for the insiders to suffer losses on a bad investment. The 

insiders did not share in the same risks as the investing public. The 

insider/outsider information access divide created “victims,” as described in 

the Pecora Commission’s report, in the free market system, where the 

“special information” (ibid.) insiders held polluted the mechanics of the free 

market. The president of the New York Stock Exchange claimed that,  

 
“The Exchange is a market place…If a marketplace for securities is 
to fulfill its function in the economic order of things, it must fairly 
and honestly permit the forces of supply and demand to determine 
prices.” (ibid., p. 260)   
 

Market actors implored policy makers to devise a mechanism to restore the 

natural order of the market. A remedy was sought to replace “moral 

regulation” with an information system that did not necessitate reliance on 

an insider’s moral compass. Berle and Means (1934, p.271) believed policy 

makers should address the problem of too many accepted accounting 
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methods, commenting that, “…enough of it still goes on to raise questions 

whether the law should not take cognizance of the situation,” requesting that 

policy makers reign in market practices through legal means. The president 

of the New York Stock Exchange (NYSE) proposed that American 

corporations follow the UK’s lead and offer “sworn statements” to investors. 

An article in The Journal of Accountancy proposed the solution that there 

should be more transparency around the issuance of securities (Carey, 2014, 

p. 243). Pecora concluded in his report that transparency would have 

prevented these schemes,  

 

“…had there been full disclosure of what was being done in 
furtherance of these schemes, they could not have long survived the 
fierce light of publicity and criticism” (Pecora, 1939/1973, p. 130).  
 

The thought was beginning to take shape that a legal solution was required to 

enforce disclosure of information to hold insiders accountable due to the 

agency problem. Accounting itself was deemed to be a problem, as there 

were too many allowable accounting methods and a lack of coherent 

generally accepted accounting principles. The problems with accounting 

would be addressed through legislation.  

 

A solution was sought to tide fomenting conditions that threatened social 

stability. One condition was a public angry towards “insiders.” Two, was the 

growth of a competing political party. Three, was a refusal from insiders to 

admit wrongdoing. The first condition was the public reaction to the 

testimony presented by insiders at the Pecora Commission. The Pecora 

hearings resulted in an atmosphere that was “almost hysterically intense” 

(Pecora, 1939/1973, p. 4), where “the public had been deeply aroused by the 

spectacle of cynical disregard of fiduciary duty…” (ibid., p. 283). The 

general public was angry at insider’s lack of remorse and disregard for their 

welfare and interests (ibid.). There was public ire at the insiders who 
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exploited their position in the two-tier information system. The second 

condition was the significant growth of the Communist Party of the United 

States (CPUSA) during the early twentieth century (Foner, 1984; Haynes, 

1969). To appeal to Americans, the party shed Soviet loyalty requirements, 

rather emphasizing American nationalism with the slogan, “Communism is 

twentieth century Americanism” (Foner, 1984, p. 72). This party was 

quickly becoming a viable alternative to the traditionally mainstream parties 

(Haynes, 1969). The third condition was that insiders defended their 

practices, even calling for the investing public to trust them. Those who 

resisted the idea of disclosing information considered disclosure to signify a 

loss of faith in insiders. Ivar Kreuger, founder of a Swedish match company, 

even claimed that disclosure of information was blasphemous. 

 
“But, if you’re really working on great ideas then you can’t really 
supply these on schedule and expose yourself to view. Yet you’ve 
got to tell the public something and so long as its satisfied and 
continues to have faith in you, it’s not really important what you 
confess.” (Flesher and Flesher, 1986, p. 425) 

  
All three of these conditions threated to upend the political and economic 

status quo, particularly since the insider/outsider divide was further 

entrenched with an angry injured party on one side of the divide, and a 

remorseless party, who felt justified in their actions on the other side. These 

conditions created a ripe environment for a different kind of regulation to 

replace the moral, self-regulation. It was argued that the abolition of moral 

regulation and its two-tier information system would restore order in the free 

market. Regulation that did not rely upon insider’s goodwill was presented 

as a natural part of the market. This regulation would prevent insiders from 

disrupting the natural order of economy. Pecora wrote at the conclusion of 

his hearing that the New York Stock Exchange was, 
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 “…intertwined with a thousand points with vital interests of the 
public, it knew no law, but its own will.” (Pecora, 1939/1973, p. 
283) 

 

The market “intertwined with” the public interest, was a social institution, 

and as such should not be regulated by insiders. To protect the investing 

public, the will of the market would have to be tamed with regulation. Under 

the moral regulation model, insiders were not sufficiently careful with this 

fragile social institution. Arguing for regulation, Roosevelt claimed that it 

was an American value,  

 

“Self-help and self-control are the essence of the American 
tradition—not of necessity the form of that tradition, but its spirit. 
The program itself comes from the American people” (Roosevelt, 
1934).  
 

Unlike creating laws to regulate the market, as was done in the UK with a 

series of Companies Acts, Roosevelt established a regulatory body, the 

Securities Exchange Commission (SEC). The Roosevelt government 

presented regulation by the SEC as different from moral regulation, but still 

a kind of self-regulation that would not impede the mechanics of a natural 

market. Further, democratic rhetoric was used to satisfy free market 

apologists, so that regulation could be fashioned as an important component 

in preserving both the free market and democracy. The argument for 

regulation was framed so that regulation was a political endeavor. New Deal 

regulation alienated conservative legislators and some liberal factions as it 

promoted strong state involvement in the economy (Patterson, 2014). Due to 

the role of a strong government presence in the New Deal policies, 

regulation of the market was reframed under the auspices of democracy 

versus authoritarianism (Schlesinger, 2003). By reframing regulation away 

from the economic, Roosevelt promoted market regulation within a free 

enterprise economy. He could mollify liberal detractors by claiming that 

market regulation was not constraining the free market, but rather upholding 
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it, as it was an issue of ensuring free choice within a democracy. In this way, 

regulation could be introduced to the general investing public as a way to 

protect them, without being interpreted as being paternalistic. 

 

By shifting the regulatory discourse from the economic to the political, the 

SEC could be established. New Deal regulation was intended to tighten 

capital market laxity through transparency of disclosure, and certification of 

disclosure quality. Roosevelt’s ‘New Deal’ policies of the 1930s, which 

sought to achieve a “fair and honest market” (Securities Act of 1934, Pub.L. 

73–291, 48 Stat. 881, §2(1)), emerged with the US Congress’ Security Act 

of 1934. Regulation was intended to create a more sustainable capital market 

by abolishing the two-tier information practice of dividing market actors on 

the basis of information access. The capital market would come under the 

confines of the law, as Pecora argued that the market intertwined with the 

public interest. Regulating the actions of directors and others would bring 

them under the scrutiny of the law in the interest of protecting the public. 

The SEC Act of 1934 provided that securities traded on securities exchanges 

needed regulation to “…insure the maintenance of fair and honest markets in 

such transactions” (Securities Act of 1934, Pub.L. 73–291, 48 Stat. 881, 

§2(1)). The Securities Act of 1934 was supposed to reduce inequalities in 

information access by establishing a system of accountability for 

maintaining the economic order of a free market.  

 
The SEC Act of 1934’s regulation was different from the previous self-

regulatory, moral regulation, two-tier information system. One, all investors 

were to have access to the same information, replacing the two-tier system or 

the insider/outsider divide; two, information was to be certified; and three, it 

attempted to establish a sense of moral duty in a different way from moral 

regulation. First, was that equal access to another kind of information would 

replace the price signaling information. This meant that the general public 
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along with the insiders received the same information following a Rawlsian 

premise (Gaa, 1986). The Securities Act of 1934 attempted to make the 

market “fair and honest” by reducing information asymmetries via 

disclosure, where “The fairness of the circumstances transfers to fairness of 

the principles adopted” (Rawls, 1999, p. 159). Thus, if the process is fair, 

then the outcome should be perceived as fair. Whether a fair outcome is 

achieved is not necessarily relevant, it is the process to achieve an outcome 

that should be fair. Rawls set forth what comprises a just form of basic 

institutions in a modern, democratic society. The first difference between the 

SEC’s regulation and previous moral regulation was equal access to 

information. Second, was that the certification of financial statements by 

public accountants/auditors replaced the underwriter’s reputation as the 

marker of a quality investment. Third, was that regulation was claimed to 

mitigate the divide between insiders and outsiders. Roosevelt’s assistant 

attorney general, Robert H. Jackson, argued that regulation was a way to 

curb “absentee landlordism,” where “speculating financiers” would use the 

company solely for capital increase with “no local responsibility” nor “sense 

of trusteeship for investors” (Jackson, 15 January 1938, p. 2). Regulation 

was intended to curtail insider dominance, as corporations should not be 

controlled by “the hands of a few for financial exploitation” (ibid., p. 3). The 

two-tier information system highlighted the problem that insiders lacked 

“local responsibility,” a sense of accountability within a community. Due to 

the distance created by the insider/general investing public divide, a moral 

hazard situation prevailed amongst insiders. The purpose of regulation was 

to cultivate a sense of trusteeship of insiders towards fellow investors. The 

assistant attorney general was calling for a sense of stewardship towards the 

general investing public. Under regulation, accountants would be tasked with 

many responsibilities connected to regulation. These responsibilities 

included providing equal access to the same information for all, certifying 

that information, and providing a sense of “trusteeship” or stewardship that 



73 

was lacking under the two-tier information system. These differences from 

moral regulation with its two-tier information system would require that 

regulation connect to accounting.  

 

Regulation was presented as a way to maintain the economic order of the 

market while neutralizing both the public’s ire at insiders and competition 

from the Communist Party of the USA. This regulatory solution took a 

Rawlsian approach to provide equal access to certified financial information 

to the general investing public. Regulation, however, demanded something 

different from accounting professionals.  

4.3 Problems with integrating regulation into accounting  
 

With the establishment of the SEC, the U.S. Congress wanted to bring 

“standards of honesty and fair dealing” (Pecora, 1939/1973, p. 283) to the 

capital market. Prior to the SEC’s regulation, there was more of a 

hodgepodge of accounting treatments, rather than agreed upon principles to 

prevent manipulation of the market. Policy makers thus requested the 

development of some kind of standards to protect what they considered the 

natural order of a free market. Development of standards would elevate the 

status of financial statements; however, this concept was lost on the 

accountants. 

 
“This grant of power was first overlooked by accountants, 
investment bankers, and corporate financial directors, who focused 
instead on the Act’s liability provisions.” (Khademium, 1992, p. 
107)  
 

Professional accountants did not understand that they could use this 

legislation to promote their position as a capital market actor by participating 

in the creation of standardized accounting principles. Accountants did 
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understand, though, the implications of regulation, where they were expected 

to provide some kind of trusteeship. Appropriating the trustee role from the 

previous insiders, did not, however, interest accountants. The professional 

accountant’s organization criticized the accounting professional’s 

nonchalance towards financial statement users, but offered little help in 

identifying a user other than previous insiders. 

 

“The accountant should consider and be sympathetic with the 
growing demand that statements should be more informative and 
more easily understood by the reader and may well urge his client to 
meet this demand.” (AIA, 1936, p. 37) 
 

Professional accountants were fixated on the role of preparing statements, 

rather than contemplating who used those statements. Their professional 

organization defined the purpose of financial statements from the 

accountant’s point of view, rather than the user’s point of view, as noted by 

the professional accountant’s organization, the AIA. 

 

“Financial statements are prepared for the purpose of presenting a 
periodical review or report on progress by the management and deal 
with the status of the investment in the business and the results 
achieved during the period of review” (AIA, 1936, p. 1) 

 
 

The professional accountant’s organization further claimed that users of this 

information would foremost be managers and then shareholders and 

creditors (ibid., p. 3). Aside from one sentence discussing users, the 

professional accountant’s organization devoted attention to the most popular 

accounting treatments that practicing accountants and management used. 

There was little concerted effort to explain the objective of facilitating 

communication of financial information to users. This early article in the 

accounting profession journal mirrors Young’s (2006) impression that prior 

to the conceptual framework, standard setting focused on discussing 
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accounting for the sake of accounting, with little discussion as to its 

objective. Financial statements were viewed from the perspective of 

preparation, rather than how a reader or user would assess management’s 

progress.  The profession’s inward focus on statement preparation, rather 

than on statement use impeded efforts to fully realize regulation. Accounting 

remained fixed upon producing reporting with little concern as to its use. 

 

Legislation demanded that accounting principles be produced in creating 

regulated financial reporting. By focusing mainly upon their own production 

of reports and use for internal purposes, the accounting profession struggled 

to create accounting principles. They could find no solution even when top 

public accounting firms joined for a meeting to counter the SEC’s criticism 

that accountants had failed to develop theory, agreeing that,  

 

“since 1929, or even for some years before that, there has not been 
much important new development in accounting theory” (Starkey, 
1937, p. 4).  

 

Accountants had received a mandate from the SEC and Congress, but were 

not interested in connecting regulation to accounting. Although accountants 

began to discuss making disclosures (AIA, 1936), they viewed disclosures 

from their own point of view, as a preparer. A unified body of accounting 

principles could contribute to the professional accountant’s body of 

knowledge.  

 

“Such a body of principles would be valuable to corporation 
accounting officials who are responsible for the preparation of 
financial statements, to the accountancy profession to the legal 
profession, …to legislators, …and to regulatory bodies and divisions 
of the government…” (Sanders, et al., 1938, p. xi). 
 

This body of principles was viewed as only valuable to preparers and policy 

makers, rather than to the investing public. Financial statements were viewed 
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as something that preparers prepared. Professional accountants at this time 

did not conceive of anyone outside this circle, as they viewed principles as a 

source of professional cohesion for themselves. They believed that the 

purpose of accounting principles was to bring accountants closer together as 

professionals, where a “…body of principles [which] will become useful in 

unifying thought” (Sanders, et al., 1938, p. xi). Accountants conceived of 

financial statements as something solely produced, and thoughts of use 

beyond production mattered little to them. Earlier, insiders provided decision 

useful information to investors through the two-tier price signaling system, 

but now, the accounting profession had little concept of producing 

something that was decision useful for someone other than insiders. That 

accounting was supposed to be produced for someone to ensure a sense of 

fairness and integrity in the capital market was beyond the grasp or will of 

the practicing accountant. The profession previously had little connection to 

the capital market. Unifying accounting methods into a body of principles 

would be an important part of fulfilling the attempt to make the market 

‘fair,’ according to Rawlsian principles. The earlier hodgepodge of 

accounting methods was supposed to be uniform, creating a system of 

generally accepted accounting principles.  

 

The practicing accountant was so inwardly focused on the production of 

financial statements, that the idea that accounting was intended to be useful 

for someone external to the organization was beyond their grasp or will. 

Compiling accounting methods into a body of principles would be an 

important part of integrating regulation into accounting; however, 

accountants were not doing this. Regulation was not just about providing 

access to information, but also designing information for external use. 

Market regulation was difficult to understand and implement, as it lacked 

relevancy to practicing accountants. Roosevelt’s government envisioned that 

their New Deal policies would regulate the capital market, placate opposing 



77 

factions, generate social cohesion, and restore a kind of economic order. 

These social ideas were not the thoughts of practicing accountants. In 1940, 

Paton and Littleton attempted to alter the focus of reporting, by asking the 

accountants to look outward rather than inward. While standardizing 

principles, the accountant should also consider an external user. They 

believed accountants should consider the effects that principles produce. 

Paton and Littleton (1940) presented financial reporting as a social good. 

They believed that accounting should have a place in society. 

 

“Where the accountant once was concerned with merely assisting 
the owners of a business to evaluate its operations in money terms, 
he now must recognize a broad social responsibility. His findings, 
and the manner in which he sets them forth, have become the basis 
for significant decisions and policies, not only in business affairs, 
but in economic, social and political matters as well.” (Paton and 
Littleton, 1940, p. v)  
 

Financial reporting was not just useful for professional solidarity and 

unifying practice, it could be the “basis” for social policy. They wanted 

accountants to refrain from viewing accounting as merely a technical 

practice, and envision the social possibilities in it. Accounting could have a 

more social connection, and transcend the organization for those outside the 

company. What was at stake for the accounting profession was the 

development of principles that would fulfill regulation under the SEC Act of 

1934. Even though the purpose of regulation was to maintain the existing 

political and economic systems (Merino and Neimark, 1982) by protecting 

the integrity of the market through providing information to investors, 

professional accountants struggled to fully understand or accept this.  
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4.4 Regulation in the public interest: the user 
 

The purpose of regulation was to permit more than “the hands of a few” 

from dominating the market, which required more people participating in the 

market. Greater participation would “insure fair dealing in the security” 

(SEC Act of 1934, Title 1, §2, (4)), and reduce the “excessive speculation, 

resulting in sudden and unreasonable fluctuation in the prices in the 

securities” (SEC Act of 1934, Title 1, §2(3)). The problem with the New 

Deal regulatory regime’s vision of restoring order by creating a fair market 

is that it meant little to accountants who worked in enterprises far removed 

regulatory concerns. Accounting professionals had no concept of protecting 

the ‘public interest’ in their daily practice. Their existing practice did not 

permit them to conceptualize a user external to the organization and previous 

insiders. A lack of connection between the market and the accountant’s 

production of financial statements meant that accountants could not relate to 

the person who was intended to be protected by the SEC’s regulation. 

Regulation was intended to regulate the actions of insiders: officers, 

directors, and dominant shareholders, but a lack of understanding for whom 

impeded the fruition of regulation. For whom legislation was sanctioned, 

was most likely a simple concept for policy makers, as their focus was on 

their constituents, the general public. The accountant’s seeming indifference 

to the SEC’s investor and public interest was that accountants previously had 

taken for granted that accounting was produced for insiders. Accounting 

researchers in 1936 demonstrated in an official document the quandary that 

accountants faced, 

 

 



79 

“Accounting, originally designed for the purpose of providing 
internal control of business affairs by private owners, now finds 
itself faced with the responsibility of compiling and expressing the 
results of business operations in a way which will meet the needs of 
investors, governmental units, and the public at large, as well as 
those of the immediate management.” (AAA, 1936, p. 1) 
 

Previously, insiders used accounting to make investing decisions, and 

legislation did not necessarily communicate a new practice to accountants. 

While the point of the message to accountants from a representative of the 

Paperboard Industries Association was to draw attention to the lack of 

accounting knowledge amongst executives, his statement implied that 

accounting information was meant for insiders,  

 
“The main object of accounting is to present a correct statement of 
the operations of a business, but the facts, oftentimes are for the use 
of an executive unfamiliar with the niceties of accounting proce-
dure.” (Whiting, 1926, p. 82) 
	

Accounting researchers were cognizant of the fact that accountants 

previously emphasized producing financial statements for managers and 

dominant shareholders, and noted that the profession needed to provide 

statements particular for an investing public. Researchers seemed frustrated 

with the profession’s lack of understanding or will to produce reports for a 

user external to the organization, as noted in an academic journal, 

 

“…accountants can hardly limit themselves to comment on the 
statements prepared by business executives for their own purpose.” 
(AAA, 1936, p. 2) 

 

The accountant’s lack of an outward view was exacerbated by their inability 

to imagine a form of financial statements that were produced for an external 

user. The possibility of identifying an external user, who would consume 

statements produced specifically for an external user rather than for internal 

use or insiders, could help accountants to connect regulation to accounting. 
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Accounting reports used internally within a company had an easily 

identifiable user. However, there was no concrete idea of an external user 

made apparent to accounting professionals. While the point of New Deal 

regulation was to protect investors, a user that accountants could 

conceptualize failed to materialize. Regulation of the capital market could 

not be fully realized, as accountants were not imagining statements produced 

for external use. 

 

Accounting researchers had a better understanding of what was at stake for 

the accounting profession, but this point may not have easily transferred to 

the world of practice. At this time, academic researchers and professional 

accountants disagreed on methodology, (Khademium, 1992), forming a 

divide between those who researched accounting and those who practiced it. 

The former could conceive of the role of accounting in regulation, while the 

latter focused on statement preparation as an end unto itself. Accounting 

academics could understand that accounting would relate to someone 

external to the corporation, while accounting professionals focused on 

statement production. 

 

The Securities Act of 1934 while requiring regulation to become part of 

accounting, failed to make this completely evident to accountants. Policy 

makers did not translate the investor and public interest into anything 

meaningful to the accounting profession. I argue that the accountant’s 

inability or perhaps refusal to conceptualize an external user hindered them 

from integrating regulation into accounting. Professional accountants were 

expected to come to agreement on accepted accounting principles, prepare 

statements for investors and the public interest. The user in the SEC Act of 

1934, while defined partly as an investor, was also held captive within the 

idea of the “public interest.” Accountants could not understand how 
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accounting was pertinent to regulation, squandering an opportunity to shape 

financial reporting and develop agreed upon principles.   

 

Policy makers claimed regulation was a way to restore the order of the free 

market that was tainted by insider’s lack of integrity and disregard for the 

welfare of the general investing public. Roosevelt presented regulation as a 

form of self-reliance in protecting the economic order of the free market. 

Further, the conditions that prompted regulation were the general public’s 

anger at insider practices, as well as the increasing popularity of the 

Communist Party of the USA. Regulation was a solution to maintain the 

status of the free market economy in a politically tense milieu. Regulation 

was promoted as the way to protect investors and the public interest by 

utilizing a Rawlsian approach (Gaa, 1986), in requiring that all have access 

to financial information and that this information be certified. Integrating 

these ideas into accounting proved difficult as accounting professionals 

previously primarily prepared statements for use by management and other 

insiders. Accountants viewed creating a body of generally accepted 

accounting principles from the preparer’s vantage, with the purpose of 

creating cohesion for the profession. While accounting research and practice 

began to grow apart, the former recognized that regulation gave practitioners 

an opportunity to create accounting principles for a purpose external to the 

corporation. However, this opportunity was not embraced by accounting 

professionals, who focused inward towards the profession. I propose that 

professional accountants were not integrating regulation into accounting 

because they could not understand for whom and for what purpose they were 

to prepare financial statements. This situation would change in the post war 

period.  
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4.5 Enterprising possibilities for integrating regulation 
into accounting  
 

While accounting professionals struggled to understand how the profession 

related to the capital market, the market itself struggled to survive. 

