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CHAPTER 16 INTRODUCTION TO THE EMPIRICAL STUDY OF UK DATA

16.1 INTRODUCTION

In the preceding Part III "Review of literature from disciplines
other than accounting and economics" it was shown that there are
several different frameworks from which it is possible to
investigate the UK professional accounting standards setting
processes. Further, the.literature does not present any rational
basis by which any one such tramework may be selected 1in

preference to any other. In concluding Part III, an integration
of these frameworks was proposed within which future research

studies might usefully.be conducted.

The empiricalhpart of the present study now focusses narrowly on
a single elémentwithinpthatjframework. The opening discussions
in Part I "Introduction" and Part II "Review of previous research
in accounting and economics" drew attention to the increasing
recognition being given to the political dimension in research
studies ‘addressing professional accounting standards setting
processes; This study contributes to the trend of increasing
recognition being given to the political dimension by developing
a formal modeildf the professional accounting standards setting
procesées. As such, it can be viewed as a contribution to an
elaboration of the Shepsle committee structure analysis. This 1s
in the sense that the study is a description of an equilibrium
outcome of a committee in operafion. Alternatively, it can be
viewed as an elaboration of the organisational process framework
inh the senée that it is a description of one of the stages of a

multi-staged process.
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The model presented here is based on a political choice process,

namely, that of the simple majority voting system. This is used

as a framework for the subsequent empirical investigation. The
model follows from the adoption of a naive political framework in
which the professional accounting standards setting processes are
characterised by a simple majority, one-man one-vote, voting
model. Within this model, hypotheses are deduced which are
concerned with the relationship between the stated preferences of
participants and the outcome of the professional accounting

standards setting processes.

At a very elementary level, the model addresses the questions

“"Are the UK professional accounting standards setting processes
in any sense political?"; "Do votes count?"; and "If so, how?".

The pi'ésentation of the model seeks to achieve a rigorous

analysis and an’algebraic formulation is adopted. This 1s

supplemented by tables, graphs and verbal statements of the

central points.

Two contributions of the model are the development of the
concepts of "influence" and "sensitivity" each of which,
necessarily, are given precise meanings within the context of

this particular model.

The research approach and method sections describe how the
testiﬁgh‘ of primary hypotheses developed in the naive voting model
has been implémented. In particular, working definitions of the
variables are presented and the criteria for the selection of

data are discussed.

The underlying 'tecﬂhnique for data generation was that of content

analysis. The steps used are set out in some detall.
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The primary hypotheses are tested by implementing separate tests
each based on a separate null hypothesis. These tests ensure an

orderly and systematic approach to the subsequent data analysis.

The treatment of outliers in the data is discussed and it is seen

that some of the outliers offer opportunities for further
research.

A brief note is provided describing the implementation of data
generation, the use of a pilot study and implementation of
analysis on a large mainframe computer with an "unfriendly"

operating system. - The role of microcomputers in this study is
described.

The results sections set out the results obtained from the
application of the model described in Chapter 17 "A naive voting

model"” to UK data obtained from the UK professional accounting
standards setting processes.

The data base is described first in terms of elementary aggregate
statistics such as total numbers of data cases; of ORIGINAL and

AMENDMENT proposals; of written comments on Exposure Drafts; and

of votes cast. Each of these being broken down by Issue and
Exposure Draft.

Also are set out in some detail the contingency tables which

describe the data and which form the basis for Test 1 to Test J.
In very general terms, these tests address the questions "Do

votes count?" and "If so, how?". The detailed formulation of the
questions is set out in the descriptions of the tests in the

research approach and method sections. The results distinguish
between ORIGINAL and AMENDMENT proposals.
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The contingency tables are followed by scattergraph and linear
regression results, but only to the extent that the contingency
tables themselves suggest the existence of a significant
relationship. The regression results form the basis of Test 6
which, in very #generalﬂ terms, ask the question "If votes count,

do they have an increasing linear influence?'.

Each of the abﬂove results is presented for the data base as a
complete set. A more interesting analysis follows in which the
data are disaggregated across differing classes. These results
form the basis of Test 7 and Test 8 which, in very general terms,
ask the question "Are there any differences between classes of

participant?'. The results for these tests are presented

conveniently in summary tables. The main disaggregation classes

are

by Issue: accounting for associated companies; accounting for
investment properties; accounting for foreign currency

translations; group accounts; and accounting for
contingencies and events occuring after the balance
sheet date (IAS10); and

by Group: companies; professional firms of accountants;
representative bodies of accountants; other

representative bodies; and others.
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CHAPTER 17 A NAIVE VOTING MODEL
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CHAPTER 17 A NAIVE VOTING MODEL

17.1 INTRODUCTION

In the preceding Part III "Review of literature from disciplines
other than accounting and economics" it was concluded that there
are several .different frameworks from which it is possible to
investigate the UK professional accounting standards setting
processes. It was further concluded that there 18, as yet, no
rational basis by which any one such framework may be selected in

preference to any other. The opening discussions in Part I

"Introduction" and Part II "Review of previous research 1in
accounting and economics" drew attention to the increasing
recognition being given to the political dimension in research
studies addressing professional accounting standards setting

processes.

This study contributes to the trend of increasing recognition
being given to the political dimension by developing a formal
model of the professional accounting standards setting processes.
The model is based on a political choice process, in which the
professional accounting standards setting processes  are
characterised as a simple majority, one-man one-vote, voting
system. This is used as a framework for the subsequent empirical
investigation. Within the model, hypotheses are deduced which
are concerned with the relationship between the stated
preferences of participants and the outcome of the professional
accounting standards setting processes. At a very elementary

level, the model addresses the questions
"Are the UK professional accounting standards setting processes

in any sense political?"; "Do votes count?"; and "If so, how?"

