Additional practice questions
Deegan & Unerman – Financial Accounting Theory 2e

Chapter 1
Question 1.1: What is a conceptual framework, and would it be considered to be a positive or 
normative theory of accounting?

Question 1.2: 
If a normative theory of financial accounting has been developed to prescribe how we should do financial accounting, is it possible that we can decide to reject the theory because we do not agree with a central assumption of the theory (such as an assumption about the objective of financial reporting), but at the same time decide that the theory is nevertheless logical? Explain your answer.

Question 1.3: 
In the 1960s a number of accounting researchers concentrated on developing theories of accounting based on observing and documenting the behaviour of practising accountants. Do you think that such research is useful in improving the practice of financial accounting? Explain your answer.
Question 1.4: 
What role do value judgements have in determining what particular accounting theory a researcher might elect to adopt to explain or predict particular accounting phenomena?

Question 1.5: 
If a researcher tested a theory on a particular sample of companies, what considerations would you examine before you would agree with the researcher that the results can be generalised to the larger population of companies?

Chapter 3

Question 3.1:
 What is regulation?

Question 3.2: 
Is regulation more likely to be required in respect of public goods than other goods? Why?

Question 3.3: 
Would you expect independent financial statement audits to exist for listed companies even in the absence of regulation requiring them to be undertaken. Why?

Question 3.4: 
Why would the managerial labour market motivate the manager to provide information voluntarily to outside parties?

Question 3.5: 
A newspaper article entitled ‘FSA swoops on suspected insider traders’ (The Guardian, 31 March 2009) reported a case involving two people who had been found guilty of insider trading. In part, the article stated:



In a breakthrough this week, a solicitor and his father-in-law were each sentenced to eight months in prison after being found guilty in the FSA's [Financial Service Agency’s] first insider dealing criminal case. The jury at Southwark crown court found that the lawyer Christopher McQuoid, had passed inside information to James Melbourne who had traded on the back of it and made a profit.



The FSA also won a court order freezing the profits made from the trade, which Mr McQuoid and his father-in-law had shared between them.



Mr McQuoid was general counsel for seven years at a telecoms company called TTP Communications. In May 2006, he was told in confidence that Motorola was intending to buy the company. Two days ahead of the takeover being announced, Mr Melbourne bought almost 154,00 shares at 13p each. The deal was agreed at 45p a share and Mr Melbourne made a profit of £48,919. Three months later, he gave Mr McQuoid a cheque for exactly half the amount.

a) Which of the theoretical perspectives of regulation reviewed in this chapter might best explain the existence of laws that prohibit insider trading?

b) 
How would advocates of a ‘free-market’ approach justify the removal of legislation pertaining to insider trading?

Question 3.6: 
Is it in the public interest for regulators to be driven by their own self-interest?

Question 3.7: 
Is the fact that accounting standard-setters consider the economic and social consequences of accounting standards consistent with a view that accounting reports, if compiled in accordance with accounting standards and other generally accepted accounting principles, will be neutral and objective?

Question 3.8:
Accounting Headline 3.6 discusses how European banks were able to lobby the European Union (EU) so as to be regulated by a ‘watered-down’ version of the former accounting standard—IAS 39. Explain whether the decision of the EU to embrace a ‘watered-down’ version of the standard is consistent with a ‘public interest theory of regulation perspective’, or whether it can be explained by an alternative theoretical perspective (which you should attempt to identify). 

Accounting Headline 3.6 – An example of corporate lobbying on an accounting standard 

Diluted IAS 39 is worst of all results

By Lesley Bolton

Europe is not taking on International Accounting Standards properly if it accepts a 'carved out' IAS 39, says Ian Mackintosh, the Accounting Standards Board's new chairman.

A month into his new role, the antipodean standard-setter told Accountancy that, on all counts, it was 'the worst of results' for the contentious financial instruments standard,

'I think it sets a precedent. Carving out the 17 paragraphs, assuming that's how it ends up, is not amending an accounting standard, it's setting up a new and a different standard for financial instruments from the international standard.' Once Europe makes up its mind, the board will have to decide what to do for the UK. Mackintosh says: 'l don't have the answer yet.'

As Accountancy went to press, the EU's Accounting Regulatory Committee was due to decide on whether to recommend endorsement of a partial or full IAS 39.The 25-member European Commission then has the final say.

