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Preface

This thesis is the final piece of my Master in Agotancy. It has been quite a heavy but also a very
interesting year with this thesis as final a té@$ie thesis is about the motivation of firms to #vate in
the standard setting process. While the standdtersexpect firms to do so in public interests thaper
shows that most firms criticize proposals for n@eaunting standards only in their own interest.

I came to this topic after a lot of research, shiig and consultation with my supervisor. From the
beginning it was clear that | wanted to do somefhuith the new lease proposal, since | thoughtas
an interesting and a current topic. Since investigathe implications of this proposal was quitéicilt
because it had not yet been introduced, | stadeking at the proposal itself and the process fkhin
issuing such a proposal. In this way | finally @ed at the comment letters sent on the proposafcandi
out about prior literature to participate in th@ument letter process. | also found out about pasearch
that suggested that firms with more self-interestenmore likely to lobby than other firms. Sincenly
wanted to focus on the received comment lettershenlease proposal, | decided to investigate self-

interest within these comment letters, so selfr@gkein the content of comment letters.

There are some people without whom | could not ttarapleted this thesis. First of all | am very gfat
to my supervisor Prof. dr. L.G. van der Tas RA fraitburg University. He gave me the freedom to
investigate the topic in the way | thought it wolbe interesting, but at times | got stuck with stiimg,
he always made time to help me out and find amrelteve solution. He also provided me with critidauit

more important also with, useful corrections angigastions which certainly improved this thesis.

Furthermore | would like to thank Ernst & Young Acmtants Eindhoven a lot for giving me the
opportunity to combine an internship with the wigtiof my thesis. | am also very grateful to themthe

facilities they offered me, which made it possitdeme to fully focus on my thesis.

Last but not least | would like to thank my parefaistheir interest and support during the month&ab

writing my thesis and for giving me the possibilityfully focus on this process.

Niels de Kort
Veldhoven, August 2011
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Summary

This study investigates the influence of self-iatron the positions taken by firms in the
lobbying process on a new lease standard. Thislease proposal is about capitalizing lease
rights and commitments. Comment letters are used @®xy for participation behavior in the
standard setting process. The study examines timeneot letters sent on the discussion paper
and exposure draft leases and links the receivedramts to certain firm characteristics that are
considered to indicate the amount of self-inteoégirms. The results indicate that the amount of
lease commitments a firm has and the solvency waftia firm have a big influence on the
comments firms give on the new lease proposal.eSimese two characteristics are considered to
be indicators of self-interest, the results indicttat the comments received by the standard
setters on a new standard are biased a lot bydifiénterest of firms. Having EBIT as key
performance indicator or being listed in the US eveot found to be determinants of the
comments given. With regard to timing, this papadd$ that comment letters sent in an early
phase of the standard setting process are lessdbigsself-interest than comment letters sent in a
later phase. Overall this study finds that, despitestandard setters expectations, the public
participation in the standard setting process irstigalriven by self-interest of firms instead of
the public interest.
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1 I ntroduction

In March 2009 the International Accounting StandaBbard (IASB) and the US Financial
Accounting Standards Board (FASB) jointly publishée discussion paper Leases. In this
discussion paper, the FASB and IASB jointly ing@ta project to develop a new approach to
lease accounting that would ensure that asset8amitties arising from leases are recognized in
the statement of financial position. This shouldréguired from firms to get a more complete
and understandable picture of a firm’s leasingvés and the rights and obligations that are
connected to them.

Based on the discussion paper and the exposurg dtath continued on the discussion
paper in 2010, a lot of comment letters were reakiby the IASB and the FASB. These
comment letters are part of the participation psscef parties that have an interest in the new
accounting standard. Some prior research sugdestssomment letters prepared by firms and
organizations are mostly driven by their own ingéréAn interesting question related to the
comment letters on the new lease standard wouleftire be whether the comments can be
linked to the self interests of the senders. Thgep will focus only on the comment letters sent
by lessees, firms that lease assets from othes fiamd aims to find out whether there is a relation
between the comments sent on the proposal andhheaateristics of firms that sent these
comment letters. In other words; what is the inflcee of certain firm characteristics on the
comments sent on proposals for new accounting atdadwhen these characteristics give firms
a self-interest in this participation process.

Public participation in the standard setting precissvery important for standard setters,
that is why Barth (2000) and Cooper and Robson @@dcouraged academics to gain more
insight into drivers and characteristics of papi#its in the standard setting process. Up to now
this participation research has mainly focusedhenrelation between firm characteristics and the
decision to lobby or not. Only few papers have stmted the relation between the
characteristics of a firm and the contents of tbmment letters sent on a particular proposal.
This paper focuses on this last relationship antthesefore an expansion of existing literature.
Other reasons why this paper expands prior liteeatwe that prior, comparable research uses
relatively old data (Wilson & Ahmed, 2002; Hill el., 2002; Georgiou & Roberts, 2004,
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Dhaliwal, 1982), from the years 1996 and earliad bhecause this paper uses different variables
and a different measurement model. This paperkasagoractical relevance, because it examines
whether the comment letter process of the FASB IASB is a properly working mechanism.
The standard setters rely a lot on this commetsrlgrocess, but how useful is this system when
participants mostly react in their own interestaéasl of in an objective and reliable way.

This study shows that firms that are asked by st@hdetters to comment on a particular
standard, do not comment in public interest, buh&ir own interest. So the comments received
by the standard setters do not only include objecteedback, but also a lot of self interest,
which makes it difficult to estimate how good a n&andard really is. These findings about self
interest are based on a sample of 204 commentdettat by firms on the discussion paper leases
(55) in 2009 and on the exposure draft leases (¥2010. These comment letters revealed that
firms with a bad solvency ratio and firms with telaly much future lease commitments, more
often commented negatively to the proposal thaerdilms. Since literature suggests that firms
with a bad solvency ratio and much lease commitsmané harmed more by the new lease
proposal, the results indicate that self-interefitiences the content of comment letters sent. A
second finding of this study is about the influentéiming on the amount of self interest in the
comment letters. To come to a conclusion aboutttigie, comment letters sent on the discussion
paper leases (2009) were compared to the commieatslen the exposure draft (2010). This
study finds that comment letters sent in an eadiage of the standard setting process (on the
discussion paper) are less biased by self-intefdsins than comment letters sent in a later stage
(on the exposure draft).

