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EMERGING DIMENSIONS IN ACCOUNTING

*BY Namita M. Bhatt

ABSTRACT

The basic accounting function concerns towards the business economic data

recording and communicating it to the relate entities. This accounting system
facilitates the administration of the business financial activities. Various entities
concerned to the business are the creditors, shareholders, employees, customers,
management, government as well as the public largely. All the above entities
are having diverse forms of interests and stakes at the business and accounting
fulfils the detailed needs accordingly

In the recent past, the financial accounting function has gone through some
significant changes. Just couple of years ago, sole proprietorships &
partnerships were the chief forms of any Organisation and the main accounting
function was to provide the economic detail about the organisation to its
proprietors, who owned as well as managed it. Due to industrial revolution the
financial internal sources found insufficient at meeting the needs of the
organisations and the business organisations’ dependence at external financing
has increased. Now, the ownership and the management of the organisation are
virtually been departed which is the result of dawn of the joint stock or public
limited organisations.

KEY WORDS: Accounting, Emerging Trends, Reporting, Analysis,

Effectiveness

*Namita M. Bhatt (M.Com, M.Phil.) is a Ph.D. student under the guidance of
Dr. Ketaki P. Sheth, Principal, BJVM Commerce College, V. V. Nagar.



Saarth

E-Journal of Research
ISSN NO: 2395-339X

Due to the diverse of ownership and management, the management
responsibility has increased diversely for reporting to owners that how perfectly
the organisation is being operated and the capital is profitably utilized. So,
Account report and its various aspects are the “Emerging Dimensions of

Accounting”.

INTRODUCTION

The increasing intricacy at financial and economic events and the efficient
market rise, have led importance of financial reporting revelation. A Corporate
report or financial report can be defined a perfect communication system in
between the organisation and its’ interested entities like investors. The reporting
contains many dissemination detail channels of which the primary broadcasting
channel is financial reports to the shareholders. This is the most direct, least
expensive, most timely, and fairest method of reaching all shareholders.
Corporate reporting is a process through which a business entity communicates

with the outside world.

The intangible scaffold of the corporate reporting is normally based on:
(1) Communication Timeliness.

(2) Communicated detail reliability.

(3) Detail materiality.

(4) Detail relevance to user.

(5) Presentation forms.
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A person can notice extraordinary development at the relations & contacts

among the various countries at governmental and the non-governmental levels
due to the effective reporting system. Consequently, there has been a
remarkable expansion in corporate reporting because many organisations have a
number of branches and subsidiaries in different countries all over the world. In
recent years, the financial reporting is witnessing new point of reference which
is appreciated understanding the users’ detailed needs at financial statements.
One of the major user groups consists of investors in corporate securities,
particularly the ownership securities, which depend, to a large extent, on the
detail contained in the financial statements to make / evaluate their decisions
regarding investment / disinvestment in individual corporate securities, as well
as manage their portfolios. Clearly, the needs of the users of financial
statements are better served if accounting data are analogous, at least across
organisations in similar business.

Other groups of users including employees, suppliers of raw materials,
suppliers of loan funds and various government departments etc. also value
analogous of financial statements. Such analogous detail could be provided only
If organisations adopt uniform accounting procedures and disclose adequate
detail about the accounting methods used. The relevance of maintaining
consistency in accounting procedures will be of no use if accounting procedures
used do not fall within the bounds of rationality when judged from the specific
circumstances of an organisation and the environment in which the organisation
Is functioning. It is against this background that accounting standards assumed

Importance by drawing the boundaries within which acceptable conduct lies.
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These are designed to harmonise diverse accounting procedures and practices

and formulated after taking into consideration the customs, usages and business
environment. Additionally, accounting standards attempt to bring about
uniformity in accounting practices by putting reasonable limits on the choice
available regarding accounting methods as well as by requiring revelation of
accounting procedures used to satisfy the needs of users of financial statements
for analogous detail. They guide the judgment of the professional accountants
so that the highest quality of measurement and presentation is consistently
produced in any particular set of circumstances. Each individual statement of
accounting standards contains rules covering some or all of the related aspects

of presentation, interpretation, and communication of an economic event.

