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Answer to all four questions. Please answer to the following questions using full sentences. Good
luck. Vastaa kaikkiin neljdin kysymykseen. Kayta vastauksissasi kokonaisia virkkeitd. Menestysta.

Question 1: Please describe how historical events (such as stock market crash 1929, theoretical
advances in economics and finance in 1960s and market meltdown 2007-2008) have affected to the
development of financial accounting and reporting and the use of historical costs and fair values in
financial statements. (Scott, lectures)

Question 2: Collins and Kothari (1989) studied the relationship between stock returns and
unexpected change in accounting earnings (earnings response coefficient, ERC).

1. Describe their hypotheses, research design and empirical findings.
2. How does the lead-lag structure between small and large firms differ from each other?
Please explain what might be a plausible explanation for the results.

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 does the PEAD mean?

b) Does the existence of PEAD favour the use of information perspective or measurement
perspective in financial accounting? Please explain.

c) Inorderto 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: Please describe the role of financial accounting information in efficient contracting.
Please provide research findings whether managers use their discretion opportunistically or
efficiently when preparing financial reports.



