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Tablc 4 renoas the proportion of type I errors lor the l~ia'l and low cash fiom ooerations . . - 
samples. Panel A indicates that the low cssh from uperatiuns sample generates type I srron that 
are all stpnificantly grealcr than Ihe speczficd Kst levels for the null hvw:hts~s that eamines . - 

-. management 5 0. For oxamplc, at lhc llvc (xrcent tcst IGel ibcr~?jcan&~c~t~t:r~c~cb riinCc fir; 
a low 0132.9% lor tllc DeAugeloModcl lo a lugh of44.76 for the Healy ModcI.Thi, stems lrvr~l 
the regularity documented in figure 2 that lirms wllh low cash fro~nopcrationi tend to have high 
total accruals Tic opposite problem is uhscrvcd when lestinp the null hypttbasis that earntngs 
rnanagernent Z 0 Becrube lolal accrualr tccd to he high. dlrcrellonary accruals gencrated by the 
various models tcnd ro be high. and the frrquency of type 1 errors tcnd 1.) be Iawer than the 
spcclfied rest levels. 

Panel B oftable4rep~rtsmsul!sforthe highcdeh from opcratttmssamplc. Rccall Ihalthe high 
cash from uperauons satnplehas low total accruals in evcnl year 0. The rCSultb fw tnis rampkc 
~ndioate that the null hypothesis that edrnlngsmanapmcnt <O !ends lobe under-mjecred relativc 
lo the speclficd tcrt levels. whtle Ihe null hypothesis that eamtngs management t 0 tcnds to be 
over-rejected. Tltc over-rejllectionr are lnosl scnuus for thc Hcaly Modcl, 5C.00. 'ntcss results 
~llurtrate the prublcln faccd by ~ e d y  (1985)  in his ~pperbound tests. Healy hypothcrizes thatthc 
erecuttves of firms In whtch cash from l~perationsclcceds l h c t t p ~ r  hounds syeuificdintheirtop 
cxccutzve bonus plsns manage earnlngs downwards. However. panel B i1luslra:es that estimated 
discretionary accruals generally tend la he low for firms with lligll c ~ a h  flows. ?he uowr bound 

, . 
results reponed in Healy's table 2 arc lhcmfure likely lo ov-rrtate the arrouil of warnings 
management [hat (akcs place at Ihu u p F r  h,r~nd. Healy recogotcs Ihm po!cmial pz.oblem and 
controls for 11 thmugh the use o i a  mntml sample in hts table 4 rrsul~s. 

More generally. any earnings management s!udi. In which lhe sl~mulus ttnder investigation 
1s cnrrelatcd wlrh cash flow performo~~ce is lhkcly to produce mtsspccif~ed lests. For example, 
Faver et al. (1995: replicate Healy'r iower b u n d  results usme nondiscrellonarv earninrr m 
.Id,s!') l.rn:* IC~J~I,L' 10 lne lc,u.cr roJnlts spcr.fwd tn tllekr cxec'Jtl\c onr.u, o~ans. Gaterct al 
n>er,urr .lundrsacu.~na!y carnlnp 3, the i ~ , n  ol  cash fnlm tnwratwns ~ l u r  nondtscreloonarv ~, 
accruals, asgenerilled by the Jones model. Thc resulting mezrttrc ofnondiwrr-lionary eainlngs 
is highly pos~t~vely cornlaced wlrh rush from operdriuns (the inearl Peamn carnlatton exceeds 

~ ~ - .  
n.8) Thus. their tests arc liksly trr sutier from thcn~~srpc i f icat~on demonstr~!eJ in pmcl A of 
tahlc 4.I1In particular. thclowerhound sample is h~i~sed lowarri rcjcclingthenull hypthcsis that 
discretionary accuals are less than or cqual lo rem in favor (of the altemat~ve hypothesis that 
accruals arc managed upwards. This result is documented hy Gaver el al. and attrihuled lo  
managerial ">moothing" ofearnings. 

S-pks of Firm-Years with Artificially Induced k i n g s  M s ~ g c m e d  

1hc re,ull, ot thc slmulal~ons urmng anti~ctdll) induced ean>tr#g, management c c  rumma- 
nrcJ In figures 3 an114 hgurc3 provldcs ~nfomalloncon~erntnu h~as~nthcert:m~i~sof earn8n.s - ~ ~~ ~... -- 
management produced by thccompetingmodels. Forthe sakc rrt parsimony, we provide plots for 
only threemodels: theHealy Modcl; the JoncsModcl; andtheMod~fiedIanesModel. The results 
fur the DcAngelo and Industry models are indistinguishable to Ihosc documcnied for the Hcaly 
and Modified Jones models. For each model and for each assumed source of earnings manipu- 

"1n.ddinonsl Ic!u (not rr~ontdl  wc rccrl~!aatcb thc lrblc 4 rcrultr urlnc i l lc Gavrr L: .I. (19VSI masun. u( 
nondrsacttonary c l m t n ~ s  in pl==c nrcah rrornwll>onr.lhr rrrulls confirno thxl lhc low nondm;entun.ry cnr.llngs 
ssmplcovrr~~tcclslhcn!lll hypolhesrr I h a 1 d : s r r r n o n w ~ r m J r ~ l c s r  lh.norrquJteznornfnvoroflhcnltem~vc 
hypolhcsirthrlthey mgrrslcr thanzenl. Porsramplc. Ihc lcws~nodct(whoch muwdbyCarcrct d.)~juetrthcrmtl 
hypoIhcsi> that cmingr MnaSmmr rs trsr ihm orcyvat torero 37 1% (17 4%)  sf the rime wsxnr a five pcmnl (one 
pcrrm,) lcrl tcvct 

The Accounbng Rcvlcw. Aynl 1995 4 
TABLE 4 

Comparison of the Type I Errors br  Test$ of Earnisgs Mmsgwnent Based on 
Alternmtivr M d c l s  Lo Mcasure 1li.xrcIionary Accruab. Pcrcentepe o f  1~MlU F i rm-Ywrs  

Randomly Sclwled from Finn-Ycan in thf  Lowest nnd ~ i g h a t b e c i l e  o f  Cash From 
Operations Performnnce for which the Null  Hypothesis of No Earnings Mnnagement is 

Hejected (One-Tailed Tests). 

Njrll Hypofhern bir7lmgs ! " < , n o ~ L ! N M  C U  Eommgr narur~emsnt Z 0 

Test L v c l :  5% 190 5 8  1% 

Heoly Modcl: 
t-[CSl o.o%-- 0.0%~' 
DrAn~clo Model: 
I-ten 0.5" 0.1- 

Modiflcd Jon<, Model: 
t-test 0.3~' 0.1.' 
brdurrry ModcC 
(-test 0.2'. t1.0*' 

... .~ 
' Sngnif~cmlly dificrcnt from the ~ p ~ ~ i l i ~ d  tcrr lcvcl at the T pcrccnr lerrl vringa w a i k d  btmmirltcst. 
" Signlliunlly difiefucnt from ~hc  rprnfiod lcrr level at Ihe ! pew, I n e l  uriog r w m i M  b l m m s  lea. 

lation. wepmvideaplotofductcd oarrings mansge~ncnt(vc?tical ax~s)againstinducedcamisgs 
management (horizontal axis). Sincc our simulations arc bascd on a l a r p  number of independent 
observations.anunbrascdesttmao~ irexoectedroresultina45 dcgncline(i.c..dcloctedu~ings . ~~~ 

management is expctcd to q u a !  induced camingr mans~cmen:). I n  each grsph. the thin linc 
represents the 45 degree line that would be generated by an u~tb idest imator ,  and the thick linc 
rcprcsents thc results of our simulations. 

?he first column of graphs prnvidcs rcsulls for artificially i n d u d  expensc maniplatian. 
Thc thicklinc lies atop Ihcthin linc in all case, indicaunethatall models provide unbiased lcsts 
of cxpensed-bascd earninga mahagcmcnt. lhc sccund culumll of gnp l~s  provides rcsulls fur 
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FIGURE 4 

Simulation Results of Power Functions for Tests of Earnines Manaeernent Based on Alternative Models for Measurine 
- ~- 

Discretionary Accruals. Slmulntions are Conducted lor ~ r l i l i g a l l y  1nd;red Amounts of Earnings hlsoagement Randng from 
7.ero Percent Tu 100 Percent and UK a One-Sided Test Level of F i v e  Percent Each Simulation wa 1000 Firm-Years The Thin 
Line Repr-nts the Power Function for th? Henly Model (Benchmark). The Thick Line Rrprnenu  the Simula:ion Result for 

Each 01 the Other Models. 
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convenoonal levels, while the Z-statlsuc of 3.88 roilhe M o d i f i d  'J'ones 'Model is highly 
stgnifica~t, Inspection ofthe earntngs management estimates for these two models indicates !hat 
the higher%-staustic tor theModifieJ iones Modcl results from substan1ial:y larger estimates of 
carnings managemenl. 'Ihz mean (n~cd~an)  estimate of earnings management is 0.5% (3.8%) of 
lagged asset, for thc J~mcsModel and9.1%(7.40/n)ul'lagged asselnfortheMadiriedJoncsModel. 
Panel B of  table 6 reports results Ibr the sample lor which ne rcvcnue-based overstaterrlcnts o i  
carnmgs aru~llegcd. Ibe Z-sta11sli~:r or3.80 IorrhcJuncs Modcl and4.3 1 fcr the Modi l ied lono 
Model are slrn~lar and statistically atgnificavt. Furlher Inspection reveals that thc eamtngs 
r~wnapcnlcnt crlirnatcs arc 21s" very stn~i:ar. Thus,col~sislent w;lh the results Srum ~~ran i f ic ia l ly  
managed samples. the two models appear to pa rR~m similarly ~n dctcoli?g cipense-based 

- carningr management. Okral l .  Ihc rc?ule i n  table biirGvid; conli&tury cvidcncc that ~ h c  
Mod~fied Junes Modcl is more poweritll than llte Joner Madel i n  the presecce ofrevenue-based 
earninps manaeemcnt. 

The results in tables 5 and 6 provtde descriptive evidenceon Iherelative perforrnanceof the 
alternative models for measuringdiscrc~iofiary accruals.~enrultsinrahle ?directly investigate 
the frequency of type I1 errors for tile competing models. Tahlc 7 repllns !he proportion of the 
Rrms in the SECsample for which thc null I~vmtl~esisIhat discretionan, carni,~a, i r  l r rs  ~ h ~ n   ID^ . . ~. 
equal to reru is rcjcctcd. I i i t  is ariumed tlnat all l:ludcls arc wcil slreu~ficd and t l t ~ t  t l ~ c  S I C  has 
correctly ~dentificd f i r n i b  tivat manascd carningr. thrn lhc pn,p,rtiuns or ?c,jccl~on, ~n tvblc 7 
pruvidc csuntatcr o f  thc relatlvc wwcr  nf fhc tcslr. 'lhc trrl l l!\ ~ndicalc tbnt the Modificd Jnncs 
Model rejects thc null hypnthesir mcrst Ircquenlly. Sollowcd hy Ihc lndus!ry Mcrrlcl, the Jones 
Ivlodcl, lhc Hraly Muclel and Ihr. DcAngrlo Mndcl. 'Thrsc r;t~lklngs uorrc::l*rnd closely 10 tile 
rankings of the power functlnns ohta~ned in the slmuialion tesls and reinforce the docurnentcd 
rupertonty ,~ i t l l e  Modilicd Jr,ncr Mudel. 

1'1. CONCLUSIONS AND IMPLICATIONS 

nils paper evaluates the ahil~ty ~~ fa l rema t~vz  models to 3ctacl earnlnga management. The 
rcaults suggest that all thc model  consldercd appear to produce reaso~tatly well specified tests 
far a random sample of rvent-years. However. the power of rhe tests is low for earnings 
managemcut oleconom~cally plausahic rnagnitudus. Whcn thc rnudcl.; are applied to samples of 
tirm-ycars cxpcrlcncing cxtremr: fi!~ancial performance, al l  models lcad to nisspecifiedtests. In 
this respxt, nurrcsults highlight the cunditions u ~ ~ d n r  which nttrspccificd~ests are Ilkely :oarisc. 
Howcver. u,c haslen to edd that eslnhlishing the extent to whtch the rcsultr ,)fan existing study 
arc misspecilard requires a detailcd rucxamtsation oiLhal study (c.~.. Holthauscn ct al.'s 1995 . - 
reexamlnation o l  Hcaly 1985). Finaily. we find that a modifird version oi thc model devclopcd 
by Jones (199 I )  provides the mosl wowcrful tests of earnings muna~ement. 

The findings in this study provide thrcc major implications for raearch on carnnngs 
management Firsl, regardless afthemadel usedtodetecfcaminnr manapcment. the wwcrofUlc 
tests 1s relatively l ow fo r  carnlnps management of economicdiy plaus~blc magnlkdcs. Subtle 
cases ofearnings management i n  the orderof, say, one percentoflolri assets rwuirC samole sizes ~. 
of  several hundrrd firms tu provide a reasanahle chance o f  delecr~on. Our anrlysis has focuwd 
pnmanly on documenting the pmpelics ofrx~stingmodels. Further research todevelopmodels 
thnl gener:ale better spec~tied and more powerful tests will further cnhancc cur vbllity to detect 

. earnings management.'* ,,.. . .- 

"Pnclimlnary work ~n thlr dircctzon rr colwtuc8cd hy Bcnc8h 11994) 
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TABLE 7 

Comparison of TesU for Earnings Management Based on Alternative M o d e b  l o  
Mcszure D isc re t i onq  Accruals. Perccnlage of Firms that are Aneged by the SEC to 

have Overstated Earnings for which the Nul l  Hypothesis of No Eernings Management 
is Rejected (One-Tailed Tests). Sample or32 Finns that are Targeted by the SRC in 
Accounting and Auditing Euforeement Releaws (AAERs) between 1982 and 1992. 

htdusrr). Model. 
,-tc\, 

. S>gn~hc.)n!ly dallcrcnl from the rirclltcd levr l  n ~lx. 5 14rccnl tcn.t ~ n g  r lug-tanlet1 h8nt,m!nl terl 
'-Slgni~icanlty d8tlurtnr Iromthe spcahed :cn I c ~ t t  s the I pertmi lcrci ur:ng a two-rnlcd bmom8sl art. 

Second. if the earnings management panlrioning va~+able is correlated with dm1 perfor- 
mance. [hen test5 for carnings management are potentially rn~sspecified Tor all o f  the models 
cl,nsidcrcd. Perlincnt lmcdurcsnflirm pcrformancr includecnrningspcrli,nnnncc szldcilsh irum 
o ~ r a t i v n s  ~n-tf~,rmaacu.Two ret.on~rncrmatlr,Ilscan hc madc when l'acin(:thisprohlcm. First. thc 
rescarchcr can cvaluate Ihe nilturc o i  thc mtsrpecificalion md conduct a qualitative asscssmsnl 

, . of  how i t  affccts statistical inferences. For crample.~hc neturc ofthc performance-related bias 
may hc such that thc cml'ficicnl on lllc carnings rrlanagemmt pvnitiontng variahle is negatively 
biascd, whilc the researcl~cr's hypathcsis predicts a positive ccefficicnt. Thus, i f  the mwarcher 
finds a si~nihcant ~ 0 s i t i W  cocfiiccent. i t  would bc rewnahle  w concludc that the hypotksis 1s 

suppolfed. sincc themisspecification worksagainst findingtl~ercsult. Second. thcrcsearchcrcan 
attempt tu dircctly control for tho rxl.rfomanc< rr;lntcd mi~specificatioil. Possible approaches 
include the use of a control samplc (c.g.. Healy 1985). i x l " r i on  o f  firm performance i n  thc 
earnings manilgcn~ent regresaon (r.g.. DcAngelo el al. ;W4) or some otilcr form of analysis or 
variancc that ~ontrols for l i rm prlunnancc (c.g.. H o l t h a u ~ n  el al. 1995). 

Finally, i t  is imrwnant to consider the relation between thc conlox1 in which earnings 
managemenl is hypothesized and the rnndcl of nondiscretionary accruals that is employed. 
because the modd.of-nondiscrctionarv accruals mny-unimantiondlyexlract the di~crctionary 
component of ac;ruals. For exannplc. i f  the Joner Model is used i n  6 n w m h  context where 
discretion is exercised over revmues. the,) it i s  likely to cxtract the discrstionary component of 
total accruals. Similarly, if the Industr) Modcl :s used in  a r e r a s h  contcrt wheffi inrra-lndusUy 
correlation in discretionary acrr~lals ir expected, then i t  is likely to cxtrgct thc d8Scrctionary 
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available disuetionaty accruak should grow as wcll For example, wauder a 
Iirm that doubles in sLe &an sales in vear r-l of 110.000 to sales in vex r of 
$20.000. Asurnre that tolal ammh a h  double from year r- 1 to ye& t frcm 
Slm to S.2000. If erowih is bored .  the imease in tolal acouals wuld be 
&ibufed-& disn&n when faa i o  We t ion  may have been exercised, 
because the increasein aced is proportional to the increase in sales. 

To contiol for the effect of growth on total accruals. a model that 
assumes a w ~ t , p r o p o ~ d t y  between total accruals and sales in suc- 
cessive periods is used? The amount of total a& that is atIributable 
to discretion is the difference between total accruals in the lest period 
s t a n d a r W  by sales in the test period and total accruals in the bench- 
mark period standardized by sales in the benchmark period. Formally, 

1 orol uru11Lc-~,, 

sa4m,md 

As m DeAngelo (1986), total accruals are assumed to be net income 
before extraordinary items minus cash flow From operations. Cash flow 
from operations is estimated by adjusung workimg capital from operations 
as reported in the statement oi changes m financial posluon m the LPO 
prospectus for changes in all cllrrent operating auoun!ants 

The empuical tests reported ~n the empirtcal results secuon test the 
hypothess that discretionary accruals are greater than zero. Using the facts 
described in the example above, if from year 2-1 (benchmark period) to 
year r (test period), the firm grew by a factor of 2 and total accruals also 
doubled. no incremental disaeuonary accruals would be observed m vear I 

Total 
a m k ,  accrua&-, 

Salei, Salq-, 20.00o l0 ,W 

Because the ratiu of total accruals to sales did not change, there are no 
new discretionary accnrals in the acwuntr In wnuast, il in year r total 
accruals increase to $2,100. then an income-increasine discretionan, " 
acaual is observed 

6 Contcmporuy Accounllng Research 

Other techniques have been developed to estimate dtscretlonary 
accruals. Jones (1991) uses a lime-series approach by regressing totaI 
accruals bn variables exoectad to emlain the nmdhuetionarv accruals 
IPO prospectuses do &t provide aiong enough time sedesif data to 
enwlov Jones' model. Mover (1990) and McNichoh and Whon (1988) llla 
a &o&-sectional approach & spebfic industries. lo lhiF study.~howiver. 
there i\ heterogeneity in indraw representation Beatty and Verrccchia 
(1989) examinLma&eer re-& to-a mandator; a-&tioc chanee and 
icvciop a model tha;co&ares the standardizkd defcrredvtar tl;ows in 
adiaccnt ~ c M d s  with an ar-if model of deferred tax floaa had accruals not 
been managed. Beatty and Verrecehia's model is not applicable to tbis 
stndv because the information necessary to estunate the as-if deferrcd lax 
f lo is  is not available. Thus, the mddified DeAngelo (1986) model 
describedin this section is used. 

