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Introduction

Traditionally, accounting and
auditing functions were more reliant
on manual methods and human
expertise. However, with the advent of
technology and Artificial Intelligence
(AI), these tasks have witnessed a
paradigm shift. Acknowledging the
significance of the AI revolution,
accountants and other professionals
have shifted their attention towards
enhancing accounting and auditing
practices through digital technologies
which resulted in greater effectiveness,
timely audit of financial statements,
improvement in accounting & audit
department performance, reduction
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Accounting Theories in the
Digital Era: Progress and
Paradigm Shifts

Digital accounting has revolutionised the accounting
profession by integrating emerging technologies such as
artificial intelligence, cloud computing and blockchain
technology. This transformation has enhanced the
accuracy, speed, communication and transparency of
financial reporting. The article analyses how emerging

technologies support and modify major

accounting

theories—stakeholders, legitimacy, signalling, and user

satisfaction
transparency,

theories—by

improving
reporting quality and decision-making,

communication,

while also raising concerns about privacy, security and bias.

auditors, risk evaluation and fraud
identification and improvement in
audit report quality. However, the
adoption of digital technologies in the
accounting and auditing profession
also has various complexities and
challenges.

Al Wael et al’s (2023) study explained
resource limitations, organisational
resistance, insufficient understanding
of digital technologies and ethical
& regulatory concerns as barriers to
the adoption of digital technologies.
In addition, security issues in cloud
environment, compatibility  with
existing standards, trust issues &
data privacy are other challenges
highlighted in previous research.
These risks can reduce stakeholder
confidence, disrupt organisations and
violate regulatory directives.

In light of economic, regulatory
and technological developments,
accounting theories have also
witnessed a paradigm shift. The
relationship ~ between = modern
technology and accounting theories
is significant. Emerging tools like
Al, blockchain, and big data help in

developing new accounting theories.

the beginning of a new era of digital
accounting.

The Digital Accounting and Assurance
Board (DAAB) is an important part of
the Institute of Chartered Accountants
of India’s (ICAI) mission to integrate
emerging technologies into accounting
and auditing practices. DAAB provides
technical guidance and conducts
webinars to help professionals in
directing digital assurance and auditing
complexities. These initiatives aim to
improve audit efficiency by guiding
professionals about the use of digital
audit evidence and related information.

Building on this context of technological
transformation, emerging accounting
theories, and associated challenges, the
following objectives are formulated
to guide the exploration of digital
accounting and auditing practices.

Objectives

1. To understand the evolution and
concept of digital accounting.

2. To explore the development of
accounting principles and practices
in the digital era.

) ) . These new emerging accounting | 3. To explain the role of technology
in audit task burden, improvement . ; :
. o theories better address today’s in the development of modern
in productivity of accountants and : . .
complex environment and mark accounting theories J
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4. To
theories suitable for the digital era.

propose new accounting

5. To examine challenges faced by
accountants in adopting emerging
technologies.

Evolution and Concept of
Digital Accounting

To remain competitive in today’s
digitalised world, accountants must
adopt digital accounting. Deshmukh
(2006) described digital accounting
as “a computer system and/or software
already designed and programmed
that can be customized to keep a record
of transactions to generate financial
statements  for  further  analysis”.
Lehner et al. (2019) regarded
it as a ‘common language among
accounting professionals”. Ahmed et
al. (2019) define it as “the utilisation
of digital technologies and information
systems for recording, analysing and
reporting financial transactions within
organisations”.

Pre-Digital Era
® 1494: Luca Pacioli

e Early 1900s-1960s:
Accounting done with
pen, paper, and

Conceptual Model of
Digitalisation in Accounting
(DIA)

Zhang et al. (2022) proposed a
conceptual model of DIA as shown
in Figure 2. The model includes
four components, i.e.

a) Firm Characteristics:
Firms face pressures such
as cost control, demand for
higher  transparency, work
efficiency and competitive
advantage. To remain efficient
and competitive, firms are
increasingly compelled to adopt
digital technologies.

b) Executive  Characteristics:
Leaders and managers’
aspiration level, strategic intent
play a significant role in digital
transformation. If they see the
value in digitalisation, the firm
is more likely to successfully
transform.

c) Organisational Capabilities:
It consists of two types:

" Ordinary Capabilities: These
help firms control costs and
maintain technical business
efficiency.