The paper proceeds as follows. In the second chag@erocess of public participation and
the main point of the new lease proposal are adlithe third chapter discusses prior literature
and the developed hypotheses, chapter four intexitiee sample, the variables and the research
methods used, the fifth chapter discusses thetsestilthe tests and the sixth and last chapter

comprises a conclusion and some discussion points.
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2 Public participation and the new lease proposal

2.1  Public participation
The IASB and FASB are organizations founded foaldsthing standards of financial accounting

that govern the preparation of financial reportee TASB is the independent standard-setting
body responsible for the development and publicatibthe IFRS standards. The FASB is the
standard setter for US-GAAP standards. These tganizations are cooperating more and more
to make the different accounting standards in tbddwcome closer to each other. The new lease
standard is also a joint project, so since thesedmganizations are very much comparable and
they are working together in this case, they wél rnentioned together as the standard setters
after this.

In fulfilling their standard-setting duties, theastard setters try to be as open and
transparent as possible. This is necessary becauskected or governmental authority is present
to monitor the members. In order to keep their pdaces transparent, public participation in this
process is demanded. Public participation can beleti into participation through formal and
participation through informal channels (Jorisseénak, 2010). According to Morris (1986)
formal participation includes written submissiopssition papers, questionnaire responses and
membership of the standard-setting board. Inforpaaticipation includes for example luncheon
discussions, telephone conversations and other-afemtbuth, non official communications.
Obtaining evidence of informal participation isfahifilt, because such an activity is often not
directly observable. For this reason and becausendl participation methods gain in
importance, since board members are more and nosdrained to their independence, previous
studies are mostly based on the formal ways ofguaation (Tutticci et al., 1994; Jorissen et al.,
2010).

One formal way of participation is asking stakeleogdto write comment letters when a
new standard is being developed. When a new stdnslateveloped, the first conceptual ideas
about this new standard are published in a disongsaper. When this is published, stakeholders
are asked to comment on the conceptual ideas aboetwv standard as discussed this paper.
Stakeholders that are asked to comment on thesgpaelude different groups of respondents;

the accounting profession, other standard settagdemics and firms. When comments are
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received, analyzed and possibly applied, the stangktters publish an exposure draft of the new
standard, which is a little more detailed. Stakdbrd are also asked to comment on this proposal.
Because the standard setters have some generéibgaebey want everybody to answer on in
their comment letter, these questions are includede discussion paper and the exposure draft.
All the proposals and comment letters are publisthkedhe websites of the standard setters in
order to keep the standard setting process opentrandparent. After the comments on the
exposure draft are analyzed, the standard seti@essan update to inform stakeholders about the
amendments being made following the comments redeiv

Recently, the proposal for the new lease standasdoleen adjusted a lot, partly caused by
the comment letters received. These changes mdweegroposal more in the direction of the
current accounting standards for leases and lefisetoight-of-use model. These developments
are interesting to remark, but are not importantlice paper, since this paper only focuses on the
discussion paper, the exposure draft and the comletters sent on these proposals and these

have not changed.

2.2 Thenew lease proposal
This paper focuses on the public participation pr@posal for a new lease standard. The process

of setting this new standard involved a discusgaper (2009) as well as an exposure draft
(2010). On both of these, comment letters wereiveddyy the standard setters.

The existing lease accounting model has been izgticfor failing to meet the needs of
users of financial statements. Most of the crititcisas based on the fact that it does not provide a
faithful representation of leasing transactionspérticular it omits relevant information about
rights and obligations related to lease agreemehtese rights and obligations could be
presented by capitalizing them on the balance sheedhe existing lease accounting model,
leases are divided into operating and financingdeaFor finance leases capitalization is already
partially mandated, operating leases do not regame capitalization. These two categories in
leasing have been criticized for their complexitydebecause they allow firms to account for
similar transactions in different ways, which redsicomparability for users. Another criticism
on the existing standard is that many users feal kase contracts give rise to assets and

liabilities. Since these are not recorded in tharicial statements, users start making adjustments
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themselves, which leads to wrong numbers becauss de not have sufficient information. That
is why the standard setters developed a new staridiatease accounting that would ensure that
assets and liabilities arising under leases aregrezed in the balance sheet. With this new
standard, the two categories no longer existeakés will have to be accounted for in about the
same way (Exposure draft leases, 2010; Discussiparp2009).

As described above, to come to a new lease stantterdstandard setters first issued a
discussion paper which was later followed by anosype draft. Before issuing this exposure
draft, the comments received on the discussionrpapee analyzed and taken into account. The
comments received on the discussion paper ledveralechanges in the exposure draft, but the
main proposal about capitalizing leases remaineg#ime. The only change in the exposure draft
compared to the discussion paper was that the shigmupaper wanted to capitalize a little more
than the exposure draft, but this is not imporfantthis study, since this study only focuses on
the main proposal of capitalizing leases. Sincé Ipoiblications include the same main proposal,
the comment letters received on both will also betlee same content. As all comment letters
mention the same main proposal, capitalizing leaseth comment letters on the discussion
paper as on the exposure draft are useful forahmke.

The new lease proposal as described in the dissupsiper and the exposure draft, is quite
an extensive one. In order to keep the main isaia,ghis paper will only focus on the major
points of the proposal. The standard has new meants for both lessees (firms that lease
assets from other firms) and lessors (firms thaséeassets to other firms). The main proposal in
the discussion paper and the exposure draft iddbates and lessors should apply a right-of-use
model in accounting for all leases. This right-geunodel argues that when a lessee leases an
asset, and he gets the right to use it, the ldsaga@eceived an economic resource, because this
allows him to generate cash flows. The model furhrgues that the lessee has control over the
resource, this control results from a past evergnisg the lease contract- and this resource will
generate future economic benefits. Since all ¢atlar an asset are met, the board concludes that
this right-of-use should be put on the balance tshgan asset. At the same time, for the lessor
the opposite is the case. Since the leased assainta be recognized by one party, the lessor
should either derecognize the asset from his balaheet or should recognize a lease liability as

a performance obligation, which neutralizes theeasSince the right-of-use for the lessee is not
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for free, the amounts to be paid for the leasecaptured in a contract. Since this gives the lessee
a present obligation to pay rentals, this obligatwmises from a past event —signing the contract-
and the obligation is expected to result in cadfiaws, the board concludes that all criteria for a
liability are met and that these future paymentsukh also be capitalized. Again, for the lessor
the opposite is applicable. The lessor has the tmheceive lease payments in the future. Since
these result from a past event —signing the conteatd are expected to generate future cash
flows, these should be capitalized as an assetlddyg this, the liability of the lessee and the
asset of the lessor are balanced again. (Discupsiper, 2009, Exposure draft, 2010)

In practice this new standard will require firmstlwleases to add significant amounts of
assets and liabilities to their balance sheet. This have a significant effect on all kind of
performance ratios these firms have to report. &itis new standard will have significant
effects on a lot of firms and since these effectsralatively easy to point out, this proposal is

very suitable to test for self-interest in the mapation process.

