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Accounting Theory
Mid-Term Exam
February 24, 2016

Instructor: B. La Rochelle, Ph.D., C.P.A
Duration: 75 minutes
Value: 25% of your final grade

Note to students: This is a closed-book exam, containing 3 questions, worth
45 marks in total. Apart from sundry writing materials (pens, pencils and the
like), no examination aids are permitted

NAME:

STUDENT #:

Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a
student that may result in a false academic evaluation of that student or of
another student. Without limiting the generality of this definition, academic
fraud occurs when a student commits any of the following offences:
plagiarism or cheating of any kind, use of books, notes, mathematical
tables, dictionaries or other study aid unless an explicit written note to the
contrary appears on the exam, to have in his/her possession cameras,
radios (radios with head sets), tape recorders, pagers, cell phones, or any
other communication device which has not been previously authorized in
writing.

Statement to be signed by the student:

| have read the text on academic integrity and | pledge not to have
committed or attempted to commit academic fraud in this exam.

Signed:

Note: An exam without this signed statement will not be graded and will
receive a grade of zero.




Question 1 (15 marks)

With reference to three of the class presentations, discuss the nature of an
“accounting failure” and how, if at all, one might use stock market information to
assess whether such has or has not occurred.

Question 2

An extract from “[Local Authority Pension Fund Forum] claims IFRS adviser
misapplied EU law” (Stephen Bouvier, Investment & Pensions Europe,
September 28, 2015) is as follows:

The UK Local Authority Pension Fund Forum (LAPFF) has upped the
stakes in its bid to persuade the European Union to block the introduction
of International Financial Reporting Standard 9, Financial Instruments
(IFRS 9) across the bloc.

From 1 January 2018, IFRS 9 will become the new accounting rule that
EU banks will have to follow as the basis for their reporting.. ..

The IASB launched its bid to replace its existing financial instruments
accounting standard, IAS 39, in 2009.

Critics of IAS 39, the standard it replaces, argue that its incurred-loss
impairment model has caused banks to recognise losses too late.

Although the IFRS 9 project started out life as a joint effort with the US
FASB, the US standard setter largely walked away from the effort.

That move on the part of the FASB has complicated the IASB’s bid to
become the world’s single global accounting standard setter.

In a further twist, critics of the IFRS 9 have jumped on the fact the FASB
has adopted a more forward-looking model that requires banks to
recognise full upfront lifetime losses.

Meanwhile, the LAPFF, together with a growing investor coalition, has
turned into a vocal critic of the IASB’s efforts.

The LAPFF is an umbrella body for some 65 UK public sector pension
fund members, with approximately €235bn in total assets under
management.

In June 2013, the LAPFF, Threadneedle Investment and USS Investment
Management released a legal Opinion from George Bompas QC.



This move emboldened those investors who believe IFRS puts too little
focus on protecting the interests of capital providers as required under UK

company law.

That row was reignited earlier this month when the LAPFF sought a
second Opinion from Mr Bompas, who again concluded that company
accounts prepared using IFRS fail to provide a true and fair view of its
financial position.

Nor, he added, do they allow companies to assess how much of their
profit each year is available for distribution to shareholders.

The FRC, however, has long rejected these claims, dismissing them as
“misconceived”.

Instead, it has urged investors to engage with the IASB’s conceptual
framework project and the debate over the role of prudence in
accounting. ..

In the past, MEPs have highlighted the potential scope for a conflict of
interest within Europe’s accounting institutions.

In a statement last year, former ECON Committee chairman Sharon
Bowles warned that funding for the IFRS Foundation had strings
aftached. ..

Required (15 marks):

With reference to the course material to date, discuss the foregoing.

Question 3

The following is extracted from Zsuzsanna llona Kovacs and Istvan Deak,
“Accounting—Profession vs. Science”, Public Finance Quarterly (2012) [State

Audit Office of Hungary]:

Defining accounting as a scientific field is not self-evident to everyone.
Some view accounting as a practical activity aimed at creating a report
that describes the financial, income and earnings position of an economic
entity. However, the methodology providing the framework for financial
reporting inevitably relies on scientific research, given that its subject — the
assets and the business activity of economic agents— is subject to
continuous change, which the methods describing them are bound to
follow. Accordingly, the definition of accounting should include both
science and practice. According to Sterling (1975), the most important
question is how one defines accounting. The definition he quotes includes



the word “art”. This definition is based on the argument that no trend can
be called scientific unless it relies on eternal laws and absolute truths and
obviously, accounting does not fit the bill. Sterling, however, points out
that scientific claims are not infallible truths but generalisations which must
be put to test continuously. Other disciplines also involve changes,
uncertainties and unresolved issues; this is no reason in and of itself to
exclude accounting from this category:

“There is nothing intrinsically unscientific
about accounting; our approach is unscientific”
(Sterling, 1975, p. 29).

We examine the scientific grounds of accounting along the lines of
Thomas S. Kuhn's work, “The Structure of Scientific Revolutions” which
describes the possible foundations of specific scientific disciplines and the
steps that accompany scientific progress. International literature includes
a number of studies linking accounting to Kuhn's theory of scientific
philosophy ...

This study is intended to compare Kuhn’s theory to the bases and
evolution of the most broadly applied international accounting standards of
our time, the International Financial Reporting Standards (IFRS). First, we
identify the elements of the so-called disciplinary matrix within the set of
rules established by the International Financial Reporting Standards;
secondly, we discuss the stages of scientific revolutions by focusing on
one of the biggest challenges faced by the accounting profession: the
subject of new asset types (intangible assets and financial instruments).
Our goal is to demonstrate, by examining a specific reporting system, that
accounting is based on scientific grounds and that the stages of its
evolution are similar to those of natural sciences.

Required (15 marks):

With reference to the course material to date, discuss the foregoing.
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