-

businesses.

Personal Computing and

accessible to more

® 1983-2013: IBM Lotus

®  Dynamic Capabilities: These
adapting  quickly

to changes, building new

involve

routines and innovating

based on  accumulated

knowledge and learning.
Both firm and executive
characteristics ~ shape  the
capabilities an organisation
develops and how they
are implemented in digital
accounting.

d) Digitalisation in Business
Processes: Successful
transformation depends on two

kinds of digital knowledge:

® Architectural ~ Knowledge:
Understanding how
technology  systems fit

together as a whole.

®  Component Knowledge:
Being able to use and manage
individual technologies (like
specific software tools).

ii. The Digital Competency
Maturity Model (DCMM)
Version 2.0

The ICAI has released a detailed
model to encourage the adoption
of emerging technologies, such

Figure 1: Evolution of Digital Accounting from Manual Record Keeping to Automated Accounting

-

Digital Accounting
Era

® 2010s-present: Al-
driven accounting

Spreadsheets software automates
‘ ® 1979: VisiCalc tasks such as fraud
Manual Processes to launches on Apple I, detection and
Early Software making spreadsheets bookkeeping.

® Accounting shift
towards strategic,
advisory roles as

Sr(:tcr urgzr(l)tkeliie;loi\;ble- ledgers. 1-2-3 sets a new technology handles
forrr?ing the PIng, ¢ 1969: LANPAR standard for more routine work.
foundation of modern (Language.for spreadsheet software.
accounting. Ptr(}){graénml)ng Ar ra}lrs ® 1985: Microsoft Excel
. at Random), an early debuts, automati
® 1879: James Ritty & electronic spreadsheet cgnllplsicz?egr:élcgzlgnting
John Birch invented for corporate calculations
the cash register to budgeting (large :
secure business mainframe
finances and automate computer).
money handling.
Cource: Authors’ Work
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Figure 2: Conceptual Model of Digitalisation in Accounting (DIA)

Firm Executive

characteristics characteristics

® CEO personality

® Top management
team (TMT)

® Insecurity

Cost pressure
Order features
® Business

complexity

Organizational Digitalization

capabilities in business

Architectural Component
Knowledge Knowledge
Digitalization
in accounting
Source: Zhang et al. (2022)
as Al and blockchain, among internal processes (like attendance, of emerging technologies. In the
accounting firms and professionals documentation, communication model, a structured questionnaire
with implementation guidance. and data security), availability is provided that firms can use
. . of qualified accountants, level of to identify strengths and gaps
This model assesses digital qnained : ’ . SOy J 8PS,
automationinaudit, tax,accounting enabling them to plan and
competency based on several d . . .
. . X an management  consulting implement steps for digital
aspects, including automation of . . . :
services, as well as the integration adaptation.

Evolution of Accounting Theories

Figure 3: Evolution of Accounting Theories

Early 20" Century Traditional Paradigm Normative Paradigm Empirical Paradigm
(1900s -1920s) (1920s-1950s) (1970s- 1980s) (1980s- 1990s)

e Accounting was o This era of accounting @ This phase emphasised ~ ® Ross (1977) stressed ~ ® This era saw the rise of
mainly practical, focused on historical on human decision - on accounting as a empirical and
focused on record cost accounting with making in acccounting. normative discipline evidence-based research
keeping with n}inimal focus on obj.e‘ctivity o Anthony (1965) and aimefl at economic in accounting.
theoretical basis. and verifiability. Kaplan (1977) effﬁa.ency and e There is development of

e Accounting emerged o Principles- based emphasised on role of effectiveness. formal standard - setting
as a formal academic accounting accounting as a e There is introduction bodies i.e. FASB and
discipline. emphasising management tool, of agency theory International

e Stewardship and consistency and beyond financial examining principal - Accounting Standard
historical cost compliance. reporting. agent relationships. Board (IASB).
accounting principles o Stakeholder-centric
were established. theory gains importance.

¢ William Paton and Freeman (1984)
AC. Littleton emphasised on role of
introduced the companies towards
matching principle various stakeholders

including employees,
suppliers, government
and the society.

and revenue concept.