10
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3 Literaturereview and Hypotheses development

In 1978 Solomons already mentioned it: standartirgets not a sole technical or theoretical
issue but has become a political process. All eelabterested parties like preparers of financial
statements, auditors and users have different &ed conflicting interests. These conflicting
interests make it almost impossible to develop @oanting standard that is satisfactory to all
parties. Therefore interested parties will try trquade the standard-setters to make rules that
maximize their utility. The actions taken by intee] parties to persuade the standard-setters are

often referred as participation (Yu, 2006).

3.1 Definitions
A lot of research has been done on public partimpain the past. In literature, public

participation is also called lobbying. Several @iéint definitions of public participation have
been defined in this prior research. Some studdésetl participation narrowly as the submission
of comment letters (Francis, 1987; MacArthur, 199&hers defined it a little broader as actions
taken by interested parties to influence a ruleintpkody (Sutton, 1984). Georgiou and Roberts
(2004) are more concrete in their definition; pap@tion consists of writing comment letters,
formal and informal meetings, and conversationd iandard setters. Another way to define
participation is as a range of behaviors that staith direct participation in the standard setting
process, but may also involve public relations r$fohat seek to influence parties on which the
standard setter is dependent (Elbannan et al.,)2006

Although participation includes more than just coeminletters, this paper will only focus
on the comment letters and use these as a proxpafticipation behavior. Georgiou and Roberts
(2004) found a strong link between the use of conirtedters and the use of other participation
methods. Based on this, they concluded in thettysthat comment letters are a good proxy for
participation. In order to maximize the probabildf influencing the standard-setter, companies
employ a number of participation methods. The camgsathat use these methods are likely to be
those that also use comment lettd@isese findings suggest that comment letters aedylilo be a
good proxy of corporate participation activities.

Literature based on participation and comment rietteas been criticized in the past.

Holthausen and Leftwich (1983) state that it idiclifit to determine an overall participation

11
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position ona proposal, because lpjists may support some parts of a proposal whplgosing

others. This critique is not relevant to this pabecause this paper only examines one particular
part of the lease proposal, namely the part allmugeneral idea of capitalizing leases. This part
is separately discussed and questioned in the cairetéers and therefore a clear opinion about

this particular subject can be easily obtained ftbencomment letters.

3.2 General prior research
Prior research has revealed that participation mpgsals for new accounting standards does

have an effect on the further standard settinggeacFor example Kreuze et al. (1993) find in

their study on participation for a new accountitenslard, that issues that were strongly criticized
by respondents were modified more often beforestaedard was definitely issued. They further

found that none of the issues that were favoretheyespondents were modified by the standard
setter. Sutton (1984) also mentions some succgsaftiCipation cases in his paper. These results
show that participation does have an effect antishahy it is still being used by a lot of firms.

Much of prior research has focused on charactesisti firms that lobby versus firms that
do not lobby. Only few general conclusions can fzva from this. Company size is found to be
a determinant of participation behavior, biggemsrare more likely to lobby than small firms
(Ndubizu et al., 1993; Francis, 1987; Ang et aDP@ Georgiou G. & Roberts C.B., 2004,
Jorissen et al. 2010). One suggested reason ferighthat economic consequences of new
standards are most heavily felt by bigger firmscawse of this the potential benefits of
participation will be larger for these firms andeamore likely to outweigh the costs of
participation. Another suggested reason is thagdiigfirms have a higher probability of
influencing the standard setting process (Sutté84)L The importance of debt and management
compensation schemes on participation behavior lsgebeen researched a lot, but no general
conclusions were reached on these topics (Dealdf9;1Ang et al. 2000; Hill et al. 2002;
Dhaliwal 1982; Dechow, 1996).

Another interesting subject from prior participaticesearch has to do with the timing of
participation. Prior research found significantfeliénces in timing of participation in the
participation process of different groups of regpemts. The accounting profession, the standard
setters and the academics focus their participadtoan earlier stage in the standard setting
process, in this case the discussion paper. Pmspaogever concentrate their efforts more on a

12
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later stage in the process, in this case the exepabaft (Jorissen et al., 2010). An explanatian fo
this may be that an discussion paper usually isensonceptual than the discussion paper. The
accounting profession, standard setters and acadeare more conceptual thinkers, so for them
these are interesting ideas to comment on. Forapeep (firms that prepare financial statements)
however these papers are not concrete enough andtdpve them direct incentives to react on
these. As soon as these proposals become morestarior this case when the exposure draft is
published, preparers start to explore the consegseihe new standard will have for them. These
potential consequences provide preparers with thasnto start participating. The fact that
preparers start participating only after they redipossible consequences suggests that they are
acting in their own interest. Based on this, iexpected that the amount of self interest will be

higher for comment letters on the exposure drait thn the discussion paper.

H1: Comments sent on the exposure draft will explaiore of the variance in the self-interst

model (higher R-square), than comments sent odiffoeission paper.

In prior research three main approaches have bsed loy researchers to investigate the
motives of firms to lobby for certain standardsirgsthe first approach, characteristics of firms
that lobbied in favor and against a particular psgd are compared. The second is done by
comparing characteristics of firms that lobbied divths that did not. The third and final
approach is to examine the reasons given by fionghieir decision to lobby or not, or why they
supported a particular position (Georgiou, 2008)tHis paper, the first approach will be used,
comparing characteristics of firms that lobbied &rd against the proposal for a new lease
standard. As in the papers of Hill et al. (20029 &utton (1988), firms that did not lobby at all
are not included in the sample.

A lot of prior research has been done on behavipeople and firms, and on the extent to
which self interest influences this behavior. Thesdf-interest motives and the two most

influential studies on this topic are discussethenext part.

13
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3.3 Sdf interest
Both the agency theory (see Fama, 1980) and tlwtld rational behavior (see Klein, 1946),

suggest that each stakeholder group will try ttugrice the standard setter’'s decisions in a way
that maximizes their own interests relative to thoEother stakeholders.

“Firm’s participation activity is correlated with anagement’s anticipated wealth”, that is what
King & O’Keefe (1986) concluded in their paper.dther words, management will lobby in the
way that is most beneficial for themselves andrtfiens and not in the way that is best for
society.

