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i Introdne juq '

In Decomher 1974, the Financiag Avuauntinu Standardg Board (FASH)
in the Unitoeq States and the [nstitute of Chartered Accountants 1
Australig Proposed (he adoption of linancial reporting in units of general
Purchasing power . These Proposals followed g similar Preposal by the
Accounting Standards Steering Committen jp the United Kindgom in May, 1974,
Likewise, ip July, 1975, ¢he Canadian Institute of Chartered Accountants
advocated t]jg GPP approach.

However, ; change in this carly Lyep Lovard genera] price-leve]
adjustment g Reeurtel during 1975, For example, the Institute of Chartered
Accountants iy Australia took quite gz different d4Pproach in a second Proposal
dated June, (975, The Lnstitute a¢ that tipe sugposted 4 current-cosgt
valuation of d55els in Lhe balance sheet an profit measurement baged on
matching revennes and ecxponges CEpressed p current valyes, in August | 1975,
the 1.5, Securitiog and hxchnnge Commissinp (SHEE) Proposed Lo require thar
Certain businesges dfsulnso, in footnores to annug| 10-K filing. tha
current replacomont cost (new) of replacing inventorieg and productiyve
tapacity, as wel] as the cost of Sales ang d@proriution, depletion, and
amortization Expenses| based g CULTent repluiacement cost,  In September 1975,
a blue ribhon British Commission Fecommended 4 System of Currenr Cost
Arcnunting. Under thig g item, companjng won] CArry assets op the balance
sheet at thejy "value te business, " The deve lopmen Cullined above
supgests Lhat Lhere g O apreomen amongy Jrvnnnlinu experts reparding
Lhe mogy preferah e inllat ton decounting metling,

The literature O ipriee-Tevel g other inflatian accounting
meLhods jg axtensjve, owever, only g Limiteg number of Studies cap

he classifiog as scholar|y research, Riather, studijes either tend




Lowiirdsg advocacy ar are Lo theoretican] Lo drav valid conclusions,

, .
ihe hihlingraphy altached to thig Proposal (see Appendix 1) illus-
trates (he larpge volume of research in (he area.  On the other hand,
despite thig volume, there gre no definite responses to the inllation
problem, no inflation accounting method has been widely accepted, and a
large number ol dispersive eflorts, are now in progress. The AICPA, in
response Lo (he Failure of e FASB Lo address ths issue ef[ectively.
issued an Exposure draft of rules to comply with ASR=190 (rhe replacement
cost disclaogsyre requivement of the SEC) in relation (o publisheg financial
Statements., oy Lhe other hand, the Fecently disclogeq Cxposure draft
vitich Lhe FASB has published, dealing with Lhe theoretical framework,
does indee address the problem but evades an answer, Finally, our most
recent rescareh efforcs concerning the utilization of simulation for the
examination of inflation account ing alternatives (Vnsarhelyi and Bao,
1977) has vevoaled |a series ol basic Problems:

i Thoe dPproach was Fgn srrunturod, thus Iending to ”mechnnistic”
resul g, fL.e,, the Structure of (e mode ] uniquely determined
the resylcs,

2 The simulartion aproach requiyed T Very rigid set of dssumptions

for jrg application, which decreased (e validity of the
made],

3, The simulation WAS very ugely) in dv[vrm[ning the polential
impacts of Ihe diffoprent inflation account ing dlternatives
(sep Hinahan oy al.) on Varions eeonomic secrorg,

Researeh efforts have becn classifio v Buckley jnto four
Calepories: (1) Opinion, (2) Hﬂﬂlf?'ifT!f, (1) Al'rllfv;iJ, and (4)
Analytic, e can 1ing Prime eramples inocn inflation | iterature of
cach of Lhese classes, Amongr thege catepories, the leaste explored
path or rescarch ig the empirieal, Most Likely, this Scarcity is dye

Loy the faep Lthat arganizations are difficult to experiment with, that



inflatiog iales are eluygive control variables, ang that the Chipivical
) . - . ‘. . U . 3
methodolog i eg are of diffienie application iy

L Lhis type of e¢ffort.
- e,

anb[um_ﬁpquﬁqqp

The key Problems which confront the VAarious scholars wiep regard
Lo curreney value changes are:

