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1. Introduction

The American Accounting Association (AAA) promotes worldwide excellence in
accounting education, research, and practice. Founded in 1916 as the American
Association of University Instructors in Accounting, the association adopted its present
name in 1936. The Association is a voluntary organization of persons interested in

accounting education and research with about 8,000 members from all over the world.

Given the importance of the issues addressed by the SEC Advisory Committee on
Improvements to Financial Reporting (CIFiR), the president of the AAA, Professor Gary
Previts, commissioned a National CIFiR Tracking Team to provide relevant academic
research findings as counsel to CIFiR in its deliberations and recommendations. The
Tracking Team identified seven significant research topics relevant to the CIFiR Progress
Report dated February 14, 2008, and invited distinguished researchers for each of these

topics to provide a summary of the relevant research.

This document contains the seven research summaries preceded by a response letter
authored by the National Tracking Team, which summarizes the implications of existing
research for specific Developed Proposals and Conceptual Approaches put forth in the
CIFiR Progress Report. It is important to note that the research summaries focus on major
topics identified by the Tracking Team for which there is significant research. However,

the Tracking Team’s response is not intended to address all of the many topics contained
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job security, but these choices could be made at the expense of the debt holders, unless

the contracts provide for such possibilities."

The third perspective on which academic research into accounting choice is based is the
information hypothesis — that is, managers make accounting choices in order to
communicate their own, often superior, information about the firm. This last perspective
is difficult to test and is mainly supported by the analytical literature. Under this
perspective, accounting choice provides managers with a larger set of alternatives with
which to communicate their information about the firm, resulting in better information
dissemination. Financial research supports the positive impact of more public information
on market liquidity and on mitigating the adverse selection problem due to asymmetric
information between insiders and outsiders (Verrecchia, 2001).'* Based on the academic
research to date, an important question to consider is whether elimination of optionality
provides direct benefits to the users of accounting information. In other words, if one
assumes, consistent with much of the analytic literature, that there are benefits to
accounting choice, it is not clear what the benefits (or reduced costs) are of eliminating

accounting choice.

One of the key considerations in the decision to eliminate GAAP alternatives should be
the cost-benefit trade-offs from such an action and academic researchers have provided
little evidence as to the cost-benefit trade-offs from accounting choice. One of the main
reasons for this dearth of evidence is that it is difficult, if not impossible, to rank order
accounting choices on any salient dimension (Demski, 1973). For example, there was a
great deal of concern expressed about the effects of the elimination of the pooling
accounting alternative for business combinations, including anecdotal evidence that some
business combinations were abandoned if pooling accounting was not attainable. What

cannot be assessed is whether these business combinations were appropriately abandoned

' Malmquist (1990) examines the choice of full cost and successful efforts accounting and finds no evidence of
opportunistic behavior, leading him to conclude (by default) that his results are consistent with efficient contracting.
'* However, another analytical study finds mixed results as to the desirability of giving managers accounting
choice— accounting choice was preferred when the interactions were between current managers and current

shareholders, but accounting choice disadvantaged future shareholders relative to current shareholders (Dye and
Verrecchia, 1995).
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