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Abstract

This thesis studies the rise of non-financial and future-oriented narratives in the
regulatory framework for financial reporting standard-setting and legislation in the
UK in the 1990s. The questioning of financial reporting numbers that surfaced in

these debates is called here a “mistrust in numbers”.

To study the moments when a ‘trust in numbers’ is destabilised through these
debates, the thesis focuses on three interrelated processes of financial reporting
change. First, the thesis addresses the ways in which accounting sought to expand
into new territory — territory in which the emergence of a category of non-financial
and future-oriented accounting became closely linked to a rethinking of the
concepts of how to govern British companies in the last two decades of the 20®
century. Second, the thesis analyses how the expansion of accounting standard-
setting beyond a focus on the financial statements in the early 1990s was made
possible by the interplay of a number of ideas — some complementary, others
competing — about the technical, professional, and intemational role of the British
Accounting Standards Board. Third, the thesis analyses the agenda-setting process
for the British Company Law Review between 1998 and 2002. It outlines how,
through this reform process, a realignment between law, accounting, and “the State”
was sought, one that mediated and structured at the same time modes of economic

governance pertaining to both “the State” and “the market”.

This thesis concludes that the calls in the UK for supplementing financial
statements with non-financial and future-oriented reporting elements constitute a
significant rethinking of the roles of accounting and regulation in organising
economic life. This rethinking entails, it is suggested, a move away from an
emphasis on the neutrality and objectivity which has typically been associated with
accounting numbers, and towards one aspiring to provide “transparency” based on

an underlying economic reality.
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Chapter 1

FINANCIAL REPORTING BEYOND THE NUMBERS

“I think the OFR is going to be THE document that should be really
looked at, because the [financial] accounts will only be the
appendices to it.”

(Standard-setter F)

1 Expansions of financial reporting frameworks

Narrative non-financial and future-oriented reports have increasingly been
elaborated as an integral part of the financial reporting framework, both in the UK
and internationally. They are expected to give visibility to a broad range of
economic activities and relations — much broader than those contained in the
financial statements. In these reports, company directors are supposed to present an
evaluation of the performance and the prospects the business. This is supposed to
include reporting on the objectives of the business and the strategies for
successfully achieving them — given the resources available, and the principal risks
and uncertainties facing the company. From the perspective of report-users,
additional non-financial and future-oriented statements in the annual report of
companies are seen as a means of interpreting the current and future operating
performance and financial position of companies in increasingly complex and

dynamic economic environments.

This research analyses the events that made financial reporting “beyond the
numbers” possible. It focuses on the rise of regulatory frameworks for non-financial
and future-oriented reporting in accounting standard-setting and regulation in the
UK in the 1990s. Britain has been leading the regulatory developments in this area
for almost two decades. The British Accounting Standards Board (ASB) was the
first national standard-setter which launched a project for standardising the
voluntary presentation of non-financial and future-oriented management

commentary in the annual report of companies. The Statement: Operating and



Financial Review was published in 1993." The UK was also the first jurisdiction to
pick up ideas of non-financial and future-oriented accounting as subject for
statutory regulation. A mandatory Operating and Financial Review (OFR) was
proposed during the British Company Law Review (CLR) launched in March 1998
by the Department of Trade and Industry (DTI). In 2005, a legal requirement for
directors of British listed companies to prepare a mandatory OFR as part of the
annual report was introduced.? Although the OFR Regulations 2005 were repealed
after a short political turmoil in the same year (Brown 2005; DTI 2005), section 417
of the New Companies Act 2006 still requires all medium to large British companies

to prepare a conceptually similar “enhanced Business Review”.?

Since the start of the 21% century, similar expansions of the financial reporting
framework into the areas of non-financial and future-oriented reporting have taken
place in other countries, too. The Australian Corporations Act 2001, for example,
introduced a requirement for listed companies to report on strategies and future
prospects. In Canada, the Ontario Securities Commission (OSC) reformed the
existing requirement to produce a Management's Discussion and Analysis of
Financial Condition and Results of Operations (MD&A) in 2004 to discuss and
analyse past corporate performance and future prospects.’ Since 2005, formal
requirements for additional non-financial and future-oriented narrative disclosures
in financial reporting have also been introduced in the European Member States.
They were implemented into national law following the introduction of the
Modernisation Directive (EC 2003a). It introduced a basic Business Review
requirement, including the reporting of financial and non-financial key performance
indicators (KPIs). The Directive also demanded that environmental and employee

matters be covered “to the extent necessary” for an understanding of the current and

! The term “Operating and Financial Review” (OFR) was coined by the ASB in one of the meetings of the Board
in 1991/92 to describe narrative statements in which company directors explained their perception of the
current position and future prospects of the business (Standard-setter D).

2 The Companies Act 1985 (Operating and Financial Review and Directors’ Report etc.) Regulations 2005.

3 The requirement came into force for financial years beginning on or after 1 October 2007 (BERR 2007a). For
the definition of medium sized companies and a concluding definition of large companies, see sections 465 to
" 467 CA 2006.

4 Section 299A Corporations Act 2001.

5 The original Canadian MD&A requirement was introduced in 1989 with the Policy Statement No. 5.10 dnnual
Information Form and Management's Discussion and Analysis of Financial Condition and Results of
Operations. The 2004 revisions are laid out in Canadian Securities Regulators National Instrument 51-102
Continuous Disclosure Obligations.



future performance of the business. ® Most recently, on 23 June 2009, the
International Accounting Standards Board (IASB) published an Exposure Draft:
Management Commentary (IASB 2009) with proposals for a non-mandatory
framework to guide the preparation of additional narrative disclosures on the
underlying financial and non-financial drivers of long-term business performance. It
will provide the first set of international financial reporting guidelines for voluntary

disclosure on non-financial and future-oriented information.’

The regulation of OFR-type reporting, including the enhanced Business review, in
the UK and internationally emphasises the role narrative statements from the point
of view of company directors play in providing the context within which the
information that is provided in the financial statements should be interpreted. The
preparation of OFR-type reports, therefore, significantly extends the range of
reporting issues within the financial reporting framework: The stress on reporting
on the main trends and issues which are likely to affect the future of the business
open up financial reporting to environmental, social, and community
considerations. They also require that wider stakeholder relationships, including
employees, customers, and suppliers, be taken into account and discussed in
financial and quantitative, but also in non-financial and qualitative statements.
Although accounting professionals were already developing alternative
measurement and reporting techniques by the end of the 1970s (Abbott & Monsen
1979), the focus of OFR-type management commentary is different from that of
voluntary frameworks for environmental and social disclosure.® Ideas of “social
accounting”, which originated in the early 1970s, focus on accountability
mechanisms that go beyond representations of corporate activity in economic terms
and, instead, emphasise their ethical and ecological aspects (cf. Gray 2002). In
contrast, calls for additional non-financial and future-oriented statements in

financial reporting stem from a development in the 1980s and the 1990s during

¢ The Directive 2003/51/EC of the European Parliament and of the Council (Modernisation Directive) amended
the 4% (EEC 1978) Council Directive on annual accounts of companies and 7% (EEC 1983) Council Directive
on consolidated accounts.

7'The MC project was added to the active agenda of the IASB in December 2007 (IJASB 2008). The comment
period on the ED will end on 1 March 2010 (IASB 2009).

8 For example, Emnst & Emst, which was then a “big 8” accounting firm, was the first to develop a list of
measurement categories for “social responsibility disclosures” in the UK (Abbott & Monsen 1979). For a
review of professional initiatives in the emerging field of social reporting in the US during the 1970s, see
Ramanathan (1976).
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which notions of social and environmental performance became more closely
linked to ideas of financial reporting and economic performance (Shaw 1990, p.

xxi; Eccles 1991).

However, the recent calls for additional disclosures to supplement the financial
reports in the UK and intemationally are in themselves not new. The provision and
regulation of additional narratives in the annual report has a relatively long history
in the UK and other jurisdictions, such as Germany and the US. Germany already
introduced a mandatory management report (Lageberichf) to explain and comment
on the financial statements of public limited companies in the
Aktienrechts(not)verordnung 1931 (Eierle 2005). And directors of UK companies
have published voluntary narrative statements on “the state of the company's
affairs” for more than a century (Lynex 1945; Camfferman & Zeff 2003). The
British legislator introduced regulatory provisions for the preparation of a
“Directors’ Report” in the UK as far back as the Companies Act 1948.° In the US,
the Securities and Exchange Commission (SEC) introduced the requirement for the
presentation of an MD&A in the annual report of US public companies in 1968
(Dieter & Sandefur 1989; Collins et al. 1993; Hiifner 2007). 19 Transnational
regulation at European Union (EU) level also introduced a basic management
commentary requirement for limited liability companies through the 1978 Fourth
European Accounting Directive. This required companies in all Member States to
“[...] include at least a fair review of the development of the company's business

and of its position” in their annual report (EEC 1978, art. 46).

Despite the relatively long history of regulating additional disclosures in the annual
report, the recent debate differs in three ways. First, it no longer focuses only on the
past. Recent proposals for narrative disclosure emphasise the provision of
information on the current potential of the firm to meet its long-term objectives.
Second, it regards the presentation of additional narratives as an integral part of the
financial reporting package rather than a separate form of disclosure. The third and

most striking aspect of the proposals for additional management commentaries in

% Section 157 CA 1948.

19 The US Securities and Exchange Commission (SEC) reformed the framework for “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” in 1980 (SEC 1980). The current framework
emphasises a focus on the financial statements as a whole. The original MD&A (SEC 1968) had been
primarily concerned with a summary analysis of earnings and their components (Dieter & Sandefur 1989).
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financial reporting has been the fundamental questioning of financial reporting
numbers as an issue for governing that has surfaced in many different environments
in the UK as well as internationally. Ideas of non-financial and future-oriented
reporting can be traced back to the emergence of significant doubts about the
neutrality and objectivity of financial reporting numbers as an instrument for
intervening in business enterprises and the economy. The development of new ways
of questioning the role of accounting in govemance is described as a “mistrust in
numbers” in this research. The term is used in this thesis to describe the view that
financial statements alone were not sufficient to convey a picture of the economic
reality of companies to internal and extemal decision-makers in times of
increasingly complex and dynamic business environments. These observations
seem to be contrary to the argLunent that the role of accounting in governance is
founded on a “trust in numbers” (cf. Porter 1995). This idea of a “trust in numbers”
refers to a financial mentality that accords numbers a particular neutrality and
objectivity in the operationalisation of political programmes aimed at governing
social and economic activities in many different domains (cf. Miller 1990; Rose
1991; Robson 1992; Miller 1994a, 2001; Mennicken & Vollmer 2007; Mennicken
et al. 2008). In particular, the idea of translating complex processes of production
and exchange into a “single financial figure” (Miller 1994a, 2001) has been referred
to in explanations of the close ties between accounting and economic decision-
making (Hopwood 1992).!

This thesis explains the problematisations of financial reporting numbers as an issue
for governing and their translation» into regulatory reform projects in the last two
decades of the 20™ century. This is also a study of the conditions which made the
rise of a category of non-financial and future-oriented accounting possible as an
issue for accounting standard-setters and regulators in the UK during the 1990s.
Moreover, what distinguishes this study of the role of accounting in regimes of
governing economic life is the attention paid to the interplay between accounting
and other forms of ordering, such as law. Studies of the role of accounting in
government have so far concentrated on the role of accounting as an element of

decentralised regimes of governing which were somewhat distanced from the

! The discussion of accounting numbers in the “pursuit of objectivity” (cf. Porter 1995) in economic governance
is further elaborated in the final chapter of this thesis.
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administrative apparatus of “the State” (Miller 1990). The mandatory OFR event,
however, suggests to explain the role of accounting in governance in relation to the
moments in which accounting was caught up in the making of centralised forms of

regulation in state-law.

The remainder of this chapter outlines the theoretical, conceptual, and
methodological considerations which underlie the study of the moments in which
financial reporting numbers were problematised as an issue for governing. This is
done in three parts. The next section presents the conceptual implications of studies
of accounting and government that have focused on similar destabilising moments
of accounting change. It introduces the body of literature which provides the
analytical framework for the study of the specific moments of problematising
financial reporting numbers and proposing non-financial and future-oriented
practices as alternative “accounting solutions The concepts that are referred to
include a perspective on accounting as an element of governmentality; ideas of
change as processes of problematising; a notion of arenas and constellations of
accounting change; and the concepts of regulatory space and logics of
appropriateness. The third section that follows addresses the “questions of method”
regarding the collection and analysis of data that result from the conceptual
framework in this research. The section outlines the central role of the study of
discourses in analyses of governance reform. In addition, it gives an overview of the
sources that have provided the primary empirical data for addressing the questions
in this research and outlines the process of the data collection. This chapter ends
with an overview of the issues that are addressed in the remaining four chapters of
this thesis.

2 Destabilising moments

Studies of accounting and governance have proposed that accounting reform is
never complete. This is because new accounting practices, once introduced, seldom
achieve full operationalisation of the programmatic aspirations in the name of
which they were put forward. This results in further problematisations of existing
modes of governing and the perpetual translation of “failures” of accounting into
proposals for the “improvement” of accounting practice (Hopwood 1983b; Miller &
Rose 1990, p. 10; Hoskin & Macve 1994; Young 1995). Correspondingly, this

thesis sees the OFR events as destabilising moments - moments of change in which
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the ideas and practices of governing economic life were contested, adjusted, and

reinvented.

The study of the rise of non-financial and future-oriented reporting in accounting
standard-setting and regulation in the UK in this thesis draws considerably on a
small number of writings that describe similar destabilising moments in which the
roles and purposes of the financial reporting statements as an issue for governing
were called into question. These studies of financial reporting standard-setting and
regulation have drawn on multiple concepts and theories from other areas and
disciplines, such as sociology and political science, and developed new perspectives
on the study of accounting change. For example, they proposed to examine
accounting change at the intersection of the wider accounting and non-accounting
debates that make their distinct and otherwise disparate concerns self-evident in
accounting terms (Burchell et al. 1985; Robson 1991). Furthermore, they suggested
that incremental changes in regulation take place when accounting issues come to
be seen as problematic and lead to calls for improvements to the financial reporting
framework (Young 1994). These studies have also emphasised that what counts as
“right” accounting may differ according to the different programmes of governing
in whose name financial reporting reform is mobilised (Young 1995). Finally,
existing studies of financial reporting standard-setting have proposed that regulatory
reform is driven by concemns with the ability of financial statements to provide input

into the economic decisions of account users (Young 2006).

Interestingly, these studies of accounting regulation have not suggested a general
questioning of financial reporting numbers as a central element in regimes of
governing social and economic life. Their analyses of processes of financial
reporting change do not indicate doubts about an underlying ability of accounting
numbers to provide “facts” (Young 1995). Although the studies by Burchell et al.
(1985) and Robson (1991) are also concerned with the introduction of additional
accounting reports, the “value added event” in the UK in the 1970s, which they
analysed, still attempted to improve financial measures of corporate performance
and wealth creation. This study of the OFR events in the UK, however, suggests
that the proposals for non-financial and future-oriented reporting co-emerged with
problematisations of the roles and purposes of financial reporting numbers as an

issue for governing business enterprises and economic life at large. Accordingly,

14



the accounting change in the OFR events in the UK was not a case of calls for

“better” financial representations, but of calls for different accountings.

The observation of a “mistrust in numbers”, therefore, opens up a new set of
questions in the study of accounting change. First, how do “new” categories of non-
financial and future-oriented accounting emerge? Second, how do they become an
issue for regulatory reform in accounting standard-setting and legislation? And,
finally, how does this change existing views on the interrelations between
accounting and wider ideas of governing businesses and economic life? To address
these questions, this research focuses on the particular moments in which
accounting numbers have been problematised and non-financial and future-oriented
“solutions” were proposed. In doing so, the analysis draws upon a set of interlinked
literatures which focus on the interrelations of political programmes and the

calculative practices of accounting in the governance of social and economic life.

The remaining paragraphs of this section develop the conceptual approach in this
thesis. They outline the benefits and limits of drawing on studies of accounting as
an element of governmentality and on the analytical constructs of the accounting

constellation, regulatory space, and logics of appropriateness.

2.1 Accounting and government

The calculative practices of accounting have come to be seen as an intrinsic and
constitutive element in the governance of social and economic relations throughout
the 20" century (Miller 2001; Vollmer 2003).'? Studies of accounting and
government generally relate to an intellectual movement of the 1970s which
expressed growing reservations about Marxist accounts of power and conflict
between interest groups and “the State” as the central element in public policy
making (Krasner 1978, p. 6; Skocpol 1985, pp. 4 & 7; Hall 1993)."% As part of this
movement, the social sciences and policy makers increasingly described “the State”

as a heterogeneous actor, that was made up of dispersed social networks, which

12 The works of Weber (1978) already proposed a central role for the monetary practices of “capital accounting”
in the rise of capitalism. Recent writings in the area of economic sociology have emphasised a performativity
of calculating practices in constituting “the economy” (cf. Callon 1998; Mackenzie et al. 2007).

'3 The term “policy” is used in this research in its broadest definition as “the objectives and practices of any
agent in the economic sphere” that “are articulated and made operable through particular calculative
practices” (Miller 1994b, p. 13). “Public policy” in this research will be referred to in a narrower sense as
Governmental policy.
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replaced “realist” perceptions of a relative power-monopoly of regulatory
authorities (Foucault 1976, p. 123)."* From that point of view, “the State” only
indirectly shapes political and social processes while it is at the same time
constituted and influenced by them (cf. Skocpol 1985; Foucault 1991b; Rose &
Miller 1992; Hall 1993; Hunt 1997; Wickham 2006). As Burchell et. al. (1991, p. x)
suggest:

“[G]overnment is not just a power needing to be tamed or an
authority needing to be legitimized. It is an activity and an art which
concerns all and which touches each.”