Already in 1957 Downs came to a comparable conmugdeople do not act because they
want the best for everybody, but just because thant the best for themselves. Downs
concluded this from a study on voting behavior ebple. He found that people do not vote
because it is their social responsibility to vdet just to get the most personal benefits. Based o
this paper of Downs, Sutton (1984) made his cosefie model whichtries to explain the
participation in the participation process as acfiom of perceived benefits over the costs of
participation. This study of Sutton is one of tlwetmost influential studies in participation
research. The second important study in the ppdiicn literature is the study of Watts and
Zimmerman (1986), which defines their positivistpagach. This approach states that the
participation in the participation process is dejfmt on the potential economic and social
consequences of a proposed standard on a compeédiiofal to this, Jorissen et al. (2010) and
Tandy and Wilburn (1992) find that the participatiof firms in the participation process is
dependent on the topic of a standard. Firms thathardly influenced or damaged by a new
standard are less likely to react on the propoBhis is not in line with the purpose of the
comment letters, which is to get a fair and represere view of what is the overall opinion on a
proposal. If only the firms that have an own ingtran the standard react on a proposal, the
standard setters do not get the fair and representaverall view they were looking for.

Hill et al. (2002) examined the participation beloawof managers on a new accounting
standard, which mandates firms to disclose the amofustock-based compensation paid to their
managers. They suggest in their paper that mandgpbiesve that stakeholders, such as labor
unions or government regulators, may react advwetsethe disclosure of this information. For

example labor unions may demand for higher wageenwtliscovering high management

14
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compensation in a firm. These potential actionsldiobe bad for the firm and for the manager
because of the higher costs and the cash flowihgfoilne company. This is why managers with
much stock-based compensation lobbied more ofgnst this new standard than other
managers (Hill et al., 2002). The more wealth man@nt of a firm holds in the form of stock
options, the more likely this firm will oppose thbig new standard. A reason for this is that
disclosure of this information may lead to publenthnds for changes in compensation packages,
which in turn may lead to lower stock prices (Deeghet al. 1996). This supports the view that
firms or managers of firms lobby in their own irgst and not in the interest of society.

The main question to be answered in this papewlst is the influence of certain firm
characteristics on the comments sent on proposal®idw accounting standards, when these
characteristics give firms a self-interest in thaticipation process. Based on, or related to the
studies of Sutton (1984) and Watts and Zimmerm&8q), a lot more studies have been
conducted. The most important findings will be dissed next, this is done by dividing them

over the two approaches.

3.3.1 Cost-benefit approach
The general idea of the cost-benefit approach @ people will only take action when the

expected benefits of this action will be biggerrthle costs they need to face. When calculating
the expected benefits of participation, the prolitgithat the participation will have an effect on
the standard setting process is taken into accvnén this is applied to participation, firms will
only lobby for a particular standard when the expeédenefits of this participation process will
be bigger than the costs they face during thisigygation process. Related to this, also the
amount spent on participation will be based onpibiential benefits of participation. The greater
the opportunity cost of not participation, the krghe expenditure on participation will be
(Sutton, 1984; Francis, 1987).

Gaa (1988) defined the most important costs aneflierfirms face in their decision to
lobby. As most important benefit he identified teepected advantage to be gained from a
favorable outcome of the standard setting procEss.two most important costs faced by firms
during the participation process are the costsadigpation, such as preparing a comment letter
and/or making a personal appearance at a publitnigeand the costs of obtaining information,

15
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including keeping track of the FASB's/IASB’s agendaading documents and performing
research upon the topics to comment on.

To be persuasive, a lobbyist must be well infornaddut the policy area in which he
wishes to exert influence. Therefore being a losbyequires a lot of information gathering,
which makes the cost of participation relativelghi{Downs, 1957). The fact that preparers are
likely to be wealthier than users combined withstheelatively high costs makes that preparers
are more likely to lobby than the users of finahsiatements (Wilburns, 1992; Jorissen et al.,
2010). Another reason why preparers are more likelyobby is their dependency on few
particular sources. A change in one of those ssundk affect them a lot, because their income
is very dependent on it. Users of financial stateism@owever are dependent of a lot of different
policy areas, hence any change in one of thoses &aa@ot very significant to them. Because of
this, the benefits a user can generate by gettifgmed and by participation simply does not
recompense him for the costs that need to be nf&ddon 1984; Downs, 1957 & Francis, 1987).
Olson (1965) further explains this by stating tlpatrticipation will only take place if the
lobbyist’s share of expected total benefits is bigipan the costs of participation that he bears. |
these circumstances, large producers enjoy an tay@aover small producers and users because
a relative small change in a policy may have a mapsolute influence on their statements. A
final reason why preparers are more likely to loktgn consumers arises from the fact that they
are better able to cooperate in the participatiotgss, because their economic interests are more
homogeneous than those of users (Sutton, 1984).

Sutton (1984) introduced the cost-benefit appraoadhe participation literature, but he based his
theory on a framework stemming from the paper ovbB® (1957). Downs’s paper is about the
voting behavior of people, but Sutton (1984) sholzt this behavior can be explained in the
same way as the participation behavior of compariEsvns (1957) argues that a rational
individual will only vote if the perceived benefitsf voting exceed the costs of voting. In
examining the expected benefits of voting, an irdlial takes into account the expected utility he
receives from his party, but also the likelihoodtttnis vote will sway the outcome of the
election. Only if the product of these two estinsat®ceeds the costs of voting, it will be rational

for the individual to vote. This theory of votingrt be linked to that of participation because they
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share some characteristics of an investment gowoitiof§ 1984). Individuals invest in an activity
in the expectation of future benefits. Participatioan be seen as a form of investing.
Participation, like investing, requires a cost, ¢flert made by the interested party, and it isedon
because of expected future benefits (influencingparticular standard). Other shared
characteristics between the voting and participapimcess are the limited choice of issues to two
(to lobby or not to lobby), a rational individualaking the decision and the tradeoff between
costs and benefits (Sutton, 1984).

Now that the link between the voting and partidgaiprocess is explained, the cost-benefit
model of Downs can be outlined further. Downs ()98ddied the voting behavior of people in a
democracy. He starts his paper by explaining thatyeperson has both a social function and a
private motive. The social function of people i toting process is voting for a party to make
sure the country is governed by the best governntémivever it is the private motive of the
people that motivates them to vote, they carrytbair social function primarily as a means of
attaining personal income, prestige or power. Reagt in this way because they are rational,
their decision is based on a comparison of theéyghch alternative offers them (Downs, 1957).
This works about the same for participation. Theiaofunction of the lobbyists is trying to
influence the standard setting process in the Wway it the best for most people, or in the way
that is best for the overall accounting standarte. lobbyists however will act rational and lobby
primarily in the way that is best for themselveat{&n, 1984).