Accounting academics recognized the difficulties accounting professionals 

faced when tasked with integrating regulation into accounting, 

 

“Public accountants on whom the burden of discharging the new 
obligations has largely fallen, have had an almost impossible task. 
They have been asked to certify to the correctness and adequacy of 
accounting statements, when no satisfactory criteria of correctness 
have been agreed to.” (AAA, 1936, p. 1) 

 

The accounting profession’s failure to understand the integration of 

regulation into accounting and their ties to the capital market was 

exacerbated by a capital market that had nearly no capital during the 

economic depression. Additionally, Roosevelt’s economic advisor believed 

that economic growth would be achieved by public sector consumption and 

investment in the post-depression economy (Mehrling, 1997). The state was 

less focused on the capital market as an economic growth generator. Public 

confidence in the market was low after the market crash of 1929, and the 

emphasis on public sector consumption and loss of investor confidence 

hindered market participation. The problem with integrating regulation into 

accounting was that there was no one for whom to regulate the market, as 

there was nearly no investment in the market. 

 

Securities legislation brought accounting into the regulatory realm, but 

accountants were still producing reports for management, dominant 

shareholders or insiders. Without being able to conceive of regulation’s 

intended user, one external to the corporation, accountants could not identify 

who principles were for, frustrating the establishment of both principles and 
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regulation. Regulation could only become relevant to accounting if 

practitioners understood their role in this endeavor. Further, they were not 

creating a body of generally accepted accounting principles to ensure that 

investors would have equal information. Accounting professionals had an 

opportunity to wield greater control over their profession, but this was of 

little interest to them, prompting accounting researchers to warn that if 

accountants did not create generally accepted principles, they would lose this 

opportunity to a government agency. 

 

“Public accounting must, therefore assume a full responsibility for 
the preparation of sound and informative reports on the operations of 
the business or await the time when the alternative of rigid 
governmental control of such matters will become an established 
fact.” (AAA, 1936, p. 2) 

 

Accounting academics comprehended that legislation was for a user external 

to the company, while accounting professionals focused on producing 

financial statements. They concerned themselves with preparation of 

financial statements with little consideration for an external user. The 

difference in thinking between professionals and researchers serves to 

demonstrate the divide between the academic and practicing accountants. 

The academic arm of accounting had a more urgent understanding of what 

was at stake for the profession. These two realms of accounting, the world of 

practice and the world of research were differentiating from each other. 

Professional accountants could not grasp the value of what was at stake, as 

they did not understand or accept their role in the capital market. 

 

Conditions that would allow for the conception of regulation’s intended user 

began to foment at the end of the Second World War, when American’s 

disposable incomes grew. While the accounting profession was tasked with 

participating in New Deal regulation, other professions found New Deal 
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regulation threatening. Roosevelt’s New Deal program brought a series of 

regulatory reforms to many industries, including advertising. Professional 

advertisers, in an effort to circumvent restrictions on their craft, indirectly 

influenced the accounting profession by aiding a transition in Americans’ 

relationship with investing. While professional accountants remained idle in 

the face of regulation, as they could not fully fathom its relevance to their 

profession, professional advertisers took offensive measures in defending 

their profession. These measures would come to influence the capital market 

and accounting. Advertising was regulated during the Second World War to 

stabilize the prices of consumer goods (Nelson and Young, 2001). 

Advertisers were concerned that society would not want a return to 

advertising once the war ended (Stole, 2012). In a strategic move, advertisers 

refashioned themselves into a non-profit organization, the Ad Council, 

promoting campaigns aimed at changing the way the public viewed their 

relationship with the economy to remain relevant (Stole, 2012). Further, 

advertisers found regulation a threat to the “free enterprise system on which 

advertising depended” (Jackall and Hirota, 2003, p. 37). They positioned 

themselves as policy promoters who “wanted to ‘sell the idea of business to 

the American public’” (ibid., p. 38). Economic growth nearly halted during 

the economically depressive 1930s. During the Second World War, the 

economy awakened, and the War Production Board’s4 chairman proclaimed,  

  
“When [the war] ends, our American free enterprise system is going 
to face the most magnificent opportunity any man could ask. If we 
have wisely preserved the basic structure of our economy during the 
war, we can then move on to a higher level of useful activity than we 
have ever known before.” (Stole, 2012, p. 69).  

 

A lack of public confidence in the capital market impeded investment. This 

was not the case with investing in war bonds. During the Second World War, 

                                                        
4 The War Production Board was a US government agency established in 1942 by President Roosevelt to implement 
controls on economic activities so that adequate materials could be procured for the war effort.   
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the public chose to invest in War Treasury bond programs to support the 

war. These Treasury bonds targeted the “small saver rather than the 

sophisticated investor” (Linehan, 1991, p. 5). The sale of these bonds was 

further tinged with democratic sympathies. Unlike war financing in the UK, 

Roosevelt wished that purchase of the war bonds be voluntary, in his words, 

“the democratic way,” rather than mandated by the state (ibid., p. 26). The 

Ad Council continued to promote the sale of treasury bonds even though the 

war had ended. War bonds were renamed “security bonds” (Linehan, 1991), 

adopting market language to transition investment away from the war effort 

and into industry.  

 

However, investing in a war effort to defeat an enemy was not the same as 

investing in a company. The Ad Council turned saving and investing into a 

democratic obligation noting that the new struggle was no longer about 

winning the war, but in preserving democracy. The Ad Council claimed that, 

 
 “[T]he battle for the preservation of American democracy did not 
end on the last day of war. One crisis ended. Another began. In 
peace, as in war, the informed and intelligent cooperation of the 
people is the priceless ingredient in a working democracy.” (Jackall 
and Hirota, 2003, p. 45) 

 

This struggle could be won by investing one’s surplus earnings in the capital 

market, as the Ad Council pointed out that, 

 “…the people must either be compelled or persuaded, there is no 
other way. During the entire war, for the most part, they were 
persuaded. There were no compulsory savings.” “The Country, the 
people, did the job the democratic way…” (ibid.) 

 
The Ad Council presented investing as a tool to protect democracy. This 

‘new crisis,’ was merely a repackaging of the old crisis that had prompted 

the passing of the Securities Act of 1934, namely the threat of a competing 

economic system. The Ad Council resurrected democratic pieties for their 

“American Economic System” campaign. This campaign emphasized the 
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virtues of free enterprise. The Ad Council gave professional advertisers a 

chance to enhance their profession post-regulation by promoting a kind of 

economic plan to the public. This development created possibilities for 

market growth with many investors, and gave accountants a user external to 

the corporation and its insiders. A more concrete concept of a user external 

to the corporation began to allow accountants to make regulation part of 

accounting. 

 

Along with the Ad Council’s advertising promoting greater market 

participation by the general public, the Securities Exchange Commission 

(SEC) presented addresses concerning market confidence as a necessary 

ingredient for enterprise growth. Like the Ad Council, the SEC’s addresses 

presented investing as a way to protect democracy. The belief in New Deal 

public sector investment to grow the economy was replaced with the belief 

in private investment from the SEC Act’s “investors and the public interest.” 

The general public was supposed to invest in the capital markets, growing 

the economy, transforming the public into market participants or 

shareholders. Researchers, Paton and Littleton began to mesh the public 

interest and the role of accounting,  

 

“There is another way accounting is important from the social point 
of view. Capital should flow into these industries, which serve the 
public interest…” (Paton and Littleton, 1940, p. 3)  
 

Again, it is the accounting academics that pressed for the accounting 

profession to recognize and embrace their new role as a capital market actor. 

Paton and Littleton defined the concept of the “public interest” from the SEC 

Act of 1934 as an investing public, who by buying and selling shares would 

ensure an active and liquid market. This shift in thinking provided by 

accounting academics and promoted by the Ad Council and SEC, would 

influence the profession to integrate regulation into accounting.   
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Before the public would buy shares, they would need confidence in the 

market. Under the New Deal regulation, Congress established the SEC to 

ensure a “fair and honest market,” by regulating officer’s and director’s 

practices, but by the late 1940s, the SEC announced that their mission was to 

create an investing public. The SEC’s mission to generate economic growth 

was made clear by Commissioner Armstrong,   

 
“The detailed work of the Commission in protecting the interest of 
the public and the investor in our free economic and political society 
takes on added importance in the background of the situation in 
which America stands in the world today.” (Armstrong, 6 December 
1954, p. 20) 

 
Protecting the public interest meant protecting both the economy and a 

political system,  

 

“It [the political and economic system] is at one pole of economic 
and political philosophy. I hardly need to point out that at the other 
pole lie the socialistic and communistic systems in which the means 
of production are owned and directed not by the people 
themselves …” (ibid.) 

 
The SEC defined public interest in the same way as Paton and Littleton, 

meaning protecting free enterprise. Corporate board members, such as the 

General Motors chairman, also defined the SEC’s mission as protecting the 

public interest as increased share ownership, claiming it was necessary to 

impede any potential threat of socialism (Gross, 1996). Thus, there was a 

consensus between the Ad Council, corporate board members, the SEC, and 

accounting academics that the “public interest” meant protecting a political 

system via economic growth. Further, The SEC needed shareholders to make 

their existence relevant. Without investors, the SEC had no constituents for 

whom to regulate the market. While the SEC supported greater participation 

in the capital market, lack of investor confidence stymied investor’s market 
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participation. SEC Commissioner McDonald claimed that the economy 

could only grow if masses of people participated in the capital market, 

stating that people’s surplus earnings could be used to increase productivity. 

 
 “Our high standard of living means that more and more people have 
a little left over for savings. It is these savings which are needed to 
finance enterprise in this country.” “The billions upon billions of 
dollars required each year can be found only in the mass savings of 
all the people.” (McDonald, 3 March 1949, p. 3) 

 
Rather than return their surplus earnings back to industry in the form of 

capital investment, the public chose to save the money in deposit accounts 

(McDonald, 3 March 1949, p. 4). In the late 1940s, ninety percent of 

Minnesotans never owned a share, with similar numbers found in many parts 

of the country (Gross, 1996). In an address, an SEC Commissioner 

expressed that, 

“…an important function of the SEC is to facilitate	the flow of the 
nation's savings into business and industry” (McDonald, 11 July 
1949, p. 6).  
 

The confidence problem was appropriated by the AdCouncil, who sought to 

neutralize any fears of investing, lingering from the depression era with the 

campaign, “Confidence in a Growing America” (Yarrow, 2010). The SEC 

attempted to convince the public that the days of austerity had passed, since 

market confidence was necessary to bring investors into the market. Capital 

providers were supposed to feel confident, knowing that the market was 

regulated. 

 

There was a growth of 500,000 new shareowners yearly in the early 1950s 

(Gross, 1996), which the SEC took credit for by attributing it to the existence 

of regulated financial statements,  

“Today, because of the continuing influence of the Securities and 
Exchange Commission to make information about companies 
available to the public, the securities of companies are in a very 
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different position investment-wise than they were 20 years ago.” 
(Armstrong, 12 November 1954, p. 12) 

 

The capital market was positioned at the nexus of democracy, enterprise, and 

the public, and the SEC equated financial reporting as a form of market 

governance. Participation in the capital market was considered as 

“… a system of business government has come an acceptance of the 
notion that the citizens of that government -- that is, the investors, 
should have access to material information and the right to make an 
intelligent and informed use of their votes.” (McCormick, 12 
December 1950, p. 2) 

 

Accounting academics and corporate boards supported, and the SEC and Ad 

Council promoted the meaning of public interest as enterprise growth. The 

accounting profession’s role came into view when an SEC Commissioner 

claimed that going to the public for money “carries the obligation of a very 

sacred trust” (McDonald, 11 July 1949, p. 6). Insiders did not honor this 

sacred trust under moral regulation’s two-tiered information system that 

existed before the market crash of 1929. The role of ensuring this sacred 

trust fell onto the accountant.  

4.6 Accounting professionals as market stewards  
 

Preserving the integrity of the market was a solemn affair, as it further meant 

ensuring the integrity of the political and economic system. The accounting 

profession would have to produce a new kind of information. This new kind 

of decision useful financial reporting, resulting from both enterprise growth 

and Roosevelt’s New Deal regulation, would replace the two-tier 

information system to reduce information asymmetries and encourage 

investor confidence. This sacred trust involved marrying regulation to 

accounting. Professional accountants had a responsibility to serve those who 

placed their faith in the market. Understanding this trust, between investors, 
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the public, and the companies they invested in, would make the user more 

apparent to accountants, and force them to look beyond the profession. The 

SEC Act of 1934 foisted a market steward role upon accountants, whereby 

accountants were expected to assume the role of making regulation “moral” 

from the insiders, who had failed.  Integrating regulation into accounting 

meant that the accounting profession was expected to engage with the capital 

market, and with those who provided the capital. Regulated financial 

reporting was designed to connect the capital market to the public, with 

accounting providing a security mechanism, protecting both the investor’s 

investment and the capital market. Prior to a growth in market participation, 

the accounting profession did not understand, or lacked the will to accept, 

this social steward role. By the mid- 1950’s, the SEC Commissioner claimed 

that the accountant’s new role in ensuring public confidence in the market 

was a success. 

“Accounting is the real basis of all financial information. […] This 
influence for good accounting has been a great factor in the 
restoration of public confidence in the free enterprise system.” 
(Armstrong, 12 November 1954, p. 10) 

 

I find that regulation could not be fully realized until the accounting 

profession could conceive of an external user. This user would be the one for 

whom accountants were to create generally accepted accounting principles 

and prepare statements. The accounting profession needed increased market 

investment and investors to understand and accept their role as a capital 

market actor. Accountants could no longer consider preparation of financial 

statements as an end unto itself. Accountants would have to begin producing 

regulated financial statements designed for users external to the company 

and insiders.  
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According to the SEC, preparing regulated financial statements and auditing 

them was not just to ease relations between owner and manager, but between 

owner and society,  

  
“Business financial statements are no longer simple accountabilities 
of one person to another, or of managers to owners. Corporate 
reports are social documents which...report the division of the 
productive result.” (Armstrong, 12 November 1954, p. 10) 

 
Accounting was to play a central role in maintaining the integrity of the 

market, as a social institution. Regulated financial reporting would be the 

connection between the market’s “thousand points of interest” and the 

interests of the public, of which Pecora wrote in his Commission’s report. 

By the 1950s, the professional accountant’s organization was making 

statements that agreed with the SEC’s view that the purpose of regulated 

financial statements was to increase the capitalization of the market. The 

connection between accounting and the capital market became discernible to 

the accounting profession, as the newly installed head of the professional 

accountant’s organization, Maurice Stans, proclaimed accounting’s place in 

the capital market. A SEC Commissioner even quoted Stans in an address. 

 
“The failure of free enterprise to explain and sell itself is...its 
greatest weakness” [ellipses included in original SEC transcript]. 
“...the continuing inability of free enterprise to communicate its facts 
to the people may prove to be fatal. Free enterprise, in this sense, 
faces its own suicide.” (Armstrong quoting Maurice Stans, 12 
November 1954, p. 10) 
 

The head of the accounting profession’s organization proclaimed that free 

enterprise on its own had no voice. He continued that the voice of the market 

would be addressed through accounting in the form of regulated financial 

reporting, 

“This is the point at which the place of accounting becomes evident” 
(ibid.) 
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The integration of regulation into accounting permitted regulated financial 

reporting to be the medium between enterprise and the investing public. 

Blending elements of social stewardship, where accounting would be used to 

solve social ills, and burgeoning elements of decision useful concepts, like 

measurement, the head of the accounting profession connected accounting to 

the market in the form of regulated financial reporting,  

 
“[Accounting] is the only known medium of expression of economic 
fact; it is the foundation of all stewardship… it is the only common 
denominator available to solve the conflicting interests of capital, 
labor, management, and the public, within an economy.” “Corporate 
financial statements, it seems, are the first place to start in the job of 
selling free enterprise.” (ibid.) 

 
Accounting in the form of regulated financial statements was supposed to act 

as a salve for social tensions. The market steward purpose of regulated 

financial reporting was considered an attempt to facilitate a sustainable 

market free from insider’s moral slights. I find that the market steward role 

that was foisted onto the accounting profession could develop once there was 

greater market participation by an investing public. The two purposes of 

regulated financial reporting produced by the accounting profession were 

that it satisfied the Roosevelt government’s wishes for accountants to adopt a 

market steward role and encouraged the public’s confidence in the market. 

Further, the integration of regulation into accounting created conditions for a 

new kind of decision-useful information to emerge. I argue that these two 

practices, market stewardship and providing a kind of information that paves 

the way for the decision useful objective are not mutually exclusive 

practices, rather they were co-produced, and made visible in regulated 

financial reporting.  
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4.7 Market stewardship and decision useful practices 
co-produced regulated financial reporting  
   

The point of the genealogy, according to Koopman’s (2013) interpretation, is 

that transitions are made visible through coproduction. I argue that two 

vectors of practice coproduced, allowing a transition in financial reporting 

from the previous moral regulation, with its two-tier information system, to 

regulated financial reporting. I revisit Koopman’s interpretation of the 

genealogy as a method to discern the coproduction of two vectors of 

practice. The role of protecting the public interest entered into accounting 

through the SEC Act of 1934’s regulation. Regulation was presented as a 

way to provide for a form of “trusteeship” or stewardship over the capital 

market in an effort to protect the integrity of the market. Regulatory 

measures were an attempt to create confidence in the market. Later, the SEC 

further defined the concept of serving the “public interest” to mean 

promoting economic expansion through a marked increase in capital market 

participation. The condition that made the market steward vector of practice 

possible under regulation was a public anger with predatory insider 

practices. Policy makers believed that a stewardship function should exist for 

the capital market, which was lacking in the previous moral regulation’s 

two-tier information system. These conditions made regulation possible. 

However, regulation was realized when conditions arose with the Second 

World War increase in economic productivity, a public investing in war 

bonds, an advertising profession reacting to regulation, and a regulatory 

body, the SEC, in need of someone for whom to regulate. These conditions 

combined, made it possible for a new kind of reporting information to 

emerge. The production of this new kind of accounting information as a 

vector of practice opens the door for the possibility of the emergence of the 

decision useful objective. Regulated financial reporting was intended to 

provide a kind of decision useful information to the general investing public, 
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that differed from the earlier price signaling within moral regulation’s two-

tier information system. Accounting academics implored accounting 

professionals to unify and standardize accounting methods to solidify the 

profession’s body of knowledge. The eventual creation of generally accepted 

accounting principles would permit a new kind of decision useful 

information, different from the two-tier price-signaling kind.  

 

Advertisers, a profession with seemingly no connection to accounting helped 

to create conditions that assisted promoted widespread capital market 

participation by the general public. The SEC viewed regulation as a way to 

sustain investor confidence and attract the public to purchase shares. The 

AdCouncil’s and the SEC’s promotion of market growth converted savers 

into investors, thus growing capitalization in the market. Regulation merged 

into accounting when regulated financial reporting based on generally 

accepted accounting principles could be produced for these new investors. 

Increased market participation due to the combined efforts of the SEC and 

AD Council would give the accounting profession an external user, for 

whom to produce and regulated financial reporting. Those who purchased 

war bonds during the Second World War were now investing in the market. 

External reporting would be produced for these new saver-cum-investors. 

The SEC, along with accounting academics supported the idea that 

accounting professionals needed to look outward to connect to the capital 

market by producing statements for these new saver-cum-investors. A 

transformation occurred in what was considered acceptable information for 

the general investing public. This transformation was made possible by 

combining the production of information with another vector of practice, 

market stewardship. The market steward purpose of regulated financial 

reporting shifted the burden of ensuring market integrity from the previous 

insiders to the accounting profession.  
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Both the SEC and accounting academics encouraged the accounting 

profession, under the threat of losing control over the profession’s body of 

knowledge, to create a set of generally accepted accounting principles. 

Coming to agreement as to which accounting treatments would be permitted 

under generally accepted accounting principles meant that the profession 

would have to define the objective of financial reporting. Turning the 

profession’s attention toward accounting principles opened the door for 

thinking about an objective of financial reporting. Space for a different kind 

of decision useful information was made available when the public went 

from saving in war treasury bonds to investing in shares. A kind of decision 

useful function was already present in the two-tier information system with 

price signaling by insiders. The investing public would no longer rely upon 

price signaling from insiders under the two-tier information system as a form 

of decision useful information. The two-tier information system, as a vector 

of practice, failed dramatically as a source for investor confidence. 

Coproduced regulated financial statements meant that the investing public 

would be granted access to financial information produced by a profession 

that also acted as a market steward, tasked with ensuring fair and honest 

dealings in the market.  

 

I posit that regulation could become part of accounting when regulated 

financial reporting came to fruition. This connection occurred at the point 

where the vector of market stewardship and the vector of producing a 

different kind of information were coproduced. With increased confidence in 

the market and greater participation in the capital market by the public, a 

user external to the company became apparent. Regulation could be become 

a part of accounting, tying accounting to the capital market. This transpired 

when the accounting profession understood their role as market steward and 

facilitator of access to regulated financial information for the saver-cum-

investor. Once accounting was connected to the capital market, so too, was 
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the accounting profession. Coproduction of vectors, along with the concept 

of a financial statement user, played an important role in establishing 

regulated financial reporting.  

 

A financial statement user with two distinct aspects emerges in these two 

vectors. While the saver-cum-investor is an obvious user, the concept of the 

“public interest” presents a less obvious user. First, is the abstract, collective 

user, embedded in the SEC Act of 1934’s “public interest.” This abstract, 

collective user can be thought of as exemplifying the spirit of the angry 

crowd positioned outside the Pecora Commission hearings for whom 

regulation was enacted. The SEC and accounting academics later defined 

“public interest” as capital market growth. Here, the user is a saver- cum-

investor, who can be found in the SEC’s and Ad Council’s speeches. In 

regards to the “public interest,” the user has both aspects of the injured, 

angry public and the saver-cum-investor. Coproduced regulated financial 

statements serve these dual aspects of the “public interest.” The 

coproduction interpretation provides a way to discern transitions at sites 

where two vectors of practice are coproduced, and that which is coproduced 

cannot be “purified” into separate vectors (Koopman, 2013, p. 157). This 

means that regulated financial reporting once coproduced cannot be 

separated into the market steward and the information provider vectors. 

