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Introduction

Financial accounting theory sits at the heart of modern business, guiding how organizations record, interpret, and 

communicate their financial performance. While textbooks and academic journals provide foundational concepts, 

practitioners and students alike often seek deeper, actionable insights—especially from leading scholars like 

Deegan and Unerman. This article offers a comprehensive exploration of their contributions, answers to frequently

asked questions, and practical implications for accounting professionals. Whether you are a seasoned accountant,

a graduate student, or a business leader, this guide will equip you with the knowledge to navigate the evolving

landscape of financial accounting theory.

Overview of Financial Accounting Theory

Historical Context

Financial accounting theory has evolved through several distinct eras:

•  Early Foundations (19th Century) – The emergence of double-entry bookkeeping and the standardization of 

accounting principles.

•  Principles Era (Mid-20th Century) – The development of Generally Accepted Accounting Principles (GAAP) 

and the International Accounting Standards.

•  Information Asymmetry and Agency Theory (1970s–1990s) – Focus on reducing information gaps between 

managers and stakeholders.

•  Stakeholder and Legitimacy Perspectives (1990s–Present) – Broadening the view beyond shareholders to 

include customers, employees, regulators, and society.

Key Concepts

Core ideas that underpin financial accounting theory include:

1.  Relevance and Reliability – Information must influence decision-making and be faithfully represented.

2.  Materiality – Only information that could affect decisions is necessary.

3.  Comparability – Consistent application of principles across time and entities.

4.  Legitimacy – Aligning financial reporting with societal expectations.

Deegan & Unerman's Contributions

Core Themes in Their Work

Deegan and Unerman have authored several influential texts, most notably Financial Accounting Theory: Text and 

Cases. Their research bridges theory and practice, offering a nuanced understanding of:

•  Stakeholder Theory – Expanding the focus from shareholders to a broader set of stakeholders.

•  Legitimacy Theory – Examining how firms use accounting to maintain societal approval.

•  Agency Theory – Addressing conflicts between owners and managers.

•  Institutional Theory – Exploring how formal and informal rules shape accounting practices.

Influence on Academic and Practical Accounting



Deegan and Unerman’s work has reshaped both scholarly discourse and everyday accounting practice:

•  They introduced case-based learning, encouraging students to analyze real-world scenarios.

•  Their emphasis on legitimacy and stakeholder engagement has prompted firms to adopt more transparent 

reporting.

•  They have contributed to the development of International Financial Reporting Standards (IFRS) through 

research that informs standard-setting bodies.

Common Questions and Answers

What is the purpose of financial accounting theory?

Financial accounting theory serves to:

•  Provide a conceptual framework for consistent, comparable, and meaningful financial statements.

•  Guide standard-setting bodies in developing and revising accounting rules.

•  Offer a lens for evaluating the effectiveness and efficiency of accounting practices.

•  Bridge the gap between academic research and practical application.

How does Deegan & Unerman define 'legitimacy'?

Legitimacy, as articulated by Deegan and Unerman, refers to the perceived appropriateness and acceptance of a

firm’s activities within its social context. It involves:

•  Aligning financial reporting with societal expectations.

•  Using accounting information to demonstrate responsible behavior.

•  Maintaining public trust and avoiding reputational risks.

What are the main theoretical frameworks they discuss?

Deegan and Unerman explore several intertwined frameworks:

1.  Stakeholder Theory – Recognizes the influence of various interest groups.

2.  Legitimacy Theory – Focuses on how firms gain and maintain societal approval.

3.  Agency Theory – Addresses conflicts between owners and managers.

4.  Institutional Theory – Examines formal and informal norms shaping accounting.

How do their theories apply to real-world financial reporting?

In practice, Deegan and Unerman’s theories guide firms in:

•  Choosing accounting policies that reflect stakeholder interests.

•  Disclosing non-financial information to demonstrate legitimacy.

•  Aligning reporting practices with regulatory expectations and market demands.

•  Using financial statements as strategic tools for decision-making.

Criticisms and Limitations

While highly influential, Deegan and Unerman’s work faces several critiques:

•  Some argue that stakeholder theory can be too broad, diluting accountability.

•  Critics note that legitimacy theory may encourage firms to focus on image rather than substantive 

performance.

•  Agency theory has been criticized for oversimplifying complex managerial motivations.

•  Institutional theory may overlook the dynamic nature of accounting practices in rapidly changing environments.

Practical Implications for Practitioners



Enhancing Reporting Practices

Accountants can leverage Deegan and Unerman’s insights to improve reporting:

•  Adopt case-based analysis to identify best practices and pitfalls.

•  Integrate non-financial metrics (e.g., ESG indicators) to satisfy stakeholder demands.

•  Ensure transparency and clarity by aligning disclosures with societal expectations.

Regulatory Compliance

Understanding the theoretical underpinnings helps firms stay ahead of regulatory changes:

•  Leverage IFRS updates that reflect stakeholder and legitimacy concerns.

•  Implement internal controls that mitigate agency risks.

•  Prepare for regulatory audits by maintaining robust documentation and justification for accounting choices.

Strategic Decision-Making

Financial accounting theory informs strategic choices in several ways:

•  Use financial ratios and performance metrics to evaluate investment opportunities.

•  Incorporate stakeholder feedback into budgeting and forecasting processes.

•  Align accounting policies with the firm’s long-term strategic vision and corporate culture.

Future Directions in Financial Accounting Theory

Emerging Trends

Several trends are shaping the future of accounting theory:

•  Greater emphasis on environmental, social, and governance (ESG) reporting.

•  Integration of big data analytics into financial analysis.

•  Increased focus on real-time reporting and continuous auditing.

•  Evolution of cryptocurrency and blockchain accounting standards.

The Role of Technology and AI

Artificial Intelligence and automation are redefining how accounting information is captured and analyzed:

•  AI-driven data extraction reduces manual entry errors.

•  Machine learning models can identify anomalies and support fraud detection.

•  Automation of compliance checks ensures adherence to evolving standards.

Conclusion

Financial accounting theory, enriched by the pioneering work of Deegan and Unerman, provides a robust

framework for understanding how firms communicate their financial realities to a diverse array of stakeholders. By

integrating stakeholder, legitimacy, agency, and institutional perspectives, practitioners can craft financial

statements that are not only compliant but also socially responsible and strategically valuable. As technology

continues to advance and stakeholder expectations evolve, staying grounded in these theoretical foundations will

be essential for delivering accurate, relevant, and trustworthy financial information.
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