The departure from Marxist perceptions of “the State” as a “unitary agent” (Hunt
1992) was among other things reflected in an emerging scholarly body of studies of
governmentality (cf. Foucault 1991a). They propose a view of “the State” as a
“mythicized abstraction” (ibid., p. 103) whose powers to govern “the wealth, health
and happiness of populations” (Rose & Miller 1992) are widely dispersed in
“governance networks”. These networks consist of complex and fluid associations
between multiple political entities and practices which rise above a dichotomy
between “State” and “civil-society” (cf. Miller 1990; Miller & Rose 1990; Foucault
1991a; Rose & Miller 1992; Miller & Rose 2008a). Nevertheless, the notion of
“governance” maintains the assumption that the “real” is programmable and “can be
acted upon and improved by authorities” in the name of higher ends (Rose & Miller
1992, p. 183; Miller 2001).15 Accordingly, it has been proposed that:

“As with government, we find a conviction that there exists a
calculable answer to the problems of the enterprise and even of
social life.” (Miller 1994a)

To describe the networks that attempt to act upon social and economic activities,
analyses of governmentality suggest a focus on the historically and spatially specific

rationalities, programmes, and technologies of government. Highly abstracted

! Foucault interpreted the powers that govern behaviour in modern society as widely dispersed “micro-powers”
that align and realign in specific moments (Foucault 1980b, 1981; Hunt 1994, p. 18).

S In this research, the terms “governance” and “government” are used interchangeably to refer to any
mechanism for steering the conduct of others or oneself (Hunt 1997, p. 116; Pierre & Peters 2000, pp. 1-2).
This is consistent with a notion of “regulation” in its widest sense, involving all forms of social control over
the actions of individuals, organisations, or society as a whole (Baldwin et al. 1998a). The term “law” is used
exclusively in relation to public laws. The capitalised term “Government” is used to refer to the group of
persons who hold the principal executive positions in a nation state. In the United Kingdom, they are the
Prime Minister and the Cabinet, including the heads of government departments.

16



political rationalities outline the ways of thinking about who governs what and how
(Miller 1990; Miller & Rose 1990; Gordon 1991; Miller 1991; Rose & Miller
1992). These “principles of government” (Miller 1990) do not necessarily describe
clearly distinguishable historic eras, yet particular vocabularies for describing
authority may be shared over longer periods of time. This has allowed the social
sciences to identify general families of govern-mentalities. For example, the
governing rationales of “liberalism” have been associated with a notion of “the
private”. Ideas of “the welfare state” are based on common aspirations to “the
social”. Contemporary “neo-liberal” and “advanced liberal” regimes of goveming
have been linked to an emphasis on “the market” and “ideas of freedom” as the

structuring themes of government (Miller & Rose 2008b).

On the issue of how these abstract ideas link to the local activities that they seek to
govern, writings in governmentality suggest an analytical focus on the more specific
programmes and technologies that make the practices of government possible
(Miller 1990; Miller & Rose 1990; Rose & Miller 1992; Miller & Rose 2008b).
Programmes of government outline particular strategies, claims, and prescriptions,
such as getting accounting “right” (Young 1995) or “securing” economic
competitiveness within the wider frameworks of political rationalities. They are
closely linked to notions of technologies of government. These refer to the explicit
practices and techniques that are expected to help operationalising abstract ideals at
the level of local processes and activities (Miller 1990; Miller & Rose 1990; Miller
1991).

“[T]echnologies of government seek to translate thought into the
domain of reality, and to establish ‘in the world of persons and
things’ spaces and devices for acting upon those entities of which
they dream and scheme.” (Miller & Rose 1990)

The argument that government is at the same time technical and ideological is
consistent with studies of accounting as a social and institutional practice (cf.
Hopwood 1983b; Hopwood & Miller 1994; Napier 2006). These studies are built
on the idea that accounting is “much more than an isolated technical endeavour” but

“imbued with an ever expanding set of purposes” (Hopwood 1992) that define the
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roles of accounting “in the context in which it operates” (Hopwood 1983b).'® This
links the study of government to the study of accounting. Programmes of governing
“at a distance” (cf. Latour 1987) in widely dispersed governance networks have
placed particular weight on mechanisms of information gathering and devices of
inscription:

“Recording, counting, tabulating, calculating, comparing have

become both the means by which governmental intervention expands
and one of its chief by-products.” (Hunt 1994, p. 27)

The calculative practices of accounting in particular have been ascribed a key role
in rendering the objects of economic government visible and comparable to norms
and standards of social and economic behaviour. By elaborating the calculative
techniques of accounting in terms of a political language of, for instance, “economic
efficiency” (Hopwood 1992), “modemising society” (Miller & Rose 1990), or
“order and commerce” (Miller 1990), accounting practices become a translation
mechanism between highly abstract policy programmes and the activities of
individuals and organisa’cions.17 This means that, on the one hand, accounting
allows the recorded activities to be seen in terms of these abstract notions. On the
other hand, accounting representations create possibilities for direct modes of
monitoring and intervening by others or through indirect modes of self-control and
self-governance (Miller 1990; Miller & Rose 1990; Miller 1991; Miller & Power
1992; Rose & Miller 1992; Miller 1994a; Rose 1999, p. 153; Miller 2001).

Above all, the language of “neoliberalism” has been associated with regimes of
governing that are only loosely connected to modes of formal intervention by the
executives and bureaucracies of national Governments (Miller & Rose 1990, p. 1).'*
Related studies of the relationship between neoliberal modes of economic
management and accounting suggest a conceptual interconnection of accounting
and “the economy” (Miller 1990; Hopwood 1992). The “transformative capacities”

of accounting in regulation, therefore, rest on the idea that processes of information

1 Similarly, Hacking points at the idea that new ways of categorising accounting do not emerge in a social and
historic vacuum (Hacking 1986, p. 233).

1" The emergence of accounting and “the State” as “mutually supportive sets of practices” is not a new
phenomenon in modern capitalist societies but has already been shown for the period of Louis XIV (Miller
1990, p. 332).

18 Power (1994; 1997) bresents a related discussion on the rise of audit in regimes of governing that emphasise
self-regulation, performance standards and accountability (cf. BRTF 1999, 2000).
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gathering, recording, and reporting have the potential to shape decision-making in
the name of more abstract ideas of “efficiency” and “effectiveness” even without
the direct interventions of a governing authority (Miller 1990; Miller & Rose 1990;
Rose 1991; Rose & Miller 1992; Miller & O'Leary 1993; Miller 1998a; Rose 1999,
p. 153). That is, accounting practices are expected to contribute to the
transformation of individuals into economic “decision makers” by translating policy
programmes into presumably neutral indicators of economic performance that
facilitate “rational” decision-making for actors inside and outside the organisation
(Hopwood 1983a; Miller 1990, 2001). In addition, studies of the role of accounting
in neoliberal governance have proposed a de-politicising role for accounting
knowledge (and in a wider sense the formal human sciences) in connecting the local
sites of economic activity to the programmatic ideals of government. Accounting
has been understood as offering a particular form of objectivity that translates the
inherently political interests of authorities into seemingly apolitical “scientific-
technical” terms (Miller & Rose 1990; Rose 1991)." Accordingly, accounting
numbers have been described as a means to “tame” the political power of
authorities. That is, claims to decision making on the basis of accounting
information assign interventions in the activities of individuals and organisations an
aura of acting according to neutral and objective decision models (Rose 1999p.
153).

2.2 Processes of problematising

Studies of governmentality have proposed a particular focus on the situations “in
which governing is called into question” (Dean 1999, p. 27) in order to explain how
new regimes of governing emerge. This shifts the analytical focus from the study of
programmes, technologies, and rationalities that constitute a particular regime of
governing to a study of the processes in which abstract macro-level programmes
and specific micro-level practices become linked and mobilise each other in
processes of governance reform (cf. Miller 1990; Miller & Rose 2008a).
Furthermore, studies of accounting and governance have drawn on the concepts of
translation (cf. Miller 1991; Robson 1991) and problematisation (cf. Miller 1991;
Rose & Miller 1992; Miller 1998a) to analyse accounting change in terms of the

19 For further discussion of the political powers of numbers, see Rose (1991; 1999, p.197) or Hopwood (1992).
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processes in which multiple and diverse “problems” of government begin to be

linked to accounting.

“Frequently, these alleged problems have nothing immediately or
self-evidently to do with accounting. But, with some guidance,
people can often be helped or persuaded to recognize hitherto
unintended connections [...]” (Miller 1998b, p. 607)

Although the related writings on actor-network theory (ANT) in science and
technology studies (STS) have not been explicitly referred to in this research (cf.
Callon 1980; Callon & Law 1982; Latour 1987; Law 1992; Callon 1999; Law
1999), a focus on the moments of translation and problematisation (cf. Callon
1980; Callon 1999) gives a sense about emphasising processes rather than structure

in the interrelations between human and non-human actors (Law 1992).

Accordingly this thesis interprets the emergence of fundamental doubts about ideas
of governing through financial reporting numbers as destabilising moments — points
in time in which “problems” with governing emerged and were translated into calls
for new accounting practices and techniques. This leads this thesis to examine the
multiple events and processes that gave rise to significant doubts about the
neutrality and objectivity of financial reporting representations of the economic
reality of business enterprises. The analysis includes the processes of translation
and problematisation that make the emergence of links between high-level ideas of
governing and non-financial and future-oriented accounting possible. However, a
focus on the destabilising moments of government does not explain how
programmes and technologies of governing emerge in the first place. To address the
question how a category of non-financial and future-oriented reporting and the
problems of government it was supposed to solve emerged during the OFR events,
this study referred to the concept of the accounting constellation as introduced by
Burchell et al. (1985).

2.3 Accounting constellations

Starting from the view that accounting issues are “not simply there” (Young 1994)
but have themselves a history of increasingly being seen as “accounting”, the
concept of the accounting constellation helped to study the rise of new ways of
reasoning and categorising accounting within a programmatic language of

government. The concept is based on the idea that accounting changes within a
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historically and spatially specific interplay of accounting and non-accounting
arenas of discourse which come to express their distinct and otherwise disparate
concerns in accounting terms.”’ Thinking about accounting change in terms of
arenas and constellations directs this study to the multiple events, bodies of
knowledge, institutions, and practices that create possibilities for new ways of
reasoning and categorising the rationales and practices that come to be seen as

“accounting” (Miller & Napier 1993).

“For what we call ‘accounting’ is an entity that has been made up
out of techniques and practices drawn from diverse disciplines and
domains. Accounting changes in both content and form over time,
only ever achieving a temporary stability.” (Miller 1994b)

However, similar to a notion of problematisation in the study of accounting in
regimes of governing, the problem discourses which give rise to new ways of
reasoning and categorising accounting are understood to be “something relatively
rare” (Dean 1999, p. 27).

“[Problematisations] have particular dates and places, and occur at
- particular locales or within specific institutions or organizations.”

(Dean 1999, p. 27)

Accordingly, accounting constellations are understood to emerge largely
haphazardly out of the actions of a number of different actors, who seek different
things when relating their distinct concerns to accounting (Miller 1991). Robson
(1991, p. 552) also calls the arenas “demarcated field[s] of problems”, which may
share an accounting issue as a common point of reference. Accordingly, an
accounting constellation is created when they start linking — intendedly or
unintendedly — the particular “problems” of their own arena to perceived failures of

accounting.’’

The use of the concept of the accounting constellation has three implications for
this research. First, the analytical perspective on the historically specific

constellations of accounting change helps to unravel the multiple events that gave

2 The idea that accounting becomes a shared element in expressing the expectations and ideals of diverse actors,
agencies, or bodies of knowledge is conceptually similar to the idea of “boundary objects” as presented in
science and technology studies (Star & Griesemer 1989).

2! The concept of the accounting constellation is similar to the notion of an accounting complex, in which
accounting becomes part of broader discourses in other bodies of knowledge (Miller 1986).
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rise to a category of non-financial and future-oriented accounting at a specific
moment in the late 1980s. Second, it is consistent with the proposed focus on the
destabilising moments in which accounting and government are problematised.
Ideas of translation and problematisation between the arenas of accounting change
shift the empirical focus from a study of the wider arenas that get linked to the
processes in which a programmatic language of “problematics of government”
reframes certain practices and ideas as “accounting solutions” (Miller 1991; Robson
1991). Third, this focus on the emergence of links between programmes and
technologies in constellations of accounting and non-accounting debates points at
the reflexivity and constitutive capacities of accounting change (cf. Burchell et al.
1980). It allows to study how the emergence of a category of non-financial and
future-oriented accounting created possibilities for reshaping and expanding “the
terms of political debate” (Rose 1999, p. 277).

2.4 Regulatory spaces and logics of appropriateness

The study of change at “the margins of accounting” also means to recognise that
problematisations of accounting may be advanced from within the discipline of
accounting, but also by non-accounting actors from other disciplines, such as
economics or law (Miller 1998a). The concept of regulatory space (cf. Hancher &
Moran 1989b) emphasises more explicitly the multiple actors and ideas that
mobilise a technical language of accounting in attempts to intervene in economic
activities by means of accounting regulation and standard-setting. Similar to the
accounting constellation, the concept of regulatory space stresses the social and
political elements of change. It suggests that the “experience of regulation™ is
framed by the political, legal, and cultural factors that define the scope of issues that
become subject to regulatory debate in a community (Hancher & Moran 1989b;
Scott 2001). The original concept as introduced by Hancher and Moran (1989b)
places particular weight on processes of bargaining between large and powerful
organisations and the interplay of state and non-state actors in regulatory change. In
particular, a strand of socio-legal literature in law and studies in political science
have drawn on regulatory space when analysing power-struggles over the
regulation of social and economic activities (Black 1997; Hall et al. 2000; Scott
2001; Lange 2003; Lodge 2003; Thatcher 2008). Their analyses of the factors that

shape the actors, issues, and power relations in regulatory reform processes have
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been closely aligned with ideas of the embeddedness of change in national cultural,

political, and institutional environments.”

“Expectations about the purpose of regulation, about who are the
legitimate participants and about their relations with each other, are
subject to great variations — across historical time, across nations,
and between different economic sectors in industries.” (Hancher &
Moran 1989a, p. 3-4)

Accounting research has also examined power relations and institutional
environments and the ways in which they play out in regulatory space. For
example, Sikka (2002) referred to the analytical construct of regulatory space to
evaluate the formation of the UK Auditing Practices Board (APB) in the interplay
of power relations among ‘“the State”, the audit industry, and accounting
professionals. Similarly, a study of the formation of the Public Accountant's
Council of Ontario stressed the role of multiple actors and ideas in the construction
of identity for the new regulatory agency in Canada (MacDonald & Richardson
2004). Recent studies of the dynamics of agenda-setting at the IASB have featured
processes of accounting change in fransnational regulatory spaces (cf. Djelic &
Sahlin-Andersson 2006) which an even greater variety of actors may enter and exit
over the term of a regulatory debate (Botzem & Quack 2006).2 In these studies,
disputes over the production of “material traces” for organisational activities in
accounting terms have been attributed to expected social and “economic
consequences” of accounting (cf. Zeff 1978). Control over processes of accounting
regulation allows particular actors to define the standards according to which
organisations are made “calculable”, visible, and held accountable in the name of
abstract programmes of government (Miller & O'Leary 1987; Miller & O'Leary
1994).

This research also draws upon the concept of regulatory space to emphasise the
situational and relational nature of the processes of contest and agreement among a

multiplicity of actors and agencies over the “the proper ends and means of

22 A concept closely related to notions of institutionalised environments and power relations in regulatory space
is that of the organisational field in which “conceptions of control” outline the scope of organisational activity
(cf. Fligstein 1990; Fligstein 2001).

3 A notion of “soft actors” further captures the idea that the identity of the participants in regulatory space is
“always somewhat blurred” (Djelic & Sahlin-Andersson 2006)
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government” (Miller & Rose 1990, p. 5).>* This means that the powers to intervene
in the production of accounts of economic activities are not limited to the regulatory
agencies that are formally responsible for the administration of the processes of
accounting standard-setting and regulation, such as the ASB or the DTI in the UK
(ibid.). This thesis, however, does not explicitly analyse the power relations
between the individual actors in regulatory space. Instead, it aligns the study of
accounting change with a focus on the emergence of links between programmes and
technologies of government in processes of regulatory reform. References to the
concept of regulatory space help to outline the “specific problem space” (Rose &
Miller 1992, p. 182) in which accounting and the sphere of governing connect. This
puts greater weight on the study of ideas rather than particular organisations in
creating possibilities for regulatory reform and the emergence of particular

regulatory “solutions” at specific moments in history.

Not a lot of accounting research has addressed the question of how high-level ideas
of governing make change in financial accounting standard-setting and regulation
possible. Studies of the agenda-setting at the FASB in the US have emphasised the
“uneasy position” of decision making at the FASB within a wider social and
institutional context (Young 1994, 1996). Young (1994) also introduced a notion of
logics of appropriateness (cf. March & Olsen 1989) to explain the actions (and
inactions) of actors within the regulatory space.”” The concept generally replaces
anticipatory and consequential explanations of decision making with a focus on the
roles actors play in a particular social context (ibid., pp. 160-161). For the situation
of agenda-setting, a notion of logics of appropriateness implies that a regulator will
take an issue on its agenda if it meets the expectations about the role and purpose of
the regulator in dealing with a particular “accounting problem” (Young 1994).
Accordingly, self-interested behaviour in regulatory agenda setting is not entirely
obviated, but it will be limited to situations where it is consistent with expectations

of other actors in regulatory space (ibid.).

24 Although not explicitly discussed in this research, ideas from ANT on the linkages between human and non-
human actors and the role they play within an elaborate network (Latour 1986; Callon 1998) might further
help answering the question for the assemblage of actors and issues in events of accounting regulation for
specific situations.

25 For a discussion of logics of appropriateness in organisational action, see, e.g. Czamniawska & Sevén (1996),
or Lounsbury (2007) on the interplay of multiple rationalities in processes of change in organisational fields.
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A small number of accounting studies has employed the concept to study the efforts
of standard-setters in constructing authority for their activities. These studies
observe consistency between the activities of the standard-setter with wider social
and institutional factors in seeking to secure the survival of the organisation (Sikka
2002; Young 2003; MacDonald & Richardson 2004).26 This research interprets
logics of appropriateness as inherently programmatic elements in the construction
of temporary stability and legitimacy of regulatory issues on the agenda of
accounting regulators and standard-setters. In line with the observation that much
accounting change has been driven by ideas of “getting the accounting right” in the
construction of a regulatory mandate for the FASB in the US (Young 1994, 1995,
2003), this research highlights the situational and relational emergence of logics of
appropriateness in the interplay of wider ideas of governing that outline the

different demands that are place on the role and mandate of the regulatory body.