While the SEC, the AdCouncil, and accounting academics promoted market 

confidence for increased capital expansion, accounting professionals were 

tasked with maintaining the integrity of the capital market. The policy 

makers, the SEC, and accounting academics were privileged with defining 

the different aspects of the “public interest” as a saver-cum-investor, while 

the accounting professional was entrusted with protecting the public interest. 

There are two different views of the “public interest” within coproduced 

regulated financial reporting. It is the SEC and academics, rather than 

accountants, who identified the user ensconced in the “public interest” as the 
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saver-cum-investor. This dual aspect of both the user and regulated financial 

reporting has the possibility to create conditions for future tensions. While I 

find that the conceptualization of a user played an important role in the 

formation of regulated financial reporting, the identity of the user, and who 

gets to determine that identity, are equally important.  
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5 Testing the relationship between accounting 
and society 

Accounting professionals began to understand their market steward role and 

the purpose of regulation as stated in the SEC Act of 1934 “to insure the 

maintenance of a fair and honest market” (Securities Act of 1934, Pub.L. 

73–291, 48 Stat. 881, §2(1)). This phrase would further define the 

accountant’s connection to the capital market. Prior to regulation, accounting 

professionals mainly produced financial information for internal use by 

managers and insiders. The profession had difficulty in conceptualizing a 

financial statement user external to the company. By conceptualizing 

someone external to the organization, for whom to produce reporting, 

professional accountants could integrate regulation into accounting. I argued 

that a market steward vector and an information vector coproduced into 

regulated financial reporting. The accounting profession would then produce 

regulated financial statements in an attempt to reduce information 

asymmetries between insiders and the investing public. A kind of decision 

useful information that was different from the two-tiered information price-

signaling kind of decision useful information was to be offered to the 

investing public. In light of this new role as a capital market actor, the 

accounting profession struggled with defining the objective of regulated 

financial reporting, creating agreed upon principles on which to base 

reporting, and fully understanding their relationship with this new external 

user for whom they were expected to prepare and audit regulated financial 

statements. 
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5.1 Examining the concepts of “present fairly” and “true 
and fair”  
 
After the implementation of the SEC Act of 1934, accounting academics had 

urged accountants to define the objective of financial statements. Until the 

early 1970s, an offshoot of the professional accountant’s organization 

(AICPA), the Accounting Principles Board (APB) produced accounting 

opinions, thus serving in a standard setting capacity. Therefore, it was the 

professional accountant’s organization that set standards before the 

establishment of the Financial Accounting Standards Board (FASB). Earlier, 

professional accountants struggled to connect accounting to the capital 

market, and thus faltered in defining the objective of financial statements. 

Hines (1989) believes that there is an absence of a formal body of 

knowledge in the accounting profession, and I posit that this could be 

partially explained by the accounting profession’s difficulty in understanding 

the purpose of regulated financial statements for an external user. The 

professional accountant’s organization, the American Institute of Certified 

Public Accountants (AICPA), commissioned hearings that they claimed was 

to define the purpose or objective of financial statements. The AICPA’s 

Trueblood Study Group commenced the hearings in October 1972. 

Accounting academics previously offered that the objective of accounting 

was “…to facilitate the operations of organized society for the welfare of all 

(AAA, 1966, p. 5).” The accounting academic’s objective acknowledged the 

societal demands placed on accounting. The Study Group, chaired by 

professional accountant, Charles Trueblood, included people with diverse 

backgrounds: law professors, researchers, and an analyst. To “elicit the 

widest possible range of views” (AICPA, Study Group Report, 1973, p. 10), 

groups representing different interests were asked to contribute their views at 

the hearings. These groups included: professional accountants, financial 

analysts, lawyers, managers, consumer advocacy groups, academic 
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researchers, and bankers. These hearings complied with the due process 

approach (Jorissen, et al., 2013) in an attempt to be fair to all participants. 

Participants representing different interests presented their case, the Study 

Group would ask questions, and then a discussion would ensue5. The result 

of the hearings, the 1973 Report of the Study Group on the Objectives of 

Financial Statements contributed to the accounting conceptual framework. 

While professional accountants previously struggled to understand the 

connection between accounting and the capital market, a court case and new 

legislation brought this connection to the fore in accounting. This court case 

and legislation would grant the user a stronger role in accounting, providing 

possibilities for accountants to further grasp the connection between 

accounting and the capital market. The idea of ensuring a “fair and honest 

market” from the New Deal regulation (Securities Act of 1934, Pub.L. 73–

291, 48 Stat. 881, §2(1)) was revisited in the late 1960s, where questions 

arose as to whether accounting was fulfilling this purpose of regulation. A 

notable discussion ensued during the Trueblood Hearings regarding the 

meaning of the word, “fair.” There are different ways to conceptualize “fair” 

in accounting. The word “fair” is utilized in the FASB’s “present fairly,” and 

the IASB’s “true and fair.” These two statements describe the manner in 

which financial transactions are presented in financial statements. The 

distinctions between these two versions of “fair” is pertinent to this study of 

the financial statement user, as this distinction becomes a hurdle for 

American accounting professionals in defining the purpose of regulated 

financial reporting and how it relates to the financial statement user. During 

the hearings, different interpretations of the meaning of “fair” in the FASB’s 

“present fairly” surfaced. A Study Group member and professional 

accountant interpreted one view of “fair” to mean that financial statements 

were in conformity with generally accepted accounting principles (SG 

Member, AICPA, SG hearings, 1972, p. 1.66). A statement made by a 

                                                        
5 That a fair process will lead to the perception of a fair result is the tenet of procedural justice (Lind and Tyler 1988). 
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professional accountant at the Trueblood Hearings exemplifies the other 

interpretation, 

 
“The operative language in the opinion paragraphs says ‘presents 
fairly (sic) in conformity with generally accepted accounting 
principles,’ and this can be interpreted as saying that if the 
statements conform to generally accepted accounting principles, 
they are presented fairly. We believe that there is a higher standard.” 
(Accountant – Werner, AICPA, SG hearings, 1972, p. 1.54) 

 
 

Underlying the discussion of these two accounting professionals are the 

different ways that the concept of “fair” can be interpreted in accounting. 

Both uses of the “fair” concept, the FASB’s “present fairly” or the IASB’s 

“true and fair” connote the manner in which financial statements present 

economic transactions. One could say that these differences both relate to the 

manner in which the profession’s body of knowledge is used to 

communicate financial information to investors. One professional accountant 

at the Trueblood hearings drew attention to the idea that the FASB’s 

“present fairly” meant that regulated financial statements must conform to 

generally accepted accounting principles, in other words, compliance to an 

agreed upon standard. The concept of fairness is discussed at the hearings as 

being an objective of accounting, but they had difficulties in defining what it 

was, and how it related to accounting. A Study Group member/professional 

accountant noted the difficulty in making “fairness” part of practice,  

 
“But in trying to establish an objective ‘fairness,’ I suppose it is not 
quite operational enough.” (SG member - Weston, AICPA, SG 
hearings, 1972, p. 1.65) 

 

This Study Group member/professional accountant asked the other 

accountant if he believed that “present fairly” should mean that regulated 

financial statements “fairly reflect the transactions” (ibid.). There was an 
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impasse between these two participants, as the accountant who represented a 

firm, questioned the ability of financial statements to reflect the substance of 

transactions sufficiently. The Study Group member/professional accountant 

believed that by conforming to generally accepted accounting principles, 

financial statements necessarily reflected the economic substance of 

transactions.  

 
“That disturbs me, about your reading the insert, ‘which do not 
reflect economic value’ and then you turn around and say they 
‘fairly present,’ which is a contradiction.” (SG member - Weston, 
AICPA, SG hearings, 1972, p. 1.66) 
 

The Study Group member/professional accountant’s view was that generally 

accepted accounting principles were capable of capturing and reflecting 

economic reality. He found that statements that claimed they “present fairly” 

would present economic reality. Whether accounting principles could act as 

a mirror to capture and reflect economic reality was a contentious topic 

during the hearings. As Study Group member, Weston, stated, “fair” is a 

difficult concept to operationalize or put into practice. While the term, “fair” 

is difficult to both understand and operationalize, it has a home in 

accounting. The term is combined with the word “true,” with regards to the 

IASB, and the with the word “present,” with regards to the FASB. The 

phrases refer to the way in which financial reporting is understood and 

presented in financial statements. Both the IASB’s “true and fair” and the 

FASB’s “present fairly” are considered to have originated in the accounting 

field, rather than from law, as “true and fair” has no legal definition in the 

UK (Burlaud, 1993; Houghton, 1987; Walton, 1993), and “present fairly” 

was developed by professional accountants in the US (Zeff, 2007). Thus, 

there is no legal tradition to turn to in gaining an understanding of the 

foundation of these terms. While these terms are founded in accounting, their 

understandability and purpose confound accountants. Confusion between the 

meanings of “present fairly” and “true and fair” exists amongst practicing 
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accountants (Clarke, 2006). Making the concept “fair” operational in 

accounting may not even be a viable effort, as “true and fair” has been 

regarded as a symbolic notion (Hopwood, 1990). Houghton (1987) writes 

that the less that it is discussed the greater the possibility diverse meanings 

can be applied to it. Alternatively, the laxity of the concept permits “true and 

fair” to be invoked when it suits standard setters or accountants. “True and 

fair” has been found to strengthen the profession’s political interests in the 

UK (Walton, 1993), while considered a convention of the profession in 

securing professional boundaries (Hopwood, 1990). Hopwood (1990) posits 

that the concept of “true and fair” was utilized as a mechanism to ensure the 

profession’s autonomy and self-regulation, particularly when the UK entered 

the European Community. “True and fair” is thought to have been severed 

from its roots as a marker of accountability and disclosure from the 1844 UK 

Companies Act, where it currently serves as a professional convention 

(Hopwood, 1990). The concept may have had a more substantial meaning to 

accounting in the past. As the concept of “true and fair” is difficult to 

understand in practice, it could have more use in the “political, rather than 

practical" realm (Walton, 1993, p. 50).  

 

Even if “true and fair” has more of a political than practical purpose, it still 

refers to the way in which accounting principles convey information in the 

financial statements. Similar to how the FASB’s, “present fairly,” is 

discussed in the Trueblood hearings, Clarke (2006, p. 131) argues that the 

IASB’s version of “true and fair” infers compliance with principles. He 

writes that if the quality of the principles is lacking, then compliance to 

quality-deficient principles essentially weakens the status of the concept of 

“true and fair.” In accounting, the concept takes on particular meanings like 

"correctness, accuracy” and “reliable description” (ibid.). His point is that 

the concept of “true and fair” has the potential to lend gravitas to accounting 

principles, even if gravitas is not warranted. If generally accepted accounting 
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principles are not understandable, then “true and fair” cannot remedy this 

offense. Thus, a problem with “true and fair” is that the force of the concept 

itself may buttress weak accounting principles, giving the reader or user of 

financial reporting a not wholly ‘accurate’ financial picture of a company. 

Zeff (2007) proposes remedying this problem by decoupling the FASB’s 

‘fairly’ from ‘presented,’ with only the ‘presented’ part connoting statements 

that comply with GAAP. This proposal would solve the problem of defining 

a “fair” presentation, but it would also mean that the underlying generally 

accepted accounting principles would be elevated to a nearly unquestionable 

status.  

 

The Study Group member/professional accountant and professional 

accountant at the hearings were arguing the meaning behind the term “fair” 

in the American version of “present fairly.” The Study Group 

member/professional accountant accepted “present fairly” as compliance 

with principles that are capable of accurately capturing the substance of 

financial transactions, while the accountant argued similarly to Clarke 

(2006), that the financial statements may conform to accepted principles, 

while failing to capture economic reality or even convey something 

understandable. Further, the professional accountant argued for a “higher 

standard.” The exchange ended with the exasperated accountant replying,  

 

“In other words, something can’t be “fair,” in a sense other than 
economic. Okay, right, I understand.” (Professional accountant – 
Werner, AICPA, SG hearings, 1972, p. 166) 

 

While the accountant ceded the debate in frustration, he alluded to another 

possible version of “fair,” whose definition may not be adequately observed 

by “present fairly.” This version could be similar to the one Zeff (2007, p. 4) 

offers when he quotes Kohler from A Dictionary for Accountants, where 

financial statements “conform[s] to overall tests of truth, justness, equity, 
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and candor.” The idea that “present fairly” should include humanitarian 

concerns like justice and equity is broached also by Clarke (2006, p. 130), 

when he ponders what would happen if a judge considered “true and fair” to 

mean the “ordinary meanings” of the two words in an everyday, colloquial 

sense rather than a technical accounting one. Clarke challenges the technical 

meaning of “true and fair” by asking, “How could anyone defend any other 

usage?” (ibid.). The two concepts create confusion, and it is apparent that the 

meaning of the word “fair” had implications for accountants participating in 

the Trueblood Hearings.  

 

The Securities Act of 1934 attempted to reduce information asymmetries by 

offering the investing public access to information, following a Rawlsian 

premise (Gaa, 1986), where “The fairness of the circumstances transfers to 

fairness of the principles adopted” (Rawls, 1999, p. 159). Thus, if the 

process is fair, then the outcome should be perceived as fair. Whether a fair 

outcome is achieved is not necessarily relevant, it is the process in achieving 

an outcome that should be fair. Rawls set forth what comprises a just form of 

basic institutions in a modern, democratic society. Justice is not about 

upholding an ideal, achieving a particular outcome or a particular 

distribution. It is neither about allocation, as there can be no ideal 

distribution according to the theory. There is no conceptualization of strict 

equality in Rawls’ model (Rawls, 1999). Rather, it is providing opportunity 

that constitutes justice as fairness. Utilizing this approach meant that the 

market would be made ‘fair’ by providing the opportunity for all to have 

access to information, no matter the outcome (share gain or loss) of using 

that information. Further, utilizing this approach to ensure a fair market 

meant that principles needed to be standardized, so that the information 

accessed would be equal. This is an important point, because while financial 

information may be the same for all, and access to it made available to all; it 

does not necessarily mean that the financial statements reflect economic 
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substance fairly. This is a technical problem inherent in accounting, but 

became a social problem in a legal case.  

 

The “fair and honest” phrase began to materialize as a salient point for 

accountants during the conceptual framework project. “Fair and honest” 

from the SEC Act of 1934 (Securities Act of 1934, Pub.L. 73–291, 

48 Stat. 881, §2(1)) described the kind of market that regulation was to 

achieve, by reducing information asymmetries and mitigating the inequality 

of the existence of market insiders and outsiders. Most likely the saliency of 

this phrase for accounting professionals had something to do with a 

controversial 1969 court case involving public accountants. The 

interpretation of “fair” as conforming to generally accepted accounting 

principles was challenged by a judge who struck down the idea that mere 

compliance to accepted principles resulted in a fair and honest market.  Even 

more, the ability of accounting principles to reflect economic substance was 

challenged by the judge presiding over this case.  

5.2 US v. Simon legal case: introducing the concept of 
“fair and honest” into accounting 
 

If at the end of the 1960s professional accountants still grappled with 

understanding the profession’s relationship to society, the US v. Simon legal 

trial would force them to recognize their new role. The same accountant at 

the hearings, who believed that that the accounting objective of “fair” should 

be defined in a way to serve a “higher standard,” explained the crux of this 

controversial legal case. That the accountant who supported a “higher 

standard” referred to the US v. Simon case is not surprising. It was this legal 

case that brought the concepts of “fair” and “honest” to the fore in financial 

reporting.  
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“In analyzing the charge to the jury by the trial court in the 
Continental Vending case, the United States Court of Appeals 
said… ‘The critical test was whether the financial statements, as a 
whole fairly presented the financial position of Continental … If 
they do not, the basic issue becomes whether [sic] defendant acted in 
good faith.” (professional accountant – Werner, AICPA, SG 
hearings, 1972, p. 1.66) 

 
The case the audit partner referred to as the Continental Vending case was 

the 1969 case, US v Simon. What makes this case remarkable is that it was a 

criminal trial brought about by the US government against the public 

accountants or auditors who audited the Continental Vending company. 

There were two trials regarding this issue, as in the first trial, there was not 

unanimous agreement amongst jurors as to the auditor’s guilt (Kuhar, 1971). 

The second trial found the auditors guilty of conspiring to violate the 

Securities Act, the legislation that established regulation of the capital 

market (US v. Simon, 425 F.2d 796 (2d Cir. 1969)). The US government, as 

prosecutor, claimed that the auditors were aware of, but failed to disclose an 

uncollectible receivable. The judge’s finding was controversial, in that it 

found that conformity to Generally Accepted Accounting Principles (GAAP) 

was not a viable defense for the auditors or accountants. The trial resulted in 

two auditors receiving prison sentences for violation of the SEC Act of 1934. 

Although they were later pardoned by President Nixon (Markham, 2002), 

US v. Simon was a watershed case. There are many reasons that this was a 

watershed case, foremost because it conveyed a message from the state to 

the accounting profession.  

 

First, the US v. Simon case was different from previous cases in that the trial 

was a criminal case rather than a civil case, meaning the prosecutor was the 

US government, rather than an injured party, like shareholders. Typically, 

shareholders would sue the auditors in a civil case, due to injuries sustained 

by shareholders when auditors breached a contract. In criminal cases, it is 
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the US government that prosecutes on behalf of the public. This case 

involved an audit performed by the public accounting firm, Lybrand, Ross 

Bros. & Company. That this was a criminal case, sent a message to auditors, 

that the determination of whether financial statements were presented fairly 

was in the hands of a lay jury. The determination was decided not by a jury 

of people with accounting knowledge or professional accountants (Kuhar, 

1971). A lay jury was instructed to judge the quality of the financial 

statements that were prepared following generally accepted accounting 

principles. The use of lay juries has been criticized by legal researcher, 

Damaška (1997, p. 27), who considers the lay jury “amateur justice,” where 

their method of fact-finding is based on what is familiar to them, or the 

“conventions and strategies used in ordinary life and personal affairs.” 

Damaška’s criticism is that technical, complex cases will be stripped of a 

technical evaluation. In the US v. Simon case, this may have been the point. 

This case was not shareholders filing a civil lawsuit against the auditors due 

to lost investments; rather the US government filed suit on behalf of all 

citizens. The judge instructed the jury to determine whether the financial 

statements as a whole “presented fairly the financial position of Continental 

Vending” (US v. Simon, 425 F.2d 796 (2d Cir. 1969)), rather than the 

FASB’s version of “present fairly in conformity with generally accepted 

accounting standards.” If the jury determined that the auditors failed to meet 

the requirement of this test, then the jury was instructed to assess if the 

auditors acted in “good faith” in conducting the audit. This was a two-part 

judgment. The first part essentially tried the ability of accounting to capture 

economic substance. The jury was not instructed to judge whether auditors 

conducted the audit in a way to assure that the financial statements were in 

compliance with accounting principles, but rather whether financial 

statements captured the economic substance of Continental Vending 

Company’s financial position. The general public represented by a lay jury 

was judging accounting principles. The jury found the financial statements 
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insufficient in fairly communicating the company’s financial position to 

users. Financial statements were judged by the general public on the basis of 

whether they fairly communicated the company’s financial position, not on 

the basis of their conformity to generally accepted accounting principles or 

the profession’s body of knowledge. In the view of the general public, 

represented by a lay jury, conformity to generally accepted accounting 

principles was not sufficient in providing a fair financial reporting. The 

public expected the accountant to provide something more than financial 

statements that claimed reporting conformed to accounting principles. Since 

the financial statements failed this first test, the jurors applied the second 

part of the judgment. In the second part of the judgment, jurors judged 

whether auditors conducted the audit in good faith.  

 

Second, this case was different from previous cases not just because it was a 

criminal law case, but it was a criminal law case that relied upon a civil court 

doctrine. When the judge instructed the jury to assess whether auditors acted 

in good faith, the judge drew upon doctrine used in civil court cases. The 

doctrine of good faith is a doctrine used in contract law, and is thus part of 

private law (e.g. civil court), which governs relationships between 

individuals, rather than public law (e.g. criminal court), which governs 

relationships between the state and the individual. It is unusual for a contract 

law case to be heard in a criminal court. The good faith doctrine is a 

component of contract law, and some legal scholars find it has an 

uncomfortable home in a criminal case, as it is considered too vague for a 

criminal conviction (Summers, 1968, p. 264), which demands a higher level 

of certainty than a civil case. However, the jury was instructed to assess 

whether auditors practiced in good faith, with the judge applying the private  
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law doctrine of good faith.6  In contract law, “good faith” is defined as:  

“A term that generally describes honest dealing. Depending on the 
exact setting, good faith may require an honest belief or purpose, 
faithful performance of duties, observance of fair dealing standards, 
or an absence of fraudulent intent.” (Wex Legal Dictionary)  

 

If one party to the contract does not receive what was agreed upon due to the 

actions of the other party, the other party has broken the covenant of good 

faith. The judge claimed that compliance with generally accepted accounting 

principles “was evidence which may be very persuasive but not necessarily 

conclusive that he [the auditor] acted in good faith…” (US v. Simon, 425 

F.2d 796 (2d Cir. 1969)). Ergo, the auditor’s conformity to accounting 

principles was not sufficient to qualify for acting in “good faith,” in 

satisfying their side of the contract. More, assuring that financial statements 

conformed to accounting principles did not mean that auditor practiced in an 

honest manner.  