The presentation of the model seeks to achieve a rigorous

analysis and an algebraic formulation is adopted. This 1s
supplemented by tables, graphs and verbal statements of the

central points.
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17.2 A NAIVE VOTING MODEL

17.2.1 A voting model characterisation of the professional
accountigg‘staﬁdards setting processes

In the following paragraphs it is argued that it is possible to
model the relationship between

l stated preferences for or against a proposal for a change 1in

accounting practice; and
2 the outcome of the professional accounting standards setting

processes for that proposal.

The construction of such a model is of no small interest. 1In
particular it offers one, but only one, basis for exploring

possible causal relationships, or determinants, of the

professional accounting standards setting processes.

The elements of the model are based on the simple majority voting
procedure often known as "first past the pést". Under this
procedure a candidate wins if he has a simple majority over his
nearest opponent. To apply this model to the professional
accounting standards setting processes the following
characterisations are made:

1 a proposal is characterised as a candidate;

2 a statement of preference is characterised as a vote cast; and

3 acceptance or rejection of a proposal is characterised as a win
or lose.

The following explanations help to clarify the concepts in the
context of the professional accounting standards setting

processes.

1 A proposal is any identifiable statement of accounting
definition or requirement.

In a- general sense, a proposal may be a- single clause, a
sentence, a paragraph or an entire Exposure -Draft.  For the
purposes of developing the model in the abstract it does not

matter which. An example can be found in-ED27 "Accounting for

foreign currency translations" as follows:
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"Any movement on the reserve account arising from translation
differences should be disclosed separately in the £financial
statements" [ED27, para. 60].

2 A statement of preference is any identifiable statement about a

proposed accounting definition or requirement, which indicates
whether the individual making the statement is in favour of or
rejects the proposal.

In a general sense, a statement of preference may be oral or

written. It may be made by an individual in any context. Examples

of such contexts include:

in a formal committee (such as in the ASC);
in a public discussion (such as in a television or radio debate);

in a research article (such as Hope & Briggs [1982]);
in a Parliamentry debate (such as in the House of Commons); or

in a submission to an accounting regulator (such as to the ASC).

An example can be found in the submissions to the ASC on ED27

"Accounting for foreign currency translations' as follows:

"We are in agreement with the case of the closing rate method
for translating foreign currency financial statements." (B.A.T.

Industries Ltd.)

3 Acceptance or rejection, of a proposal, 1is the occurrence or
non-occurrence of that proposal in the final accounting

standard.

In a strict sense, a proposal can be said to be accepted by the

professional accounting standards setting processes‘if it occurs

in the final accounting standard. The converse is self-evident.

The occurrence of acceptance or rejection is, of itself, only of
passing interest. Of greater interest is a concept of CHANGE
between an original proposal and its outcome. For example, a
proposal may be éccepted; but there is greater information
content in knowing whether or not that proposal was originally in
the agenda for discussion (such as being put forward 1in an
Exposure Draft) an '"original agenda' proposal or whether it
appeared from some other source external to the agenda setting
(Exposure Draft writing) process a new or "amendment" proposal.

Such a concept of change is of even greater interest 1if an

Chapter 17 Page 4



PROFESSIONAL ACCOUNTING STANDARDS SETTING PROCESSES IN THE UK

explicit assumption of conservatism is made. Given that the
agenda-setters might also control the remainder of the
professional accounting standards setting processes, then such an
assumption would imply that the original agenda of proposals
would be more likely to be accepted and occur in the outcome than
would any new, or amendment proposals. This would be consistent
with an assumption of self-interest on the part of the agenda-

setters themselves as the source of such conservatism.

The formaltdevélopment of the model which follows utilises the

concept of CHANGE more rigorously as the dependent variable in a
simple relationsﬁip. In particular; the model helps us address
the question of éonservatism.(or self-interest) by explo}ing the
relationship between stated preferences and CHANGE. The model

also develops the distinction between ORIGINAL proposals and
AMENDMENT proposals described above.

17.2.2 Stage one: A deterministic model

In a simple voting model, in which there are only two candidates,
the outcome can be characterised in terms of the' result, win,

draw or lose, for any one candidate. This result is defined
algebraically by: 5 |
EQUATION 1:

RESULT = ——ececce-- : subject to RESULT = 0 when AMV = 0

from which

RESULT takes on the values +1, 0, or -1;
| meaning WIN, DRAW or LOSE respectively

and where

abs(AMV) = absolute value of AMV; that is, ignoring the sign

AMV is the "absolute majority vote" defined by
N

AMV = SUM V,;, where V, = yote by voter 1
i=1 N~ = total number of voters

Chapter 17 Page



PROFESSIONAL ACCOUNTING STANDARDS SETTING PROCESSES IN THE UK

Measures of vote V; being assigned as follows:

+]l = yote in favour
0 = no vote (indifference, or "free riders")

-] = vote against

To illustrate the operation of this model consider two
candidates, A and B, who each collect 8 and 3 votes respectively.
The voting can be characterised in terms of the result for
candidate A. A received 8 votes in favour and 3 votes . against,
from which the absolute majority vote (AMV) = 8-3 = +5, and
RESULT = +5/5 = +1, This means that A wins (and correspondingly,
B loses). Had we chosen to characterise the voting in terms of
the result for B, then the steps would have been: B received 3

votes in favour and 8 votes against from which the absolute
majority vote (AMV) = 3-8 = -5, and RESULT = -5/5 = -1. This

means that B loses (and correspondingly, A wins).