Source: Authors’ Work

J
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Role of Emerging
Technologies in the
Development of Accounting
Theories (1990s-Present)

In today’s era, accounting is seen as a
social and political construct with a
focus on social justice, transparency
and sustainability. Barth (2006)
emphasised on Fair Value Accounting
(FVA) with a focus on market value
instead of historical cost. This phase
saw the increased role of accounting
information systems and technology.

Accounting has changed significantly
by integrating traditional theories
with modern information systems
(IS) and technology. An Accounting
Information System (AIS) helps
organisations gather, store, manage,
process and report financial data. In
the words of Romney and Steinbart
(2020), an AIS includes six main parts:
“people, procedures, data, software, IT
infrastructure and internal controls”
Technology like AIS automates routine
tasks, improves accuracy and allows
for advanced data analysis. Digital
accounting uses software and digital
tools to handle tasks that used to be
manual, such as bookkeeping.

Accounting  Information  Systems
(AIS) have significantly influenced
accounting theory by increasing the
accuracy, efficiency and timeliness of
financial data processing. AIS supports
real-time data analysis, encouraging
shifts from traditional historical cost to
fair value accounting and non-financial

\_

factors like ESG data and stakeholder-
centric reporting. While automation
improves reporting efficiency,
developing economies face adoption
challenges due to infrastructure and
skill gaps.

Discussion on Proposed
Accounting Theories in the
Digital Era

= Digital Signalling Theory

Traditional  signalling  theory
was developed by  Spence
(1973), which explained how
organisations use financial data
or reports to send significant
information to shareholders and
other stakeholders, ultimately
reducing information asymmetry
between parties. In today’s digital
age, technologies like cloud
computing and big data have
made these signals faster, allowing
companies to communicate their
information more effectively, and
this has led to the development
of new accounting theory, ie.,
digital signalling theory. However,
the abundance of signals can
sometimes create confusion and
the risk of misleading information
increases. Despite these
complexities, digital technology
also improves transparency and
accountability by enabling better
verification of information, making
digital signalling theory relevant in
the modern technological era.

= Digital Stakeholders Engagement
Theory

Freeman (1984) explained
stakeholder theory and emphasised
therole of companies towards various
stakeholders, including employees,
suppliers, government and society.
However, with  technological
advancements, stakeholders can
express their demands speedily
through digital platforms, increasing
corporate openness, transparency,
sustainability and  governance.
Emerging technologies like big
data and AI enable companies to
better understand and respond
to diverse stakeholder needs and

greater stakeholder involvement in
companies’ operations.

Digital User Satisfaction Theory

DeLone and McLean (2003)
Information ~ System  Success
Model, proposed a user satisfaction
theory with focus on user needs
such as usability, functionality
and  relevance.  Technologies
like AI, blockchain and cloud
computing lead to enhancement
of users’ satisfaction by improving
automation, cost reduction and
real-time  reporting, ultimately
increasing efficiency.

Digital Legitimacy Theory

Suchman (1995) explained the
legitimacy theory that showed

how organisations follow
society’s rules and norms through
financial reporting and social

responsibility. In the digital era,
technology like online platforms
has changed this interaction,
making communication faster
and more transparent. Digital
tools allow stakeholders to hold
companies accountable in real
time, increasing the importance of
reputation and ethical behaviour.
With the growth of digital
reports and social networks, the
organisations’ responsibilities
towards the environment and
society have also become possible
through immediate interactions
and disclosure of information.

Momentum Theory of
Digitalisation in Accounting
(DI1A)

Zhang et al. (2022) proposed “The
momentum theory of Digitalisation
in Accounting (DIA)”. This theory
compares digital transformation
to water flowing from high hills
(representing firm and executive
characteristics) ~ through  sluice
gates (organisational capabilities)
into the ocean (DIA), as shown in
Figure 4.

Organisations’
distribute

willingness  to

resources and their
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organisational capabilities | by accountants in the adoption of | 3. Dehumanisation:
determine how  successfully | emerging technologies. According to Eulerich et al. (2023),
they adapt to digitalisation. “dehumanisation occurs when human

1. Accountants’ Autonomy:

Digitalisation starts with business
processes that support operations
and generate cash flow. The outputs
or “exits” of this flow are the
digital accounting achievements,
consolidating data and activities in
the finance function.