Overall, the analytical approaches that are referred to in this research step beyond
notions of “the micro” and “the macro” in the study of the relations between
accounting, regulation, and wider ideas about the means and ends of seeking to
govern economic life. Furthermore, they emphasise the multiple processes and
encounters between the many actors, issues, and ideas of governing that constitute
the destabilising moments in which accounting, regulation, and the ideas of
governing economic life are put into question. This has further implications for the
collection and analysis of empirical data in this research which will be discussed in

the next section.

3 “Questions of Method”

Studies of accounting and governance do not provide a closed theory or systematic
mode of analysis for the study of changes in accounting regulation. Instead, they
draw on concepts and approaches from many different areas and disciplines, such as
the writings by Michel Foucault, social studies of science, ideas from economic
history, economic sociology, or the sociology of the professions (cf. Miller & Rose

2008a). These approaches share, at most, an interest in discursive processes of

% Their perspective on the ways in which individual and collective frames of reference affect what is perceived
as “rational” in the construction of regulatory problems and solutions is consistent with ideas of bounded
rationality (cf. Simon 1957) and institutional thinking (cf. Douglas 1987). The latter emphasises that
individuals refer to shared expectations and knowledge in individual thinking, which makes it ultimately a
social activity (ibid.).
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problematising, in which the use of a specific language and vocabulary establishes
the issues that “need” governing (Miller & Rose 2008b). The data collection and
analysis in this research draws upon Foucauldian notions of the discursive nature of
govemance and calculation (Foucault 1991c). The “questions of method” (cf.
Foucault 1991d) which are associated with the work of Foucault are generally
interested in the production of power and meaning in the historically specific
language of regulation of conduct (Hall 1997). Foucault (1976, p. 133) describes
discourses (and silence) as the instrument and the outcome of power — in this case
the power to govern — but also as the representation of resistance and opposition in
power relationships. However, as mentioned earlier, this research is less concerned
with analyses of power relations than with the ways a programmatic and
technological vocabulary of governing emerges in the local language of specific
instances of regulatory reform. The work of Foucault provides a general
methodological reference point which focuses this research on the idea that
regulatory change is largely about the operation of thought within social and
political practices (Dean 1999, pp. 17-18). Accordingly, the data collection and
analysis has been guided by references to Foucauldian ideas of eventalisation (cf.
Veyne 1979b; Foucault 1991d), genealogy (cf. Foucault 1980a; Miller & Napier
1993), and the discursive nature of governance and calculation (Hacking 1986;
Foucault 1991c¢). These concepts stress the role of a historically specific language in
constituting the singularity of events. The term genealogy signals the departure

from the search for causalities that has been associated with historical analyses.

“Genealogy, consequently, requires patience and a knowledge of
details and it depends on a vast accumulation of source material.”

(Foucault 1980a, p. 140)

References to a notion of eventalisation meant to trace the multiple branches of
historical developments and unintended encounters that give rise to new practices.
This focus on the singularity of events and their genealogy is, therefore, different
from a historic perspective on the “origins” of practices and ideas as the outcome of
evolutionary processes in response to contextual conditions (Foucault 1980a, p.
140; Miller & Napier 1993). It constantly re-focuses the analysis in this study on the
local processes and interactions that make single events possible (cf. Veyne 1979b).

At the same time, these single events have the potential to change “what
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subsequently counts as being self-evident, universal and necessary.” (Foucault
1991d, p. 76).

3.1 Governance reform as discourse

The view that the destabilising moments of accounting change are largely
constituted by processes of translation and problematisation in which different
accounting and non-accounting arenas begin to express their distinct and otherwise
disparate concermns in accounting terms has further implications for the
methodological approach in this research. It leads this study of the OFR events in
the UK to focus on the discursive processes of constructing financial reporting
practices as “problems” of economic governance and the presentation of non-
financial and future-oriented measurement and reporting as possible accounting
“solutions”. According to the view that “to govern is to act under a certain
description” (Rose 1999, p. 28), language in this research is understood to make
government and regulatory change possible.?” That is, when new categories for
describing the means, objects and objectives of government emerge, they also
create new possibilities for acting and intervening in the conduct of others or
oneself (Hacking 1986; Rose 1999, p. 19). In other words:

“[I]t is through language that governmental fields are composed,
rendered thinkable and manageable.” (Miller & Rose 1990, pp. 6 &

7)
This implies that the study of regulatory discourse is more than an analysis of mere
rhetoric or of neutral reflections on what has been stated elsewhere (Carabine 2001,
p. 275). The vocabulary that is used when developing or reforming regulatory
regimes frames possibilities for action (cf. Hacking 1986) by making the
programmes, technologies, problems and solutions of government intelligible.?®
This suggests that studies of regimes of governing should be undertaken through an
analysis of the ways in which a language of highly abstract political rationalities
frames the “discursive fields” (Rose & Miller 1992, p. 175) for “intelligible

contestation” (Rose 1999, p. 28) about the objects and objectives of government.

27 For further discussion of narratives in social science research, see Czariawska (1997; 2004).

2 For a discussion of framing possibilities for action through language in govemance reform, see, Rose (1999,
pp. 28-30), Miller and Rose (1990), or Rose and Miller (1992).
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“Language here serves as a ‘translation mechanism’ between the
general and the particular, establishing a kind of identity or
mutuality between political rationalities and regulatory aspirations.
[...] as well as establishing the place of certain objects and
problems within the legitimate obligations and power of rulers
[regulators], and enabling them to be formulated programmatically
[...]” (Miller & Rose 1990, pp. 6 & 7)

Although broad families of “govern-mentalities” may be identified in the language
of “liberalism”, “welfare”, or “neoliberalism”, the study of language in this research
is mainly concerned with the vocabularies of government that emerge in relation to
very specific events of regulatory change. This helps to address the question of how
specific networks of reform actors began to see financial reporting numbers as a
“problem” of governance. It also tackles why reform actors simultaneously come to
agree that ideas of non-financial and future-oriented accounting provided a
“solution” at a certain point in time without presupposing any larger or underlying

rationality of change.

Although this research is not a study of actor-networks in the sense of ANT (cf.
Callon 1980; Callon & Law 1982; Latour 1987; Callon 1999), the proposed focus
on the processes of translation helps to think about, firstly, the different forums in
which accounting change may take place and, secondly, raises awareness of the
different actors that may become involved in regulatory change. To unravel the
moments in which a status quo of governing gets problematised, these studies have
focused the analysis of change on the processes in which particular problems move
from one person, place, or arena to another and, thereby, draw in different actors
and ideas around a shared issue. They lead this research to understand that new
ideas and vocabularies of governing may be carried from one place to another by
human an non-human actors, such as academic texts, government publications or
professional magazines (Miller 1991). However, the methodological implications of
ANT would only suggest to “follow” these human and non-human actors and
actants (Law 1992; Latour 2004), but they do not address the role of programmatic
issues in these networks. This research, therefore, takes a wider focus on discursive
representations of political rationalities, programmes, and technologies in the
interactions between discursive fields (cf. Robson 1991). This kind of analysis
becomes possible through the study of the rationalising language of the persons and

documents that come to interact in governance reform spaces at certain moments in
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history. Accordingly, the data collection and analysis in this study focuses on the
articulations of the roles and purposes of financial reporting in relation to wider

programmatic ideas about the governance of economic life.

In addition, each of the conceptual approaches has specific methodological
implications for the study of discourses in this research. Although the vocabularies
of government may be very specific for the relational networks in which they
emerge (Carabine 2001, p. 275), this research suggests that they may point to a
more global re-conceptualisations of accounting and the governance of business
enterprises and economic life. The study assumes that the rise of a category of non-
financial and future-oriented accounting rests upon a vocabulary that attributes it
with a range of wider meanings and political ideals (Hopwood 1983b; Miller 1990;
Miller et al. 1991; Hopwood 1992; Miller & Napier 1993; Miller 1994b). The
analysis of the different elements of policy discourse which intersect in an intended
or unintended manner in a particular accounting constellation helps to unpack the
wider demands in whose name new accounting practices are constructed and
mobilised in governance reform programmes. However, it is important to
understand that the arenas of accounting change are themselves constituted to a
large' extent by forms of reasoning and categorising that cannot clearly be
compartmentalised. Arenas may generally be conceptualised as “bodies of expertise
that depend upon systematised conceptual and discursive schemas” (Miller &
Power 1992). This implies looking for the particular discourses that share common
“concepts, categories, and rhetoric of the discourse” when trying to define the
arenas of accounting change (Robson 1991, p. 552). Similarly, the categorisation of
logics of appropriateness rests on the assumption that ideas about what is
“appropriate” and what is not emerges from the communications among the actors
in a regulatory space. From that point of view, not only the language of the
regulatory agency itself (cf. Young 2003) but also that of other actors in the field
outlines the “appropriateness” of regulatory issues and the role and responsibility of

a regulatory body in dealing with it.

In line with the approach proposed by Robson (1991), the data analysis in this study
starts from tracing the programmatic elaborations of non-financial and future-
oriented accounting as an issue for govermning in the empirical materials.

Accordingly, the data collection and analysis is concemned with the ways in which
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language constructed the historically specific “problem spaces” (Rose & Miller
1992) that establish non-financial and future-oriented accounting as an issue for
regulatory reform by “the State”. The review of the materials follows an iterative
approach. The data is revisited several times to check if certain patterns emerge

from the debates.

However, the interpretation of the accounts of the reform actors within the
conceptual framework of this study poses a particular challenge in this research. Ex
post explanations of regulatory reform tend to represent change as an apolitical,
technical response to otherwise changing conditions of production and exchange in
the search for progress and improvement (Miller 1991; Garsten & Jacobsson 2007);
even though the underlying processes of their construction may “be anything but
technical” (Brunsson & Jacobsson 2000a). References to accounting and disclosure
often seemed instrumental and strongly influenced by normative conceptions about
principal-agent relationships and transactions-costs (cf. Villiers 2006). » The
analysis in this thesis, therefore, remains critical about taking the discursive
rationalisations of events and decisions as representations of an underlying “reality”
(Colebatch 1989; MacDonald & Richardson 2004). It interprets the verbal and
written accounts of the events in this study as part of the distinct vocabulary of a
specific regulatory space which created possibilities for the construction of
“accounting problems” and “solutions”. In order to support and illustrate the
findings and conclusions in this research, the discussions of the empirical materials

in chapters two, three, and four make large use of selected quotes.

3.2 Data sources and collection

Concerning the collection of empirical data, this study understands that the historic-
specific language of problematising accounting in governance becomes visible in
academic, professional, governmental, or inter-governmental texts and publications
(Miller 1991). A “mistrust in numbers” in the problematisations of financial
reporting in existing modes of governing is, therefore, studied on the basis of a wide
range of empirical materials. They include the published and unpublished

documents and other accounts of events that relate to, first, the rise of a category of

% For further discussion of economic accounts of disclosure regulation see also Lefiwich (1980), Beaver (1998),
and Healy & Palepu (2001).
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non-financial and future-oriented accounting in British accounting reform-debates
in the UK from the late-1980s onwards.

A large albeit never complete amount of data has been collected over the term of
this study. The primary data in this research consists of the published and
unpublished documents and reporté that were prepared as part of calls for financial
reforms “beyond the numbers”. Furthermore, this research draws on written and
personal ex-post accounts of key persons who participated in the reform processes.
The documents which were publicly available were either ordered from the
regulatory organisations or accessed through libraries or on the internet. Internal
written documentations of the agenda-setting debates during the CLR were obtained
directly from the DTI (and later the BERR) during several on-site visits in the
summer of 2006 and 2007.%° For a chronological overview of the key reports and
discussion papers that have been reviewed for this study, see appendix 2 in this

thesis. .

In addition, 15 semi-structured research interviews were conducted between
January 2005 and January 2008. The interview partners were selected according to
the degree of their involvement in the relevant accounting reform debates. The
difficulty in drawing from a very small pool of specific people whose schedules
were oftentimes tight meant that the collection of interview data was constrained.
For each interview, a list of open-ended interview questions was prepared in
advance. They covered the personal experience of the interviewee with the events
under scrutiny and asked for their point of view on key events, points of conflict,
and the role of particular ideas, individuals, or organisation in shaping the
regulatory debates. The interviews lasted between 15 and 90 minutes. Eleven
interviews were digitally recorded. Eight were fully and three partly transcribed by
the author. Where recording was not possible, minutes were prepared from memory
and on the basis of detailed notes on the same day of the interview. Copies of six
transcripts have been sent to the respective interviewees. Four returned a revised
version of the transcript by e-mail. For a list of interviewees and further details, see

appendix 3 in this thesis.

30 The DTI was replaced by the Department for Business Enterprise and Regulatory Reform (BERR) in July
2007. Its predecessor until 1970 was the Board of Trade (BERR 2007b). The BERR has been merged into the
new Department for Business, Innovation and Skills (BIS) in June 2009 (BERR 2009).
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The remaining paragraphs of this section summarise the key data sources that have
been used to study the emergence of a category of non-financial and future-oriented
accounting, the voluntary OFR project at the ASB, and the introduction of the
mandatory OFR during the CLR. The structured collection of empirical data was
further broadened by tracing further references from the core materials or as
indicated by interview partners. The author ceased to collect further material and to
conduct further interviews once they failed to provide any more insights into the
British accounting reform debates.*’ In order to remain within the scope of this
thesis, other narrative reporting initiatives which were not directly linked to the

OFR projects in the UK were excluded from the analysis.

The study of the arenas of accounting change in this thesis rests on an in-depth
analysis of policy proposals for accounting reform in the mid 1970s, in the late
1980s, and in the mid 1990s. The data consists inter alia of a series of research
reports and discussion papers that provided some of the key arguments for the
launch of the voluntary OFR project at the ASB and the mandatory OFR project
during the CLR. They were identified by tracing back references from documents
that have been prepared as part of the regulatory reform processes or following the
recommendations of interview partners. The documents that directly preceded the
explicit initiatives for regulating supplementary reporting in a voluntary and later a
mandatory OFR in accounting standard-setting and company law date back to 1988.
The study Making Corporate Reports Valuable (McMonnies 1988) marked a
starting point for the financial reporting reform debates which followed throughout
the 1990s. The review of debates relating to the publication of the discussion paper
The Corporate Report (ASSC 1975) helped to better understand the points of
difference between post 1988 calls for accounting reform and those which preceded
them. To remain within the scope of this thesis, the reviews of secondary sources
are limited to a review of those debates in the general management literature and in
accounting research that directly connect to problematisations of financial reporting

numbers and ideas of non-financial and future-oriented accounting.

The analysis of the agenda-setting process for a voluntary OFR draws on

documents that outlined a role for the ASB in the regulation of non-financial and

31 For a further reflection on the data collection and analysis in this research, see chapter five.
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future-oriented reporting. The policy of the ASB to hold its meetings behind closed
doors (Turley 1992) and the confidential treatment of meeting minutes, however,
limited the data collection to publicly available documents, including the reports
and discussion papers from the Financial Reporting Council (FRC) and the ASB
between 1991 and 1993 (ASB 1991; FRC 1991; ASB 1992, 1993). A hard copy of
102 out of in total 104 responses to the ASB’s invitation for public comment in the
1992 discussion paper was obtained directly from the ASB.*? However, the
somewhat limited insight into the internal work of the ASB constrains a discussion
of the points of conflict and agreement about the macro-ideas of governing within
the internal debates. Therefore, this research interprets the OFR Discussion Paper
(ASB 1992) and the OFR Statement (ASB 1993) as representing the consensus that
had been found between the diverse members of the ASB and other extemal
contributors. The degree to which individual responses were taken into account in
the agenda-setting debates, therefore, remains unclear. The document analysis in
chapter three is complemented by interviews and written communications with the
three key members of the original OFR working group at the ASB. To substantiate
the findings from the primary sources and the ex-post descriptions, the study draws
on additional secondary sources that elaborate the history and context of accounting

regulation in the UK in more detail.

The study of the emergence of the OFR on the agenda of the CLR is based on a
wide range of archival materials that have been produced in the run-up to the CLR
and following its launch. The former set of documents includes the economic policy
proposals from the Labour Party in the run-up to the 1997 General Election (Labour
Party 1997b, 1997a) and ministerial speeches and official documents and press
releases from the DTI. The latter set of documenfs includes among others the
consultation documents published by the DTI (1998b) and the formally independent
Company Law Review Steering Group (CLRSG 1999a, 2000b, 2000a) and the
Final Report to the Government (CLRSG 2001). Other data sources include the
unpublished internal working papers of the DTI and the CLRSG, their meeting
minutes, and supporting documents that have been prepared by the sub-working
groups of the CLRSG or by external parties in commissioned research. They also

include the public responses to the consultation or summary statements thereof.

32 Two letters were missing in the set of documents that could be obtained from the ASB.
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Further insight into the developments under study was gained from short
conversations with key members of the CLRSG and representatives of other
organisations which were closely involved at conferences and workshops.*® In
addition to these, a review was conducted of related publications by members of the
CLRSG prepared during and after their participation in the steering group
(Radcliffe et al. 1998; Kelly & Parkinson 2000; Parkinson 2002; Rickford 2002;
Davies 2003, 2005).

4 Outline of this research

Each of the following chapters focuses on a different aspect of the rise of non-
financial and future-oriented narratives as an issue for accounting standard-setting
and regulation in the UK in moments of a severe questioning of financial reporting

numbers as a problem for governing.

Chapter two on the process of moving accounting into new territory outlines the co-
emergence of non-financial and future-oriented accounting and programmes of
governing business and the economy in the UK in different policy forums since the
late 1980s. The study of the different arenas and constellations of accounting
change illustrates two aspects of the process of reforming accounting and
governance: First, it shows how a “mistrust in numbers” is founded on the
expectation that accounting should and could provide information on “economic
reality” in a managerial context. Second, the discussion in chapter two illustrates
how new ideas about the roles and purposes of accounting in business management
create possibilities for co-designing the problems of government that they seek to

solve at the same time.

Chapters three and four are concerned with the reconfiguring of UK accounting
regulation in regulatory space. Chapter three analyses the process of shifting the
boundaries of accounting standard-setting in which non-financial and future-
oriented reporting emerged as an agénda issue for the ASB in the early-1990s.

