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I. 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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in the CIFiR Progress Report. As such, individual members and other committees of the 

AAA have also provided separate comments on their own to CIFiR. 

In all, our objective is for the AAA to be an active partner in addressing significant policy 

issues affecting the accounting profession. We invite CIFiR to contact members of the 

Tracking Team or the authors of the research summaries for further information or 

questions. This comment was developed by the AAA CIFiR Tracking Team and does not 

represent an official position of the American Accounting Association. 

American Accounting Association National CIFiR Tracking Team: 

Arnold Wright, Northeastern University, Chair ra.wright 

Christine Botosan, University of Utah [christine.botosan@business.utah.edu] 

Robert Colson, Grant Thornton LLP -1 

11. Response to the Advisory Committee on Improvements to Financial Reporting 

The Progress Report of the Advisory Committee on Improvements to Financial Reporting 

offers a number of Developed Proposals and Conceptual Approaches. Following is a 

discussion of the implications of academic research for some of these proposals and 

approaches. 

Developed Proposal 1 .1 :  GAAP should be based on business activities, rather than 

industries. New projects should include the elimination of existing industry-spec$c 

guidance, unless, in rare circumstances, retaining industry guidance can be justiJied 

based on cost-benefit considerations. 

The Committee lists exceptions to general principles as a pressing form of avoidable 

substantive complexity in financial reporting. Developed Proposal 1.1 is intended to 

mitigate this source of complexity. However, research suggests that additional rules, like 

exceptions to general principles, may increase or decrease task complexity, depending on 

the circumstances. Prior psychology-based research suggests that "task complexity" is 

highly context and person dependent, such that an accurate characterization of task 
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complexity in any setting requires explicit definition of (1) the specific task and, (2) the 

knowledge and capabilities of the people performing the task. The groups of constituents 

identified in the Progress Report (i.e., investors, preparers, auditors, analysts and 

regulators) will be affected by exceptions to general principles in different ways. 

Developing a comprehensive task-complexity-capturing measurement system is 

important for systematically identifying the causes of complexity in applied settings and 

for providing appropriate remedies. (See 'ilcademic Research Summary: Complexity and 

Its ESfect on the Preparation, Audit, and Use of Financial Information. ") 

In the discussion following Developed Proposal 1.1 the Committee states "However, we 

acknowledge that industry-specific guidance has merit when cost-benefit considerations 

indicate that the enhanced information investors would receive under generalized GAAP 

is not justified by the direct costs to preparers and the indirect costs of investors to 

account for activities in that manner." (pg. 20) 

Research that examines the costs and benefits of disclosure suggests that industry-

specific practices might reduce estimation risk or information asymmetry, mitigate 

litigation risk, and/or improve management decision making. It is not clear whether the 

"enhanced information investors would receive" envisioned by the Committee 

encompasses these benefits. Moreover, the Committee's consideration of disclosure costs 

excludes significant indirect costs of disclosure to preparers, such as proprietary costs. 

Finally, many disclosure costs and benefits are not subject to meaningful quantification, 

rendering a practical assessment of whether the benefits exceed costs exceeding difficult. 

We encourage the Committee to take a broader perspective regarding the costs and 

benefits of disclosure, and consider the implications of this broader perspective for its 

recommendation to eliminate industry-specific practices. (See "Academic Research 

Summary: Disclosure Costs and Benefits. ") 

Finally, numerous benefits and costs derive from accounting choice. Limiting accounting 

choice, by eliminating industry-specific practices, could reduce the net benefits derived 

from accounting choice, thereby resulting in costs to the users of financial reports. We 

discuss this issue more fully in our response to Developed Proposal 1.2. (See "Academic 

Research Summary: Accounting Choice. ") 
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Developed Proposal 1.2: GAAP should be based on a presumption that formally 

promulgated alternative accounting policies should not exist. New projects should not 

provide additional optionali~,  unless in rare circumstances, it can be justz3ed. New 

projects should include the elimination of existing alternatives, unless, in rare 

circumstances, the opt ional i~ can be justiJied. 

Developed Proposal 1.2 is also intended to mitigate complexity arising from exceptions 

to general principles. As discussed in our response to Developed Proposal 1.1, research 

suggests that additional rules, like exceptions to general principles, may increase or 

decrease task complexity, depending on the circumstances. Developing a comprehensive 

task-complexity-capturing measurement system is important for systematically 

identifying the causes of complexity in applied settings, and for providing appropriate 

remedies. (See "Academic Research Summary: Complexiry and Its Effect on the 

Preparation, Audit, and Use of Financial Information. ") 

An extensive literature in academic research examines the causes and consequences of 

accounting discretion. This research suggests that accounting choice yields the following 

benefits: (1) reduces information asymmetry by allowing managers to communicate their 

private information about the firm, (2) allows for the writing of economically efficient, 

accounting-based contracts, (3) yields more informative financial data by allowing 

managers to represent faithfully the economic substance of the transaction or business, 

and, (4) mitigates managers' use of costly real economic actions to achieve goals 

otherwise achieved through accounting choice (e.g. transaction structuring). The research 

also identifies the following costs: (1) provides opportunistic managers with more ways 

to achieve their goals, and (2) potentially increases the complexity of financial reporting. 

Due to the difficulty of meaningfully quantifying the costs and benefits of accounting 

discretion, there is little or no research quantifying the trade-offs between these costs and 

benefits. 

Substantial empirical and analytical accounting research supports the importance of 

incentives in determining the nature and content of financial reporting. These incentives 

take many forms and managers can take many different types of actions to achieve their 

reporting goals from employing discretion in accounting policy choice, or accounting 
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estimate choice, or transaction structuring. Thus, the elimination of accounting 

alternatives is unlikely to mitigate the costs of managerial opportunism and complexity. 

Furthermore, there is no direct academic research support for the claim that managers 

who allegedly make opportunistic accounting choices (e.g., to increase their 

compensation) achieve their goals. Similarly, there is no consistent evidence that 

accounting choices have share price or firm valuation implications. There is, however, 

more evidence supporting the benefits of accounting choice. Thus, the elimination of 

accounting choice may well reduce net benefits, thereby resulting in costs to the users of 

financial reports. Moreover, meaningful elimination of accounting choice would entail a 

rules-based approach to accounting standard setting that is in direct opposition to the 

concepts-based approach currently favored. (See "Academic Research Summary: 

Accounting Choice. '7 

Conceptual Approach 1.A: Considering the expanded use of proportionate recognition, 

additional disclosure, and rules of thumb or presumptions in place of the current use of 

bright lines. 

The Committee lists bright lines as a pressing form of avoidable substantive complexity 

in financial reporting. Conceptual Approach l.A is intended to mitigate this source of 

complexity. However, as noted previously in our response, research suggests that task 

complexity is person and context dependent. Developing a comprehensive task-

complexity-capturing measurement system is important for systematically identifying the 

causes of complexity in applied settings and for providing appropriate remedies. (See 

';lcademic Research Summary: Complexity and Its Effect on the Preparation, Audit, and 

Use of Financial Information. ") 

Conceptual Approach 1.B: Considering a recommendation related to the education of 

students, as well as to the continuing education of investors, preparers, and auditors, that 

would encourage an understanding of the economic substance and business purposes of 

transactions, in contrast to mechanical compliance with the rules. 
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The committee states, "Undergraduate and graduate education in accounting have 

traditionally emphasized the mechanics of double entry bookkeeping, which favors the 

use of detailed rules rather than the full understanding of relevant principles." 

We both agree and disagree with elements of the Committee's statement. Many, if not 

most, of the academic community have made great strides over the last two decades to 

divorce themselves from what the Committee refers to as the "traditional emphasis on the 

mechanics of double entry bookkeeping.. . (and) detailed rules.. ." Most academics 

believe that an educational approach focused on the memorization of rules and 

exceptions, and/or the use of technology to "research" rules and exceptions, is 

inconsistent with the mission of higher education. Consequently, all leading accounting 

education programs, as well as a vast majority of all programs, currently emphasize the 

teaching of concepts over rules. 

Nonetheless, a conceptual framework that is inadequate for the times hampers these 

efforts. Ideally, faculty should be able to explain to students how to analyze the economic 

substance of a business event consistent with the basic definitions of an asset, liability, 

revenue, or expense, and then proceed to rationally determine the proper handling of the 

item. Educators as well as practicing professionals critically need an international effort 

resulting in a well-documented and clearly explained guiding conceptual framework. 

Accounting educators are well positioned and prepared to help in this undertaking. (See 

'2cademic Research Summary: Educational Implications of the Report of the SEC 

Advisory Committee on Improvements to Financial Reporting. ") 

Conceptual Approaches I .  C and I .  D: Considering a recommendation that the FASB 

develop a decision fiamework to provide a systematic approach for consistently 

determining the most appropriate measurement attribute for similar activities or 

assets/liabilities (e.g. fair value measurement) based on consideration of the tradeoff 

between relevance and reliability. Considering whether the SEC should request the FASB 

be judicious about issuing new standards that require the expanded use of fair value. 
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The Committee lists the mixed attribute model as a pressing form of avoidable 

substantive complexity in financial reporting. Conceptual Approaches l.C and l.D are 

intended to mitigate this source of complexity. However, as noted previously in our 

response, research suggests that task complexity is person and context dependent. 

Developing a comprehensive task-complexity-capturing measurement system is 

important for systematically identifying the causes of complexity in applied settings and 

for providing appropriate remedies. (See "Academic Research Summary: Complexity and 

Its Effect on the Preparation, Audit, and Use of Financial Information. ") 

An extensive academic literature addresses the relevance and reliability of fair value 

measurements in a number of contexts. The Financial Accounting Standards Committee 

of the American Accounting Association addressed the implications of this literature for 

standard setting in response letters previously submitted to the FASB. In the interest of 

brevity, we do not explicitly reiterate the implications of this literature here. Nonetheless, 

we refer committee members interested in this issue to the "Response to the FASB's 

Exposure Draft on Fair Value Measurements" published in the September 2005 issue of 

Accounting Horizons. 

Conceptual Approach 1.G: Considering a call for the development of a disclosure 

framework. 

An extensive academic literature establishes the nature and importance of the costs and 

benefits of disclosure. While we recognize that regulators would ultimately be 

responsible for the specifics of a disclosure framework, we recommend that the 

Committee highlight the important role disclosure costs and benefits must play in any 

conceptually based framework. (See "Academic Research Summary: Disclosure Costs 

and Benefits. ") 

Developed Proposal 2.1: Add investors to the FAF, and give more representation on both 

the FASB and the FASB staff to experienced investors. 

In its discussion of "Investor Representation" the Committee states, "The current 

standards-setting process attempts to balance the views of different stakeholders. 

However the financial reporting system would best be served by recognizing that the 
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perspectives of investors should be pre-eminent when competing interests cannot be 

aligned, because all shareholders benefit from a system that allocates capital more 

efficiently." (pg. 34). 

We are concerned this presumption fails to consider adequately the costs of disclosure 

(such as proprietary costs and increased litigation costs). For example, full disclosure of 

all information might result in the efficient allocation of capital. However, such a practice 

exposes the firm (and shareholders) to significant direct and indirect costs of disclosure 

(e.g. proprietary and litigation costs). Since investors and other users of financial 

statements (e.g. analysts) without an ownership position in the firm are free riders (i.e. 

garnering the benefits of disclosure without bearing the costs), overweighting the views 

of such constituents could yield suboptimal outcomes. (See "Academic Research 

Summary: Disclosure Costs and Benefits. '7 

Economic incentives tend to motivate managers to overweight the costs of disclosure, 

and free-rider problems tend to motivate investors and other users of financial 

information to overweight the benefits. In contrast, academics do not face such economic 

incentives. In light of this, we are concerned that the Committee calls for an increase in 

investor participation in the standard setting process, while marginalizing the academic 

community's participation. This concern is also addressed in separate response letters to 

the CIFiR submitted by the Financial Accounting Standards Committee of the American 

Accounting Association, and the Financial Reporting Policy Committee of the Financial 

Accounting Section of the American Accounting Association. 

Developed Proposal 2.3: The SEC should encourage the FASB to further improve its 

standard setting process and timeliness by among other things, enhancing its cost-benefit 

analyses. 

While we understand the Committee's desire for greater quantification of the costs and 

benefits of disclosure, most significant costs and benefits of disclosure, as well as 

disclosure quality or quantity, are inherently unobservable and are not subject to 

meaningful quantification. Thus, while it is possible to put forth a qualitative assessment 

that an increase in disclosure quality has a given directional effect on a given disclosure 
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cost or benefit, it is not possible to quantify the magnitude of the relation in a meaningful 

manner. Finally, the Committee appears to assume that the disclosure costs and benefits 

that comprise the relevant set are known and subject to common agreement among 

constituencies. This does not accord with the fact that existing theoretical and empirical 

research, as well as surveys of practitioners, point to the existence of significant debate 

regarding the nature of the costs and benefits of disclosure. (See Academic Research 

Summary: Disclosure Costs and Benefits. ") 

Developed Proposal 3.1: The Committee recommends that the FASB or the SEC, issue 

guidance reinforcing the concept that the materiality of an error be evaluated based upon 

the perspective of a reasonable investor in the context of the total mix of information 

available. Moreover, while qualitative factors may lead to a conclusion that a 

quantitatively small error is material, qualitative factors also may lead to a conclusion 

that a quantitatively large error is not material. 