Challenges faced by
Accountants in the Adoption
of Emerging Technologies

Traditional ~ accounting  ethics
are centred on principles such
as  objectivity,  confidentiality,

professional competence and due
care, but require expansion. The
digitisation of accounting transforms
core professional responsibilities,
introducing new challenges,
dilemmas and concerns. Automation
used in accounting, transaction
processing and forecasting presents
dilemmas regarding accountants’
autonomy, transparency,
confidentiality, cybersecurity
threats, privacy and others. The
following are the challenges faced

The wuse of technology in
accounting significantly
influences the decisions made by
accountants, often limiting their
autonomy. Excessive reliance on
digital accounting tools reduces
their  critical  thinking and
decision-making abilities, which
can lead to biased or misleading
outcomes. Decisions generated
by technologies, such as Al, may
restricts the role of accountants,
raising concerns regarding
accountability and transparency
of complex situations.

. Privacy:

The use of Al and IoT technologies
in accounting raises privacy-related
challenges  like  unauthorised
access, confidentiality breaches and
complex consent agreements. Usage
of digital platforms and software by
accountants also enables employers
to track and monitor their activities.

Figure 4: Momentum Theory of Digitalisation in Accounting (DIA)

Firm characteristics
/Executive
characteristics

Digitalization in
business -

Digitalization in
accounting

Source: Zhang et al. (2022)

Organizational
capabilities

professionals are sidelined or replaced
by automation or Al systems”. Too
much reliance on technology limits
interactions among professionals.
Decisions made by technology
can introduce bias and unfairness,
potentially undermining equality
in the workplace. Replacement
of humans with technology risks
losing accountants’ judgement,
empathy and accountants’ skills &
knowledge. This results in feelings
of isolation, dissatisfaction in
job and disconnection among
professionals.

. Technological Complexities:

Technological ~complexity can
be defined as “a way in which an
individual or organisation can be held
back from accomplishing a particular
goal when using a technology or
system”. Dwivedi et al. (2021) study
explains the ‘black box problem,
which refers to ‘the issue that
auditors cannot explain, interpret, or
document the decision-making process
of some Al tools”. Yang et al’s (2024)
findings reveal three main issues
with the adoption of emerging
technologies, ie, ‘black box
problem, biases and computability
issues’ The growing complexity of
accounting and auditing software
has made its features increasingly
difficult to comprehend, which has,
in turn, limited its adoption.

. Need for Continuous Learning:

In order to keep up with the
emerging technologies’ needs,
regular  training and  skill
upgradation are required. Lack of
willingness or inability to learn new
technology may put accountants at
a disadvantage, as companies may
replace accountants or auditors
with data scientists.

. Cyber Security Threats:

Digital accounting systems
are inherently vulnerable to
cybersecurity threats that threaten
data integrity and availability/
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Common risks include:

® Breach of data: Unauthorised
access to confidential financial
information can result in
theft, exposure of confidential
client and  organisational
personal information, causing
reputational harm.

® Ransomware: Malicious and
corrupted software encrypts
organisational data, demanding
ransom payments, disrupting
financial reporting and tax

compliance.
® Phishing: Attackers
manipulate  employees  to

disclose confidential financial
information, or they deploy
malware in their system.

B Spoofing: Attackers create
falsely authorised users to get
access to data, causing financial
harm.

Conclusion

In view of rapid technological
advancements, accounting theories
have gone through a significant
transformation to integrate with the
digital world. Digital technologies like
Al, blockchain, and cloud computing
have transformed accounting theories
such as signalling theory, legitimacy
theory, stakeholder theory and user
satisfaction theory. For example, digital
technologies lead to enhancement of
stakeholders’ and users’ satisfaction by
reducing cost, real-time reporting and
immediate communication, ultimately
increasing efficiency, transparency,
accountability and openness.

Despite these advantages, digital
technologies raise concerns about
privacy, autonomy, technological
complexities, cybersecurity threats
and bias. According to a May 2024
survey-based report by the Al
Committee at ICAI, Al adoption is
still in its early stages in India and has
tremendous growth potential. Diverse
adoption levels make it difficult to use
Al for auditing, despite considerable
investigation into the technology.
These discrepancies are partly due
\_to technological disparities between

firms. Firms are cautious about Al
investment due to limited success cases
and budget constraints, indicating
untapped potential. This calls for
advanced theories integrating ethics
and governance tailored for digital
technological complexities.

