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SYNOPSIS: We address the fact that accounting academics often have very differ-
ent perceptions of earnings management than do practitioners and regulators. Prac-
titioners and regulators often see earnings management as pervasive and problem-
atic;and in need of immediate remedial action. Academics are more sanguine,
unwilling to believe that earnings management is actively practiced by most firms
or that the earnings management that does exist should necessarily concern in-
vestors. We explore the reasons for these different perceptions, and argue that
each of these groups may benefit from some rethinking of their views about earn-
ings management.
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 WHAT IS EARNINGS MANAGEMENT?
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Definitions of Earnings Management
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FIGURE 1
The Distinction between Fraud and Earnings Management

“Conservative”
Accounting

jO'(3W"+00('11)O'"('*-0,)/)-,"-G
9(-O)1)-,1"-("('1'(O'1
jO'(O+3.+/)-,"-G"+*_.)('>"),[9(-*'11
LnA"),"9.(*?+1'"+*_.)1)/)-,1
jO'(1/+/'&',/"-G"('1/(.*/.(),0"*?+(0'1
+,>"+11'/"F()/'[-GG1

\+(,),01"/?+/"('1.3/"G(-&"+",'./(+3
-9'(+/)-,"-G"/?'"9(-*'11

o,>'(1/+/'&',/"-G"/?'"9(-O)1)-,"G-("Q+>
>'Q/1
A(+F),0">-F,"9(-O)1)-,1"-("('1'(O'1"),
+,"-O'(3W"+00('11)O'"&+,,'(

               Accounting Choices “Real” Cash Flow Choices

Within GAAP

“Neutral”
Earnings

“Aggressive”
Accounting

“Fraudulent”
Accounting

Violates GAAP

A'3+W),0"1+3'1
%**'3'(+/),0"LnA"-(
+>O'(/)1),0"'Z9',>)/.('1

Y-1/9-,),0"LnA"-(
+>O'(/)1),0"'Z9',>)/.('1
%**'3'(+/),0"1+3'1

L'*-(>),0"1+3'1"Q'G-('"/?'W"+('"b('+3)S+Q3'c
L'*-(>),0"G)*/)/)-.1"1+3'1
K+*C>+/),0"1+3'1"),O-)*'1
jO'(1/+/),0"),O',/-(W"QW"('*-(>),0
G)*/)/)-.1"),O',/-(W

!

"



#6$ !""#$%&'%()*#+',#%-E9$%3)FGGG

+,>"/?'"('*',/"B\="B%K"pHH"-,"V+/'()+3)/W4"N?)3'"/?'1'"1-.(*'1"-G/',"('G'("/-"b'+(,[
),01"&+,+0'&',/Pc",-,'"-G"/?'1'"1-.(*'1"'Z93)*)/3W">'G),'1"'+(,),01"&+,+0'&',/P"+3[
/?-.0?"=?+)(&+,"U'O)//"`5HH^P":a"),>)*+/'1"/?+/@

`Ga3'Z)Q)3)/W"),"+**-.,/),0"+33-F1")/"/-"C''9"9+*'"F)/?"Q.1),'11"),,-O+/)-,14"%Q.1'1
1.*?"+1"'+(,),01"&+,+0'&',/"-**.("F?',"9'-93'"'Z93-)/" /?)1"93)+,*W4"E()*C'(W" )1
'&93-W'>"/-"-Q1*.('"+*/.+3"G),+,*)+3"O-3+/)3)/W4"E?)1"),"/.(,P"&+1C1"/?'"/(.'"*-,1'[
_.',*'1"-G"&+,+0'&',/g1">'*)1)-,14

E?'1'"1/+/'&',/1")&93W"/?+/"F)/?),[T%%Y"*?-)*'1"*+,"Q'"*-,1)>'('>"/-"Q'"'+(,),01"&+,[
+0'&',/")G"/?'W"+('".1'>"/-"b-Q1*.('c"-("b&+1Cc"/(.'"'*-,-&)*"9'(G-(&+,*'P"Q(),0),0".1
+0+),"Q+*C"/-"&+,+0'()+3"),/',/4"E?)1")>'+")1"('),G-(*'>"QW"-.("('+>),0"-G"B%K"pHHP"F?)*?
+31-"9-),/1"/-"/?'"),/',/"/-">'*')O'4

%1"+**-.,/),0"('1'+(*?'(1"?+O'">)1*-O'('>P" )&93'&',/),0"/?)1"/W9'"-G">'G),)/)-,
('_.)('1"+"('3)+Q3'"&'+1.('"-G"b/?'"/(.'"*-,1'_.',*'1"-G"&+,+0'&',/g1">'*)1)-,1ck
/?+/")1P"/?'"'+(,),01",.&Q'("/?+/"F-.3>"?+O'"('1.3/'>"G(-&"+"b,'./(+3"-9'(+/)-,"-G"/?'
9(-*'11c"̀ +Q1',/"1-&'"G-(&"-G"&+,+0'()+3"),/',/a4"%,"'Z+&93'"&+C'1"/?)1"9-),/"*3'+('(4
Smoothing example