The above simple voting model can be adapted to describe the
professional accounting standards setting processes by using the
characterisations set out in the above Section 17.2.1. In
particular, the change between the initial position and the
outcome for any one proposal can be defined algebraically as

follows:
EQUATION 2:

AMV
CHANGE = —==w===-- subject to CHANGE = 0 when AMV = (

abs(AMV)’

from which

CHANGE takes on the values +1, 0, or -1; _
the meanings of which are discussed in the following

paragraphs
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and where

abs(AMV) = absolute value of AMV; that is} ignoring the sign

AMV is the "absolute majority vote'" defined by
T N ,, s -
AMV = SUM V., where V, = vote by voter i
1=] N = total number of voters

Measures of vote V., being assigned as follows:

+l = yote in favour
- 0 = no vote (indifference, or "free riders")
-1 = yote against

Let us now explore a little more closely the distinction between
"original agenda" proposals and new or "amendment'  proposals.
This - distinction was drawn above in Section 17.2.1 "A voting
model characterisation of the professional accounting -standards
setting processes" in the context of the conservatism assumption.
There it was speculated that such an assumption might be
consistent with a self-interest assumption on the part of the
agenda-setters (Exposure Draft writers) given that they might
also control the remainder of the professional accounting
standards setting processes. Clearly, alternative explanations
for conservatism - could -exist, most notably that the original
proposals were based on some conceptual framework, deviation from
which would not be consistent with the mainstream of accounting

thought embedded in that conceptual framework.

Given that a distinction between original and amendment proposals
can be made, then it would be useful to adapt the model to
reflect this. There are additional reasons why such a distinction
could be important to this model. Original proposals are
systematicaly presented in the proposal agenda document (the
Exposure Draft). This document is publicly available and widely

distributed, so the proposals are public knowledge and everybody

has the opportunity for participation in a vote on those specific
proposals. In contrast, amendment proposals are not presented

systematically in one document. Amendment proposals are not
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necessarily public knowledge ~and so  not everybody has the
opportunity for participation in a vote on those specific

proposals.

In summmary, there are three important dimensions on which
original proposals and amendment proposals differ. These are
conservatism; systematic presentation; and public information.
The possible effects of these are set out below in Figure 17.l

"Effects of characteristics which distinguish between original

and amendment proposals'.

The = aggregate effects of these three distinguishing
characteristics .on the outcome for any given proposal 18
indeterminate. However, by preserving the distinction between the

two classes of proposal, the model -can offer the opportunity of

bringing empirical evidence to bear to reduce the indeterminacy.

There is one further way in which original proposals and
amendment proposﬁls differ. Tﬁey differ in the meanings which can
be attached to the different values of the dependent variable,
CHANGE, This is explored in the following paragraphs and is

illustrated below in Figure 17.2 "Meanings attached to possible

values of CHANGE".
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FIGURE 17.1 EFFECTS OF CHARACTERISTICS WHICH DISTINGUISH BETWEEN
ORIGINAL AND AMENDMERT PROPOSALS |

| Effect of | Effect of | Effect of |
CLASS OF | conservatism | systematic | public i
PROPOSAL : assumption : presentation : information :
| | l l
ORIGINAL | Bias in | Bias in | |
PROPOSAL | favour | favour | “ |
(in |  of | of | Indeterminate |
Exposure | ORIGINAL | - ORIGINAL | |
Draft) : proposals | proposals : :
|
------------------ el Et e
| | | |
AMENDMENT | Bias in | Bias in | |
PROPOSAL | favour | favour | |
(in | of | of | Indeterminate |
participants’ | ORIGINAL | ORIGINAL l |
written | proposals | proposals | |
comments ) | I | |
| | | |
----------------- B ] E e B
l | | |
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FIGURE 17.2 MEANINGS ATTACHED TO POSSIBLE VALUES OF CHANGE

POSSIBLE VALUES OF CHANGE

!
R AN S S SIS A S i P i S S G U S S G S St b Sinly Juil SEED PRAM Gy G Sl Sl Rt anl S S

| | |
CLASS OF.. | -]: I 0 l +1
PROPOSAL I | l
__________________ |____;____-____|_;__________-_|-________----—-

K | | |
ORIGINAL | | No | NO
PROPOSAL |  CHANGE | CHANGE l CHANGE
(in | | | |
Exposure | (Proposal | (Proposal | (Proposal
Draft) f: rejected) | accepted) = accepted)
|

"""""""""""""""" Rl Dttt Dt

| l | |
AMENDMENT | NO | NO |
PROPOSAL |  CHANGE | CHANGE | CHANGE
(in | | |
participants” | (Proposal | (Proposal | (Proposal
written " | rejected) | rejected) | accepted)
comments) N | |

| | |

| | |

| | |
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Now the table of meanings attached to possible values of CHANGE
set out above is problematic in the following sense. In the case
of each class of proposal, two possible values of CHANGE are
assigned to one underlying meaning. Examination of Figure 17.2
suggests that a more meaningful measure of CHANGE can be
constructed by restricting the range of possible values to the

following: '

ORIGINAL PROPOSAL CHANGE = -1; NO CHANGE = U
AMENDMENT PROPOSAL CHANGE = +1; NO CHANGE = 0

This then gives a modified expression of the algebraic

relationship presented earlier. This becomes:
EQUATION 3:

For ORIGINAL proposals:

* AMV
CHANGE =& =——w—===, for all AMV < 0
abs (AMV)
= 0 for AMV = 0 and all AMV > 0

For AMENDMENT proposals:

. AWV |
CHANGE = ——eecee—- , for all AMV > 0
abs(AMV)
= 0 for AMV = 0 and all AMV < 0