IMPERATIVENESS OF THE ACCOUNTING STANDARDS

The imperativeness of the accounting standards can further be judged from the

following points

a) Accounting standards lay down general and alternative procedures and
practices with respect to a problem, thereby permitting the organisations to
follow any method of their liking, provided the method is used consistency year
after year. Consequently, two organisations, though engaged in identical
activities, may adopt different procedures or follow different methods to tackle
particular problems of an identical nature. However, accounting standards
emphasise revelation of the procedures and practices in use as well as
maintaining of consistency in their use year after year.

b) The accounting standards allow the organisation to shift from one method to

another in case of need. In such a situation, what the standards require is only
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the revelation of this fact, together with the quantification of the effect of this

shift on the results reported.

c¢) Efficiency in furnishing useful accounting detail of analogous value can be
achieved only when the industrial undertakings follow uniform accounting
procedures and practices for similar types of problems under similar situations.
The primary thrust of accounting bodies (International Accounting Standards
Committee, Accounting Standards Board etc. which are involved in the
development and issue of accounting standards) should, therefore, be to develop
and issue accounting standards, suggesting uniform procedure for treatment of

similar type of problems.

RECENT TRENDS IN ACCOUNTING

One of the major intents of financial reporting is to supply detail for inventive

decision-making. Each organisation, owes its existence to communication of
financial detail. But the corporate managements regard the required legal
bindings as to financial revelations not as the minimum limit but as the
maximum limit. As such, those having a reasonable right of detail (investors,
creditors, employees, government and public at large) have to satisfy
themselves with the existing data. Barring a few cases, the reporting practices
are mainly concerned with meeting the requirements of the Company Laws.

A rapid development at Indian economy has led towards the corporate sector
growth, resulting in increasing emphasis being laid on financial reporting which
acts as a link in between the management and the user groups of the financial
statements. A number of amendments in the Organisations Act have been made

over the past years with regard to revelations in Indian Organisations but there
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are sets of detail which have not yet been made obligatory to be published in the

form of organisation communication e.g. accounting for social costs,
investments made in human resources, impact of inflationary tendencies,
statement of value added, financial forecasting, projected income. The present
Paper is devoted to evaluating of the practices among Indian organisations with
regard to the revelation of human resource accounting, price level accounting,
value added accounting, social accounting and cash flow accounting. The
purpose of discussing these aspects of annual reports in this paper is that the
presenter is convinced that the style of presentation of detail enhances the

communicating feature of published data to the users.

HUMAN RESOURCE ACCOUNTING

The resources of an organisation may be classified into three broad groups viz.

the human resources, the physical resources and the financial resources.
Without human resources in an organisation, the physical and the financial
resources cannot be operationally effective. One of the most important aspects
of the business manager's job is the use of resources to achieve the immediate
and long-run goals of an organisation but regarding their organisation's human
resources, business managers had very little detail. Behavioural scientists,
concerned with the management of organisations, pointed out that the failure of
accountants to value human resources was a serious handicap for effective
management. The variables in human behaviour like group loyalty, skill
motivation, and the capacity for effective interaction, communication and
decision making, are the true indicators of organisational health. How these

variables are managed largely determines the end results of an organisation.
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The accountants in the past ignored this important asset. Modern thinking is that

all the assets of the organisation, including the human assets, must be properly
treated, analysed and reported by an accounting system in view of the long-term
interests in the organisation. In the traditional accounting system, all expenses
relating to recruitment, selection, training, familiarisation and development of
human resources are treated as of revenue nature and are changed to the profit
and loss account of the relevant accounting period in which they are incurred.
This is obvious violation of the accounting principle. The effect of such kind of
treatment of the expenses is that it either understates the profit of the
organisation or overstates its losses. Moreover, when the organisation incurs
such expenses on human resources either for its acquisition or for development,
the assets of the organisation are concealed to that extent; and the net worth of
the organisation is understated. Thus the understating of profits or overstating of
losses or concealment of assets or concealment of net worth leads to non
revelation of true and fair view of the financial statements of an organisation. In
fact, such expenses should be amortized over the economic service life. The
productivity of an organisation’s investment is known from the rate of return it
gives. So far, these rates of productivity are considered in respect of physical
asset investment only. To find out the productivity of investment on human
resources in an organisation, the concept of ’Human Resource Accounting’
(HRA) was evolved in 1970’s.