I. How ¢ Account [y

the
different Lt

ems ol fip

Varioys e

floctg of curre
ancial g

ney changes on
aLements;

2, Yhat melhog ol Measurement oy valuation ig the most adequate;
B How 1o conceptually define these methods
4. Yhal wey]q be the

(‘f'lﬂHqul(?H(ff,’

of anvy g1 Lhe
Leonomy-wide or

organiz

5e methods
used in ap

when
Allon-wide Framcwork

The resyjgg Lo these questionsg

are presentog either in 4 theoretical
Framewor) (ljiry, Chnmburs), on o conCBPL—cldrirication level (Sterling),

in a prndictivv—ubf]ity evaluatjop form
Al

i,

{Samueison), or in ap industry—
Tmpaet dnalysis

(Hlinahan ep al.),

The Preseny Proponsal Presents plang for a ney approach tq help
! resolve these Controversjeg. It isg ATgUSd that prug much

emphasis hag
been

£

Placed on e structural g mechanig e Concepts gf inflatien
nccunntiug, with

a total negloct of the koy [eature of inflation
‘H
3 accounting Mmeasnreg: usor Perception gy WCL L L dE i on of the differey
valuat jny Procedureg, Thorofore, this study Proposes (he Utilization
of an Cxperiment g | vahndulngy and of Shirropace decision makers fop Lhe
botipy comprehens i o, ot he elfenty ar dilfereng valuatjon bases, [t
i combineg Lhe ke fsses in value nrvnuntinu with Lo recent meLhochngicnl
{
|
! duvn]npmuntx brovughe g the (iold of Accountaney from FSYchulOHYv as
in the ares oF Muman !nfnrmution Pruruﬁﬁing. This siyqy is Practical ip
Niture ju Lhat i altempts | Cstablish (he characroy of the user Perceptiong
S—



ol Lhe dillepren valuation hises and o submuquunt ducﬁsiun—dLyegLiwn
Cllect thes

€ Rereept tons Linp Ly, !

SLJLemenL of UhJuCLiVCSI
= 0l O], i

hey

3 More spuririnally, Lhe research questions tg pa asked wi]] be:
N

Question |. Whieh valuation basis wijg be more Naturally op more
frcquentiy Used by Subjecrg?
Question 2. What combinationg of valy

ation basjs make Sense?

Question e What ef{ects, il

any, dn bnckgrnund and training of
Subjecrg have on valuationg basis choice?
e
RN
Y

Questijon 4. Wha elfect oo diflfe

rent inflation Tales
valuation hasig chof

have aon
ce?

The Present Projoct jg dividead into twoe main payeg for which
funding is heing Fequestay,

Pare | will Comprise: (from May 1 (o Aupust 3

a. SUrvey ang tnxunomizution of the Iitsrntnre (purtially Completad),

h. Nesipn or Four seqg of Cases, af g VOry simple Nlture, (o
B I )
CAperimenta] testing,
C. Desipn or v hio-dagg and g Protoco] Slrvesy Instrument to
. trace deeision Processeg,
i d. i}

ne Lesting ol the Cases ang instrumunts.

e
D

., Hudonjgn ol the Cases and instrumonts.
!

Payry 2 will Comprjga: (Fall Semochr)

. Exper fment Lest ing
£ Data analysijsg

} h. Roesg )y WriLe-ups

|

i

I

e s L( 5 [‘j;\:_lﬁtli:il;_n:\(i :

Parg I wig | Produce 4 ful) vnluntiun—hnsed Cxperinenea] Setting ang
Lwo hasgijc QULpuLs: 49 Article on Lhe Lazonomy of I las tan dCCounting
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studics Lo he sabmitlied Lo Lhe JuurnJI:}w”guHing prgnni;qhbnri;HMASnfiqt

and a complete documentation of Lhe experimental sctting, pilot results
. .

and instruments tested Lo be used in Part Il of Lhe project.

of value (inllation) accounting has produced a number of studies which

are very similar in the usage of only a few methodologies. Hopelullwv,

the proposed taxonomy will support this argument, summarize the state-

of-the art, and sugpest more productive lines ol research.

preliminary literature search and

indicate

Part

in the fno

the value of this sort of study,

analvsis alveady performed seems to

2 will be aimed towards the reparting of experimental results

rm ol a major article to be sumbilted to the Manuscript Contest

of the American Accounting Association for publication in the

Review,

towards the key issues in user percepltion and usape of

This article will analyze the results obtained peinting

Inferences will be drawn on standards to be developed and will alse

discuss t

research,

he pros and cons of this Lype ol approach Lo value accounting

Hethodo Logy

A hypothetic deductive method

will

be used in the experiments:

null hvpotheses will be stated for each of (he

and one ecase (questions 1, 2 and 3) or

will be designed for each nhjective.