This article offers valuable inputs for
policymakers and stakeholders in
designing policies to leverage adoption
of emerging technologies in accounting
& auditing practices. In India, the
Committee for Members in Practice
(CMP) under the ICAI has tie-ups
with various software and technology
providers to offer discounted and
facilitated access to audit/accounting-
related tools for practising Chartered
Accountants. These tools are accessible
to members through CMP’s programs
and partnerships and are meant to
support automation, compliance, and
efficiency in accounting and audit
practice. ICAI has also launched Al
certificate courses (AICA Level 1 and
2) to equip members with practical Al
tools for their practices. AICA Level
2, an advanced certification for Level
1 completers, covers fundamentals of
Al, advanced prompting techniques
and practical applications in finance,
auditing, compliance, and analytics,
providing  practical ~mastery of
Al, automation and intelligent
analytics for delivering  greater
client value. Delivered in a S-day
hybrid format with 30 CPE hours, it
empowers professionals to apply Al
in auditing, compliance and advisory
roles, overcoming adoption barriers
through hands-on training and ethical,
future-ready practices.

Therefore, more workshops, seminars,
webinars and awareness programmes
should be organised by ICAI to
promote acceptance and adoption of
emerging technologies and theories in
accounting and audit practices.

References

B Ahmed, S, Smith, ], & Chen, L.
(2019). The role of digital technologies
in transforming accounting practices.
Journal of Accounting Research, 57(2),
345-378. https://doiorg/10.1111/1475
679X.12243

Al Wael, H.,, Abdallah, W,, Ghura, H., &
Buallay, A. (2023). Factors influencing
artificial intelligence adoption in the
accounting profession: the case of public
sector in Kuwait. Competitiveness Review:
An International Business Journal, 34(1),
3-27.  https://doi.org/10.1108/cr-09-
2022-0137

Barth, M. E. (2006). Fair value
accounting: Evidence from investment

securities and the market valuation of
banks. The Accounting Review, 81(1),

1-25. https://doi.org/10.2308/accr.
2006.81.1.1
DeLone, W. H, & McLean, E. R.

(2003). The DeLone and McLean model
of information systems success: A ten-
year update. Journal of Management
Information Systems, 19(4), 9-30.

Deshmukh A (2006) Digital Accounting:
The Effects of the Internet and ERP on
Accounting. USA: IGI Global.

Dwivedi, Y. K., Hughes, L., Ismagilova,
E, Aarts, G, Coombs, C, Crick, T,
Duan, Y, Dwivedi, R, Edwards, ],
Eirug, A., Galanos, V, Ilavarasan, P. V,
Janssen, M., Jones, P, Kar, A. K., Kizgin,
H., Kronemann, B, Lal, B, Lucini, B,
... Williams, M. D. (2021). Artificial
Intelligence  (AI):  Multidisciplinary
perspectives  on  emerging  challenges,
opportunities, and agenda for research,
practice  and  policy.  International
Journal of Information Management,
57, 101994. https://doi.org/10.1016/].
ijinfomgt.2019.08.002

Eulerich, M., Wagener, M., Waddoups, N.
& Wood, D.A. (2023). The dark side of
robotic process automation, Accounting
Horizons, 38 (1), 1-10.

Lehner O, Leitner-Hanetseder S and
Eisl C (2019). The whatness of digital
accounting: status quo and ways to move
forward. ACRN Journal of Finance and
Risk Perspectives 8(2): I-V.

Yang, ], Blount, Y, & Amrollahi, A.
(2024). Artificial intelligence adoption in
a professional service industry: A multiple
case study. Technological Forecasting and
Social Change, 201, 123251. https://doi.
0rg/10.1016/].techfore.2024.123251
Zhang, M, Ye, T, & Jia, L. (2022).
Implications of the “momentum” theory of
digitalization in accounting: Evidence from
Ash Cloud. China Journal of Accounting
Research, 15(4), 100274. https://doi.
0rg/10.1016/j.cjar.2022.100274

L2 2 4

Authors may be reached at

garimahgcl3@gmail.com and
eboard@icai.in

24 | www.icai.org | April 2026