The amount of academic research into restatements has been minimal until recently 

because of data collection difficulties. Those studies that have been undertaken show 

investors react more negatively to announcements of quantitatively larger negative 

restatements of net income, but beginning in 2001, overall market reactions are greatly 

reduced. A significant decline in the average income effects of restatements between 

1999 and 2003, documented in existing research, might explain this finding. However, no 

studies focus sufficiently deeply on this period to allay other possible explanations. For 

example, the economic conditions associated with the deflation of the technology bubble 

might also play a role. 

Prior research finds that qualitative factors affect investors' materiality assessments. For 

example, restatements involving fraud are associated with returns that are more negative 

and with more litigation. Thus, intent to deceive is an important factor in the mix of 

information. In addition, research suggests that the type of account restated matters to 

investors. For example, research finds that restatements of revenue are more salient to 

financial statement users than restatements of other accounts. There is also some 

evidence that restatements of on-going operating expense accounts are associated with 
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negative market reactions and litigation. In contrast, there is no evidence that the 

restatement of non-operating expenses or one-time or special items, or the reclassification 

of financial statement items, elicit a discernable negative market reaction. Thus, research 

suggests that qualitative factors may lead to a conclusion that a quantitatively small error 

is material. There is too little empirical research available to draw reliable conclusions 

about whether a quantitatively large error could be immaterial for qualitative reasons. 

(See "Academic Research Summary: Restatement Materiality Considerations. ") 

Developed Proposal 3.2: The Committee recommends that prior period financial 

statements should only be restated for errors that are material to those prior periods. 

Moreover, a material error that has no relevance to a current investor's assessment of 

the annual financial statements would not require restatement of prior period financial 

statements, but If the error remains uncorrected in the current period, it should be 

corrected in the current period. Restatements of interim periods do not necessarily need 

to result in a restatement of an annualperiod. 

Existing research does not directly assess how current investors react to older 

misstatements. However, research suggests that restatements involving longer periods 

have a less negative market reaction. In later years, this finding is explained in part by 

lease restatements, and restatements by accelerated filers adopting SOX 404 ICFR 

standards. Both of these types of restatements involve long-standing errors, and result in 

less negative market reactions. Nonetheless, other factors might also play a role. For 

example, perhaps errors that persist without detection for longer periods tend to be 

smaller in any one period, which manifests in a less negative market reaction. It might 

also be that the reversing nature of accrual accounting causes errors to reverse over 

longer periods, such that investors ultimately react to a smaller net effect. (See 

"Academic Research Summary: Restatement Materiality Considerations. ") 

Developed Proposal 3.3: The Committee recommends that regulators issue guidance on 

applying materiality to errors in prior interim periods and the correction of such errors. 
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Limited academic research investigates issues related to the restatement of interim versus 

annual financial statements. However, the research that has been undertaken suggests that 

the market reaction does not differ for restatements involving interim-only financial 

statements compared to annual statements. (See "Academic Research Summary: 

Restatement Materiality Considerations. ") 

Developed Proposal 3.4: The Committee recommends that regulators adopt judgment 

frameworks for accounting and auditing judgments. The proposed framework for 

accounting judgments would apply to the choice and application of accounting 

principles, as well as the estimates and evaluation of evidence related to the application 

of an accountingprinciple. 

Decision makers rarely make important judgments in a setting devoid of economic 

motivations and incentives. Research in psychology finds that decision makers use 

ambiguity in facts to justify a desired conclusion. This suggests that when preparers and 

auditors face judgments where there is a range of acceptable conclusions their judgments 

tend to be biased in favor of their economic self-interest. These economic forces will 

continue to exist even in the presence of a well-designed judgment framework. The 

proposed professional judgment framework neglects this critical dimension. 

Many elements of the proposed framework correspond to elements found in the auditing 

standards currently promulgated by the PCAOB, but several decision elements in the 

auditing standards are not considered directly by the Committee. In the audit context, 

risks, such as the inherent risk that a particular account might be misstated or the risk of 

failing to detect errors that exist in financial statements, along with the materiality of 

financial statement items, determine the amount of effort an auditor directs toward 

particular audit areas. Concepts similar to risk and materiality might prove useful in 

guiding preparers in their professional judgments. It might be constructive for the 

Committee to consider the current audit standards as a model framework for the 

judgments made by preparers. 
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Research shows that experience does not directly lead to expertise, and that effective 

learning requires feedback specific to the performance of the task, not simply observing 

outcomes. Therefore, while preparers have experience with selecting and applying 

accounting standards, those experiences may not generalize across standards. These 

limitations, which are inherent in individuals, are unlikely to be mitigated by the mere 

availability of a decision framework. Numerous detailed examples that carry authoritative 

weight and accompany the issuance of new accounting standards might provide preparers 

with the experiences and feedback necessary to facilitate learning and the development of 

expertise in the context of a given standard. Nonetheless, regulators might be reluctant to 

provide such examples for fear that they will become de facto standards, which would 

diverge from the principles-based approach advocated by regulators. (See "Academic 

Research Summary: Professional Judgment Framework. ") 

Developed Proposal 4.1: The Committee recommends that the SEC mandate the Jiling of 

XBRL-tagged financial statements subject to the successful testing of the XBRL US.  

GAAP Taxonomy, the capacity of reporting companies to Jile XBRL-tagged Jnancial 

statements on the SECJs EDGAR system, and the ability of the EDGAR system to provide 

an accurately rendered version of all such tagged information. The SEC should phase-in 

XBRL-tagged Jnancial statements beginning with the 500 largest domestic public 

reporting companies. 

While it is generally well understood that XBRL will facilitate financial data retrieval for 

most investors, existing research identifies areas to manage carefully in the transition 

process. Research also shows that most data users, including investors, extract more 

information when they work for themselves in formatting and reconciling data rather than 

having it done for them. However, users tend to blend audited and unaudited information, 

when the two are linked via the internet. Thus, user expectations related to assurance may 

run counter to the proposal to furnish them without assurance. 

Education issues may also pose problems. Survey evidence indicates that the majority of 

CEO's and CFO's feel unprepared to adopt XBRL in the near term. Moreover, anecdotal 

evidence indicates that accounting academics lack familiarity with XBRL, and few 
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include any type of coverage in their classes. Finally, research indicates that users are 

unlikely to use the technology without sufficient awareness and education. (See 

"Academic Research Summary: Transition, Education, and Assurance Issues Related to 

XBRL. ") 

Page 1 13 



111. Academic Research Summary: Disclosure Costs and Benefits 

Professor Christine Botosan, University of Utah, [actcb@,business.utah.edu] 

Professor Marlene Plumlee, University of Utah, [actmp@,business.utah.edu] 


Disclosure Benefits 

i. Reduced Cost of Capital 

According to a sizeable body of theoretical finance and accounting research, investors 

require a return premium for estimation risk when they face uncertainty about an entity's 

future cash flows.' If so, disclosure can reduce cost of equity capital by mitigating 

investors' uncertainty. On the other hand, some studies dispute this conclusion arguing 

that estimation risk is diversifiable through a portfolio of investments and is not priced. 

A large body of empirical research investigates the association between disclosure and 

cost of equity capital. The evidence, accumulated across many studies using alternative 

measures, samples, and research designs, lends considerable support to the hypothesis 

that greater disclosure and higher quality financial reporting (e.g. higher accruals quality) 

reduces the cost of equity capital. In addition, a more limited body of research documents 

a negative association between disclosure and the cost of debt capital. Nonetheless, a 

handful of studies find a positive association between certain types of disclosure -

generally disclosures that are timelier in nature - and cost of equity capital. Thus, 

although the weight of the evidence favors a negative association between disclosure and 

cost of capital, academic research continues to debate this link. 

In light of this, it should not be surprising to learn that managers remain skeptical of the 

proposition that a reduced cost of capital is a benefit of greater disclosure. In a 2005 

survey of CFO's, Graham et al. find that 80% of CFO's agree that greater disclosure 

reduces information risk, but only 39% agree that this translates into a lower cost of 

equity capital. A survey of UK financial executives also finds that less than half of the 

executives surveyed believe greater disclosure reduces their cost of equity capital, 

Estimation risk is also referred to as "information risk". 
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although a majority agreed that greater disclosure does have a beneficial effect on the 

cost of debt. This latter finding may reflect the fact that the effect of greater disclosure on 

cost of debt capital is more readily observable by individual managers than the effect of 

greater disclosure on the cost of equity capital. 

ii. Improved Market Liquidity 

Disclosure's positive effect on market liquidity is another benefit supported by theoretical 

research. Less informed investors are concerned about trading against better-informed 

counterparts. Consequently, less informed investors price protect against potential losses 

(which increases transactions costs) or reduce the number of shares they are willing to 

trade. Both of these effects reduce market liquidity, i.e. the ability of investors to quickly 

trade shares at low cost and with little price impact. 

The results of empirical research generally support the hypothesis that greater disclosure 

is associated with improved market liquidity. For example, research documents that 

more-forthcoming firms have lower bid-ask spreads and greater trading volume than less- 

forthcoming firms. Consistent with these findings, a survey of CFOs found that 44% of 

those surveyed agree greater disclosure increases the liquidity of their stock; substantially 

more than the 17% of CFOs who disagree with this statement. 

iii. Reduced Litigation Costs 

Securities lawsuits are costly to firms. Lawsuits divert management attention away from 

productive efforts and subject the firm to substantial out of pocket litigation costs and 

losses. Academic research finds that disclosure helps mitigate litigation costs by reducing 

the probability of a lawsuit, or increasing the probability of dismissal. Specifically, 

research finds that investors are less likely to sue firms suffering large unexpected 

earnings declines if the firm preempts the bad news earnings announcement by issuing an 

earnings warning. Moreover, firms facing higher litigation risk are more likely to disclose 

bad earnings news early. Consistent with this finding, Graham et al. find that 77% of the 

CFO's they surveyed claim to reveal bad news faster to mitigate the possibility of a 

lawsuit arising from failure to disclose in a timely fashion. 
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iv. Improved Management Decision Making 

Theoretical research suggests that transparent disclosures increase firm value by 

improving managers' decisions or by reducing the managers' consumption of perquisites. 

Little empirical research into this question has been undertaken. 

v. Competitive Advantage 

Theoretical research shows that existing firms may use disclosure to deter entry into the 

market by competitors, or to share information about market demand to prevent over 

production. Little empirical research into this question has been undertaken. 

Disclosure Costs 

i. Proprietary Costs (i.e. Competitive Disadvantage) 

Theoretical and empirical research examines the proprietary cost hypothesis. This 

hypothesis states that managers' concerns over competitive harm affect their decisions 

about public disclosure. Most of the empirical research in this area focuses on firms' 

disclosures of sales, profits, and assets by industry segment. Traditionally, managers have 

strongly opposed certain aspects of industry segment reporting, citing proprietary costs as 

their primary reason. The overriding finding in this literature is consistent with the 

proprietary cost hypothesis. That is, managers have a tendency to withhold or mask 

disclosures with high proprietary costs. This finding is consistent with survey evidence 

that finds 59%of CFO's believe that the disclosure of sensitive information exposes their 

firm to proprietary costs, significantly greater than the 25% of respondents that disagree 

with this proposition. 

ii. Increased Litigation Costs 

Preemptive disclosure of bad news can reduce litigation costs by reducing the probability 

of a lawsuit, but there is also the concern that certain types of disclosure might increase 

firms' exposure to lawsuits. This is particularly true of forward-looking information. In a 

2005 survey of CFO's, Graham et al. find that 46% of CFOs believe that disclosure of 

forward-looking information exposes their firm to litigation risk. This is significantly 

greater than the 26% of respondents that disagree with this proposition. Consistent with 

this, empirical research finds that voluntary disclosure of forward-looking information is 

more prevalent in less-litigious environments. Moreover, within the US, voluntary 
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disclosure of forward-looking information increased following the enactment of the safe- 

harbor provisions of the Private Securities Litigation Reform Act of 1995. 

iii. Direct Costs 

Direct costs include preparation, certification, and dissemination costs. These costs can 

be substantial and due to economies of scale can vary with firm size. Very little research 

focuses on the direct costs of disclosure, however. 