=-,1)>'("+"*-&9+,W"F?-1'"1-G/F+('"9(->.*/"&.1/"Q'"*-,/),.-.13W".90(+>'>"+,>
1.99-(/'>"/-"&+),/+),"&+(C'/"1?+('4"=.1/-&'(1"9+W"*+1?"G-("/?'"9(->.*/".9[G(-,/P"+,>
/?'"*-&9+,W">'G'(1"('*-0,)/)-,"-G"9+(/"-G"/?)1"('O',.'"Q'*+.1'"&+,+0'&',/"Q'3)'O'1
/?'"('O',.'")1",-/"'+(,'>".,/)3"*.1/-&'("1.99-(/"?+1"Q'',"9(-O)>'>4"E?'">'G'(('>"('O[
',.'")1"('*-0,)S'>"+1"1.99-(/")1"9(-O)>'>"+,>".,*'(/+),/)'1"+Q-./"/?'"*-1/1"-G"1.99-(/
+('"('1-3O'>P"1-"/?+/"/?'"9(-9-(/)-,"-G"('O',.'"/?+/")1">'G'(('>"&+W"O+(W"G(-&"_.+(/'(
/-"_.+(/'(4"%1")/"/.(,1"-./P"/?'"'1/)&+/'1"&+,+0'(1"&+C'"/-")&93'&',/"/?)1"('O',.'
('*-0,)/)-,"9-3)*W"&'+,"/?+/"F?',"1+3'1"+('".,.1.+33W"?)0?"('3+/)O'3W"&-('")1"/(+,1[
G'(('>"),/-"/?'".,'+(,'>"('O',.'"('1'(O'1P"+,>"*-,O'(1'3W"F?',"1+3'1"+('".,.1.+33W
3-F"`),"9'()->1P"1+WP"()0?/"Q'G-('",'F"O'(1)-,1"-G"9-9.3+("1-G/F+('"+('"('3'+1'>a4"E?.1P
Q'*+.1'"-G"&+,+0'&',/g1"Q'1/"].>0&',/1"+Q-./"F?',"/?')("G)(&g1"('O',.'1"G(-&"/?)1
9(->.*/"+('"'+(,'>P"('9-(/'>"('O',.'1"+,>"'+(,),01"+('"1&--/?'("/?+,"F-.3>"-/?'([
F)1'"-**.("F'('"('O',.'"/-"Q'"('*-0,)S'>"',/)('3W"+/"/?'"9-),/"-G"1+3'4

M,"3)0?/"-G"/?'"B\=g1"('*',/"1/+/'&',/1"+Q-./"'+(,),01"&+,+0'&',/P"/?'"G-33-F),0
_.'1/)-,1"1''&"9'(/),',/@

q B-&'"F-.3>"+(0.'"/?+/"/?)1"'Z+&93'")33.1/(+/'1"'+(,),01"&+,+0'&',/P"),"9+(/)*.[
3+("),*-&'"1&--/?),04"j,"/?'"-/?'("?+,>P"*-&9+,W"&+,+0'&',/"*+,"`)/"1''&1"3'[
0)/)&+/'3Wa"+(0.'"/?+/"/?'W"+('"&'('3W"G-33-F),0"0','(+33W"+**'9/'>"('O',.'"('*-0[
,)/)-,"(.3'1P"F?)*?",+/.(+33W"+33-F"&+,+0'(1"1-&'">)1*('/)-,"),">'*)>),0"F?',"('O[
',.'"?+1"Q'',"b'+(,'>4c"R-F">-"F'">'/'(&),'")G"/?)1"*-&9()1'1"'+(,),01"&+,+0'[
&',/"(+/?'("/?+,"/?'"3'0)/)&+/'"'Z'(*)1'"-G"].>0&',/l

q M1")/"+"&+//'("-G"),/',/l"J-("'Z+&93'P")G"F'"F'('"+Q3'"/-"1?-F"/?+/"/?)1"9(+*/)*'"F+1
),/',/)-,+3" `G-("'Z+&93'P" /?+/"&+,+0'&',/"F+1"./)3)S),0" )/1" ].>0&',/"-O'("('O[
',.'"('*-0,)/)-,"/-"&''/"'Z93)*)/P"9('['1/+Q3)1?'>"0(-F/?"/+(0'/1"),"'+*?"_.+(/'(a
F-.3>"/?)1"9(+*/)*'"/?',"*-&9()1'"'+(,),01"&+,+0'&',/l;