Tandy and Wilburn (1996) support the research dfoBu(1984). They conclude in their
paper that the type of standard under consideraigmficantly affects the number of responses
from the industry. The industry lobbied more fortmalar standards when these were more
important for them. This suggests that the costd aspecially the expected benefits of
participation differ between types of standardsisHupports the cost-benefit approach because
those standards for which the benefits outweighctsts to a bigger extent, are lobbied more for
than other standards.

With the introduction of the new lease standanmndi with a lot of leases will be affected a
lot more than firms with only few leases. With thew standard, the liabilities of firms with
leases will rise. For firms with only few leasessthffect will only be small. For firms with a lot

of leases however, this effect will be very larBatios of these firms will be harmed a lot, which
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makes their expected benefits of public particgratarger. Firms with only few leases are hardly
influenced, so these firms are expected to commerthe proposal in a social manner and not in
a manner that is only best for their own interEsins with a lot of leases however are influenced
a lot in a negative way and therefore these firmesexpected to comment in their own interest,

which in this case is negatively, to the proposal.

H2: Firms with relatively more leases (total leds#al assets > 5%) comment “not agreed” more

often than firms with relatively less leases.

3.3.2 Economic consequences approach
The economic consequences approach is based drelibéthat firms or management of firms

act in that way that is most beneficial for themesl When a new accounting standard will have
a negative influence on the firm or the manageey thre expected to lobby against this new
standard. So the economic consequences of a newlasthwill significantly influence the
opinion of a manager or a firm on that standardt(8V@and Zimmerman, 1978).

Watts and Zimmerman (1978) believe the managenfemtorporation plays a central role
in the determination of standards. Moonitz (1944)ports this view: “management is central to
any discussion of financial reporting, whetherrat $tatutory or regulatory level, or at the leviel o
official pronouncements of accounting bodies”. Aclinog to Watts and Zimmerman (1978)
management’s influence on the determination ofdsieds by participation is mostly driven by
their own firm’s interest. The most important fastananagement takes into account when
judging a new standard are political costs, infdrama production costs and the impact on
accounting numbers.

By political costs Watts and Zimmerman (1978) mtanidea that the political sector tries
to redistribute wealth. Groups or corporations #rat considered to be wealthy will be charged
more often with all different demands, like labarians demanding higher wages, when large
profits are reported by a firm. By keeping reporgaagnings low, managers try to keep the money
within the corporation and prevent cash flows frgomng down (Wilson and Ahmed, 2002). One
way for managers to keep reported earnings lowyisgposing to standards that may lead to
higher reported earnings. Managers trying to kesggonted earnings low may sound strange,

since this number is often used as a measure ofdormance. However, most managers also
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have stock or option compensation plans for whidk profitable to keep the money within the
company. Another reason for managers to act inwag is to keep shareholders and investors
satisfied (Watts and Zimmerman, 19878). When thédty is applied to the new lease standard,
it is expected that firms with EBIT as a key pemnfiance indicator will not agree with the new
standard. The abbreviation EBIT stands for EarniBgire Interest and Taxes, so this is the
profit of a firm before considering interest coatgl taxes. Related to this some firms also report
EBITDA or EBITDAR, these exclude the same costsnfreeported profit plus Depreciation,
Amortization and Rent costs. These three earningsoers will all be captured under EBIT after
this. Having EBIT as a key performance indicatoramsethat users who want to examine the
wealth of the firm will often base their first ojpgm on EBIT. The new standard will shift costs
from lease costs to interest costs, caused byapiatization, which leads to an increase in EBIT
and related earnings numbers. So users will coe¢lbdsed on the EBIT number, that the firm
has become wealthier and may put some extra demamdbe firm. Based on this, and on
literature discussed above, it is expected thatagers will try to keep EBIT low. To do this,
they will try to prevent the new lease standardmfrbeing introduced by opposing to the

proposal.

H3a: Firms that have EBIT(DAR) as key performanedidator (KPI) comment “not agreed”

more often than firms that do not have this KPI.

However, literature has also investigated thisalde from a different perspective. For a lot of
managers a major component of their compensatidwassd on an incentive bonus plan. Since
these plans are usually based on reported incomebens, managers have an incentive to
increase these reported income numbers (Watts emch@'man, 1978). Furthermore firms and
managers want the firm to look as good as possibllee outside world by showing good results
on performance criteria (key performance indicatmrslebt covenant criteria). Looking good is
important to keep investors and debt holders sadisfout also when considering extra debt
financing. The more negative the impact of an anting standard on performance criteria
(KP1/debt covenants) valued by powerful stakehaddre more likely firms will initiate action

against this standard (Elbannan, 2006) (prop. @®).the other hand, when a new standard
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positively influences a specific ratio or numberwanich an investor bases his estimation of firm
performance, the firm is more likely to lobby posgty for this new standard. In the case of the
new lease standard, EBIT will be positively inflged. It is therefore expected that firms that

have EBIT as key performance indicator will commgwositively on this proposal.

H3b: Firms that have EBIT(DAR) as key performancéicator (KPl) comment “agreed” more

often than firms that do not have this KPI.

Changes in accounting standards are not costlegsn® New accounting standards that either
require increased disclosure or a change in actwumiethods increase a firm’s information
production and bookkeeping costs. These increaseid affect firm’s and management’s wealth
negatively, so it is expected that managementlablby against such standards.

The impact on accounting numbers is important taagars because these may be included
in all kinds of covenants. A negative impact onstheumbers may violate requirements of these
covenants resulting in a fine. Another reason tev@nt accounting numbers from becoming
worse is that they may be part of the compensatomtract of the manager, worse numbers will
result in less compensation. So standards thatinflaggnce accounting numbers negatively will
be lobbied against by firms.

Francis (1987) found evidence supportive of thist md the economic consequences
approach. He examined the comment letters on aF#&8B standard and found that potential
adverse effects on a firm’s balance sheet or incst@ement were significantly associated with
their participation behavior. Firms that expected hew standard to be a danger for their debt
covenants or expected their expenses to rise becdubke new standard, lobbied a lot more than
other firms. Francis (1987) concluded that firmd Wbby more on proposals when these are a
danger for their own interest. A study with simitasults is that of Georgiou and Roberts (2004).
They find that lobbyists against a proposal thégc$ debt covenants are more likely to be those
firms that face problems with their debt covenamisms participation positively for such a
proposal are found to be those that do not havielgmts with their debt covenants.