 

By claiming the financial statements complied with accounting principles, 

the accountants or auditors used those principles to shield themselves from 

any responsibility to shareholders (Zeff, 2007). The auditors used “present 

fairly” as a way to protect their interests, much as Hopwood (1990) found 

“true and fair” to be little more than a tool to protect the accounting 

profession. In this case, the auditors knew of the uncollectible receivable and 

chose not to disclose this risk, citing lack of materiality. The auditors chose 

not to disclose information they had, citing a technical reason, claiming 

financial statements conformed to accounting principles, while neglecting to 

honestly disclose the substance of the transaction. By doing this, the auditors 

reinstated the dividing line between insiders and outsiders, that regulation 

                                                        
6 That the judge in the US v. Simon case invoked the lack of good faith or the “bona fides” doctrine is an interesting 
point. Good faith or “bona fides” is derived from Roman law, but was later influenced by Christian leaders. Whereas the 
concept of equity (ius æquitas) under Roman law was achieved through compliance to the procedure, the later 
Augustinian influence the concept began to take on ethical tones. Christian virtues or morals of charity influenced the 
manner in which one judged a contractual slight. Strict compliance to the procedure was no longer adequate in making a 
judgment in a contract case, now the manner in which parties acted was considered in the assessment (Landau,1994 ). 
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and financial disclosure was intended to erase. Shielding themselves behind 

accounting principles, the auditors neglected to fulfill their side of the 

contract. 

 
“Some judges consider evading the spirit of the deal to be acting in 
bad faith, even when the evasive conduct is within the letter of the 
agreement.” (Summers, 1968, p. 234) 

 

Further, if accounting did not reflect economic transactions in a way that the 

public found acceptable, then the auditors would be judged on the integrity 

of their actions. Essentially, just because the auditors complied with 

accounting principles, their body of knowledge, did not mean that they 

fulfilled the public’s expectation in communicating a fair financial reporting. 

The jury determined that the financial statements failed to fairly reflect 

Continental’s financial position to the general public. The judge considered 

the financial statements conforming to generally accepted accounting 

principles to be a poor mediator between the market and the general public. 

The judge would not allow accountants to hide behind their accounting 

principles. In allowing a lay jury or the public to judge financial reporting, 

the judge transformed “present fairly” into something that the general public 

has the right to define. If financial statements did not present fairly the 

company’s financial position, then the auditors would be judged on the basis 

of whether they acted in “good faith.” The US v. Simon case communicated 

to the accounting profession how the public had the right to judge whether 

financial statements “present fairly” the company’s financial picture.   

 

The judge claimed that the jury was not “required to accept the accountants’ 

evaluation whether a given fact was material to overall presentation, … but 

only on the need for the auditor to make an honest judgment…” (US v. 

Simon, 425 F.2d 796 (2d Cir. 1969)). The public was to judge whether 

financial statements were “fairly” communicated to the general public, and if 
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the auditors performed the audit in an honest manner. In other words, the 

general public was expected determine what was a fair accounting of a 

company’s financial position. Further, if the financial position of the 

company was not fairly communicated, then the lay jury had the right to 

judge whether the accounting profession conducted the audit in an honest 

manner. The purpose of market regulation, according to the SEC Act of 

1934, was “to insure the maintenance of a fair and honest market.” The 

result of the US v. Simon case highlights the importance of this phrase from 

the SEC Act of 1934 and how it impacted the accounting profession. 

 

Following a Rawlsian premise in attempting to provide fairness in the form 

of a procedure, created conditions that bound reporting to complying with 

principles. This bind is due to the premise that if regulated financial 

reporting is to attempt to make the capital market fair by offering all access 

to information, then regulated financial reporting required standardizing 

accounting treatments. This could be translated to compliance with the 

standardized treatments. The US v Simon legal case highlights the problems 

that occur when “present fairly” means compliance to these standardized 

accounting principles. The judge did not find compliance sufficient in 

neutralizing the insider/outsider divide that was previously present in moral 

regulation’s two-tier information system. Complying to generally accepted 

accounting principles seemed to reinforce this divide. Regulated financial 

reporting was intended to alleviate this division in granting greater access to 

information. When coproduced, regulated financial reporting offered a 

different kind of information that was comprised of standardized accounting 

methods or generally accepted accounting principles intended for a wide 

audience. 

 

This legal trial delivered two messages to the accounting profession, 

influencing several aspects of regulated financial reporting. The first 
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message was that the general public had a right to the accounting profession 

satisfying their responsibility to a social contract, which was to insure a “fair 

and honest market.” The US v. Simon case highlights the contract that the 

accounting profession found themselves party to, a contract between society 

and the professional accountant, with the state acting as mediator. The 

auditors failed to disclose information the US government deemed “essential 

to a fair presentation,” where at the core of disclosure, is the concept of 

“fairness” (Kuhar, 1971). Legal researcher, Houh (2005, p. 2) explains that 

the good faith doctrine is used in cases where it “explicitly concerns itself 

with fairness, justice, and community standards” (Houh, 2005, p. 3). That the 

judge chose to use the civil doctrine of good faith in a criminal trial is a clear 

indication that the case was about a breach of contract on the part of the 

auditors to the detriment of the public. This meant that accountants did not 

meet their obligation in fulfilling their side of the contract. Regulated 

financial reporting was intended to reduce information asymmetries by 

disclosing financial information to the investing public, while making the 

accounting profession a steward of the market. This message lies at the heart 

of the US v Simon court case. “Fair and honest” was not merely meant to be 

a descriptor for the capital market, but also applied to how accounting should 

be delivered in financial statements, and further how auditors should 

practice. Hiding behind the professional convention of “present fairly,” 

meaning compliance to generally accepted accounting principles, the 

accounting profession used this privilege to defend both their body of 

knowledge and practices in the US v. Simon case. The judge did not accept 

this professional convention, as it violated the accounting professional’s 

market steward role.  

 

Second, it was not just the auditor’s conduct that was judged in this case, so 

too, was the accountant’s body of knowledge. Further, the public’s view of 

what accounting should be, trumped the profession’s view. In this way, the 
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court set the stage for the user primacy principle, establishing it within the 

contract between accountants and the general public by threat of prison 

sentence. This meant that the user has the right to judge the accountant’s 

body of knowledge, paving the way for the user participating in standard 

setting. The court demanded that financial statements conform to what the 

public finds a fair presentation of a company’s financial position; however, 

this is not necessarily the same thing as the public demanding decision 

useful information. The US v. Simon case enforced user primacy, but from 

the vantage of what constitutes a “fair” presentation. This case is about 

ensuring the integrity of the market.  

 

In regards to the problem of understanding the purpose of “true and fair,” 

Hopwood (1990) believes that professional pronouncements are more 

concerned with financial reporting’s form rather than attempting to address 

the issues with reflecting the substance of economic events. This is where 

the user primacy principle becomes important. I earlier proposed from a 

reading of the user primacy literature that there are two aspects of the user 

primacy principle. One aspect of user primacy is that users must participate 

in the standard setting process, to fulfill the financial reporting objective of 

providing decision useful information to users. No longer shall users rely 

upon insiders to price-signal their information, they have the legal right, 

through regulation, to access a different kind of decision useful information. 

This financial information is provided in the form of regulated financial 

reporting based on the accounting profession’s generally accepted 

accounting principles. A second aspect of user primacy is that the procedures 

of due process must be followed to ensure an inclusive environment where 

all have the opportunity to voice their opinion. The judgment in the US v. 

Simon case emphasizes both of these aspects. Both of these aspects, that the 

information should be useful for the user and that the user shall be an 

integral part of the process, grant the user the power to influence the 
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accounting profession’s body of knowledge. As the user and the accounting 

profession are intimately tied together, this case demands that the creation of 

accounting principles be a joint project between the two. The user primacy 

principle acts the bridge crossing the insider and outsider divide. The 

economic substance versus form of presentation problem that Hopwood 

(1990) broaches is an integral part of the US v. Simon case. The user 

primacy principle attempts to mitigate the problem of reflecting the 

substance of economic events. The judge interprets the substance versus 

form problem as an insider versus outsider, expert versus layman problem. 

User primacy, while seeking to bridge the insider and outsider divide, also 

attempts to mitigate the problems with reflecting economic substance. As 

long as the public accepted regulated financial reporting as sufficiently 

reflecting economic substance, then it is as though regulated financial 

reporting indeed reflected economic substance. It is the public’s acceptance 

of regulated financial reporting that matters. It through public participation 

in standard setting via user primacy, that GAAP is accepted as reflecting 

economic events, and financial statements are then capable of “present[ing] 

fairly” the financial position of a company. The result of the US v. Simon 

case found that the public’s acceptance of accounting principles matters as 

much as the accounting profession’s acceptance of generally accepted 

accounting principles.  

5.3 The general public: the other party to the contract 
 
A social contract between the accounting profession and the public was 

enforced by the US v. Simon legal case. Enforcing the social contract further 

strengthened regulated financial reporting as the coproduction between the 

market steward and a different kind of decision useful information vectors. 

While accountants were made aware of their role in serving the public, what 

role was the public, the other party to the contract, expected to fulfill? The 
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US v. Simon judgment deemed that the accounting profession must concern 

itself with concepts of “fair” and “honesty.” This view found an ally in two 

particular participants at the Trueblood hearings. These two participants 

represented two different groups that I call advocacy organizations. These 

two organizations performed a social service and/or advocated for investor 

and consumer rights. The participants from these two groups represented 

citizen’s groups, which began to form in the late 1960s, with the goal of 

holding government and corporations accountable (Bowen, 2002). Both 

advocates argued for more inclusivity in reporting, providing for a broader 

stakeholder approach. One advocate represented Accounting for the Public, a 

non-profit organization comprised of certified public accountants, whose 

role was to explain financial reporting to stakeholders. This organization 

“provided consulting services to public interest groups by analysing and 

interpreting data in area of public concern” (advocate – Accounting for the 

Public, AICPA, SG hearings, 1972, p. 2.7). Their goal was “to enable [public 

interest groups] to act in a well informed [sic] fashion in areas of broad 

public interest and concern” (ibid.). The other advocate represented a group 

led by Ralph Nader,7 the Corporate Accountability Research Group (CARG). 

Ralph Nader founded the consumer movement in the late 1960s, which 

sought to increase corporate accountability by investigating corruption in 

government and corporations (Mintz and McNeil, 2016). “Nader’s ultimate 

goal was not simply to protect consumers from shoddy or dangerous 

products. It was to reinvigorate the nation’s ideal of democracy by 

encouraging grass-roots citizen participation in politics” (ibid.). Nader 

wished to transform America’s 

“consumers into active, informed, questioning individuals, and to 
convince them that they could - and should – play a crucial role in 
making business and government accountable to them. He wanted 

                                                        
7 Ralph Nader is an American lawyer, consumer rights activist, lecturer, author and presidential candidate. His 
organizations (Public Interest Research Group (PIRG) and Public Citizen) are the driving force behind much consumer, 
environmental and political legislation in the United States over the past fifty years (Green, 2015).  
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the American people to realize that they had immense power if they 
only chose to use it.” (Bowen, 2002, p. 64) 

 

This advocate representing Ralph Nader’s organization wanted standard 

setters to serve all interest groups, and for financial reporting to include 

greater disclosure. He believed “the primary objective of the accounting 

profession was to serve the public” (advocate – CARG, AICPA, SG 

hearings, 1972, p. 2.43). This objective of regulated financial reporting is 

similar to the objective found in the US v. Simon case.   

 
This advocate believed the purpose of accounting was to serve “the public,” 

where accountants should be responsive to an audience of more than just 

shareholders (advocate - CARG, AICPA, SG hearings, 1972, p. 2.43) The 

other advocate from Accounting for the Public argued for a broad concept of 

the user, to be used as a tool by the public for stakeholder’s rights advocacy. 

The point of the advocate’s arguments rested in the belief that financial 

reporting was a social tool intended to hold “officers, directors and dominant 

shareholders” accountable, in a similar spirit as the New Deal regulation.  

 

To the advocates, the function of financial reporting was one of social 

stewardship. The public should have the opportunity to hold corporations 

accountable via financial reporting,  

 

“In this day a large corporation has a great impact on all of us: There 
is interresponsibility [sic] of the corporation with the people and 
with the government. Then we must recognize a new era, a new 
function, and this function must be much more extensive than we 
have heard here today.” (advocate – Accounting for the Public, 
AICPA, SG hearings, 1972, p. 2.14) 

  
 

Echoing this view, the CARG advocate urged standard setters (at this time 

an arm of the professional accountant’s organization) to consider 
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accounting’s impact on society, arguing accountants would be responsible 

for that impact.  

 

“The point is, though, what accountants do will have an effect on the 
public. What I am asking is to consider that effect. 
Everyone …including the creation of the FASB last week, everyone 
has always said that primarily, responsibility has lain with the 
accountant.” (advocate - CARG, AICPA, SG hearings, 1972, p. 
2.57) 

 

Both of these advocates drew on the social impact of accounting. The 

objective of accounting should: one, consider its social impact and two, 

provide information that facilitates the mission of public interest groups, in 

supporting stakeholder interests. The advocate from Accounting for the 

Public urged the professional accountant’s organization to provide financial 

reporting that was intended to inform the public of corporate activities to 

hold corporations accountable. This form of what would now be called 

social responsibility reporting would foster an “interrelationship” between 

the accounting profession, the public, and corporations. This view reiterated 

the result of the US v. Simon case, where the accounting profession was in a 

social-contractual relationship with the public. The participant from 

Accounting for the Public believed that it was public interest groups serving 

stakeholders who would use regulated financial reporting to hold 

corporations accountable for their actions. In other words, regulated financial 

reporting could be a tool to educate the public in holding corporations 

accountable. Thus, the public’s responsibility in this contract was to use 

regulated financial reporting to demand social corporate responsibility. The 

advocate from the Accounting for the Public organization believed that 

financial reporting should be addressed to all citizens, since all citizens were 

expected to hold officers accountable (advocate - Accounting for the Public, 

AICPA, SG hearings, 1972, p. 2.57). The advocate noted that the 

professional accountant was to serve the public, and that included investors, 
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managements, unions, consumers, and governments (ibid.). According to the 

advocates, the public’s responsibility to the social contract was also to insure 

a fair and honest market by using reporting to hold officers, directors, and 

dominant shareholders socially accountable. From the advocate’s 

perspective, both professional accountants and users were to insure a fair and 

honest market by satisfying their respective obligations to the social contract. 

From this vantage, regulated financial statements were not intended to be 

solely decision useful for investing purposes, but also for accountability 

purposes in insuring a sustainable market.  

 

However, not everyone at the hearings agreed with the advocate’s 

interpretation of the social contract. Not all believed that the professional 

accountant bore responsibility for the social impact of accounting, as an 

exasperated Study Group member responded that the accountant’s 

responsibility was “For determining accounting principles, not behavioral 

results!” (SG member, AICPA, SG hearings, 1972, p. 2.57). The advocate 

believed that accountants had an obligation to the public in considering the 

effects of accounting principles, since financial reporting was a public good 

(advocate - CARG, AICPA, SG hearings, 1972, p. 2.57). Like the judge 

from the US v Simon case, the advocate from CARG wanted financial 

statements that went beyond conforming to accounting principles. The 

advocates wanted financial statements that acted as a social bridge between 

the public and the corporation. This perspective would further work to 

reduce the gulf between the insiders and outsiders. The advocates, while 

placing further attention on the social aspect of regulated financial reporting, 

continued to highlight the role of the general public as a financial statement 

user.  
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5.4 Information to one is information to all  
 

To serve the general public, as the US v. Simon case dictated, regulated 

financial statements should be general purpose, meaning fitting for all. The 

Study Group called this the “legal-privy” problem, since according to new 

legislation, all citizens were privileged to the same access to information. In 

determining for whom should financial reporting be produced, Chairman 

Trueblood pointed out that information must be prepared for all. 

“The problem I have … is this overriding and increasing legal 
concern or legal problem of ‘information to one should be 
information to all.’ …the problem is… even though the small 
investor doesn’t need it, is he not entitled to it?” (Chairman 
Trueblood, AIPCA, SG hearings, 1972, p. 2.80) 
 

The small investor, who did not need the information, was entitled to it, even 

if he or she was not competent to interpret it. The hearings participants took 

for granted that everyone had the right to access to financial statements.  

The legal-privy problem was especially pertinent to the hearings, as 

Chairman Trueblood noted,  

 

“These days, the trend of court opinions is distinctly, ‘information to 
one must be information to all.’” (Chairman Trueblood, AICPA, SG 
hearings, 1972, p. 1.23)  
 

Along with the US v. Simon court judgment stating that accounting must 

“present fairly” the company’s financial picture, and auditors must conduct 

the audit in an honest manner in serving the general public, Congress also 

passed legislation that increased transparency and equal access to 

information in the Freedom of Information Act of 1966 (FOIA) (Section 

552, paragraph (a)(1)(D)). This Act (FOIA) required government agencies to 

“make available to the public information,” that could be used by the general 

public (FOIA, Pub. Law 90-23). The FOIA legislation further expanded the 

idea that the public shall have equal access to information, and that laws 
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apply to everyone equally. This legislation promoted access to information, 

gave the public the right to information, and the ability to demand it. The 

FOIA was intended for accountability purposes. The FOIA legislation 

strengthened the transparency that state agencies owed the public. In turn, 

the public was expected to hold government agencies accountable. That 

being stated, the future standard setter, the FASB (which was in 

development at this time under the Trueblood Committee’s sister group, the 

Wheat Committee) would resemble a quasi-governmental organization. This 

concept of “information to one is information to all” was accepted by most 

of the hearings participants. This concept of equality in information access 

had been introduced with the SEC Act of 1934, where there was the intent to 

eliminate information asymmetries. 

 

Managers found the concept of ‘information to all’ particularly appealing, as  

 

“… we are dealing with one audience of outside people and 
whatever we give we should give to all. This audience is investors, 
both potential and actual…” (Representative from management 
accounting organization, AICPA, 1972, p. 1.68) and “… we think 
management has a primary responsibility to its owners, both present 
and prospective…” (Manager, AICPA, SG hearings, 1972, p. 5.46) 

 

Information to all meant that regulated financial reporting did not just serve 

the shareholder, but the potential investor as well. Offering the public 

regulated financial reporting meant that the user was a potential investor. 

Hearings participants would have been familiar with this particular user, as 

accounting academics had pointed to the potential user in A Statement on 

Basic Accounting Theory (ASOBAT), where they wrote that,  

 

“The general need for accounting information on the part of users or 
potential users is indicated in the definition of accounting…” (AAA, 
1966, p. 3) 
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The professional accountant’s organization had earlier claimed that regulated 

financial reporting included the potential investor, where,  

 

“…information designed to serve the common needs of a variety of 
user groups with primary emphasis on the needs of present and 
potential owners and creditors.” (APB, 1970, p. 14)  
 
 

The hearings offered an opportunity to chisel this character into the 

conceptual framework and make the potential user a viable user for financial 

statement user. That managers promoted the potential investor is not 

surprising, as they had an opportunity to increase their financial capital. 

Managers capitalized (no pun intended) on the court’s judgment and the 

FOIA’s purpose of providing financial statements to serve the public.  

 

“Management has a public responsibility to the investing public as 
well as a fiduciary responsibility to its shareholders.” 
(Representative from management organization, AICPA, SG 
hearings, 1972, p. 4.49) 

 and,  

 “…management constantly has its eye on the marketplace, 
populated by the prospective investor…” (ibid.) 

 

This manager argued that reporting should serve a potential investor for 

increased capital, while claiming that management had a responsibility to the 

public. The accounting firm, Ernst & Ernst had submitted a paper to the 

hearings where they echoed the manager’s reasons for the potential investor 

as user, 

“I don't want to broaden that out to all possibilities but let's think of 
the potential buying investor and let's compare the existing 
shareholder with the potential shareholder” “When a company lists 
its stock on the it makes it available to the public for good reason, to 
create a market for its shares, creating an opportunity to add to its 
capital…” (Study Group member, AICPA, SG hearings, 1972, p. 
2.102) 
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The argument for a potential investor user rested on the concept of 

responsibility to the public so that all had access to information. Regulated 

financial reporting was no longer for just the existing shareholder for 

stewardship purposes; there now was entire public to serve. The investor was 

being refined on a temporal basis. The mere possibility of a share purchase 

in the future was sufficient.  

 

The potential user could satisfy the demands of regulated financial reporting 

to garner market growth, while permitting economic growth to create a deep 

and liquid market. Further, providing regulated financial reporting for a 

potential investor user, could satisfy the advocate’s demand of financial 

statements for the public to hold management accountable, aiding public 

interest groups in governing the corporation through the market.  

5.5 A divide forms between the SEC and the accounting 
profession  
 
Not everyone agreed that the concept of ‘information to one, is information 

to all’ gave the general public the right to have such a strong voice in 

influencing regulated financial reporting. While the Trueblood hearings 

participants seemed to agree with the inclusivity of the concept of 

‘information to one, is information to all,’ people who were not participating 

in the hearings were not in agreement that regulated financial reporting was 

a public good. Regulated financial reporting was presented Chairman 

Trueblood as a public good, 

 

 “In terms of corporate information, what is a private good and what 
is a public good - ‘good’ in the sense of ‘right to know’” (Chairman 
Trueblood, AICPA, SG hearings, 1972, p. 3.75) 
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The idea of financial reporting as a public good also seemed to be accepted 

amongst the hearings participants. Both the advocates and other hearings 

participants supported the idea that financial statements should serve all 

equally. Contrarily, outside the hearings, there was some dissent with the 

idea that financial statements were a public good. This dissent was evident 

when the SEC Commissioner, A.A. Sommer’s gave a 1974 address, where 

he stated,  

 

“I would suggest that perhaps underlying the Congressional 
commitment to the disclosure philosophy was far more basic 
assumption, one having its roots deep in American history and 
ideology: the belief that the ‘common man’ had an innate wisdom, a 
natural capacity for the absorption of knowledge, an inborn facility 
for sound judgment if only he had the facts. […] It is reflected in our 
commitment to education and the assumption, now perhaps 
discredited, that everyone has the capacity for the fullness of a 
classical education.” (Sommers, 1974, p. 3) 
 

His statement highlights the skepticism in providing equal access to 

information to a possibly financially unknowledgeable public. The 

Commissioner’s skepticism serves to highlight the division between the SEC 

and the accounting profession. Earlier, I argued that there are two vectors 

coproducing regulated financial reporting, a market steward vector and a 

different kind of decision useful information vector. Each of these vectors 

has their supporters, who viewed financial reporting through different lenses. 