Measurability 

Most of the concepts discussed above are inherently unobservable including the costs of 

equity or debt capital, market liquidity, litigation risk, competitive advantage or 

disadvantage, and disclosure quantity or quality. Accordingly, researchers employ 

proxies to capture variation across firms in these underlying constructs, allowing them to 

draw conclusions regarding the direction of the relation between disclosure and various 

costlbenefit attributes. Whether such proxies capture actual magnitudes is not knowable, 

however, and consequently, empirical research does not generally extend to the 

meaningful quantification of disclosure costs or benefits. Given the indirect and 

unobservable nature of most disclosure costs and benefits, regulators and practitioners 

also must contend with the impossibility of meaningful quantification. 

Benefits to Society and the Free-Rider Problem 

If disclosure reduces cost of equity capital or improves market liquidity, society as a 

whole, benefits because of the central role capital markets play in the efficient allocation 

of capital and the directing of firms' investment choices. At the same time, participants in 

the market who are not shareholders of the firm (e.g. potential investors, financial 

analysts, etc.) are free riders receiving benefits from firms' disclosures, but bearing none 

of the costs. 
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IV. 	 Academic Research Summary: Complexity and Its Effect on the Preparation, Audit 
and Use of Financial Information 

Professor Patrick Hopkins, Indiana University, [peh@,indiana.edu] 

The Introduction of the Progress Report of February I 4th(p. 12) includes a broad working 

definition of complexity: "the state of being difficult to understand or apply". With 

respect to financial reporting, the Progress Report defines complexity as the difficulty for 

(1) investors to understand the economic substance of a transaction or event and the 

overall financial position and results of a company, (2) preparers to properly apply 

generally accepted accounting principles in the U.S. (GAAP) and communicate the 

economic substance of a transaction or event and the overall financial position and results 

of a company, and (3) other constituents to audit, analyze, and regulate the company's 

financial reporting. The Introduction of the Progress Report suggests that financial- 

reporting-complexity-related comprehension difficulties experienced by these three broad 

constituent groups are largely caused by "avoidable" factors, like incomparable and 

inconsistent accounting reports, overly long, inconsistent, poorly written and voluminous 

accounting standards, audit and regulatory systems that deliver information that is not 

useful to investors, antiquated initial and continuing training of accountants, and the fact 

that accounting reports provide investors with too much information. Chapter 1 of the 

Progress Report identifies three sources of avoidable complexity as the most immediately 

important: exceptions to general principles, bright lines, and the mixed-attribute 

measurement model. 

While I respectfully disagree with the Progress Report's use of the word, "complexity," 

in most of the listed contexts (the basis for this disagreement is discussed below), the 

Advisory Committee's activities apparently are motivated by some absolute level of 

dissatisfaction and frustration experienced by investors, preparers, auditors, analysts, and 

regulators. If this dissatisfaction and frustration is to be meaningfully addressed and 

reduced, then its sources require identification and measurement in a systematic and 
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scientifically informed fashion. Therefore, my comments discuss prior psychology 

research on the determinants of task complexity.2 

When considering the assertions included in the Progress Report, an important question 

emerges: if all of the avoidable factors were avoided (i.e., repaired), would investors 

better understand reported economic substance; preparers better apply GAAP; and other 

constituents better audit, analyze, and regulate? Existing academic research that defines 

(and that explicitly controls for) the sources of task complexity provides some likely 

answers to these questions. First, prior psychology-based research suggests that 

complexity is not a universal construct that applies across settings and individuals; 

instead, most basic work in applied settings is concerned with a notion of "task 

complexity" that is highly context and person dependent (e.g., Suedefeld and Hagen, 

1966; Wood, 1986; Campbell, 1988). 

Explicit consideration of the roles of person and context dependency suggests that the 

groups of constituents identified in the Progress Report (i.e., investors, preparers, 

auditors, analysts and regulators) will be affected by the structure of financial reporting 

(e.g., exceptions to general principles, bright lines, and the mixed-attribute measurement 

model) in different ways. In fact, research suggests that certain subsets of these 

constituents will make more efficient and/or effective judgments and decisions because 

of the characteristics that the Progress Report identifies as sources of "avoidable 

complexity". 

Nelson (2003) suggests that additional rules, like exceptions to general principles, "may 

increase or decrease task complexity, depending on the circumstance^'^ (p. 94). He notes 

that Wood's (1986) seminal decomposition of task complexity includes three elements: 

component complexity, coordinative complexity, and dynamic complexity. When 

Wood's (1986) framework is applied to the financial report preparer or auditor context, 

component complexity increases with the number of facts to be interpreted, exception 

See Barth and Schipper (2008) for an overview of issues related to financial-reporting transparency (i.e., a related 
concept that likely is negatively correlated with financial-reporting complexity). 
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rules to be applied, precedents and examples to be considered, and decisions to be made. 

Coordinative complexity increases when, in arriving at a financial reporting decision, the 

foregoing components must be combined in novel, complex, or unspecified ways. 

Dynamic complexity increases when the necessary components and/or the algorithm 

necessary to coordinate the components changes over time or between contexts. Taken 

together, Wood's (1986) model suggests that some "forms of avoidable task complexity" 

specifically mentioned in the report (e.g., exceptions to general principles) couM lead to 

lower levels of coordinative complexity, thereby yielding lower levels of overall task 

complexity.3 

An important implication of Wood's (1986) model is that an accurate characterization of 

task complexity in any setting requires explicit definition of (1) the specific task for 

which we wish to measure complexity, and (2) the knowledge and capabilities of the 

people performing the task. Prior research conducted with accounting professionals 

confirms this observation. In general, this research suggests that accounting professionals 

who possess more task-related knowledge or ability are better able to cope with task 

complexity (Bonner and Lewis, 1990; Libby and Tan, 1994; Asare and McDaniel, 1996; 

Tan and Kao, 1999; Tan et al. 2002). 

With respect to the Progress Report, better definition of the tasks and people for which 

we wish to capture task complexity would allow regulators to develop a measure to 

differentiate between better of worse systems of financial reporting components and 

coordination rules. Developing a comprehensive task-complexity-capturing measurement 

system is important for systematically identifying the causes of complexity in applied 

settings, and for providing appropriate remedies. For example, the field of computer 

engineering has been grappling, for decades, with developing theory-based measures that 

quantify and communicate the complexity of computer code (e.g., Waguespack and 

Badlani, 1987; Zuse and Bollman, 1990; Darcy et al., 2005). 

A similar decomposition and analysis can be performed for the non-preparer constituents (e.g., investors), 
however, the specific components and coordinative links would reflect the judgment and decision context of a 
financial statement user. 
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V. Academic Research Summary: Accounting Choice 

Professor Linda Vincent, Northwestern University, 
[I-vincentO,kellogg.northwestern.edu] 


The academic accounting choice literature is e~ tens ive .~  It dates back to the 1960s and 

approximately 10% of the papers published in the 1990s in three of the major academic 

accounting journals directly address accounting choice issue^.^ The academic definition 

of accounting choice is broad and includes issues of implementation, timing, display, 

transaction structuring, production decisions, investment decisions, and the level of 

disclosure, among others (Francis, 2001). In contrast, the Progress Report takes a 

relatively narrow view of accounting choice: 

"Alternative accounting policies refer to optionality in GAAP. The following 

discussion addresses formally-promulgated options in GAAP, but does not 

address choices available to preparers at more of a practice or implementation 

level. " (p 21) 

The Progress Report provides examples of GAAP alternatives, including, but not limited 

to: successful efforts or full cost accounting methods for oil and gas producers; 

application of hedge accounting; the option to measure certain financial assets and 

liabilities at fair value; and the timing of the recognition of gains/losses associated with 

defined benefit pension and other post-retirement plans (pp 21-22).6 It would be helpful if 

the Committee would further explicate their definition of alternative accounting policies. 

For example, the Committee considers the choice of time over which to recognize 

gains/losses for defined benefit pension and other post-retirement plans as an example of 

4 I refer interested readers to comprehensive surveys of prior literature, including: Lev and Ohlson, 1982; Bernard, 
1989; and Fields, Lys, Vincent, 2001. 
The three academic accounting journals are the Accounting Review, the Journal ofAccounting and Economics, and 

the Journal of Accounting Research. 
The page numbers referenced herein refer to the February 14,2008 Progress Report. 
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optionality whereas the choices of depreciation method and of amortization period are not 

examples of optionality.' 

Academic accounting research addresses several of the examples of alternative 

accounting policies provided by the Progress Report including, for example, studies of 

the full cost versus successful efforts choice for oil and gas firms (e.g., Lys, 1984; 

Malmquist, 1990). Nevertheless, the research generally focuses more on accounting 

implementation and disclosure issues requiring managers' exercise of judgment and 

discretion, rather than on the actual selection of alternative accounting treatments, as 

defined by the committee.' For example, two recent studies on accounting for defined 

benefit pension plans examine managers' choices of long-term rates of return on plan 

assets, rates of predicted compensation growth, and discount rates. Neither study 

addresses the choice of amortization period for gains and losses, however, which is one 

of the examples of optionality provided in the Progress Report (Picconi, 2006; 

Bergstresser et al., 2006).~ 

In the academic researcher's view, the presence or absence of accounting choice 

generally lies along a continuum and is not identifiable by a sharp demarcation. As an 

extreme example, accounting standard setters could attempt to eliminate all choice by 

specifying rules such as estimated uncollectible accounts are 3% of average accounts 

receivable and all marketable securities are to be classified as available for sale. Such 

rule-based standards would eliminate choice, arguably reduce complexity, and enhance 

comparability, but at the expense of representational faithfulness of the underlying 

economic substance. It is difficult to imagine that such a system of rigid rules could 

provide for all facts and circumstances. Furthermore, new economic transactions and 

The Progress Report distinguishes between alternative accounting policies (permitted accounting choices) and 
"competing models" (required application of different accounting models for the same transaction depending on the 
accounting item involved). (p 32) Although the form of the distinction is clear, the substance is not clear. 

Examples of the former include revenue recognition decisions (e.g., Altamuro et al., 2005) and the timing and 
amount of asset write-offs (e.g., Francis et al., 1996). As noted above, the Committee classifies these issues as 
competing models (p 32). 

Picconi reports evidence of managers' disclosing value relevant (for future security prices) information by their 
choice of rates. Bergstresser et al. report evidence consistent with managers' opportunistic choice of rates. 
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structures (e.g., securitizations, debt-equity hybrids) continuously develop that do not fit 

within the existing rules. Finally, a move to more rule-based standards is in direct 

opposition to regulators' stated preference for a more objectives-oriented approach. 

Accounting choice may thus exist because it is impossible or infeasible to eliminate it. 

At the other end of the continuum, standard setters could provide almost complete 

discretion with the general charge to report all transactions consistent with the 

underlying economics. Neither of these extremes is practicable and even advocates of 

free market solutions over regulation for economic problems, conclude that with respect 

to financial disclosure, "no one knows the optimal amount of standardization" 

(Easterbrook and Fischel, 1991, p 304). 

It would also be helpful if the Committee would articulate further the problem to which 

the proposed elimination of alternative accounting policies is the solution. The 

Committee's stated goals are to increase the usefulness of accounting information and to 

reduce its complexity-the Committee considers alternative accounting policies to be 

contributors to avoidable complexity (p 22). However, there is an unaddressed trade-off 

between accounting for identical activities differently (as claimed by the Committee, p 

22) and accounting for different activities identically by limiting accounting choice. 

Regardless, accounting research provides evidence consistent with managers making 

"real" or economic decisions to manage their reported financial statements such as 

deferring R & D expenditures (e.g., Roychowdhury, 2006; Graham et al., 2005). 

Eliminating optionality would not address such activities, nor would its elimination 

address accounting implementation issues noted above. 

Much of the relevant academic research analyzes accounting choice from one of three 

perspectives: opportunistic behavior by managers; efficient contracting; and 

communication of financial information.1° Managerial opportunism is based on the claim 

that managers make accounting choices to advance their self-interest at the expense of the 

firm's suppliers of capital. A large proportion of empirical accounting research 

10 Examples include Holthausen (1990); Holthausen and Leftwich (1983); and Watts and Zimmerman (1990). 
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examining accounting choice focuses on assessing whether managers' accounting choices 

are consistent with opportunistic behavior. Many of these studies report evidence that 

managers make accounting choices consistent with increasing managerial compensation. 

Nevertheless, there is little, if any, evidence whether managers' actions are successful in 

increasing their compensation through the choice of accounting method; that is, whether 

the purported opportunistic behavior really benefits the manager or disadvantages others. 

Most of the studies fail to consider other incentives with which the accounting choices 

are consistent, such as decreasing the probability that the firm will violate debt 

covenants-there are likely to be tradeoffs of incentives among compensation, debt 

covenants, tax, capital structure, and regulatory concerns." In other words, the research 

results on managerial opportunism are neither consistent nor conclusive. 

There is also extensive academic research on accounting choice based on predictions of 

the efficient contracting hypothesis. The contracting, or economic consequences, view of 

accounting choice analyzes managers' incentives to make accounting choices based on 

the impact of such choices on contracts, both explicit and implicit, that rely on accounting 

numbers. Examples of such contracts include debt covenants, executive compensation, 

and government regulations (e.g., capital requirements for financial institutions). 