Prior research has found that debt covenantsmatfmostly include a limit on total debt. In

most of these covenants this total amount of debpecified relative to total assets, this relative
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number is often referred to as the solvency ratia 6rm (Ramsay and Sidhu, 1998; Whittred
and Zimmer, 1986). Wilson and Ahmed (2002) staé these solvency ratios in debt covenants
attempt to constrain managers from taking on heyels of debt, thereby ensuring that there are
sufficient assets available to debt holders ingbent of liquidation. With the introduction of the
new lease standard, firms are mandated to cagt#ieir lease assets and liabilities on their
balance sheet. One of the consequences of thitalizgion will be that the solvency ratio of
firms will become worse. Because of this, firmstthlaReady have a bad solvency ratio may come
dangerously close to violation of their debt covesaAnother problem for these firms occurs
when they are considering extra debt financing,ctviwill become very expensive with a bad
solvency ratio. Firms that currently have good soby ratios will not face major problems as a
consequence of the new standard. Firms that already a bad solvency ratio will be threatened
a lot more by the new lease standard and are trerefxpected to lobby more against the

proposal than other firms.

H4: Firms with a bad solvency comment “not agreeadre often than firms with a good

solvency.

H5: Firms that comment “not agreed” will have a égolvency ratio than firms that comment

“agreed”.

4 Resear ch methodology

As discussed before, this paper uses commentdestera proxy for participation based on
Georgiou and Roberts (2004) who recognized it gsoa proxy because they found a very strong
link between participation and the use of commetiefs. To test the hypotheses introduced
before, comment letters on the discussion paperthadexposure draft are needed. These
comment letters are taken from the websites oflniernational Accounting Standards Board
(IASB) and the US Financial Accounting Standardaf8iq FASB). In total 1087 comment letters
were received on the discussion paper (302) andxpesure draft (785). As discussed in chapter

two, the main proposal in both the discussion papeérthe exposure draft was the same, so since
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the comment letters of both react on the same galpboth can be used in the sample. These
comment letters were sent by all different kind afjanizations; accounting associations,
preparers of financial statements, governmentguading firms and universities. This paper will
only focus on the comment letters from firms thegpare financial statements. From this group
only the lessee firms will be included in the saend align the self interest motives. Comment
letters that did not contain a clear opinion aktbet capitalization proposal were also eliminated
from the sample. After removing all comment letteiscussed above, 204 comment letters
remained in total. The composition process of tamme is summarized in table 1. Table 1 is
composed as follows, first comment letters sentaggociations and universities are eliminated
(ASS), then comment letters from CPA firms and aotimg organizations/boards (ACC), after
this the comment letters of lessor firms are elated (LESSOR) and finally the comment letters
without a clear opinion (NOTCLEAR). After thesereinations the samples for hypothesis 1 are
composed. To get appropriate samples for the diyy@otheses, only the comment letters sent on

the exposure draft are used.

Table 1. Overview of the composition process of the sample.

Discussion paper Exposure draft Total
Total comment letters 302 785 1.087
ASS 92 250 342
ACC 80 236 316
LESSOR 45 90 135
NOTCLEAR 30 60 90
Sample 55 149 204

To test hypothesis 1, a sample of comment lettersbath the discussion paper and
exposure draft is used. Some firms sent commenttherdiscussion paper as well as on the
exposure draft, this is noticed, but to keep thmpmas comparable these comment letters are
included in both samples. For the other hypothesisthe comment letters sent on the exposure
draft are used, because these are, accordingetatlite, more self interest biased and therefore
more appropriate for this study. After excludingnr@comment letters that do not mention the
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capitalization issue, a final sample of 149 firnsscomposed, 204 firms to test hypothesis 1
(including comment letters on the discussion paper)

From each comment letter, the opinion on the chgdtizon of leases is taken. This is the
only part of the comment letters that will be us€de comment letters are marked “agreed” (0)
when the comment letter gives a positive opiniontln proposal to capitalize leases and “not
agreed” (1) when the comment letter gives a negatpinion on the proposal to capitalize leases.
From the 204 firms in the sample, 115 firms agnedd the proposal to capitalize leases and 89
firms did not agree with the proposal.

When all the opinions are collected, the finanattements of the firms that sent the
comment letters are analyzed. For comment letterth® exposure draft, financial statements of
2010 are taken, for comment letters on the disongsaper, the financial statements of 2009 will
be used. Different years are taken on the undelistgrthat the financial statements of these
periods would be aligned with management’'s expectatand concerns of the effects of the
proposal at the time of sending the comment lettied, therefore may explain the comments sent
by the firms.

From the financial statements is noted whether EBIfiich also includes EBITDA and
EBITDAR, is a key performance indicator to the fi(kPI). The amount of leases relative to the
total assets (LEASEPERC) and the amount of debtivel to the amount of total assets, the
solvency ratio (SOLV), are also taken from thesearicial statements. In the variable
LEASPERC, leases are defined as the total futtaseleommitments as stated in the financial
statements and the total assets as the amountabfagsets as stated in the balance sheet. By
taking total future lease commitments, the openafideases are also included in the ratio. The
variable SOLV is calculated as the total amountas$ets, as reported in the balance sheet,
divided by the amount of liabilities reported irethalance sheet. The variable KPI indicates
whether a firm has EBIT as a KPI. This is determdibg examining the financial statements on
whether EBIT is included in the key financial datathe beginning of this report. Since firms
listed in the US are not allowed to report EBITtheir financial statements, a control procedure
for US listed firms has been performed. An extraalde (AMERICAN) was included in the