An alternate model for estimating diwretionary accruals is to stan- 
d a r d ' ~  by change in sales rather than sales. It can be argued that change 
in sales is a more appropriate deflator because the change in a m a l s  that 
is related to changes incurrent operating acwunts is ~oportional to the 
channe in sales. not to the sales level 4 The validity of the original model 
ven& the alternative model depends on the ass&tion made about the 
acuuabgenerating process. Also, interpretation problems exlst when the 
change in sales approaches zero. Neverfheless, the alternate model has 
considerable ment, and uung 11 acls as an additional conlrolfor the model 
developed above. The results of the alternate model are found tn the end- 
notes to the results section 

- 
~ n i i i e  selection 
me firms used in the tests of accrual management were drawn from a 
sample of 277 IPO firms that (1) went public in the United States between 
1981 and 1984, (2) issued their shares using firm cummiunent WnlraCts. 
(3) were not in the financial. insurance or real estate industnes (SICcodes 
h 9 9 9 ) ,  and (4) were tn ~ndustnes rnth large numben of LPOs 5 R m  
were d r o m d  from the sdmalc II they d ~ d  not have at ledst two lull hwal 
years ot 6perations before going public As described in the prevtous sec- 
tion, the tests of accrual management estimate discretionary accrUalS by 
examuung total accruals in the last two years before gong puhhc. If the 
next-to-last year 1s not a full operaung year, the accruals tests are not vdlid 
because total accruals estimate< for the next-to-last year is not a good 
benchmark. That is, any difference between estimated total accruals 
between the two years may be due to the next-to-last year not being a 
complete operating year. By using a two full-year requirement, 1 dropped 
from the sample all f m  in the development stage. Based on these crite 
na. 211 firm̂ \ in 12 industnes (threedizit SIC codes) were available. 

Firms were then discarded if the tbancial statements in last and next- 
to-last yeqrs before gotog public were not comparable. Financial state- 



ments were considerd noncomparable if a Turn (1) acquired anolher Clrm 
in eilhcr yeas snd (hr acquisiuion was auounM tor using the purchase 
method. (2) discontinued a line of business, (3) changed an accounting 
@cy ar estimate lor which the effects of the change were no1 reponed 
revoactively, or (4) changed iiui year-end. Four additional firms were then 
discarded upon examination of the prospectuses when it was found that 
the f m ,  allhougb not explicilly refened to as development-stage firms. 
were in the dndopmcnt  slagc based on the exuuneiy low sales relative 
to -1s and lhe desaipion of Ihe W busincas activities. Fmally, onc 
firm was dropped because it provided incomplete interim data. The result- 
ingsamplc wnuins  155 firnn in 12 ~nduslne, DL t h a c  IS5 firms. 107 pro. 
vide interim fmamal s ta temem in t h e ~ r  prospectuses.~ Table I provides 
the distribution of threedigt SIC industries in the two test periods exam. 
ined in the study. The 12 industries In the sample represent 58 percent o l  
all firm that wenl public between 1981 and 1984 usinp. Knn.wmmi(men! 

TABLE 1 
bdustly reprucmtalwm in 1hc.pmpLe. 

P C  
code Indurtcynunc - 
U8 011 Pod gar 6eld scmccs 
283 Drnp 
357 Offie and compulmg 

machms 
366 Commumntlonr qupncnl 
367 Usaroniceomponsnt. and -- 
362 Measuring and wnmohg  

dcnas 
384 MsdKal i n r ~ o t .  and 

Nppl t r  
451 Ccrtihsted sn tranrportatlon 
SoB Machinem, wubmentand . 

T u t  year = I  

Number % 

Twt period = i+ l  

Number % 

-~ -- - ---- 
that pr& h a r i m f r m n ~ l  rtatemencin theirprmpecarrw. 

8 Contemporary Aceounung Research 

Tahlc 2 compares the ramplc f- with the p,pulation of funlsonl- 
milment IPOs that wenl public between 196'1 and 1984 for four v h b l c s :  
sales in the last full -1 year before going public, gross p r w e h  lriml tllr 
issue. offering price, and number of shares sold. Mean sales for sample 
Grms is higher than for h e  population. although Ule mediin of the pupda- 
Uon b higher. For thc Uuee remaining variables. thc menn. and m e d i m  01 
the popufatioo inns are groalcr than U w  of the sample ti=. Tests for 
dillereaces in the means of the population and the sample indicate no sig- 
nificant statistical difference between the two groups in any of the four 
variahles. m e t e  results sueeesl that the sample firms are simlar to thd 
cornparahle population of &&commiunent lk& (at Least in the four vari- 
ablcsdiscurscd), despite thc coocenmlion of the sample in 12 industria 

Empkirienl results 
~ U n r p ~ ~ i ~ d r  
The time periods refened to  u. the [allowing discussion can be seen in 
Figure 1. Rrms make their public olferiogs m year r+l. l h e  PO date a 

TABLE 2 
Campwon of ample 61n!5 wUb the populauoo of IPO 6 m  

Standard 
Vanable Mean Medran devxauon Mimltnm Maxunum 

Smplo ofIPOaLFsUed between 1981 .od 1984 In = 1551* 
Salest 45513.W 7407.W 289.082 45 3319,535,033 
Grossprocecds 12.490331 6.W.W 19863,318 750.033 l23.7M.W 
Offcnncprrc 9348 9 W 5 338 01W 23 003 

Number bf 
sharersold 1.973pI 1,lXQOCO 7,045,185 lW,MO 152250.m 

'The'sarnple was drawn from firnu that mads IPOs behvccn 1981 and 1984, Issued 
the shares urmg fum ~ ~ r m t m s o t  conifads, arcre not m the hnanad. real slate. 
or mrursnac ~ndurtncs (SIC cod- 6MOd999) and were lo mdustnes making large 
numben of IPOs. 
tSalu rtprcscots the 12-month revenue for the year More  going pubk. 
me population is all fymr that made IPOr bemeen 1981 and 1984, issued the 
rharu wing firm a ~ i ~ n e n t c o n ~ a ~ 5 .  were. not in the financial. real utats or 
inruranec industries (SICcodcr -999). and did nor issue unit.. 
$Population data obtained from die databare provided by Prafesror Jay Rilter. 
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present a striking diierence. For firms for which the year r annual finan- 
cial statements are the most m n t .  there is evidence of income-inaeas- 
ing diiretionary accrualsTablc 5.  panel B, column (2).  Median esti- 
mated discretionary a m a k  is 1.43 percent of sales, and 60.4 percenl (29 
01 48) of the Cum repon increases @-value - ,045). The Wtlcoxon test 
has ap-value of ,046 ,and the r-lest on whsorized data ylelds a y.valuz 01 
,015. In con~ast .  Grms that provide interim financial stalemeoLwolumn 
(2) in panel C--4lrow nu evidence of accounting djxrr.lion by kuers io 
their year r annual lioancial sratemcnls. Median disactiooary accruals 
account lor onlv 0.01 nercent of sales. arid results of both the Wilcoxon 
test and the 1-t&t on ukorized data are not signif~cant at traditional lev- 
els. A test of the hypothesis that-the median increase in earnings in year I 
for the subsample of firms that do not provide ingrim statements is larger 
than the median increase in eamines for the subsamole of fums that do 
provide interim statements is signifl:ant at the .W levei.10 

The signifwily larger med~an increase in earnings in year r annual 
statements of fums not providing interim information may be explained 
bv earnines manaeement bv these fums.'Althoueh the firms in both sub- 
samples demonst&e signkcant earnings growth"bef0re going public, the 
median increase is sienificanllv lareer for firms for which the vear t annual 
ftnancial statementsare the Idost &rent. This sig~iticantly &her median 
increase in earnings ir accompanied by sipifica"t dixreuonary auuals 
In addition, a median tert indicates that whcreas median standardized 
earnines in 1-1 is slatisticallv indistineuishable between subsamoles. 
median-standardized earningsior firms &t providing interim state&ents 
are signiiicanlly larger (at the 1 perccnt level) than for firms providing 
interim statements. These results suggest that the significantly larger 
tnaease in eamines for firms that do not orovide interim fioanaal state- - 
merits is the result of the exercise of accounting dlsuet~on by Issuers 
There e no endence 01 a s~zmticant chance in cash flow m e~ther bubsam- 
ple-Table 5. panels B and.e, column (4).71 

The results of the tests on the annual sample partitioned on whether 
fm provided interim financial information give $me confidence of the 
exerebe of accounting discretion by issuers If Ihe results of Ihe tcs* arc 
due to miss~edficalion of the discretionam accrual estimation model 
raUler than io the merdse of acsonnlmg dts&etlon, one would expect to 
O h s e ~ e  sienificant Dosluve dlscretkonarv accruals m both subsamples 
~ddi t iona i  confide'nce in the model cah be obtained by determihing 
whether the two annual suhsampls are drawn from the same dislribution. 
To test w h e w  the two subsamples are draw from the same distribution. 
tests of location and dispersion are conducted. Location is tested using the 
nonparametric Mam-Whitney tesl. and dispersion is tested lning the non- 
parametric Siegel-Wey test (noqparametric tests are used &use of the 
presence of large oulliers in the data). l 3 e  two subsamples are compared 
on sales, total assets, net income, sales growth, net imome growth, total 
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accnula ad Droceeds from the issue. In each case. the tests of location 
and &uti& are MI signikiut at naditicnal levek. These rsulh sup  
wn tbe eontention that Ibe firms in the two subsamoles are dram from 
bc6asse.m- ~ b i s  wideoce suggests tbat rJiE&e- in the accrurll 
remks behveen the two subsamoles are due to lhe exercise of actouotinp. 
discrelion (subject to lhe caveakdesaibed in the next paragraph). 

- 
The rcsufla rcponed here are wnsistent with the hypothesis that 

issuers use accounling discretion to increase reponed income in their 
prorpecturnr. However, if Ihc model for estinlating dircretionary a m a l s  
does w t  fuUy coned for lhe effect of growth of nondisaetionary accruals, 
the observed reculh wuld be due to economlc effects rather than umer 
behavior. For example. ~f ~uuers time their olfcrings to follow a strong 
quaner, the evidence from partitioning the data on whether 6nns provide 
interim 6nancial sfatemnts may be due lo smng economic performance 
in the Last reported pcrid rather thao the exerdse of accounting k e -  
lion Additional =Is presented in the next seetion exaudne the effiacy of 
the estimation model used lo this paper. 

Next. a sample of the most current information available in each - 

firm's prospecluiis formed by combining Le  interim Gnamial statemenu 
of Ihc 107 f h s  that provide interim sutemenu and Ihe annual statements 
of Ulc 48 firms that do not provide interim in[ormarion. Thc combined 
sample k used In three ~ n w o l  tesw IO provide additional suppm for the 
hypothess lhat isum exercise accounting d i c t i o n  when preparing the 
Gnaioandal stalcments that are indued in the prospectuses. Ihe fin1 con- 
uol ks~ examines the materiality of discretionary aeauals on net inwme 
in (he t n t  wriod. The mterialitv of d'ietionarv accruals Is resled bv .. . 
taking tbe &tio of lhe change io ninstandardized &etionw accruals 1; 
the ahsolute value of net income in the lest period. The change in acauals 
auribuablc lo disaetion is 22 percent of net income in the mat current 
period rtponcd in lhe pmplc lk .  which is sipilkant at the .C06 leva in a 
onedled W~lcoxoa signed-ranls tesl.l2This result demonstrates that the 
cxerdsc of accounting diuretion is economically signirtcant (27 percent ol 
reported net income) and has a material effect on the act Incomes 
reported by P O  firms. 

The second iest erammes the frequency with whch the accruals amb-  
ulal~le to d i i t i o n  in the test penod turned net lmses into profils (and 
profils into loses). Forty-four of tbe Grms in the sample had losses con- 
vected topofits by making diScretionary amuak (28 percent of the sam- 
ple and 35 pucent of the 127 Grms that report net profits), whereas only 
three C i  had profits converted to losws (2 percent of the sample and 11 
percent of the 28 Srms h t  report net loa~es). n u s ,  for the firms for which 
a dwge mamed. 94 percent reponed a change that wnverted a 10% into 
a profit The hypothesrs that this amdngement (44 versus 3) occun by 
chanoe, d g  that the probability that a Grm wll report a net profit f 
82 027 of 155 b), can be rejected at the 1115 level using the biiomial 
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test ?his resdt is consistent with the hmthesis tbat issuers llse acc0u0% 
$kcrelion w avoid reporting a lors in th; last period before going public. 

The rwults of these seadtivity tests w & i  with the dirccr lwts of 
accrual management (reported in Table 5, panels A, B, and CJ provide 
evidence that issuers !ake actions to intlumce their rcponed net rncomcs 
and that the effects of thei actions areeconomically signirtcant. 

In the thkd tesL the combined sample is padtioned on whether cash 
from omrations is milive o t  nerative. It is asstlmad that firmr with Ps i -  - 
live cash from operations are strong emoomic performen and have less 
seed lo make income-inaeasiog disucllonary accruals thao firm with 
oegativc cash from operations. It is assumed that firmsmrh negative caxb 
from owrallons have Heater incentives to dres  up their p a r  calh flow 

by i da t&  earnings. Although there are some problems 
with this assumption (~owinp, firms sometimes have negative cash from 
operations bec&e canb is be& invested in the upansiou), anrdotal e\i- 
dence sup%es(s that higherquality fums have positive cash from opera- 
tions. For example. Schilit and Schilit(1992) state char a characteristic of 
better LPOs a strong cash flow from operations. 

The results show that 86 funn report positive cabh from operatilrn, in 
their m w  current Gnanaal statements and 69 firna repun negative cash 
from operations The Lrms that have positive cash flom do not show evi- 
dence of the exercise of accounllng diirelion (median discretionary 
accruals -0MS1, p-value in a tarotailed Wllwxon test of .372). Ln con- 
trast, the T i  that repon negative cash flow have signhicant positive da- 
cretionary accruals (median O.WU3.p-valuo .Ol). To the extent that cash 
flow in the most current reponed ~eriod is a measure of econonuc perfor- 
mance, better-pedorming'C~ms do not make income-increasing d~scre- 
lionan, accruals whereas poor-performing onesdo. 

The next tests e x d e  th; bebavtow of discretiooary accrudk in the 
years alter the IPO (years r + l  and 1+2). 11 is cxpected that incomc- 
decreasing discretionary accruals will be obwrved in t h w  perids as the 
accruals made before going pubt~c reverse. For these rebts, year 1 -1  is 
used as the benchmark year. Using year 1-1 as the bencbmark inlpllcs 
that if the discrcllooaq ~ccruals made before the 1PO Lully revene, dl%- 
cretionaty ami l l s  in the post-1PO years w i l l  not be si@canlly Merent 
born zero af Ihcy return, on a grOwth-adjusted b&, LO the lcvel in year 
I -  1. Thus. Ihe hypmhesk being tested k that diiaetionary accruals In thr 
yean afler the IPO will be the same as thaw in year r-I. No directional 
IypotheScs are stated for changes in earnings and cash Onw from opera- 
tions beeswre there is no ex ante expectation about how ttese variables 
behave aller the IPO. Note that Ihc sample sizes for years r r l  and 1-2 are 
reduced (year t-rl to 135 Cum and year 1+2 to 118 Grms) because some 
lirm in (hc original sample were lakep over, othen failed smn after going 
t)ublic. and financial statements for still others wuld not be oblaind. 

The results of these tests are presented in Table 5, panels D and E 
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The rerullr show that d i i l i m a ~ ~  acauals rehun to the level in year 1-1 

* & b % @ M  year r+Z G e a r  r+l,disweti- a d  are rig- 
nikmtly posilive relative to year 1-1 (see Table 5, panel D), indicating 
&at @a i n w m e - h a s i n g  accruals made before going public do not 
revene in veu  i+l. The chnze in e a r t h s  is sb i t haUy  W v e  under 
the ~ i l c o & m  wi r - ~ s .  *"&age in & ~IO; from &iratiom in r+l  
rehrivc to r-1 is not simikmt In vear r+Z.discntiooarv accruals are not 
+&-an* different fk zcro unher the ~ h w  andbtews (see Table 
5. & EL 'Ibis result ' d u t e s  that disaetionarv aecnralr retum to the 
I& in y& 1-1 and implies that the imome-&easing accruak made 
before noion oublic reverse in vear t+Z and return the level of diicre- 
tiooary;& to a "normal" livel. However, because the expected out- 
come of this test is nonreiection of the null hmlbesis of no inuease in 
income-increasing dsaeiionary accnub. theiest is weak To provide 
Woo? l  evideoce of the reversal of the disoetionary accruals, discre- 
tioouy-acouals in r+2 are rLo examined using year r+l  as a benebmark. 
A test of thc hypothesis that dirretionary a M u l s  in year r+2 are neea- 
live usinn r+l n the benchmark is sienifmnt under the W h x o n  lest b- 
value - 513). 

- 
7310chlnges in neither earnings and cash flow are signikmtly diier- 

en1 Imm zcro under Ub? W i h o n  @oh change variables are signi6canlly 
neeaiive usitu ther4ed.U 
-& s@&antlygrialer level of disaetionary acauals in year r t l  rel- 

a& to  yea^ 1-1 may be due to attempts bv ksuen to reduce the likeli- 
hood ofiitigation lyiavestm followiig carniog declines soon alter the 
IPO or to aaempls to maintain eamises levels so that h u m  can liauidate 
the i rhokhg before any bad news a&es that may adversely aflecishare 
aicef (see Riaer 1991).1' - 
'I% resnlts of the.- on yean r+l and l+Zprovide support for the 

validity of the model used to estimate diinetionarv acuuals since the 
obsewk behavior ofdiietionary aMlals is consis&nt with the expecfa- 
tion that dkcretionary accruals reverse. 

M d i r ~ ~ l  IcSLS 
As explained earlier, an alternate explanation for the results rewrted in 
the previous senioa is (hat the disneiionary acawk are due to &onic 
facton IIM to earnings management by h e r s .  In this section. results are 
presented to ~ r w i d e  additiord evidence of the exercise of acmuntine dii- 
-&tion by &uers d IPOs and to suppon the reliability of the estimkon 
modd developed in this paper for estimating d iscre t ioq  accruals. The 
tests use three different samples of non-IPO firms selected from 
Com~uslat. On averaze. non-IPO firms should not have incentives to use 
aofountingdi~retionio increase net income. Therefore, it is hy~lheaized 
that (I) diiretionary accruals of non-IPO Grm arc approximately zcro 
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and (2) P O  firms make more incnme-increashg diietionary accruals 
than do matched non-PO h. 