It is possible to express the above relationships fairly simply
in words, as follows:

an original proposal will be rejected if, and only if, there is
a majority vote against it; and an amendment propogal*w111 be
accepted if, and only if, there is a majority vote in favour of
it.
Such a revised measure of CHANGE is presented below in Figure

17.3 "Revised meanings attached to possible values of CHANGE".
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FIGURE 17.3 REVISED MEANINGS ATTACHED TO POSSIBLE VALUES OF

- CHANGE
POSSIBLE VALUES OF CHANGE
I l l l
CLASS OF | -1 | 0 | +1 l
PROPOSAL | | | I
e | ——————————- | e —————— | —— e |
I l | |
ORIGINAL | | NO l |
PROPOSAL |  CHANGE |  CHANGE | |
(in | | | |
Exposure | (Proposal | (Proposal | |
Draft) = rejected) | accepted) : }
l

------------------ R ] L B ]
| | | |
AMENDMENT | | NO l I
PROPOSAL | |  CHANGE |  CHANGE l
(in | | | |
participants’ | | (Proposal | (Proposal |
written | | rejected) | accepted) |
comments) | | | |
| | | |

| | l

l | |
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For ..each of the two proposal classes, ORIGINAL proposal and
AMENDMENT proposal, the above simple majority voting model
predicts the contingency tables set out below in Figure 17.4
"Contingency tables of the relationship between CHANGE and AMV",
The wvalues in the cells of each table indicate the expected
probability of occurrence of proposals, where blanks indicate

logical impossibilities. In particular, if we assume that

amendment proposals are not known to other participants, then
both AMV =0 and AMV < 0 are logically impossible for all
amendment proposals. Note that this is a somewhat stronger

assumption than suggested in the earlier discussion.
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FIGURE 17 4 CORTIHGENCY TABLES OF THE RELAIIONSHIP BETWEEN CHANGE
AHD.AHV

,1-.*’| I"-l I't"-‘nl' o

ORIGINAL PROPOSALS

VALUES OF CHANGE

| N l |
VALUES OF | -1 | 0 | +1 |
ABSOLUTE =~ | - = |~ I l
MAJORITY I | NO ] I
VOTE, AMV | CHANGE | CHANGE | I
------------ | | e [ e |
AMV < 0 . | 1 | 0 | |
----—--—--—-I---—-—-—I--—---——I--—----—I
AMV=0 |- 0 | 1 | |
——————————— | e | —————— |- I
AMvvV>0 | o | 1 | |
——————————— R — | e |em—————— |
I | |

AMENDMENT PROPOSALS

VALUES OF CHANGE

I l |
VALUES OF | -1 | |
ABSOLUTE | | |
MAJORITY I | NO |
VOTE, AMV : { CHANGE |  CHANGE :
____________________________ I_-............_
AMV < 0 | | | |
-------_--_-|___-____|______-_|_;_;__;-|-
AMV = 0 | |
____________________________________ |

o
—
#
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17.2.3 Stage two: A probabilistic model of influence

Now the -model developed so far is limited for two reasons.

Firstly, the -<indeterminate effect of the fundamental difference

between the two classes of proposal is not yet reflected in the

model.

Secondly, we live 1in what is generally agreed to be a
probabilistic 'world and it would be desirable to express the

model in a probabilistic rather than deterministic sense.

Given these criticisms, the model can be adapted by using a
probabilistic measure of CHANGE. Equation 3 can then be changed
to the following:

EQUATION 4:

For ORIGINAL proposals:

P{CHANGE#0} = f for all AMV < 0

= () for AMV = 0 and all AMV > 0

For AMENDMENT proposals:

P{CHANGE#0} = ¢ for all AMV > 0
= 0 for AMV = 0 and all AMV < 0
where 0 <f,g<1 and f#¢g

As earlier, it is possible to express the above relationships in

words, as follows:

the probab111ty that an.orlg1nal proposal*wlll be rejected,
given a majority vote against, is equal to f£f; and the
probab111ty that an amendment proposal will be accepted, given a
majority vote in favour, is equal to g.
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In a sense, both f and g represent measures of the "influence" of
participants over the professioﬁal accounting standards setting
processes. The higher the value of each, the greater 18 the
"influence". This then, represents a technical definition of the
term "influence" and its subsequent use in the present study will

conform to this definition.

This can be expressed more clearly in terms of a primary
hypothesis

H; there exists a relationship between the probability of a
CHANGE and the direction of the absolute majority vote (AMV)
on any particular proposal

where £ or g, that is the simple proportion, is the parameter of
that relationship. |

Figure 17.5 "frobabilistic contingency tables of the relationship
between CHANGE and AMV" can now be presented as an adaptation of
the previous contingency tables presented above in Figure 17.4
“Contingency tables of the relationship between CHANGE and AMV".
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FIGURE 17.5 PROBABILISTIC CONTINGENCY TABLES OF THE RH.ATIONSHIP
BETHEEN CHANGE ARD AMV

1_-‘

ORIGINAL PROPOSALS

VALUES OF CHANGE

I | | I
VALUES OF | =1 | 0 | +1 |
ABSOLUTE I | | |
MAJORITY I ] NO | |
VOTE, AMV | CHANGE '| CHANGE | |
------------ | rmmmm e | mm e | e e |
AMV < 0 | £ | 1-f | I
el Ly B P e ey
AMV=0 | 0 | 1 | I
------------ |me—mmc e e | c——————— |
AMV > 0 | 0 | 1 | |
------------ B Pl
I | I I