These supporters did not appreciate the tandem efforts of the vectors in 

coproducing regulated financial reporting. The government regulatory 

agency, the SEC, along with accounting academics supported market 

growth, liquid markets, and decision useful information for investors. A 

different view was echoed by the judge representing the state and the public 

in the US v. Simon case, and reinforced the SEC Act’s intent to insure a “fair 

and honest market.” The parties supporting these two different perspectives 

began to chafe in the 1960s. The accounting professional, the one who was 
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to deliver coproduced regulated financial reporting, was effectively squeezed 

between these two parties. The problem with these two views is that once 

regulated financial reporting is coproduced, it cannot be separated into its 

two vectors, without resulting in something different than regulated financial 

reporting. According to the coproductive view of the genealogy, any 

attempts to purify the vectors, results in tensions (Koopman, 2013). The 

existence of two separate views of the individual vectors provides 

possibilities for creating conditions that lead to future tensions.  

5.6 Conclusion 
 
The Trueblood hearings allowed diverse groups with an interest in financial 

reporting to define the objective of financial statements. The concept of 

“fair,” particularly within the context of being able to “present fairly” 

financial statements, came to the fore during the hearings. This concern was 

due to the outcome of the US v. Simon case, where two auditors were 

criminally prosecuted for what could be deemed breach of social contract. 

The US v. Simon case and the FOIA legislation emphasized certain 

characteristics of the relationship between the accounting profession, the 

public, and how regulated financial reporting along with the user primacy 

principle support these relationships. The connection between the accounting 

profession and the public was strengthened. I previously noted that when the 

Securities Act of 1934 introduced market regulation, accountants were not 

completely aware of their relationship to the capital market. If the social 

contract between the accountant and the public was not made sufficiently 

evident in the SEC Act of 1934, the state now made it clear with the criminal 

prosecution of two auditors. The outcome of this trial increasingly wedded 

the accounting profession to the public and the user. The problem was that 

the professional accountants produced reporting that complied with 

accounting principles that they chose. Accounting academics had pressed the 
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profession to standardize the previous patchwork of accounting treatments 

into accounting principles. The accounting academics, the SEC, and the 

accounting profession neglected to consider the user’s point of view with 

regards to accounting principles. This meant that the court did not find 

regulated financial statements that “present fairly” a company’s financial 

position to be sufficiently different from the previous insider’s two-tier 

information system. Securities market agents are bound by a kind of social 

contract (Gaa, 1986, p. 437). When regulated financial reporting was 

coproduced, that social contract shifted from directors, officers and dominant 

shareholders to professional accountants. With regulated financial reporting, 

the burden of maintaining market integrity transferred from insiders under 

the two-tier information system to the professional accountants. The 

accounting profession now had an obligation to serve the public as market 

steward and provider of a different kind of decision useful information with 

coproduced regulated financial reporting. By not considering the user’s 

needs, the accounting profession failed to bridge the insider/outsider divide, 

making them seem like one of the insiders. The judge demanded that the 

public’s view be taken into consideration when determining what constituted 

a fair presentation of a company’s financial position. This demand provided 

the condition for the user primacy principle to emerge. The user primacy 

principle became the glue that binds the social contract between the 

professional accountant and the general public.  

 

The US v. Simon judgment introduced the possibility for the user primacy 

principle. The meaning of “present fairly” as the presentation of financial 

statements in conformity with generally accepted accounting principles was 

challenged by the judge representing the US government and the public in 

the legal case. The concepts of “present fairly” (FASB’s US GAAP) and 

“true and fair” (IASB’s IFRS) connote the manner in which financial 

statements present the financial position or the economic substance of a 
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company. I earlier illustrated that there are two aspects to user primacy 

found in current literature. One aspect is that since the objective of financial 

reporting is to provide decision useful information to users, users are 

encouraged to participate in the standard setting process to communicate 

what is useful. The second aspect is that due process procedures must be 

followed to foster an environment that allows users the opportunity to voice 

their opinion. The user primacy principle in an effort to traverse the insider 

and outsider divide, allows the potential user or the general public to 

participate in standard setting, giving the user the power to influence 

generally accepted accounting principles. This leads to the unusual situation 

where users are expected to contribute to the profession’s body of 

knowledge (Hines, 1989).  

 

The user, or in the case of US v. Simon, the general public, has the right to 

determine if accounting principles are capable of providing a fair 

presentation. I illustrate how the user primacy principle weds the accounting 

profession to the user in a social contract, as well as grants the user the right 

to ascertain whether regulated financial reporting fairly presents a 

company’s underlying economic substance. It is when the user “generally 

accepts” accounting principles, that regulated financial reporting fairly 

presents a company’s economic position. Coproduced regulated financial 

reporting was further strengthened, where both vectors of ensuring market 

stewardship and providing a kind of decision useful information work 

together. Regulated financial reporting must provide information for making 

decisions from both an investing and a social perspective, according to the 

outcome of the US v. Simon judgment, the advocate’s position, and the 

FOIA.  

 

The FOIA and the advocates at the hearings attempted to place a 

responsibility on the public beyond buying shares, growing the capital 
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market, and increasing market liquidity. Advocates and legislation pressed 

for an informed, socially- conscious public, which in turn shaped the 

conceptualization of the user. The user becomes a potential user, one who is 

expected to use regulated financial reporting in making socially informed 

decisions about both investing and consumer activism. While this premise 

has the possibility to open into a discussion about corporate social 

responsibility, for purposes of my study, I use this argument regarding the 

user’s responsibility as a way to demonstrate that the user at this point was 

considered a potential investor, rather than a current investor. That the user 

is a potential one rather than a current one, highlights the point that the 

accounting profession is not just a steward of investor’s assets, but of the 

capital market itself.  

 

An interesting point is the different responses to the idea of inclusivity, 

where the public should have the same access to information. The Trueblood 

Study Group, an offshoot of the professional accountant’s organization, 

seemed to be in agreement that regulated financial reporting was a public 

good. However, the SEC’s Commissioner in a later speech did not concur 

with this position. The regulatory body, the SEC, did not consider regulated 

financial reporting to be a public good. This difference in opinion between 

the SEC and the accounting profession regarding whether regulated financial 

statements are a public good, highlights a division between the two and 

illustrates a possible source of tension between capital market actors. This 

friction between the market regulator and the accounting profession will be 

further explored in the next chapter. 

 

Finally, there are several users present at this time. First, are the jurors in 

human form representing the mass “public.” Second, are the potential 

investors, a more abstract user, who may use regulated financial reporting to 

make investment decisions. Third, are the human stakeholders, who the 
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advocates participating in the hearings represent, who also use reporting to 

make decisions, but not necessarily financial decisions. Regulated financial 

reporting is expected to serve all these users with general purpose financial 

statements. Further, user primacy was brought to the fore, giving the user the 

right to contribute to the profession’s body of knowledge. This premise 

introduces a problem for the accounting profession that I will explore in the 

following chapter. 
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6 The power of a marginalized user 

Past failures came to haunt both professional accountants and accounting 

with criticism from many different groups. In a 1970 address to accounting 

students, Briloff considered the profession “’in the trough – as the 

metaphoric conceit,’” and needing to “commit themselves to moving their 

profession along the upward sweep of that conceit” (Briloff, 1970 p. 67). 

The dissatisfaction with the profession was most likely related to the 

profession’s lack of insight as to the changes that were happening with 

regards to financial reporting. The US v. Simon trial resulted in prison 

sentences for two auditors, made the social contract to which professional 

accountants were party to, apparent. The outcome of the US v. Simon case 

forced the accounting profession to understand how accounting had become 

part of the capital market. With a growing sense of awareness, the Trueblood 

Study Group was poised to realize the implications of regulation and a 

growing capital market.  

6.1 Criticisms of the accounting profession 
 
Criticism of the profession came from many corners. These criticisms were 

both aimed at accounting, as well as the profession. At this time it would 

have been difficult to separate standard setting from the profession, as in the 

early 1970s, there was no standard setting body that was completely 

independent from the professional accountant’s organization. The standard 

setter, the Accounting Principles Board (APB) was part of the professional 
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accountant’s organization, the AICPA, and thus was comprised of 

professional accountants.8  

 

The first criticism came from shareholders who sued audit firms that failed 

to act in their interests, in accordance with the logic of agency theory (Watts 

and Zimmerman, 1983). Shoddily conducted audits resulted in shareholder 

lawsuits that went from none prior to the 1960s (Berton, Nov. 1966), to two 

hundred by 1972, as firms “…were facing a hostile climate from investors 

suffering losses” (Markham, 2002, p. 180). An example of this lax attitude is 

evident when shareholders sued Ernst & Ernst for certifying financial 

statements that recorded revenue for oil still in the ground (Metz, 1966). The 

number of allowable accounting methods was many (Zeff, 2003) allowing 

management could cherry pick the method offering the best result.  

 

The second criticism came from the general public. Popular literature like 

the Wall Street Journal proclaimed that “The independent firms that audit 

the books for American businesses are now under unprecedented attack, and 

their image of sober rectitude has already suffered damage that may take 

years to repair” (Berton, 1966). A New York Times piece, “Accounting 

Profession, Vexed by Lawsuits, Weighs Responsibility to Shareholders,” 

quoted a lawyer who believed that accountants “…were afraid to stand up to 

management…” (Metz, 1966). These two criticisms were from investors and 

the public, who were supposed to be served by the SEC Act of 1934.  

 

The third criticism came from the Securities Exchange Commission (SEC), 

and concerned the infighting within the professional accountant’s standard 

setting body, the Accounting Principles Board (APB) (Zeff, 2003). In the 

early 1970s, there was an internal battle amongst the members of the 

                                                        
8 The use of the terms, public accountant and public accounting firm are in reference to those firms staffed by licensed 
Certified Public Accountants (CPA), who perform audits, sign the auditor’s opinion and provide other services (attest, 
tax, consulting).  
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standard setting arm of the professional accountant’s organization, the APB, 

over how to create an accounting treatment for recent deferred tax credit 

legislation. Prior to this disagreement, the SEC would “unofficially review 

and approve” the professional created opinions (Seidler, 1972, p. 89), letting 

the professional accounting organization retain autonomy in producing 

accounting principles. With no agreed upon solution, the Securities 

Exchange Commission (SEC) intervened, undermining the professional 

accountant’s organization standard setting body, the APB’s power to 

determine accounting principles (Allen and McDermott, 1993). The SEC’s 

criticism of the accounting profession, and resultant action, is related to the 

criticisms by the investors and the public. With criticisms from both 

investors and the public in mind, a lack of market confidence could belittle 

efforts to grow the capital market and increase liquidity (Lev, 1988). The 

lack of compromise amongst professionals in the standard setting body 

rendered its authority vulnerable to infringement by the SEC. 

 

The fourth criticism came from financial analysts, who were aware of the 

SEC’s increased reach into standard setting, with one analyst commenting 

that, 

“…it is obvious that action is required now – inaction in the hope 
that accounting problems in financial reporting will go away or not 
be brought up for review will no longer suffice.” (Walter, 1966, p. 
21) 

 

Analysts had problems with accounting, in general. The Financial Analysts 

Journal warned analysts that relying on financial statements was risky. 

“…we have no choice but to rely, with a critical eye, on accounting 
presentations,	but our eyes should be wide open to the conflicts.” 
(Rogers, 1967, p. 32)  
 

Sensitive to the attack, an accountant publishing in the same journal fired 

back with an attack on financial statement analysis. 
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“It may well be that accounting and auditing are not as good as the 
rapidly rising public expectations would wish them to be. (Is 
financial analysis? Is anything?)” (Carey, 1967, p. 37) 

 

Financial analyst’s dissatisfaction with accounting was evident, as they took 

it upon themselves to find solutions to improve accounting by presenting 

articles in professional analyst journals, with titles like “Efforts to Improve 

Accounting” (Pisano, 1966). 

 

The final criticism came from accounting academics. Accounting researchers 

acknowledged that accounting was in a state of “chaos” (Seidler, 1972, p. 

91). Recognizing the problems with the creation of principles, the academic 

organization, the American Association of Accounting (AAA) wrote in the 

1966 A Statement of Basic Accounting Theory (ASOBAT),  

 

“Accounting does not now fulfil all the requirements made of it. 
This is evidenced by…the increasing concern of governmental 
bodies, stock exchanges, and other groups with the adequacy of 
accounting information.” (AAA, 1966, p. 30) 

 
The ASOBAT was designed to introduce a theoretical framework for 

accounting. That an academic organization provided the impetus to create a 

theoretical framework, rather than the accounting profession, demonstrated 

the academic’s frustration with the profession’s apathy towards defining 

accounting principles. Even the term used at that time to define an 

accounting principle, “opinion,” while it implied a professional opinion, it 

also connoted a lack of empowerment on the part of accounting profession. 

A further criticism from accounting academics was that accounting 

professionals were simultaneously practitioners and standard setters. 

Accountants were pressured to create distance between themselves and audit 

clients to create a financial reporting conceptual framework. An accounting 
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researcher demonstrated the accounting profession’s focus on practice at the 

expense of a theoretical framework. 

 

“Remember they are not relegated to an ivory tower; they are, for 
the most part, still part of the vulgar market place of practice and of 
interaction with their partners and clients and colleagues within the 
profession.” (Briloff, 1970, p. 61) 

 
Being “part of the vulgar market place of practice” rather than the “ivory 

tower” of theorizing meant that, at this point in time, the practice of and 

theorization of financial reporting were intertwined.  

 

Following the accounting academic’s attempt to create a financial reporting 

objective, the APB released their own version, the Statement of the 

Accounting Principles Board Number 4 (APB No. 4), which recognized “the 

nature of financial accounting, the environmental forces that influence it” 

and “… set forth the objectives of financial accounting amongst other 

things” (APB, 1970, p. 2). Up until this point, the accounting profession 

seemed unaware of or unwilling to accept their part of the social contract to 

create a fair and honest market for the public interest. The result of the US v. 

Simon case along with public criticism forced the accounting profession to 

accept their capital market role. To mitigate these challenges to financial 

reporting and the profession, the professional organization (the AICPA) 

formed the Trueblood Study Group in 1972 to create a conceptual 

framework in defining the objective of financial statements. The accounting 

profession’s obligation to the social contract was expected to be realized. 

While the accounting profession was encountering problems resulting from 

capital market growth, another profession was benefitting from it. 
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6.2 The analyst  
 
The post Second World War capital market growth brought with it the 

professionalization of the investment analyst. The 1950s and 1960s were 

periods where analysts worked to organize their profession, with increased 

education requirements, barriers to entry, publications, training, and 

lobbying efforts (Sheppard, 1967). The Financial Analysts Federation (FAF) 

developed ethics and standards to guide acceptable analyst behaviour to 

confront “the professional-recognition-and-status issue,” and permit analysts 

to have the same status as that of “accountants, engineers, lawyers, even 

perhaps physicians” (Jacobson, 1997, p. 37).  

 

The analyst’s body of knowledge was different from the professional 

accountant’s. The analyst’s body of knowledge was about decision-making. 

An analyst writing in the Financial Analyst’s Journal lamented that, in 1971, 

financial reporting was inadequate in addressing the decision-making needs 

of investors (Backer, 1971). Analysts considered their role to be analysing 

investing prospects for investors. Thus, the former Chairman of the FAF 

positioned analysts to be at the vanguard of shareholder interests,  

 

“The Financial Analysts Federation is the one national body that has 
earned the right to speak most intelligently and with the greatest 
impact when shareholder interests are involved.” (Walter, 1966, p. 
22) 
 

With this, analysts claimed to be the voice of the shareholder. Claiming they 

were the shareholder representative, meant that analysts viewed themselves 

as the link between the company and the investor. As the voice of the 

shareholder, analysts would rely on financial reporting, and the user primacy 

principle would grant them input into standard setting. Analysts expect to be 

consulted regarding the development of accounting principles, 
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“No one expects the FAF or its committee to be a rubber stamp, but 
if the FAF disagrees it is quite important that our disagreement and 
the reasons therefor[e] be made known to the accountants as early as 
possible” (Bingham, 1965, p. 14). 

 

If analysts believed they had the right to influence accounting principles, 

then they viewed themselves as the de facto financial statement user, since 

user primacy allows the user a voice in constructing accounting principles. If 

the analyst was the financial statement user, then accountants had to consider 

and accept the analyst’s views on accounting principles. That the analysts 

crowned themselves the user, sans the blessing of the accounting 

professionals, was problematic for the accounting profession.  

 

The APB determined in the previously released, Statement No. 4, that the 

objective of financial reporting was reflected in the user. 

 

“The basic purpose of financial accounting and financial statements 
is to provide quantitative financial information about a business 
enterprise that is useful to statement users, particularly owners and 
creditors, in making economic decisions.” (APB, 1970, p. 32, §73) 

 

Developing the financial statement objective meant considering who needed 

“reliable financial information about economic resources and obligations.” 

The accounting profession in this previous objective of financial reporting, 

found the objective to be providing information solely for making economic 

decisions. However, the accounting profession was more aware of their 

obligations to the public post US v. Simon, as well as the risks posed by the 

rise of the financial analyst as a profession. If analysts made themselves the 

shareholder representative, then they would be the de facto user of financial 

reporting, as they would be the link between financial reporting and the 

investor. Representatives from the Financial Analyst’s Federation (FAF), the 

precursor to the CFA Institute, were the first to speak at the Trueblood 
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hearings. Since analysts used financial statements in their practice, they took 

for granted that they were the obvious user. This was evident as they began 

by telling the Study Group what kind of financial reporting9 they wanted the 

accounting profession to produce. Their most pressing complaint was with 

the way earnings were calculated. An analyst argued that “earnings had to 

have a viable economic concept behind them” and the way accountants 

calculate earnings was merely “circular reasoning” (analyst, AICPA, SG 

hearings, 1972, p. 1.16). Further, “…analysts will make adjustments to get 

"actual" earnings…” (analyst, AICPA, SG hearings, 1972, p. 1.13). Analysts 

did not accept the way financial statements reflected earnings. The analyst 

believed the accounting construct, based on recognizing and recording 

contractual benefits and obligations (Power, 2010), obscured economic 

reality. The analyst’s argument against accounting earnings was that it was 

not an objective calculation, meaning it is not based on cash flows. Rather 

analysts found accounting a tool to influence the economy and society. 

Chairman Trueblood of the Study Group asked the analyst, 

 

“I have some difficulty, in your reaching for economic earnings and 
yet saying at the same time you do not think financial accounting 
should be used to adjust or report or influence the economy, as such. 
Is that not somewhat inconsistent, as a position?” (Chairman 
Trueblood, AICPA, SG hearings, 1972, p. 1.16) 
 

The chairman, who was also a professional accountant, believed the 

calculation of economic earnings encountered the same lack of objectivity as 

the accounting calculation of earnings. Neither calculation was neutral or 

objective in its reflection of economic substance. The chairman challenged 

the analyst’s demand that accounting earnings upheld a standard of 

neutrality, when the analyst’s own concept of earnings could not achieve the 

same standard. The analyst responded,   

                                                        
9 I make a distinction here between regulated financial reporting and financial reporting, since the analysts were not 
satisfied with the way regulated financial reporting presented economic events. Therefore, they wished for different 
accounting principles and a different kind of financial reporting. 
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“It seems to me that our point with regard to the use of accounting to 
influence the economy is essentially a political issue. In other words, 
what we are doing in that instance, it seems to us is that we are 
calling "earnings" something other than what they really are 
according to economic terms, in order to make people feel good or 
induce certain political actions. So [sic] I think, fundamentally, we 
do feel that that would mislead investors, that that kind of 
politically-adjusted earnings...” (analyst, AICPA, SG hearings, 1972, 
p. 1.16) 

 

To the analyst, the explanation for why accounting was incapable of 

capturing economic substance, was that the lens the accountants used to 

reflect that reality was smudged with traces of the political. Analysts viewed 

economic earnings void of outside influences, as it was “really” earnings, 

“according to economic terms.” To the analyst, cash was an objective 

measure of reality so that anything other than cash basis accounting must be 

political. The analysts presented their reflection as objective and neutral; 

whereas accounting was political, agenda setting, and a manipulation of the 

truth. The analysts complained that since accounting earnings were not real 

earnings, they would have to perform a “purification of earnings power” 

(Study Group member quoting FAF written statement, AICPA, SG hearings, 

1972, p. 1.17). The idea that accounting needed purification was 

corroborated by the SEC Commissioner in a speech held at an event 

unrelated to the hearings.  

 

“…a fully effective disclosure policy would require the reporting of 
complicated business facts that would have little meaning for the 
average investor. Such disclosures reach average investors through a 
process of filtration in which intermediaries … play a vital role.” 
(Sommer, 19 March 1974, p. 9) 
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The SEC’s view was contra to that of the accounting profession. Further, the 

SEC supported the idea that an intermediary was needed to filter accounting 

for it to be useful for investors.  

 

From the analyst’s point of view, a mediator was necessary to purify 

financial statements so that they reflected economic reality. The analysts 

believed that accounting was not useful for investors, and wished to change 

it. According to the analysts, “…we believe that it's the function of the 

financial analysts, among others, to reinterpret this data for the broad 

investing public” (analyst, AICPA, SG hearings, 1972, p. 1.21). Financial 

reporting should be for “…a somewhat more sophisticated audience…” 

(ibid.), and “…so that in effect I think your real audience for the statements 

are the analysts, portfolio managers, the professional group that we feel we 

represent in the FAF.…” (ibid.). Analysts claimed they should be the 

financial statement user, since they were the right kind of audience, or 

“….an audience, not of accountants, essentially, but of people who 

understand economic and financial matters” (ibid.). Financial analysts 

believed they were the most obvious user of financial statements since they 

alone understood economic matters, and could use this knowledge to filter 

regulated financial reporting into something economic, and therefore 

decision useful for themselves. As the user, analysts sought to change 

accounting into what they considered useful for themselves.  Tensions began 

to foment, as the analyst profession wished for a financial reporting that was 

not the same as regulated financial reporting.  