The first sample maiches each IPO firm with non-IPO i i m  on 
Compuslat that are Crom the same industry (three-digit SIC c d e )  and 
have financial statements from the same year as the most current ).ear's 
annual financial natemenls in the PC) W s  prospectus (save iinrlusVy 
year). Matched firms are then grouped by industry year The matched 
sample contains 46 industry-year groups. wiU1 each group comprising 
between 28 and 202 matched f m  (median of lm f r m  and mean oI W.4 
iums).ts For each indut~y-year matched group, the median estimated dis- 
cretionary accrual.: fn,r year r and median cbarlgec in carlungs and cndr 
flow fromoperatiuns between ycanr-l and r are calcutaled. The Jitribu- 
lions of 46 medians for each variable are used to test whether discre- 
tionary accruals and the changes in earnings and cash flow from opcra- 
tiom of non-IPO firm are zero. The median approach is used because it 
provides a non-1PO Lirm benchmark lhat is not strongly influenced by 
outlies and thus permits useful compansOns of variables belween the U'O 
and non-IPO fir&. 

The first hypotheses test whether discretionary accruals and the 
changes in earnings and cash flow of non-IPO firms from the same iodlls- 
try years as the IPO sample tim are chfferent from zero. The tests are 
conducted by determining whether the means and med~ans of the dlstribu- 
tiom of industry-year medians are different from zero. All tests are iwo 
tailed because there are no expectattons about the direction of the 
changes in accruals, earnings, and cash flows of non-IPO firms. The 
results are presented inTable 6, panel A. The results show that although 
the chances in earnings and cash flow are sigmficanlly greater lhan zero 
under bGh the ~ d c & o n  signed-ranks and ?-tests, discretionary accruals 
are not signifrantly daerenl from zero. This result is consistent mth the 
hypothesis that ducretionary accruals for the matched firms e zero and 
provides validation for the model developed in this paper for estimating 
-~~ 

Next, tests fur differences between IPO firms and matched firms in 
the same indus~y year are conducted. It is hypothesized lhal the disue- 
tionary accruals of WO timu are greater than those of ma- firns. It b 

also hypothesized that earnings of LPO firms will be larger lhan carnin&s 
of malched non-IPO C i .  For each IPO firm, the ditfercnces between 
the year 1 variables of lhe LPO firm and Ibe median measurea d lhe vari- 
ables from the corresponding industry year are determined. For these 
tests. IPO firms are again paNUoned into two groups: finm (hat provide 
interim fmaodal slatemeats in thee p r q m t u e s  and finm that do not. 
The results are reported in Table 6, panel B. They are consis&nt wilb 
thee  reported in Table 5 .  For firms not providing interim slalemnl\. UIK 
Wilcoxon test indicates lhat year r disaelionary a m h  are greater for 
IPO firms Illan for nlatchul firm,. In contrast, lor firms that providc 
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TABLE 6 (wnlmusd) 

P&P ~a(.rfdiEeruIm in d w P  be*- 6~~ .rdmtchd* 
aomo EmL** - ~ p~~ 

Gnnprhn of  nod C u  of no-IPO firms uvlrbcd ao mdurlq y u r  wilh ycar 1 
annul dam of IW Brmr no! prmidingmlcrimriatcmnu in lhc" prorpscIu6es 
(n= 48) Difference Wilcoxon Iest 

Campamon of anual data of non-IPO firm matded on m d w q  y w  w~th year f 
anoval dab of IPO firma provldmg urtenm rtstcmrnts m thclr prospectuser 
(n=107) 
D-ellonary n m a b  0 M3 0 0.25 + 0210 
Total aormals 0019 -0 036 + 0 m4 
Eamree 0 OU -0 105 + o m ,  
Cash flow 0 0 2  -0067 + 0817 

'Frmuliom lhcumeiodvary ycar are Compulat finar that (1) arc m the rpmc 
roduUy aqd (2) have limaoorlrulunmlr from Ihe- ycar m the mon ~ r r e u t  
ycu's s o a u d f m d s u l c r o c ~ u m  .o IPO rum's prmpedtls War r )  
tDuontonuy a-ab r tbe uamste of the d m g e  m mld -aL lbat rr due to 

mted ss 
Dmelronarl Total T ~ a l  lrcrual<,_, 
-4 = * %I--, 
W e  changs m earning. total accruals, and carh flow bctween the benchmark 
psnod and tbc test period rtnndardizsd bgralu in tho testperiod That s. 

wbele Varbsblc rcprescnlr carlungr, drrusoouary accmals, tulal aaruals. or cash 

?Gd'~%xdr.&"p'k mnmor 46 ludust~y.)rar proups, utrh c a d  mdurtry year 
wnupondmgto m IPO firm lo theramplc from that ~odurlrg and rltb annual 
finanaal rratsmnis for that year 
# S d i n o s  lcrrlrforall v-blu are detcrmncd uno. nro-tdcd tests -- 
'% l u t  u moduLicd by ukmg the daflcrencc ktwsco dlsrrclluo.~ accruals. 
errnlogr, or u c b  flow of1POfum and thc rnedlao m e a r c  hm the concspood 
lo6 mdwog y u r  of rmtcbcd fm anJ t w m g  wbclhcr the M e r c o c c r  u. differ. 
en1 fmrnzro S l g o b -  kvsls for samlngs, dmrctwaary aermab, and tolnl 
a m a h  arc b ~ s d  an onc-tmkd m u ,  end tbc slgolhcancc levels for earh now 
from aperatlow are b d  on two-tatled IEN Pos~We Mcrenas mem that the 
obw~at loo for P O  8- IS ysalcr (ban for rnatdsd hmrs 
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TABLE 7 
Results of wotrol m t  performed an 9473 ooo-IPO t m s  matched on sales growth 
md loW rorullr lo year r-I* 

carnine axmalst 

Psnd A: Terb on matched. ~ltlPO lid 

did not indude interim statemenls bere  is evidence of accrual manage- 
ment in year 1 whereas for Cvms that provided interim slatemmu, there 
was no evidence of accrual manaienlenr in year r (hut there was evlaence 
of accrual management io t h e h t e r i m  slatements). The diffcrencrb 
between the means and medians of the two subgroups of malctied Grms 
for all fow lest variables arc not sipiicant.  

The tests in thls section orwide additional assurance that lllc rcsull\ 
presented in Table 5 for 1 ~ d  tlrm capture the effects of amounting d i -  
cretion bv issuers. not real eaminrs erowth. If the model develoned in this - - 
paper effectively partitions discretionary accruaIs, samples of similar, 
non-IPO firms should not vield evidence of additional accouniiue. discre- 
t ion Three different m a t i e d  sets of noc-1PO fm show no eviieme of 
discretionarv accruals. In addition. it is found that when the IPO firms are 
partitioned on whether they indude interim statements in their prospec- 
tuses. firms that d o  not orovide interim statements make s idf icant lv  
more disaetionary acuuals than firms in aU lhree matched seu. In cou- 
trast. for 1PO firms that provide interim statemenu, U~ere is no difference 
in discrelionary accruals between Ule IPO firm and each of two matched 
samples of iirms. These lattet results are consistent with the findings 
reported in Table 5. 

Su-ry 
This study examines the awunt ing  decisions made by issuers of lPOs 
before shares are issued. Issuers of IPOs have incentives W obtain the 
highest possible o f f e ~ g  price for their shares because their wealth is 
directly affected by the price that is set. IPO prices must be set without 
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maolgsmnt by irruns d [PO.. Abarooy sl al. use IPOs &om bcrnsn 
Imopry 1985 md June 1987 d repon +only wak suppan for tho 
W-.." th.(issuenm&e uumuio~uriogdiscxcmnary pcmuls 
before gdng pobk Tbcy rcporf however. m urad.bbn between u b t d  
~~ md hrm size Abaronj rr II. dLws that them vmplc 
wlcstlon mcchod m y  be bLvd towud sekdmg larger LPOs and that thu 
bial may explain Ibc walmc9 ol Ihci msulu. Crmpnriron of hrm riu 
bclvocn Ahnrmy cl al md thh paper Ibow that y m  rtotal u v l r  aud salss 
are m u d  Luncr m their ~ m ~ k  hcdbn  rslu u c  3.8 timu lamer and median 

. , 
To ~ w k ~  thc sckchn  ~ I W  afkkdtbC d b  of Ahamny ct d,  ram- 
p b 6 1 E ~  nud in this paper werepwt~umcd mto I W O ~ M I  group bared on 
total v ~ c u  m y u r  r (muhr  results u c  obtuncdm~uonmg on ralcs m ycar 
r) md tbc tcrb far u r m o m m a n ~ e n t  d d b e d  above were ruo The 
rcrultr &ow h t i t  is sm&cf& that cur- .apuntingdkcretim. 
S~~464y. ' . l rmlkr  tirw h t  do not provide intedmtin&d s t . m n b  
s h m  cvldcar of the cxucisc of aacounthg direction in their anneal stale- 
pcnU wbsruslnrgsr6rms h t  do nor pmvidc htcrim h a r d 4  rtakmntr 
donot Ibm mdcDa o f h  bccvsrdv of u a u l l y ~  in tbw lnod 
n.I=ucnu. Bath l a q e  md d fmm tha  do pmn& mtenm h m d a l  auk- 
msnbshow no endcncs of u m u n h  durrch in their annual nutunemu - - - - - - - - -- - - 
Trm op Ibsinterimdah shmada-&r6rm. exaclre uzountmg duae- 
c l o o ~ ~ h r ~ B r m r d 0 1 1 o L T h r c d U u e  w~kTsntwl th  a w n  
hypothesis m d  byTmmbIq (1989) lhuc rrrults m g y t  that m cxpkns 
Uon far the weak m u l u  repacted by Aharony et Ct. IS thC l a rp  firm bias a 
t b t r  umph and that thurhdmgr u o  mnsrrmnt wrth t h w  remncd m tbs 

12. id U wurepeatcd on the 127 obsemhonriu thc mmbmedsamplc that 
have mdtivc net inmme with similar rwultr 

~ - . - - - -. . . . 
13. Th4 h d u  of WSII on the twopsl-IPO yssn w h g  tho altcrnats model that 

ftandark'by change in ralu ralhcr thad by rah  u c  similar to those 
&t.iacd whgtbc  original model. 

14. Scdion 11 of the Securities A u  allows n suit to bs brauaht bv mv ocrson who 
bougbt a r e ~ r c d r c o r ~ f y ,  whether durmgdrrtnbut,~ or (h; mar- 
ket All IhepbmWmwt prove u that 'any p.11  of the rcguval~onsuluncnt. 
v b c ~  TYh b u t  beEILllC ellsaivc sonlaiasd an uo- sutemmt or rnaccrlnl - . . . . . -. - - . - - - - . .-. 
fa or o&kd to ma& m a t e d  fm I C ~ U ~  w b. s u k d  thcm~n or DS- 
ury to nuke Loruvlucou lhcrclo no1 mulcad~on' 1 -on Il1a)l The 
plsintifldar not have lo show reliance on the u n ~ e ' ~ m u t i o h  2 Drove 
uwnq be~wccn h umu loformstton and the dnmsgesrulkrsd h e  
dsfcndpot clo haw damages redvad by prow& that they drd not result barn 
Ibs cnrvr or oeudou in  thc rc&uauan 'ulsmcnl Thus rn the ~ s n l  nt - - - - - - . - -- - - -. -- - 
dmp in s l d  pme, i n v u t o n ~ l y ~  Iwk tor any means ev&bk to recover 
tbrbscr. UrurunMb mc.mrw mcb ar earnings, rhw a drop mnmm- 

4 t h  a Sock P l w  fall, UVSMrs lO.I seek redress by d s m g  that the 
PI-us mvreprcrentcd the ~m'sfuturc  cnromnr oms- -, . - 

Tbc butden of proofon plabintifb Lrrurcc if a. investor q u i r c d  n rccvrity 
.her $e is-nhm mikav+bk to s&urify hol&n m umingr rum- 
m o t  mvetirng ape r id  o I  .( ken 12 months beginning rfrcr ths cffedve d a s  
ofBc rc&ration starcmsol (Sseoritiu Ad. S c c h  11(a)(5)). If an awm. 
p r u u . c p m i n g r r t a ~ t  har been nvdc avaihbt, the investor murt prove 
nliance on thc unbocs1Pkornt in thc rc@trstionrtaterner,t or reliance on 
the rcgklrahn stalemen1 without Imowiq h u t  the omission. Thw.therc 

arc mcenUvu for luvcn to dlvayragc lovestors fromlothnflng 4tigahon m 
rcrponsc to%pnccfall, andono way ofdumgsomay be to dcferearnlngs 
dcsrsuu. 
0 6  s h u u  held by Lrucn arc r-d m&r Rule 1 4  of the Sscuriucs 
AU at 1933. Beginni  90dayrafkr the date of the prospectus, rssuiued 
rhuw map bc sold i f s n i o  moditions us met Rutndcd darer  maw mot he - --, - 
sold unks; they have been fully pad for mdbcld for two yean Afler o-g 
restnctcd shares the1 have beenfullypad for at kart fwo years, sa lsars  h- 
~tcd m any three-month p c h d  to no more than the larger of 1 pcrccnt of the 
n u m b c r o f s h ~  oumandmr or the svcr.ne w e e h  Uadlnc volnme for a 
four-week penod pnor to ea& ale ~ t b C ~ e s m r n & s  a l ~ o ~ ~ ~ ~ ~  

15 IPO snmpk hrms have thcl;mW wrrcntannud fmanaalstatcments from 
19B0 through 1954 W~th 12 mdur-m lbe sample, there are M)aduay 
years, of which 46 wntam IPOrampk f u m  The tesla reported use matdcd 
bmu fromthc mdurt~y years rspnwnted w thc IW -le 

16 me m l  war a l r o w u d u d  by we~&hog wdustq year prop"uoody w 
thcu rcprcscntaUon m the tvll IPO sampk Ibc d u  wore quahtauvely sun 
llar to tho% reported above, erapl  that the sMeance level for drsae 
llonarv acrruals war hlrbcr lbur oor nsmfronrl 

17 ~cy;iumthu&(111~~~~u~tsd~~&$eannualhandalEfatsmeoh 
bemuse a n d c a n t  number of6rmsm the IPO ramole do notoromdc 
interim inlokuwn that is quamrly. & a rssult, a i o o t  @!e to 
intsrimpcnoh o l I P O h  wlh Cmnpwut h. Mom than 25 percent of 
Ibs h with inlcrh data have inkrimNtunsolr that src not quancrly 

Ahrrony. J.  C-I Lur.aod M h b  lnrud I'ublz Offenugs. Ac~ououng OOLZS 
and Earnlogs Management Conlmporory Acmmnng Rcreard, (Fall 1993). 
&,A, 

Bcany. R.P. sod J.R. Rimer. lnvertmcst Banking. Reputation, and the 
Underpricing of InitialPublic Offcrinm. J o w l  of i-mandnl Economirs 
(JanuGlFc6nrary 1986). 21>2)2 - 

Beatty. R.P. and R. Verreccbia'lbc U f s u  of r Mandated A~wuntrng C h m ~ e  on 
the Capilalkation Pr- G n m p o r a r y  Aacovrling Record, (Spring 1989). 
47l.493 

El&. E IN:& Invcrtmsnl Bnnkutg Dow Joncs-Invm, 1986 
Bottom hc.Tbc Tough S~MCC Urged lo Re& Lawsun ag-tAscowr~mu 

The Bdwm h c  (Navombcr I%), 7 
Clarhn.  P. A Dontoh, G. M q d r o n ,  and S Scfak The Voluntary Indunon of 

Esrroy Forcc~su m lPO PrqscNsw ConlunpomryAaovlmgRrru11d 
(Spnng 1992), 601626 

DeAngclo. LE Auditor Sue nod Auht Qulltty k u r w l  of Accowmg and 
Emwmlu (Dcccmbu 1981). 1K3-199 - Aaaunt~ng Numb- ar Market Vduauon Subrututes A Study of 
Managwncnt Buyoub of Publr Stwkholdcrs The AaovtmgRmrw (July 
19863, W 2 0  \ - Managend Compehuon. lnfomauan Corfr, and Corporate Governance 
I h c  Us of AcmuoWPerfarmarce Mcamres m Ron, Conteru J o m l  of 
AcaruntmgMdE&ru (January 19BBa), 3-36 - Market Vdue Subsbtutes AfEounUng Intormauon and the Vduaflon of 
Pubbcly Traded Equty Workmg Pnpr U1wcrslty of Rochester, 1988b 

HslL W D . and A J  Rcnnor Lcsrons that Aud~tors lnnore at thclr Own Rvk 
JoumalofAcmunt~cy (July 1988). JC-58 



Hcaly. P M  ThcEJfd of Bonus Scbcmu on b u n t i n g  Decisions. Jownnlof 
' and ( A p r i l l m ) , ~ l o 7 .  

Hol~=W. A w ~ M c t h c d C 3 0 i c e :  Oppo&lic Behavior, E&nt 
Comb&& rmd Inf-tion Penpctive.. Jovmol of ~-rm&lgmd 
lbnmmk (Jmuug 1990).ZLr7-218. 

Hugh* P3. SgwUbg bgD& Diwlaimc under AqmnemcInformation. 
I o ~ ~ f ~ m d E o o ~ ( h c  1986). 119-142. 

1Wotnm.RG- J L  Sindslnr. and J.R. R.tsit IniInitiplPublic Offcriner. Jownnl of  

" " .  
Uwveraly. 1989 

KrmrLg. I, a d  W Rotsuberg Ih Valuamn of lnlcrd Pubk OfZsmg. 
~ ~ A m o y M n g  R u e d  (Sprmg 1969). M-515 

McEFImok, M. nnQG P W h n .  Endcnu of Eunus Mmngrmmt from fhc 
Rcnrionlor Bad Debts Jow~lofAcmunnng R-d (Supplement 1988). 

Fvuvvc (Much 1991). %Zl 
Rod; K Wby N w  b u e r  Arc Underyrdosd burn1 ~ J J ' m n u u l L ~ o n o m l u  

(Jur~uryfibnury 1986). 187-212 
SchuI. W K, and HM SEbul 91- Chtp & Hot Tdp I d o ~ a l y t q  Emagvld 

Grovrh G m p m c r  Mmr I.tkcly ro S-d Ncw York lapl~tutc of finance. 
195-2 

XIitlran. S, andB. Truemao. ldormation Qualiq and the Vahation of New 
Qlicr. l o u d  ~ fArmunhgmrdEm~miu  (June 19%). 15M72. 

Trombky.MA. Amounting Method Cboicein tbe Software Industry: 
Chmzlerirtia ofFvmr EIeaing Early Adoption of SFASNo. 86. The 
A-6n.q Review (July 1989) 529-538. 



arnings Management and Its Measurement: A Tlieoretical Perspective 

Acadenv of Btulness, Cambrrdge, Mar 2006,9, 1, ABUINFORM Global 

Earnings Management and Its Measurement: A Theoretical 
Perspective 

Yan Xiong, Ph.D., California State University Sacramento, CA 

ABSTRACT 

This paper presents a theoretical analysis of earnings management literature and its implications for fuhire 
research in this area. This paper is organized around the theoretical focuses of eanings management literature in 
dtfferent periods. Specifically, this paper analyzes the theoietical focuses and the rela!ed empirical evidcnce in 
different periods. Furthermore, this paper sumarizes  an6 evaluates different methods to measure earnings 
management in the literature. Finally, this paper identifies a few imporhut opportunities for fi~ture research on 
earnings management. 