Attention to the emergence of logics of appropriateness helps to explain how

 Major conferences and workshops attended in the conduct of this research were the CriticalEYE “OFR
Summit” on 02.11.2005; the ICSA seminar series on non-financial reporting on 26.10.2005 and 06.12.2005;
the IoD seminar “Narrative Reporting — The Future?” on 12.12.2005; the ACCA, Tomorrow’s Company, and
hzglenfem event “The Future of Narrative Reporting” on 28.06.2006; “The Future of Financial Reporting,
BAA/ACCA Seminar” on 12.01.2007; and the ICAEW-FRDG Meeting ‘“Narrative Reporting” on
28.02.2007.
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multiple ideas of governing gave rise to the voluntary OFR as an agenda-issue for
accounting standard-setting. Furthermore, chapter three outlines the indicators for a
general re-positioning of the ASB and accounting standard-setting in relation to
ideas of governing in the name of “the profession”, “the State”, and “the markets”.
Questions of legitimacy and logics of appropriateness are also implicit in the study
of agenda-setting for a mandatory OFR during the British CLR between 1998 and
2001. Chapter four on the process of realigning law, accounting, and “the State”
illustrates the rise of non-financial and future-oriented reporting within a
programme for reforming the international competitiveness of the British economy.
The analysis of the mandatory OFR event helps to address the wider question how
accounting practices connect to “the State”. This provides new insights into the
particular role of law in overcoming a state—market dichotomy in the

conceptualisation of accounting as an element of governance.

Chapter five pulls together the previous themes and summarises the multiple factors
and dimensions of a “mistrust in numbers” in financial reporting change in the UK.
It also includes a short reflection upon the variety of literatures and materials that
provide the conceptual and empirical basis for this research and outlines the benefits
and limits of using an interrelated body of writings on accounting and government
in this thesis. Finally, chapter five develops the conceptual implications of a
“mistrust in numbers” for thinking about accounting, regulation, and the
governance of economic life at large. It proposes that the OFR represents a
significant shift in elaborations of the roles and purposes of accounting in governing
from a focus on neutrality and objectivity in economic governance to a focus on

seeking to reveal the underlying complexity and subjectivity of economic reality.
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Chapter 2

MOVING ACCOUNTING INTO NEW TERRITORY

”The income statements, cash flow, balance sheet, they all show you
the raw economic detail and the OFR will have to now tell you what
it all means - because accounts are getting too complicated, because
the economy is getting complicated.”

(Standard-setter F)

1 “Mistrust in numbers” as an issue for governing in the UK

This chapter traces the factors and events that made it possible for a category of
non-financial and future-oriented accounting to rise and maintain momentum in
British policy reform debates since the late 1980s. The rise and fall of similar
proposals for extending the scope of financial reporting in the 1970s suggests that
non-financial and future-oriented measurement and reporting practices were not
always considered part of accounting. The findings from this chapter support the
view that accounting categories should not be taken for granted in the study of
regulatory reform. They show that widely shared conceptions of the roles and
purposes of accounting in the OFR events emerged as part of a wider
“strategisation”, “marketisation”, and “socialisation” of the language of business
management and governance throughout the 1980s and 1990s. This chapter also
illustrates the multiplicity of voices which were involved in creating momentum for

ideas of non-financial and future-oriented reporting in the period preceding the
launch of the OFR projects at the ASB and the DTT.

1.1 Rise and fall in the 1970s

A questioning of the “neutral” and “objective” nature of financial reporting
numbers has been part of calls for financial reporting reform at least since the
formation of the first British accounting standard setting body in 1970.' The
purpose of the standardisation programmes of the Accounting Standards Steering

! For further discussion of the history of the regulation of accounting practice in the UK, see chapter three.
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Committee (ASSC) was to overcome the use of many alternative approaches to the
measurement and presentation of economic activities and resources in accounting
practice (cf. Stamp & Marley 1970). The possibility to produce accounting numbers
in different ways was formally acknowledged with the publication of the Statement
of Standard Accounting Practice 2: Disclosure of Accounting Policies in 19712
After the publication of SSAP 2, the work of the ASSC continued to focus on:

“[T]he task of narrowing the areas of difference and variety in

accounting practices and establishing objective standards of

financial reporting [...] ” (ASSC 1975, p.7)
The publication of the discussion paper The Corporate Report (ASSC 1975)
marked the starting point for an intended “major review of the users, purposes and
methods of modern financial reporting” by the British accounting institutes (ibid., p.
7). It was prepared by a working party comprising eleven members, including the
chairman and the technical director of the ICAEW, audit firm partners, financial
managers, and one academic — working on behalf of the ASSC over a term of eight
months starting in October 1974. The working party set out to re-examine the
fundamental purposes of financial reports “in the context of existing and probable
future legal and social requirements” (ibid., para. 0.9). The project team recognised
that the published annual reports of UK companies mainly complied with the
minimum legal requirements for the provision of the financial statements (ibid.,
paras. 4.3-4.6). Nevertheless, it concluded that presenting “a rounded picture of
economic activities” (ibid., para. 0.5) required “putting profit into proper

perspective” (ibid., para. 6.7).

“The reporting of profit and loss and balance sheet figures only will
be insufficient to impart a comprehensive picture of economic
activities. Additional information and statements are needed which
will assist the understanding of financial statements and reveal more
Sfully how resources have been utilised.” (ASSC 1975, para. 6.3)

These conclusions marked “quite a radical development” for their time (Rutherford

2007, p. 109). The call for reform was part of a fundamentally new way of looking

2 SSAP?2 was superseded by Financial Reporting Standard (FRS) 18 Accounting Policies in 2000.

3 The discussion paper was produced on behalf the ASSC/ ICAEW in association with the Institute of Chartered
Accountants of Scotland (ICAS), the Institute of Chartered Accountants in Ireland (ICAI), the Association of
Certified Accountants (ACA), the Institute of Cost and Management Accountants (ICMA), and the Chartered
Institute of Public Finance and Accountancy (CIPFA).
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at the roles and purposes of financial reports in terms of their “usefulness”. For
example, the previously dominant concept of “distributable profit” as a measure of
business performance was rejected as the only legitimate indicator of true and fair
view of “economic value” (ASSC 1975, paras. 4.29-4.30; Gilmore & Willmott
1992). * To meet the objective of “usefulness”, the corporate report inter alia
proposed the inclusion of additional statements in the annual report on issues such
as value added, future prospects, corporate objectives, or strategic targets (ASSC
1975, para. 6.5). The discussion paper also encouraged descriptive and interpretive
chairman statements on corporate activities to explain and supplement the

information in the financial statements (ibid., para. 6.54).

Ideas of complementing financial reporting with additional statements also surfaced
in public policy proposals for reforming company law (DTI 1973). The publication
The Future of Company Reports by the Department of Trade (1977a) explicitly
referred to the suggestions from the ASSC when it proposed to introduce a
mandatory value added-statement. However, the law reform proposals never made it
into statute. According to other studies of these debates, this was due to a lack of
parliamentary time before the change of Government in the 1979 general election
(Burchell et al. 1985, p. 110; Woodward 2004; Rutherford 2007).5 In addition, the
inflation crisis of the mid 1970s had shifted momentum in the spheres of
professional and public accounting regulation from a focus on supplementary
financial reports back to increased concerns with financial reporting numbers
(Standard-setter F).® An article in The Accountant’s Magazine considered the issue

as follows:

4 The phrase true and fair was introduced with the Companies Act 1948 in order to focus compliance on the
spirit of the law and not merely the letter. The ways in which true and fair were interpreted seem to have
shifted over time from the unbiased presentation of historic cost to an emphasis on concepts of economic
value (Gilmore & Willmott 1992).

5 For a detailed discussion of the rise and fall of the value added-statement on the additional wealth created by
the company and its employees in the UK, see Burchell et al. (1985).

¢ Other authors interpreted that change of focus as a response to political threats to deprive the accounting
profession of its self-regulatory privileges, if they did not react appropriately to a series of misrepresentations
in public audited accounts (Sikka & Willmott 1995).
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“[A] good case can be made for broadening the scope of the
corporate reporting. There are, however, many problems to be
overcome in the presentation of the current corporate report, and
consequently, there may be an equally strong case for priority being
given to the improvement of the reporting accountant’s present
methods of communication.” (Tweedie 1975)

For another decade or so, reform in British financial reporting standard-setting
remained preoccupied with ideas of “improving” economic representations in
financial reporting numbers. The solutions proposed in these reform debates largely
focused on changing the techniques for recognition and measurement of the
reporting items in the financial statements. Especially the development of metrics
for inflation accounting and profit measurement remained high on the agenda of the
ASC before professional debates in accounting standard-setting turned their

attention again to the context in which financial reporting numbers were produced.”

1.2 Rise and rise since the late 1980s

The first publication that picked up ideas of “improving” financial reporting in the
UK through additional reports explaining and complementing financial statements
was Making Corporate Reports Valuable (McMonnies 1988) by the Research
Committee of the Institute of Chartered Accountants of Scotland (ICAS). The
report, which later became to be regarded as a “milestone” in thinking about
reforming financial reporting (Standard-setter F), was prepared at a time when the
British accounting bodies engaged in a new cycle of discussions on the future of
financial reporting and the role of the accounting profession. It was followed by a
series of profession-led research reports and debates in which ideas of expanding
the scope of financial reporting gained further momentum (ICAEW 1988; ICAS
1988; McMonnies 1988; Amold et al. 1990; Amold et al. 1991b, 1991a).
Eventually, ideas of supplementing the financial statements with additional

reporting elements translated into regulatory reform projects at the British

7 Similar debates took place internationally, too. For example, the Canadian Institute of Chartered Accountants
(CICA) engaged in a debate on the “future evolution” of corporate reporting at the beginning of the 1980s.
The Stamp Report called for supplementary information in corporate reports to amplify the financial
information provided in the financial statements (Stamp 1980). In the US, proposals for the disclosure of non-
financial key performance indicators were published in the 1994 report Improving Business Reporting — A
Customer Focus: Meeting the Information Needs of Investors and Creditor by the “Special Committee on
Financial Reporting” of the American Institute of Certified Public Accountants (AICPA 1994).
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Accounting Standards Board (ASB) and during the British Company Law Review
(CLR).

Failure to attract wide-ranging support for the proposals in The Corporate Report
was retrospectively interpreted to be the result of a “too academic” approach that
departed “too radically” from perceived commercial reality (Standard-setter E). The
suggestions to rethink the scope of financial reporting were also explicitly criticised
for being driven by only a small group of individuals with little empirical
foundation or research into existing reporting practice (ICAS 1976b; Stamp 1985).
Although some companies in the UK had started to publish additional voluntary
reports, such as value added statements (Burchell et al. 1985) or operational reviews
including indicators of future prospects (Gifford-Gifford 1976), the wider
accounting community remained sceptical about an expansion of corporate financial
reporting beyond the financial statements (Tweedie 1975; ICAS 1976a; Tiemey
1976). Even the ICAS, which would become one of the strongest supporters of
additional management commentaries a decade later, was not convinced by the

proposals from The Corporate Report:

“The Committee would caution the accountancy profession against
attempting to be the arbiter of what corporate reports should
contain other than in matters directly relating to financial
reporting.” (ICAS 1976a)

It seems The Corporate Report was ahead of its time. It anticipated a perspective on
the role of business in society and ideas about managerial “best practice” that
needed further evolution through history before it was more widely agreed in the
later governance reform debates. The proposals for measuring and reporting
“economic performance” in non-financial and future-oriented terms in the 1988
study Making Corporate Reports Valuable gained acceptance much more quickly
among accounting practitioners. They were welcomed for their “more technical”
accounting language and “better” alignment with “economic reality” (Standard-
setter F).

The history of the rise and fall of narrative reporting in the 1970s and the rise and

rise of calls for additional explanatory reports in financial accounting since the late

¥ Both cases are further explained in chapters three and four respectively.
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1980s supports the view that neither accounting issues nor the programmes in
whose name they are mobilised are “simply there” by the time they begin to be
linked in governance reform debates (cf. Young 1994). Starting from the view that
the emergence of programmes and technologies of governing (and the links
between them) are situational and relational (cf. Miller 1990; Rose & Miller 1992,
Miller 2001), this chapter traces a genealogy (cf. Miller & Napier 1993) of events
and developments that gave rise to widespread agreement on non-financial and

future-oriented accounting as an issue for British policy-makers.

The discussion is organised in four sections. The first section briefly outlines some
additional conceptual considerations that were necessary to frame the study of the
complex processes of co-designing programmes and technologies of government.
The second section outlines the rise of a category of non-financial and future-
oriented accounting as part of a re-conceptualisation of managerial “best practice”
during the 1980s. The findings provide the implicit background knowledge for the
third section which discusses the links between similar theoretical-abstract ideas of
“economic reality” and three arenas of British policy reform debates. The final part
summarises the findings from this chapter and discusses their implications for the

further study of accounting change in the remainder of this thesis.

2 Local and de-localised arenas of change

On the one hand, the perspective in this chapter on the time that preceded the OFR
events at the ASB and the DTI helps to understand changes in the programmes and
objectives of governing that guided the regulatory reform debates at the ASB in the
early 1990s and later during the CLR. On the other hand, it helps to explain the rise
of a widely shared view of accounting as a means for thinking about and acting

upon business activities that were not directly captured in the financial accounts.

The idea that accounting change is reflective and constitutive at the same time
(Hopwood 1983b; Miller 1994b) suggests that the study of accounting and
governance should take the ways in which “new” accounting categories mobilise
“new” programmes of policy reform and vice-versa into account. This implies
stepping beyond a dichotomy between policy-making and organisational accounting
measurement and reporting techniques and to view them as intrinsically linked.

However, only a small number of studies examined the processes through which a
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specific vocabulary of organisational accounting practice mediated and shaped the
programmatic language of high-level policy reform. These studies have looked at
the encounters between accounting and various policy arenas, such as financial
reporting standard-setting, industrial relations, or macroeconomic policy-making
(Burchell et al. 1985; Miller 1991; Robson 1991; Young 1994). Although they
provide helpful concepts for framing the study of accounting change in extra-
organisational spaces, there has been little exploration of a process of co-designing
programmes and technologies of government (cf. Miller & Rose 2008a). That is,
the question of how programmes and technologies emerge in governance spaces in
the first place has not been addressed, like the study by Burchell et al. (1985) on
“the sudden upsurge of interest in value added” focuses on tracing apparently given
notions of “value added” in three arenas of policy discourse. Although the
conceptual refinement by Robson (1991) helps to explain how different arenas
begin to express their distinct programmatic concerns in terms of value added, the
studies do not explain how notions of accounting practices contribute to shaping

government reform programmes.

To study the processes in which wider programmes of governing and a category of
non-financial and future-oriented accounting co-emerged and reinforced each other,
the analysis in this chapter takes the idea that the practices and rationales that
happen to be labelled “accounting” emerge and transform in relation to more
abstract ideas about the governance of economic and social life (Miller & Napier
1993) as its starting point. This leads to a focus on the “decisive” moments in which
accounting, other bodies of knowledge, and the sphere of govemance connect
(Miller 1991). This research, therefore, rephrases the concept of the accounting
constellation (cf. Burchell et al. 1985) and distinguishes between “local” and “de-
localised” dimensions of problematising accounting as an issue for governing
business enterprises. As in the study by Burchell et al. (1985), the local dimension
of problematising accounting in this research relates to a set of specific British
policy debates which called upon non-financial and future-oriented accounting to
“solve” their distinct problems with governing. The introduction of the voluntary
OFR at the ASB was preceded by a series of calls for reform in the arena of
financial reporting standard-setting since the late 1980s. Similarly, the proposals for

a mandatory OFR during the CLR seem to have grown out of various initiatives that
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shared concerns with macroeconomic policy-making. Both arenas shared many of
their concerns with a third series of policy debates on corporate governance.
Therefore, the debates in the latter arena, though not directly linked to the OFR
events, will be briefly sketched out in this chapter, too. Each arena is characterised
by a distinct vocabulary of governing rationales. The policy debates that have been
summarised under the label financial reporting standard-setting focused primarily
on the “decision usefulness” of accounting reports when problematising financial
reporting numbers as an issue for governing. Concerns with “corporate
accountability” aligned the debates in the corporate governance arena. Finally,
debates on public economic policy making were understood to concentrate

primarily on the integration of corporate activities with a “public interest”.

In contrast, the term “de-localised” in this research refers to changing descriptions
of the role of accounting in managerial processes that appear somehow detached
from the distinctively British policy debates. They may be grouped according to a
generic language of managerial “best practice” in terms of strategic management,
financial management, and corporate social responsibility (CSR). The distinction
between local and de-localised levels allows for a more diversified view of the
different “conditions and demands placed upon accounting and accounting reports”
(Young 1994). The notion of a de-localised dimension of problematising accounting
in the British reform debates takes into account the idea that much accounting
change seems to be mobilised “in the name of quite abstract notions of its roles,
potential and functioning” and of “highly abstract notions of managerial process”
(Hopwood 1983a, p. 3). In particular, extra-organisational communities, such as
academics, consultants, or policy-makers, often seem to assume a rather normative
relation between organisational accounting practices and intermal and external
decision-making processes when elaborating calls for governance reform. However,
the study of de-localised views on the role of accounting in business management is
conceptually different from ideas of translation between local reform processes and
a transnational level. Research on the “travel of ideas” (cf. Czamiawska & Joerges

1996) has proposed that highly abstracted and rationalised models of managerial

% A similar relation between abstracted notions of practice in concrete regulatory policy making processes has
been described for accounting standard-setting in the US as “making up users” (Young 2006).
Problematisations of the “remote and abstract” representations of the enterprise in accounting reports have
also been discussed by Miller and O’Leary (1993) in a study of the “politics of the product” event in the US in
the 1980s.
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practice take the form of a transnational knowledge (Meyer et al. 1997; Sahlin-
Andersson & Engwall 2002) which gets diffused in different national or
organisational contexts through the interventions of epistemic communities (cf.
Haas 1992). This means that transnational organisations or professional networks
with claims to policy-relevant knowledge in a particular domain (ibid., p. 3) come
to act as “carriers” of management knowledge between a world-society level and
the local (Portes 1997; Brunsson & Jacobsson 2000b; Sahlin-Andersson & Engwall
2002; Mennicken 2008). In contrast to a fransnational perspective on change, a
notion of “de-localised arenas” in this research emphasises that “a ‘consciousness’
of accounting techniques and calculations” (Robson 1991, pp. 551-552) may be
inherent in local policy discourses even without the direct involvement of

transnational actors or ideas.