Research results have generally been consistent with the hypothesis.12 Again, most of this 

research focuses on judgments and implementation decisions rather than the choice 

between accounting standards per se. 

Underlying the contracting hypothesis is the concept that the writers of the contract 

anticipate opportunistic behavior and provide for it in the contract. For example, 

managers' actions to avoid debt covenant violations through accounting choice may 

result in equity value maximization, and perhaps personal utility maximization through 

I I For example, Hand and Skantz (1998) find that the choice of recording gains in equity carve-outs as income or a 
direct increase in shareholders' equity is associated with multiple incentives, including contracting (debt covenants), 
opportunism (compensation), and information signaling. 
l 2  For example, DeAngelo et al. (1994) find that managers make accounting choices consistent with reducing the 
probability of violating accounting-based debt covenants. 
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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.'3 

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).14 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 

13 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. 
14 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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from an economic perspective, regardless of the accounting treatment. Furthermore, there 

has been no formal evidence of any negative economic consequences or asset 

misallocations resulting from the elimination of pooling. Similarly, there have been 

claims that the requirement to expense compensatory stock options would have negative 

valuation implications for the high technology industry. Thus far, I am aware of no 

academic studies providing evidence consistent with this claim. On the other hand, Lys 

(1984) reports that full cost firms experienced unexpected share price declines on the day 

of the announcement of the elimination of full cost accounting. Lys can only speculate as 

to why there was a price decline because there were no direct cash flow consequences of 

the accounting choice. Amir and Ziv (1997) find that managers use the permitted 

discretion in the timing of the adoption of SFAS 106, Employers' Accounting for 

Postretirement Benefits Other Than Pensions, to convey private information and that the 

firms enjoyed a positive stock market reaction. In sum, there is no consistent empirical 

research supporting either claims of negative consequences from reductions in accounting 

choices or consistent with the claimed benefits of accounting choice. 

In summary, the main potential benefits from accounting choice are: 1) providing 

managers more flexibility in communicating their private information about the firm, thus 

reducing adverse selection; 2) providing more flexibility for the writing of economically 

efficient, accounting-based contracts; 3) providing managers greater opportunity to 

represent faithfully the economic substance of the transaction or business, thus providing 

more informative financial data; and 4) potentially mitigating managers' use of costly 

real economic actions to achieve goals that could otherwise be achieved through 

accounting choice. The potential costs from accounting choice include: 1) providing 

opportunistic managers with more ways to achieve their goals; and 2) potentially 

increasing the complexity of financial reporting. To date, there is little or no research 

quantifying the trade-offs between these costs and benefits. 

Based on the academic research on accounting choice, we can draw two conclusions. 

First, the potential costs of alternative accounting policies due to managerial opportunism 

will not necessarily be mitigated by eliminating accounting alternatives. There is 
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substantial empirical and analytical accounting research supporting the importance of 

incentives in determining the nature and content of the outcome of the financial reporting 

process. Because these incentives take many forms, can be addressed with many 

methods, and can be contradictory, the influence of such incentives may well dominate 

the process of providing financial statements and override any attempts to limit discretion 

by eliminating accounting choice.'' Nonetheless, the elimination of accounting choice 

would reduce benefits in other ways, as discussed above. 

Second, although there is no definitive empirical work to date on the cost-benefit trade- 

offs for accounting choice, the analytical arguments supporting benefits are well 

accepted. Therefore, eliminating choices will result in costs to the users of financial 

reports. Furthermore, there is no direct support for the claim that managers who allegedly 

make opportunistic accounting choices (e.g., to increase their compensation) actually 

achieve their goals. Similarly, there is no consistent evidence that accounting choices 

have share price or firm valuation implications. In sum, there is more evidence 

supporting the benefits of accounting choice than there is evidence as to its costs, 

although there has been little effective analysis of the magnitude of the trade-offs. 

15 In the debate about principles-based versus rules-based standards, Nelson (2003) provides evidence that managers 
achieve their private objectives with both types of standards, only the method is different. 
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VI. Academic Research Summary: Restatement Materiality Considerations 

Professor Susan Scholz, University of Kansas, [sscholz@,ku.edu] 

The CIFiR's Developed Proposals 3-1, 3-2, and 3-3 are largely aimed at establishing the 

materiality threshold for restating financial reports with subsequently discovered errors. 

The proposals suggest that an underlying concern is that financial reports are currently 

corrected for errors that are not significant to investors. The Developed Proposals focus 

on creating a materiality standard that fundamentally relies on the concept of the total 

mix of information available to a reasonable investor. 

A clear understanding of what is material to a reasonable investor is complicated by 

several factors. First, as noted in proposal 3-1, evaluation of materiality depends on the 

"total mix of information available". That is, materiality has many dimensions, and there 

is a difference of opinion about which are most relevant. Second, market responses to 

important materiality dimensions differ across years, suggesting that the opinions of the 

reasonable investors may change (Scholz, 2008). Third, one very important measure, the 

dollar impact of restatements on financial statements, has not been thoroughly studied in 

the academic literature. 

This essay first discusses the reasons for the paucity of research using quantitative 

measures of materiality, and the limited results that do exist. Next, it discusses other 

measures of materiality. 

Net Income Effects on Materiality 

Until recently, quantitative effects on restated accounts, in particular net income, have not 

been available from either of the widely used restatement database sources, the GAO 

studies, or Audit ~ n a 1 ~ t i c s . l ~  Thus, researchers interested in quantitative materiality have 

had to collect and calculate income effects from companies' SEC filings, an extremely 

l6 Audit Analytics recently unveiled a database of net income effects for 2005-2007 companies trading on the 
NYSE, AMEX and Nasdaq National Market. They are working to extend this data back in time, as well as forward. 
Availability of this data will obviously allow much more materiality research, but it will take time for a body of 
work in this area to emerge. 

Page 1 28 



challenging and time-consuming activity." Thus, it is not surprising that most researchers 

have been unable or unwilling to compile comprehensive quantitative datasets for the 

thousands of restatements announced in recent years. 

Some researchers have analyzed hand-collected quantitative data for sub-sets of restating 

companies in some years. Palmrose and Scholz (2004) collected and analyzed data for 

about 500 restatements announced from 1995 to 1999. More recently, Plumlee and Yohn 

(2008a and 2008b) have collected data for about 1,300 restatements announced by 

companies trading on major exchanges from 2003 to 2006. 

From 1995 to 1999, restating companies adjusted their net income by an average 

percentage of -19%. The average change in net income scaled by assets was -2.4%.18 By 

2003, Plumlee and Yohn report that average change of net income scaled by assets is -
.03%. The size of the difference in this average between the two periods suggests a 

reduction in average income effects sometime between 1999 and 2003. Plumlee and 

Yohn (2008a) document small further declines in 2004 and 2005, although the effect 

appears to increase again slightly in 2006 . '~  This data should be interpreted with some 

care because both studies include only companies trading on the major exchanges, but in 

the later period, this represents a much smaller proportion of all restatements (Scholz, 

2008). 

Market reaction studies using these data indicate that larger decreases in net income 

(adjusted for company size) are associated with more negative market reactions to 

restatement announcements in both periods (Palmrose et. al., 2004; Plumlee and Yohn, 

2008b). Palmrose et al. (2004) also finds that when restatement effects are not quantified 

l7 Information about changes in affected account balances are not standardized, so each restatement observation 
must be considered individually. Further, the many restatements affecting both complete year(s) and subsequent 
quarters require accessing separate amended filings and summing the affected periods. To further complicate the 
process, a few companies do not provide both originally reported and restated amounts in the same document, so 
both original and amended forms must be used to calculate changes. 
18 Average changes in net income for sample quintiles and the related return for the quintile (in parentheses) are: -
20.5% (-17%), -3.2% (-IS%), -.8% (-8%), .2% (-2%) 12.5% (-4%) 
l 9  Note that 2004 and 2005 are years of ICFR implementation for accelerated filers and 2005 is also the year about 
20% of restatements are to correct lease accounting. 
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in the original announcement, the market reaction is more negative. This result is likely 

due to the effects of uncertainty, and it has implications for proposals to limit 

restatements for quantitative effects only. On the other hand, larger decreases do not 

appear to trigger more litigation, after controlling for other restatement characteristics 

(Palmrose and Scholz, 2004). 

Scholz (2008) documents the widely held suspicion that overall market reactions are 

greatly reduced in recent years, beginning in 2001. Given the consistent relation between 

larger income effects more negative market reactions, it is reasonable to speculate that the 

smaller income effects play a role in the average change in the reaction to restatement 

announcements. 

Nonetheless, much is unknown about the relation between returns and the dollar change 

in reported income. For example, the market reaction seems to have shifted in 2001, so 

the common perception, that the change is mainly due to effects of SOX, passed in July 

of 2002, does not appear to be entirely accurate. In addition, while the number of overall 

number of restatements doubled from 2000 to 2001, companies with market returns 

available for study increased only from about 150 to 250.~' Further, in 2001, over 60% of 

restatements involved either fraud or core earnings accounts. These facts do not seem 

consistent with another common perception, i.e., that the reaction shift occurred because 

market participants were overwhelmed with large numbers of inconsequential 

restatements. Unfortunately, there have been no studies focusing deeply on this period, to 

provide more information about other drivers of the shift in market reactions. It is likely, 

however, that economic conditions associated with the deflation of the technology bubble 

played a role. 

Finally, there is much speculation that an effect of SAB 99 (December 1999), 

Materiality, was to decrease the net income effect of restatements. While there are no 

thorough studies of this question, simple comparisons of net income effects do not show 

20 The CRSP database, from which returns are obtained for these studies, only follows companies trading on the 
NYSE, AMEX and NASDAQ National Market exchanges. 
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a shift from restatements announced 1997-1999 to those announced in 2000, the year 

immediately after issuance (Scholz, 2008). Of course, this analysis cannot speak to 

possible changes in interpretation in later years. 

Other Materiality Measures 

Prior research reports several qualitative factors as apparently material to investors. Not 

surprisingly, restatements involving fraud are typically associated with returns that are 

more negative and more litigation (Palmrose and Scholz, 2004; Palmrose et. al., 2004; 

Scholz, 2008). The CIFiR developed proposals tend to characterize of restatements as 

resulting from errors, but clearly, intent to deceive is an important factor in the mix of 

information material to users. 

A limitation of the available empirical evidence is that the quantitative effects of 

restatements on specific accounts (e.g. revenues) have not been studied, only income 

effects. This limitation is likely to remain, due to the difficulty of obtaining such data. 

This limitation notwithstanding, evidence suggests that the type of account restated might 

matter to investors. For example, research finds that restatements of revenue are more 

salient to financial statement users than other accounts (Palmrose and Scholz, 2004; 

Gleason et al., 2008; Scholz, 2008). There is also evidence that some core expense 

accounts are associated with negative market reactions and litigation (Palmrose et al., 

2004; Scholz, 2008).~' Nonetheless, neither revenue nor core expense accounts are 

consistently associated with market reactions after controlling for other restatement 

characteristics (Palmrose et. a]., 2004; Plumlee and Yohn, 2008b). 

There is no evidence that restating only non-core earnings accounts and reclassifications 

elicit a discernable negative market reaction. Nor is there evidence that restating non-core 

earnings in addition to revenue or on-going operating expense causes a more negative 

reaction. That is, the number of accounting issues or account groups affected by a 

restatement is typically not associated with the market reaction. Because these results are 

21 Core expenses are on-going operating expenses, non-core expenses are non-operating or one-time or special 
items. 
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statistical generalities, specific examples of revenue restatements that do not trigger a 

reaction or non-core earnings restatements with severe consequences are not difficult to 

find. 

Several of the CIFiR proposals address the length of the misstated period. They suggest 

either not restating some older periods or not adjusting interim periods in some situations. 

The income effects studies discussed above do not address the distribution of dollar 

effects across different periods of a misstatement, so available evidence cannot speak 

directly to how a current investor would assess older misstatements. Nonetheless, it does 

appear that restatements involving longer periods have a less negative market reaction, all 

else equal. In later years, this is partly due to lease restatements and restatements by 

accelerated filers adopting SOX 404 ICFR standards. Both of these groups tended to 

restate long-standing errors and both had less negative market reactions, on average. 

Moreover, the association between longer restated periods and less negative reactions is 

not due entirely to restatements caused by improper lease accounting or SOX 404. 

The evidence discussed in the preceding paragraph is consistent with several scenarios. 

From a quantitative perspective, it may be that misstatements that are not large in any one 

period can persist without detection for longer periods, and investors are reacting to a 

relatively small amount in any given period. It may also be that the reversing nature of 

accruals in GAAP accounting causes errors to reverse over longer periods and investors 

react to a smaller net effect over a longer period. Of course, there may be other 

explanations for this association as well. 