model indicating whether a firm is US listed or.not
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The variables discussed above are used to deteth@remount self interest of the firms in
the sample. All the variables, dependent and inuidget, are being measured by using dummy
variables. This is done to keep the model and d¢iselts clear and not to complicated. These
independent variables need to be coded in the shmaetion as the dependent variable. In this
case factors that are expected to cause a “noedbaaswer are coded 1, since the comment “not
agreed” is also coded as 1. Since literature isahghed with respect to the influence of EBIT as
a KPI on the comment sent by a firm, this variatdes not have a clear direction of influence on
the dependent variable. Since it is more likelypétief that firms with EBIT as KPI are positive
to this new standard, this variable has been cddeben firms do not have this KPI, since this 1
relates to the dependent variable being “not agr&idce KPI is expected to be partly explained
by the fact whether a firm is US listed or not, #agiable to control for this AMERICAN needs
to be coded in that way. Firms listed in the USeaqgected not to have EBIT as KPI, so since not
having this KPI is coded 1, firms listed in the Bl¥uld also be coded 1. For the solvency ratio
of firms, a dummy variable is used. This dummy adale serves as a proxy to divide the sample
in firms with a bad solvency ratio and firms witlg@od solvency ratio. The distribution of firms
between good and bad solvency takes place at arsnjvatio level of 1,5. This paper assumes
that firms that have 1,5 times as much assetsaadities can be considered to have a solid
solvency ratio. Since it is expected that firmshwat bad solvency ratio comment “not agreed”
more often, firms with a bad solvency ratio, aadtelow 1,5, are coded 1 and firms with a better
solvency ratio as 0. The variable LEASEPERC alsadds the sample in two parts. One part
containing firms with many lease commitments andtlaer part with only few lease
commitments. This is also done by means of a duwemigble. This dummy serves as a proxy to
divide the sample in firms with many lease commiitseand firms with only few lease
commitments. The distribution of firms between mdegase commitments and few lease
commitments takes place at a level of 5%. This papsumes that firms with lease commitments
bigger than 5% of total assets can be considerdinas with relative many lease commitments
and so might be significantly influenced by the rease standard. Since it is expected that firms
with a lot of leases comment “not agreed” more rgffems with more leases than 5% of their

total assets are coded 1 and firms with less leases
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When all the data are collected, the influence loé self interest variables (KPI,
AMERICAN, LEASEPERC and SOLV) is tested on the coemts that are given in the
comment letters (agreed, not agreed). This is dgne logistic regression. A logistic regression
is used because the dependent variable is a didlbot® variable and with such a variable a
normal regression is not suitable.

Next to this regression a Chi-square test is peréal. This test is used when one attempts
to explore the relationship between two categorni@lables, which is the case is this paper,
namely the dependent variable relating to the sépandependent variables. Together with this
Chi-square test, a Phi coefficient is determinadefcery relationship between the dependent and
an independent variable. This Phi coefficient pdegi an indication of the strength of the
relationship, in a similar way as a correlationfornt does. This coefficient's value can range
from O (no relation between variables) to +/- 1ripet relation between two variables) and is
calculated as Chi-square divided by the numbeiriseais in the sample, so Chi-square and Phi
will give similar results.

Before executing the tests, the independent vasabhked to be checked for high inter-
correlations (multicollinearity). This is done bgsassing the correlations between the different
independent variables. To do this, the Spearmareletion is used because all variables are
measured using an dichotomous scale. For thatmesasmn-parametric test for correlations was
needed (Wilson and Ahmed, 2002), even though thesBe correlation gave similar results.

Hypothesis 5 is tested separately. This hypothasis to find out whether the
average solvency ratios are significantly differdat firms that agreed with the proposal
compared to those that did not agree. To test thes,independent-samples t-test is used, the
independent-samples t-test is used instead ofalmedpsamples t-test because this paper wants to
investigate the mean scores of different groups sample and not the mean scores of one group
in different situations. Before performing the tetfte sample is checked for outliers, because
these can influence the mean scores a lot. Aftaowvéng one outlier, for the 83 firms that agreed
and the 65 firms that did not agree, the indepetsi@mples t-test is performed.

To test hypothesis 1, two regression analyses enfermed. The first is performed with a
sample that only includes comment letters senthenexposure draft and the second test in

performed with a sample that only includes commletiers on the discussion paper. To test
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whether comment letters sent on the exposure daaftbe explained for a bigger extent by self
interest than comment letters sent on the discngsaper, the R squares of both models are
compared. These R squares indicate the amountiativa in the comments sent is explained by
the self-interest variables in the model. Since sample of the exposure draft includes more
comment letters (179) than the discussion papér {Bmay be argued that this causes the higher
R square. To control for this, | also test for oBfy randomly chosen comment letters on the
exposure draft. As discussed in chapter two, tBeudision paper and the exposure draft do not
differ on the main proposal which is capitalizirga$es. Since only comments on this main
proposal are considered, the content of the pulditeicannot be the cause of any differences in

comments received.
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5 Results

Before starting the analysis, the independent kbesaneed to be checked for multicollinearity.
This is done by checking the Spearman correlati@tween the variables. The results that were

found regarding these correlations are summarizeahile 2.

Table 2. Correlation matrix of the independent variablesheck for multicollinearity (N = 149)

KPI SOLV LEASEPERC AMERICAN

KPI Corr. coefficient - -.162 -.118 -.446

(.049) (.151) (.000

SOLV Corr. coefficient -.162 - 115 124

(.049) (.164) (.133)

LEASEPERC | Corr. coefficient -.118 115 - 222

(.151) (.164) (.006)

AMERICAN Corr. coefficient -.444 124 222 -
(.000) (.133) (.006)

For interpretation of these results, the guidelioe€ohen (1988) are used. In his paper Cohen
rates correlations between (-)0,10 and (-)0,29naalls between (-)0,30 and (-)0,49 as medium
and correlations between (-)0,50 and (-)1,0 aslaBince all correlations, except those between
KPI and American, in this sample are below (-)0,2%re are only small inter-correlations
between the independent variables. Based on tldanibe concluded that there is no problem of
multicollinearity in this model. The very high argignificant correlation between KPI and
AMERICAN shows that the variable KPI is indeed ughced a lot by firms being listed in the
US or not. Since these variables are so highlyetated, they cannot be included in the model
together. So the relationship between these tw@ahas has been considered and been found,
but to keep the model free from errors, only KPll & included in the final model.

To test hypothesis 1, two regression tests areopeed. The first on a sample with only
comment letters on the exposure draft (model 1§, gbacond on a sample that only includes
comment letters on the discussion paper (moddlt®y.following results are obtained from these

tests.
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Number of comment letters

Cox & Snell R Squart¢

D

dlegyke R Square

Discussion paper 55 ,235 ,316
Exposure draft 149 ,280 375
Exposure draft 55 randomly chosen ,328 446

The results shown in table 3 support hypotheswien the comment letters from the discussion
paper are compared to the sample from the expasaft the R square of the discussion paper
sample is lower. One might argue that this is cdwmethe bigger sample of the exposure draft,
but when the same test is performed on 55 randembgen comment letters on the exposure
draft, the results become even more convincingt Tese R squares are even higher than those
of the full exposure draft sample is surprising, isumost likely to be a coincidence.