HRA is the process of developing financial assessments for people within an
organisation / society and the monitoring of these assessments through time. It
deals with investments in people and with economic results of those

involvements. “American Accounting Association” has defined HRA as "the
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process of identifying and measuring data about human resources and

communicating this detail to the interested parties." Thus, it involves (a)
measurement and valuation of human resources, and (b) communicating the
relevant detail to the management and external users.

Several measurement models and methods have been suggested for human
resource valuation. These measurement methods can be classified under cost
approaches (HRCA) and value approaches (HRVA). HRCA involves
computation of costs of human resources to the organisation. Such costs are
capitalised and amortised over a period of time. Under cost approach, historical
cost, replacement cost and opportunity cost have been advocated as potential
measurement basis. HRVA is based on the assumption that the future earnings
of various grades of employees are estimated up to the age of retirement and are
discounted at the rate of cost of capital to obtain their present value. “Lev and
Schwartz model”, “Flamholtz model”, “Jaggi and Lau model” are been
suggested for the valuation of human resources.

The inclusion of appropriate human resource data in published financial
statements would, in all likelihood, make such statements far more meaningful
in predicting future performance which is, of course, the principal concern of
investors.

Using financial analysts as representatives of the external users, the
experimental cram showed that this detail did have an effect on their investment
decisions. There is no doubt that HRA can provide valuable detail to the
management and the outsiders but its development and application in the

different sectors and organisations has not been encouraging. Reluctance on the
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part of the organisations to introduce the HRA system can be attributed to the

following:

a) In India, human resource accounting has not been introduced so far as a
system at statutory level. Neither the Indian Organisations Act, 1956 nor the
Institute of Chartered Accountants of India provides any scope for furnishing
any significant detail about the human resources in the financial statements.
Moreover, there are no rigid instructions by these authorities to attach detail
about the value of human resources and the result of their performance during
the accounting year in the schedules and / or notes to accounts.

b) The introduction of HRA system will increase the accounting costs.
Moreover, every new system involves incurring of additional expenditure which
should be weighed against the benefits expected to flow from it. However,
nothing has so far been done to assess the costs or benefits likely to flow from
the introduction of HRA.

c¢) The various approaches and models relating to valuation of human resources
suffer from different drawbacks. There is no flow-free method or model that can
be universally applied to value human resources.

d) It is not logically and legally valid to show human resources on the balance
sheet as an asset because it cannot be legally owned or purchased by that
organisation.

e) Human resources in the process of gaining experience acquire appreciation in
value rather than depreciation. But if human resources are treated as an asset,
the problem of appreciation / depreciation will have to be tackled. It is difficult
to answer at what stage in one’s career route appreciation overtakes depreciation

or vice versa,
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f) The valuation of human resources may be used by the workers union as

leverage in their demands for higher wages, bonus and better working
conditions. Some of the managements hesitate to go in for HRA because of such

fears in mind.

PRICE LEVEL ACCOUNTING

Accounting is a service function which identifies measures and communicates

economic magnitudes relating to a particular period to its internal as well as
external users. The unit of measurement universally used in accounting is
money which has been subjected to major erosion in value all over the world,
especially during the last four decades. The existing accounting practices of
preparing financial statements are based on an important accounting
assumption, namely the monetary postulate, which states that the value of the
monetary unit is stable and that fluctuations in it may be ignored in the
preparation of accounts. But with the movements — upwards or downwards - in
the price-levels, the assumption of a stable monetary unit does not hold good. In
fine, money as such is no longer a reliable unit of measurement and hence the
need for incorporating the effects of price-level changes in the accounting
statements has assured significance.

There is now a near-unanimity that historical cost accounts suffer from many
serious limitations. During inflation, historical profits are overstated and the
asset values are understated. Conversely, there is understatement of profit and
overstatement of assets during deflationary conditions. The high rate of inflation

that has gripped almost all the economies of the world has forced different
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users, e.g. Investors, government, corporate managers, academicians,