France, Italy, Spain and Belgium object to the fair value option and hedging aspects of IAS 39. French banks began the opposition, even getting President Jacques Chirac to back their campaign, but not all banks share concerns about volatility in their balance sheets.

The IAS 39 fracas could jeopardise convergence with US standards. The US has never been as favourably disposed towards global standards as it is at the present time. Following the Enron and WorldCom scandals, it has finally been forced to drop its 'US GAAP is best' stance in favour of international standards. Last month US Securities and Exchange Commission chief accountant Donald Nicolaisen told the New York State Society of CPAs: 'l support global convergence. It's in the best interest of investors.'

The International Accounting Standards Board has made it clear it is willing to amend IAS 39 in the short term if immediate solutions emerge. It acknowledges the standard is far from perfect and last month set up a new financial instruments working group with the aim of eventually replacing the standard.

Accountancy, October 2004, p. 6

Question 3.9: 
Read Accounting Headline 3.5 and, utilising a particular theory of regulation (you are to choose the most appropriate theory), explain what factors might be motivating then President Jacques Chirac to lobby against elements of the accounting standard in question.
Chapter 4

Question 4.1: 
Identify some factors that might be expected to explain why different countries use different systems of accounting.

Question 4.2: 
After considering the Hofstede - Gray model, briefly explain the hypothesised link between society values, accounting values and accounting practice.
Question 4.3: 
As noted in this chapter, Hamid, Craig and Clarke (1993) provide an argument that religion can have a major impact on the accounting system chosen by particular countries and that before ‘Western’ methods of accounting are exported to particular countries it must be determined whether particular religious beliefs will make the ‘Western’ accounting policies irrelevant. Provide an explanation of their argument.
Question 4.4: 
Nobes (1998) suggests that for countries that have organisations that rely relatively heavily upon equity markets, as opposed to other sources of finance, there will be a greater propensity for such organisations to make public disclosures of information. Evaluate this argument.

Question 4.5: 
Do you think it is realistic to expect that across time there will be an internationally uniform set of accounting standards? What factors would work for or against achieving and maintaining this aim?

Question 4.6: 
On the basis of recent actions to standardise accounting across countries, does it appear that bodies such as the EU and IASB are ignoring academic research which signals why we would expect to find international differences in financial accounting practices?

Question 4.7: 
Irvine (2008, p. 127) makes the following comment: Global accounting technologies, including IFRS, provides developing nations with legitimacy. Similarly, emerging economies, if they wish to gain credence in global capital markets, need to adopt western accounting technologies.


Required: Explain the basis of Irvine’s comments.

Question 4.8: 
Ball (2006, p. 17) states: Under its constitution, the IASB is a standard setter and does not have an enforcement mechanism for its standards: it can cajole countries and companies to adopt IFRS in name, but it cannot require their enforcement in practice. It cannot penalise individual companies or countries that adopt its standards, but in which financial reporting practice is of low quality because managers, auditors and local regulators fail to fully implement the standards. Nor has it shown any interest in disallowing or even dissuading low-quality companies or countries from using its 'brand name'. Individual countries remain primarily regulators of their own financial markets. EU member countries included. That exposes IFRS to the risk of adoption in name only.

Required: Evaluate Ball's comments and provide an argument as to whether you agree or disagree with his view.

Chapter 6

Question 6.1: 
Hines (1989, p. 89) argues that conceptual frameworks are ‘a strategic manoeuvre for providing legitimacy to standard-setting boards during periods of competition or threatened government intervention’. Explain the basis of her argument and consider whether the history of the development of conceptual frameworks supports her position.

Question 6.2: 
Read the following quote from the FASB and IASB (Bullen and Crook, 2005, p. 5) and evaluate the view that ‘reliability should be the dominant characteristic of financial statement measures’.

‘Some FASB and IASB constituents have questioned some of the trade-offs between relevance and reliability that the Boards have made in setting particular accounting standards. For example, those constituents have questioned the appropriateness of trade-offs made in requiring financial statement measures that reflect fair values rather than historical costs. Their underlying presumption seems to be that historical costs, although arguably not as relevant as fair values, are more reliable. In those instances, those constituents assert that the trade-off between relevance and reliability should favour historical costs rather than fair values or, more generally, that reliability should be the dominant characteristic of financial statement measures.’
Chapter 9

Question 9.1: 
Are ‘economic rationality’ (as defined by economists) and ‘sustainability’ mutually inconsistent?