 

Analysts and the SEC felt that accounting was politicized, and needed 

filtering to reflect economic substance. The analyst could then relay the 

filtered earnings to the shareholder, who the analysts claimed to represent. 

While the analysts took themselves as the user for granted, the Study Group 

did not. Choosing the analyst as user could mean losing the unique essence 
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of accounting principles. Since user primacy gives the user the right to 

define accounting principles, if the analyst was the user, then the user 

primacy principle dictated that the analyst had the right to define accounting 

principles. The analyst wished to change earnings to economic earnings, 

meaning something more economics based. Accounting has an underlying 

contractual nature (Power, 2010), and economic earnings pays no heed to the 

legal contracts underlying the economic transactions. If the analyst was the 

user, they would have the power to change accounting principles into 

something more financial economic-focused. Thus, the accounting 

profession set out to do two things to allay this loss: one; create a conceptual 

framework, a professional body of knowledge, and two; identify an 

alternative user.  

6.3 Two defenses: a conceptual framework and Aunt 
Jane 
 

The Trueblood hearings were a way for the accounting profession to signal 

they were creating a body of knowledge. If financial reporting had a 

conceptual framework, a theoretical basis, it could be shielded from the 

analyst’s critique. If the accounting profession had a formal body of 

knowledge, this would protect their professional boundary. The forming of 

the Trueblood Study Group also provided a way for the profession to 

distance itself from the negativity surrounding the profession’s standard 

setting body, the APB.   

 

“Meanwhile, the Accounting Principles Board continues with its 
ongoing work. You know that our Group is a rather different kind of 
organization. Our work is conceptual, philosophical…” (Chairman 
Trueblood, AICPA, SG hearings, 1972, p. 1.1) 
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Chairman Trueblood claimed the accounting profession’s standard setting 

body was practice based, whereas the profession’s Study Group was 

theoretical. Regulated financial reporting would now be made firm, formal, 

and resolute; it would be “conceptual, philosophical.” Regulated financial 

reporting as a theory could be decoupled from practice. As Hopwood (1987) 

argues that the construction of a conceptual knowledge can be used as a 

legitimizing tool for the profession, the Study Group’s endeavor to create a 

conceptual framework for financial reporting was a strategic move in 

defending the accounting profession from these outside criticisms. At the 

Hearings, Chairman Trueblood critiqued past attempts to create financial 

reporting objectives as lacking a logical method, that they were not 

“conceptually supported…” (Chairman Trueblood, AICPA, SG hearings, 

1972, p. 1.5). The accounting profession struggled to transition from 

financial reporting used internally to external regulated reporting, and to 

grasp the gravity of their new role in serving the public. Now, they had an 

understanding of the situation, making this effort different. A theoretical 

body of knowledge, the conceptual framework, gave the Study Group an 

opportunity to stabilize regulated financial reporting and the profession. This 

would be the first defense against an encroachment into accounting by the 

financial analysts. The second defense involved finding a different user than 

the analyst. 

 

By 1971, participation in the capital market had grown to thirty million 

Americans (SEC Chairman Casey, 7 Oct. 1971), or fifteen percent of the 

population. These new shareholders were represented by the character, 

“Aunt Jane.” “Aunt Jane” was the saver-cum-investor who did not just own 

shares in a company, but a stake in the economy, as a hearings participant 

described her, 
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“… many people have expressed the view that financial statements 
cannot be directed to the ‘Aunt Janes’ in our country, despite the fact 
that they are shareholders in our economy.” (professional 
accountant, AICPA, SG hearings, 1972, p. 5.18) 
 

 
Although Aunt Jane was the character representing the cadre of 

unsophisticated shareholders, hearings participants also employed other 

characters to represent this group: Aunt Jane (p. 2.86), my mother (p. 2.2), 

my wife (p. 1.22), my daughter (p. 1.60) and the Maori tribesman (p. 1.50). 

Aunt Jane typified the unsophisticated user’s behaviour, like the analyst’s 

wife, who only focused on earnings. 

 

“My wife opens the envelope, turns to the first page and looks and 
sees whether it says earnings were up or down; if they are up, she is 
happy; if they are down, she asks me about it, which is the extent of 
her interest in the matter. I think she might be quite typical of most 
individual stockholders.” (analyst, AICPA, SG hearings, 1972, p. 
1.23) 

 

Aside from the implications of sexism, that the untrained, unsophisticated 

user was portrayed in the feminine is no surprise. Popular media attributed 

the growth in the capital market to women investors. Appearing in a popular 

American woman’s magazine, The Ladies Home Journal, the piece, “The 

Woman with a Little Money to Invest” conflated the “ordinary investor” 

with a woman (Scanlon, 2012). The ordinary investor was characterized as a 

prudent woman in popular media, like the Rome [Georgia] News Tribune’s, 

“There isn’t much left of the old cartoonist’s image of the typical 

stockholder. Remember him? Top hat, morning coat, big cigar…” (Rome 

News Tribune, 15 April 1973). Investors now were “not readily 

indistinguishable from the rest of the population,” as they were now 

representative of the population (ibid.). This view of the investing public 

gave the hearings participants the language in which to discuss the untrained 
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user. The character, Aunt Jane, embodied: the burgeoning thirty million 

shareholders participating in the capital market, the saver-cum- investor 

from the post war period, the general public for whom regulation was 

enacted, and the public the US v. Simon case made germane to the 

professional accountant. This was the user that had a social contract with the 

accounting profession.  

 

However, the regulatory body, the SEC, did not support preparing financial 

statements for an untrained user.  

 

 “[The Commission] recognizes the rather fundamental fact that 
investors come in …varieties. Some are astute as Warren 
Buffett…others are as naïve as the legendary Aunt Jane in Dubuque, 
Iowa…” (SEC Commissioner Sommer, 19 March 1974, p. 3) 

 
The SEC Commissioner claimed that untrained users were naïve. He further 

claimed that as the enforcer of a stable market, he did not believe that 

reading about the corporations one was invested in, was a sufficiently 

‘ordinary’ activity on par with reading smut magazines. An ordinary 

investor, like Aunt Jane, would need someone to read statements for them, 

 

“This is the world that the Securities and Exchange Commission, 
Congressionally designated enforcer of broad standards of 
disclosure, determiner of what should be disclosed and how it should 
be disclosed and how it should be disseminated, confronts… a world 
in which annual reports compete with television, Playboy (and now 
Playgirl) and a multitude of other human activities and endeavours 
for the attention of investors” (ibid.). 

 

Some professional accountants at the hearings agreed with the sentiments of 

the SEC in that financial statements would be too sophisticated for an 

unsophisticated user. 

 
“…no attempt should be made to achieve this objective but that 
general purpose financial statements should be so designed that the 
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trained financial analyst or investment advisor has sufficient 
information to properly advise the untrained user. We can easily 
picture the confusion of a Maori tribesman suddenly confronted with 
a population concentration of cities like New York. We believe that 
the untrained user is faced with a similar ‘cultural shock…’” 
(professional accountant, AICPA, SG hearings, 1972, p. 1.49)  
 

While the SEC had earlier persuaded the public to invest, now they deemed 

understanding investing to be beyond the public’s understanding. 

Conceptually, regulated financial reporting was too culturally distant from 

Aunt Jane. The SEC and some accountants argued that accounting was 

inaccessible without an analyst to filter it. Analysts argued that financial 

statements were not something that the ordinary public could understand. 

Ultimately, the analyst’s and SEC’s critique was that regulated financial 

statements failed to reflect economic reality from a financial perspective. 

While the professional accountant’s organization, the AICPA, had 

commissioned the Trueblood Study Group to define the objective of 

financial reporting, the accounting professionals worked to press for Aunt 

Jane, the character representative of the untrained user, as the user. This 

would allow them to fortify regulated financial reporting with a conceptual 

framework. Creating a theoretical-based regulated financial reporting could 

have been a perilous move on the part of the accounting profession. 

6.4 A conceptual framework has its perils   
 

As I posited earlier, regulated financial reporting was the result of the 

coproduction of a market steward vector and a kind of decision useful 

vector, which integrated regulation into accounting. The accounting 

professional resided in the world of figures that reflected contractual benefits 

and obligations to be realized in the future. Emphasizing the profession’s 

technical role and constructing a conceptual framework could be seen as a 
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way to create professional boundaries (Hines, 1989; Wilmott, 1986). 

However, in the case of regulated financial reporting, constructing a 

conceptual gate to deter trespassers created problems that may not be present 

in other professions, due to the social contract the accounting profession has 

with the public. While augmenting regulated financial reporting with the 

conceptual sought to make it impenetrable to intruders, it could also be 

argued that it was impenetrable to anyone, including those who the user 

primacy principle was to serve. The conceptual could be inaccessible to 

Aunt Jane, where financial statements could not “…serve as an adequate 

means of communication with the untrained user” (professional accountant, 

AICPA, SG hearings, 1972, p. 1.49). Making regulated financial reporting 

more conceptual had the potential to make it less accessible to an untrained 

user. Analysts presented regulated financial statements as not only 

unsuitable for investors like Aunt Jane, but also as incompatible with human 

endeavors. Jacobson (1997, p. 43) writes in his history of the analyst,  

“Moreover, analysts with ‘status’ … could expect to command 
greater attention from the management of a firm and, with it, win the 
chance to improve the quality of their information about its 
condition and prospects.” “Business, like the analysis of business, 
was after all a human enterprise. Numbers measured, but people 
told.”  

 

One peculiarity with the accounting profession, other than user primacy 

(Hines, 1989), is that the practicing accountant communicates with the user 

via documents. The analyst, in comparison to the accountant, did not prepare 

and audit documents, the analyst “told.” Analysts argued that it was they 

who liaised with humans, like managers and investors. Numbers may 

represent the economic, but numbers do not speak. The analyst’s status 

allowed access to management in order to retrieve the real economy, rather 

than a numerical reflection of it. The analyst purported that their attention 

from management produced better quality information than regulated 

financial reporting. An analyst wrote in the Financial Analyst’s Journal that 
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analysts were humans, implying they had human relationships with their 

clients, “An analyst is a human being, and enjoys seeing his ideas put into 

action…” (Herman and Sefanda, 1973, p. 27). 

 

The analyst was to purify regulated financial reporting into something 

understandable to humans, like those who Aunt Jane represented. In the 

1940s, accounting academics asked,  

 

“Should a statement of principles be humanized or should it be 
formal, matter-of-fact, and actually cold? Logic is apt to be cold but 
to the seeker of truth and soundness that should not necessarily make 
the result less attractive.” (Newcomer, 1948, p. 11)  

 
Regulated financial reporting could indeed be made less attractive, if it was 

too distant from an untrained user, who lived in a messy, human world. 

Although Aunt Jane had the right to equal access to regulated financial 

reporting, due to the SEC Act of 1934 and the Freedom of Information Act 

of 1966, some within the accounting profession and the SEC did not 

consider reporting useful for this user. SEC Commissioner Sommer argued 

for an analyst’s interpretation,  

 

“Some have abandoned the individual quest for investment success 
and have committed their resources to professionals who, hopefully, 
have greater capacity to comprehend this swiftly changing, ever 
more complex, business world and interpret it meaningfully and in a 
way that leads to profits.” (Sommer, 19 March 1974, p. 3) 

 
One accountant suggested that regulated financial reporting be prefaced with 

warnings that interpretation was necessary, “…I think it would be very 

interesting if the first note in the accounting policy statement said ‘Beware-- 

seek the advice of a trained counselor…’” (professional accountant, AICPA, 

SG hearings, 1972, p. 1.51). The SEC Commissioner agreed with the analyst 

in believing the analyst had superior abilities in interpreting economic 

matters to the untrained user. Yet, what if accounting principles were 
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adjusted so that regulated financial reporting could cross the distance from 

the conceptual to an untrained public?  

6.5 Making financial statements understandable 
 

The two advocates, who were also professional accountants, present at the 

hearings challenged the idea that analysts should interpret financial 

statements. The advocates thought that professional accountants could 

assume the role of interpreter for Aunt Jane. An advocate from Ralph 

Nader’s organization, CARG, stated that making financial statements 

understandable for untrained users was a primary objective of regulated 

financial reporting (advocate, AICPA, SG hearings, 1972, p. 2.6). The other 

advocate from Accountants for the Public pointed out that statements did not 

need an interpretation, “…because, realistically, a financial statement is an 

interpretation of transactions…” (advocate, AICPA, SG hearings, 1972, p. 

2.14). He pointed out that the function of the accountant was to be an 

interpreter (advocate, AICPA, SG hearings, 1972, p. 2.3), advising 

accountants to “…read them [reporting] to your mother. If she doesn't 

understand them, you haven't done a good job” (ibid.). Analyst’s 

interpretation of the accountant’s already existing interpretation should not 

be necessary, if regulated financial statements were understandable to the 

Aunt Janes. Further, the advocate promoted the idea that the accounting 

profession had a responsibility to interpret economic transactions for the 

untrained user (advocate - CARG, AICPA, SG hearings, 1972, p. 2.9). 

 
The advocate from CARG pointed out that what he did and what the analyst 

did were similar.  

“What they [consumer groups] want is information and 
interpretation, and it's amazing how their requests in many ways 
parallel those of the Financial Analysts Federation.” (advocate - 
CARG, AICPA, SG hearings, 1972, p. 2.8) 



149 

 
Understanding that regulated financial statements acted as barrier between 

corporations and the investor rather than a bridge, the advocates urged the 

Study Group to make regulated financial statements understandable to the 

public. This proposition was a provocative idea that infringed into the 

analyst’s professional territory.  

“I think we are all flirting with a particular kind of function, …we 
know that in many ways our financial statements which are used by 
the public… I think we can apply ourselves to making them more 
meaningful, …--of a better interpretation of our financial reports.” 
(advocate - Accounting for the Public, AICPA, SG hearings, 1972, 
p. 2.15)  

 
The hearings participants were flirting with the question of who would 

communicate economic substance to investors: accountants or analysts? If 

regulated financial statements had to be interpreted, filtered, or purified 

before reaching Aunt Jane to be understandable, then perhaps there was a 

problem with regulated financial statements. Study Group members doubted 

that understandable financial statements could even be achieved. How could 

the profession’s practice be interpreted to the untrained user? 

 “…are you suggesting that we can take a complex subject matter 
like accounting, which we say is a profession, and interpret it to our 
constituencies?” (Study Group member, AICPA, SG hearings, 1972, 
p. 2.16) 
 

Both accountants and analysts were vying to perform the same function, to 

interpret a company’s economic events to investors. To satisfy the social 

contract between the accounting profession and the general public, the 

accounting profession had to make regulated financial reporting 

understandable.  

 
I believe that the accounting profession commissioned the hearings to 

reinforce professional autonomy. Ceding the determination of accounting 

principles to the analysts was not an option accountants had planned to 

entertain.  
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“We believe… that this information should be shared with the 
investors, with the owners of the business, … Just to abdicate this to 
somebody else, I think, is foolish. To abdicate it to the FAF…would 
be silly on our part.” (professional accountant, AICPA, SG hearings, 
1972, p. 2.38) 

 
The accountant and the analyst were both contesting to interpret economic 

events; however, the way in which they reflected economic events was 

different. The nascent professional analyst’s skill was purifying regulated 

financial statements to make them more in line with financial economics. 

The advocate argued that regulated financial statements did not need to be 

purified. Regulated financial statements just required being understandable 

to an untrained user. The outcome of the US v. Simon case, where two 

auditors were criminally charged with prison sentences placed emphasis on 

the accountant’s contract with the public. The accounting profession was 

party to a social contract with the public, and the financial analyst was not. 

Accountants had been made a party to a social contract with the public, the 

obligations of which they were just beginning to understand, and now 

financial analysts were poised to potentially reap the rewards of this 

contract. Since analysts were not a party to this contract with the public, they 

did not share in the burden of the contract. Regulated financial reporting was 

coproduced with both a kind of decision useful information and a market 

steward vector; that these two vectors coproduced, had the potential to 

benefit the accounting profession. The analyst’s product was not a 

coproduction of these two vectors. They just provided decision useful 

information rooted in a more financial-friendly cash basis accounting. There 

were no expectations for the financial analyst to provide information access 

to all, nor consider the public’s view of what would constitute a fair 

presentation. All these factors were bound in the accounting profession’s 

coproduced regulated financial reporting.  
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6.6 The accounting profession’s social contract 
 
Since the user primacy principle made the development of the conceptual 

framework vulnerable to outside influences, the accounting profession could 

use the social contract they had with the public, rather than a body of 

knowledge, to guard the profession’s boundaries. Lounsbury (2007, p. 302) 

brings attention to the presence of a trustee logic “embedded in” the mutual 

funds industry, but notes an absence of a discourse surrounding this 

particular logic. This trustee relationship highlighted by Lounsbury (2007), 

is implied by analysts during the Trueblood hearings, when they argue that 

they are the investor’s representative. The problem for the analysts is the 

kind of investor for whom they advocate. Highlighting that the analyst had 

no contract with the general public, the accountants could construct their 

professional boundary with the aid of this contract. An accountant at the 

hearings pointed out a weakness with the financial analyst’s position in 

society.  

  

“I am not so sure that the analyst’s end product is made available to 
the general public; it may have been made available to his 
customers…” (professional accountant, AICPA, SG hearings, 1972, 
p. 2.38)  

 

While the analyst may have interpreted accounting to the untrained users, the 

analyst was not serving all untrained users. The analyst lacked inclusivity 

with their exclusive client. An analyst, who was also a Study Group member, 

admitted that this was indeed a problem for analysts,  

 

“…we leave some extra advantage with the sophisticated financial 
analysts, as compared to other groups, and that is still another part of 
the problem.” (analyst and Study Group member, AICPA, SG 
hearings, 1972, p. 2.98) 
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While the analyst could not claim that they served the public, in the same 

way the accountants could, financial statements based on lofty concepts 

might not be approachable for Aunt Jane. Analysts portrayed the 

accountant’s financial reporting conceptual framework as a place far beyond 

what users like Aunt Jane could understand; however, making financial 

statements understandable could minimize this gulf. This meant changing 

accounting principles to serve the untrained user, but on the accountant’s 

terms, not the analyst’s. The analyst demanded a different reflection of 

economic events than what accounting principles offered. The analyst’s 

arguments were that financial statements should be designed for the analysts, 

as they considered themselves the most obvious user, since they could 

interpret financial statements to investors, knew economic matters, and 

cultivated human relationships. According to the analysts, the public could 

not directly use financial statements because they were not understandable. 

If the Study Group chose to provide regulated financial reporting to the 

analyst, then accountants would be obliged to reflect economic substance in 

a way that was different from existing accounting principles. The analyst; 

however, had an exclusive audience, and could not claim a social contract 

with the public “to insure the maintenance of a fair and honest market” (SEC 

Act of 1934). Analysts were not tasked with a market steward role in 

insuring the integrity of the capital market.  

 

Accounting principles could remain in the hands of the accounting 

profession by choosing Aunt Jane or the untrained user, as the financial 

statement user. The final report the Study Group released at the conclusion 

of the hearings, The Report of the Study Group on the Objectives of 

Financial Statements claimed that, “The basic objective of financial 

statements is to provide information useful for making economic decisions” 

(AIPCA, Study Group Report, 1973, p. 13). The analyst had assumed they 

would be the de facto user, and expressed how they would like accounting 
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principles to change. They did not want the accountant’s earnings 

calculation.  While the Study Group knew the analyst’s desires, as the 

analyst clearly stated their wants at the hearings, the Study Group’s final 

report claimed that “Users’ needs for information, however are not known 

with any degree of certainty.” (ibid.). The financial analysts made their 

dissatisfaction known, and offered an alternative way to calculate earnings, 

but the Study Group’s final report claimed that it could not be ascertained as 

to what the user wanted. How could the Study Group assert they did not 

know what the user wanted when a user at the hearings directly vocalized 

their wishes? Thus, the financial analyst cannot be the intended user of 

regulated financial reporting. In an effort to protect accounting, the Study 

Group chose Aunt Jane, the untrained user as the financial statement user. If 

the Study Group had chosen the analyst as the user, they would have had to 

change accounting principles to what the analysts wanted. While the Study 

Group co-opted the language of the analyst in the final report, with a focus 

on decision useful information for “predicting, comparing and evaluating 

cash flows” (ibid., p. 14), they did not ignore Aunt Jane. To serve the 

untrained user, financial statements would have to be made understandable. 

Accounting principles changed ‘just enough’ to provide more accessible 

financial statements to the untrained user. The Study Group constructed a 

bridge between the abstract accounting principles to connect to the untrained 

user.   

6.7 The accounting profession’s bridge: fair value 
accounting  
 
To maintain accounting and the accounting profession, the Study Group 

chose the untrained user, while changing some aspects of accounting 

principles. I purport that the bridge, that would make accounting principles 

accessible, was the introduction of fair value accounting into accounting 
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principles. My argument is based on how analysts perceived fair value 

accounting at the Trueblood Hearings. The analysts emphatically did not 

want ‘current value accounting.’ A representative of the Federation of 

Financial Analysts, (precursor to the CFA Institute) present at the hearings, 

asserted that analysts did not support a change in accounting for valuation.  