The analysis of a range of British policy documents from the arenas of financial
reporting standard-setting, corporate governance, and public economic policy
making suggests that the links between local and de-localised dimensions are
largely established through joint references to a historic specific “context” or
“economic reality” of accounting change (Hopwood 1983b; Miller & Napier 1993).
Previous research by Young (1995) on market value accounting in the US savings
and loan crisis already identified a particular role of references to “economic
reality” in accounting reform. This chapter uses the term new global competition to
summarise the perceived impacts of wider economic, social, and political
developments on economic activities from the 1980s onwards. They include notions
of the complex, dynamic, and often unpredictable nature of global change (Holzner
& Holzner 2006, pp. 50 & 53) which have historically grown out of the gradual
removal of trade barriers to capital and labour mobility since the 1950s (Kahler &
Lake 2003, pp. 4-7). New global competition further refers to the profound changes
in processes of production and exchange that resulted from improved technologies,
reduced transport and communication costs, and the increasing relevance of
intangible assets in the asset-mix of modern business operations (Hall & Soskice
2001). These developments have also been recognised in accounting research,
where references to increasingly global, dynamic and complex business
environments have been acknowledged as a key element in accounting change
throughout the 1980s (Hopwood 1989a; Bromwich 1990).
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The categorisation of discourses as local and de-localised arenas of problem
discourses in this study was, however, not an easy task. Arenas have to be
understood as complex categories that may embrace a number of sub-arenas and
sub-constellations. In addition, their boundaries are in constant flux, so that any
definition will be historically and culturally specific (Foucault 1991d; Miller &
Power 1992) and can never be clearly compartmentalised (Miller & O'Leary 1993).
Nevertheless, the parallels in conceptualising “economic reality” and managerial
“best practice” in a tramsnational body of literature and in the British reform
debates were striking. The categorisation of the de-localised arenas was further
supported by a review of Anglo-American writings on the development of “best
practices” in business management since the 1980s. This literature review also
helped to trace a general history of the interrelations between accounting and
managerial practice which provides the background knowledge for the more in-

depth analysis in this and the remaining chapters of this thesis.

3 Accounting and management in the 1980s

Since the mid 1980s, an Anglo-American body of general management literature
has treated accounting as almost synonymous with management (Miller 1998a)."
The developments relate in particular to the rise of an economic discourse of
management accounting since the Second World War which emphasised ideas of
conscious planning and decision-making. As part of these encounters between
management, economics, and accounting, the techniques for measuring and
representing entrepreneurial activities in financial terms were increasingly seen as a
key means for the “efficient” and “effective” management and monitoring of
organisations (Hopwood 1992; Miller 1998a). This rationale of accounting as a
technology of governing business entrerprises according to economic principles

has, however, been interpreted differently at different moments in time.

The remainder of this section outlines the rise of three arenas that were seen to
constitute managerial “best practice” at times of new global competition. The
discussion focuses on the ways they redefined conceptions of “economic reality”

and how this became part of an increasing questioning of the role of financial

19 The term “management” has been increasingly used since the 1950s to describe the administrative process of
planning, organising, resource allocation, directing, and controlling (Newman 1951; Newman 1953). In
addition, studies of management were increasingly concerned with the development of a general management
theory since World War II (Wren 1994, p. 349).
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accounting numbers as an issue for governing business enterprises since the mid

1980s.

3.1 Strategic management

The concept of management by objectives (cf. Drucker 1955) and related notions of
goal-setting and performance evaluation took centre stage in general management
thought during the post-war period. Since the 1960s, they were complemented by
notions of strategy — originally a military concept. Managerial goal setting and
enterprise management in the name of strategy was conceptualised as an issue of
matching long-term objectives and action plans with the allocation of resources as a
means for their achievement (Chandler 1962). Throughout the 1970s, the catch-
phrase “strategic management” became widely recognised in business education,
practice, and consultancy (Wren 1994, pp. 349 & 423). It grew into an even more
prominent element of the management literature throughout the 1980s, when
normative notions of strategy contributed to the development of a series of decision-
tools for thinking about the deployment of internal organisational resources and the
interactions with the organisation’s external environment (Dent 1990).!! Models,
such as the concept of “competitive strategy” or the “five forces model of strategic
positioning” (Porter 1980, 1985) suggested that planning and decision-making
should be based on a systematic analysis of the competitive environment.'? The rise
of concerns with strategic management throughout the 1980s was closely related to
changing perceptions of the terms of competition in a global economy. As part of
these changing theoretical perspectives, the role of managers was redefined in terms
of identifying and managing strategic “opportunities” and “challenges” (cf. Collis &
Montgomery 1995; Teece et al. 1997). A long-term perspective in business
management looking to secure competitive advantage came to be regarded as a
crucial success factor in times of increasingly dynamic and highly innovative
environments (Hayes & Abernathy 1980). Since then, normative notions of

strategic management have become part and parcel of the conceptualisation of the

" The strategic management literature is divided into prescriptive (e.g. Ansoff 1965; Porter 1980, 1985) and
descriptive notions of strategy (e.g. Mintzberg & McHugh 1985; Mintzberg 1987).

12 The “five forces™ concept describes an industry as being influenced by five factors that impact the potential of
a business to achieve competitive advantage over other organisations in the same industry. The concept of
“competitive strategy” provides an analytical approach for thinking about the relative competitive advantage
of a business within its markets in terms of three generic strategies of cost leadership, differentiation, or the
focus on a market segment (Porter 1980).
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tasks of top managers. They are closely tied in with another debate on managing the

financial bottom-line.

3.2 Financial management

The globalisation of capital flows and changes to the financing structure of
businesses throughout the 1980s were further linked to calls for increased financial
management of the firm. These proposals responded to an observed concentration
of ownership in the hands of large institutional investors.'® Their potential to take
action against the decisions of the board of directors led to the reinterpretation of
the role of the so-called “markets of corporate control” in managerial decision
making (Jensen & Ruback 1983). An undervaluation of businesses in the stock
market was supposed to increase the risk for managers to be replaced and/or for the
company as a whole to become subject to a so-called “hostile” takeover. In
response, managers were urged to focus their efforts on the creation of long-term
“shareholder-value” (cf. Rappaport 1986). The rise of a shareholder value rhetoric
was part of a general financialisation (cf. Fligstein 1990) of Anglo-American
business management and competition throughout that decade. From the
perspective of financial management, the organisation came to be seen as a
portfolio of investment projects which should be managed according to the
principle of maximising the returns on equity. Academic endorsers of “shareholder
value” emphasised the perceived economic benefits and efficiency gains from a
managerial focus on market valuations. Aspirations to operationalising “shareholder
value” in day-to-day management provided the basis for an avalanche of value-
based management concepts from the consulting industry (Froud et al. 2000). In
general, it was suggested that “shareholder value” became a holistic management
approach permeating any aspect of corporate activities in order to meet the

objective of maximising return on equity.

3.3 Corporate social responsibility
In addition to the re-definition of performance targets in terms of “shareholder
value” and a general “strategisation” of the language of goal setting throughout the

1980s, the economic based models of business management increasingly embraced

13 In 1998, 80% of the shares of UK companies were held by national and international institutional investors.
For further details about institutional investors in the UK see the “Myners Review” (Myners 2001).
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ideas of corporate social responsibility (CSR). '* Debates on the “social
responsibilities of the businessman” (Bowen 1953) had already emerged in the field
of industrial relations soon after WWII. During the 1960s, the question “Can
business afford to ignore social responsibilities?”” (Davis 1960) established first
theoretical linkages between notions of CSR and a firm’s economic success. Ansoff
(1965), for instance, already argued that the achievement of long-term corporate
objectives required the recognition of further “social” objectives beyond the
“economic” objectives of the business. From the 1970s onwards, ideas of a mutual
permeability of business organisations and society began to challenge the specific
definitions of high-level objectives in business management (Carroll 1979, 1991,
2000; Sharp Paine 2003). Around that time, the issue gained increasing public
attention. Western governments and top-managers began to openly recognise the
possibility of a “social contract” that established ethical and moral norms of
business’ conduct beyond basic economic and legal requirements (see, €.g. CBI
Company Affairs Committee 1973, para. 22; Tweedie 1975)."> However, CSR
related issues still remained largely separated from concerns with managing
economic performance until the development of a stakeholder theory (cf. Freeman
1984) in the mid-1980s. The concept proposed close links between “social
performance” and “economic performance” which fed into a growing interest in
operationalising CSR in business management. Moreover, the notion of
“stakeholders” allowed for the breaking down of the abstract concept of the “social”
into specific key relationships as an issue for managerial intervention. CSR became
intelligible in a language that was more consistent with the emerging programmes
of goal setting and performance management in the names of “strategy” and
“shareholder value” (Drucker 1984; Wren 1994, p. 410). The vocabulary of a so-
called “CSR business case” translated the management of non-shareholder relations

into a language of risks and opportunities and long-term value-maximisation

14 A generic definition of corporate social responsibility (CSR) identifies four general levels of corporate
responsibilities to society. They may be categorised as economic, legal, ethical, and philanthropic obligations
(Carroll 1979, 1991). Depending on local adoptions of the concept the boundaries of a general CSR category,
however, always remain somewhat blurred (Carroll 1999). For example, British debates on CSR have been
mainly associated with economic implications of wider accountability of businesses to society (Gray et al.
1996; Shearer 2002), whereas a US perspective on CSR seems to emphasise its philanthropic aspects (Anon.
2002).

'3 In addition, a survey among the chairmen of the 300 largest UK-listed companies indicated their appreciation
of the interests of employees, sharcholders, and customers in decision making (ASSC 1975, paras. 4.28-4.28).
Other commentators of the time argued that company managers considered their “social and economic
obligations™ largely in order not to “risk public disapproval of their activities” in practice (Tweedie 1975).
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(Carroll 1999). As a result, the management of stakeholder relations became

increasingly seen to be part of the strategic and financial management of the firm.

3.4 Relevance lost and found

The three areas of rising normative notions of ‘“best practice” in business
management were soon linked to calls for accounting to support the
operationalisation of interlinked notions of “strategy”, “shareholder value”, and
“CSR” in day-to-day management practice. In times of reduced product life circles
and advanced production and information technologies, a “strategisation” of
accounting was perceived to be crucial for the company’s long-term success (cf.
Simmonds 1981; Bromwich 1990).'¢ However, the new demands placed on
accounting began to challenge the exclusive use of financially focussed accounting
figures in managerial accounting (Hopwood 1985). The debates were characterised
by a “relevance lost” rhetoric (cf. Johnson & Kaplan 1991), which gained
momentum in the field of management accounting research and consultancy by the
end of the 1980s."” Johnson and Kaplan (1991, p. xii) introduced the thesis “that the
management accounting systems in Western companies were no longer providing
relevant information for decision making and control”. Their problematisations of
financial accounting numbers were closely linked to perceptions of a new
“economic reality” that affected the nature of processes of production and
exchange. From a “relevance lost” point of view, the days of financial accounting-
based management systems were numbered at the dawn of the “information age”
and increasing global competition (Ezzamel et al. 1990; Johnson & Kaplan 1991, p.
209). For example, the treatment of investments in intangible assets as cost of the
same period according to financial reporting rules was criticised for possibly
deterring managers from making long-term investment decisions at the expense of
future profitability. Traditional accounting systems were further criticised for giving
visibility to processes of production and exchange that were no longer
representative of the “modern” business enterprise (Johnson & Kaplan 1991, pp.2-
3) and for concentrating only on the company itself but not on its outside markets
and future developments (Shank & Govindarajan 1992, p. 196).

'$ For a review of the strategisation of management accounting since the beginning of the 1980s, see Langfield-
Smith (2008).

17 The book “Relevance Lost: the rise and fall of management accounting” by Johnson and Kaplan was first
published in 1987. All of the following references refer to the reprinted edition of 1991.
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Accounting always seems to be called upon to deliver more than its practices were
originally designed for (cf. Hopwood 1983b; Hopwood & Miller 1994). As much as
financial accounting numbers were problematised as a means for operationalising
emerging notions of managerial “best practice”, accounting in itself was still seen to
be able to provide the “solution” to its own “problems”.'® The general critique that
historical cost numbers in financial accounting were unable to give visibility to
“economic reality” stimulated discussions on new “measures of economic value”
for the strategic management of the firm (Johnson & Kaplan 1991; Ittner & Larcker
1998). Research into the re-conceptualisation of management accounting in the
name of strategy explored the possibilities for making the financial and non-
financial drivers of long-term “competitive advantage” and “shareholder value”
calculable (cf. Simmonds 1981; Govindarajan & Gupta 1985; Simons 1987;
Bromwich 1990)."° Different models for alternative systems of accounting-based
performance measurement were proposed. They supported, for example, the idea of
a “value tree” in which top-financial measures of economic value could ideally be
broken down into a series of further financial key performance indicators (KPIs)
that systematically linked strategic goals from the corporate to the operational level
(Copeland et al. 2000; Gary 2002; Weber et al. 2002). Among the numerous
measures of “economic value” as the top-financial indicator of shareholder value
maximisation that were proposed by the consulting industry were, for example,
McKinsey’s economic profit (Copeland et al. 1989), Stern Steward’s economic
value added (Stewart 1991; Stern et al. 1995), or Arthur Andersen’s shareholder
value added (Froud et al. 2000).

Other models proposed to integrate financial and non-financial measures in order to
present a more holistic picture of the underlying drivers of competitive advantage.
Maybe one of the most prominent examples for an “integrated” performance
measurement system is the Balanced Scorecard (BSC) by Kaplan and Norton
(1992; 1993; 1996; 2000; 2004; 2006). The BSC is supposed to support the

18 The inherent optimism in the will to govern through accounting technologies goes hand in hand with the
observation that government is a “congenitally failing operation™ (Miller & Rose 1990, p. 10; 2008b), which
implies that connections between programmes and technologies of regulation are in an “always unstable and
incomplete” form (Hunt 1997, pp. 113-114).

19 Concerns with making the future calculable in accounting change have emerged at earlier points in history.
One example is the rise of discounted cash flow techniques for evaluating investment opportunities in the
1960s (Miller 1991, 1998a).
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balanced measurement of financial, non-financial, backward-looking, and future-
oriented indicators of long-term shareholder value creation (Kaplan & Norton.
1996, p. viit). The model suggests that it is possible to capture and provide
calculations for “soft” or intangible issues, such as relationships with customers,

employees, and suppliers in management information systems.

Of course, the above summary of the mainly Anglo-American concepts of “best
practice” in general management is far from being exhaustive. Nevertheless, it helps
to redraw the multiple aspects of business activities that non-financial and future-
oriented accounting systems were supposed to render visible when mobilised in
policy reform debates. The next sections outline how very similar notions of “best
practices” in terms of “strategic management”, “financial management”, and a
“CSR business case” created possibilities for the problematisation of financial
reporting numbers as an issue for governing business enterprises and the British
economy in different policy debates since the late 1980s. At the same time, they
became part of new ways of reasoning and categorising the role of accounting in
economic governance which this research interprets as the rise of a new “de-

localised” category of non-financial and future-oriented accounting.

4  Accounting and British policy making

Ideas of a “strategisation”, “marketisation”, and “socialisastion” of business
management also became prominent in economic governance discourses in the UK.
It seems that changing ideas about the range of managerial activities that accounting
could and should render visible created possibilities for rephrasing the programmes
of governing in each of the policy arenas. However, the ways in which ideas of non-
financial and future-oriented accounting were mobilised in three local governance
arenas in the UK suggest that the de-localised notions of the role of accounting in
business management did not represent a single closed category or unanimously
agreed set of techniques. Instead, each of the policy debates in financial reporting
standard-setting, corporate governance, and public economic policy-making put
different emphasis on the various practices and rationales that made up a category

of non-financial and future-oriented accounting.
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4.1 Financial reporting standard-setting

Assumptions about the multiple dimensions that constituted the “economic reality”
of reporting entities increasingly became part of calls for a “better” representation
of managerial activities within the financial reporting framework. They were
accompanied by a re-definition of the concept of “usefulness” in corporate financial
reporting that increasingly embraced the changing conceptions of “best practices” in

the economic management of business enterprises.

The general focus on “users”, which had taken centre stage in financial reporting
alongside a growing emphasis on “the market” as a governing rationale of standard-
setters, has remained relatively stable in accounting standard-setting since the
1970s.%° However, aligning the notion of “users” in accounting standard-setting
with a focus on investors under the stewardship reporting convention and company
law requirements has been challenged in various reform debates (ASSC 1975, para.
4.11). Both The Corporate Report (ibid., para. 3.2) and Making Corporate Reports
Valuable (McMonnies 1988) proposed to revisit the definitions of “users” and
“usefulness” in financial reporting standard-setting. The Corporate Report
suggested to widen the scope of corporate reporting in order to meet the information
needs of investors as well as other stakeholders (ASSC 1975, paras. 6.2-6.3). These
proposals were largely linked to a more general re-conceptualisation of the role of
business in society and the question of how it could be accountable to a wider
public (Rutherford 2007, p. 108). However, when the proposals from T7he
Corporate Report did not translate into regulatory reform, ideas of widening the
scope of “users” were not further pursued either. In line with the refocusing of
financial reporting standard-setting on “improving” the financial statements, a
notion of “users” as shareholders also occupied a central role throughout the 1980s.
Yet, the concept of “usefulness” was more closely aligned with the emerging
“shareholder ideology” in the increasingly capital market-oriented Anglo-Saxon
models of corporate governance during that period (Engelen 2002; Martinez Lucio
& MacKenzie 2004; Cooper & Robson 2006). In addition, non-shareholder
stakeholders were increasingly portrayed as economic decision-makers whose

interests in the company largely overlapped with those of shareholders. These

2 For a detailed discussion of the changing rationales in UK accounting standard-setting, see chapter three. On
the growing preoccupation with supporting and protecting the interests of investors as “users” in financial
reporting standard-setting, see also Young (2003; 2006).
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perceptions gave the high-level discussion on “users” and “usefulness” in Making
Corporate Reports Valuable a different quality.”! In a similar way as the “relevance
lost” debate, the discussion started from the view that the existing framework of

financial reporting was mostly disregarded in internal decision-making.