Question 9.2: 
Why do you think the European Union called for a ‘redefinition of accounting concepts, rules, conventions and methodology so as to ensure that the consumption and use of environmental resources are accounted for as part of the full cost of production and reflected in market prices’ (European Commission, 1992, Vol. II, Section 7.4, p. 67)?

Question 9.3: 
Read Accounting Headline 9.6 and answer the following questions. After considering the implications (externalities) associated with the promotion of tobacco use by cigarette companies, if the allegations made against the tobacco companies were true, what would be the implications for these companies’ reported results if conventional financial accounting practices were employed?

Accounting Headline 9.6 - A view on health versus profit

Tobacco industry deliberately misled smokers on health risks, court told

By Demetri Sevastopulo

The tobacco industry engaged in a massive 50-year fraud to deceive consumers about the risks from smoking, the US Justice Department said yesterday at the start of a landmark trial. In opening arguments, government lawyers said that tobacco companies deliberately misled the public about the harmful effects of smoking while privately acknowledging the dangers.

The government wants the tobacco companies to forfeit $280bn (€228bn, £156bn) of past profits. It claims the industry marketed cigarettes to young people, manipulated nicotine levels in cigarettes and funded studies that cast doubt on whether smoking causes lung cancer and other diseases.

The industry denies fraud and says it has already changed many of the marketing practices the government criticises.

Government lawyers produced internal company documents suggesting tobacco executives understood the risks of smoking but continued to say publicly that there was insufficient evidence to reach that conclusion. Frank Marine, a government lawyer, provided details of a 1953 meeting of top industry executives which, he argued, represented the first step in ‘one of the most elaborate public relations schemes in history.’ 

The companies argue the meeting was not secret because they had told the government it would take place. The government counters that the companies hid its true intention, which it alleges was to form an industry-wide alliance to obscure the issue of the dangers of smoking.

The suit is being brought under the 1970 Racketeer-Influenced and Corrupt Organizations (Rico) Act, which was designed to crack down on organised crime. The defendants – Philip Morris, RJ Reynolds, Brown & Williamson, Lorillard, Liggett and British American Tobacco – have challenged the government’s legal authority to seek a $280bn penalty. An appeals court is expected to decide that issue in November.

The industry is also opposing restrictions on cigarette marketing sought by the government, saying they mirror those imposed by the 1998 Master Settlement Agreement. Under that deal, tobacco companies agreed to pay $264bn to settle claims with the 50 US states.

The companies are expected to argue there was no concerted effort to mislead consumers. The industry cites, for example, the requirement that packets of cigarettes carry health warnings since 1966 - two years after the US surgeon-general concluded that smoking caused cancer - as evidence that it could not have deceived consumers.

Financial Times, 22 September 2004. p. 8

Question 9.4: 
Read Accounting Headline 9.8 and then, drawing upon material covered in this chapter, identify some ways in which you think corporations would respond to such allegations.

Accounting Headline 9.8 - Illustrations of some negative impacts of business

Think before you spend . . .

Here are some of the products The Rough Guide to Ethical Shopping believes we should think about before buying: 

Beverages: Maxwell House. One of the thousands of familiar brands—Bird’s, Jacobs, Ritz and Toblerone are others—owned by tobacco giant Philip Morris of Marlboro cigarette fame, which recently changed its name to Altria. 

It denies to this day that smoking is addictive, was fined for failing to disclose political donations and was one of George Bush’s largest corporate campaign contributors. 

Clothing: Nike trainers. Nike is said to have petitioned the Indonesian government for exemption from the minimum wage and has been accused of lying about labour conditions at its contractor factories. 

According to Sweatshop Watch, an average Nike worker would need to put in 72,000 years of work to receive what Tiger Woods gets for one five-year contract to publicise the brand. 

Food: Tiger prawns. Hugely popular nowadays in restaurants and supermarkets, tiger prawns are mostly raised in man-made pools in Bangladesh and the Philippines. 

It takes 50,000 litres of water to produce a kilogram of prawn meat, and the chemical additives to promote rapid growth ends up polluting the surrounding farming land. 

People are routinely displaced to make way for these farms. Rape and murder have been reported in some cases. 

Sport: Snooker cues. Thousands of snooker cues are made every year using wood from the Indonesian ramin tree. The ramin, which is also used for furniture and window blinds, is a rare and endangered tree listed under the Convention on International Trade in Endangered Species, but continues to be logged illegally at an alarming rate.

Irish Independent, 1 December 2004
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