Minimal research investigates issues associated with the restatement of interim versus 

annual financial statements. However, Palmrose et al. (2004) find that the market reaction 

does not differ for restatements involving annual compared to interim-only financial 

statements. 
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In sum, while there is some evidence to help discern what a reasonable investor finds 

material, the picture is not clear, particularly when considering quantitative measures. 

Consistent evidence supports the notion that a larger income effect is worse, but evidence 

regarding how that effect is distributed over time and how it interacts in the mix with 

non-quantitative measures is incomplete. The recent availability of new sources of data 

will allow more thorough studies, but some time will be required for those to be 

completed and assessed. 
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VII. Academic Research Summary: Professional Judgment Framework 

Professor David Plumlee, University of Utah, [actd~@,business.utah.edu] 

Motivated by concerns such as "(i)nvestorsY lack of confidence in the use of judgment" 

and "(p)reparers' and auditors' concern regarding whether reasonable judgments are 

respected" (p. 63) the Committee proposes a framework for making and evaluating 

professional judgments. The framework's principal objective is identification of standard 

processes for making professional judgments, which the Committee believes will provide 

a financial reporting environment that promotes preparers' and auditors' use of judgment 

and encourage regulators to evaluate judgment practices consistently. My comments on 

this framework fall into four general areas: 1) the important impact of economic 

incentives and motives on professional judgments, 2) the current professional judgment 

framework found in the auditing standards, 3) the nature of expertise, and 4) the 

implications of viewing judgments with hindsight. 

In most professional judgment settings, a range of acceptable opinions or solutions exists. 

For example, the Committee observes that determining the appropriate reporting for 

derivatives "...could be a complex judgment to make, and one on which experienced 

accounting professionals can have legitimate differing, yet acceptable, opinions." (p. 63). 

In evaluating the appropriateness of professional judgment, it is critical to recognize that 

decision makers rarely make important judgments in a setting devoid of economic 

motivations and incentives. For example, preparers face strong economic motivations to 

meet earnings expectations and maintain earnings growth trends. Auditors must meet 

their professional obligations to maintain objectivity and independence yet retain quality 

clients who are necessary for their firms' economic viability. This confluence of 

legitimate differences in individual judgments with economic motivations has been the 

subject of research in psychology, which finds that decision makers use ambiguity in 

facts to justify a desired conclusion. This research leads us to conclude that when 

preparers and auditors face judgments where there is a range of acceptable conclusions 

their judgments tend to be biased in favor of their economic self-interest. 
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The bias in professional judgments as a result of economic motivation has actually been 

found across a wide variety of settings and decision makers. Research into the judgments 

of auditors has found that they are more likely to make decisions that favor their clients 

when they have an economic incentive to favor the client, and the ability to justify the 

client-favored treatment. Managers have been shown to make decisions like formulating 

accounting estimates that allow them to meet earning forecasts. Finally, analysts with 

incentives to maintain client relations choose not to adjust for bias in management 

forecasts of earnings in order to maintain those relationships. 

While the Committee understandably advocates accounting standards that allow investors 

to perceive the underlying economic conditions of a firm, there exists strong evidence 

that the latitude inherent in professional judgment is highly susceptible to biases due to 

the inevitable economic pressures such as those faced by preparers, auditors, and analysts 

in their competitive environments. It is reasonable to expect that these economic 

conditions will continue to exist even in the presence of the most well designed judgment 

framework. The guidance in the report regarding the proposed professional judgment 

framework neglects this critical dimension. 

The Committee envisions the proposed framework as a way to help preparers select 

appropriate accounting standards particularly in "gray" areas of GAAP, assist in 

implementation, and evaluate the sufficiency of the evidence used to support conclusions. 

It recommends development of a framework that specifies a process by which preparers 

or auditors with the appropriate levels of knowledge, experience, and objectivity form 

opinions. The Committee explicitly encourages "the SEC and the PCAOB to issue policy 

statements that describe a framework for the exercise of professional judgment ..." (p. 

66). Many elements of the proposed framework correspond to elements found in the 

auditing standards currently promulgated by the PCAOB. These standards have evolved 

over the years to serve as a framework for auditors in determining appropriate audit 

opinions across a broad set of circumstances. The current audit standards include 

guidance regarding gathering and evaluation of evidence and the level of required 

expertise and supervision. Similar to the role of the proposed framework, compliance 
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with the auditing standards is typically asserted as auditors' defense in litigation and 

regulatory actions. 

Several additional decision elements in the auditing standards are not considered directly 

by the Committee. In the audit context, risk arises from a variety of sources including the 

inherent risk that a particular account might be misstated or the risk of failing to detect 

errors that exist in financial statements. These risks, along with the materiality of 

financial statement items, determine the amount of effort an auditor directs toward 

particular audit areas. Concepts similar to risk and materiality would prove useful in 

guiding preparers in professional judgments such as their selection and application of 

GAAP. The auditing standards also directly address evaluation of estimates, which could 

prove useful to preparers. It may be constructive for the Committee to consider the 

current audit standards as a model framework for the judgments made by preparers. 

One of the difficulties preparers face is a limited experience with application of 

accounting standards for reasons such as the recency of their promulgation or changes in 

the company's business environment to which a standard now applies. A broad set of 

research shows that individuals considered experts can match the underlying principles to 

the facts of situations and have an easier time transferring their knowledge across 

decision settings. In addition, research shows that experience does not directly lead to 

expertise. For example, individuals with the same level of general experience are likely to 

have different specific experiences and training, leading to different levels of knowledge 

and expertise. It has also been demonstrated that effective learning requires feedback 

specific to the performance of the task, not simply observing outcomes. Therefore, while 

preparers have experience with selecting and applying accounting standards, those 

experiences may not generalize across standards. In addition, they are unlikely to have 

seen application of new standards, which means it will be difficult to learn how to apply 

them due to the absence of the feedback required for learning. These limitations are 

inherent in individuals. The mere availability of a decision framework will not provide 

preparers with the specific experiences necessary for them to gain the knowledge 

necessary to select and apply new accounting standards. Help for preparers might be 
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found in provision of numerous detailed examples that carry authoritative weight and 

accompany the issuance of new accounting standards. Regulators may be reluctant to 

provide such examples for fear that they become defacto standards, which would diverge 

from the principles-based approach advocated by regulators. 

The Committee correctly points out the important distinction between the roles and 

perspectives of those who make judgments and those who evaluate them. In that spirit, 

the Committee suggests that hindsight "should only be used based on the facts reasonably 

available at the time the annual or interim financial statements were issued." Advocating 

hindsight may be imprudent even when it is based on readily available facts. Third parties 

such as jurors have been shown to exhibit what is known as "hindsight bias", which 

refers to individuals' tendency to overestimate the extent to which they would have 

foreseen an outcome. That is, even based on the known facts, the ex post assessment of 

the likelihood of the outcome is overestimated. In jury settings, defense lawyers can 

employ techniques to somewhat mitigate hindsight bias. However, regulatory settings 

may not have knowledgeable advocates available until the process is well underway, 

imposing an unnecessary cost on preparers and auditors. 

In summary, the concerns expressed by the Committee reflect the challenges faced by 

preparers and auditors in making judgments that may be second-guessed by regulators. 

Implicit in the current auditing standards is a framework that could serve as a model for 

one developed specifically for preparers. Economic incentives and motivations provide 

strong challenges to the ability of any professional judgment framework to result in 

judgments that will not result in disputed conclusions. Other issues such as the difficulty 

in becoming an expert in an area where there neither sufficient knowledge nor 

opportunity to gain the specific experience necessary suggest a broader set of issues may 

need to be considered by the Committee as it contemplates its call for a professional 

judgment framework. 
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VIII. 	 Academic Research Summary: Transition, Education and Assurance Issues Related 
to XBRL 

Professor Martha M. Eining, Grant Thornton LLPIUniversity of Utah, 
[actme@,business.utah.edu] 

Overview 

In developed proposal 4.1, the Committee on Improvements to Financial Reporting 

(CIFiR) recommends that the SEC phase in the use of XBRL by requiring the 500 largest 

companies to furnish XBRL Related Documents (the files required for presentation of 

tagged financial statement information). Companies would be required to add XBRL tags 

to all items in the financial statements individually, but would be allowed to block tag 

each footnote as a whole. The CIFiR makes no explicit recommendation regarding 

assurance over XBRL Related Documents, but the fact that such documents are to be 

furnished rather than filed indicates that no assurance is recommended initially. Based on 

current practice, the majority of companies would initially use a "bolt on" approach 

where the XBRL tags are added after the financial statements have been prepared and 

audited. 

Transition for Preparers 

If, as predicted, preparers begin with a "bolt on" approach, the most significant decision 

will be whether to use the taxonomy as is, or to develop any extension tags. Part of this 

decision will be predicated on the quality and specificity of the XBRL Taxonomies and 

part will depend upon specific company considerations. While the "bolt on" approach 

would have limited impact on the preparer's financial statement preparation process, the 

movement towards introducing tagging earlier into the process could have consequences 

for both the preparer's internal process as well as the ability to provide more information 

to the market place in the future. The adoption and integration of new technologies, 

especially those with potential to impact knowledge sharing across the organization is 

difficult and requires the involvement of many levels within the organization (Newel1 et 
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al., 2000). In addition, the full benefits are not achieved unless both the organization and 

the technology are appropriately adapted during implementation (Lassila, 1999). 

Impact on Users of Financial Information 

Accounting research shows that both the presentation of financial information and the 

experience level of users of that information impact decision making. Hodges et al. 

(2004) find that using search-facilitating technologies like XBRL facilitates 

nonprofessional, computer literate use of financial information. They also find that 

XBRL increases both the transparency and the impact of management's financial choices. 

Hutton et al. (2007) find that the use of more transparent reporting methods also reduces 

the likelihood that managers engage in earnings management. 

Archival research indicates that information affects users' decisions more when it is 

recognized than when it is disclosed only in the footnotes (Barth et al., 2001; Holthausen 

and Watts, 2001). In a behavioral study, Maines and McDaniel (2000) find that the 

format of financial information affects nonprofessional investors' decisions. Nelson and 

Taylor (2007) suggest that financial information is more useful to users when they are 

required to reformat or reconcile it than when it is provided directly. The implications of 

this research are relevant because XBRL will allow users to access information more 

easily and as separate items rather than as complete financial statements. 

Assurance 

As noted, the current CIFiR recommendation does not speak to assurance. Consequently, 

care needs to be taken to insure that users understand that XBRL related documents are 

unaudited. In a study of firms using the internet to link audited to unaudited information, 

Hodge (2001), finds that users tend to blend the audited with the unaudited information. 

Assurance over XBRL Related Documents is an important issue that will likely be 

considered in the future. Boritz and No (2007) discuss the time and detail needed to 

provide assurance when the tags are added after the financial statements have been 

audited. In addition, research into providing data level assurance should prove helpful 
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when tags are added earlier in the financial reporting process (Boritz and No, 2003; 

Nicolaou et al., 2003). Another stream of academic research examines issues related to 

continuous auditing (Alles et al., 2002; Rezaee et al., 2002), which is relevant if XBRL 

allows preparers to provide financial statements more often than quarterly. 

Education and Awareness 

The movement toward XBRL Related Documents as part of an SEC filing (or furnishing) 

will require an extensive educational and awareness effort. In a fall 2007 survey Grant 

Thornton LLP found that just over 50% of CFOs indicated they were even aware of 

XBRL. In a survey of manufacturer CEOs, Grant Thornton found that only 17 percent 

felt prepared for XBRL. A survey of manufacturer CFOs indicated that just 17 percent 

felt prepared to adopt XBRL by 2008 if mandated by the SEC, while over 45 percent 

believe it would take them until at least 2010. 

Anecdotal evidence indicates that accounting academics also lack familiarity with XBRL 

and few are currently including any type of coverage in their classes. Research (Hodges 

et al., 2007) also indicates that users are unlikely to use the technology without sufficient 

awareness and education. 
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IX. 	 Academic Research Summary: Educational Implications of the Report of the SEC 
Advisory Committee on Improvements to Financial Reporting 

Professor Philip Reckers, Arizona State, [Philip.Reckers@asu.edu] 
Professor James Rebele, Robert Morris University, [rebele@,rmu.edu] 
Professor Kent St. Pierre, University of Delaware, [stpierrk@,lerner.udel.edu] 

The Report of the SEC Advisory Committee on Improvements to Financial Reporting 

(CIFiR) provides very few direct and explicit recommendations related to accounting 

education. Nonetheless, numerous policy and practice recommendations of the 

Committee, if implemented, would have significant implications for accounting 

curriculum content and pedagogy. Most important among the Committee's 

recommendations are those pertaining to the reduction of rules complexity, and the 

international convergence not only of rules, but also of a new conceptual framework for 

accounting. Educational implications (or "indirect effects") of those recommendations are 

the focus of our comments that follow. 

