Solutions to additional practice questions
Deegan & Unerman – Financial Accounting Theory 2e

Chapter 6

Answer 6.1: The basis of Hines’ argument is that conceptual frameworks promote certain qualities that are considered as central to a ‘legitimate’ profession. Such qualities include objectivity, neutrality, representational faithfulness, and reliability. An absence of a ‘formal body of knowledge’ can be detrimental to the integrity of a profession. If a group of professionals that seek to self-regulate can demonstrate that they adopt standards that are beyond reproach then this should act as a defence against outside interventions.  

The history of conceptual frameworks does appear to provide some support for Hines’ perspective. She advances the case of the Canadian Institute of Chartered Accountants work in 1980 and 1986 as cases to support the view that the work only commenced when the body was under threat. The fact that standard-setters have also not provided definitive guidance in relation to measurement issues could also provide support for Hines’ position. If a standard-setter embraced one method in preference to another then this would conceivably generate criticism from many members of the community which might undermine the standard-setters’ position. According to Horngren (1981), it is more important for survival that a standard-setting body resolves conflicts of opinion, rather than creating them. 

Answer 6.2: Clearly this is a matter of opinion. Fair values are increasingly being embraced in newly released accounting standards and there has been a gradual movement away from historical costs. The reason for this movement is typically justified on the basis that fair values provide a more ‘up-to-date’ perspective of asset values than historical costs which might show little correspondence with current values. That is, the reliance on fair values is typically supported on the basis of the information being of greater relevance to resource allocation decisions. Nevertheless, the determination of fair values can at times be subjective, particularly when assets are unique in some way and therefore rarely traded. Hence, it is typically accepted that fair value measurements are not as reliable as measurements based on historical costs.

In considering the trade-off between relevance and reliability, many people would argue that if some information is unlikely to be used—that is, it is not relevant—then perhaps it does not matter whether the information is reliable or not. However, if some information is likely to influence decisions—that is, it is potentially relevant—then it is arguably quite important for the information to be reliable. Students should be encouraged to debate this trade-off.
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