accountants, to give a fresh look and consider whether the corporate accounts
prepared on historical cost basis serve the purpose they are supposed to, and
whether some changes in the accounting system are warranted. Inflation
accounting is the nomenclature coined to overcome the problems associated
with historical cost accounts as are designed to mirror the impact of rising
prices on economic magnitudes through the adoption of inflation-adjusted
accounts. The objects of inflation accounting or price level accounting (PLA)
are two-folds first, to ensure that capital invested is maintained intact in real
terms and second, to reflect a true and fair view of the operations for the year
concerned. One cannot get a true and fair view unless the effects of inflation on
the organisation's balance-sheet are separately shown and the profit that has
arisen owing to inflation has been isolated. Therefore, the valuation of assets
and liabilities in the balance-sheet and the calculation of profit or loss in the
income statement under the conventional accounting system are neither
logically correct nor legally permissible. A pioneer work in this field was
produced in 1936 by Henri W. Sweeny in which he proposed that the
accounting figures as on a closing date be adjusted on the basis of the
purchasing power of the Dollar at the time by means of index number of general
prices. Since then, individual and professional bodies all over the world have
been making a number of attempts to consider the impact of inflation on
accounts. Consequently, the professional bodies in various countries have
issued different accounting standards and guidelines for accounting and

reporting the effect of inflation on the results of an organisation.

11
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Different guidelines for reporting the effects of changing prices have been

Issued by various professional accounting bodies in the developed countries
such as the U.S.A., the U.K., Canada and Australia. For example, FASB of
AICPA issued FAS-33 on ‘'Financial Reporting and Changing Prices' in
September, 1979, FAS-82 on 'Financial Reporting Changing Prices! Elimination
of Certain Revelations* in November, 1984 which supersedes some portions
and amends other portions of FAS-33, FAS-89 on 'Financial Reporting and
Changing Prices* in December 1986 in the U.S.A. In the U.K., ASC of the
Institute of Chartered Accountants in England and Wales issued SSAP-16 on
‘Current Cost Accounting™ in March, 1980. In Canada, the Canadian Institute of
Chartered Accountants issued a pronouncement on 'Reporting the Effects of
Price Changes* in December 1982 which seems to be a combination of IFAS—
33 and SSAP-16. The Australian Society of Accountants and the Institute of
Chartered Accountants in Australia issued a proposed statement of accounting
standards on 'Current Cost Accounting’ in February, 1982. Recognising the
importance of the effect of changing prices on the financial statements, the
Research Committee of the ICAIl has brought out a Guidance Note on
Accounting for Changing Prices in 1982. In preparing the Guidance Note, the
Research Committee of the ICAI has drawn heavily on the various publications
on the subject by various international professional bodies, particularly those by
the ASC in the U.K. The main intents of the Guidance Note are to encourage
the adoption of accounting for changing prices and to suggest a methodology
relevant in the prevailing economic environment in India.

Efforts made so far to involve a method for inflation have not succeeded.

Experts have been to draw up a comprehensive set of proposals to accounting

12
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for inflation. Following are the accounting attempting deal with main three

techniques of considering the impact of inflation on financial statements:

a) Current Purchasing Power Accounting (CPPA), which takes inflation into
consideration by using a general index consumer price index, G.N.P. implicit
price deflator or whole-sale price index.

b) Current Cost Accounting (CCA), which takes into account only the specific
prices of different assets.

c) General and Specific Price Level Accounting, which recognises changes in
general as well as specific prices. The CCA method of accounting for inflation
is claimed to be fully comprehensive method by the Sandilands Committee. The
CCA methods take into account the concept of capital maintenance which is
more relevant to the operations of a business organisation than the CPPA
concept. Further, current cost profits are much closer to cash profit than
earnings worked under historic cost accounting or CPPA. CCA has also been
claimed to have much greater reality than CPPA since the various adjustments
by the former are made by means of indices which relate to the actual assets
employed in the business. The CCA involves the extension and development of
accounting practices already established in principle rather than introduction of

new principles. It is, therefore, not revolutionary but evolutionary in nature.

APPLICATION OF PRICE LEVEL ACCOUNTING IN INDIA

An analysis of the annual reports of the selected organisations in the public and

private sectors for the period under cram brings out that only a few
organisations have been reporting the price level accounting in their annual

reports.

13
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SOCIAL ACCOUNTING

Accounting detail is used by several groups, such as shareholders, investors and

employees. As the detail needs of such groups are different, accounting detail
must be designed in a way to meet the needs effectively. In addition to this there
are other stakeholders like consumers and the society at large who also like to
be informed about the result of the activities of a business concern. It is only in
recent years that people have started appreciating the stake of society in the
conduct of business, because of the sale of dangerous drugs, alarming levels of
environmental pollution caused by the effluents let out into streams, dust and
fumes that emit from chimneys and radioactive wastes dumped into seas. In our
own country where awareness was not high, the Bhopal gas tragedy was a
watershed for the public to understand its’ stake in the business that is carried
on by national and multinational organisations.