FOCUS OF EARNINGS MANAGEMENT 

The major role of financial reporting is tc eft8ctiveLy communicate financial information to outsiders in a 
timely and credible manner (FASB 1984). To do so, managers are given opportunities to exercise judgment in 
fmancial reporting. Managers can use their knowledge about t\e business to improve the effectiveness of financial 
statzments as a means of communiczting with potential investors and creditors. However, earnings management is 
also l~kely to occur when managers have incentives to mislead their financial statement users (both external and 
internal) by exercising discretion over accounting choices in hancial  reporting. ... ..... -. . . .  . ,. . 

Earnings m.?nagemcnt has attracted a lot of attention in academic research. Early literaturp in the area of 
earnings management examined the impact of acc2i,,mnting choices on the capital market,. Its primary focus was to 
differentiate between two competing hypothes-s. The Mechan~stic Hypobesis, prevalent in the 1960s accounting 
literature, states that financial statement users do not utilize sources of information other than firms' financial 
reports. Investors amve at their decisions based solely on the face value o i  firms' reported financial infcrmation. 
The mechanistic hypothesis predicts that the relationship between accounting earnings acd stock prices is a purely 
mechanical one. That is, investors can be systematically misled by firms' accounting methods and choices. 

Taking the opposite view is the Efficient Market Hypothesis (EhNI). The E m ,  the dominant paradigm for 
financial accounting research in-the 1970s, states that marret ppllces r u i  reflect all avpilable information. There are 
tbre? forms of the EMH: the weak form, the semi-strong form, & ' b e  skong form. The weak form asserts that 
current market prices reflect all infomrrtion contained in b e  part series of timu' stock prices. The semi-strong form 
implies that stock prices reflect all publicly available information while the strong form states that stock prices 
reflect all information including inside information. The semi-strong form is the most c o ~ m ~ o n l y  assumed and tested 
form of the EMH in the literature. The implication of this form is that'the market can s-e through the effect of 
cosmetic accounting changes so these changes cannot systematically mislead the market. That IS, knowledge of 
icformation does not allow investors to earn excess profits because prices already incorporate the information 

Early empirical studies employing these hypotheses failed to confirm the predictions of either one. Prior 
research tested the mechanistic hypothesis by examining the stock market resction to changes in accounting choices 
that increase reported income, but have no cash flow effect. Kaplan and Roll (1972) examined firms that changed 
their depreciation method for financial repofiing purposes from accelerated to straight line and foudd that the 
cumulative abnormal returns of these f m s  were not significantly different f ron  zero arouud the time of the cac:hgs 
arnouncenlent. Their results are inconsistent with the mechanistic hypothesis. On the other hand, a numbcrtof 
market anomalies have been found that challenge the validity of the Elm, such as the January effect (Rozeff and 

1976), Monday effect (Cross 1973), and post announcement drifl (Bernard and Thomas 1989). In addition, 
both the mect~anistic hypothesis and the EMH have come under criticism for the simplified assumptions on which 
ti-ey are based. One of the criticisms relevant to this study is that investcrs are homogel~eous in their abilities to 
obtain and process accounting information (Hand 1990). Since there is a lack of consistent support for either of 
these hypotheses, it is unclear why firms were making cosmetic accounting changes. In response to this question, 
Watts and Zimmerman (1978) developed their positive theory as an alternative explanation for cosmetic accounting 
choices. Positive theory proposes non-capital market incentives for firms to manage earnings. In doing so, positive 
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theory does not contradict the earlier hypotheses, but .instead, focuses on fim' internal conrractual incentives to 
employ different accounting choices. Accounting variables provide the basis for decisions involving resource 
allocation, management compensation, and avoiding debt covenant violations. Management, therefore, can influence 
the outcomes of these decisions through their choice of accounting methods and estimates. As such, positive thcory 
is also refened to as "contracting theory." 

. . .  
The three major hypotheses ~ r o ~ o s e d  by Watts and Zimmernlan (1986) are the bonus plan hypothesis, the 

debt covenant hypothesis, and the political cost hypothesis. The bonus plan hypothesis discusses the role accolmting 
choices play in management compensation plans. In addition to thcir rcgular salaries, managers are frequently 
provided additional compensation based on their management performance. Financial statement data, specifically 
net income, are often used to measure their performance. Thus, managers have incentives to select accounting 
methods and exercise discretion over accounting estimates to improve their compensation. Early researchers 
interpreted thi8'to mean that managers .with incon~e-based bonuses -had incentives- to~.mzkc~income-increasing 
accouting choices. However, tests of this hypothesis were inconclusive. Healy (1985) explains the inconsistencies 
as being due to a failure to control for the existence of upper and lower bounds in many bonus plans. He finds that 
managers are more likely to choose income-decreasing accruals when the upper or lower bcunds of their bonus 
plans are binding, and income-increasing accruals when these bounds are not binding. A more recent instance in 

/ which evidence of earnings management has been found is in Dechow and Sloan (1991), who show that CEOs 
increase their compensation in thcir final years in office by cutting R&D expendihues. 

The second major hypothesis proposed by Watts and Zimnerman (1986) is the deht covenant hypothesis. 
This hypothesis postulates the existence of an incentive for earnings management created by debt covenants. Firms' 
creditors impose restrictions on payments of dividends, share repurchases, and issuance of additional debt to ensure 
repaymdnt of their principal and interest"(Watts 2nd Zimmerman 1986):'These restric€it%~s are often expressed in 
terms of accounting numbers and ratios, such as working czpital levels, interest coverage, and net worth. Therefore, 
the debt covenant hypothesis states that managers of firms with high debt to equity ratios rend to choose accounting 
methods and policies that increase reported earnings to avoid being in technical default of debt covenants. A 
number of studies have examined whether f m s  approaching lending covenants appear to rnawge earnings. DeFond 
and Jiambalvo (1994), using a sample of firins thzt report violating theu lending covenants: fmd that the fums 
employed income-increasing accruals in the year prior to covenant viclation. They interpret these findings as 
evidence that firms attempt to postpone violating lcnding covenarts as long as possible. Swemoy (1994) also fmds 
that managers of firms approaching d~,fault respond with incomc-increasing accounting changes. She fmds that 
default costs imposed by landers and the accounticg flexibility available to mapagers are important determinants of 
managers' accounting responses. 

" 4 

The final positive theory hypothesis, the pclitical cost hypcthesis, OX&IICS the role of accounting choices 
in thz political p-The political process impcses costs on fums or indwuies that are believed to be taking 
advantage of the public and making excessive profits. A determination that profits are excessive may result in 
pressure on these fums to reduce prices or face strict regulations. Managers of these finns may therefore have 
incentives to choose accounting methods and use their discretion to reduce reported profits and lower their political 
risk. Han acd Wang (1998) analyzed oil firms' discretionary accmals in a period of rapid gas price increases during 
the 1990 Gulf War. They report that oil firms that expected to profit from the crisis reduced e a i i g s  by rmnaging 
discretionary accounting accruals to avoid political costs and govenunent regulation. Jones (1991) finds that firms 
defer income-increasing accruals for the purpose of import relief. There is also evidence that banks manage their 
loan loss provisions (Collins et al. 1995) and insurers manage claim loss reserves to meet regulatory requirements 
(Adiel 1996). 

Overall, positive theory proposes three major noncapital market incentives for managers to maks cosmetic 
accounting changes: the bonus plan inccntive, the debt covenant incentive, and the political cost incentive. These 
incentives result from the existence of futed contracts using accounting numbers. Thus, positive theory changed the 
direction of earnings mmagement research from ;hat of examining capital marlcet incentives to focusing on f m '  
intemal contractual reasons for cosmetic accounting changes. 

Recent studies of earnings management have, however, shifted their cmphasis away from positive theory 
and back to capital market incentives as explanations of the opportunistic behavior of m-agers. Recent studies 
exanline the potential for managers to intentionally mislead investors about the underlying value of their firms. 
Specifically, recent studies have examined managers' attempts to influence equity offers by overstating earnings 
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(e.g., Teoh et al. 1998a, 1998b), andlor to influencheir shorkterm stock performance by managing earnings to 
meet financial analysts' expectation (e.g., BurgstaLler and Eames 1998; Kasmik 1999). Consistent with this shift is 
the dealy and Wahlen (1999) definition of earnings management, which is that managers use judgment iu fmancial 
reporting wlth the intention either to obscure a f m ' s  fundamentai value or to affect resourcc allocation. A likely 
reason for the current focus is that managers' abuse of accounting methods has received trelnendous public attention 
(Healy and Wahlen 1999). 

Overall, recent evidence indicates that earnings management appears to be a common practice amoag f m s  
(Heninger 2001) and has recently been made a top priority for the SEC (Levitt 1998). While managers require 
discretion to effectively commu~licate their information to financial statement users, accounthg standards should 
limit opportunities for managers to,present earnings in a misleading fashion. The SEC is currently examining new 
disclcsure requirements and has also formed an eaniings management task force to regulate earnings management. 
To echieve their goals, thr SEC must determine the level of discretion that managers should be allowed to exercise 
in financisl reporting. Information likely to be taken into consideratior whcn making this decision is the impact 
earnings management has on the stock markets and the level of earnings management in firns. In addition, research 
that seeks to identify f m  that have opportunities snd incentives ta improve their stock performance through 
sophisticated accounting techniques rather than by i~lproving their underlying business fundamentals would also ' prcvide relevant valuable information on this issue. 

MEASUREMENT OF EARNINGS MANAGEMENT 

Since earnings management cannot be directly measured, the earnings mznagement literature offers several . 
methods of approximating potential earnings management. These methods include the discretionary accruals 
method, the single accrual method, the total accruals method, the accounting chmges method, and the distribution 
method. A detailed discussion of those methods is presented as follows. 

The Discretionary Total Accruals Method 
The most common method used is the discretionary accruals methcd, which assumes that managers 

primarily rely on their discretion over certair. accoluiting accruals as a mems of managingeamings (Jones 1991). 
Acco~mting accruals consist of discretionary accruals which are inanagement determined and non-discretionary 
acciuais which are economically determined. Mar,agers can exercise thcir discretion over'accounting methods and 
estimates related to discretionary accruals as well as over the t i~l ing of recognizing these accruals. This method 
therefore requires a separation of accruals into discretionary and nondiscretionary comporents. Discreti.onxry 
accruals are then used as the proxy for earnings management. Thc discretionary accruals mcthod may also be 
differentiated into two methods based on the specific accruals being examined. 

The first method is called the discretionray total accruals method. Under thin method, total accmls are 
sepvated inta discretionary and aondiscretionary accruals. Tlie mosf'fkquently used models 'for achieving this 
separation are the Jones model (Jones 1991) and sodified-Jones model (Dechow et al. 1995). The discretionary 
total accruals method has been widely employed in tests of the earnings management hypothesis. The major 
difficulty involved with using this method is the need to identify and separate total accmls  into unmanaged and 
managed components. That is, a given company is expected to have a certain level of accruals that are economically, 
rather than management determined. Including these accruals in the earnings management computations adds noise 
to the measure. Thus, expected or non-discretionary accruals must be removed from total accruals to ach' 'eve a 
reasonable estimate of discretionary accruals. 

The most frequently used models for separating expected and discretionary accruals are.the Jones (1991) 
ana modified Jones (Dechow et al. 1995) models. Thc Jones model assumes that l-.vo variables, the level of gross 
property, piant, and equipment (PPE) and changes in revenues, account foi the l ev8  of uhmanaged accruals 
occurring due to firms' economic transactions. The level of gross PPE determines depreciat~cn expense while the 
change in revenues implies changes in working capital accounts. 

The Jones model regresses total accruals on gross property, plant, md  equipment a d  changes in revenues. 
The regression provides coefficients that are then used to estimate m a n a g e d  accmals. The regression residuals are 
considered to be managed accruals. 

-- 
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[Headnote] 1 ABSTRACT . - - . . . . . - . 
This paper presents a theoretical analysis bf earnings management literature and its implications'fcr fu!ure 
research in this area. This paper is organized around Ihe theoretical focuses of earnings management 
literatwe in different periods. Specifically, this paper analyzes the theoretical focuses and the related 
empirical ~vidence in different periods. Furthermore, this paper sumrnerizes and evaluates different methods 
to measure earnings management in the literature. Finally, this paper idantifies a few important opportunities 
for future research on earnings management. 

FOCUS OF EARNINGS MANAGEMENT 

The major role of financial reporting is to effectively communicate financial information to outsiders in a 
timely and credible manner (FASB 1984). To do so, managers are given opportunities to exercise 
judgment in financial reporting. Managers can use their knowledge about the business to improve the 
effectiveness of financial statements as a means cf communiceting with potential icvestors and 
creditors. However, earnings management is also likely to occur when managers have incentives to 
mislead their financial statement users (both external and internal) by exercising discretion over 
accounting choices in financial reporting. 

I Earnings management has attracted a lot of attenticn in academic research. Early literature in ihe area 
of earpings management examined the impact of accounting choices cn  the capital market. Its primary 
focus was to differentiate between two competing hygotheses. The Mechanistic I?voothesis, orevalent 



Taking th9 opposite view is the Efficient Market Hypolllesis (EMH) The EMH, the dominant paradigm 
for finsncial accounting research in the 1970% states that market prices fully reflect all available 

? , .  

information. There are three forms of the EMH: the weak form, the semi-strong form, and the strong 
form. The weak form asserts that current market prices reflect all information contained in the past 
series of firms' stock prices. The semi-strong forrn implies that stock prices reflect all publicly available 
information while the strong form states that stock prices reflect all information irlcluding inside 
information. The semi-strong form is the most commonly assumed 2nd tested form of the EMtl in the 
literature. The implication of this form is that the ma! ket can see through the effect of cosmetic 
accourting changes so these changes cannot systematically mislead the market. That is, knowledge 
of informatior? does not allow investors to earn excess profits because prices already . incorporate . .  the 
information 

Early empirical studies employing these hypotheses failed to confirm the predictions of either one. 
Prior research tested the mechanistic hypothesis by examining the stock market reaction to changes in 
accounting choices that increase reported income, but have no cash flow effect. Kaplan and Roll 
(1 972) examined firms that changed their depreciatisn method for financial reporting purposes from 
accele~ated to straight line and found thatthe cumuiative abnormal returns of thsse f i n s  were not 
significar~tly different from zero around the time of the earnings announcement. Their fekulfs are'" 
inconsistent with the mechanistic hypothesis. On the other hand, a number iof market anomalies have 
Seen found that challenge the validity of the EMH, such es the January effect (Rozeff and Kinney 
1976), Monday effect (Cross 1973), and post announcement drift (Bernard and Thomas 1989). In 
addition, both the mechanistic hypothesis and the EhrlH have conic under critic~sm forthe simplified 
assumpt~ons on which they are based. One of the criticisms relevant to this sttidy is that investors are 
homogeneous in their abilities to obtain and process accounting information (Hand 1990). Since there 
is a lack of consistent support for either of these hypotheses, it is unclear why firms were making 
cosmetic accounting changes. In response to this question, Watts and Zimmerman (1978) developed 
their positive theory as an alternative explanation for cosmetic accounting choises. Positive theory 
proposes non-capital market incentives for firms to manage earnings. In doing so, positive theory does 
not contradict-the earlier hypotheses, butinstead, focuses on firms' inter~al,contractual,j~~entives to 
employ different accounting choices. Accounting variables provide the basis tor decisions involving 
resource allocation, management compensation, and avoiding debt covenant violations. Management, 
therefore, can influence the outcomes of these decisions thraugh their choice of accounting methods 
and estimates. As such, positive theory is also referred to as "contracting theory." 

The three major hypotheses proposed by Watts and Zimmerman (1986) are the bonus plan 
hypotiiesis, the debt covenant hypothesis, and the political cost hypothesis. The bonus plan 
hypothesis discusses the role accounting choices play in management comper~sation plans. 11, 
addition to their regular salaries, managers are freq~ently providea additional compensation based on 
their management performance. Financial statement data, specifically net income, are often used to 
msasure their performance. Thus, managers have incentives to select accounting methods atid 
exercise discretion over accounting estiqates to improve their compensation. Early researchers 
interpreted this to mean that managers with income-based bonuses had incentives to make income- 
increasing accounting choices. However, tests of this hypothesis were inconclusive. Healy (1985) 
explains the inconsistencies as being due to a failure to control for the existence of upper and lower 
bounds in many bonus plans. He finds that managers are more likely to choose income-decreasicg 
accruals when the upper or lower bounds of their bonus plans are binding, and income-increasing 
accruals when these bounds are not binding. A more recent instance in which evidenca of earnings 
managemen! has been found is in Dechow and Sloan (1991), whc show that CEOs increase their: 
compensation in their final years in office by cutting R&D expenditures. 

The second major hypothesis proposed by Watts and Zimmerman (1986) is !he debt covel~ant 
hypothesis. This hypothesis postulates the existence of an incentive for earnings management created 
by debt covenants. Firms' creditors impose restrictions on payments of dividends, share repurchases, 
and issuance of additional debt to ensure repayment of their p~incipal arld interest (Watts and 
Zimmorman 1986). These restrictions are often expressed in terms of accounting numbers and ratios, 
such as working capital levels, interest coverage, and net worth. Therefore, the debt covenant 
hypothesis states that managers of firnis with high debt to equity ratios tend to choose accounting 
methods and policies that increase reported earnings to avoid being in technical default of debt 
covenants. A number of studies have examined whether firms approaching lending covenants appear 
to manage earnings. DeFond and Jiambalvo (1994j, using a ssniple of firms thet repoti violating their 
lending covenants, find that the firms employed income-increasing accruals in the year prior to 
covenant violation. They interpret these findings as evidence that firms attempt io  postpone violating 
lending covenants as long as possible. Sweeney (1994) also finds that manage% oi  firms approaching 
default respond with income-increasing accounting changes. She finds that default costs impcsed by 
lenders and the accounting flexibility available to managers are important determinants of managers' 
accounting responses. 

The final positiue theory hypothesis, the political cost hypothesis, examines the role of accounting 
choices in the political process. The political process imposes costs on firms or industries that are 
believed to be taking advantage of the public and rnaking excessive profits. A determination that profits 
are etc~ssive may result in pressure on these firms to reduce prices or face strict regulations. 
Managers of these firms may therefore have incentives to choose accounting methods and use their 
discretion to reduce reported profits and lower their political risk. Han and Wang (1998) anaiyzed oil 
firms' discretionary accruals in a period of rapid gas price increases during the 1990 Gulf War. They 
report that oil firms that expected to profit from the crisis reduced earnings by managing discretionary 
accounting accruals to avoid political costs and aovernment reaulation. Jones (1991) finds that firms 



Overall, positive theory proposes three major noncap~tal market incentives for manayers to ri;zke 
ccsinetic accounting changes: the bonus plan incentive, the debt covenant incentive, and the political 
cost incentive. These incentives result from the existance of fixed contracts using accounting r~umbers. 
Thus, positive theory changed the direction nf earnings management research from that of examining 
capital market incentives to focusing on firms' internal contractual'reaso~sfor cosmetic ilcCtuntirig 
changes. 