AMENDMENT PROPOSALS

VALUES OF CHANGE

| I | | I
VALUES OF | =1 | 0 | +1 |
ABSOLUTE- | | - | l
MAJORITY | 1 N | |
VOTE, AMV | | CHANGE | CHANGE |
e e -|e————— | ———————— | |
AMV < 0 | | | |
------------ | |em——e e | e ————— |
AMV = 0 | a I |
----------- |=meme e | | e |
AMV > 0 | | 1-g | g |

\ | | | |
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17.2.4 Stage three: A sensitivity extension of the probabilistic

model of influence

The preceding naive model does not admit the possibility of a
variable influence, that is probability of change, related to
differing measures of absolute voting majority. Such variable
influence might arise, for example, if the professional
accounting standards setting processes attach increasing
importance to increasing size of absolute majority. That is, the
more participants who vote for (against) an amendment (original)

proposal the more likely it might be that the proposal will be

adopted (rejected). In other words, the greater the majority vote
then the greater is the influence. We can call this new concept
"sensitivity". Influence and sensitivity are thus distinguished
by the dependence of the latter on the size of the majority vote.
Such a sensitivity relationship is plausible and, as such,

warrants modelling and investigating.

The model can be extended to two levels to explore this

possibility.

Firstly, the data in the row of the ORIGINAL contingency table
for which AMV < 0, and data in the row of the AMENDMENT
contingency table for which AMV > 0 can be examined across
increasing values of AMV. These disaggregated data can be
modelled in two new contingency tables as set out below in
Figure 17.6 "Tables of the sensitivity of the professional

accounting standards setting processes to participants”

preferences.
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FIGURE 17.6 TABLES OF THE SENSITIVITY OF THE PROFESSIONAL
- ACCOUNTING STANDARDS SETTING PROCESSES TO
PARTICIPANTS” PREFERENCES *

ORIGINAL PROPOSALS

VALUES OF CHANGE

VALUES OF | l I I

AMV € 0O : -1 | 0 : +1 I

-------------------- ettt bt ey
AMV = -1 : fi : l-fi l {
AMV = - E, f.

I N N et T SN {
ﬂAHV = =k : fk } l-fk I |

|

AMENDMENT PROPOSALS

VALUES OF CHANGE

VALUES OF | I I I
oo o fe i
ST
R

AMV = &k : : 1-g : - |
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Secondly, substituting a "linear relationship in place of the
constant probabiliéyﬁhf Figure 17.5 we get:

EQUATION 5:

For ORIGINAL proposals:

P{CHANGEF0} = £ = a_ + b (AMV), for all AMV < 0

= for AMV = 0 and all AMV > 0
For AMENDMENT proposals:

P{CHANGEf0} = g =a_ + b (AMV), for all AMV > 0

= 0 for AMV = 0 and all AMV < 0

where 0 <f,g <1 and f # g

The relationship between the probability of CHANGE and AMV

(Absolute majority vote) can be illustrated further by examining
the new proposal probability functions in Figure 17.7 "Graphs of

the sensitivity of the professional accounting standards setting

processes to participants” preferences'.
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FIGURE 17.7 ‘GRAPHS OF THE SENSITIVITY OF THE PROFESSIONAL
* ACCOUNTING STANDARDS SETTING PROCESSES TO
PARTICIPANTS” PREFERENCES
(DOWN = PROBABILITY OF CHANGE, P; ACROSS = AMV)
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More specifically, the slopes of the 1lines in the figure
represent the sensitivity of the ©professional accounting
standards setting processes to the preferences of participants.
In this new figure, the vertical axis represents influence, that

is, the probability that a given proposal will be accepted or

rejected and result in a change.

‘In words, sensitivity represents the marginal increase in the

influence, or probability of a change, for a unit increase 1in
the absolute majority vote. It 1is the rate of change of

influence.

As with i1nfluence, this represents a technical definition of the

term 'sensitivity". and its subsequent use in the present. study

will conform.ﬁo‘this definition.

The -.empirical part. of the present study explores this

gsensitivity relationship by using the second primary hypothesis

H, there  exists a relationship between the probability of a
CHANGE and the size of the absolute majority vote (AMV) on any

particular proposal

where the relationship is assumed to be approximately linear and
the slope parameter is the measure of "sensitivity".
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17.2.5 Stage four: Disaggregation of the model

Considering the model yet further, a natural question of interest
would - be -whether or not the professional accounting standards

setting processes demonstrate any variable influence, or variable
sensitivity, to the preferences of different classes of
participants. Participants can be classified according to any
number of criteria, but:two particular criteria are of interest.

Firstly, 'in the UK the ASC makes its own classification across

the following groups: h

-

companies; professional firms of accountants; representative
bodies of accountants; other representative bodies; and
individuals & others.

Secondly, there 1is a natural classification according to the
issue, or exposure draft, on which the participant was

commenting.

This can be expressed in terms of a third primary hypothesis

Hy there 18 a relationship between the class to which a
participant belongs and the response of the UK professional
accounting standards setting processes to that participant”s
preferences

where the response can be measured in terms of the preceding
definitions of influence and sensitivity.

S0 then, disaggregéti6n$ of the influence measuré can provide
evidence of whether or not the preferences of one class are
accepted more than those of another class. Similarly,
diaaggregationjof the sensitivity measure can provide evidence of
whether or not the marginal preferences of one class are weighted

more than those of another class.
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17 .3 FUTURE EXTENSIONS OF THE NAIVE VOTING MODEL

The naive voting model is naive in the sense that at no stage of
its development has the substantive nature of each proposal been
addressed. Clearly, such questions relate to the technical
nature of professional accounting standards and this study seeks
to explore the political nature. It follows that the study makes
no underlying assumptions about which proposals are, in some
sense, important and which are not important. Such an
assumption would be problematic in the sense that the importance
criterion would be selected arbitrarily or, at least,

subjectively. For example, three possible criteria are

1 the impact on the numbers disclosed in financial statements (a
measurement criterion);

2 the impact on an individual’s wealth (an economic consequences
criterion); or

3 the number of other proposals which are dependent on the
proposal being considered (an interdependancy criterion).