With the introduction of the concept of 'stakeholders’ in the corporate
revelation, the business organisations should strive to secure the interests of
stakeholders by making available quality and harmless products, keeping the
environment free of pollution by re-cycling wastes and making proper
arrangements for proper disposal of effluents and providing welfare and security
to their employees. This extension of the accounting responsibility is variously
called ‘'social accounting', ‘social responsibility reporting* and ‘social

responsibility accounting™.

14
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The Institute of Chartered Accountants of India (ICAI) gives awards every year

for best presented annual reports considering 'Social Accounts’ as one of the
criteria. Moreover, the

Organisations Amendment Act, 1988 requires the revelation of ‘energy
conservation and pollution control.’

The transformation of stockholders into stakeholders has changed the focus of
accounting as is evident from the efforts directed towards searching for proper
measurement and reporting methods. Although there is a general agreement on
the desirability of corporate social reporting, its implementation still seems
problematic. The National Association of Accountants (USA) has developed a
four-fold classification of areas of social action, from among which business
executives may choose the area of importance depending upon ,the total
demands. The categories are:

a) Employees - Social performance directed to the well being of employees.

b) Environment - Activities directed toward alleviating or preventing
environmental deterioration.

c) Products - The impact of organisation’s product or service on society.

d) Community and - Socially-oriented activities that are others primarily of

benefit to the general public.

CASH FLOW ACCOUNTING

The enlarged public interest in complete and honest statements of business

operations and financial statements places major responsibilities on accountants
in financial reporting. Investors, whose funds are at stake, are the major

decision-makers, making decisions affecting their present holdings or potential

15
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investments. For such decision-making, the present set of accounting detail may

not be of much relevance. This system is based on the recording of accounting
events but often does not adequately report the cash impact by these accounting
events. The cash consequences of events that are recorded are often obscured.
Many a time, management faces the paradox of huge profits and yet impossible
to pay dividends or even taxes. This is because either cash is not received even
though there is profit or the cash received is drained out. An organisation may
make good profits but the entire amount may be lying as book debts or may
have been blocked in inventories.

Owing to increasingly tight money supplies in the past few years and to an
increasing extent in the recent period, management interest has been focused
upon means to better utilise the large amounts of cash which flow through the
business process. Moreover, in order to run the business efficiently, the
management takes special care of two financial aspects - profits and liquidity.
That accounting system will be regarded useful in decision-making which
provides relevant, reliable and timely detail of these two aspects. The Cash
Flow Accounting takes care of both profitability and liquidity.

The cash flow accounting system summarises transactions in the books of
accounts of an organisation of cash received or paid out and the income is
basically the difference in between all cash received and all cash paid
irrespective of purpose. Further, the cash spent on acquisition of fixed assets is
charged in full to the year of acquisition and depreciation would automatically
be abandoned for the purpose of published accounts. The cash spent on
acquisition of materials, fuel, inventories, etc. is charged in full at the point of

outgoing.
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The present system also records an expense for all expenditures.

Cash Flow Statements are important for a number of reasons. The reasons
advanced in favour of the choice of cash flow basis of accounting are:

a) Three basic areas of financial management, namely investment decisions,
financing decisions and dividend decisions are based on cash flows, not on
Income data.

b) The cash flow statement is only concerned with transactions and makes no
distinction as to whether they are of revenue or of a capital nature. An important
distinction in between an Income Statement and Cash Flow Statement is that the
former includes adjustments in respect of expenses accrued in the calculations
of periodic income, whereas the latter excludes such adjustments.

c¢) Cash Flow Accounting (CFA) system based solely on cash flows treats all
receipts and payments at their current value. Hence cash flow reports
approximate closely to current value accounting.

d) Forecast of future Cash Flows forms the basis for both corporate and
investors' decisions.

e) Analogous in between firms is enhanced since a common measure, that is,
cash is applied to all the elements of financial report.

f) The users of accounting statements are being provided the necessary data
base by CFA for making valuation for their decision-making.

g) The CFA helps users to take advantage of forecast reporting of Cash Flows.
A better set of share prices would emerge if more specific detail on expected

future cash flows on a regular basis is given.