To frame our comments, we first describe the current education model. While the 

recommendations of the CIFiR advocate a simplification of GAAP, it is important to 

recognize that many faculty today teach only "simplified rules". This is not only because 

of a lack of time to broach the multi-levels of complexity found in standards, 

interpretations, bulletins, and discussions of emerging issues, but also because educators' 

primary responsibility is to provide students with a broad education as a foundation for 

career success, not vocational training. It is the profession's responsibility, through CPE 

and on-the-job-training, to build on this foundation and bring their employees to the 

operational level of detailed knowledge necessary to fulfill their role in society. 

Nonetheless, it has become more difficult over time to teach even basic accounting 

concepts, with representative examples and applications of rules. Accounting faculty 

struggle to explain and justifying specific rules in a rational manner given the lack of a 

coherent conceptual framework. The existing conceptual framework is old and dated, the 
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complexity of the transactions and underlying instruments has changed, and, perhaps 

most critical, standard setters have not adhered to a consistent set of guiding principles or 

concepts when establishing the rules, interpretations, and industry exceptions that drive 

professional practice today. 

Ideally, faculty educate students in the logical thought process that marks the accounting 

profession as both an art and a science. Faculty should be able to explain to students how 

to analyze the economic substance of a business event consistent with the basic 

definitions of an asset, liability, revenue, or expense and then proceed to rationally 

determine the proper handling of the item. However, so many exceptions are made in 

rules setting, that a solid conceptual foundation no longer appears to exist. Instead, it 

seems that everything has become an exception. Some faculty instruct students in how to 

conduct professional research, but too often this is an exercise in how to find the sentence 

in some source of authoritative guidance that defines the exception. 

Evidence that the profession no longer recognizes a consistent conceptual framework is 

apparent in new initiatives to redefine assets, liabilities, and equities and to achieve 

convergence internationally. Educators as well as practicing professionals critically need 

an international effort resulting in a well-documented and clearly explained guiding 

conceptual framework. Faculty cannot educate students in the logical thought process that 

identifies the profession without such a framework. To default to memorization of rules 

and endless exceptions, or to the use of technology to search for those exceptions, is 

inconsistent with the mission of higher education. 

Developing a new, internally consistent, and internationally accepted conceptual 

framework will be a challenge, but a challenge that cannot be postponed. Accounting 

educators are well positioned to help in this undertaking. Educators are extensively 

trained and practiced in the rigorous analyses and logical explanations of complex 

phenomenon. The formation of a joint American Accounting Association-European 

Accounting Association committee to work with similar professional and educational 

bodies would facilitate the advancement of this critically important agenda 
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Other Comments Regarding Specific Concerns Noted by the Committee: 

Complexity - The committee states, "Undergraduate and graduate education in 

accounting have traditionally emphasized the mechanics of double entry bookkeeping, 

which favors the use of detailed rules rather than the full understanding of relevant 

principles. The same approach is evident in the CPA exam, as well as continuing 

professional education requirements." 

We both agree and disagree with elements of the Committee's observations. From our 

discussion above, it should be clear that the current state of accounting education is not 

congruent with the desires of the academic community. Many, if not most, of the 

academic community have made great strides over the last two decades to divorce 

themselves from what the Committee refers to as the "traditional emphasis on the 

mechanics of double entry bookkeeping.. .(and) detailed rules.. ." All leading accounting 

education programs, as well as a vast majority of all programs, currently emphasize 

"concepts over rules", but a conceptual framework that is inadequate for the times 

hampers those efforts. Only a minority of accounting education programs continue to 

measure quality by their students' achievement on the CPA exam. Very few programs 

offer CPA review courses for credit and AACSB Accounting Accreditation Standards 

(written by educators for educators) certainly place minimal emphasis on CPA exam pass 

rates. 

International Convergence - The imminent convergence of international and U.S. 

accounting and auditing standards offers both a challenge and an opportunity for 

educators. 

A rigorous, well-articulated conceptual foundation upon which to frame discussions of 

accounting, auditing, and taxation is a significant advantage. The cost to educators in 

assisting in this Herculean effort, and the transitional costs of re-framing accounting, 

auditing, and taxation course materials to optimally leverage the new conceptual 

framework is significant also. However, the academic community would welcome the 

opportunity to incur these costs in order to enhance our profession. 
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In the interim, operational issues abound. With multiple inconsistent and exception- 

ridden concept statements and standards, there is a risk that textbooks and faculty will 

emphasize rules (given the limitations of the current conceptual framework). Pressure is 

already mounting from some members of the practice community to teach "international 

rules".. .so they (CPA firms, audit managers, etc.) do not have to take on the entire 

burden. If, in a false sense of trying to be "responsive" to the practice community, faculty 

allocate more time and attention to "teaching the rules" the future state of education will 

return to what the Committee referred to as the "traditional model" and the profession 

will have lost the gains of the last two decades. 

The Committee should be made aware of the problems faculty must address in order to 

resolve the problems noted to this point. How should educators integrate the two sets of 

standards and two sets of exception-ridden concept based statements into the normal 

required accounting curriculum? (Note that IFRS labors under another type of exception 

- a growing number of exceptions unique to specific countries.) Should international 

standards be integrated with US GAAP in multiple undergraduate and graduate classes on 

a compare and contrast basis? Is a standalone class preferable and what content should be 

incorporated? What advice do we have for textbook writers, and are there adequate 

incentives for them to invest heavily in these uncharted waters on a timely basis? What 

can be done to provide incentives for creative case development or curriculum innovation 

at the national or the institutional level? When will the CPA examination start to 

incorporate international issues, and what should be examined? While programs should 

not focus curriculum on the content of the CPA exam, why are accounting educators not 

contributing to the dialog regarding what is appropriate for examination? Would it not be 

better to have educators involved in what is on the CPA exam, than have educators 

tailoring curriculum to what others chose to examine? 

A big picture issue that the academic profession must address is "defining the role of 

higher education in accounting". It has been nearly two decades since we have last 

addressed this matter collectively under the aegis of the Accounting Education Change 
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Commission. Since then, in an effort to be responsive to the practicing community, 

educators have changed incrementally here and there, adding on this room to the "house", 

another, and another ...while the (conceptual) foundation has crumbled. The academic 

community needs to address again whether this strange looking structure without 

foundation (our current curricula) serves the current and future needs of our students and 

society. We suggest the appointment of a Blue Ribbon American Accounting Association 

committee to lead a community-wide dialog to identify the knowledge and skill set 

collegiate accounting education should seek to provide. The committee should also 

identify appropriate pedagogy to develop the identified knowledge and skill set. 

Activity-based Accounting Concepts and Rules - The Committee emphasizes that GAAP 

should focus on activities rather than industries, and the implication is that classroom 

time should also be focused on activities rather than industries. The current state of 

accounting education is today by-and-large consonant with this sentiment. For example, 

revenue-recognition and matching concepts are taught by focusing on activities that 

generate revenue or create an expense from a general, operating perspective, not from the 

viewpoint of a particular industry. Similarly, teaching students how to audit revenue and 

expense transactions focuses on operating activities as the basis for transactions, not on 

specific industries. 

Conceptual Approach 2.B - The committee states, "Further, the Committee is considering 

a recommendation related to the education of students, as well as continuing education of 

users, preparers, and auditors, etc. The recommendation would encourage understanding 

of the economic substance and business purposes of transactions, in contrast to 

mechanical compliance with rules without sufficient context." 

As previously noted, most educators are receptive to this approach. Past and potentially 

pending impediments to progress in this regard have also been noted above. One area of 

concern, however, is the content and delivery of continuing education. One may find that 

the continuing education environment becomes even more rule driven and "current 

problem" focused than the classroom where the accounting student earned his or her 
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degree. Delivery of the content may be by a practitioner specifically for a practitioner, 

resulting in a rule driven, "what is the answer" focus that conflicts with what we are 

attempting to accomplish in the accounting classroom. 

Standards Codification - If a new conceptual framework is forthcoming and the issues of 

complexity and convergence are resolved, the codification and continuous updating of the 

codification of current standards would be of great benefit to educators. Students could be 

effectively taught how to conduct professional research and exercise professional 

analytical thinking to develop logical extensions consistent with a principles-based 

mandate. 

The codification initiative will yield lesser dividends if it simply allows quicker 

electronic searches of exception-ridden rules and interpretations, especially so if the 

codification is incomplete and not continuously updated. 

Page 1 46 



Bibliography 

Academic Research Summary: Disclosure Costs and Benefits 

Professor Christine Botosan, University of Utah, [actcb@,business.utah.edu) 
Professor Marlene Plumlee, University of Utah, [actmp@,business.utah.edu] 

Disclosure Benefits -Reduced Cost of Capital 

Armitage, S., and C. Marston. 2007. Corporate Disclosure and the Cost of Capital: The Views of 

Finance Directors. ICAEW Centre for Business Performance. 

Barron, O., D. Harris, and M. Stanford. 2005. Evidence on the Existence of Private Event-Period 

Information Around Earnings Announcements. The Accounting Review 80: 403-42 1. 

Barry, C., and S. Brown. 1985. Differential lnformation and Security Market Equilibrium. 

Journal of Financial and Quantitative Analysis 20: 407-422. 

Barry, C., and S. Brown. 1986. Limited Information as a Source of Risk. The Journal of 

Portfolio Management 12: 66-72. 

Bloomfield, R. and J. Wilks. 2000. Disclosure Effects in the Laboratory: Liquidity, Depth, and 

the Cost of Capital. The Accounting Review (75, 1): 13-41. 

Botosan, C. 1997. Disclosure Level and the Cost of Equity Capital. The Accounting Review 72: 

323-349. 

Botosan, C. 2006. Disclosure and the Cost of Capital: What Do We Know? Accounting and 

Business Research (International Accounting Policy Forum): 3 1-40. 

Botosan, C., and M. Plumlee. 2002. A Re-Examination of Disclosure Level and the Expected 

Cost of Equity Capital. Journal ofAccounting Research 40: 2 1-40. 

Page ( 47 



Botosan, C., M. Plumlee, and Y. Xie. 2004. The Role of Private Information Precision In 

Determining Cost of Equity Capital. Review ofAccounting Studies 9: 233-259. 

Bushee, B. and C. Noe. 2000. Corporate Disclosure Practices, Institutional Investors, and Stock 

Return Volatility. Journal of Accounting Research (Supplement): 17 1-202. 

Choi, F. 1973. Financial Disclosure and Entry to the European Capital Market. Journal of 

Accounting Research (Autumn): 75. 

Clarkson, P., J. Guedes, and R. Thompson. 1996. On the Diversification, Observability, and 

Measurement of Estimation Risk. Journal of Financial and Quantitative Analysis 3 1: 69-84. 

Claus, J. and J. Thomas. 2001. Equity Premia as Low as Three Percent? Evidence From 

Analysts' Earnings Forecasts for Domestic and International Stock Markets. The Journal of 

Finance (56, 5): 1629- 1666. 

Coles, J., and U. Loewenstein. 1988. Equilibrium Pricing and Portfolio Composition in the 

Presence of Uncertain Parameters. Journal of Financial Economics 2: 279-303. 

Coles, J., U. Loewenstein, and J. Suay. 1995. On Equilibrium Pricing Under Parameter 

Uncertainty. Journal of Financial and Quantitative Analysis 30: 347-364. 

Dhaliwal, D., B. Spicer, and D. Vickrey. 1979. The Quality of Disclosure and the Cost of 

Capital. Journal of Business Finance & Accounting (6,2): 245-266. 

Easley, D. and M. O'Hara. 2004. Information and the Cost of Capital. The Journal of Finance 

(59,4): 1553-1584. 

Easton, P. 2004. PE Ratios, PEG Ratios, and Estimating the Implied Expected Rate of Return on 

Equity Capital. The Accounting Review (79, 1): 73-95. 

Page 1 48 



Elliott, R. K., and P. D. Jacobson. 1994. Costs and Benefits of Business Information Disclosure. 

Accounting Horizons (December): 80-96. 

Francis, J., R. LaFond, P. Olsson, and K. Schipper. 2004. Costs of Equity and Earnings 

Attributes. The Accounting Review 79: 967-1010. 

Frankel, R., M. McNichols and P. Wilson. 1995. Discretionary Disclosure and External 

Financing. The Accounting Review 70: 135-1 50. 

Geitzmann M. and J. Ireland. 2005. Cost of Capital, Strategic Disclosures, and Accounting 

Choice. Journal of Business Finance & Accounting 32: 599-634. 

Geitzmann M. and M. Trombetta. 2003. Disclosure Interactions: Accounting Policy Choice and 

Voluntary Disclosure Effects on the Cost of Raising Capital. Accounting and Business Research 

(33, 3): 187-205. 

Graham, J. R., C. R. Harvey, and S. Rajgopal. 2005. The Economic Implications of Corporate 

Financial Reporting. Journal ofAccounting and Economics 40: 3-73. 

Habib, A. 2006. Information Risk and the Cost of Capital: Review of the Empirical Literature. 

Journal ofAccounting Literature 25: 127-168. 