By adopting an "equal importance" assumption, the present study
‘develops a research method by which the relative importance
imputed by the professional accounting standards setting
processes can be determined. Arguably, this is a much more

interesting approach.

In a sense, the diéaggrégation of the model across issue and
across participant grouping is but a first, but most important,
step to exploring new independ-ent variables of the political
kind, Future researchers could explore further the model offered

here by developmg their own measures of 1ndependent variables,

technical or p011t1ca1.
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17 .4 LIMITATIONS

The UK professional accounting standards setting processes,
described briefly above in Chapter 3 "The Accounting Standards
Committee', comprise several stages. The model presented above

represents a characterisation of only one stage, namely that of
sdllciting public comment. By this stage many important
decisions have already been made, such as

1 the issue is identified as a problem;
2 the issue is selected as one on which the ASC is prepared to
commence the lengthy and public standardisation process;

3 interested parties have already started to make their
preferences known, in some cases at the invitation of the ASC;
4 the network of the accountancy profession’s technical

committees have reviewed earlier drafts and their preferences

‘have been heard and perhaps adopted; and
5 the issue has been to a large extent defined, in terms of the

allowable alternatives.

Clearly then, - whatever the merits of the naive voting model and
the results based thereon, a substantial amount of information 1is
not being captured by the model and further research studies will
need to address the problem of its development to increase this

information capture.

To some extent, this limitation is mitigated by the nature of the
public comment stage. That stage can be viewed as the stage at
which all participants will wish to place their preferences on
record in order that they will not be overlooked at the
subsequent "vote counting" stage. Such a mitigation 1is
attractive in.the sense.that it ensures capture of preferences

expressed at other, earlier- stages. It does have two of its own

limitations.
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Firstly, some participants may be able to ensure that their
preferences will be counted regardless of them being placed on
public record. This would apply to participants who control some
causal relationship not modelled in the present study; control

of one of the ASC's governing bodies would be an example.

Secondly, one of the important points which came from the review

of previous research above in Chapter 6 "Information economics"
is that accounting information is in the nature of a public good.
It is well known that individuals have incentives to misrepresent
their preferences for public goods. In the case of an accounting

proposal, individuals who would find the implementation of the

proposal particularly costly or rewarding have an incentive to
overstate their preferences in an attempt to have the proposal

removed or adopted as the case may be. For example, although not
statistically significant in the context of the tests conducted
in this empirical study, there was clear evidence of an
orchestrated letter writing campaign by members of the British
Property Federation in support of the proposals in ED26

"Accounting for investment properties'.

The present study is not meant to generate, of 1itself, a
predictive model of the UK professional accounting standards
setting processes. The model represents only an early stage of a
process of theory construction and so the results of the data
analysis based on the model should be regarded as descriptive of
the sample and no more. For the same reasons this model is not
intended to be used normatively. Should continued development .of
the model be successful, then these two limitations would not

apply to those developments. .
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The model represents the first stage of a process
[Christenson 1983, pp.8~9] of theory construction. As such there
is a subtle mix of inductive and deductive method. The inductive
element describes the manner in which the observations of

conventional political voting procedure have been used to
generate an algebraic expression of the voting characterisation
of the professional accounting standards setting processes. The

deductive element describes the manner in which that voting
characterisation has been developed to formulate a measure of the
sensitivity of the professional accounting standards setting

processes to participants” preferences.

In the context of the present study, the model will be used as a
framework for describing the data generated from the UK
professional accounting standards setting processes. Concerning
possible characterisations of the model itself by such
dichotomous classifications as positive-normative, predictive-
descriptive or instrumentalist-realist, it is perhaps better to
suggest what the model is not intended to be. As already noted,
it is not intended to be normative or predictive or realist.
However, a model is an artifact and, although this artifact has
been produced with a specific purpose in mind, this 1s not to
suggest that othef, more creative, minds might not find other

uses for the model.

Further, nothing has been said about a causal relationship in
this naive model. It is only argued that certain variables are
associated with each other. In particular, the associations are
not being modelled as an example of a power relationship [Hope &
Gray 1982]. The discussion above in Section 12.4 "Power”
suggested that, at such an early stage of theory construction,
the use of the power concept is unsuitable because of the lack
of insight into causal relationships. So it is not yet possible
to make the statement "votes cause changes to be made”. Much
more research needs to be conducted on the intermediate stage,

described briefly above in Chapter 3 "The Accounting Standards
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Committee'", in which the ASC converts the written comments into
an accounting standard. It could be that the ASC completely
ignores the letters of comment in its deliberations but that the
professionalisation, elaborated above in Chapter 14
"Professionalisation processes'", common to its members and to
other participants render high levels of association inevitable.
Alternative causal mechanisms could be speculated or modelled,
but that 1is not the central purpose of this study. Briefly,
some maln alternatives are

1 a power structure based on membership of the ASC or 1its
governing bodies (the "power" model);

2 a common professionalisation process (the "professionalisation”
model):

3 a common conceptual tramework (the "technical" model);

4 a private market in which proposals are traded (the "market for
information'" model).