 

“We interviewed a number of securities analysts and found that 
there wasn’t much support for … fair-value accounting.” (analyst, 
AICPA, SG hearings, 1972, 1.20) 
 

The analysts did not want fair value accounting for many reasons: one, it 

reduced comparability (analyst, p. 1.28); two, exit values implied liquidation 

(analyst, p. 1.30); and three, it involved no corresponding cash transaction 

(analyst and Study Group member, p. 1.39, p. 3.18). The accountant’s 

corresponding argument against the use of fair value accounting was the lack 

of a reliable method in which to determine value, particularly in an illiquid 

market (professional accountants, p. 1.35, p. 2.110). The problem for the 

analysts rested on two issues: one; how to determine fair value and two; the 

analyst’s desire for cash basis accounting. One analyst maintained a lack of 

enthusiasm or “no great ground swell for fair value accounting,” and it was 

only rarely discussed “outside of a few academic circles” (analyst, AICPA, 

SG hearings, 1972, p. 1.30). The analysts affirmed that the only support for 

fair value accounting was from a few accounting researchers.10  

 

The analyst believed that suggested methods of determining of current value 

were not accurate enough to be useful. They were concerned with questions 

of how to value something and which value to use. The analysts had 

problems with the different ways to conceptualize value: whether a “valid” 

value could be found using present value of discounted cash flows (analyst, 

AICPA, SG hearings, 1972, p. 2.109); whether selling price was useful for a 
                                                        
10 These researchers most likely would have been Sorter and Sprouse. These researchers promoted the 
use of current values (Zeff, 2015). 
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going concern (analyst, AICPA, SG hearings, 1972, p. 3.17, p. 3.24); and 

whether replacement value was verifiable (analyst, AICPA, SG hearings, 

1972, p. 3.23). An analyst considered fair values to “mean[s] absolutely 

nothing unless those assets are going to be sold. In most cases, they are not; 

they are going to be used up” (analyst, AICPA, SG hearings, 1972, p. 1.30). 

The common complaint was that current values using selling price were only 

useful when a company liquidated. Analysts also found the value method of 

replacement cost as lacking in “relevance” (analyst, AICPA, SG hearings, 

1972, p. 3.18). Thus, analysts were skeptical that determining current values 

could be achieved. 

 

Second, the analysts wanted a more cash basis view of accounting, and fair 

value accounting provides the opposite, with no cash transactions taking 

place. The analyst who was a Study group member pointed out the lack of 

recognizing cash transactions in fair value accounting.  

 

“I would gather the current value adjustment would state things that 
did not occur as a transaction.” (analyst, AICPA, SG hearings, 1972, 
p. 1.39) 
 

The analyst did not like fair value accounting because it did not solve their 

problem with accounting principles, which was that it was not cash basis 

accounting (analyst, AICPA, SG hearings, 1972, p. 2.58). Fair value 

accounting would take analysts even further away from the economic 

earnings that they desired in financial reporting.   

 

However, the Study Group’s final report determined that financial reporting 

“would furnish information about both historical costs and current values” 

(AICPA, Study Group Report, 1973, p. 35). Further, the valuation methods 

permitted in the final report included methods that the analyst did not find 

relevant, including exit values, current replacement cost, and discounted 
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cash flows (AICPA, Study Group Report, 1973, p. 35). While fair value 

accounting is currently attributed to the influence of financial economics in 

accounting (Power, 2010), in the 1970s, fair value accounting was contested 

and derided by those who worked with financial economics.  

 

Accounting professionals at the hearings argued that fair value accounting 

was useful for “users” (professional accountant, AICPA, 1972, SG hearings, 

p. 1.38). The lone Study Group member who was also an analyst questioned 

this, 

 

“…you have introduced your discussion of current value accounting 
by saying that the most common complaint of users is that they do 
not state current value. We had some indication from at least one 
group of users that – the analysts – that this would not appear to be 
their most common complaint. What kind of users were you thinking 
of…?” (analyst and Study Group member, AICPA, SG hearings, 
1972, p. 1.38) 

 

The accountant answered that those users who requested current value 

accounting were “shareholders, definitely” (professional accountant, AICPA, 

SG hearings, 1972, p. 1.38). Fair value accounting was not for those who 

were financially sophisticated. Fair value was for the untrained user, in 

attempt to make financial statements understandable to this group of users. 

An accounting professional at the hearings argued that current value was 

more understandable for the untrained user. 

 

“We also feel that the value objective is sensible and not really a 
radical one because we believe that this objective is intuitively held 
now by a wide range of users of financial statements…” 
(professional accountant, SG hearings, 1972, p. 3.37) 
 

Arguing that current value is intuitive rather than learned; current values 

would be more understandable to the untrained user. The argument follows 

that current value would be more relevant than historical cost for the 
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untrained user, because it would be intuitively understandable for someone 

without training in economic matters. While the SEC Commissioner argued 

that financial statements were not sufficiently ordinary for the investing 

public, providing fair value accounting was a way to make them more 

ordinary and accessible to the untrained user. Mennicken and Power (2015, 

p. 13/30) note that the IASB considers fair value as exit value, and further 

that exit value “assumes an intention to sell, where this is not the case 

empirically.” The analysts at the Trueblood hearing shunned exit price for 

the reason that it implies liquidation (analyst, AICPA, SG hearings, 1972, p. 

1.30), and does not consider value in use or going concern. In light of the 

liquidation implication, it does not seem reasonable that exit values should 

be used to value assets that will be used in the future. Mennicken and Power 

(p. 13/30) argue that this problem is glossed over by advocates of fair value 

accounting because the advocate’s motivation is the “alignment of financial 

accounting with capital markets, and increasing its relevance for capital 

market investors.” In response to this premise I ask, who is the capital 

market investor? If one considers the investor/user to be an untrained one, it 

becomes reasonable that fair values would be based on exit values, as the 

concept of an exit value would be a simple one for an untrained user to 

grasp. However, a trained user, like the analyst, would be capable of 

understanding the problems with exit value’s simplicity. Thus, the Study 

Group intended for the conceptual framework’s user to be an untrained one. 

I find that the Study Group did not introduce fair value accounting into the 

conceptual framework to make it more “market-facing” (Mennicken and 

Power, 2015, p. 13/30), but to communicate that analysts should not consider 

themselves the de facto user. In what today may be construed as ironic, the 

Study Group introduced a “market-facing” view into financial reporting, to 

impede the ‘financialist’ views on reporting, to protect the underlying 

contractual nature of accounting. By choosing an untrained user, the 
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accounting profession could both honor their contract with the public, whilst 

defending their professional territory from the financial world’s intrusion.  

 
I have illustrated how the preference for current valuation was connected to 

the Study Group’s, commissioned by the professional accountant’s 

organization, choice of an untrained financial statement user. The Study 

Group’s intent was to make accounting understandable to an untrained user 

to protect accounting principles from the onslaught of finance. What today is 

considered the result of the influence of financial economics (Power, 2010), 

was at one time disregarded by those working in the financial profession. 

Paradoxically, fair value accounting was introduced into financial reporting 

not to promote financialization, but rather to thwart it. I find that allowing 

the use of fair value accounting was an attempt to make financial statements 

understandable to the untrained user, and prevent the financial analyst from 

influencing accounting principles and making them more financial.  

6.8 Conclusion 
 

The user primacy principle and the due process procedure (Jorissen, et al., 

2013) followed in standard setting posed a problem for the accounting 

profession during the conceptual framework project. This problem 

eventually led to a choice of financial statement user that has had a lasting 

effect on accounting principles. The accounting profession and accounting 

principles were cast under a skeptical eye by the SEC, financial analysts, 

accounting academics, the public, shareholders, and popular media. Creating 

a conceptual framework is accepted as a part of professionalization (Booth 

and Cocks, 1990; Hines, 1989; Laughlin and Puxty, 1983; Willmott, 1986), 

thus, it would seem like an antidote to protect the accounting profession 

from outside pressures. These pressures on the one hand were from the 
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public and the on other hand, from the financial world: the SEC and 

financial analysts. The strategy of creating a conceptual body of knowledge 

for regulated financial reporting as a method to create boundaries around the 

profession was not feasible for the accounting profession, due to the 

peculiarity of the user primacy principle. This principle, which differentiates 

the accounting profession from other professions (Hines, 1989), expects the 

user to participate in the standard setting process. User primacy placed the 

accounting profession in the awkward position of having to defend 

accounting principles against a user who wanted to drastically alter the 

concept of accounting. While the financial analyst was a viable user, their 

request to change accounting into something conceptually economic was not 

an option for the accounting profession. The Study Group could not change 

the user primacy principle, but they could change the user. Further, user 

primacy allowed the financial analyst to argue that the financial reporting 

conceptual framework made regulated financial statements too theoretical, 

and thus not understandable to an untrained audience. 

 

To prevent the financial analyst from making accounting principles too 

financial, the Study Group relied upon the accounting profession’s social 

contract with the public to demarcate their professional territory. The social 

contract that accountants had with the public “to insure a fair and honest 

market” derived from the SEC Act of 1934 (Securities Act of 1934, Pub.L. 

73–291, 48 Stat. 881, §2(1)), and further validated with the US v. Simon 

case, differentiated the accounting profession from the financial analyst’s 

profession. The accounting profession could argue that they had both a legal 

and social duty towards the general public or untrained user. The financial 

analyst did not occupy a similar position. Thus, I posit that the Study Group 

chose the untrained user, embodied in the character, Aunt Jane. Vestiges of 

Aunt Jane remain in current controversial accounting standards today, 

mainly the use of fair value accounting. While user primacy created a 
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problem for the accounting profession, the user within user primacy could be 

conceptualized in a way that would allay this problem. The accounting 

profession’s body of knowledge was not sufficient to protect the accounting 

profession’s territory because of user primacy. What was sufficient was the 

accountant’s social contract. This may explain why the accounting 

profession’s body of knowledge is weak, according to Hines (1989). The 

Trueblood hearings were a defensive tactic by the accounting profession, 

which concluded in the choice of an abstract user like Aunt Jane, who 

represents the public. The profession’s body of knowledge, the conceptual 

framework and accounting principles, were designed for this user, leading to 

the introduction of fair value accounting. 

 

Introducing fair value accounting was a way for the accounting profession to 

satisfy their side of the social contract by making regulated financial 

statements approachable to an untrained user. Rather than the introduction of 

fair value accounting being an intrusion from financial economics, it was a 

way for the accounting profession to keep the encroachment of the financial 

world into accounting at bay.  

 

During the conceptual framework project, the financial statement users are 

both a human analyst and an abstraction, Aunt Jane. Both the analyst and 

Aunt Jane as users attempt to represent shareholders. The former overtly, by 

claiming that they were the shareholder representative, and the latter as a 

constructed representation of the public. The problem with human users is 

that user primacy grants them a voice and the ability to demand certain 

accounting principles. Durocher and Gendron (2011, p. 253) write that, “it is 

perplexing to observe the docile reaction of sophisticated users who could 

have been expected to challenge the proponents of international 

harmonization for their failure to fill out their promises.” Perhaps, the 

sophisticated users find the effort to participate not worth their time, since 
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their requests were not validated during the conceptual framework project, 

where they could have had a great impact. Sophisticated user’s docility 

could be an effect of having been silenced in the past. 
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7 Conclusion 

I began this study of the financial statement user with a vignette about a 

young prisoner, the peculiar user found in the Report of the Study Group on 

the Objectives of Financial Statements (AICPA, Study Group Report, 1973, 

p. 17), and a claim that I would reveal multiple users embedded in 

legislation, court cases, the conceptual framework, and accounting 

principles. All of these “people” have something in common, or rather lack 

something in common. What they lacked is access to information. Prior to 

regulated financial reporting, these would have been the people who invested 

in the capital market based on the two-tier information provided by market 

insiders. The only information they would have had was share price 

increases and decreases. In my study of the financial statement user, I have 

illustrated how the multiple users obscured in financial reporting, like the 

saver-cum-investor, the potential user, Aunt Jane, and the untrained user 

represent the public, and whose vestiges have impacted accounting 

principles and regulated financial reporting, particularly in regards to fair 

value accounting. Young (2006, p. 591) writes, “Users existed as an abstract 

type or kind rather than as flesh and blood decision-makers. The complexity 

of readers could thereby be reduced to the rational decision simplicity of 

normative models.” Unlike Young’s (2006) premise that the user is an 

abstract one, I have shown in my study that users are not just constructed 

based on the rational economic decision maker; they are also a construction 

based on humans who have the potential to suffer losses, when at the mercy 

of a system that privileges insiders. The implications of a construct based on 

a human with human needs will be discussed below. 
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7.1 The current understanding of the user primacy 
principle 

 

Studying the financial statement user requires an understanding of the user 

primacy principle (Camfferman and Zeff, 2007; Durocher, et al., 2007; 

Durocher and Fortin, 2010; Georgiou, 2010; Harding and McKinnon, 1997; 

Young, 2006), as it is this principle that fulfills financial reporting’s decision 

useful objective. I earlier highlighted that current literature regarding the 

user primacy principle shows that the principle has two aspects. The first 

aspect is that the user today is expected to participate in standard setting for 

the purpose of determining what is decision useful for the investor 

(Camfferman and Zeff, 2007; Durocher, et al., 2007; Durocher and Fortin, 

2010; Durocher and Gendron, 2011; Georgiou, 2010). The second aspect is 

to satisfy the demands of due process procedures (Jorissen, et al., 2013). 

Both aspects are achieved when the user participates in standard setting, thus 

fulfilling the decision useful objective of financial statements. When one 

considers the user primacy principle in relation to the accounting profession, 

a strange quirk is revealed. Hines (1989) draws attention to the unique 

situation with regard to the accounting profession’s body of knowledge, in 

comparison to the body of knowledge used by other professions. User 

primacy, when requiring investors to participate in standard setting, gives 

them the opportunity to influence the profession’s body of knowledge. Hines 

(1989) notes that the user’s ability to influence the profession’s body of 

knowledge is unique to the accounting profession. 

 

Current research has also shown that the user primacy principle has not 

functioned as intended. While users are expected to participate in standard 

setting, literature demonstrates that human users, such as financial analysts, 

fail to participate in the standard setting process (Durocher, et al., 2007; 

Durocher and Fortin, 2010; Durocher and Gendron, 2011). Young (2006) 
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posits that this is due to the user being an abstract user based on use. Further, 

Durocher and Gendron (2011) consider the investor or user to be rendered 

docile. Current literature studies user primacy by examining user 

participation or unpacking the concept. Since my aim was to explore the 

presence of multiple financial statement users, and how they have influenced 

the accounting profession and accounting, I conducting an historical inquiry 

that examined the relationship between the user and the accounting 

profession. Further, I studied the relationship between the decision useful 

objective of financial statements and the accounting profession. My study 

intended to answer the question: 

 

How did financial statement users develop, and how did their development 

influence the accounting profession, in light of the user primacy principle? 

 

To answer this question, I demonstrated that the conceptualization of a user 

was an integral part of bringing regulated financial reporting to fruition, thus 

fulfilling the legislative mandate in the SEC Act of 1934. I showed how 

financial reporting transformed into the regulated financial reporting used 

today. I further illustrated how the SEC Act of 1934 in tandem with the US 

v. Simon case and FOIA legislation, solidified a contractual relationship 

between the user and the accounting profession. This relationship is made 

manifest in the user primacy principle, and further attempts to give the user 

the power to decide what is generally accepted for accounting principles. 

This power, granted by the state in the form of legislation and a court case, 

means that the user has the potential to shape the profession’s body of 

knowledge. This contractual relationship between the user and the profession 

further protects the profession’s territory from encroachment by other 

professions. The user greatly influenced the accounting profession at nearly 

every step in the profession’s journey, and was useful to the profession.  
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Young (2006) argues that an abstract financial statement user was 

constructed based on the idea that all possible readers of financial 

statements, whether they be investors, managers, tax authorities, suppliers, 

etc., would use financial statements for the same purpose; to make economic 

decisions. She offers an account of how decision science migrated from the 

Second World War effort into business schools, and eventually into financial 

reporting as the decision useful reporting objective. She further posits that 

this decision useful objective is what shaped standard setter’s 

conceptualization of the financial statement user as a rational economic 

decision maker. However, I have demonstrated that prior to regulated 

financial reporting, there existed a kind of decision useful information for 

investors. This was the price signalling provided by insiders under moral 

regulation’s two-tier information system (Merino and Neimark, 1982). 

Young (2006) discerns the origins of decision useful information in financial 

statements; however, there was a different kind of decision useful 

information before the decision useful information that is in regulated 

financial reporting today. This was the decision useful information provided 

by price signaling in the two-tier information system under moral regulation, 

and it did not involve accounting. The two-tier kind of decision useful 

information served one purpose, to facilitate capital market investment.  

 

In this study, I have shown that political interests deemed this kind of 

decision useful information insufficient in protecting both the integrity of the 

capital market, as well as the general public who invested in that market. 

This kind of decision useful information, provided by the two-tier 

information system, threatened not only the capital market, but the entire 

economy, the economic and political systems, and social cohesion.  

 

I argue that in order for this particular kind of decision useful 

information (Young, 2006) to be introduced into financial reporting, 
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required intertwining with another vector of practice to make the kind 

of decision useful information present in regulated financial 

statements possible. This additional vector of practice is the market 

steward role that compelled the accounting profession to accept their 

connection to the capital market. Making this claim required me to 

study the integration of regulation into accounting. I posit that 

integration is the point where these two vectors, providing a kind of 

decision useful information and market stewardship, fuse to 

coproduce regulated financial reporting. The integration process came 

to a culmination during the conceptual framework project, where the 

decision useful objective of financial reporting was determined. 

Integration of regulation into accounting resulted in the accounting 

profession developing accounting principles for a particular user, the 

marginalized user.  

 

By viewing user primacy as a relationship between the user and the 

profession, as well as a relationship between the decision useful objective 

and the profession, allowed me to identify different aspects of the principle 

previously unexplored. The relationship the accounting profession had with 

different entities, like the state, other professions, and advocacy 

organizations, shaped the relationship the profession had with the user. It 

was the revelation of this relationship between the accounting profession and 

user that provided a deeper understanding of both the user and the user 

primacy principle. By studying the history of how regulated financial 

statements came into being, in tandem with the development of the 

accounting profession, I could also illustrate how both user primacy and the 

conceptualization of the user developed. I relied upon established ideas 

derived from diverse streams of accounting literature: user primacy, 

financialization, the accounting profession’s body of knowledge, true and 
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fair, the conceptual framework project, financial reporting, and accounting 

history to help understand the problem of the user and thus user primacy, 

with a particular focus on the role of the accounting profession in the 

development of the financial statement user.  

7.2 Taking a different perspective: coproduced 
regulated financial reporting 
 

I used a novel approach to the genealogy, Koopman’s (2013) interpretation 

of the genealogy. By utilizing a genealogical approach that purports to make 

transformations visible, I could locate where and demonstrate how financial 

reporting transformed into regulated financial reporting, when two vectors of 

practice coproduced. This method also provided an explanation as to why 

tensions arose in the development of the conceptual framework. These 

tensions were particularly noticeable during the Trueblood Hearings. The 

purpose of this method is not just to demonstrate that history is contingent 

rather than necessitated, but also how it is contingent. This approach is an 

explanatory one, demonstrating how history is contingent by viewing the 

genealogy as a coproduction of vectors. This approach allowed me to discern 

this transformation. I was able to recognize the transformation from a two-

tier information system, under a kind of moral regulation, to regulated 

financial reporting.  

 

I posit that the regulated financial statements that exist today were 

coproduced by a market steward vector and a kind of decision useful 

information vector. These two vectors seem to transmit or deliver two 

different qualities to financial reporting; however, their purpose is singular 

when it comes to the capital market. The singular purpose is to ensure the 

integrity of the capital market so that it is sustainable. Regulated financial 
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reporting must have both vectors to exist in its current form, as together they 

grant reporting its singular purpose in maintaining a sustainable capital 

market. I illustrate that coproduction of regulated financial reporting made a 

user apparent to the accounting profession, so that regulated financial 

reporting could come to fruition. The objective of financial statements found 

in the professional accountant’s organization’s 1973 Report of the Study 

Group on the Objectives of Financial Statements claimed that the objective 

was “to provide information useful for making economic decisions” 

(AICPA, Study Group Report, 1973, p. 13). This vector of decision useful 

information seems to be dominant. The dominant decision useful vector has 

obscured the market steward vector. Glimpses of the market steward vector 

shine through; however, in the peculiar user found in the same report. This is 

the phrase that Zeff (2015, p. 17) referred to as a “slip,” and Young (2006) 

found to be the privileging of investors and creditors at the expense of 

management. I find this odd user neither a slip nor in reference to advancing 

the interests of investors to the detriment of managers. Rather, I find that this 

odd user is both a subtle reminder that the user is Aunt Jane, but is also a nod 

to the special relationship the accounting profession has with the public, 

rooted in regulated financial reporting’s market steward vector. In order for 

the decision useful objective to exist as a part of regulated financial 

reporting, the market steward vector must also exist as a part of regulated 

financial reporting, since the two vectors coproduce. The objective of 

regulated financial statements is not just to provide decision useful 

information, as this vector of practice cannot be singularly achieved without 

being coproduced along with the market steward vector of regulated 

financial reporting. I believe that the market steward vector that is tied to the 

accounting profession’s social contract with the public remains obscured 

within the very dominant decision useful objective of financial reporting 

found in the Report of the Study Group on the Objectives of Financial 

Statements. Coproduced regulated financial statements intimately tie the 
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accounting professional to the investor/user, since they grant the accounting 

profession the role of steward of not just of investor’s assets, but of the 

capital market itself. The accountant’s market steward role coproduced with 

the role of providing decision useful information to create regulated financial 

statements. Coproduced regulated financial statements emphasize the 

intimate relationship between the user and the accounting professional.  

 

Prior to regulated financial reporting, there were no standardized accounting 

principles, no objective of reporting other than to serve the public interest, 

and no user primacy principle. Standard setters later decreed that the user 

primacy principle was to serve the user’s interests rather than the preparer’s 

(Gaa, 1986). This statement seems to place preparers and users on opposing 

sides, as though there was a conflict between the two that was settled with 

the user primacy principle. This statement could be best understood in light 

of the knowledge that the accounting profession experienced difficulty in 

considering unifying principles for purposes other than insiders use or 

enhancing professional cohesion. While this notion of creating accounting 

principles and producing financial statements to serve the user is ingrained in 

financial reporting today, this was not the case nearly a century ago. 