Recent studies of earnings management have, however, shifted their emphasis away from positive 
theon] and back to capital market incentives as expla~iations of the opportunistic behavior of 
managers. Recent studies examine the potential for managers to intentionally mislead investors about 
the underlying value of their firms. Specifically, recent studies have examined managers' atterLipts to 
influence equity offers by overstating earnings (e.g., Teoh et al. 1938a, 1998b), and/or to infl~ience 
their short-term stock performance by managing earnings to meet financial analysts' expectation (e.g., 
Burgst3tiler and Eames 1998; Kasznik 1999:. Consiztent with this shift is the Healy and Wahlen (1999) 
deiinitior, of earnings management, which is that managers use judgment in financial reporting with ik,e 
intention eithgr to obscure a firm's fundamental value or to affect resource~allocatlon. A.likely reason 
for the current focus is that managers' abusa of accounting methods has receivsa tremendous public 
attention (Healy and Wahlen 1999). 

Overa!l, r-ecent evidence indicates that earnings management appears to be a common practice 
among firms (Heninger 2001) and has recently been made a top priority for the sec (Levitt 1996). 
While managers require discretion to effectively communicata their information ts financial statement 
users, accounting standards should limit opportunities for managers to present earnings in a 
misleading fashion. The sec is currently examining new disclosure requirements and has also iormod 
an earnings management task force to regulate earnings management. To achieve their goals, the sec 
must determine the level of discretion that managers should be allowed to exercise in financial 
reporting. Information likely to be taken into consideration when making this decision is the impact 
earnings management has on the stock-markets ar~d the level of earnings management in.finns. In 
addition, research that seeks to identify firms that have opportunities and incentives to improve their 
stock performance through sophisticated accounting techniques rather than by improving their 
underlying business fundamentals would also provide relevant valuable information on this issue. 

MEASlJREMENT OF EARNINGS MANAGEMENT 

Since earnings management cannot be directly measured, the earnings management literature offers 
several methods of approximating potential earnings management. These methods include the 
discretionary accruals method, the single accrual method, the total accruals method, the accounting 
changes method, and the distribution method. A detailed discussion of those melhods is presented as 
follo~vs. 

The Ciscretionary Total Accruals Method /' 
The most common method used is the discretionary accruals method, which assumes that marlagers 

I plknarily rely on their discretion over certain accountins accruals as a means of managing earnings 
(Jones 1591 ). Accounting accruals consist cf discretionary accruals which are management 
determined and non-di~~retionary accruals which are economica~!~ determined. ~ a n a ~ e r s  can 
exercise their discretion over accounting methods and estimates related to discretionary accruals as 
well as over the timing of recognizing these accruals. This nethod therefore requires a separation of 
accruals into discretionary and nondiscretionary components. Discretionary ascruals are then used as 
the proxy for earnings management. The discretionary accruals niethod may also be differentiated into 
two methods based on the specific accruals being examined. 

The first method is called the discretionary total accruals method. Under this method, total accruals are 
separated into 'discretionary and nondiscretionary accruals. The niostfrequer?tly used models fo~.- 
achieving this separation are the Jones model (Jones 1991) and modified-Jones model (Uechow et al. 
1995). The discretionary total accruals method has been widely ernployed in tests of the eernings 
management hypothesis. The major difficulty involved with  sing this method is the need to identify 
and separate total accruals into unmanaged and managed components. That is, a given company is 
expected to have a certain level of accruals that are econornically, rather than management 
determined. Including these accruals in the earnings management computations adds noise to the 
measure. Thus, expected or non-discretionary accruals must be removed from total accrusls to 
achieve a reasonable estimate of discretionary acciuals. 

The most frequently used models for separating expected and discretionary accruals a;e !he Jsnes 
(1991) and modified Jones (Dechow et al. 1995) models. The Jor~es model assumes that two 
variables, .the level of gross property,plant, and equipment (PPE) andchanges in revenues, account 
for the level of unmanaged accruals occurring due to firms' economic transactisns. The lersl of gross 
PPE determines depreciation expense while the change in revenues implies chznges in working 
capital accgunts. 

The Jones model regresses total accruals on grgss property, plant, and equipment and changes in 
revenues The regression provides coefficients that 2re then used to estimate ~lnrnanaged accruals. 
The regresslon resrduals are cons~dered to be managed accruals. 

I 



the modifled Jones model, total accruals a&? regressed on gross propefjy,.plant, .and equinment and 
the change in revenues adjusted for changes in receivables. The current study edopts the modified 
Jones model as the means of decomposing total accruals in:o their unmanaged and managed 
components. 

The original tests of the Jones (1991) and modified Jones (Dechow et al. 1995) models were 
performed longitudinally over firms with sufficierlt time-series data to estimate f i m ~  specific coeffisients. 
These coefficients were then used to estimate discretionary accruals for a partiwhr year. 
Subsequently, many studies have estimated these models cross-sec!ionally (e.y., Teoh et al. ;998a, 
DuCharme et al. 2000) and using paired data (e.g., Haninger 2001). Since the modified Jones model 
is an extension to the Jones model, only the modified Jones model is specified in the paper. 

The modified Jones model specifies that-each sample firm is first matched with all firms haviny similar 
SIC code as the sample firm. Total accrl~als are regressed on gross propeey, plant, and equipment 
end the adjusted change in revenues for each group of control firms matched wit11 a given sainple firm. 
Data for the regression is taken from the fiscal year prior to the sample years and all variables are 
scaled by beginning of the period total assets. 

There has been considerable discussion of the efficisncy of the modified Jones model in detecting 
earnings management (Kang et al. 1995; Guay et al. 1996; Peasnell et al. 1998). Peasnell eta!. (1998) 
demonstrate that the modified Jones model controls for only a small amount of normal working capital 
accrual activities. Therefore, recent studies have developed en alternative discretionary accruals 
method (Teoh et al. 1998a). 
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Due to imperfections in the models used to identify discretionary accruals, the discretionary accrual 
proxy can be noisy, regardless of the model used. However, under most circunlstances, discretionary 
accruals are the most effective prox' s for earning management (Teoh et al. 1999). /" 

Enlarge 20O0/0 
Enlarge 400% 

The Single Accrual Method 1/ .. . .  . 

Soma studies have also exsmi~ed earnings management using only a single accrual, such as bad 
debt provisions (e.g., McNichols and Wilson 1988), depreciation estimates (e.g., Teoh et al. .1999), 
atidlor deferred tax valuation allowances (e.g., Teoh et al. 1909). Attempting to detect earnings 
management using a single accrual has its own disaavantages. First, earnings management can be 
detected undsr the single accrual method only if the accrual teing examined is managed snd it is 
usuallf difficult to identify the specific accrual used io manage earnings. Even if the appropriate 
accrual is examined, the effect of managing any one accrual by itself may not be !arge enough to 
achieve statistical significance. secondly, it is logical to assume that managers ilsc more than one 
accrual when managing earnings. Therefore, while the single accrual method is effective in detecting 
earnings management in some circumstances, it fails to detect earllings management under most 
c~rcunlsiances (McNichols and VVilson 1988). Moreover. construct validitv is lower for the sinale ., - 

accruai method'than the total accrual method because single accrual c'an be easily influenced by 
other variables. For example, an income-increasing change in a firm's bad debt provision could be the 
result of earnings management. However, it could also be the result of a change in the firm's credit 
policies or simply a change in overall economic conditions. 

The Total Accrual. Method v" 
Studies have examined earnings management by i~ivestigatitig total accrcals and accounting changes. 
Healy (1985) uses both the total accruals and the accounti~ig changes methods when examir~irlg the 
effect 3f bonus schemes on accounting decisions. While he finds support for his hypotheses ming 
hnth ngrninne m ~ n z w i n m n n t  nrnvinc h n  c,onnnrtc t h d  tho tnt-1 ~ r r r b c = l r  mnthnrl ir  mnm rnn,...l:nr 
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accounting methods in years following the initial change. In general, although the total accruals 
 neth hod is also noisy, it is generally more effective than the accounting change method in detesting 
earning inanagement under most circumstances. Additionally, it provides information on the extent of 
earnings management, which is of concern to the SEC. 

Although this measure is noisy in detecting the magcitude of earnings management, and can not 
identify the specific measures used for managing earnings, this measure can provide an indication of 
the existence of earnings management. Moreover, this measure provides an easy way far investors to 
evaluate the likelihood that a firm is engaging in earnings managenient without the use of 
sophisticated statistical metb d 
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The Distribution Method / 
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Recent studies examining the prevalence of earnings management in order to avoid reportins losses 
andlor sarnings declines have adopted an additional approach to test for earnings managernent. 
Burgstahler and Dichev (1997) examine the distribution of earnings changes and rsported earnings. 
They f i ~ d  a higher frequency of firms with slightly positive earnings (or earnings changes) than firms 
with slightly negative earnings (or earnings changes). This approach is considered more objective in 
terms of detecting the prevalence of earnings management than the other methods discussed. 
Conversely, this approach has failed to disclose the extent of earnings managenient and the specific 
methods or accruals that are used for eainings management (Heal\; and Wahlen 1999). 

!n sumn?ary, each measure of earnings management has its own advantages anil disadvantages as 
identified above. In the absence of a perfect model for detecting earnings management, earnings 
management studies should utilize different earnings management measures to enhance the 
robustness of . . their results. . . . , . . . . . , . .  
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scrn;~la-tiiata !ill>,< diln rcxtriihtiil-is~si uim~g. il;il IT;, n,cn::indlliaaik;in h:rlnra niana1i.r 

mcld;ukan man+ji.n~~ri I:~h;l pasha rcitruhtur:\.~.,i 111,1119 ~Sutrisno 2005) 'I'tmunn in, 

meiupah;rri masrbiiti hag, pcnyusun stiuirlar ,duniansi iintuk tncl~gc\.alu:~s~ 1's \K. l o  

54. ylng mcn~nhui  I:~h:t &iri rz\truktiinhai ui:it,? (I \ I  19'iR) Se11;ih khih nil21 ~ h u l t a \  

<~?II!+II ili1,ti tcrcatai ut.ing lchili Ih;i~h d~akui  s~ l>~ i~ , ; c i  t ; t ~ i ~ h , i l i : ~ ~ ~  1110d,il ~ l ~ s e t c * ~  
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P;%lak. Inbcl 7 n~enl~i?juhkau hahwn pcmb:lyar;in p a i d  hewsosiasi Jctignn 

~~ctau~!z~wn I,il>.~ (ku~i>iitzn dzngaii llavde\\- 1997. (ii~sntlier 1904 dnn Uoynton ei ol. 

1'J"Lj l:h~islcnsi p4jah dapat dihtdakan ;ult;ua pemhaysmtt p:kjnh (pt~jzih ijtiij dan pajsh 

!.~iig~uIl~~li.  Pel-tnnin. Stolo~i)  dan Breton (2000) tnetlgkdeg~xik:ln prmhayaran pitjitk 

I h i  I o I 1 1  . \ I ~ U I ~ ~ I I I I ) ~  hnli\re pcruralmiti hcrai- nictnhny:~ pajai, 

i;hlI? tinsi;i cc11111gg pt111hayar311 pajak ;id2~lnh moti\ari m;majemen laha. Kedila. pqiak 

1.ixi~:g~~Ii~ui tirn!>iil dari peihi.&i;wil jnn~l;rh pk~jak mcnurcil I;ihn iirkal dim i;lha akuntiinsi 

I'.iinI, ii11i~:g1iti;u1 m ~ n i n ~ h i ~ l h i ~ n  peng;lhu;ui hi.b,u~ (pci~dapatan) tang~11lla11. 

I'~i~gclo1.1nti hchan (~xodnpatai~)  pzijak tnngguhnn ~ni'rup;lh;ai sti-~i~.gi i n iu~ i~ j~mcn  lahn. 

l'rr~ureut.r.att Kinerja ;~r l tar  PCIUSP~BI~II .  L b c I  7 n~c t~un jUhka~  bdiv.;~ 

pi~i~""..cr&!> LII~CTJ,, (~xi)dap~!an dim biavni ,irViu pcrm:iI~aw berasosiasi dztigan 

~ L T L I ~ L J I ~ ~ I I I  liihil. hon,<~slsii i iangi~~i l3i'nzisli (1997) Pengysscran ini Ji~ndikmihan dal-I 

l.;l,c: r c d i i ~ ~ i i  mi.n:inggnrip Leiugian iigmjikiil,. hett:ldann jasa pmiliii daiam psngalihnn 

.~hii\.i ict.ip. pcnp.il>l~nn .~bli\a tctap bars~fht linitinpnsl. s~gn~ l ih ;u~s t  dainpnh tl-ansakal 

cl,!I:i~)~ I I L I ~ N I ~ I ~ . . I ~ ~  > \ I I ~ I ~ c I \ > I .  ~pih,tk-pil~ah liuI>~~i~gii~i , s t~i i~ewa 1itI;lk ~ I i ~ ~ n g k a p k a ~ i  

\CL,X,I inc~n,scl;~j. ~ [ X I Y ~ I  ~ ~ C I ~ V C S ~ ~ I ~ ~ I I  (IJI~LIII pelnpo~m lr:i~~<;iLsi ~lntuL ~ n c ~ i g n h ~ ~ r k : i ~ ~  

. i ~ l ~ ~ i , i i i ~ i  ch.oniw~i. &in hi,n\<xitr;lsi ki.pemiiiL:oi h.~h;irn oIc11 hoiu'illg cor t~pq, : .  ripe- 

I I !Y p<n!~,~:<,c~tn hin~ri,i  ~n~c lx iu~  l>c~~.it~aliu~ c l ~ n  p e ~ n l ~ c l ~ ~ ~ ~ i .  11mItimg ( I a i  hcrpi~~tnng 

, I , I I > ~ J  I,!m:::i d;,n ,rt.~u tsnya jatuli tempo!. mcn>caa diiu mtrrw\*ak;ln. d m  pcngnlili;~~~ 

. : L i ~ \ . i  I'<t,g-.xcl-.oi I I I I  I I I ~ I I ~ ~ I > > : I  ~t~+ri~p:~k;ixi ~ ~ I : L ~ I ~ S . I I . : L I ~  j~iri~sip Aut~lilnai ~n i> i~ ln )a  

~ l i  p c ~ ~ t ~ g h u i  tr.liis.ik\~. ~ S I I  pelapc>r:111 SLI~ITLI tr;uiqakst. 

oic>r-rin:gi~ih.iii ~irionri;lil bcrs;ih\tan~~ 11uhu111 dnr~pida s~;bitansi i.kotiutni. dan 

~ ~ c ; ~ ~ , I I I : ~ I I  tiil;rin~;~~i 1hcr~uI)~tansi hc11;tngai dcnq;~n tneng:~hi~il;ro subst:nr\i akonorni nil. 

1~21~2~:2~~~~r.111 -. ~ I I I L I , , I  ; i t l~tr ~ :cms~i l ix~n  Ihzu~>a I G I ~ < I ~ I  p:lci>~ ~ I C ~ I L ~ ; I I I ~ : I J I  1:ing ~iieitdcr~ta 

SIMPOSIUM NASIONAI. AKUNTANSI X 
Unhas Makassar 26.28 Juli 2007 

kerugian ;itau pcnurunxi lahi,. lnl;,rnia,\i pcnlinmdn kin;rja ini rnsrijsdi argumen unluh 

r n s n ~ i n i n t u n ~ k ; ~ ~ ~  upah humh. pzlic~ndaai pz~nli.i>ari~~i ritatig. pcnurunan (peng11:ndarsn) 

pemhayarw dividen hngi psmcgang ialtam ~ k ~ t e m a l .  rnelninimumk;~~ pdniha>aran 

p8.i.k. atail psilgliiodarnt~ t m g p n g  jawab \i,c,,il d;ui lingh~og;,n. Psnggessrru~ kinsrja 

ini tnet~connii~kan ihiaia politik hag! pen>s;ih.l;o~ pljhlth 

Elendnla Elninanlbunpal~ l'rjaho. tii.ndal;i h c ~ i t 1 3 t 1 t l 1 1  u\:~lla I~eri~nplikilii 

p:da pcog;~ku;m kcrugiiln pci iumnx m;mf~:iu <kanomi ;thti\rit Fznirnrniu~ lab;, ilhlh:it 

kendala kcsii~:~mhong;m rnerupkan u p q a  ~rhtmtnnsi u:ituk n~en!pungkapk:u\ s~bstanst  

ckonnmi mcngcnnl koi~disi p~rusiiliiiiii~ dl t i i i l \ i i  <itpii~,. Si in~i~l i .  kcndala L~.\inntnhullg;ili 

rni.i~imbnllwi~ 1lcAi.ihilitns da la~n  dcrzyst pcnr.ahitim hchan atarl keruglan dl II~;IS.I hirii 

Fial i t~i  rnenccmiioh;ui <k\islcnsl koidlik ant;s~:t ab~int;lnri a i ~ u a l  hang hsrt)risnrasi pad;% 

hinega jangka ~>anj;uig ( ~ ~ i s a  ddpan) d;tn gc1:iin i>ianaji.mcn laha l a n g  bsronentasi piidn 

kinarja jangkn p tnd tk  (mas:! klni). Pznganilr k:nd:dn Lcsura~nhungm ucaha tcrhadnp 

penunttiall lat~a mcr-up:tLao ~ ~ r n o t i f ~ ~ l ~ ~ i s i i s "  dii/.iil~ i i i i i ~ ~ i i i ~ m ~ t l  liiha. 

1.2.2. SIK.\LR(;L . \ I . & h h . ~ ~ h l l ; ~  l,.\ll.\ 

Str,~tcgi nuar~,~jcincn I;$I>:t d : ip~t  dihcd.ih:~; ii~?iijndi ~ii;~na.ii.oii.~i laha snitisi.11 d;u~ 

manajsmen litha tr:u~<;!kslon;ll (Srolon.. d:iit l$r<i ,~n 2000) Pznisnhzln tnzldkuk;u~ 

m;in;ljoincli l h ; i  ,irt~li\,nI incliiIi>i pc~n.inl"iit;u~ llehsihil~ms pr~nsip nLunlaii\l dan 

pi.l;mggw;m prinsip ~hu t i tws i  Pemi~ntbntsn lli.k\~bilitoi ]XIIL\~P aki~iit~tnit mel~puti 

pn~klih-pfilklil. ahuntansl \all% konhcriaiil. incir;~l. d.ui agresif ( l>ecl io~ dm1 S l~nn*r  

2O00). hl;~najemtn 1nb;i t~nr~snksiot~al mcn~ji.ihim l~ inh th -p r~~k l ih  opcraslonal dtaii 

pcncipt;~en tlnnshsi yaog mempsngnruli, I ; i l i . ~  deng~ i i  kctcrlihat,m plhak th\lcnial. 

tmi\:iInjt~ t~ .a t~s:~hs~ a k ~ i s i ~ i .  nz~n<aksi <In c\t.t\i. ci:m taax1\,!h51 dtnsan p~iIi:%h-piliah dd'%ni 

Iir~hnttgan istiinew;~. jadi. pr-aktik ni;mqjami.i~ 1;lha d:tp;iI d~hatugorihan rncnj:~di tiga. 
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~ ; ; c l ~ p : ~ l  il;i\<ihiIli:t\ prii~\11, .~kuinaisi. pcl;~ngg.tr;o, prmulp ;di~ntims~. ill11 oliinajcmeii 

1.117.1 t i  .~i~,,:rh\ion.il S.ilicl S nien).i,iiL:~ti hctrgd~onis stmtcgi ini. 