Related to the above is the naive model”s implied "equal
importance” assumption for each proposal. The model does not set
out to explain the professional accounting standards setting
processes on the basis of any one criterion of importance, such
as an economic consequences criterion. Rather, it provides the
basis for determining the relative importance assigned to
proposals by the professional accounting standards setting

processes themselves.
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17 .5 SUMMARY

The naive voting model ot professional accounting standards
setting processes is based on the "first past the post" simple
majority voting procedure. Under this procedure a candidate wins
if he has a simple majority over his nearest opponent. To apply

this model to the professional accounting standards setting

processes the following characterisations are made

1l a proposal 1is characterised as a candidate;
2 a statement of preference is characterised as a vote cast; and

3 acceptance or rejection of a proposal is characterised as a win
or lose;

where

1 a proposal is any identifiable statement of accounting
definition or requirement;

2 a statement of preference is any identifiable statement about a
proposal, which indicates whether or not the individual making
the statement 1s in favour of or against the proposal;

3 acceptance or rejection of a proposal is the occurrence or non-
occurence of that proposal in the final accounting standard.

The formal development of the model utilises the concept of
CHANGE, that is, the difference between an ORIGINAL set of
proposals contained in an Exposure Draft and the final set of
identifiable statements of accounting definition or requirement
contained in an accounting standard. The final set can be made
up of one or more of the ORIGINAL proposals and/or one or more
AMENDMENT proposals put forward by participants in their
statements of preference. CHANGE is measured on a proposal-by-
proposal basis and reflects the acceptance or rejection of that
proposal. The prediction of a CHANGE for a given proposal will
be uncertain and so is measured in probabilistic terms. This is
called the "influence" of the participants, where influence has a
strict technical definition. As a result of ORIGINAL and
AMENDMENT proposals being distinguished from each other on the
basis of their source, it is predicted that the influence, that

18, the probability of a CHANGE, for an ORIGINAL proposal would
be different to that for an AMENDMENT proposal.
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The influence of participants is predicted to be dependent on the
size of the majority vote in favour of or against any given
proposal. Assuming that the relationship can be modelled as a
straight line, the slope of that line provides a measure of the
rate of change of influence with respect to the size of the
majority vote. This is called the "sensitivity'" of the
professional accounting standards setting processes to the
preferences of participants; and again sensitivity has a strict

technical definition. Both influence and sensitivity provide
measures by which differences between classes of participant can

be detected.

Hypotheses are deduced which are concerned with the relationship
between the stated preferences of participants and the outcome of
the professional accounting standards setting processes. In
summary these are

H; there exists a relationship between the probability of a
CHANGE and the direction of the absolute majority vote (AMV)
on any particular proposal; and

H, there exists a relationship between the probability of a
CHANGE and the size of the absolute majority vote (AMV) on any
particular proposal; and

Hy there exists a relationship between the class to which a
participant belongs and the response of the professional
accounting standards setting processes to that participant’s
preferences.

At a very elementary level, the model addresses the questions

"Are the UK professional accounting standards setting processes
in any sense political?™; "Do votes count?™; and "If so, howl™.

The naive voting model is naive in the sense that at no stage of
its development has the substantive nature of each proposal been
addressed. The latter would be to address the techmical nature
of an issue whereas the model is strictly only concerned with the
political nature. The model itself is meant to represent the
first stage of a process ot theory construction and, as such, 1s
used in the present study as a framework for describing data
generated from the UK professional accounting standards setting

processes. No normative uses are intended. Neither is the model
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attempting to describe any causal relationships; such would be

the case if statements were to be made about any power structure.
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17.6 CONCLUSIONS

It has been demonstrated that the political dimension of
professional accounting standards setting processes can be

modelled in an abstract formulation by hypothesising a.
relationship between the preferences of participants and the
outcomes of the processes. By atart*ing out with this approach,
elementary algebraic expressions can be constructed which
generate testable hypotheses. Nowhere in the accounting
literature is there yet to be found such an abstract formulation

of the political dimension of professional accounting standards

gsetting processes.

Clearly, the assertion that the hypotheses are testable itself

needs testing. The method by which this can be implemented is

set out in the following Chapter 18 "Research approach and
method".
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CHAPTER 18 RESEARCH APPROACH AND METHOD

18.1 .. Introduction

18.2 Definition of variables

18.3 Selection of issues

18.4 Content analysis

18.5 Generation of hypotheses for testing

18.6 Treatment of outliers |

18.7 A note on data generation, the use of a pilot study
and implementing analysis on a large mainframe
computer

18.8 Limitations

18.9 Summary

18.10 Conclusions

Appendix 18.1 Coding procedure for content analysis
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CHAPTER 18 RESEARCH APPROACH AND METHOD

18.1 INTRODUCTION

Theﬂf0110wing sections describe how the testing of the hypotheses
developed above in Chapter 17 "A naive voting model" has been
implemented. In particular, working definitions of the variables

are presented and the criteria for the selection of data are

discussed.

The wunderlying technique for data generation was that of content

analysis. The steps used are set out in some detail.

The primary&hypothesés from the preceding chapter, are

H) there exists a relationship between the probability of a
CHANGE and the direction of the absolute majority vote (AMV)

on any particular proposal; and
H, there exists a relationship between the probability of a
CHANGE and the size of the absolute majority vote (AMV) on any

particular proposal; and

Hy there exists a relationship between the élass tb vhich a
participant belongs and the response of the professional

accounting standards setting processes to that - participants”
preferences

These hypotheses are tested by implementing a series of tests,
each based on a separate null hypothesis. These tests ensure an

orderly and systematic approach to the subsequent data analysis.

The treatment of outliers in the data is discussed and it 1s seen

that some of the outliers offer opportunities for further
research. |

Finally, " a brief note 'is provided describing the implementation
of data generation; the use of a pilot study; and implementation
of analysis on a large mainframe computer with an "unfriendly"
operating system. The role of microcomputers in this study 1is

described.
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18.2 DEFINITION OF VARIABLES

The two primary variables for analysis developed above in Chapter
17 "A naive voting model" are CHANGE and Absolute majority vote
(AMV), each. being defined on an individual proposal within an

1ssue. These terms are defined below.