“Management is much more concerned about the future than the
past. From this point of view, they almost never use their own
published accounts when taking policy decisions (though they will
think about the impact on the accounts of the decisions they take).”
(McMonnies 1988, para. 5.38)

The ICAS-study then identified possible reasons for a “relevance lost” of financial

reporting:

“We identified the basic shortcomings of present-day financial
reporting, — the adherence of legal form rather than economic
substance, the use of cost rather than value, the concentration on the
past rather than the future and the interest in “profit” rather than
wealth” (McMonnies 1988, para. 1.18)

To remain “useful”, it was demanded that external corporate reporting catch up with
that “reality”. Abstract conceptions of “best practices” in managerial processes were
thereby translated into new ideas about the roles and purposes of the financial
reporting framework. Additional narrative reporting was supposed to result in
“enhanced” opportunities for monitoring and decision making (McMonnies 1988,
paras. 8.6-8.16) — enabling present and future shareholders in particular to form
better informed views “about the future of their investment” (ibid., para. 5.37).

“The corporate report should cover the past, present and future,
providing some continuum and so reflecting the nature of the entity
itself. [...] the corporate report ought to provide sufficient
quantitative and qualitative information to help those users involved
with the entity to make assumptions/predictions about its future
performance.” (McMonnies 1988, para. 3.17)

The provision of additional management commentary in the annual report was
supposed to make different aspects of managerial concerns, such as long-term

objectives or judgements of the competitive environment, visible to external report

2! The range of users, to which Making Corporate Reports Valuable referred, was not as wide as that promoted
by The Corporate Report (ASSC 1975), which suggested additional accountability to creditors, employees,
analyst-advisers, business contact groups (suppliers, customers, competitors), the government, and the public
(ASSC 1975, paras. 2.1 - 2.40). Making Corporate Reports Valuable only referred to equity mvestors,
creditors, employees, and business contacts (McMonnies 1988, para. 3.6).
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users (McMonnies 1988, e.g. paras. 5.4-5.5, 7.53 and 5.41-5.44). In turn, more
efficient and effective accounting disclosures to external market participants were
supposed to support the achievement of “best practice” in the managerial process
itself. The preparation of non-financial and future-oriented reports was expected to
lead managers to develop an improved understanding of their own business and to

build a reputation for being strategic and forward looking.

The idea that not only internal, but also external accounting reports should reflect
“economic reality” to a wider range of users was widely welcomed by those
involved with financial reporting in practice and regulation. The 1989 joint research
conference Financial Reporting: the way forward by the ICAS and the ICAEW
gathered preparers, accounting professionals, and accounting academics to discuss
the implications of international research on the future of financial reporting in the
UK. The discussion reiterated the role of economic decision-makers that had been
assigned to non-shareholder stakeholders. One of the contributions to Financial
Reporting: the way forward described the connection between non-financial and
future-oriented reporting and the “information needs” of wider stakeholder groups

as follows:

“[FJinancial reporting serves decision makers — in the first instance
investors and potential investors, but also a much wider
constituency of interested parties who are regarded, or regard
themselves, as being concerned to evaluate the economic
performance of the company. Nowadays it is not just economic but
wider social performance which is in question.” (Shaw 1990, p. xxi)

Other contributions focused more explicitly on the type of information that was
considered “useful” by internal and external decision-makers. In line with the 1988
ICAS-study (para. 5.38), a review of differences between the internal use of
financial information by managers and their external communication concluded that
(hitherto undisclosed) future-oriented data was highly relevant for decision makers,
both internally and externally (Cook 1990).

“[A] well written management commentary can significantly
enhance the usefulness of the financial statements by providing a
bridge between the formalised presentation in the financial

statements and management’s insight into and strategy for its
business.” (Cook 1990)
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The idea that persons outside the company “should know what management
knows” (Cook 1990) was further elaborated on in subsequent debates.”” Following
the research conference, an Action Group was established to sustain the momentum
that was created by the earlier reports. The group’s report The Future Shape of
Financial Reports outlined recommendations for practicable financial reporting
reforms (Arnold et al. 1991a, 1991b). The debates in the financial reporting
standard-setting arena, eventually led to calls for regulatory interventions by the
ASB. The regulatory reform proposals also drew on the emerging ideas about
managerial “best practice” and “economic reality” when elaborating regulatory
interventions in non-financial and future-oriented reporting as a way to “solve”
perceived “problems” of financial reporting.”> Although the first guidelines for the
voluntary preparation of Operating and Financial Reviews (OFR) in the annual
report did not mention the term “strategy” explicitly, the recommendation to cover
future-oriented aspects in terms of reporting on the business’ competitive
environment, its internal resources, and the risks and uncertainties of the business
(ASB 1993, para. 12) showed strong parallels with a general language of “strategic
management” and ideas of long-term shareholder-value creation.?* The OFR
Statement was supposed to “improve” reporting practice on the financial position
and results of increasingly complex businesses (ibid., p. 1) through additional
narrative reporting elements “rather than merely numerical analysis” (ibid., para. 3).
The standard-setting activities at the ASB eventually limited the definition of
“users” to equity investors following the recommendations from the Dearing
Report (ICAEW 1988) and the launch of the Statement of Principles project.”’
From the point of view of the standard-setters, however, this did not exclude the
concept that the narrative statements that were produced under the ASB’s OFR
regime were still “useful” for wider stakeholder groups (Standard-setter B). These
considerations in the financial reporting reform debates were also connected to a

growing attention to the integrity of business leaders (DTI 2001) which made

22 Allan Cook later became Technical Director of the ASB.
3 For further discussion, see chapter three.

24 The statement did not explicitly mention the term “strategy”, as this was considered by the standard setters’
working group to be too sensitive on information commercially and that any requirement to report on strategy
would lead to bland statements (Standard-setter D). However, the term was later used in the revised Reporting
Statement (ASB 2003b) and in the OFR Regulations 2005.

25 The role of formal framework criteria in the standard-setting process is further discussed in chapter three.
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notions of “corporate governance” a focal point in regulatory reforms in Western
economies since the mid and late 1980s (Tricker 2000).%® These overlaps between
notions of “usefulness”, “corporate accountability”, and “economic prosperity” for

the benefit of society are further discussed in the next section.

4.2 Corporate governance

Corporate governance is difficult to single out as a separate policy arena. Its
concerns with corporate accountability closely tie in with public economic policy
debates and the sphere of financial reporting.?’ The definitions of the term
“corporate governance” are ambiguous due to wide national variations (Morck &
Steiner 2005). For instance, notions of wider corporate responsibilities beyond
shareholders and distributive justice exist traditionally in Continental Europe and
Japan (Villiers & Boyle 2000; Chahed & Miiller 2006; Luo 2007). In general terms,
the Anglo-American corporate governance discourse has been characterised by
economic notions of “agency” and a focus on shareholder “interests” in the system
of corporate accountability.?® This based on rising concerns about processes of
monitoring and control in the relation between managers and shareholders since the
creation of the limited liability company in the mid-nineteenth century (Berle &
Means 1968; Villiers & Boyle 2000; Davies 2003; Luo 2007). Corporate
governance also marks the point of intersection between legal and economic theory
on the issue of agency costs. This leads to a focus on market inefficiencies and
imperfections and their reduction through regulatory interventions (Easterbrook &
Fischel 1991; Grantham 1998; Kraakman et al. 2004).

26 The rise of a corporate governance talk has also been associated with some of the most prominent business
scandals in the UK and the US, such as the UK “Guinness scandal” (1986) and “Maxwell collapse” (1991)
and the US insider trading scandals around Ivan Boesky and others (1986).

7" The work of the Cadbury Committee on the financial reporting aspects of corporate governance and the
ASB’s OFR project took place at the same time but did not directly intersect (Accounting professional B). The
Committee, however, explicitly acknowledged the contribution of the ASB’s voluntary OFR guidelines in its
final report (Cadbury Committee 1992, para. 4.53).

28 From the perspective of economic theory, agency problems arise from the separation of ownership and
controls in cases where markets are not fully efficient. As a result, shareholders are considered unable to fully
observe the efforts by managers to act in the interest of the owners (moral hazard problem). In line with the
economics-based perspective on agency-relationships, traditional legal theory emphasises a special role for
equity investors as bearers of a residual risk that reserves them particular control rights (Willets, 1997;
Grantham, 1998). That is, they are considered to hold a share in an always uncertain capital surplus that
remains after any contractual obligations to pay other stakeholders, such as debt providers, suppliers, or
employees, have been served (Grantham, 1998). Accordingly, company law has been described as a
mechanism for reducing the costs arising from inefficiencies in the markets of corporate control by a system
of directors’ duties and legal enforcement mechanisms (Berle & Means 1968; Easterbrook & Fischel 1991;
Grantham 1998; Kraakman et al. 2004). For a critique of a shareholder orientation in company law, see e.g.
Engelen (2002).
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The more recent rise in worldwide political interest in corporate governance in
particular relates to expectations about the economic implications of corporate
governance systems and corporate accountability mechanisms for business and
society (cf. OECD 2004). According to the OECD (2004) “[c]orporate governance
is one key element in improving economic efficiency and growth as well as
enhancing investor confidence” through a set of relationships, rules, and measures
that help companies achieve their objectives. The idea that a focus on long-term
shareholder-value maximisation in managerial processes correlates with the
maximisation of overall social wealth was also part of an increasing interest in
“promoting high standards of corporate governance” outside the legal framework in
the UK in the early 1990s (FRC 2008). In May 1991, the Financial Reporting
Council (FRC) created a committee on “The Financial Aspects of Corporate
Govemnance” in cooperation with the London Stock Exchange (LSE) and the
accounting profession.?’ The work of the so-called “Cadbury Committee” started
from a perceived lack of public trust in the corporate system in general after a series
of accounting and auditing scandals in the 1980s and the early 1990s (Davies
2003).*° Accordingly, the aim of the project was to develop approaches for
increasing the accountability of directors and to “contribute positively to the
promotion of good corporate governance as a whole” (Cadbury Committee 1992,

para. 1.2).

The results of the Cadbury review were published in a final report and a Code of
Best Practice in December 1992. The documents included calls for accounting
change to “solve” the perceived problems with financial reporting numbers as an
issue for corporate governance. The Cadbury Report (1992) portrayed the focus on
financial reporting numbers in external corporate reporting as particularly
problematic in the operationalisation of a shareholder-value ethos. On that point, the
Cadbury Committee shared many of the concerns of the financial reporting
standard-setting arena. The framework for financial reporting which existed then,

was doubted to provide the information that was necessary to monitor and control

% The FRC, which also oversees the work of the ASB, has been formally responsible for the voluntary corporate
governance framework in the UK (FRC 2008).

3% The most prominent scandals include the UK “Guinness scandal” (1986) and the “Maxwell collapse” (1991);
US insider trading scandals involving Ivan Boesky and others (1986). For further discussion of their impact
on trust in professional experts, see chapter three.
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how directors ran a business and how they could be held accountable for their
actions. The use of “creative accounting” techniques by managers was seen as
obfuscating shareholder-value calculations and to create obstacles to the monitoring
and control of corporate activities by external parties. Nevertheless, the reports
emphasised “improvements” in the financial reporting regime as a way for
enhancing corporate accountability in the relationship between boards of directors
and shareholders in the UK. *! The Cadbury Committee suggested that accounting
reports should provide additional non-financial and future-oriented information
beyond the financial accounts. This was aimed at ensuring balance of “good” and
“bad” news in external disclosures and was also supposed to contribute to an
“understandable assessment” of the past, present and future position of the company
(Cadbury Committee 1992, para. 4.50).

“What is required of financial reporting is that it should be honest
and that it should present a balanced picture of the state of the
company'’s affairs.” (Cadbury Committee 1992, para. 3.6)

“Balance requires that setbacks should be dealt with as well as
successes, while the need for the report to be readily understood
emphasises that words are as important as figures.” (Cadbury
Committee 1992, para. 4.50)

Notions of non-financial and future-oriented accounting also created possibilities
for re-defining the nature of the tripartite relationship between the members of the
board, shareholders, and auditors in discharging, monitoring, and controlling
corporate accountability (ibid., para. 1,6). The emphasis on increasing the
accountability of directors in their long-term “shareholder value” orientation to
shareholders by means of non-financial and future-oriented réporting also included

ideas about how to meet the information needs of wider stakeholder groups.*?

“What shareholders (and others) need from the report and accounts
is a coherent narrative, supported by the figures, of the company’s
performance and prospects.” (Cadbury Committee 1992, para.
4.50)

3! The term “corporate accountability” generally describes the degree of transparency in corporate activities and
the responsiveness to external concerns through financial reporting and other transparency mechanisms (Luo
2007, p. 129).

32 Similar shifts in the definitions of the responsibilities, rights and duties of the members of an economic
community have been observed in other jurisdictions. For example, Miller & O’Leary (1993) observed a re-
orientation of accountability relations from a focus on capital markets to the relation between customers and
products within changing perceptions of economic citizenship in the US in the 1980s.
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Overall, the review of the Cadbury Committee suggested that improving the
financial aspects of the system of corporate governance had implications beyond
direct agency relationships. This linked the debates on additional narrative
disclosures more explicitly to concerns with economic governance in the sphere of

public policy making:

“The country’s economy depends on the drive and efficiency of its
companies. Thus the effectiveness with which their boards discharge
their responsibilities determines Britain’s competitive position. They
must be free to drive their companies forward, but exercise that
freedom within a framework of effective accountability. This is the
essence of any system of good corporate governance.” (Cadbury
Committee 1992, para. 1.1)

“An open approach to the disclosure of information contributes to
the efficient working of the market economy [...].” (Cadbury
Committee 1992, para. 3.6)

Later reviews of corporate governance in the UK (Greenbury 1995; Hampel 1998;
Tumbull 1999) continued to emphasise the role of additional narrative disclosures
in overcoming “problems” in the agency relationship between shareholders and
managers. As mentioned before, the calls for wide ranging corporate governance
reforms in the Cadbury and later the Hampel review were also linked to public
economic policy concerns with securing a wider public interest (Shaw 1989). The
Ministerial speech on the launch of the CLR (Beckett 1998) explicitly referred to
the corporate governance reviews by the Hampel (1998), Greenbury (1995), and
Cadbury (1992) Committees. The next section focuses more explicitly on the
mobilisation of a category of non-financial and future-oriented accounting in public

economic policy reform debates.

4.3 Public economic policy making

“Questions of accounting measurement and reporting touch the
public interest very deeply”. (Shaw 1989)

As laid out before, UK public policy makers in the 1970s had already engaged in
debates about the public interest role of large corporations. The Bullock Report
(Department of Trade 1977b) stressed that socially responsible companies which
took account of their employees were a core element of a democratic society.
However, these earlier public policy debates on the role of business in society had

remained largely disconnected from concerns with macroeconomic performance.
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This changed significantly throughout the 1990s. Ideas of “stakeholding™ and a role
for economic and political institutions in supporting a system of social citizenship in
“the modern welfare state” gained increasing attention around the mid 1990s
(Hutton 1995; Anon. 1996).**** Public policy research shifted attention to exploring
possible ways for operationalising “careful economic management and institutions
that fostered co-operation and commitment” in order to achieve “successful
capitalism” that did not constrain competition and flexibility (Hutton 1995, p. 17).
For example, the Royal Society for the encouragement of Arts, Manufactures &
Commerce (RSA) launched the Tomorrow’s Company Inquiry in January 1993 to
explore the role of business in society. The outcome of the research into the views
of UK business leaders was a series of public policy recommendations, which were
published in an interim report (RSA 1994) and in the final report Tomorrow'’s
Company: the role of business in a changing world (RSA 1995). They largely
mirrored theoretical abstract notions about managerial “best practices” in times of
new global competition. The work of the RSA among others referred to “evidence
[...] for a strong correlation between issues concerning people, including
relationships, and sustainable business success” (ibid., p. 6). In line with ideas of a
CSR business case, both reports emphasised ideas of an “inclusive approach” to

internal management.

“In tomorrow’s company, priority needs to be given to optimising

the company’s performance in all its relationships [...] Directors

and investors alike need to improve their understanding of what the

most important measures are for a particular business, and how

each is linked to sustainable financial performance.” (RSA 1994, p.

19)
In addition, the public policy debates called for managerial attention to the
definition of its purposes and values in a “success model” that took account of
wider stakeholder relationships (RSA 1995). In line with the “relevance lost” and
“found” debates, internal and external accounting systems were assigned a

particular role in operationalising the “inclusive approach”. The RSA suggested that

3 Ideas of a “stakeholder society” in the early days of the New Labour project (cf. Anon. 1996) were later toned
down (Burkitt 2006, Regulator B). By the time the CLR was launched, the language of public economic
policy making was more closely aligned with ideas of a “business case” for CSR.

3 This research finds explicit references to individuals, such as the economist John Kay or the philosopher
Charles Handy. (Beckett 1998). Further secondary sources suggest that the New Labour Movement followed
Hutton’s (1995) proposals in The State We're In, when considering “stakeholding” in its public policies
(Anon. 1996; Burkitt 2006; Howard 2006).
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managers should translate the key drivers of long-term success into appropriate
financial and non-financial performance measures (RSA 1995, pp. 8-9 & 29). These
calls for change were supported by a critique of the then existing system of financial

reporting.

“By itself, financial performance does not gauge the overall health
of the business. It neither defines competitive performance, nor
measures the broader value created through product quality, speed
of response and service. Companies which rely solely on financial
measures of success are exposing their shareholders to unnecessary
risk and denying themselves the opportunity to improve returns.”
(RSA 1994, p. 20)

“To act inclusively>UK companies need to go beyond the limitations
of traditional accountancy. They need new criteria, new measures
and a new language of success.” (RSA 1995, p. 12)

The idea that accounting systems were already able to provide “inclusive” measures
of business performance was reflected in the explicit critique on the “ignorance of
world standards™ in the UK (RSA 1995, p. 1). Existing accounting measurement
and reporting practice in the UK was perceived to lag behind new “best practice” in
business management. Consequently, the RSA called for the introduction of
“established” BSC-type performance measurement systems (ibid., p. 13) or other
models, such as “McKinsey’s Value Based Management system” (ibid., p. 7). The
view was also expressed that accounting played a particular role in the

“socialisation” of corporate activities.