Fick\ihilir~ts I'tiosip \kuatansi. 'Sahel X p:uicl .\ rnen?;~jikin ~ l r i l f eg~  

f I : h i i l ~ l i i l : ~ ~  prlllsl]) .ik~iltdtlsi i:lcL~ibiiitn\ ini i~lclipi~ti ( I )  es11m;isi pcn?~rihmm piinru~g 

n~cn>!~>i~:llhnli 1rcIr:in l>et~yr\iI~i~ii pl~lti1115 ( ~ O I I S I Q ~ C I ~  dcngan 13cnci<Il I907 dan ILchow 

t !  . IO'I?). (21 c<tiii~,~s! pciiv~siIi;ii~ psisedi:~.m ii~cnimholhnti bchan pcn?isillar~ 

p z r i s d ~ ; ~ ; ~ n  (ho~~srs t<n ilcng:in Rsncis11 1'l')7), (3) esiimssi omur ;lkli\.i~ atau tarip 

p c n ~ ~ ~ u I : ~ n  ni<~~irnI~~ilh.m hchnn psn\.Lr\ulan (konsiaten dengm Neil el iil 1995 dail 

31ii.11;lui)n c! 1')') I. d;m (4) cstirnnsi n l a a  m;uif>iut bin\,;i t;inggulii!rl menimbulkn~i 

l,:I,.i~r ,ill~ollis;~\i h~.i!:i ti~~>ggrlIiir~i ( k o n s i ~ t ~ ~ i  dctlga~i 13~11eish 1997 diln i~loses  1987). 

I'cnii.i11.1.11? siicniilih~ hshshn~nn unloh menipcrnlclr kc>akin;u~ mungcnai kewajara~i 

bcI3,ai-hcbnn i.slitnasi>rn mi. F i r k ~ b ~ l i t n s  pi.ngest1masian pcnyisihm p i i ~ t a ~ ~ g  d m  

j1~1:~.1~111:iii /)crsedidiln r71crr1pakdn nlndur ter t i~igg~ dalan~ strategi malnjcmzn laha. 

T.ib-i 8 ~nst~mljuhkxn lh;ihus mzmjer pcmsnl,imri ~nenpgr~naknn ssdikit strategi 

Ilchs;hiIil:rr pi~in-ip ;~kiinti~n.;r (ornoo1nya sirategi pc~i>isilian piutang dim porssdia;u~) 
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nlzni i~khn 11arg:i pokok  pcnjualm~, ( 5 )  tiiet~cat:il ~n\cst;ni kepemtlikan sallan crhzsar 

20"o ilehih) dcn;:,rii n i~tode hi:i!a (kuris~ucri iii.ng;iir li:rilii.)d & Com~\kcy  1972 d,iir 

U a r c h r  & \lslcolnl 1970). i01 inclapork;~~ ,:ri,,di::i! ncgniil (ii.iisili li.blli n~l:i~ hoku 

;It% hiayi, pcroIc1i;i~i in\.ri:iasi io~ak perusaiiiian I de.-ti~an rriiL\a ;unonisa\i 20 tahun unnih 

t!ien~i,-unh:in hchan an~on~s i ! s~ ,  d:rI>irn lid I ~ I .  ;;(,odv c!l ~ n c ~ a t i f  wIiani~n\a  I ~ ~ C L I ~ U ~ . L I I ~ I  

biaya pcrolcl~an ;ihti\a non 1:miar. 17) rn?ii<;ii:it jxl-si.diaen fihtii  (konsisten dsngilri 

Ilcneiih 1097): dalwn ha1 ini. mencat:u lie~~cdl;inu s;t,eam hiaya up21h. d w ~  (Rj 

memhust laporan men?es;ithan tcntatig kerugian hchilruigarl persediaan. dengan t ~ d a k  

lncngcstilnasi prndnpatan d:il-i hlairn asuran\i \:mg mzngurangi kcrugim Kaalahan 

pcrhitunpw Ilarg:~ pol;al, pci!ju;dm~. prlayor;tn yoi>;/ir,:ll ncgatil; d;in pr.n><\i~tiit> 

pclaporun hcnigiii~i hchilangali perscdimi ~ i ~ c r ~ ~ p a k a n  iIr.~tegi rnanajorncn lahs >ang 

berlaku spssifik (hi-rniiai lohnl) dnti helutn terldentifihnsi dalam penelitian tndahi~lu 

Tcmiian ini mcngiiidibsikan h&wa manajzr pzru<alia;u~ puhlik di Indonesia sangat 

toleran dalam p c l x ~ g g a a ~ ~  prlnsip .ihio~tansi 

l l a l ~ a j ~ r n o ~  1,aha Transaksiunal. 'l':ihel 8 panel C mcn??jihm stratcg 

manajemcn 1;iha tr,~n<:lhc~unal. Stratcgi ini n ~ ~ l ~ p u t ~  j l )  hcmgimi s~.lislh kur\ akihat 

p<nihzlian inipor d.lliiril ralittn iislnx (konsj\ici~ d ~ n g i r  I B S ~ ~ I I I I I V ~ U I ~  1Sldin 1989). 

(2) ahui\i.i pcrusnlr;l;~n lnul ynng proiriiihlv :il.iii cii\~i.\t~i\i anah ~ n a i r l i a a i ~  vnnx 

mncnd2ritn kcmglmr (honi~ston dongan Ili.ni.iili 1999). (3  j penc;italan pcndap;itan dali 

li;~rga pokoh pci!iilnl;tn lihlil' d:tlanr peng;il.ii;~t~ pcnd.ip:i~;iii oho~ni\i izbngai pcrm1t:n;l 

p~.njual:m. (4) pen~esiit:~ti peI:ilioiir~i i~dll'l:ih\l ii~it.ir pa~~~:rhilirii  ;%tau rultiir pthah dala~n 

lrobringan is t i~ne~or .  ilalain 1131 iiii. belank-hcn~uh tr.u~~;iL'.lnya antara lain (:I) m c m h u ~ l  

pcr j%~ii~;u~ pc~~~;t I i l i i~t r  iAti\:~ ill III;L~'I dop;ir d.in hc~\~i,:rt Lontrnicnsi urituh I I I < I I ~ : ~ ~ I I >  

keilrit~mgan atau Lenigiml sad1 mcn~jslaig tlkl~ii- laliun (honsii;tm d a i g w ~  (iively Xc 
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I(<in:ii 1081 j. ( h i  hi.rtr:itis:ihs, <ii.ni::ln pcr~isnIi;iao ,!on puhlih )alg tenndikasi scbagai 

p~il~\.~Il:iiill iiilii~sl da13t11 pi.ii~ei~d:lliiiti li:jidin# ci,nl/ionj. (ki)nsislcn dcnyan Rm~.isli 

I 'IL>- ~ . ~ ~ I s ~ ~ I I  & 13~tI1,ll:i 19V7, her18 l3ealivc S i  CI! I994 j. ( c )  l ? c ~ I r ~ ~ ~ ~ : t l : ~ ~  p e ~ ~ j i ~ > ~ l a i i  d m  

\-. l1ES1 4"Tl' 

5.1. I < I ~ ~ S I ~ I I ~ I ' I  IX 

l 1 1 1  I I L  pungan~h molivasi d:oi slriiicgi tcrliiidap praktik 

in.itr.ij;ti,cn I:ih:r. li.icll psilguj~an inlcng<~id~hnsih:~~~ hzihwa pcntngk;a:r~l lnotivasi d ~ h r  

, r n < , i t , i ? /  il,w inoiib:iii h i a y  politih :il;lii meningk13tkar prziktih m:+~i;t.jcmcn  lab:^. 

K:UIILIII. 11ci~Ini:t:t ini py.tl ~ i i c r~g~~~<l ih :~ \ ih :~ r~  lxngz~r~c11 ~ n ~ < ~ i i \ ; ~ s i  ~ c I I c : , ~ ~  ~ O I I L I S  clan 

\lr,itcpi piiiIi,~li t~ir.!<>dc ahunlausi tcrliadap pr.ihtlkm:iin;:~cmen Iaba. 

i'c11z1i1i.11, it i t  n i cn je lnA:~~~  tipe-11pe rnc>ti>a\i dnn str:azgl mana.icmi.~r Iaba pad:, 

iwr,!\al,,~.i~i p~~hl i l :  di I~~dune'ia \lotiu:~.;i ,~iana!ernen lnba secirw epesiflh mcliputi ( 1 )  

i ~ s ~ n I > a \ a ~ ; u i  pq;lI: dm1 pcllg:i.scr:in hinctja nntu ~~urusaliaati (si.bn::it ;&that biaya 

p>lxtihj \; i i~g hi-i-n\ocl;ivi dcng.tn przktik pentiruman lahd. (2) Iaha ilari i-<struhurisasi 
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\2.0~g hcr;tsi.si.a~ dtngan praktiC pznin;knt;in I;iI,.r d,!n hilrang her;isosia\i dznzan pl-~ktii 

penorun:m I;*h:l. '1'cmu;in l~rr nicmpak2~n pc~i~ci:~\.in I.cyilgilldin pcngujiaii hipoti.ii\ 

~ i~o l i \ a s i  r c n c a r ~ ~  h<>ttus 

Stl-ategi manqjemcti 1:lha secara spe<itik msliputi (1) pzrueahasi 1neng.pnda11 

sllategi tlchsihllitai dnlam psnpsrti~iiaii;~~i ~ , ~ i i ~ i ~ i h : ~ ~ i  piotang dan pcrssdiad~. (2) 

pcrusah:i;~n lchil~ oic~i\uh:$i qli-;ltagi pel.m.e.tl-:ln plin\ip i~I.t~lll.ln\i diin ITI : I I~ ; I J<I I I~ I~  lii l i :~ 

tlmwah\ioiiai d;lrip,lda pi.m;inlhal;~n i l c h ~ i h ~ l ~ i : t ~  .ii,uni,t~iri ahrual. szrta ( 3 )  pensgcsclan 

pendapatan dati b~'b;m aniilr pcius3hawi mlluk inicr~iirot,kan 1ab;i. Penisnbaan tidnk 

inonggim:ik-;ln str:ttcgi pililrnn niztodz ;rl<unta~ii~. Tcmnan ini m6ntpakz1 p~njelr~'an 

k?gag;~lal pcngujian hipuleii, straieg piliiiarl 111c10d2 .Aunlimi~ 

Psn<litisn mi rncn~ide~~t l i ikasiha~i  hihm;t inotiv:iil /]<,hi covcnoni, hiaya politlh. 

hcse.jaliteraan penlilik (pen1ha)arsn di\idcn!. d:111 %trz~teg I l ~ ~ h s ~ h i l ~ t a - ~  akuntan\i alru:iI 

1nen1p:rksn pr;dtik ni;ui'~jr.men  lab.^ licrlahti omiiiii <hi.niil;i~ globiil). Seh;~likn? a ptakti). 

inana~zmen lah:r hsrslfi~i spcsiiih (hzmil;ii luh.tl I nicl~pittr mot ivai  dart rc?trti!duri?wi 

111:mg dm henclila hcsiii;iiiihiingn~i u\alln S?II,I .ir.ttzgi \all# iigrcsif m~l:iIui pelnnggaran 

p~-insip ak~aninsi  dwi tran\ah\i antat- purusd~s:m 

5.2. M E r x u e a r a s ~ ~  

I'welitian iiii ineng~i.ji liipotrsis dei~gnli hellerapa kel:mall;lil. P~manma. s:impel 

p i ' r ~ ~ ~ a l ~ z i n  titlak dilotitri~l :intxa pctusiinan i ang  terindibssi niel&iikaii mm~ajenisn 

laha secara ckstnn? dcnsm ~~erus;liiilan yiuig trdlh rningclola laha. hddua. pe~islitiai 
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i!i:l~~g.uo:ii,;m ion~pcl Ii;in\n X? pen.usaIi:~;m whltlgga tnodul predihs~ r!~sc,a!c~nur) 

o r  c I ,;i,;; ! : I I I~  dlliasiihm~ r~I:tt~/tnasili len~nh. khi~rustiya imtok tnhun 2005. 

I ~ i i c s l i p ~  pr.litih ~i~.tniijc'ii~c'n 1;th:i ~ n c t t ~ l ~ a ~ t l h ; r i ~  tinotivusi daii str;tlcgi y u ~ g  

i,a-\i;.li itidik.ici dnii 1h1h:ui [>arilbuhti::n :an% d:ipnt dtjadikm i l a m ~  d;tlatn peniiaii~ii 

i ~ \ \ . ~ ~ , u - ; t n  hil.itlt iti~ns:d,\i iec31.0 ~kot iot i~i  dati I ~ I I ~ I I I I ~ .  l u i c s t ~ g ~ ~  itii mengi~idalhon 

I .  I l k  \cIlt~iggit tidal, t?rhcl>s\kdn ikai icmungkrnen hssal;rli~n 

~ I I ~ L ! - , > ~ C ~ : I S I .  .iLil>.~t '&<i1ne11 i !~~I'onn;~si :311tl!r~1 penggu81,I ~I,III pc12~1hit i ~ ~ f i > n ~ , i i ~ i .  
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.\diel. I?. (I9'ih). ili.insu13nci. a i d  tlie \ I ~ n : ~ g ~ r i ~ ~ t i t  Rcgillaton Ratios and lazes 111 

the l'mpa-tv - C:~sn;~lt? Iiisurmcc Itidu\lp .!oii,-nc;I of ?ccor,iilin,o m d  
l:'ronoi!ircr 2 2  207-240 

Il:treliald, R 31 .,lid Y.1: Co1111rl:e) (1972) ' l h ~  Snlix,tl~ing li>l,otlieci, .in . i l tcn~atit  
'1'2qt. 2 % ~  il~(uiii711ng Rcvint. (.\priij. ?)I-2% 

l%~tlov. I .  (1993) 'iltc 'l'imriig ol' .\\si.t S.rlas atid I,.;lrningc .\lilnipulat~on. 7i?c 
.Icco>ini,nz RCYIOL. 6 8  X10-i('rS 

1>?:!1tic. '2 , S 13ro~\>i. 11. l;\icr\, 13. Joh~,. S \ I s t w ~ ~ .  !I T l ~ t ~ i i ~ a \ .  iu~d > I  .Tuner I l(i941 
I-..;trsoidina~y Ilc~ns and Income Smi~<othiiie: i Fosltd Acuo~mting Approach. 
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Widjaja. Djeni Indradjati M. F. 1999. "Analisis Faktor-Faktor Yang Mempengaruhi Underpricing ,, engaruh Independensi Auditor Terhadap Manajemen Laba 
Saham Perdana Priode 1994-1994 di BEY'. Thesis S2 Akuntansi UGM. untuk KAP Big 5 dan Non Big 5 

1 Universifas Sriwijaya 

I This research examines the effect of auditor's independence on the relationship 
between audit quality and earnings management. This rezenrch is d~@eren!from 
prior research because it examines whether two auditor's independence mea- 

I surest non audit-services and auditor 's tenure affect the relationship between au- 
dit quality and earnings management (which is measured by using absolute dis- 

h cretionary accruals). Audit quality is classified as prior research, that is Big sized 
and non-Big sizedfirms. A correlation analysis uses to determine the relationship 

' between audit quality and absolute discretionary accruals. Furthe6 auditor's in- 
i dependence is used as a moderating variable to determine the effect of the relation- 
? ship between the two other variables. Using a sample of 131 firms listed on the 
: Jakarta Stock Exchange, in Indonesia over the period 1998 to 2001, a significant 

negative relation between audit quality and absolute discretionary accruals was 
found This finding support the hypothesis and is consistent with resultfrom prior 

1 research. Independent t-test is used to determine the effect of non audit services 
: and auditor tenure. Both variables give significant effect on the relation between 

audit quality and absolute discretionary accruals. The existence of non-audit 
services increases the value of absolute discretionary accruals both for Big and 
non-Big audit firms. On the other hand, the long tenure decreares the value of 
absolute discretionary accruals both for Big and non-Big audit firms. 

Keywords : Earnings management; Quality Audit; Independence; 
non-Audit Services 

i! 1. Pendahuluan 
i 

i Laporan keuangan rne~pakan bentuk pertanggunpiawaban manajernen kepada calon in- 
lator pada umumnya dan pemegang saham khususnya. Laporan keuangan memberikan informas1 
/Prig berguna kepada para pengguna urnumnya untuk pembuatan kepuhlsan. Oleh karena itu. 
]qatuhlya laporan keuangan dapat memenuhi keperluan para pengguna terutama berkaitan dengan 
nliditas informasi tersebut. Informasi yang diberikan seharusnya informasi yang dapat dipercaya. L un demikian pada prakteknya laporan keuangan seringkali disalahgunakan oleh rnanajer dengan . . p@dan manajernen laba. 



Isu mengenai usahamanajer untuk melakukan manajemen laba sebenamya bukan me 
Menurut Schipper (1989), manajemen laba adalah intervensi dalam proses pelaporan keuangan 

1 
al dengan tujuan untuk mendapatkan keuntungan-keuntungan pribadi. Healy & Wahlen 
rnenyatakan juga bahwa manajemen laba teqadi apabila manajer menggunakan penilaian 

i 

Dari ketiga defmisi di atas dapat dikatakan bahwa manajemen laba mem~akan usaha ~ i h a k  

2001 1. Praktek inijugadapat 
laba juga mempakan ha1 

non-Big. 
Namun demikian kasus Enron yang cukup mengguncang ekonomi Amerika Serikat bar,,- atau a h a 1  pada sektor yang spesifk seperti tuntutan kemgian ~ a d a  industri asuransi. 

baru ini serta diikuti dengan kasus-kasus sejenis seperti Xerox corporation dan w~~~~~~~ 3. Pendekatan yang mengkaji ketidaksinambungan dal- pendistribusim pendapatan. 

menunjulikan bahwa kualitas audit yang biasanya diklasifkasikan menjadi Big dan non-Big tidal, 
selmanyamenjadi ukuran terhadap kemungkinantimbulnya rnanipulasi terhadap laporan keuangan, Da~i ketiga pendekatan ini pendekatan yang pertama 1eb.i banyak digun*an un-k mengemhui 

Kasus ini telah membangkitkan isu baru berkaitan dengan kualitas audit, oleh karena iru. adanya manajemen laba dalam suatu perusah-. Pendekatan hiJuga yang penulis gunakan 

terdapat faktor lain terkait dengan auditor yang mempengaNhi terjadinya manajemen laba dalam dalampenelitian ini. Terdapat duajenis manajemen laba, yaitu income ;*=rearing earn"w 

suatu pemsahaan yaitu independensi auditor. agement dan income decreasing earnings management. 