Summarizing the results as stated above; comm#atdeon the discussion paper can to a
lesser extent be explained by self-interest. Shitermture and hypothesis 1 expected, comment
letters on the exposure draft are more biased Myinserest than comment letters on the

discussion paper.

From the logistic regression on the sample of tkeosure draft the following results were

obtained.

Table 4. Regression results of the influence of the sel#igst variables on the comments sent on the exg@osur

draft (N = 149)

KPI SOLV | LEASE | constant| Cox & SnellNagelkerke
R2 R2
Beta -,550 1,635 |1,771 |-1,388 0,280 0,375
Sig. (,188) (,000) | (,000) | (,003)
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Table 5. Results of the Chi-Square tests on relationshipisimvthe model.

Relation Pearson Chi-Square Phi Significance
Comment - SOLV 19,705 ,364 ,000
Comment — KPI 5,251 -,188 ,022
Comment- LEASE 24,067 ,402 ,000

Hypothesis 2 expects firms with relatively moreskemto comment “not agreed” more often than
firms with relatively less leases. The results frone regression (table 4) suggest that the
relationship between COMMENT and LEASE is as prtdl in the hypothesis. The relationship
is significant at the 1% significance level. Tha Bfatistic (table 5) also finds a relatively stgon
positive relationship between the amount of leased the comment “not agreed” at the
significance level of 1%. So hypothesis 2 is supgabby both tests.

Regarding hypothesis 3a and 3b, which predict ¢legtion between EBIT as a key performance
indicator and the comment given, the results atesigmificant. The regression results (table 4)
suggest a negative relationship, but the varialiéi& insignificant (0,188), so no conclusion can
be drawn from this. The Phi statistic (table 5)}d&na small negative relationship between not
having EBIT as KPI and the comment “not agreed’e Hhi statistic finds this at a significance
level of 5%. However the Phi statistic only tes$ts tlirect relation between KPI and the comment
given. This direct relation seems significant, &sitsoon as other variables are included, as in the
regression, the significance disappears. This Egteat a relation between the two variables

exists, but this is not a causal relation, so hygsis 3 is not supported.

Table 6. Results of the independent-samples t-test

Comment N Mean Std. Deviatign Sig.
Not agreed 64 1,8402 0,8924 0,087
Agreed 83 2,1078 0,9695

Hypotheses 4 and 5 test the relationship betweenstivency ratio of a firm and the
comment given on the exposure draft. Results fimenrégression (table 4) support hypothesis 4,

since these results indicate a positive relatignbetween a bad solvency ratio and the comment
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“not agreed”. Since the results are significart%t hypothesis 4 is supported by this regression.
The Phi statistic (table 5) finds a relatively sigaelationship between the solvency ratio and the
comment given. This relationship is also significan 1% and therefore also supportive for
hypothesis 4. To test hypothesis 5, the averageescoy ratios of firms that agreed with the
standard were compared to those that did not agies.was done by a independent-samples t-
test. Results from this test are listed in tablénGotal 148 comment letters are used for thig tes
the 149 letters on the exposure draft, minus ornkeouThe results indicate that there is quite a
difference between the average solvency ratiogoisfthat agreed and firms that did not agree.
However when considering the significance of theults, these do not seem very convincing.
Since the results of this test are not signific@nb%, these results are not useful in supporting
hypothesis 5. Concluding on the relationship betwsgvency ratio and the comment given on
the exposure draft, the two methods used are igpteal. But since the regression results are very
supportive and the significance of the t-test istno bad, the overall conclusion on this topic is
that there is a positive relationship between adwddency ratio and the comment “not agreed”

given on the exposure draft.
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6 Conclusion and Discussion

This study was designed to get an insight in whated firms in their comments on new
accounting standards. The main question relatetthisois whether firms are acting in public
interest or in their own interest. This study isdx on the comment letters received by the FASB
on the exposure draft Leases. The main point sfékposure draft is that all lease commitments
will have to be capitalized in the future. To testf-interest, several firm characteristics are
identified, which are intended to give certain firmmore interest in the new standard than other
firms. Firms with such characteristics are expettedomment differently on the exposure draft
than other firms.

The first conclusion that can be drawn from #tgdy is that comment letters sent in an
earlier stage of the standard setting processustsan paper) are less biased by self-interest of
firms than comment letters sent in a later stagpdgure draft). A possible explanation for this is
that firms are not able to recognize the consegsent a new standard in an early stage of the
standard setting process.

This study shows that firms with a bad solvencyorand relatively much leases are more
likely to comment negatively to the new lease séaddThis is according to what was expected
in the hypotheses; solvency ratio and the amouldasies were expected to be characteristics that
would increase firms’ interest in the new lease@d#&ad. Since both firms with a bad solvency
and firms with relatively much leases would be ctiééel negatively by the new standard, these
firms were expected to comment negatively on thposure draft.

The influence of having EBIT as KPl on commentgegi on the exposure draft is also
tested in this paper. The results did not suppertitypothesis. No significant evidence was found
on the relationship between EBIT as KPI and theroent given on the exposure draft. This is
according to literature though, because literataraot aligned with respect to the relationship
between these two variables, which may explain mgignificant results are found in the tests.

The results of this paper provide full support foe literature and hypotheses discussed
above. Taking all evidence together, this papergssis that firms are driven by their own
interest in the participation process. This papewvipes evidence that firms that are negatively

influenced by the new lease standard, are much rioely to comment negatively on the
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exposure draft than other firms. So self-interesin important driver of the comment sent to the
standard setter. This is quite a notable conclyssomce the standard setters assume that the
comments received are prepared based on publregttand also treat them this way.

The size of the sample used in this study may lea s a limitation. The sample only
includes comment letters sent on one proposal. Rhese comment letters only a small part is
used, because only the letters sent by preparees aoasidered to be useful. Another limitation
has to do with the measurement of the variables\6@hd LEASE. These variables are
transformed into dummy variables with values 1 Gndhe assigning of values 1 and O is based
on the actual values of the variables. The bourddhiat are set to determine which value has to
be assigned to every variable are chosen in aomotanvincing way. These boundaries are not
based on previous research, but on an estimatwthareasoning of the author.

Future research may perform the similar resedyahuse a bigger sample, consisting of
more than one accounting proposal. However to @ dbme specific characteristics of those
other standards need to be identified first in ptdedentify possible determinants of self-intéres
on that specific standard. Another research comtgnan this paper may use a similar model, but

measure the variables on a continuous base.
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