“Tomorrow’s Company will produce annual reports containing
clear statements about its purpose and values, its definitions of
success, and its key relationships — with customers, suppliers,
providers of capital, employees and the community — as well as
relevant disclosure of its progress.” (RSA 1995, p. 13)

The recommendations of the RSA were later picked up by other public policy think
tanks and by Government. In 1995, the Institute of Public Policy Research (ippr) set
up the “Commission on Public Policy & British Business”. Its 1997 report
Promoting Prosperity: a business agenda for Britain integrated ideas of long-term

“stakeholder-” and “shareholder value” with the objective of fostering economic

prosperity.
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“The UK'’s economy would be sounder if more companies followed
best practice in dealing with customers, investors, employees,
suppliers — all those groups that have a common interest in the
company’s performance — and if more companies operated with a
far-sighted business ethos.”(Commission on Public Policy and
British Business 1997, pp. 3-4)

In order to overcome a general “lack of trust” in the corporate system, the
Commission on Public Policy and British Business (1997, pp. 96-100)
recommended a sustainable reform of the existing regulatory frameworks. The
“solution” was supposed to be provided by a “light” and co-operative approach to
regulatory reform that largely focused on a clarification of directors’ legal duties
and otherwise relied on external accounting reports as mechanisms for monitoring
and enforcement. The issue of an “inclusive” company reporting was more
explicitly followed up by the report Sooner, Sharper, Simpler by the Centre for
Tomorrow’s Company (1998).%° The report outlined a “vision of the future of
reporting” which also left its mark on the later work of the Company Law Review
Steering Group (Regulator A). Similar thoughts about public policy reform and a
central role of accounting and reporting for achieving abstract concepts of

managerial “best practice”, eventually emerged in the company law reform debates
at the DTI (Beckett 1998; DTI 1998b, para 3.7).

“Our companies find themselves in an increasingly competitive,
globalised marketplace. [...] Successful firms, whether large or
small, are those in which the Board, the shareholders and the
employees have a common purpose because they each know that
their long term wealth, health and happiness depend on the long
term stability, growth and prosperity of their company. [...]Their
leaders have a clear vision that inspires the whole company to
exceed their customers' expectations. [...] Such companies also
work with all their employees to unlock the full potential of each.
[...] Modern companies work too in vibrant supply chains, actively
helping their suppliers to improve performance, anticipating and
contributing to innovation at all stages of the chain, not just their
own. [..]JAnd the modern company is open with its investors,
building on their expertise, particularly in relation to investment
decisions.” (Beckett 1998)

35 The Centre for Tomorrow’s Company was set up as an independent think tank following the RSA inquiry — in
the same year. The organisation gained further influence on the CLR through the membership of its then
Chairman in the CLRSG and the participation of its Director in the Consultative Committee (CLRSG 1999a,
annex A) and in Working Group G on “Accounting, Reporting and Disclosure”.
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The Government drew explicitly on the idea of an “inclusive approach” to business
management and annual disclosure as outlined by the ippr and further elaborated in
the work of Tomorrow’s Company (Beckett 1998; DTI 1998b, para 3.7). The
encouragement to report on strategic objectives, relationships and non-financial
performance measures came to be seen as a “solution” to perceived problems with
governing the economy at large that would allow operationalising the various
objectives of public economic policy making without compromising one for the
other (Beckett 1997b).

5 Co-emergence of programmes and technologies

“Accounting practitioners may invoke ideas of what is common

sense, but that ‘common sense’ has a history of formation and what

is accepted today as obvious was not always so.” (Power 1997, p.

xii)
The findings from this chapter support the view that programmes and technologies
of governance co-emerged in processes of problematising financial reporting
numbers as an issue of governing. Ideas about a new category of non-financial and
future-oriented accounting arose from a variety of policy debates that took place in
different forums prior to the OFR projects at the ASB and during the CLR. Their
analysis illustrate how new models of organisational reality established new objects
for accounting measurement and reporting. The actors in these governance spaces
came to agree that decision-making on the basis of financial reporting numbers
constituted a “problem” of economic governance in the UK. At the same time, they
increasingly shared the view that accounting should and could provide measures of
non-financial and future-oriented aspects of business management. These new ways
of reasoning and categorising accounting created possibilities for new courses of
action (cf. Hacking 1986). The view that non-financial and future-oriented
measurement and reporting was part of the accounting category provided policy
makers with new ways of thinking about the scope of activities that should and
could be made governable “at a distance” through the calculative practices of
accounting. At the same time, the emergence of a category of non-financial and
future-oriented accounting bolsters the view that accounting change reflects and at
the same time constitutes the organisational and political environments in which it
emerges (cf. Burchell et al. 1980; Hopwood 1983b; Covaleski & Dirsmith 1986,
1987; Hopwood & Miller 1994). Each of the policy arenas mobilised the emerging
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accounting category in the name of a distinct language of governing. From the
perspective of accounting standard-setting, non-financial and future-oriented
measurement and reporting was expected to increase the “usefulness” of annual
reporting in a market setting. In tum, “usefulness” in financial reporting was
increasingly seen in terms of a future-oriented, strategic perspective. That is, the
provision of additional narrative statements in the annual report was understood to
“better” reflect the “economic reality” of business enterprises than the financial
statements alone. Similarly, corporate governance discourses drew on narrative
reports as a means to realise “enhanced” corporate accountability. In line with ideas
of managing for long-term shareholder-value, the concept ‘‘corporate
accountability” was rephrased to embrace the consideration of a long-term
perspective in managerial decision making. Finally, the language of public
economic policy making explicitly embraced ideas of CSR in its programmes for
enhancing economic competitiveness in the name of a “public interest”. Here, the
policy debates mainly drew on accounting as a means for shaping the economic and
social relations of the firm in socially responsible terms. Simultaneously, the
preparation of non-financial and future-oriented reports was expected to help
operationalising the objective of securing the international competitiveness of the

British economy at large.

The analysis of the multiple bodies of knowledge and programmatic aspirations that
have come to intersect in a category of non-financial and future-oriented accounting
since the mid 1980s also helped to explain different facets of a “common
knowledge” about the roles and purposes of accounting in goveming economic
activities. The findings from this chapter illustrate that accounting categories may
be made up of a variety of practices and rationales that allow for their translatability
into “solutions” for different governance “problems”. The mobilisation of
accounting in local governance reform programmes reinforced different aspects of a
de-localised category of non-financial and future-oriented accounting in business
management.*® For example, the policy reform proposals in the arena of financial
reporting standard-setting placed greater weight on the role of new ways of

measuring and reporting the non-financial and future-oriented aspects performance

36 On the idea that the meanings that get attached to accounting practices through language outline an expected
“performative” element of accounting representations, see Miller and Rose (1990) and Rose and Miller
(1992).
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in terms of “shareholder value”. The corporate governance debates were mostly
concerned with discharging accountability on the consideration of long-term
objectives and strategic plans through narrative reporting. Finally, the reform
debates in the arena of public economic policy making emphasised more explicitly
the idea of a CSR business case when calling for the widespread implementation of
non-financial and future-oriented measurement and reporting practices in business

management and corporate reporting,

The findings on the different meanings that have been assigned to a category of
non-financial and future-oriented accounting in the governance of economic life
provide the background knowledge for the study of the agenda-setting processes for
a voluntary and a mandatory OFR in the remainder of this thesis. Although the
notion of eventalisation in this thesis suggests that a category of non-financial and
future-oriented reporting always remains fluid and relational, the findings from this
chapter seem to indicate a widely shared and largely unquestioned view of the
interrelations between accounting, “strategic management”, “shareholder value”
and “CSR” across the different arenas of policy making. These findings may be
interpreted as part of a process of institutionalisation that establish new
unquestioned “truths” about “the proper government of economic and social life”
(Miller 1994b).>” This view seems to be supported by the widespread rise of non-
financial and future-oriented accounting as an issue for governing in the UK and
internationally in the last two decades (e.g. EC 2003b; IASB 2008).*® The next
chapters, therefore, start from a situation where non-financial and future-oriented
measurement and reporting are widely recognised as part of the accounting category
and rarely questioned in regulatory reform debates. This allows for a shift from the
analytical focus from the category of non-financial and future-oriented accounting

to the links that form between programmes and technologies of governing.

37 Changing perceptions of the legitimate ways of reasoning and categorising accounting have also emerged
outside the national British context at a world-society or world-polity level (cf. Boli & Thomas 1997; Meyer et
al. 1997; Drori et al. 2003). This seems supported by the growing engagement of transnational organisations
in the standardisation and regulation of additional management commentary as part of the financial reporting
framework (EC 2003b; IASB 2005, 2008).

3 Even strong contestation and problematisation of the mandatory OFR to be a “regulatory burden” and its
ultimate abolition by the Government in 2005 (DTI 2005) could not undermine an apparently widely shared
view that financial accounting could and should expand beyond the reporting in the financial statements (see,
e.g. Eaglesham & Burgess 2005; Friends of the Earth 2005; Grant 2005; Phillips 2005; Tilley 2005).
Following large public protest, most of the original OFR provisions were eventually re-introduced into law
with the requirement for medium to large companies to prepare an “enhanced” Business Review in the New
Companies Act 2006.
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Chapter 3

SHIFTING THE BOUNDARIES OF

ACCOUNTING STANDARD-SETTING

“[Standard-setters] can be radical as long as we don't say we are.”

(Standard-setter F)

1 Narrative reporting as an agenda-issue for the ASB

This chapter explores the process through which the “unusual” was made possible
in the agenda-setting process at the British Accounting Standards Board (ASB). The
publication of the Statement: Operating and Financial Review in 1993, significantly
extended the scope of activities of the accounting standard-setter in the UK. The
OFR Statement provided the first non-mandatory guidance for voluntary reporting
by business management on the underlying financial and non-financial drivers of
the operating performance and financial position of their company. The multiple
ideas of governing that came to intersect in the regulatory space (cf. Hancher &
Moran 1989b) for a voluntary OFR suggest that the process of agenda setting at the
ASB in the early 1990s was part of a wider reconfiguration of the accounting
regulatory world, in which the reference points for “getting accounting right” in the

name of “the profession”, “the market”, and “the public interest” were realigned.

The first explicit proposals to expand the activities of the ASB to non-financial and
future-oriented reporting surfaced in the early 1990s, when the British Financial
Reporting Council (FRC) opened a high-level debate about The State of Financial
Reporting (FRC 1991).” The report included the explicit recommendation by the
Chairman of the FRC, Sir Ron Dearing, to consider the regulation of narrative

reporting as a way to “interpret” the financial reporting figures:

! The FRC is the independent UK regulator which is responsible for “promoting confidence in corporate
governance and reporting”. As part of its work, the FRC among others oversees the work of the ASB and
appoints its members (FRC 2008). ‘

67



“I should like to see greater recognition that the figures, which _form
the essence of accounts, need to be supported by commentaries
which interpret them [...] there would be benefit from debate
leading to a consensus on the characteristics of excellence in such
statements, and more widely in the [annual] report as a whole.”

(FRC 1991, para. 22)
These concemns with “the responsibilities of directors in preparing reports and
accounts” (FRC 1991, para. 4) raised questions about possibilities for a more
structured provision of management commentary on the underlying drivers of the
operational performance and financial position of the business. Following the high-
level debate at the FRC, The ASB’s Future Work Programme (ASB 1991) proposed
to introduce a document similar to the US and Canadian MD&A, but by means of
non-mandatory guidance in a statement of best practice.2 The Board’s agreement to
take the project on the agenda of the ASB marked a first step towards shifting the
boundaries of UK accounting standard-setting. It moved the scope of standard-
setting activities beyond their traditional focus on questions of recognition,
measurement, and presentation in the financial statements. It also brought concerns
with additional disclosures in the annual report other than in the annual accounts
closer to the “core” of financial reporting regulation; thereby blurring the
boundaries between financial reporting and other forms of narrative statements,

such as the statutory Directors’ Report, or the voluntary Chairman’s Statement.’

This chapter analyses the circumstances under which a wide range of reform actors
agreed on the voluntary OFR as an “appropriate” agenda-issue for the ASB in the
early 1990s. Building on the findings from the previous chapter, the analysis of the
agenda-setting process for a voluntary OFR takes a situation as its starting point
where the idea that additional narrative statements should and could provide
insights into an “economic reality” of businesses remained relatively unquestioned.
The statements by the ASB and the public responses to the Discussion Paper:
Operating and Financial Review (ASB 1992) suggest that the inclusion of the OFR
in the regulatory agenda of the ASB was not a question of whether company

directors should report additional information on the underlying drivers of current

? For further discussion of the regulatory frameworks for MD&A disclosures in the USA and in Canada, see
chapter one.

3 By the time of the OFR project, the annual accounts in the UK formally consisted of the Balance Sheet and the
Profit and Loss Account. The requirement to prepare a Cash Flows Statement was introduced in 1996 via
amendment to FRS 1.
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and future performance. Instead, the question was how the provision of non-
financial and future-oriented narratives in financial reporting should and could be

regulated.

To address the question how the regulatory mandate of the ASB was extended
beyond the traditional boundaries of accounting standard-setting, the analysis takes
the historic specific complexes of actors and ideas that made up the regulatory
authority of the ASB in the voluntary OFR event into account (cf. Miller 1990;
Miller & Rose 1990; Foucault 1991b; Rose & Miller 1992; Miller & Rose 2008b).
This shifts the analytical focus beyond the administrative boundaries of the ASB
and focuses attention on the ways in which a variety of actors debated the roles and
responsibilities of the standard-setter in dealing with a particular accounting issue.
Like MacDonald and Richardson (2004), this chapter draws on the concept of
regulatory space to emphasise the processes of constructing the identity of a private
regulatory body in the interactions with other actors and demands in order to
overcome uncertainty about the legitimacy of its standards and guidelines.
However, the study in this chapter does not attempt to define the relative “powers”
and “interests” of individual reform actors (cf. Hancher & Moran 1989b), but takes
a wider, macro-level perspective on the emergence and interplay of different
programmatic ideas of governing in the process of agenda-setting (cf. Miller &
Rose 1990; Foucault 1991a). On the one hand, this lays out that regulatory change
takes place in politically contradicting environments. On the other hand, it shifts the
focus of the study to the emergence of links between programmes and technologies

of government in the construction of a regulatory mandate.

Furthermore, the analysis of the process in which various actors came to agree on
the OFR as an “appropriate” agenda issue for the ASB takes as its basis the idea that
an overarching rationality of “getting the accounting ‘right’” (Young 1994, p. 86)
provides a general mandate for regulatory intervention by accounting standard-
setters. What counts as “right” accounting is, however, mediated in the situational
and relational networks of a specific regulatory space. That is, versions of “right”

accounting may change in relation to the accounting issues, actors, and ideas that
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come to intersect at a certain moment in time (cf. Young 1994; Young 1995).* The
notion of logics of appropriateness (cf. March & Olsen 1989) in this research helps
to describe the expectations about the role and responsibility of a standard-setter in
dealing with a particular accounting issue. These expectations surface in the
historically and spatially programmatic language of accounting reform (cf. Foucault
1991d). For example, existing studies of the activities (and inactivities) of the US
Financial Accounting Standards Board (FASB) have found that the Concepts
Statements (often referred to as the FASB Conceptual Framework) provided the
more specific reference points for considering a particular accounting issue.
Accordingly, the emergence of reform programmes in financial reporting regulation
in the US has been closely tied to claims to financial reporting quality criteria, such
as relevance, reliability, and representational faithfulness (Young 1994, 1995, 1996,
2003). In principle, these findings are transferable to the agenda setting process at
the ASB. A similar “programme for encouraging improved accounting standards”
(ICAEW 1969) has also characterised the accounting standard-setting agendas in
the UK since the introduction of the first British standard setting-body in 1970
(Rutherford 2007). However, the findings from the study of the OFR event suggest
that Jogics of appropriateness may relate to more ideas of governing than only
technical financial reporting quality criteria. The analysis of the British reform
debates demonstrates the co-emergence of multiple complementary but also
competing  “technical”, “professional”, and “international” logics of
appropriateness. They have been classified according to the wider ideas of
governing to which the reform debates at the ASB referred when constructing the
development of the voluntary OFR guidelines as an “appropriate” agenda issue. A
focus on “international” logics of appropriateness involves the consideration of
cross-border influences on ideas about the “legitimacy” of national accounting
standard-setting programmes. This has been missing in previous evaluations of
accounting standard setting-processes in a national regulatory space (Young 1994,
1995, 1996). In these studies, the construction of regulatory issues and legitimacy at
the FASB appeared as a more self-referential process within national boundaries of

thought. A notion of “professional” logics of appropriateness stresses the

4 The idea that accounting may be mobilised in the name of different programmatic aspirations at different stages
of the regulatory process has been illustrated in a study of the “savings and loan crisis” in the 1980s in the US
(Young 1995).
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historically grown path dependencies in conceptualisations of the role and
responsibility of accounting standard-setters. These may vary considerably in
different institutional environments. For example, the accounting bodies in the US
were historically state-founded and state-accredited. As a result, they did not
achieve the same “elite” image and impact on professional conduct as the self-
formed and self-regulated UK accounting bodies throughout their history (Lee
1995). However, it seems that no research has been conducted on the ways a
professional self-image emerges in accounting standard-setting processes and
manages the expectations of a wide range of accounting and “non-accounting”

actors in financial reporting standard-setting.’

The remainder of this chapter outlines the construction of a regulatory mandate for
the ASB to intervene in non-financial and future-oriented reporting. The discussion
is organised in four parts. The next part introduces the key developments during the
voluntary OFR project at the ASB between 1991 and 1993. Starting with a short
review of the history of self-regulation of accounting practice in the UK, the second
section traces the various ideas of governing in the name of “the profession”, “the
State”, and “the market” that defined the position of the ASB by the time it took the
OFR project on its agenda. The third section discusses the emergence and interplay
of more specific logics of appropriateness that allowed a wide range of reform
actors to agree on the voluntary OFR as an agenda-issue for the ASB. The final part
summarises the findings from this study and sets forth their implications for
conceptualising the inherent programmatic elements of policy reform in national

accounting standard-setting.