Berdasarkan latar belakang di atas, penulis ingin melihat lebih jauh adakah independensi Sistem akuntansi akrual sebagaimana yang ada pada prinsip akuntansi yang diterima umum 

yang dimiliki auditor memberi pengaruh terhadap hubungan antara kualitas auditor dengan memberikankesempamkepa&manajeruntukmembuat pertimbanganakuntansiyangakanmemberi 

manajemen laba. pengaruli kepada pendapatan yang dilaporkan. Dalam ha1 ini p e n d a ~ a m  dapat dimani~ulasi 
Sesuai denganpemyataan masalah di atas, maka penelitian ini memi]iki dua objekti,-yaitu: melalui discretionary accruals. ~eAngelo(1986) menyatakankonsep model akrual memiliki dua 

I .  Untuk menguji kubungan antara kualitas audit dengan manajernen laba komponen. Kompocen non-discretionary dan discretionaq~. Komponen disartionory acwuais 

2. Untuk meugidentifikasi pengaruh dua indikator iadependensi yaitu non.aud;, ilservices ad,, ini mempakan bagian a h a 1  yang dapat dimanipulai oleh mmajer. Hal h i  disebabkan karena 

masa jabatan auditor terhadap hubungan antara kualitas audit dengan manajemen laba. mmajer memiliki kemampuan un-k mengontrolnya dalamjangkapendek. Sebaliknya komponen 
"on-discretionary ditentukan oleh faktor-faktor luar seperti kondisi ekonomi atau pemhtaan 
terhadap penjualan s e m  faktor-faktor lain yang tidak dapat diiontrol oleh ~ i h a k  manajer. Discre- 
tionary accruals h i  antaranya penilaian piutang, pengakuan biaya garansi (Ftture w a r r a m  a- 

2. Kerangka Teoritis dan Penelitian Terdahulu penre) d m  asset modal (capitofization ussets ). Manajer akan melakukan manajemen laba dengm 
memanipulai a w l - a h a 1  tersebut untuk mencapai tingkat pendapatan Yang dmginkannya. 

2. 1. Manajemen Laba 

2.2. Kualita$ Audit 
Terdapat beberapa definisi mengenai manajernen laba: misalnya Davidson (1987) dalam 

Schipper (1989), menyatakan bahwa manajemen laba adalah proses di mana dilakukan langkah- Audit mempakan suatu proses untuk mengurangi ketidakselarasan informasi yang terdapat 
langkah yang disengaja dalam batasan prinsip-prinsip akuntansi untuk memperoleh tingkat antara manajer para pemegmg saham dengan menggunakan pihak luar untuk memberikan 



~engesahanterhada~ laporan keuangan. Para pengguna laporan keuangan terutama para pem Ikatan Akuntan Indonesia (MI) sebagai pihak yang mempunyai kompetensi mengalur dan egape saham akanmengambil keputusan berdasarkan pada laporan yang telah dibuat oleh auditor mengeaai i aktivitas akuntan di Indonesia juga memberikan aturan berkaitan dengan independensi, 
laporan keuangan suatu perusaham. Hal ini berarti auditor mempunyai peranan penting an 0bjektifit.w akuntan &lam melaksanakan aktivitasnya. Dimana dalam menjalankan 
pengesahan laporan keuangan suatu pe~saham.  Oleh karena itu kualitas audit mempakan hal ggota kantor akuntan publik (KAP) harus selalu mempertahankan sikap mental 
penting yang harus diperhatikan oleh para auditor dalam proses pengauditan. nden di dalam memberikan jasa profesi sebagaimana diatur dalam Standard Profesional 

GAlman dan Barlev (1974) menyatakan bahwa laporan auditor mengandung kepentin&, lik yang ditetapkan oleh IAI. Sikap mental independen tersebut h a m  meliputi 
I tiga kelom~ok yaitu: (1) manajer perusahaan ~ a n g  diaudit; (2) pemegang saham perushaan; ,,,,,, lam kenyataan (in facts) maupun yang kelihatan (in appemeance). 
! (3) pihak ketiga atau pihak seperti talon investor, kreditor dan suplier. Masing-masi,,g dengan auditor yang independen, Watt dan Z i e r m a n  (1986) menyakdan bahwa 

ke~entingan ini mempakan sumber ganggum yang akan memberikan tekanan pada auditoF yang diberikan untuk verifkasi auditor terbadap Iaporan keuangan kliennya 
i menghasikan laporan yang mw&in tidak sesuai dewan stand= profesi. Lebih lanjut hal ini g kepada kompetensi dan independensi. Kompetensi bermakna kelayakan 
i menganggu kualitas audit. yang memiliki kemampuan teknik untuk mengetahui wujudnya pelanggxan 

I 
Berkaitan dengan kua1ita.s audit, DeAngelo (1981) mendefinisikan kualitas audit sebagai ntansi. Adapun independensi mensyaratkan auditor untuk mempunyai 

kemungkinan bahwa auditor *an menemukan dan melaporkan pelanggaran dalam sistem akuntansi as dalam segala ha1 yang berhubungan dengan hasil auditnya. Pandangan 
Mien. Temuan ~e1anggara.n mengukur halitas audit berkaitan dengan pengetahuan d m  kemampuan ikan oleh Watts dan Z i r r m e m  sebagai kebebasan untuk melaporkan 
auditor. Sedangkan pclaporan pclanggaran tergantung kepada dorongalt auditor untuk 
meng~gkapkan pekggaran tersebut. Dorongan ini akan tergantung kepada independensi yang auditor yang independen seh-nya dapat menjadi pelindung 
dimiliki oleh auditor tersebut. ~~rhadap praktek-praktek akuntansi yang memperdayakan, karena auditor tidak hanya dianggap 

Kualitas audit bukanlah mempakan suatu yang dapat langsung diamati. Persepsi tehadap rnemiliki pengetahan yang mendalam di bidang akuntansi tetapi juga dapat bemubungan dengan 
halitas audit selalmya berkaitan dengan nama auditor. Dalam ha1 ini nama baik pemsahaan audit comitte d m  dewan direksi yang bertanggung jawab untuk memeriksa dengan teliti para 
mem~akan gmbaran yang paling penting. Baik secara te0n ataupun empirik, kualitas auditor pembuat keputusan di pemsahaan. 
seringkali diukur dengan menggunakan ukuran kantor akuntan publik. Dari pelbagai pendapat mengenai independensi di atas, terdapat satu kesepakatan bahwa 

independensi mempakan ha1 penting yang mesti d i i i l i i  oleh auditor. Terdapat pelbagai jenis 
2.3. Independensi independens( tetapi dapat disimpulkan bahwa independensi yang dapat dinilai han~a l ah  

independensi yang kelihatan. Dan penilaian terhadap independensi yang keliatan ini selalunya 

Independensi auditor mempakan suatu ha1 penting yang sudah sejak lama menjadi berkaitan dengan hubungan yang dapat dilihat serta diamati anwa  auditor dan kliemya. 
perbicaraan baik di kalangan praktisi, pembuat kebijakan ataupun para akademisi. Hal ini dikarenakan 
pendapat yang diberikan oleh auditor berkaitan dengan kepentingan banyak pihak. Namun 2.3. Non-Audit Services 
pendapat yang diberikan oleh auditor terhadap laporan keuangan suatu pemsahaan tidak akan 
mempunyai nilai apabila auditor tersebut dianggap tidakmemiliki independensi oleb para pengguna Salah satu faktor yang banyak dibicarakan berkaitan dengan ganggum terhadap auditor 
laporan keuangan. yang independen ialah adanya non-audit services. Terdapat penda~at yang bertentangan berkaitar~ 

Berkaitan dengan independensi, AICPA memberikan prinsip-prinsip berikut sebagai dengan non-audit services ini. Sebagian menganggap bahwa pemberian jasa selain audit tidak 
panduan: mengganggu independensi auditor. Pendapat yang lain menyatakan bahwa ~embenan jasa selain 
1. Auditor dan pemsahaan tidak boleh tergantung dalam ha1 keuangan terhadap klien. pengauditan dapat mengganggu independensi auditor. 
2. Auditor dan pemsahaan seharusnya tidak terlibat d a l q  konflik kepentingan yang akan Berkaitan dengan non-audit services ini, Securities Exchange Commission (SEC) US 

mengganggu objektifitas mereka berkenaan dengan'eara-cara yang mempengamhi laporan menerapkan peraturan baru pada tahun 2000 yang mensyaratkan p e ~ s a h -  yang terdaftar di 
keuangan. bursa mtuk mengungkapkan informasi bericaitan dengan bayaran non-audit services yang diberikan 

3. Auditor dan perusahaan sehamsnya tidak memiliki hubungan dengan klien yang akan kepada auditor. 
mengganggu objektifitas auditor. Dikaitkan dengan keempat prinsip yang diberikan oleh AICPA dalam menentukan apakah 

independen auditor terganggu ataupun tidak, adanya non-audit services tidak sesuai dengan 
Selain defmisi yang diberikan oleh AICPA, SEC (Securities Exchange Committee) sebagai prinsip yang keempat, yang menyatakan bahwa auditor dan perusah- sehmnyatidak memiski 

badan yang juga berkepentingan terhadap auditor yang independen memberikan definisi lain hubungan dengan klien karena dkhawatirkan akan menggmggu objektifib auditor tersebut. 

berkaitan dengan independensi. SEC memberikan empat prinsip dalam menentukan auditor yang 
independen. Prinsip-prinsip ini menyatakan bahwa independensi dapat terganggu apabila audi- 2.4. Masa Jabatan Auditor 
tor: (I)  memiliki konflik kepentingan dengan k l i e ~ y a ;  (2) mengaudit pekerjaan mereka sendiri; 
(3) berfungsi baik sebagai manajer ataupun pekerja dari kliemya; (4) bertindak sebagai penasihat P d a  tahun 1961, Mautz dan Sharaf telah menyatakan bahwa terda~at  beberapa ciri yang 
bagi kliemya. Ryan et al(2001). ada pada praktisi akuntansi yang dapat mengurangi independensi auditor, temtama meng~rangi 

independensi yang kelihatan. Antaranya ialah ketergantungan keuangan auditor terhada~ kliemya 





HJ: Bagi perusahaan yang diaudit oleh KAP non-Big 5, discretionary accruals di kalangrn p p ~  it = Harta dan peralatan kotor pada tahun t 
pemsahaan yang menerima non audifsewices adalah lehih tinggi daripada discrel/onlrrp = Indeks perusahan 
accruals perusahaan yang tidak menerima non audilservices. = 1, ... T [sub I] indeks tahun 

H4: Discrelionary accruak pemsahaan yang diaudit oleh KAP Big 5 dengan masa jabatan ,j PO, 
P2 diperolehi dari persamaan b e h t  h i  : tahun lebih tinggi daripada pemsahaan yang diaudit KAP Big 5 dengan masa jabatan cj 

tahun. - I 
g~~ iti~it-1 =po ( I /~ i t -1)  + Dl[( A REV it - A REC it) /Ait-I+ P2 (PPE it)/Ait-l+  it 

H5: Discretionary accruals pemsahaan yangdiaudit oleh KAP non-Big 5 dengan masa jabaha i 
> 3 tahun lebih tinggi daripada perusahaan yang diaudit oleh eh non-Big 5 dengan - j 
j a b a t a n 3  tahun. 33. Variabel Moderating 

3. Metodologi Penelitian 

3.1. Variabel Bebas 

Untuk mengukur independensi auditor, digunakan dua ukuran yaitu non-audit services 
serta masa jabatan sebagai auditor. Nan-audit services diukur dengan ada atau tidaknya non- 
audit services yang diberi!cc. Masa jabatan divukur de;igan nasa jabatan k m g  atau m a  dcagan 
3 tahun serta yang lebih dari 3 tahun. 

3.4. Populasi dan Sampel 
Kualitas audit mempakan variabel bebas yang digunakan dalam penelitian ini. Kualitas 

audit akan di ukur dengan mengklasifikasikan atas audit yang dilakukan oleh KAP Big-5 dm audit Populasi dalam penelitian ini ialah semua pemsahaan yang terdaftar di Bursa Efek Jakarta 
yang dilakukan oleh KAP non-Big 5. KAP Big-5 digunakan untuk mengukur kualitas audit yang (BU) (325 perusah-), sampel dalampenelitiandipilhdari semuaindusuikecuali industri keuangan 
tinggi, sedangkan KAP non-Big 5 untuk mengukur kualitas audit yang rendah. yang berbeda dengan industri yang lain dalam ha1 perhitungan discretionary accruals. Dengan 

menggunakan pemilihan sampel berstrata, berasaskan yang diaudit oleh KAP Big dan non-Big 
3.2. Variabel Terikat dipilih 13 1 pemsahaan sebagai Sampel. 

Variabel terikat dalam penelitian ini ialah manajemen laba. Penelitian ini akan menggunakan 3.5. ~~h 
model Jones (1991) yang dimodifkaqi untuk mendeteksi discretionary accruals. Menurut model 
Jones (1991) yang dimodifkasi Penelitian ini menggunakan dua jenis data yaitu data sekunder dan data primer. Data sekunder 

berupa laporan keuangan pemsahaan tahun 1998-2001 yang diperoleh dari laporan tahunan 
TAit =ACAit-ACashi t -ACLit+ACPLTit-DEPit  .......( I) perusah- yang t e r d a h  di Bursa Efek Jakarta. Adapun data primer diperoleh melalui kuesioner 

NDAit = a(l/Ait-I)+ el[(A REVit -ARECit)/Ait-I] + 02 (PPEitfAit-1) .. . .... (2) yang diberikan baik kepada kantor akuntan publik yang berkenaan ataupun perusahaan terkait. 

DNAit- l = TA it I Ait-1 - (po(l1Ait-1)+ I [(A REVit - A RECit) I Ait-I] + 62 (PPE it/Ait-) 
3.6. Analisis Data .... ... ( 3 )  

Dimana : 
NDA it 
DAit 
TA it 
Ait-1 
A CA it 
A Cash it 

= Non~discretionary accruals pada tahun t 
= Discretionary accruals / discretionary accruals pada tahun t 
= Jumlah akrual pada tahun t 
= Jumlah asset pada tahun t-l 
= Current asset tahun t dikurang current asset tahun t-1 
= Cash pada tahun t dikurane cash aada tahun t-1 

A CL it = curreit Liability tahun t d b i c u r e n t  liabiliw tahun t-1 
ACPLT it = Bagian hutang jangka panjang yang jatuh tempo pada tahun t dikurang 

bagian hutang jangka panjang yang jatuh tempo pada tahun t -1. 
DEP it = Penyusutan pada tahun t 
AREVit = Penghasilan pada tahun t dikurang penghasilan tahun t - I 
A REC it = Piutang pada tahun t dikvrang piutang pada tahun t - 1 

Tahap pertama akan dilakukan penghihmgan absolute discreiioncrry accruals dengan 
mengunakan model Jones (1991) yang dimodiiikasi. Guna melihat hubungan antara kualitas audit 
dengan manajemen laba akan digunakan analisis korelasi dengan menggunakan non-paramefric 
tesr. Selain itu sebagai pendukung, absolute discretionary accruals antardpemsahaan yang diaudit 
oleh Big-5 dan yang diaudit olehnon-Big 5 akan dibandiigkan. Selanjumyauntuk menguji hipotesis 
2,3,4 dan 5 akan dilakukan perbandingan mean dengan menggunakan independent t-test. 



4. Analisis Data 

4.1. Data 

Tabel 1 menunjukkan k l a s i f h i  perusahan yang menjadi saInpel berdasarkan jenis i n d a .  i 
TABEL 1 

Klasifikasi Perusahaan Berdasarkan Jenis Industri 

TABEL 3 
KLasifikasi Sampel Menurut Non-Audit Services 

Non-Audit Services Peaentase 

Tidak ada 

Jumlah 524 100 

&I4 menunjukkan lamanya perusaham menjdi klien auditor. Sebanyak 338 atau 64.5 % sampel 
:lah diaudit oleh auditor dengan selama lebih dari 3 tahun. Selebihnya, sebanyak 186 atau 35.5% 
oenjadi klien auditor dalam masa kurang atau sama dengan 3 tahun. 

TABEL 4 
Klasifikasi SarnpelMenurut Masa Jabatan Auditor 

Masa Jabatan Auditor N Penentase 

< 3 tahun - 186 35.5 

> 3 tahun 338 64.5 

Jumlah 524 100 

Tabel 2 menunjukkan klasifkasi sampel menurut kualitas audit. Karena penelitian ini 
menggunakan data tahun 1998-2001, maka terdapat 524 tahun pemsahaan yang menjadi unit 
penelitian. 1.2. Model Discretionary Accruals 

TABEL 2 Penelitian ini menggunakan absolute discretionary accruals (ABSDA ) sebagai ukuran 
Klasifikasi Sampel Menurut Kualitas Audit liscrefionary accruals serta tidak membedakan antara income increasing discrefionary accruals 

ltaupun income decreasing discretionary accruals dalam setiap analisisnya. Tabel berikut 

TABEL 5 -, 

Mean, Median, Nilai Maksiium dan Minimum Discretionary accruals dan 

Kualitas Audit 

I 
non-Big 5 87 

I I 
I Jumlah 524 
I I I 1 Absolute discretionary accruals 

16.6 

100 

Dari tabel I didapati bahwa sebagian besx perusahaan yang menjadi sampel dalam penelitian 
ini mempakan pemsahaan yang diaudit oleh KAP Big 5 yaitu sebanyak 437 (83.4%), sedangkan 
yang diaudit oleh KAP nonBig 5 sebanyak 87 (16.6%). 

Selanjutnya tabel 3 menunjukkan banyaknya perusahaan yang memperoleh non-audit ser- 
vices. Sebagian besar perusahaan ternyata tidak mendapatkan non-audit services jenis apapun 
dari auditomya, yaitu sebanyak 375 tahun pemsahaan atau 71.7%. Adapun yang mendapatkan 
non-audit services, baik jasa manajamen, pajak ataupun yang lainnya sebanyak 149 tahun 
perusahaan atau 28.4 %. 

N Penentase nenunjukkan mean, median, nilai maksimum dan nilai minimum dari discretionary accruals dan 

Big 5 ibsolute discretionary accruals 437 

Absolute discretionary accruals 

0.464 

0.300 

0.00 1 

0.357 

Mean 

Median 

Minimum 

Maksimum 

83.4 

Discretionary Accruals 

0.065 

-0.069 

-1.737 

3.575 



43. Analisis Hipotesis 
mengidentifkasi apakah terdapat perbedaan mean ABSDA bagi perusahaan yang diaudit oleh 
KAP Big 5 yang menerima ataupun tidak menerima non auditservices. Tabel 4.6 menunjukkan hasil 

TABEL 6 
Korelasi antara Kualitas audit dengan ABSDA 

Correlations 

I analisis tersebut. 