Hail, L. 2002. The Impact of Voluntary Corporate Disclosures on the Ex-ante Cost of Capital for 

Swiss Firms. The European Accounting Review (1 l ,4):  741-773. 

Healy, P., A. Hutton and K. Palepu. 1999. Stock Performance and Intermediation Changes 

Surrounding Sustained Increases in Disclosure. Contemporary Accounting Research 16: 485- 

520. 

Page 1 49 



Healy, P., and K. Palepu. 2001. Information Asymmetry, Corporate Disclosure, and the Capital 

Markets: A Review of the Empirical Disclosure Literature. Journal of Accounting and 

Economics 3 1 : 405-440. 

Hribar, P., and N. Jenkins. 2004. The Effect of Accounting Restatements on Earnings Revisions 

and Estimated Cost of Capital. Review ofAccounting Studies 9: 337-356. 

Joos, P. 2000. Discussion of the Economic Consequences of Increased Disclosure. Journal of 

Accounting Research 38: 125-1 35. 

King, R., G. Pownall and G. Waymire. 1990. Expectations Adjustment Via Timely Management 

Forecasts: Review, Synthesis, and Suggestions for Future Research. Journal ofAccounting 

Literature 9: 113-144. 

Klein, R., and V. Bawa. 1976. The Effect of Estimation Risk on Optimal Portfolio Choice. 

Journal of Financial Economics 5: 2 15-23 1. 

Lambert, R., C. Leuz, and R. E. Verrecchia. 2006. Accounting Information, Disclosure, and the 

Cost of Capital. Journal ofAccounting Research (45, 2): 385-420. 

Leuz, C., and P. Wysocki. 2008. Economic Consequences of Financial Reporting and Disclosure 

Regulation: A Review and Suggestions for Future Research. Working Paper, University of 

Chicago. 

Mikhail, M., B. Walther, and R. Willis. 2004. Earnings Surprises and the Cost of Equity Capital. 

Journal of Accounting, Auditing and Finance (1 9, 4): 491 -5 14. 

Miller, D., and J. Puthenpurackal. 2002. The Cost, Wealth Effects, and Determinants of 

International Capital Raising: Evidence from Public Yankee Bonds. Journal of Financial 

Intermediation 1 1 :455-485. 

Page I 50 



Poshakwale, S. and J. Courtis. 2005. Disclosure Level and Cost of Equity Capital: Evidence 

from the Banking Industry. Managerial and Decision Economics 26: 43 1-444. 

Prodhan, B., and M. Harris. 1989. Systematic Risk and the Discretionary Disclosure of 

Geographical Segments: An Empirical Investigation of US Multinationals. Journal of Business 

Finance & Accounting (16, 4): 467-492. 

Richardson, A., and M. Welker. 2001. Social Disclosure, Financial Disclosure and the Cost of 

Equity Capital. Accounting, Organizations and Sociew 26: 597-616. 

Sengupta, P. 1998. Corporate Disclosure Quality and the Cost of Debt. The Accounting Review 

(73,4): 459-474. 

Verrecchia, R. 1982. Information in a Noisy Rational Expectations Economy. Econornetrica 50: 

1415-1430. 

Verrecchia, R. 200 1. Essays on Disclosure. Journal ofAccounting and Economics 32: 97-1 80. 

Zhang, J. 2008. Efficiency Gains from Accounting Conservatism: Benefits to Lenders and 

Borrowers. Journal of Accounting and Economics. Forthcoming. 

Disclosure Benefits -Improved Market Liauiditv 

Alles, M. and R. Lundholm. 1993. On the Optimality of Public Signals in the Presence of Private 

Information. The Accounting Review 68: 89-92. 

Amihud, Y., and H. Mendelson. 1986. Asset Pricing and the Bid-ask Spread. Journal of 

Financial Economics 17: 223-249. 

Amihud, Y., and H. Mendelson. 1988. Liquidity and Asset Prices: Financial Management 

Implications. Financial Management 17: 5- 15. 

Page 1 51 



Bushman, R. 1991. Public Information and the Structure of Private Information Markets. Journal 

of Accounting Research 29: 261 -276. 

Callahan, C. C. Lee, and T. Yohn. 1997. Accounting Information and Bid-Ask Spreads. 

Accounting Horizons (1 l ,4):  50-60. 

Chiyachantana, C., C. Jiang, N. Taechapiroontong, and R. Wood. 2004. The Impact of 

Regulation Fair Disclosure on Information Asymmetry and Trading: An Intraday Analysis. The 

Financial Review 39: 549-577. 

Copeland, T., and D. Galai. 1983. Information Effects on the Bid-ask Spread. The Journal of 

Finance 38: 1457-1469. 

Diamond, M. 1985. Optimal Release of Information by Firms. Journal of Finance 40: 1071- 

1094. 

Diamond, D., and R. Verrecchia. 1991. Disclosure, Liquidity and the Cost of Capital. The 

Journal of Finance 46: 1325-1 360. 

Greenstein, M. and H. Sami. 1994. The Impact of the SEC's Segment Disclosure Requirement 

on Bid-Ask Spreads. The Accounting Review 69: 179-199. 

Healy, P., and K. Palepu. 2001. Information Asymmetry, Corporate Disclosure, and the Capital 

Markets: A Review of the Empirical Disclosure Literature. Journal of Accounting and 

Economics 3 1 : 405-440. 

Hughes, J., J. Liu, and J. Liu. 2007. Information Asymmetry, Diversification, and Cost of 

Capital. Accounting Review (82, 3): 705-729. 

Kim, 0.and R. Verrecchia. 1991. Trading Volume and Price Reactions to Public 

Announcements. Journal of Accounting Research 29: 302-32 1. 

Page 1 52 



Kim, 0 .  and R. Verrecchia. 1994. Market Liquidity and Volume Around Earnings 

Announcements. Journal of Accounting and Economics 17: 4 1-67. 

Lambert, R., C. Leuz, and R. E. Verrecchia. 2006. The Distribution of Information Across 

Investors and the Cost of Capital. Working Paper. University of Pennsylvannia. 

Lang, M., and R. Lundholm. 2000. Voluntary Disclosure and Equity Offerings: Reducing 

Information Asymmetry or Hyping the Stock? Contemporary Accounting Research 17: 623-662. 

Leuz, C. 2003. IAS Versus US GAAP: Information Asymmetry-Based Evidence from 

Germany's New Market. Journal of Accounting Research (4 1, 3): 445-47 1. 

Leuz, C. and R. Verrecchia. 2000. The Economic Consequences of Increased Disclosure. The 

Journal of Accounting Research 3 8: 9 1 -124. 

Leuz, C., and P. Wysocki. 2008. Economic Consequences of Financial Reporting and Disclosure 

Regulation: A Review and Suggestions for Future Research. Working Paper, University of 

Chicago. 

Lundholm, R. 1988. Price-signal Relations in the Presence of Correlated Public and Private 

Information. Journal ofAccounting Research 36: 107-1 18. 

Lundholm, R. 199 1. Public Signals and Equilibrium Allocation of Private Information. Journal 

ofAccounting Research 29: 322-349. 

McNichols, M. and B. Trueman. 1994. Public Disclosure, Private Information Collection and 

Short-term Trading. Journal of Accounting and Economics 1 7: 69-94. 

Mohd, E. 2005. Accounting for Software Development Costs and Information Asymmetry. The 

Accounting Review (80, 4): 12 1 1-1 23 1. 

Page 1 53 



Verrecchia, R. 2001. Essays on Disclosure. Journal of Accounting and Economics 32: 97-1 80. 

Welker, M. 1995. Disclosure Policy, Information Asymmetry, and Liquidity in Equity Markets. 

Contemporary Accounting Research 12: 801-827. 

Disclosure Costs/Benefits -Litigation Costs 

Baginski, S. P., J. M. Hassell, and M. D. Kimbrough. 2002. The Effect of Legal Environment on 

Voluntary Disclosure: Evidence from Management Earnings Forecasts Issued in U.S. and 

Canadian Markets. The Accounting Review 77: 25-50. 

Field, L., M. Lowry, and S. Shu. 2005. Does Disclosure Deter or Trigger Litigation? Journal of 

Accounfing and Economics 39: 487-507. 

Francis, J., D. Philbrick, D., and K. Schipper. 1994. Shareholder Litigation and Corporate 

Disclosures. Journal of Accounting Research 32: 137-164. 

Healy, P., and K. Palepu. 2001. Information Asymmetry, Corporate disclosure, and the Capital 

Markets: A Review of the Empirical Disclosure Literature. Journal ofAccounting and 

Economics 3 1 :405-440. 

Johnson, M, R. Kasznik, and K. Nelson. 2001. The Impact of Securities Litigation Reform on the 

Disclosure of Forward-Looking Information by High Technology Firms. Journal ofAccounting 

Research 39: 297-327. 

Kasznik, R., and B. Lev. 1995. To Warn or Not to Warn: Management Disclosures in the Face of 

an Earnings Surprise. The Accounting Review 70: 1 13-1 34. 

Skinner, D. 1994. Why Firms Voluntarily Disclose Bad News. Journal ofAccounting Research 

32: 38-60. 

Page 1 54 



Skinner, D., 1997. Earnings Disclosure and Stockholder Lawsuits. Journal ofAccounting and 

Economics 23: 249282. 

Disclosure Benefits - Improved Management Decision Making 

Leuz, C., and P. Wysocki. 2008. Economic Consequences of Financial Reporting and Disclosure 

Regulation: A Review and Suggestions for Future Research. Working Paper, University of 

Chicago. 

Shleifer, A., and D. Wolfenzon. 2002. Investor Protection and Equity Markets. Journal of 

Financial Economics 66:  3-27. 

Disclosure Benefits -Competitive Advantage 

Kirby, A. 1988. Trade Associations as Information Exchange Mechanisms. RAND Journal of 

Economics 19: 138-146. 

Disclosure Costs -Proprietarv Costs 

Berger, P., and R. Hahn. 2003. The Impact of SFAS 13 1 on Information an Monitoring. Journal 

of Accounting Research 4 1 : 163-223. 

Botosan, C., and M. Stanford. 2005. Managers' Motives to Withhold Segment Disclosures and 

the Effect of SFAS No. 131 on Analysts' Information Environment. The Accounting Review 80: 

751-771. 

Feltham, G., F. Gigler, and J. Hughes. 1992. The Effects of Line-of-Business Reporting on 

Competition in Oligopoly Settings. Contemporary Accounting Research 9 :  1-23. 

Gal-Or, E. 1985. Information Sharing in Oligopoly Settings. Econometrica: 329-343. 

Page 1 55 



Harris, M. 1998. The Association between Competition and Managers' Business Segment 

Reporting Decisions. Journal of Accounting Research 36: 1 1 1-128. 

Hayes, R., and R. Lundholm. 1996. Segment Reporting to the Capital Market in the Presence of 

a Competitor. Journal of Accounting Research 34: 261 -279. 

Leuz, C. 2004. Proprietary Versus Non-Proprietary Disclosures: Evidence from Germany. In: C. 

Leuz, D. Pfaff, and A. Hopwood eds.: The Economics and Politics ofAccounting. Oxford 

University Press, Oxford: 164-1 97. 

Verrechia, R. 1983. Discretionary Disclosure. Journal of Accounting and Economics 32: 179- 

194. 

Vives, X. 1984. Duopoly Information Equilibrium: Cornot and Bertrand. Journal of Economic 

Theory 34: 71-94. 

Wagenhofer, A. 1990. Voluntary Disclosure with a Strategic Opponent. Journal ofAccounting 

and Economics 12: 341 -364. 

Page 1 56 



Academic Research Summary: Complexity and Its Effect on the Preparation, Audit and 
Use of Financial Information 

Professor Patrick Hopkins, Indiana University, [peh@,indiana.edu] 

Asare, S. K., and L. S. McDaniel. 1996. The Effects of Familiarity with the Preparer and Task 

Complexity on Effectiveness of the Audit Review Process. The Accounting Review 71 (2): 139-

159. 

Barth, M.E., and K. Schipper. 2008. Financial Reporting Transparency. Journal of Accounting 

Auditing and Finance (forthcoming). 

Bonner, S. E., and B. L. Lewis. 1990. Determinants of Auditor Expertise. Journal of Accounting 

Research 28: (Supplement): 1-20. 

. 1994. A Model of the Effects of Audit Task Complexity. Accounting, Organizations 

and Society 19 (3): 213-244. 

Campbell, D.J. 1988. Task Complexity: A Review and Analysis. The Academy of Management 

Review 13, (No. I ,  January), 40-52. 

Darcy, D.P., C.F. Kemerer, S.A. Slaughter, and J.E. Tomayko. 2005. The Structural Complexity 

of Software: An Experimental Test. IEEE Transactions on Software Engineering 31 (1 1): 982- 

995. 

Libby, R., and H-T. Tan. 1994. Modeling the Determinants of Audit Expertise. Accounting, 

Organizations and Society 19 (8): 70 1-7 16. 

