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Question 1: Decision usefulness approach to financial accounting and reporting has two perspectives.
Please describe and compare these two perspectives to each other. Why these two perspectives are
needed? Which one of these perspectives accountants are favouring nowadays and why? (Scott,
lectures)

Question 2: What is meant by conditional and unconditional conservatism in accounting? Please
explain which four predictions Basu (1997) made related to earnings timeliness and earnings
persistence in reporting of bad and good news caused by conditional conservatism in earnings. What
does Basu find out?

Question 3: Let’s imagine that you must construct a research design to answer whether investor
sophistication is related to the magnitude of post-earnings-announcement drift (PEAD).

a) Explain what PEAD means and why this type of research question is relevant.

b) In order to answer to the question please provide relevant hypotheses and formulate
briefly a testable model. If you wish, you may use Bartov, Radhakrishnan and Krinsky’s
(2000) study methodology.

Question 4: In the accounting literature there are several models that have been used to detect
earnings management in financial statement information. Among these models are for example
Healy’s model, DeAngelo’s model, Jones’s model and Modified Jones’s model. These models have a
common approach for measuring discretionary accruals. Please explain in short the principle how the
models helps to detect earnings management in financial statement information (Scott, lectures).