Spearman's rho absolut DA Correlation Coeff~ient 
Sig. (2-taled) 
N 

AUDNEW Correlation Coeffcient 
Sig. (2-tailed) 
N 

4 TABEL 8 

I Perbandingan Mean ABSDA Perusahaan yang Diaudit oleh Big 5 
Menurut Non-Audit services 

'- Correbtion is significant at the .05 level (2-tailed) 

absoiut DA 
1.000 

524 
-.I 03' 
,019 
5 24 

Dari tabel 6 didapati bahwa terdapat hubungan yang negatif antara kualitas audit (AUDNEW) 
dengan absolute discretionary accruals (ABSDA). Walaupun hubungan ini tidak begitu kuat, 
hanya sebesar - 0.103 namun secara statistik hubungan ini signifikan pada tahap 5% @< 0.05). 
Dengan demikian dapat dikatakan bahwa temuan ini memberikan dukungan terhadap hipotesis I .  

Selanjutnya untuk membandingkan absolute discretionary accruals antara kedua jenis 
kualitas audit, dilakukan analisis dengan melakukan perbandingan mean ABSDA kedua jenis 
kualitas audit, dengan rnenggunakan t-test. Tabel 7 menunjukkan perbandigan mean antara 
keduanya. 

AUDNW 
- ,103' 
.019 
524 

1.000 

524 

TABEL 7 
Perbandingan Mean ABSDA Menurut Kualitas Audit 

/ Kualitas Audit I N I Mean I Sig (2 I 

Big 5 

non-Big 5 

Jumlah 

Dari tabel 8 didapati bahwa sebanyak 132 tahun pemsahaan yang diaudit oleh KAP Big 5 
menerima non audit services. Sementara dari 437 tahun pemsahaan yang diaudit oleh KAP Big 5 
yang tidak menerima non audit services sebanyak 305 tahun pemsahaan. Selanjutnya mean abso- 
lute discretionary accruals (ABSDA) pemsahaan yang diaudit oleh KAP Big 5 dan menerima non 
audit services lebih tinggi dari pemsahaan yang tidak menerima non audit services yaitu sebesar 
0.92798 dan 0.23943. Secara statistik perbedaan ini sangat signifkan @ = 0.00). Penemuan ini 
mendukung apa yang diiyatakan dalam hipotesis 2. 

Sama seperti pada hipotesis 2, untuk melakukan test terhadap hipotesis 3 juga dilakukan 
independent t-test guna mengidentfhi apakah terdapat perbedaan mean ABSDA bagi pelusahaan 
yang diaudit oleh KAP non-Big 5 baik yang menerima ataupun tidak menerima non audit services. 
Tabel 9 menunjukkan hasil analisis tersebut. 

TABEL 9 
Perbandingan Mean ABSDA Perusahaan yang Diaudit Oleh Non-Big 5 

Menurut Non-Audit Services 

Sig (2 

ujung) 

O.OOO* 

Hasil perbandingan mean menunjukkan bahwa mean ABSDA pemsahaan yang diaudit 
oleh KAP Big 5 lebih rsndah dari mean ABSDA pemsahaan yang diaudit oleh KAP non-Big 5. Di 
mana mean ABSDA pemsahaan yang diaudit oleh KAP Big 5 sebesar 0.44741, adapun mean 
ABSDA perusahaan yang diaudit oleh KAP non-Big 5 sebesar 0.55 13 1. Temuan ini menyokong 
analisis sebelumnya yang menyatakan bahwa terdapat hubungan yang negatif antara kualitas 
audit dengan absolute discretionary accruals. Hasil analisis ini secara statistik signifikan pada 
tahap 10%(p<0.1). 

Selanjutnya guna melakukan test terhadap hipotesis 2 dilakukan independent t- test untuk 

437 

87 

524 

Mean 

ABSDA 

0.92798 

0.23943 

N 

132 

305 

437 

Kualitas Audit 

Big 5 

Jumlah 

Penentase 

83.4 

16.6 

Non- Audit 

services 

Ada 

Tdk Ada 

s ig  (2 

non-Big 5 

Dari tabel 9 didapati bahwa hanya sebanyak 17 tahun perusahaan yang diaudit oleh auditor 
non-Big 5 menerima non audit services. Selebihnya, yaitu 70 tahun pewahaan tidak menerima 
non audit services. Pada kelompok ini mean ABSDA pemsahaan yang menerima non audit ser- 
vices besamya 1.01 106, sedangkan pada kelompok yang tidak menerimanon auditservices mean 

ABSDA 

0.4474 1 

0.55131 

100 

-Services 

Mean Kualitas Audit 

I I I I 

ujung) 

0.069 
non- Audit 

Ada 

Tdk Ada 

Jumlah 87 

17 

70 

1.01 106 

0.43966 

O.OOO* 



ABSDA- nya hanya 0.43966. Perbedaan ini secara statistik signifikan padatahap 5% (p=O.OO). A~~ TABEL 11 
yang diperoleh dari analisis h i  menyokong hipotesis 3. Perbandingan Mean ABSDA Perusahaan yang Diaudit Oleh n0n-W 5 b l e n u ~ t  Mass 

Kedua analisis baik pada tabel 8 ataupun 9 menunjukkan bahwa adanya non audit semicer Jabatan Audiir  
baik bagi pemahaan yang diaudit oleh Big 5 ataupun nonBig 5 memberi pengaruh terhadap 
besamya ABSDA yang te jadi dipemahaan tersebut. Hal ini ditunjukkan dengan lebih tingginya 
mean absolute discretionary accruals pada tahun perusahaan yang menerima non audit semicer, 

Untuk melakukan test terhadap hipotesis 4, berkaitan dengan masajabatan auditor dilakukan 
independent t-test . Analisis ini dilakukan untuk melihat perbandingan mean ABSDA bagi tabu 
pemsahaan yang diaudit oleh auditor Big 5 dengan masa jabatan selama 5 3 tahun dan yang > 3 
tahun. Hasil analisis terdapat di tabel 10. 

dibandingkan dengan yang diaudit oleh KAP dengan masa kurang atau sama deng& 3 tahun, 
yaitu sebanyak 114 tahun pemsahaan. Selanjutnya didapati hahwa mean ABSDA untuk tahun 
pemsahaan yang diaudit oleh Big 5 dengan masa jabatan kurang dari sama dengan 3 tahun lebih 
tinggi dari mean ABSDA tahun pemsahaan yang diaudit dengan masa jabatan lebih dari 3 tahun. 
Untuk tahun pemsahaan yang diaudit oleh Big 5 dengan masa jabatan 3 tahun mean ABSDA nya 
0.92254. Perbedaan mean ini secara statistik sangat signifikan (p = 0.00). Walaupun demikian 
temuan ini tidak menyokong hipotesis 4. 

Selanjutnya untuk melakukan test terhadap hipotesis 5 berkaitan dengan masa jabatan 
auditor juga diiakukan independent t-test Analisis dilakukan untuk melihat perbandingan mean 
ABSDA pemsahaan yang diaudit oleh auditor non-Big 5 dengan masa jabatan selama 5 3 tahun 
dan yang lebih dari 3 tahun. Hasil analisis terdapat di tabel 11. 

Sig (2 

ujnng) 

0.055' 

TABEL 10 
Perbandingan Mean ABSDA Perusahaan yang Diaudit oleh Big 5 

MenumtMasa Jabatzn Auditor Sebanyak 72 tahun pemsahaan yang diaudit oleh auditor non-Big 5 t?lah diaudit dengan 
masa jabatan kurang atau sama dengan 3 tahun. Sementara hanya 15 tahun pemahaan yang telah 

5. Pembahasan dan Kesimpulan 

Kualitas Audit 

non-Big 5 

Jumlah 

Kualitas Audit 

Big 5 

Jumlah 

5.1. Kualitas Audit dau AbsoluieDiscretionary Accruak 

N 

72 

15 

87 

Masa Jabatan 

5 3 tahun 

>3 tahun 

Hasil analisis korelasi yang terdapat pada tabel 5 telah menemukan terdapat hubungan 
negatif antara kualitas audit dengan absolute discretionary accruals. Walaupun hubungan ini 
tidak begitu h a t  iaitu sebesar 4 .103 ,  namun secara statistik hubungan ini signifkan pada tahap 
5% . Temuan ini mendukung hipotesis dan konsisten dengai~ pene!itian-penelitian terdahulu 
berkaitan dengan kualitas audit. Dimana padapenelitian terahulu selalu ditemukaii bahwa KAP Big 
5 memiliki kualitas yang lebih tinggi dari KAP non-Big 5. Antaranya ialah penelitian DeAngelo 
(1981), Palmrose (1 988), Burilovich (1997) dan Becker et al. (1998). 

Temuan ini mendapati bahwa pemsahaan yang diaudit oleh KAP Big 5 memiliki absolute 
discretionary accruals yang lebih rendah, dibandingkan dengan pemsahaan yang diaudit oleh 
KAP non-Big 5 .  Hal ini menunjukkan bahwa KAP Big 5 lebih bericualitas dalam mendeteksi 
berlakunya manajemen laba di dalam suatu pemsahaan. Penjelasan yang mungkin untuk ha1 ini 
adalah bahwa KAP Big 5 mempunyai auditor yang berpengalaman dan berkualitas sehingga 
memungkinkan mereka untuk bekerja dengan lebih baik. 

Teori yang menyokong perbedaan kualitas ini diberikan oleh De Angelo (!981) yang 
menyatakan hahwa kantor akuntan publik yang lebih besar memiliki dorongan yang lebih besar 
untuk mendeteksi dan mengungkapkan kesalahan pelaporan oleh pihak manajer. Karena KAP Big 

Mean 

ABSDA 

0.59693 

0.33233 

masa jabatan yang singkat ( kurang atau sama dengan 3 tahun) memperbesar absolute discretion- 
ary accruals yang terjadi. Dengan demikian analisis ini juga tidak menyokong hipotesis 5. 

Dari tabel 10 didapati bahwa pada kelompok Big 5 lebih banyak tahun perusah- yang 
diaudit oleh KAP dengan masa lebih dari 3 tahun, yaitu sebanyak 323 tahun pemsahaan 

Masa Jabatan 

5 3 tahun 

>3 tahun 

N 

114 

323 

437 

Mean 

ABSD A 

0.92254 

0.27972 

Sig (2 

ujung) 

0.000' 

diaudit oleh auditor dengan masa jabatan lebih dari 3 tahun. Bagi pemahaan yang diaudit oleh 
nonBig 5 dengan masa jabatan1 3 tahun, mean ABSDA-nya 0.59693 dibandingkan dengan masa 
jabatan > 3 tahun mean ABSDA nya 0.33233. Secara statistik perbedaanmean kedua masa jabatan 
inisignifkanpadatahap 10% (p =0.055). 

Temuan ini menunjukkan bahwa lamanya masa jabatan auditor mempengaruhi besamya 
absolute discrefionary accruals (ABSDA) yang terjadi di suatu perusahaan. Masa jabatan yang 
lebih lama memperkecil absolute discretionary accruals yang te qadi di suatu perusaham. Sebaliknya 



5 leblh besar da r~  pesamgnya, De Angelo menyatakan bahwa mereka memilii kualitas yang lebih 

--- i - 6. Limitasi dan Implikasi Penelitian 
tlnggl 

5.2. Pengamh Independensi I 6.1. Limitasi 

Penelitian ini memiliki beberapa limitasi antaranya ialah hanya menguji dua ukuran untuk 
5.2.1. Non-auditservices meliat pengaruh independensi, yaitu ada ataupun tidak non audit services dan masa jabatan 

auditor. Sehingga hasil penelitian tidak dapat digunakan sebagai generalisasi terhadap independensi 
Test terhadap hipotesis dua dan tiga menunjukkan bahwa adanya non audit servica telah secara keseluruhan. Selanjutnya dalam mengukur non audit services ukuran yang digunakan ialah 

memberi pengaruh terhadap hubungan antara kualitas audit dengan absolute discretionary ace,,,- ada atau tidaknya non audit services. Penulis tidak menggunakan ukuran yang telah banyak 
CIS. Hal ini ditunjukkan dengan meningkatnya mean absolute discretionary accmals pada tahun digunakan dalam penelitian terdahulu yaitu bayaran yang diterima. Hal ini disebabkan data ini 
pe~sahaan  Yang mendapatkan non-cudit services baik yang diaudit oleh Big 5 ataupun n o n - ~ i g  5. j mempakan data yang benifat rahasia baik bagi pemsahaan ataupun auditor. Selain itu belum ada 

Walaupun menggunakan ukuran yang berbeda berkaitan dengan non auditservjces, namun :- peraturan bagi pemsahaan yang terdaftar di Bursa Efek Jakarta untuk mengungkapkan data ini 
ha i l  penelitian ini konsisten dengan penelitian Gore et al(2001) dan Frankel et al(2001) ymgjuga 1 pada laporan keuangan. 

menyatakan bahwa terdapat hubungan positif antara bayaran yang diterima auditor ymg bersumber . : Berkaitan dengan non audit services ini penulis tidak memperhitungkan jenis jasa yang 
dari non audit services dengan besarnya discretionary accruals yang terjadi di suatu pemsahaan, diberikan baikjasa konsultan pajak, manajemen ataupun jasa lain. Hal ini didasari dengan asumsi 

bahwa semua non-audit services mempakan gangguan terhadap independensi auditor. 

5.2.2. Masa Jabatan Auditor 

Satu lagi ukuran independensi yang diteliti ialah masa jabatan auditor. Berkaitan dengan 
apakab lamanya masa jabatan auditor dapat rnengganggu independensi auditor, penelitian ini 
justru mendapati bahwa semakin lama auditor mengaudit suatu pemsahaan semakii kecil absolute 
discretionary accruals yang terjadii di perusaha4 tersebut. kebaliknya semakii singkat masa 
jabatan auditor semakin tinggi absolrrte discretionary accruals yang wuiud di pemsahaan tersebut. . - -  
Temuan ini menunjukkan bahwa masa jabatan auditor memberi pengaruh -terhadap hubungan 
antara kualitas audit dengan manajemen laba. 

5.3. Kesimpulan 

Pcnelitian ini menguji hubungan antara kualitas audit dengan manajemen laba, sekaligus 
melihat pengamh independensi yang diukur dengan non-audit services dan masa jabatan auditor 
terhadap hubungan antara keduanya. Penelitian irii menemukan bahwa semakii tinggi kualitas 
audit akan semakin rendah absolute discretionary accruals yang terjadi di suatu pemsahaan. 

Berkaitan dengan pengaruh non-audit services ditemukan bahwa adanya non audit ser- 
*ires memberi pengamh terhadap hubungan antara kualitas audit dengan manajemen !aba melalui 
meningkatnya absolute discretionary accruals pada tahun perusahaan yang menerima non audit 
services. Selain itu berkaitan dengan masa jabatan auditor, hasil temuan ini menyokong pendapat 
yangmenyatakan bahwa semakin lama masajabatan auditor akan lebih meningkatkan kualitas audit 
karena memberikan kesempatan pada auditor untuk lebih mengenali transaksi kliemya. 

6.2. Implikasi 

Berdasarkan keputusan yang menunjukkan bahwa kualitas audit berhubungan secara negatif 
dengan manaiemen laba yang diukur dengan absolute discretionary accruals, menunjukkan bahwa 
halitas audiiyang bias~ny~diklasifkasikan terhadap Big 5 dan non-Big 5 mempakan satu ukuran 
vane c u k u ~  venting dalam menilai validitas informasi yang disajikan dalam laporan keuangan. > - . .  - 

Namun demikian ha1 lain yang tidak h a n g  pentingnya ialah mengenal pasti sejauh mana 
independensi yang diiiliki oleh auditor yang mengaudit pemsahaan tersebut. Karena independensi 
yang dimiliki oleh auditor baikBig 5 ataupunnon-Big 5 juga berpengaruh secara signif- terhadap 
validitas informasi yang disajikan dalam laporan keuangan. lmplikasi dari temuan ini ialah para 
pengguna laporan keuangan perlu mempertimbangkan informasi mengenai jasa yang diterima oleh 
suatu pemsahaan selain jasa audit. Selain itu informasi berkaitan dengan masa jabatan auditor juga 
perlu untuk diperhatikan dalam menilai laporan keuangan suatu perusahaan. 

Sehubungan dengan non audit services, aturan yang telah diterapkan oleh Securities Er- 
change Commission (SEC) terhadap perusahaan yang terdaftar di New York Stock Exchange baik 
juga untuk diikuti oleh Badan Penyelenggara Pasar Modal (BAPEPAM) Indonesia. Dengan 
mewajibkan pemsahaan yang terdaftar di Bursa Efek Jakarta untuk mengungkapkan informasi baik 
berkaitan dengan bayaran audit ataupti bayaran non audit services pada laporan keuangan akan 
memberikan informasi yang lebih berguna kepada para pengguna laporan keuangan. 
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Faktor-faktor yang Mempengaruhi Kelengkapan 
Pengungkapan Laporan Keuangan pada Perusahaan 
Manufaktur yang Terdaftar di Bursa Efek Jakarta 
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The aim of this research is to find the factors that infIuencejinancia1 statement 
disclosure comprehensiveness. This research used 34 manufacturing companies 
listed at Jakarta Stock Exchange in the period of2002. The tools analysis used in 
this research are multiple-linier regression analysis and t-test. 
The independent voriables i.e. leverage, liquidity. profitability, the portion of 
stock owned by public investors and compary age are predicted to influence fi- 
nancial statement disclosure comprehensiveness. The results ofthis research show 
that leverage variable which proxied by debt to equity ratio, profitability. the 
portion ofstock owned by public investors ore significantly andpositively associ- 
ated with financial statement disclosure comprehens~veness. 
Hopely, in the next research, other voriables should be tested. This is important 
because there are a lot of other variables influencing financial statement disclo- 
sure comprehensiveness, such as firm size,securities issuance in the subsequent 
year andjirm status. 

Keywords : Financial statement disclosure; L c g ~ g e ;  Liquidity; 
Profitability; The portion of stocks owned by public investors; 
Company ages. 

1. Pendahuluan 

Penelitian mengenai kelengkapan pengungkapan (disclosure) dalam laporan tahunan dan 
faktor-iaktor yang mempengamhiiya merupakan ha1 yang penting untuk dilakukan. Penelitian 
semacam ini akan memberikan gambaran mengenai kondisi suatu perusahaan, serta memberikan 
gambaran tentang siiat perbedaaan kelengkapan ungkapan antarperusahaan dan faktor-faktor yang 
rnernpengaruhinya. 

L a ~ o r a n  tahunan pada dasarnya m e ~ p a k a n  sumber informasi bagi investor sebagai salah 
satu dasiPertimbangan dalam pengarnbilan keputusan investasi di pasar modal dan juga sebagai 
sarana pertanggungjawaban manajemen atas sumber daya yang dipercayakan kepadanya. 