7.3 A new perspective on user primacy  
 

The accounting profession as party to a social contract that effectively weds 

them to the user, gave them the power to determine the user. This connection 

to the user granted the accounting profession a particular role in choosing the 

user, as they are expected to protect both the investing public and the 

integrity of the capital market. I opine that the Study Group chose the 

untrained user or the abstract Aunt Jane as the financial statement user. I 

identify the untrained user as the peculiar user found in the Report of the 
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Study Group on the Objectives of Financial Statements. I would interpret the 

statement found in the Study Group’s Report differently than Young (2006), 

in light of viewing the user as Aunt Jane. She writes,  

 

“The Study Group also reduced the types of users deemed of interest 
‘to serve primarily those users who have limited authority, ability or 
resources to obtain information…’ (p. 17). Managers and various 
regulatory authorities were thereby pushed into the background as 
investors and creditors were given center stage.” (p. 585) 
 

This statement is interpreted by Young to mean that financial reporting is 

intended to serve users external to the company at the expense of those who 

would have ready access to internal information, like managers. When 

assuming that the user is an untrained one, this statement could rather be 

interpreted as financial statements are not intended for sophisticated users or 

the financial analyst. This statement references the insider/outsider divide 

that the SEC Act of 1934 and regulated financial reporting were intended to 

remedy. 

 

It is the untrained user, the saver-cum-investor, the Aunt Jane, who is 

representative of the angry crowd gathered outside the Pecora Commission’s 

hearings (Pecora, 1939/1973), where insiders were being questioned about 

their investing practices that led to a market crash and economic depression. 

This is the user whose ire at an economic and political system created 

conditions for the coproduction of regulated financial reporting in order for 

the accounting profession to fulfill their role in ensuring the integrity of the 

market.   

 

The relationship between users and the accounting profession is tested in the 

US v. Simon case, when the concept of “present fairly” creates problems for 

the accountants. Hopwood (1990) proposes that the IASB’s concept of “true 

and fair” is a convention of the accounting profession, and is used to protect 
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the profession’s autonomy. While the FASB’s similar concept, “present 

fairly” may also be a convention of the profession in the US, it cannot 

provide protection to their autonomy, since the profession has been made 

party to a social contract with the public. In the case of US v. Simon, the 

concept of “present fairly” created a professional boundary, which rather 

than an advantage to the profession, was a disadvantage. Professional 

autonomy was a disadvantage for the accountants because it separated the 

accountant, the servant, from the public, those whom the accountant was 

expected to serve.  

 

It was not just the accountant’s professionalism that was a problem in the US 

v. Simon case, it was also the accountant’s body of knowledge or generally 

accepted accounting principles. The user primacy principle lies at the heart 

of the US v. Simon case, as it is during this case where I find that the user 

primacy principle materialized. The public, represented by a lay jury were 

asked to assess whether regulated financial reporting’s accounting principles 

were a fair reflection of a business’s economic picture. It is not just the 

decision useful quality of the information that is important, but a fair 

presentation of the underlying substance of the economic event. The judge in 

the case asks the lay jury to assess whether regulated financial statements 

presented fairly the economic substance of the Continental Vending 

Company. The judge questioned the accounting profession’s ability to 

present the substance of economic events similar to when Hopwood (1990) 

writes that the concept of “true and fair” is more concerned with the form 

reporting takes, rather than addressing the problem of reflecting economic 

substance. The FASB’s “present fairly” means compliance to generally 

accepted accounting principles. The point of this case is that it is the public 

who is asked to determine whether generally accepted accounting principles 

are able to reflect economic substance to the their satisfaction. When the 

judge asked the lay jury to make this assessment, he was sending the 
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message to the accounting profession that regulated financial reporting’s 

presentation of a fair reflection of economic substance relies upon the 

investing public deeming it so. When the user or the investing public, the 

saver-cum-investor, or Aunt Jane considers the accounting principles used to 

produce regulated financial reporting acceptable in reflecting economic 

events, then economic events have been sufficiently reflected. I find that 

users are not just expected to participate in standard setting by providing 

what is decision useful for them, but also to establish what constitutes a fair 

representation of a company’s economy. When user primacy encourages the 

public or the user to participate in standard setting, it is granting them the 

position of being one of those who ‘generally accepts’ accounting principles. 

The public or users are given the right to comment on whether they believe 

accounting principles produce financial statements that reflect economic 

substance. The US v. Simon case attempted to solve the form vs. economic 

substance problem Hopwood (1990) discusses. The judge does this by 

preventing professional accountants from hiding behind financial reporting’s 

form in the financial statement presentation and further places the burden of 

determining what is a sufficient reflection of economic substance on the 

user. In this way, the user primacy principle works to fulfill the social 

contract between the accounting profession and the user, diminishing the 

divide between those with insider privilege and the investing public. The 

user primacy principle has purposes other than requiring user participation in 

standard setting to fulfill the decision useful objective. I find that user 

primacy is necessary to fulfill the contract between the accounting 

profession and the public or user, acting as the glue that binds the two 

together.  

 

Due to user primacy, the accounting profession had to consider the 

investor’s or user’s wishes regarding generally accepted accounting 

principles. This tenet of user primacy presented a threatening situation for 
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the accounting profession at the Trueblood hearings, where the financial 

analysts deemed themselves the apparent user. For this reason, I do not find 

the concept of financialization to be useful in explaining the introduction of 

fair value accounting into accounting principles, as proposed by Power 

(2010). I make this claim based on how analysts viewed fair value 

accounting at the Trueblood hearings. I further argued that it was the 

professional accountants who introduced fair value accounting in the 

conceptual framework to serve the untrained user, in an effort to prevent 

analysts from becoming the de facto user. The user primacy principle would 

have given analysts the power to change accounting principles into 

something more financial. This would have changed the underlying 

contractual essence of accounting. This does not mean that there were no 

attempts to influence accounting with financial economics. Financial 

analysts promoting the calculation of economic earnings rather than 

accounting earnings is evidence of attempts to encourage the financialization 

of accounting. There is an obvious division in how both financial reporting 

and the user are viewed by different groups throughout this history of the 

financial statement user. The tensions that develop based on these different 

conceptualizations of the user can be explained by the genealogical approach 

I utilized. Further, these different conceptualizations of the user both impact 

and are impacted by the user primacy principle.  

7.4 A new perspective on financialization 
 

How different groups viewed the financial statement user created obvious 

tensions between professional analysts and professional accountants at the 

Trueblood Hearings. The genealogical approach I employed provides one 

explanation for why these tensions arose. Attempts were made by the SEC 

and the financial analysts to carve financial inroads into accounting. These 
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attempts could be understood as the dominance of the decision useful 

information vector at the expense of the market steward vector, in an effort 

to purify the two vectors, or separate them from each other. According to 

Koopman’s (2013) interpretation of the genealogy, separating the vectors 

would result in something different than the coproduced regulated financial 

statements that exist today. As I previously illustrated, it was the existence of 

a user, the saver-cum-investor that gave the accounting profession the user 

that they needed to understand for whom they were to produce regulated 

financial reporting. The concept of a financial statement user was a key 

ingredient in integrating regulation into accounting. Thus, the user played an 

important role in providing the professional accountants with an 

understanding of their role in the capital market, and helping them to create 

generally accepted accounting principles and regulated financial reporting. 

While the concept of a user played a role in aiding coproduction of regulated 

financial reporting, the concept of a user also had a role in attempting to 

separate the two vectors. Choosing the financial analyst as the user would 

have granted the analyst the ability to purify regulated financial reporting. 

The analyst as user would have tried to separate these vectors, emphasizing 

only the decision useful vector, thus destroying regulated financial reporting, 

where some other form of reporting would exist. I would argue that 

identifying a user was the most important result of the conceptual framework 

project, since the user primacy principle grants the financial statement user a 

power not just over accounting principles and the way reporting is reported, 

but also over the accounting profession.  

 

Hines (1989) writes that the conceptual framework project was failure, since 

it was incapable of producing a formal body of knowledge for the 

accounting profession. I disagree that the conceptual framework project 

failed. It may have failed in producing a conceptual framework, but I do not 

believe that producing a framework was the primary purpose of Trueblood 
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hearings, an important component in the conceptual framework project. The 

Trueblood hearings were about the user, and the user’s relationship with the 

accounting profession. The outcome of the US v. Simon case brought user 

primacy to the fore of the accounting profession, making the user a very 

important component in both the profession’s conceptual body of 

knowledge, as well as their audit practice. Accounting concepts that made it 

into the Report of the Study Group on the Objectives of Financial Statements 

(AICPA, Study Group Report, 1973), like fair value accounting, were 

chosen based the establishment of a particular user. Therefore, I find a large 

part of the conceptual framework project to be primarily about establishing a 

user, with the determination of accounting concepts secondary. Due to the 

user primacy principle, the user is used by financial analysts as a sword, and 

by the accounting profession as a shield in constructing the accountant’s 

body of knowledge. The user primacy principle makes choosing a human 

user a perilous choice. Thus, I have argued that the Study Group chose an 

untrained user to jointly satisfy the accounting profession’s social contract 

with the public, whilst preventing the financial analyst from influencing 

accounting principles. Aunt Jane, the untrained user, was made possible by 

her predecessors, the saver-cum-investor and the potential user. Due to the 

contractual nature of the accounting profession’s relationship with the public 

or the user, the accounting profession during the hearings could both 

empower, and conversely silence the user.  

 

Thus, determining the identity of the user was the most important outcome 

of the Trueblood hearings due to both the user primacy principle, as well as 

the increasing divide between the SEC, financial analysts, along with 

accounting academics and the accounting profession. The SEC and financial 

analysts championed the analyst as the financial statement user, while 

arguing against the untrained user for a myriad of reasons, some reasons 

laced with outright contempt towards the investing public. The accounting 
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academics promoted regulated financial reporting to increase market 

capitalization and increased liquidity. Further, they encouraged accountants 

to create stronger professional boundaries with generally accepted 

accounting principles, with little regard to the investing public that the 

accounting profession was to serve. The SEC, accounting academics, and 

financial analysts promoted the decision useful vector of regulated financial 

reporting for the purpose of growing a deep and liquid capital market while 

impressing upon accountants that they must professionalize with a body of 

knowledge to achieve this end. This body of knowledge is fundamental to 

regulated financial reporting. Attempting to purify one vector from another 

incites tensions and unravels what has been coproduced. Privileging the 

decision useful information vector is done at the expense of the market 

steward vector, where they both coproduced regulated financial reporting. 

The market steward vector coproduces regulated financial reporting to insure 

the market’s integrity, and make it “fair and honest.”  

 

Attempting to purify regulated financial reporting of the market steward 

vector causes tensions between the SEC and financial analysts against the 

professional accountants. The analysts wished to “purify” financial 

reporting, even using these very words; however, focusing on the single 

decision useful vector neglects the accounting profession’s social contract 

with the public. A social contract with the public did not in exist for the 

analysts, thus maintaining regulated financial reporting, coproduced of both 

market steward and decision useful vectors, was not of importance to the 

analysts. The accounting profession had a role in insuring the integrity of the 

capital market by forming generally accepted accounting principles and 

auditing publicly listed companies. This vector works to make the decision 

useful information in the regulated financial reporting amenable and 

accessible to the public. Thus, the general public, as user, was championed 

by the US judicial system in the US v. Simon case and Congress with the 
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SEC Act and FOIA legislation. I argue that the two vectors coproduced 

regulated financial reporting in an effort to both create and maintain not just 

a liquid capital market, but a sustainable capital market. Choosing a trained 

user for the conceptual framework may have placed a sustainable capital 

market in peril. If the Study Group chose the financial analyst as the user, 

there was the potential for the purification of vectors, where not only would 

regulated financial reporting not exist in its current form, but it could also 

have resulted in diminished autonomy for the accounting profession, as well 

as the potential to change the underlying contractual nature of accounting. 

While choosing the abstract Aunt Jane was about protecting the accounting 

profession from the financial world’s intrusion, it was not only for protective 

reasons. I demonstrate that the professional accountant has a special 

relationship to the user, where the two are wedded in a social contract. With 

this relationship in mind, the untrained user becomes the more obvious 

choice for a user.  

 

The accounting profession’s attempt to create professional boundaries by 

creating a body of knowledge (Wilmott, 1986), in this case was not 

sufficient. I illustrate how the accountant’s body of knowledge was not 

enough to protect their territory, due to the user primacy principle. The effect 

of the user primacy principle may explain why the accounting profession’s 

body of knowledge is weak according to Hines (1989), in that the Study 

Group had to choose a user to defend the profession’s body of knowledge. It 

is the untrained user who protected the profession’s boundaries. When an 

abstract user representative of the public (e.g. Aunt Jane) or an abstract user 

representative of an economic model a la Young (2006) is chosen, then the 

profession and possibly standard setters have a stronger chance to defend the 

profession’s body of knowledge.  
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Durocher and Fortin (2010) have previously observed the accounting 

profession’s lack of enthusiasm towards the professional analyst’s input in 

the standard setting process. They conducted a study of standard setter’s 

responsiveness to user input in ensuring standard setter’s legitimacy, with 

particular emphasis on the AcSB (the Canadian Accounting Standards 

Board), who are funded by the professional accountant’s organization, the 

Canadian Institute of Chartered Accountants (CICA). They conclude that 

“users’ input was not proactively sought" (ibid., p. 489), that standard 

setter’s “all but ignored them [venture capitalists]…” (ibid., p. 488), and 

standard setter’s “may have had good reason for failing to respond to the 

CFA Institute’s concerns…”, but they “did not justify its [their] position” (p. 

486). Durocher and Fortin (2010) find standard setters risk their legitimacy 

as well as the integrity of the decision useful objective by ignoring user’s 

needs. They warn that their “study also raises serious concerns about major 

standard-setting projects, such as fair value accounting, that rest on the 

decision-useful paradigm” (ibid., p. 497). I find that the problem is larger 

than standard setter legitimacy. The problem is rooted in the financial 

sphere’s encroachment into accounting territory. I would argue that due to 

the demands of coproduced regulated financial statements, purely focusing 

on decision useful information for the benefit of the ‘financialists,’ like 

analysts and venture capitalists, is not feasible for the accounting profession. 

Too much is at stake, in terms of both the theory and practice of accounting, 

for the accounting profession to entertain thoughts of purifying coproduced 

financial reporting for the finance-minded crowd. The problem is not 

decision useful objective, per se; the problem is the identity of the user. 

 

While divisions surfaced between the SEC along with financial analysts and 

the accounting profession, it is then curious to note that current literature 

highlights the accounting profession’s territorial disputes with the legal 

profession (Hines, 1989,1991; Joyce, 2014; Suddaby and Greenwood, 2005). 
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Disputes with professional analysts, the SEC, or accounting academics are 

not discussed. It is as though finance is considered such an integral part of 

regulated financial reporting, that an intrusion from the financial world is 

considered a moot point. As though finance cannot intrude into its own 

space. My study demonstrates that regulated financial reporting is a space 

unto itself, coproduced of different vectors that do not make the dominance 

of financial economics in accounting principles a foregone conclusion. Prior 

to regulation, accounting was not connected to the capital market or the 

financial world in the way that it is today. Regulated financial reporting is an 

amalgam of the legal world with contractual obligations listed in the balance 

sheet, as well as a social contract with the public and of the financial world 

with decision useful information for investors. Since accounting occupies its 

own particular space between these two worlds, it would be feasible that the 

accounting profession would experience territorial tussles from both the 

legal profession and the financial profession. It cannot be taken for granted 

that regulated financial reporting is fundamentally financial in nature, as it 

also was intended to serve as a form of social cohesion. I agree that 

financialization has encroached into both the social and business world, but 

its encroachment into regulated financial reporting can be potentially 

hampered when the accounting profession protects their unique space, their 

accounting principles with their social contract with the public.  

7.5 The quirky character’s role  
 

I return to that peculiar user or the quirky character hidden in the Report of 

the Study Group on the Objectives of Financial Statements (AICPA, Study 

Group Report, 1973), who at the conclusion of this historical study can be 

identified as the saver-cum-investor, the potential investor, or Aunt Jane. 

Previous research regarding the financial statement user studies how 
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standard setting has failed at implementing user primacy, where research 

finds that the user has not been sufficiently included in the standard setting 

process, and offers explanations as to why this failure may occur. Rather 

than making user primacy the problem, my study makes the user the 

problem. In taking this perspective, I was able to discern a relationship 

between the user and the accounting profession. Previous research does not 

take into account the role of the accounting profession in shaping the 

financial statement user, and the effects that this relationship has on 

accounting principles and financial statements. The marginalized user has 

been used in the past, not just by standard setters as previously noted 

(Young, 2003), but by the accounting profession to rationalize a particular 

accounting method. The marginalized, untrained user provides a more 

compelling rationale than the analyst or the rational economic decision 

maker for the introduction of fair value accounting. While both the human 

analyst and abstract rational economic decision maker, as decision makers, 

give standard setters justification for creating accounting principles that 

allow for the production of decision useful information, these two users 

neglect to uphold the original purpose of the SEC Act of 1934’s regulation, 

which was to insure a fair and honest market.  

 

This thesis sought to highlight users camouflaged in the conceptual 

framework, who are not analysts and the rational economic decision maker. 

The point is that this particular user, the untrained, marginalized one, or 

Aunt Jane, is party to a social contract with the accounting profession. 

Neither the analyst nor the rational economic decision maker is party to this 

social contract with the accounting profession. The analyst and rational 

economic decision maker have different relationships with the accounting 

profession; they are not wedded to the profession with the blessing of the 

state, like Aunt Jane. The accounting profession, at the behest of the state 

and to protect their professional territory, chose to emphasize this quirky 
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character as the user. This social contract is a demanding one that requires 

the accountants provide decision useful information to investors, as well as 

protect the integrity of the market. I have illustrated that this social contract 

has multiple purposes. The accounting profession is expected to provide a 

“fair” presentation of financial information to the public to grow the capital 

market in promoting increased liquidity for pricing, facilitating a smooth and 

active functioning market. This information is also intended to increase 

capital investment so that enterprise may grow, enabling a strong economy. 

Financial statements were not just intended for investing purposes, as 

advocacy groups used them to hold corporations accountable, garnering 

greater transparency and social involvement. Finally, and most important, is 

that the accountant must provide regulated financial statements to bridge the 

previously fraught insider and outsider divide, to ensure social cohesion and 

inclusivity. All of these purposes are intended to sustain market integrity to 

stay potential economic chaos and social unrest. Further, the US v. Simon 

case illustrates that this relationship between the accounting profession and 

the public is not a filial one, but is intended to be one of equals, where both 

parties to the contract have obligations that must be fulfilled. The concept of 

the accounting profession’s role in sustaining market integrity, which was 

the point of regulation, is absent when discussing analysts or the rational 

economic decision maker.  

 

In the Report of the Study Group on the Objectives of Financial Statements 

(AICPA, Study Group Report, 1973), this user is defined by what they lack. 

This user lacks access to information, and is compensated for this lack by the 

regulated financial reporting furnished by the professional accountant. 

However, due to the unique nature of the user primacy principle and the 

accounting profession’s social contract with the user, this user is not 

completely lacking. This peculiar user possesses a particular power. As I 

have demonstrated in my historical study, she has aided in easing political 
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unrest, quieting potential battles, winning battles, imprisoning traitors, and 

protecting territories. She is not just a “slip” (Zeff, 2015, p. 17), nor “based 

on a normative model” (Young, 2006, p. 591), she is more like the patron 

saint of the capital market. It is this user who gives impetus for maintaining a 

sustainable capital market and with that, economic and political stability. 

Whoever recognizes the potential power of this peculiar user, and allies with 

her, will wield much power. 
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Sammanfattning 

 
Mycket stor del av forskningen inom redovisning antyder att det finns någon 
som använder externrapportering vid investeringsbeslut och antar att denne 
användare är finansanalytiker, investment bankir, portföljförvaltare eller en 
rationell ekonomisk beslutfattare. Dock tar dessa antaganden inte hänsyn till 
alla potentiella investerare, speciellt de som traditionellt sett inte har haft 
tillgång till information eller teknisk kunskap eller förmåga. Emellertid, det 
finns en annan användare av finansiell externrapportering som saknar till-
gång till information och som i korthet, nästan kamouflerad, uppträder dold i 
den konceptuella ramen avseende extern redovisning. 
 
Denna avhandling utforskar möjligheten till existensen av denna andre an-
vändare av extern rapportering som är olik den vanlige analytikern eller den 
rationelle ekonomiske beslutsfattaren vilka är tagna för givet. Genom att 
göra en historisk granskning av de ursprungliga original dokumenten (från 
konceptuella ramverken) vilka har reglerat tillkomsten och utveckling av 
extern redovisning och rapportering samt även parallellt granskat utveckl-
ingen av redovisnings- och revisionsyrket tar denna avhandling fram de till-
fällen där extern rapportering har förändrats och även tillåtit en annorlunda 
konceptualisering av användaren till extern finansiell information. 
 
Denna studie av användaren av extern rapportering bygger på genealogi som 
tillåter ett tillvägagångssätt att man kan följa två spår eller flera vilka sam-
verkar. I detta fall dels beaktandet hur saklig användbar extern rapportering 
har påverkat beslut och dels professionen redovisningsman/revisor genom 
utvecklingen av reglerad extern redovisning och användaren av extern rap-
portering. 
 
I processen att utreda denna andre användare av extern redovisning och rap-
portering avslöjar denna avhandling hur viktig användaren verkligen är för 
redovisning och dess utformning. Alltså, denna avhandling bidrar inte bara 
till studier rörande användare och dennes principiella företräden utan även 
professionen inom redovisning och revision, konceptuella regelverk och 
redovisningsprinciper. Denna andre användare, eller denne knäppe person, 
som är dold i den konceptuella stommen av regelverk, har påverkat redovis-
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ningsprofessionen, redovisningsprinciper, begrepp inom redovisning och 
rapportering, den finansiella marknaden och en del kontroversiella redovis-
ningsprinciper vi använder idag. 
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