18.2.1 Issue

¥

An 1issue is defined as a process which starts with an Exposure
Draft, or other document, on which the ASC has asked for public
comment; and terminates with the publication of a Statement of
Standard Accounting Practice. |

This study does not address the question of whether or not an

issue is inherently problematic. Clearly, the UK accounting
profession devotes resourceéhto the resolution of iasues and 8o
there 1is a presumption that they are problematic. The
determinants of the underlying source of the problem are beyond
the scope of the empirical part of this study. That 1s not to
say that future developments of the presentation above in Chapter
17 "A naive voting model will not seek to encompass those
determinants, Such a development would seem to be a mnatural
progression for this naive voting model. It is already the main
feature of the models, reviewed above in Part II '"Review of

previous research', which are based on the economic consequences

and agency theory arguments.

Some - issues are ''simple issues" in the sense that one Exposure

Draft is published and this generates a Statement of Standard
Accounting Practice (SSAP) after which the issue is completely
resolved. By contrast, some issues are ''compound issues' in the
sense that more than one document is published before the SSAP

which resolves the issue. An example of a simple issue 18 the

"Group accounts" issue which commenced with ED20 published in

July 1977 and terminated with SSAPl4 published in September 1978,

Both documents bore the same title.
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An example of a compound issue is 'Accounting for foreign
currencies"” which commenced with ED16  "“Supplement to
extraordinary items and prior year adjustments' published in
September 1973, continued with ED2l "“Accounting for foreign
currency transactions" published in September 1977, continued
further with ED27 "Accounting for foreign currency translations"
published in October 1980 and terminated with SSAP20 "Accounting
for foreign currency translations'" published in April 1983. A
second example of a compound issue is the UK version of the
International Accounting Standard IAS10 "Contingencies and events
occurring after the balance sheet date". This issue was split

into two exposure drafts, ED22 "Accounting for post balance sheet

events'" published in February 1978 and ED23 '"Accounting for
contingencies" published in November 1978. The issue terminated
with two accounting standards, SSAP17 '"Accounting for post
balance sheet events'" and SSAP18 "Accounting for contingencies",
both published in August 1980.

18.2.2 Proposal

A proposal 1is defined as an identifiable and irreducible
statement of definition or requirement contained in either an

Exposure Draft (an ORIGINAL proposal) or a letter of comment (an
AMENDMENT proposal). =

Definition of a prop6331 deserves carefui consideration. Other
researchers investigating the UK issues (for example, Tweedie &
Whittington [forthcoming], Hope & Gray [1982], Westwick [1981 |
and Sutton [1980]) have tended to define a proposal as an entire
expoéure draft, or a coarse disaggregation thereof. In addition,

the subjectivity of proposal identification is discussed below in

Section 18.4 "Content analysis".
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For example, Tweedie & Whittington were interested in the entire
exposure draft and classified preferences 1into five
categories: outright support; qualified support;- neutral;
qualified opposition; and outright opposition. Allocation of any
one participant’s preferences under such an scaling scheme 18
necessarily highly subjective, particularly when distinguishing
between preferences which could be classified as belonging to one

of qualified support or qualified opposition.

Further, Sutton commented [1980, pp 152£f] that one possible

reason his results were inconclusive was that classification of
preferences based on his coarse level of disaggregation was
problematic. This was because many proposals were found to be
conditional on other proposals. Without knowing the outcome of
these preconditioning proposals, classification of the dependent

proposals is indeterminate.

The above definition avoids these problems of subjectivity and
indeterminacy by identifying the smallest ©possible, or
irreducible, element of each document. As such, a major
contribution of this present study is to develop and use this
distinguishing definition of a proposal. For such a proposal,
each participant”s preference can be classified as a simple vote
either in favour or against. The detailed classification
procedure is set out belowinApﬁendix 18.1 "Coding procedure for

content analysis'.

Two classes of proposal are defined.

Original proposals are restricted to those - statements of
definition @ or requirement which are contained in the

"Definitions" or "Standards accounting practice'" sections of the

Exposure Draft or other input document.
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Amendment proposals are restricted to those statements of
definition or requirement, mnot contained in an Exposure Draft or
other 1input document, which are proposed in a letter of written
comment on that Exposure Draft or other input document. The
letters of written comment are filed on public record in the
Library of the Institute of Chartered Accountants in England and

Wales.

An example of an original proposal taken from the analysis of the
"Accounting for foreign currencies'" issue is the following:

"Exchange differences arising from the retranslation of the
opening net investment in a subsidiary or an associated company
at the closing rate should be recorded as a movement on
reserves." (ED27, para. 52).

An example of an amendment proposal taken from the same issue 18
the following: "

"Para 52: We think that this should be amended so that
translation losses may only be written off to reserves provided
that there have been previous surpluses credited to the

reserve." (Allied Breweries Limited).

18.2.3 AMV

Absolute majority vote (AMV) is defined as the simple majority of
all votes taken on a specifed proposal.

This 1is calculated following Equation 2 above of Section 17.2.2

"Stage one: A deterministic model.

18.2.4 Change

CHANGE is defined as a variable taking the values =1, 0 or +l. In
the case of an ORIGINAL proposal, 0 represents no change and -l
represents rejection; in the case of an AMENDMENT proposal, O
represents no change and +1 represents acceptance.

This 1s defined following Equation 3 above of Section 17.2.2

"'Stage one: A deterministic model.
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The detailed procedure for the classification of CHANGE is set
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