CONCLUSIONS

17
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Largely, the conclusion can be that in the mean of product & standard the

various accounting standard revelations are better of the public sector than in
private sector organisations. Revelation of the various items like method of
valuation of inventory, accounting procedures in a separate statement, cost
formula used, publication of statement of changes in financial position as a
separate statement and publication of this statement with comparative figures,
gross amount of each class of assets, depreciation method used, depreciation
rate, historical cost or other cost substituted for historical dost, gross and net
value of assets 'at the beginning and at the end of the accounting year, and
additions during the year, have been made more in the public sector than in the
private sector, whereas revelations of some other items such as research and
development revenue expenses, and expenses incurred on acquisition of fixed
assets have better scores in the private sector than in the public sector analysis.
Some items like accounting procedures for previous year adjustments, research
and development, revenue recognition, valuation of investment and purchase
and sale, audit of accounting procedures and counter- signing by
Chairman/Managing Director/Chairman-cum-Managing Director; cost formula
used; statement of changes in financial position; useful life of the asset; research
and development revenue expenses; and expenses incurred on acquisition have
relatively low revelation in both the public and private sectors.

The major reason for better revelation in the public sector may be assigned to
the impact of "Comptroller and Auditor-General’s Audit" on the revelation
practices in the public sector organisations. Secondly, some of the public sector
organisations are organisations winning prizes from ICAI HMT, MMTC, SAIL,

OIL and BHEL and these organisations have shown outstanding presentation
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and compliance with accounting standards. Thirdly, the better revelation in the

public sector organisations than in the private sector organisations may be
attributed to the ownership pattern, which is diversified and is in the hands of
the government in the public sector. The private sector managements like to
disclose least possible because of the fear of competition and preference for
keeping secrets. Introduction of abridged form of annual reports after the
amendments in the Organisations Amendment Act, 1988 is also one of the
reasons for low revelations in the private sector.

Analysis of association in between organisation characteristics and revelation
scores leads to the conclusion that the size' of the organisation as measured by
net tangible assets and net sales, profits, and age of a organisation have no
statistically significant relationship with the revelation score. However, nature
of industry has a statistically significant association with the revelation score in
engineering industry as well as consumer industry. On the basis of ownership,
the public sector organisations have good revelation scores against the private
sector organisations. Analysis of association with a business house and
revelation score brings to light that there has been statistically significant
association in between these two variables in foreign group.

A number of changes have taken place lately in the accounting system prevalent
in the corporate sector in India, though the process has been very slow upto
1992. Some of the organisations which are well-established and well-
performing have introduced the new developments in accounting such as human
resource accounting, price level accounting, value added accounting, social
accounting, and cash flow accounting as regular features in their annual reports.

The adoption of recent trends in accounting improves communication of

19



Saarth

E-Journal of Research

ISSN NO: 2395-339X
economic detail of a business organisation. It has been noticed that the public

sector organisations are ahead of the private sector organisations in embracing
recent trends in accounting. The major reason for slow adoption of new
developments may be non-recognition of these changes by regulatory agencies,
non-standardisation of methods being followed in the use of techniques, lack of
expertise required to implement these developments in accounting and, above
all, the cost factor involved in their implementation.

Thus, the cram concludes that compliance with accounting standards and
adoption of the latest trends in accounting are more or less a matter of
compulsion and not voluntary effort. The accounting standards which have been
mandatory during the period under cram have found hundred per cent
compliance in all the organisations, irrespective of the sectors to which they
belong. In other cases, compliance has been better in the public sector than in
the private sector, the main reason being financial implications which the
private sector hesitates to bear beyond what is needed for compulsory
revelation. Moreover, fear of competition does not hamper public sector in
disclosing freely, whereas it adversely affects the private sector. In India, since
accounting detail system has not developed here fully as yet, a number of
decisions in an organisation are taken through other methods.

The private sector does not feel like adopting the latest trends in accounting
voluntarily because of their limited use in decision-making. To boost
compliance with accounting standards and adoption of recent trends in
accounting, it is suggested that the concerned authorities like ICAI and the

government should propagate these developments widely and conduct research
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studies so as to identify fully the reasons behind low adoption of the new

developments.
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