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Earnings management
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Motivations for Earnings Management
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Patterns of Earnings Management
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e Taking a Bath

e Income Minimization
e Income Maximization
e Income Smoothing
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Feal Earnings Management Activities
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Operating activities
- Sales manipulation
- Overproduction
- Inventory
- Discretionary expenditures including
F&D and SGA expenses

Empirical studies
Sellami and Adjaoud (2011},
Fovchowdhury (2006), JTackson and
Wilcox (200073, Thomas and Zhang
(2002}, Dhaliwal et al. {1994).

'

Investing activities
- Sales of long-term assets
- R&D expenditures

Empirical studies
Herrman et al. (2003, Poitra et al.
(2002), Black et al. (1998), Bange and
Debonlt (1998), Bushes (1998), Perry
and Grinaker (1994), Bartov (1993),
Baber et al. (1991}, Dechow and Sloan
(19913,

Financing activities
- Stock options
- Stock repurchases
- Hedges and debt-equity swaps
- Securitization

Empirical studies
Kolst and Matousst (2011}, Dechow et al.
(20107, Dechow and Shakespeare (20097, Nu
and Richardson (2006), Dechow et al.
(2006), Hribar et al. (2006), Dechow 2t al.
(2003}, Shakespeare (2003}, Ben et al.
(2003), Pincus and Rajgopal (2002), Barton
(2001), Hand et al. {19907, Hand {19897,




SheR PN Sy oo

Sl sl ag) 9 Jguol yo yuats
Ol OIS yuaki 9 9,591 ploxil

4o 3 9 MT)O bl yo ,Les ! Jloel

I sl ALY

'Earr\u'r\gs Managemw\’f u /I '
v

Gl

I‘



SN &1 41 Sy oo

> * o0
) N
S
2\
* * . o0

t.s“ﬂ)f 090 4o g Jwol yo JLs] s

€<xrr\.'r\gs Management u /I '
v

il

a™



géﬁ@h’ﬂﬂ"jm 6D gw ol U0 4,&

€arnings Management  ICH T |
WV

il

& loolus glad jlasluuw!

J‘o"‘w GM’J-QLM%C-

95 &S i ComoS >



LS‘)\J:’L‘-“;
a3l IS adadlae

LS)\J:’\-“‘A

Sgw Cu o Joldo jo i

drwgi g Griod o aiia &dlg 5l e b))
CS i 5o sl olls adly 5l o Bd>

S oSie Oldlas 0 >d (8,8 ol Caws®
Jyedl

b 4z gl @Bl 5l e 23,00

4 1y J sl Cile
GJ\J.\L.»; oL%

ol
4_.11 . !"..

L PP E VTS RUG i+ £ I NPT R
0290 sleyeSl &b slail ol 0

Y o990 a8lg 5l iaw (2L °

Jsal SR L )
ngdghu;oﬁdéﬁhg

] (ol odnay SO dguw Lo e

OB WSS (g Culd )0 a5 5,10 0929 Gy yb Hlows 30 S g ) Cuy o sguw § Sgu 53 S ko (o




“Conservative”
Accounting

“Neutral” Eamings

WITHIN GAAP

Overly aggressive recognition of provisions and reserves

Over wvaluation of acquired in-process R&D in purchase
acquisitions

Overstatement of restructuring charges and asset write offs

“Aggressive”/
“Creative”
Accounting

Eamings that result from a neutral operation of the process

“Accounting
Fraud”

Understatement of the provision for bad debts
Drawing down provisions or reserves in an overly aggressive
manner

VIOLATES GAAP

Recording sales before they are “realizable” recording fictitious
assets, backdating sales invoices, overstating inventory by
recording fictitious inventory
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Earnings quality
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