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ADM 4342N
Accounting Theory

Mid-Term Exam

February 12, 2014
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  35 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:

I have read the text on academic integrity and I 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

The following is a news article extract:

Banks press accounting body to adopt U.S. rules

JANET MCFARLAND AND TARA PERKINS 

Globe and Mail, April 7, 2009

Canada's big banks are pushing the country's accounting czars to adopt U.S.-style reforms that would make it easier for financial institutions to avoid taking hits on some of their holdings.

In response to political pressure to help troubled banks, U.S. standard setters moved last Thursday to ease some mark-to-market accounting rules – guidelines on determining the value of certain debt instruments that have been blamed by some U.S. financial institutions for forcing massive writedowns and exacerbating the financial crisis.

Canada's Accounting Standards Board plans to wait until the end of the month to respond to the U.S. changes, a delay the Canadian Bankers Association said will penalize domestic banks because new standards won't be announced in time for the end of their second quarter on April 30.

“Consistency of reporting for financial institutions in North America is crucial at this time to avoid uncertainty and confusion among financial statement users,” the association said in an e-mailed statement.

Canada's biggest banks have taken nearly $20-billion in writedowns on their assets since the crisis began.

That's a tiny portion of the $916.2-billion (U.S.) in writedowns that financial institutions have taken worldwide, according to figures compiled by Bloomberg.

Canada's Accounting Standards Board is waiting because it wants to see what the International Accounting Standards Board (IASB) decides to do about the U.S. amendments at a meeting on April 23 and 24 in London, said Paul Cherry, chairman of the Canadian board.

He said Canada is caught in a dilemma because it normally harmonizes with U.S. accounting rules, owing to the integrated nature of the two economies: “We're sensitive to the fact we have strong economic ties to the United States.”

But, he added, Canada has also pledged to adopt international accounting standards in 2011, and has said it will not make changes in the interim that move away from the international rules. 

Last week's changes by the U.S. Financial Accounting Standards Board (FASB) “would conflict with those international standards,” he said. “That's the quandary the board is in. … We would be torn in conflicting directions if we were to adopt those proposals.”

Required (12 marks):

With reference to the course material to date, discuss the foregoing. 
Question 2

The following is extracted from Jonathan Duchac, “The dilemma of bright line accounting rules and professional judgment”, International Journal of Disclosure and Governance (2004):

…detailed rules and bright line tests have overshadowed professional judgment, resulting in decisions that were consistent with established rules, but inconsistent with the social policy goal of providing the most useful financial information. In essence, it appears that the detailed rules-based structure of GAAP has squeezed judgment out of the financial reporting system, atrophying the accounting profession's ability to apply sound professional judgment. As a result, the solution to the financial reporting system's current problems may not lie in adding layers of complexity to the existing rule structure, but in developing broader-based principles that encourage and demand individual responsibility and the application of professional judgment.

Required (12 marks):
With reference to the course material to date, including class presentations on accounting restatements, as considered to be appropriate, discuss the foregoing.

Question 3

The following is extracted from Kathleen M. Eisenhardt, “Agency Theory: An Assessment and Review”.  Academy of Management Review, 1989 (14:1), 57-74:

Agency theory is concerned with resolving two problems that can occur in agency relationships.  The first is the agency problem that arises when (a) the desires or goals of the principal and agent conflict and (b) it is difficult or expensive for the principal to verify what the agent is actually doing.  The problem here is that the principal cannot verify that the agent has behaved appropriately.  The second is the problem of risk sharing that arises when the principal and agent have different attitudes towards risk.  The problem here is that the principal and agent may prefer different actions because of the different risk preferences.

…Positivist researchers have focused on identifying situations in which the principal and agent are likely to have conflicting goals and then describing the governance mechanisms that limit the agent’s self-serving behaviour. …positivist researchers have focused almost exclusively on the special case of the principal-agent relationship between owners and managers of large, public corporations.

The following is extracted from the abstract to Joseph Heath, “The Uses and Abuses of Agency Theory”, Business Ethics Quarterly, 2009 (19:4), 497-528:
The use of agency theory remains highly controversial among business ethicists. While some regard it as an essential tool for analyzing and understanding the recent spate of corporate ethics scandals, others argue that these scandals might not even have occurred had it not been for the widespread teaching of agency theory in business schools.
Required (11 marks):
With reference to the course material to date, discuss the foregoing.