Nelson, M.W., J. A. Elliott, and R. L. Tarpley. 2002. Evidence from Auditors about Managers' 

and Auditors' Earnings Management Decisions. The Accounting Review 77 (Supplement): 

75-202. 

Page 1 57 



. 2003. Behavioral Evidence on the Effects of Principles- and Rules-Based Standards. 

Accounting Horizons 17, (No. 1, March): 91-104. 

Suedefeld, and Hagen. 1966. Measurement of Information Complexity: I. Conceptual Structure 

and Information Pattern as Factors in Information Processing. Journal of Personality and Social 

Psychology 4, (No. 2): 233-236. 

Waguespack, L.J., and S. Badlani. 1987. Software Complexity Measurement: An Introduction 

and Annotated Bibliography. ACMSIGSOFT 12: 52-71. 

Tan, H-T., and A. Kao. 1999. Accountability Effects on Auditors' Performance: The Influence of 

Knowledge, Problem-solving Ability, and Task Complexity. Journal of Accounting Research 37 

(1): 209-223. 

,T. B-P. Ng, and B. W-Y. Mak. 2002. The Effects of Task Complexity on Auditors' 

Performance: The impact of Accountability and Knowledge. Auditing: A Journal of Practice & 

Theory 2 1 (2): 8 1-95. 

Wood, R.E. 1986. Task Complexity: Definition of the Construct. Organizational Behavior and 

Human Decision Processes 37, (No. 1, February): 60-82. 

Zuse H., and P. Bollman, 1990. Software Metrics: Using Measurement Theory to Describe the 

Properties and Scales of Static Software Complexity Measures, SIGPLAN Notices 24: 23-33. 

Page 1 58 



Academic Research Summary: Accounting Choice 

Professor Linda Vincent, Northwestern University, [I-vincent@,kellogg.northwestern.edu] 

Altamuro, J., A. L. Beatty, and J. P. Weber. 2005. The Effects of Accelerated Revenue 

Recognition on Earnings Management and Earnings Informativeness: Evidence from SEC Staff 

Accounting Bulletin No. 101. The Accounting Review 40 (2):373-401. 

Amir, E., and Amir Z. 1997. Recognition, Disclosure, or Delay: Timing the Adoption of SFAS 

No. 106. Journal of Accounting Research 35: 6 1-8 1. 

Anderson, J., M. Jennings, D. J. Lowe, and P. Reckers. 1997. The Mitigation of Hindsight Bias 

in Judges' Evaluation of Auditor Decisions. Auditing: A Journal of Practice & Theory 16 (2): 22- 

39. 

Bergstresser, D., Mihir D., and J.  Rauh. 2006. Earnings Manipulation, Pension Assumptions, and 

Managerial Investment Decisions. Quarterly Journal of Economics (Feb.): 157-195. 

Bernard, V. L. 1989. Capital Markets Research in Accounting during the 1980s: A Critical 

Review. The State of Accounting Research as We Enter the 1990s (Board of Trustees of the 

University of Illinois). 

DeAngelo, H., L. DeAngelo, D. J. Skinner. 1994. Accounting Choice in Troubles Companies. 

Journal of Accounting and Economics 17: 1 13- 143. 

Demski, J. 1973. The General Impossibility of Normative Accounting Standards. The 

Accounting Review 48 (4): 7 18-723. 

Dye, R. A. and R. E. Verrecchia. 1995. Discretion vs. Uniformity: Choices Among GAAP. The 

Accounting Review 70: 

Page 1 59 



Easterbrook, F. R., and D. R. Fischel, 1991. The Economic Structure of Corporate Law. Harvard 

University Press, Cambridge MA. 

Fields, R. D., T. Z. Lys, and L. Vincent. 2001. Empirical Research on Accounting Choice. 

Journal of Accounting and Economics 3 1 : 255-307. 

Francis, J. 2001. Discussion of Empirical Research on Accounting Choice. Journal of 

Accounting and Economics 3 1 : 309-3 19. 

Francis, J., D. Hanna, and L. Vincent. 1996. Causes and Effects of Discretionary Asset Write- 

offs. Journal of Accounting Research 34: 1 17- 134. 

Graham, J. R., C. R. Harvey, and S. Rajgopal. 2005. The Economic Implications of Corporate 

Financial Reporting. Journal of Accounting and Economics 40: 3-73. 

Hand, J. R., and T. Skantz. 1998. The Economic Determinants of Accounting Choices: The 

Unique Case of Equity Carve-Outs under SAB 5 1. Journal of Accounting and Economics 24: 

175-203. 

Holthausen, R. W. 1990. Accounting Method Choice; Opportunistic Behavior, Efficient 

Contracting, and Information Perspectives. Journal of Accounting and Economics 12: 207-2 18. 

Holthausen, R. W., and R. Leftwich. 1983. The Economic Consequences of Accounting Choice: 

Implications of Costly Contracting and Monitoring. Journal of Accounting and Economics 19: 

29 -74. 

Lev, B., and J. A. Ohlson. 1982. Market-Based Empirical Research IN accounting: A Review, 

Interpretation, and Extension. Journal of Accounting Research 20: 249-322. 

Lys, T. 1984. Mandated Accounting Changes and Debt Covenants: The Case of Oil and Gas 

Accounting. Journal of Accounting and Economics 9: 39-66. 

Page 1 60 



Malmquist, D. H. 1990. Efficient Contracting and the Choice of Accounting Method in the Oil 

and Gas Industry. Journal of Accounting and Economics 12: 173-206. 

Nelson, M. W., J. Elliott, and R. Tarpley. 2002. Evidence fiom Auditors about Managers' and 

Auditors' Earning-Management Decisions. The Accounting Review (Supplement). 

Picconi, M. 2006. The Perils of Pensions: Does Pension Accounting Lead Investors and Analysts 

Astray? The Accounting Review 8 1 (4): 9225-955. . 

Roychowdhury, S. 2006. Earnings management Through Real Activities Manipulation. Journal 

of Accounting and Economics 42 (3): 

Verrecchia, R. 200 1 .  Essays on Disclosure. Journal of Accounting and Economics 32: 97-1 08. 

Watts, R. L., and J. L. Zimmerman. 1990. Positive Accounting Theory: A Ten Year Perspective. 

The Accounting Review 65 (1): 131 -256. 

Page 1 61 



Academic Research Summary: Restatement Materiality Considerations 

Professor Susan Scholz, University of Kansas, [sscholz(ii,ku.edu] 

Gleason, C. A., N. Thorne Jenkins, and W. B. Johnson. 2008. The Contagion Effects of 

Accounting Restatements. Accounting Review 83: 83- 1 10. 


Palmrose, Z-V., and S. Scholz. 2004. The Circumstances and Legal Consequences of Non- 

GAAP Reporting: Evidence from Restatements. Contemporary Accounting Research 2 1 

(Spring): 139-1 80. 


Palmrose, Z-V., V. J. Richardson, and S. Scholz. 2004. Determinants of the Market Reaction to 
Restatements. Journal of Accounting and Economics 37 (1): 59-89. 

Plumlee, M., and T. Lombardi Yohn. 2008a. An Analysis of the Underlying Causes of 
Restatements. Working paper, University of Utah and University of Indiana. 

Plumlee, M., and T. Lombardi Yohn. 2008b. Restatements: Investors' Responses and Firms' 
Reporting Choices. Working paper, University of Utah and University of Indiana. 

Scholz, S. 2008. The Changing Nature and Consequences of Financial Restatements: 1997-2006. 
U.S. Department of the Treasury (April). 

Page 1 62 




Academic Research Summary: Professional Judgment Framework 

Professor David Plumlee, University of Utah, (actdpO,business.utah.edu] 

Bonner, S. and B. 1990. Determinants of Auditor Expertise. Journal ofAccounting Research 28 

(Supplement): 1- 20. 

Hawkins, S. A., and R. Hastie. 1990. Hindsight: Biased Judgments of Past Events After the 

Outcomes are Known. Psychological Bulletin 107 (3): 3 1 1-327. 

Hsee, C. K. 1995. Elastic Justification: How Tempting but Task-irrelevant Factors Influence 

Decisions. Organizational Behavior and Human Decision Processes 62 (June): 330-337. 

Kadous, K., 2001. Improving Jurors' Evaluations of Auditors in Negligence Cases. 

Contemporary Accounting Research 18 (3): 425-44 

Libby, R., J. E. Hunton, H. T. Tan, and N. Seybert. 2007. Relationship Incentives and The 

Optimistic/Pessimistic Pattern in Analysts' Forecasts. Journal of Accounting Research: 

(forthcoming). 

Libby, R., and J. Luft. 1993. Determinants of Judgment Performance in Accounting Settings: 

Ability, Knowledge, Motivation, and Environment. Accounting, Organizations and Society 18 

(5): 425-450. 

Matsumoto, D. A. 2002. Management's Incentives to Avoid Negative Earnings Surprises. The 

Accounting Review 77 (July): 483-5 14. 

Schkade, D. A., and L. M. Kilboume. 1991. Expectation-outcome Consistency and Hindsight 

Bias. Organizational Behavior and Human Decision Processes 49: 105-123. 

Page 1 63 



Schweitzer ,M. E., and C. K. Hsee. 2002. Stretching the Truth: Elastic Justification and 


Motivated Communication of Uncertain Information. Journal of Risk and Uncertainty 25 


(September): 185-201. 


Tan, H. T., R. Libby, and J. E. Hunton. 2007. When Do Analysts Adjust for Biases in 

Management Guidance? Effects of Guidance Track Record and Analysts' Incentives. Working 

Paper, Nanyang Technological University. 

Page 1 64 




Academic Research Summary: Transition, Education and Assurance Issues Related to 
XBRL 

Professor Martha M. Eining, Grant Thornton LLPIUniversity of Utah, 
[actme@,business.utah.edu] 

Alles, M.G., A. Kogan, and M.A. Vasarhelyi. 2002. Feasibility and Economics of Continuous 

Assurance. Auditing: A Journal of Practice and Theory 2 1 (March): 125- 138. 

Barth, M. E., W. H. Beaver, and W. R. Landsman. 2001. The Relevance of the Value Relevance 

Literature for Financial Accounting Standard-setting: Another View. Journal of Accounting and 

Economics 3 1 (1 -3): 77-1 04 

Boritz, J.E., and W. G. No. 2003. Assurance Reporting for XBRL: XARL (extensible Assurance 

Reporting Language). Reporting Trust and Data Assurances in Capital Markets: The Role of 

Technologv Solutions, PricewaterhouseCoopers Research Monograph, pp. 7- 16. 

Boritz, J.E., and W. G. No. 2007. Auditing an XBRL Instance Document: The Case of United 

Technologies Corporation. Working paper, University of Waterloo. 

Hodge, F.D., J.J. Kennedy, and L.A. Maines. 2004. Does Search-facilitating Technology 

Improve the Transparency of Financial Reporting? The Accounting Review 79 (July): 687-703. 

Hodge, F.D. 2001. Hyperlinking Unaudited Information to Audited Financial Statements: Effects 

on Investor Judgments. The Accounting Review 76 (October): 675-691. 

Holthausen, R. W., and R. L. Watts. 2001. The Relevance of the Value-relevance Literature for 

Financial Accounting Standard-Setting. Journal of Accounting and Economics 3 1 (1-3): 3-75. 

Hunton, J.E., R. Libby, and C.L. Mazza. 2007. Financial Reporting Transparency and Earnings 

Management. The Accounting Review 81 (January): 135-1 57. 

Page 1 65 



Lassila, K.S, and J. C. Brancheau. 1999. Adoption and Utilization of Commercial Software 

Packages: Exploring Utilization Equlibria, Transitions, Triggers, and Tracks. Journal of 

Management Information Systems 16 (2): 63-90. 

Maines, L.A., and L.S. McDaniel. 2000. Effects of Comprehensive-Income Characteristics on 

Nonprofessional Investors' Judgments: The Role of Financial-Statement Presentation Format. 

The Accounting Review 75 (April): 179-207. 

Nelson, M.W., and W.B. Tayler. 2007. Information Pursuit in Financial Statement Analysis: 

Effects of Choice, Effort, and Reconciliation. The Accounting Review 82 (October): 73 1-758. 

Newell, S., J. A. Swan, R. D. Galliers. 2000. A Knowledge-Focused Perspective on the Diffusion 

and Adoption of Complex Information Technologies: The BPR Example 

Information Systems Journal 1 0 (3): 239-2 59. 

Nicolaou, A. I., A. T. Lord, and L. Liu. 2003. Demand for Data Assurances in Electronic 

Commerce: An Experimental Examination of Web-Based Data Exchange Using XML. 

PricewaterhouseCoopers Research Monograph, 32-42. 

Rezaee Z., A. Sharbatoghlie, R. Elam, and P.L. McMickle. 2002. Continuous Auditing: Building 

Automated Auditing Capability. Auditing: A Journal of Practice and Theory 21 (March): 147- 

163. 

Page ) 66 