A soL” of

above research

parallel cases (question 4

are plamed for objectives one Lo {our respecitvely:

I,

A computer seleclion problen.

A capital asset replacement decision.

The fallowing four bhasic settings

A stock purchase decision with controlled footnotes in

the [inancial statements.

A sLock purchase sebkling

scenarios,

%
L

)

=
L]

abowve)

with

different

enviroenmental

o
The field
The
Accounting
value information.
questions
/,

)



Baclkyronnd and interest varviations will be oblained by Lhe
ulilization ol dilferent types of c¢lasses ih the experimental settings
(introductory accounting class, advanced ecleclive acceounting class,
and a graduate quantitatively-oriented accounting class). Grade
rewvards will he offered for participation, in addition to required class
assignments. This surrogation deserves mention. The accounting literature
offers extensive discussion of the adequacy of the utilization of
students as surrogate decision makers. One set of experimental subjects

will be from the night program, the other will contain subjects of nmuch

—-
©
2

less exnperi The of fect of this working experience is one of the
experimentally controlled [actors (question 3) to be cxamined.

The experimental dosipn is displaved in Figures 1 and 2.
] ] plaj ]

Insert Figures 1 and 2
Figure | shows the comparison between ecase results (using different
subject populations) te be used for analysis ol the specific questions.
Fipure 2, on the other hand, shows lhe sequential steps and instruments
ta be used in each of the cxperimental procedures.

Questions raelated Lo sample sizes, specific nature of Lhe instruments
aud subject allocation procedures cannol be answeved at this Lime; they

will be dealt with in Part 1 ol the rvesearch project.

Mrojecl Schedale
This projecl is expected to lead to the development of one experimental
setbing with four alternatives and twe articles. The second, and moest

tmportant article, will relate the results of these experiments; it has

il




Question 1

Figuree

Cases and Their Intervelatipnships

GCase |

Computer Selection

4 valuation
bases available

Unique doeigion
|

crileria possible

Cise 2

Capital Asset

Replacement

Stocl Purchase
Decision

& valuation
bases available

Decision requires

mixed bases

Question 2

ﬁHDRL}ﬂH 3

Case 4

Similar to Case 3 with

inflaLion
scenarios

diflerent

Larper subjoct sample
neessary

Use of "subjeet doubling"

Lechnigue

Il valuation basis
per competing stock

Limited Tortfelio
Selection Problem

FE— I

Controel

Fxperimental



Figure 2

EXPERIMENTAL DESTGN

Biographical Instrument

‘ Case’” i (2 cases if on question ﬁ)

Post questionnaire

(proLocol)

intervioew

=l




.
: dosubmissiog deadline of January 15, 278, Lo Pavticipate in the
.f ANA Hanuserjpg cpntest. Figure 3 shows (he master suhedule.[or this
~ pProject: Lunding ig Now vequested for Parc 1,
i

ko

—

Inserg Figure 3

Resource Requiruments

Mo additiaongg

tunding wigy be tequested for e second part pf
e B the project. Thisg Project, ag Planned, shoulg achieve fyl| completion
(both parts) by dannary 151, It dg loresceable that g request might
be placed for Research Assistang support in (hig and other Projects,
This requegt is not being placed at this time a4 funding is expected (o

P ]
come Lrom an outside source,



Figur 3

A Time Chart ol Buxpectod Project Development

, .
v | r— “‘1\
Literature Survey
/ \\
Case 1 Casa 2 Case 13
Development Develepment Development
July 15 — ‘
Design ol Testing Instruments
Part 1
Literature
Pilot Tesls Shrvev
August 15 | Urite-up
—
Analysis
|
Experimental Design
September | ST R & N | Detailed Output (~ 7~ -7 7T 777
™~ Euperimentat ion
November | =5
Pate 2
Analysis
December 1 =
Write-up, Including
Revisions

January 15 L ii
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