2 The voluntary OFR project

“A constructive solution requires the co-operation of three parties,
standard setters, users and preparers.” (Cook 1990).

The standard-setting process at the ASB facilitates a close internal and public
dialogue with key stakeholders whilst being open to comments from other
interested parties. The development of an Accounting Standard or an ASB

5 The terms “accounting” and “non-accounting” professionals are carefully used in the British context, where
professionally trained accountants may retain membership with the professional bodies even if they move into
“non-accounting” careers, such as business management. The absence of a business education system in the
UK up to the 1970s, for instance, reinforced a mutual influence of accounting and business practice, because
professional accounting qualifications were common among those who pursued a career in general
management (Matthews et al. 1998).
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Statement generally begins with the Board’s decision to include an issue in its work
programme (ASB 2007b). The management of the project is then delegated to one
of the internal project directors who work under the supervision of the Chairman
and the Technical Director of the ASB. An additional panel of ad hoc consultants
with representatives from accounting firms, preparers, users, and academia supports
the identification of “issues” and “solutions” that will be taken before the Board for
further discussion. In the next step, a Discussion Paper is prepared and issued,
inviting the views of the interested public on the proposed new or revised
regulation. The views expressed in the public comments, further direct enquiries
and field-tests normally inform the preparation of an Exposure Draft (ED). The ED
is published for further public comment before the Board reaches a final conclusion

and publishes an Accounting Standard or an Accounting Statement (ASB 2007b). ¢

The procedures during the OFR project followed a similar approach. The only
difference was that it did not call for the additional publication of an ED in the
development of the voluntary guidance (ASB 1993). The internal work on the OFR
Statement formally began in 1991 with the appointment of a Project Director who
worked closely with the Chairman and the Technical Director of the ASB
(Standard-setter D). In addition to a series of Board meetings, input from the “main
players” in regulatory decision making at the ASB — finance directors, big
accounting firms, and analysts — was generally sought through regular personal
meetings “every two or three months” (Standard-setter F). The ASB also conducted
a series of non-public consultations with representatives of the business community,
who the ASB considered as one of the most important allies for ensuring success of
the OFR project (Standard-setter E). These meetings were regarded as very helpful
to secure support from analysts and the 100 Group of Finance Directors before the

publication of the first discussion paper:

“And in a way we knew we were going to win before we published,
because we got people on site first.” (Standard-setter F)

Further personal consultations with business representatives took place after the

publication of the discussion paper. A small working group of finance directors

S In contrast to Accounting Standards, ASB Statements do not cover mandatory accounting requirements, but
either explain the ASB’s principles and procedures or aim at developing “best practice” in reporting outside
the statutory annual accounts (ASB 2007a).
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from the 100 Group was set up and met about four to five times to discuss the
details of the OFR Statement. The group identified pdssible practical problems and
developed a set of “suitable solutions” (Standard-setter D). The OFR project
manager was also involved in a research project by the Institute of Chartered
Accountants of Scotland (ICAS) on the views of preparers and users of the
proposed OFR in 1993 (Weetman et al. 1994). The study included an analysis of the
written submissions to the Discussion Paper and 20 additional interviews with
professional investors, including brokers and institutional investors. The aim was to
redress the “imbalance” of user and preparer submissions to the Discussion Paper

and to represent a more “user-focused” perspective on OFR reporting (ibid.).

The additional behind the scene work at the ASB prior to and after the publication
of the discussion paper may explain the largely positive responses to the OFR
proposals in the public consultation. Overall, the 102 analysed response letters
welcomed the proposals for a voluntary OFR Statement and rarely questioned the
role and responsibility of the ASB in engaging with accounting issues beyond the
financial statements (Table 1).

Welcome Concerned Reject Other or
OFR about OFR OFR no explicit
Category of respondent proposal proposal proposal comment Total
Accounting profession
(accounting firms) 8 1 0 0 S
Accounting profession
(professional associations) 5 1 0 0 6
Preparers
(company Finance Directors 38 5 8 6 57
and professional associations)
Trade organisations 9 0 0 0 9
Mixed user / 5 0 1 1 7
preparer organisations
Users (incl. professional and
representative associations) 4 1 0 0 5
Law profession 0 0 1
Individuals 0 0 1
Other 0 0 0
76 8 9 9 102
Total
74% 8% 9% 9% 100%

Table 1: Responses to the Discussion Paper: Operating and Financial Review (ASB 1992)

A majority of 76 out of 102 (74%) respondents generally welcomed the proposals
for a voluntary OFR. They included explicit support from eight out of nine (88%)
accounting firms, from 38 out of 57 (66%) potential preparers of OFRs (including
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finance directors and their professional associations), and from five out of the six
professional organisations that had submitted a response letter. Even though they
did not entirely reject the OFR proposals, eight (8%) of the total response letters
expressed severe concemns about the proposed Statement. They supported additional
reporting in an OFR in principle but questioned the proposed responsibility of the
ASB for regulating disclosure outside the financial statements. For example, the
Chartered Association of Certified Accountants (ACCA) generally welcomed
additional commentary on underlying corporate performance, but strongly criticised
the ASB for prioritising work on the OFR over the other accounting issues from its
original 1991 Work Programme, such as off-balance finance, goodwill, or
consolidation. In addition, the ACCA expressed doubts about the effectiveness of
the proposed voluntary OFR and called for formal legal backing:

“This is a disappointing draft. As the proposals are not mandatory it
is difficult to see how they will be implemented given the broad and
discretionary framework that the discussion draft proposes.” (ACCA
letter to the ASB, 16 July 1992)

The accounting firm Touche Ross & Co argued that the additional disclosures did
“not fall within the scope of accounting standards™ and should be dealt with by the
FRC as part of its work on corporate governance.’ The response from the Group of
Scottish Finance Directors questioned the need for additional reporting and
commentary from the point of view of directors, pointing out that this was already
sufficiently covered by other channels of communication.® Finally, one preparer and
one professional investor argued that reliance on market forces was sufficient and
that no further regulatory intervention by the ASB was needed.’ Only nine (9%) of
the respondents explicitly rejected the proposals in the Discussion Paper. They were
mostly received from potential preparers of OFRs. One of the preparer-companies,
for example, explicitly questioned the general ability of accounting and additional
narrative statements to reflect the dynamics of business as, according to them, more
reporting would open the potential for “hiding” rather than “revealing” information

about the business.

" Touche Ross & Co letter to the ASB, 8 July 1992.
® The Group of Scottish Finance Directors letter to the ASB, 15 July 1992.

% Boustead plc letter to the ASB, 22 July 1992; S.G. Warburg Group Management Ltd. letter to the ASB, 13
August 1992,
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In the light of the numerous positive responses and the comparatively few points of
criticism, the ASB issued the Statement: Operating and Financial Review in 1993.
This marked a durable shift in the scope of accounting standard-setting in the UK.
The issue of non-financial and future-oriented reporting has stayed on the agenda of
the ASB to date and may be one of its proudest contributions to financial reporting
regulation and practice (Standard-setters C, D, E, and F). A “routine update”
(Metcalf 2002) of the 1993 OFR Statement took place in 2002. The revised OFR
statement included the explicit recommendation to identify financial as well as non-
financial “key performance indicators” including reporting on environmental and
social issues (ASB 2003a). Its publication in January 2003 coincided with emerging
proposals for a mandatory OFR from the Company Law Review Steering Group,
which will be further discussed in the next chapter (Metcalf 2002). Despite the
repeal of the OFR Regulations shortly after their enactment in 2005, the ASB still
provides non-binding voluntary guidance for reporting in the mandatory Business
Review according to the new Companies Act 2006 in the Reporting Statement:
Operating and Financial Review (ASB 2006).

The discussion in the next section highlights the various programmatic aspirations
that have come into play in defining the roles and purposes of the accounting
standard-setter in the OFR event. Placing the work of the ASB in the early 1990s in
a wider historic and political context helps to shed light on the conditions of

possibility for the expansion of the scope of the regulatory mandate of the ASB.

3 Ideas of governing in UK accounting standard-setting

The general “need [of accounting standard-setters] for a public legitimacy and
rationale for action” (Burchell et al. 1980, p. 10) has been attributed to their “uneasy
[position] between the accounting profession and the state” (Young 1994).'° This is
believed to pose a dilemma for the production of accounting standards as they can
neither rely on claims to “professional expertise” and “independence”, nor on a
democratic mandate as sources of authority (Hopwood 1983a, p. 84). Similarly, the
members of the OFR Working Group at the ASB interpreted the early 1990s as a
particularly challenging time (Standard-setters D, E, and F). Although the ASB was

1% Other studies have suggested that pressures for accounting change may also arise through further interventions
by general media, academia, or strong individual personalities (Burchell et al. 1980; Sikka & Willmott 1995;
Rutherford 2007, pp. 8-12).
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recognised by the Companies Act 1989 as the responsible standard-setting body, the
accounting standards themselves were not authorised by parliamentary approval
(Baldwin & McCrudden 1987). To be effective, they needed to be in line with the
programmes of those who sought to govern through accounting standards and also

needed to be accepted by those who were supposed to be governed:

ASB knew that its objective of improving financial reporting needed
more than the statutory backing for accounting standards: it needed
a commitment from all sides of the financial community to work for
such an improvement and to support the standard setting process.”
(Standard-setter E)

The remainder of this section reviews the rise and realignment of interconnected
rationales of governing that shaped the history and identity of accounting standard-
setting in the UK in relation to a series of national and international developments.
The broad distinction between ideas of governing in the name of “the profession”,
“the State”, and “the market”, helps to structure the multiple demands that were
placed on the regulation of accounting practice before and after the creation of the
ASB in 1990.

3.1 The rise of “professional” self-regulation

Ideas of self-regulation by the accounting bodies traditionally played a central role
in the regulation of the technical procedures of accounting and auditing in the UK.
They have been characterised by general notions of “independence” and “expertise”
that were supposed to legitimise the practice recommendations of the accounting
bodies (Robson et al. 1994). However, claims to self-regulation have been caught
up in political, economic, and social changes throughout the 20® century. These
encounters between “the profession”, “the State”, and “the market” brought about

various shifts in the rationales that guided standardisation projects in accounting.

The first accounting institutes in Great Britain were established as self-formed
professional organisations in the second half of the 19™ century. They were granted

royal permission for self-regulation of membership and conduct (Lee 1995)." Until

' The first Scottish institutes were formed in 1853 and 1867. They merged into the Institute of Chartered
Accountants in Scotland (ICAS) in 1951. The Institute of Chartered Accountants in England and Wales
(ICAEW) was formed in 1880 following the merger of four provincial societies with the Society of
Accountants in England. The Institute of Chartered Accountants in Ireland (ICAT) was established in 1888
(Edwards 1989, p. 277).
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about the middle of the 20% century, the system of professional self-regulation
provided the main mode of control in the market for accountancy services in
Britain. This system was characterised by a generally informal, cooperative and
discrete regulatory culture. The members of the chartered institutes were able to
build a professional reputation and social standing on the basis of claims to
knowledge in the areas of accounting, auditing, tax, as well as legal and business
issues. Notions of “professionalism” were also carried into practice through a
system of training and education for the members of the accounting bodies (ibid.).
Accordingly, the regulatory authority of the accounting bodies largely arose from
public trust in expert elites and their close and informal networks of control and

communication (Baggott 1989; Lee 1995)."

Throughout the history of the chartered accounting bodies however, the roles and
self-regulatory powers of the accountancy profession in the UK were always at least
loosely tied to a public interest rationale (Hopwood 1983a).'* From early on,
accountants based their professional identity on claims to a “social contract”
between their occupation and the wider public. This meant that the services of the
members of the accounting bodies were traditionally linked to ideas of supporting
processes of corporate accountability for the benefit of society at large (Robson et
al. 1994). A more explicit alignment between the system of professional self-
regulation and public policies and regulations developed around the beginning of
the 20" century. By that time, the formal ties between accounting practice and
company law began to grow closer (Hopwood 1983a).'* Statutory accounting and
reporting requirements in the Companies Consolidation Act 1908 and the
Companies Act 1929 introduced a minimum level of recording and reporting
(Noguchi & Edwards 2004), including the presentation of an audited balance sheet
and the publication of a profit and loss account (Edwards 1989, pp. 128-130)."° The
relative stability of these arrangements between “the profession” and “the State” has

been identified as one of the key reasons for there being little explicit engagement

12 For further discussion of the role of self-regulation in British regimes of governing throughout the 20
Century see, e.g. Baggott (1989), Baldwin et al. (1998b), or Ogus (1998).

13 For a critical perspective on the public interest implications in the formation of the profession see, e.g.
Willmott (1986).

14 For further discussion of the interrelations between accounting and law, see chapter four.

15 Basic publicity requirements to file annual accounts with the Registrar of Companies had already been
introduced by the Joint Stock Companies Act 1844 (DTI 1998b).
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by “the accounting profession” in standard-setting activities until the 1940s (Lee
1995) and for little regulatory control of accounting practice in company law
(Edwards 1989, pp. 126-127).

A major shift in the relation between accounting and “the State” occurred in the
1940s, when a notion of “professionalism” was questioned in the light of the
presumed public interest-role of accounting (Napier & Noke 1992). Early
accounting scandals in the 1930s and 1940s had called into question a general
reliance on professional elites, who were trusted to serve the “public interest” by
guaranteeing competent services (Lee 1995).'® The ICAEW responded to the
criticism with the publication of a series of Recommendations on Accounting
Principles from 1942 onwards (ICAEW 2009). In addition, the introduction of the
Companies Act 1947 and the Companies Act 1948 formally ended the prior liberal
rationale in accounting regulation (Noguchi & Edwards 2004). The new legislation
significantly expanded statutory disclosure provisions and audit requirements
(Edwards 1989, p. 209).17 At the time, the shift towards regulatory formalisation in
company law was, however, still largely supported by the accounting bodies. They
interpreted statutory regulation of accounting practice as a way to complement their
efforts to secure and expand the scope of their responsibilities (Robson et al. 1994;
Noguchi & Edwards 2004).

3.2 Self-regulation in the name of “the public” and “the market”

Throughout the 1970s, the status quo between “the profession” and “the State” in
the accounting regulatory regime in the UK fundamentally changed. Another series
of accounting scandals in the 1960s had called into question the extent to which the
various accounting institutes could reliably provide accounting information that met
the demands and expectations of various constituents (Rutherford 2007pp. 2-8)."®
The accounting bodies followed the public critique with proposals for greater

16 The Royal Mail Steam Packet case of 1931, in which the issuance of false accounts was supported by the
company’s auditor, was one of the most prominent cases that caused corporate accountability concerns and
eventually led to increased reporting requirements in the Companies Act 1948 (Patient 1992).

17 For instance, specific headings for disclosure in the balance sheet and the profit and loss account were
specified. The audit requirement was expanded to cover the profit and loss account. Formal responsibility for
conducting an audit was located with the members of the professional institutes (Edwards 1989, p. 209).

'8 Three of the most prominent accounting scandals of the time were the collapse of Rolls Razor Limited in
1964, the takeover of Associated Electrical Industries Limited (AEI) by General Electric Company (GEC) in
1967, and the failed Pergamon-Leasco takeover in 1969 (Rutherford 2007, pp. 2-8). -
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standardisation of accounting practice in the system of professional self-regulation
in an attempt to regain public trust and to silence public calls for stricter legislation

(Rutherford 2007, pp. 12-13)."”

The ICAEW (1969) Statement of Intent on Accounting Standards in the 1970s set
out a programme for developing a set of standards for more consistent financial
reporting in the UK. This included proposals for replacing the system of non-
binding and non-standardised guidelines which existed then and which had, until
then, been issued by the individual British professional accounting institutes with a
regime of jointly devised standards (Blake & Lunt 2001, pp. 1-2).*° Eventually, the
Accounting Standards Steering Committee (ASSC) was created in 1970 as the first
professional standard-setting organisation in the UK (Rutherford 2007). Following
amendments to the constitution of the ASSC in 1976, the name of the standard-
setting body was changed to Accounting Standards Committee (ASC).?! Under the
new system, standard-setting remained under exclusive control of the UK
accounting bodies and without official recognition by Government (Turley 1992;
Zeff 2007b). Nevertheless, programmatic ideals of acting in the name of “the State”

and “the markets” increasingly influenced the activities of the standard-setter.

Around the time of the creation of the ASC, definitions of the roles and purposes of
financial reporting began to shift away from a traditional stewardship-perspective
towards an emphasis on the “users” and “usefulness” of financial accounts for
economic decision-making in a capital market setting (Hopwood et al. 1990, p. 76).
Although ideas of financial reporting as a means of disclosing “relevant and
efficient information for investor decision-making” had already accompanied the
accounting reforms in the 1940s (Noguchi & Edwards 2004), the rise of a neo-
liberal paradigm in British policy thought further strengthened aspirations to define
the subjects and objects of governance in economic terms (Robson et al. 1994). The

emphasis on autonomy and decision-making in economic governance also brought

!9 Rutherford (2007, p. 13) highlights that the Government itself did not explicitly suggest intervening in
professional conduct by means of legislation. Yet the profession felt that even the possibility that Government
could change its views already created sufficient pressure for a greater degree of standardisation in the system
of professional self-regulation.

2 Enforcement of the standards was supposed to be based on a comply or explain approach in the statements
themselves or if they failed to do so in the audit report (Rutherford 2007, p. 41).

2 The 1976 amendments allocated greater responsibility for the initial drafting of standards to the ASC itself,
lessening the role of the individual professional bodies (Rutherford 2007, p. 120).
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the focus on the “functioning” of capital markets in line with the public interest-role
of accounting standard-setting (Willmott et al. 1993; Robson et al. 1994; Cooper &
Robson 2006). That is, the system of professional self-regulation was expected to

support “the efficient working of the commercial sector” (Rutherford 2007, p. 13).

The internationalisation of national accounting practice was another important
influence on UK accounting standard-setting after the 1970s. This was brought
about by the increasing economic interaction between the UK and the US (ibid., p.
17) as well as the acce