; E?)1")1"+99+(',/3W"F?+/"?+99','>"),"/?'"N4"L4"T(+*'"*+1'P"),"F?)*?"*-&9+,W"'Z'*./)O'1"1/+/'>"/?+/"/?'W
F+,/'>"/-"C''9"0(-F/?"`-G"+"T(+*'".,)/a"),"/?'"#$<#;"9'(*',/"(+,0'P"+,>"&-O'>"/?'"'Z*'11"),/-"+"('1'(O'4
B''"D/88):&+33&)9#$+%/8)̀ 5HHH+a4



J/+%'%(-)0/%/(3K3%&L)M3"#%"'8'%()&43)N'35-)#6)!"/73K'"-<).+/"&'&'#%3+-<)/%7)M3($8/&#+- #65

f ='(/+),"G),+,*)+3"'Z'*./)O'1"+99+(',/3W"/?),C",-/4"J-("'Z+&93'P"G-(&'("V)*(-1-G/"=Jj"T('0"V+GG')P" ),
>)1*.11),0"V)*(-1-G/g1"('O',.'">'G'((+3"9(+*/)*'1P"('*',/3W"),>)*+/'>"b.,'+(,'>"('O',.'")1",-/"&+,+0'>
'+(,),01"),"+,W"F+WP"1?+9'P"-("G-(&4"M/g1"_.)/'"/?'"-99-1)/'4"N?',"9'-93'"/+3C"+Q-./"&+,+0),0"'+(,),01P
/?'W"/?),C"W-.gO'"0-/"1-&'"?)>>',"9-*C'/"?'('"-("/?'('mhQ./"V)*(-1-G/g1">'G'(('>"('O',.'")1i"',/)('3W
O)1)Q3'4"M/"0-'1"),".,>'("+"1'/"-G"(.3'1"F'"9(-*3+)&"/-"+,+3W1/14c"%1"_.-/'>"),"BAC P"%.0.1/"5HHHP":e4"M,
*-,/(+1/P"/?'"),*-&'"1&--/?),0"9(+*/)*'>"QW"N4"L4"T(+*'"&+,+0'(1"F+1",-/"O)1)Q3'"/-"/?-1'"-./1)>'"/?'
G)(&4

e J-("'Z+&93'P"/?'"B\=")1"('_.)(),0"&-('">'/+)3'>">)1*3-1.('1"+Q-./"/?'"&+,+0'&',/"93+,1P"+11.&9/)-,1P
+,>"'1/)&+/'1"/?+/".,>'(3W"('1/(.*/.(),0"('1'(O'1"+,>"3-+,"3-11"9(-O)1)-,14"V-('">(+&+/)*+33WP"),*('+1'>
B\="1*(./),W"-G"&+,+0'&',/"+,>"+.>)/-("].>0&',/1"+Q-./"),[9(-*'11"LnA"O+3.+/)-,1"?+1"+99+(',/3W
('1.3/'>"),"+"1.Q1/+,/)+3">'*3),'"),"/?'"3'O'3"-G"/?'1'"O+3.+/)-,14"J-(">'/+)31"-,"Q-/?"9-),/1"1''"E.(,'("+,>
T->F),"`5HHHa4

^ B''"K'(,+(>"+,>"B*?)99'("`5HH6aP"9('9+('>"G-("/?'"5HH6"%%%IJ%BK"J),+,*)+3"L'9-(/),0"M11.'1"=-,G'([
',*'P"G-("+"1)&)3+("+,>"&-('">'/+)3'>">)1*.11)-,4

q MG"1-P"F'"*-.3>"9('1.&+Q3W"/?',"?+O'")>',/)*+3"*-&9+,)'1"&+C),0")>',/)*+3"G),+,[
*)+3[('9-(/),0"*?-)*'1P"Q./"F?-1'"&+,+0'&',/"G+*'">)GG'(',/"0(-F/?"/+(0'/14"j,'
*-&9+,W"*-.3>"/?',"Q'"*-,1/(.'>"+1"9(+*/)*),0"'+(,),01"&+,+0'&',/"`)G")/"?+9[
9','>"/?(-.0?"0-->"3.*C"-("0-->"&+,+0'&',/"/-"?)/"/?-1'"/+(0'/1a"+,>"/?'"-/?'(
F-.3>",-/4

q MG"G),+,*)+3"('9-(/),0")1"/(+,19+(',/P")1"/?)1"9(+*/)*'"3'11"9(-Q3'&+/)*l"E?+/")1P")G
/(+,1G'(1"/-"+,>"G(-&"/?)1"('1'(O'"+('"*3'+(3W"('9-(/'>"),"/?'"G--/,-/'1P"1-"),O'1/-(1
*+,".,>-"+,W"1&--/?),0"/?+/"/+C'1"93+*'P"1?-.3>"F'"/?',"*-,/),.'"/-"Q'"*-,*'(,'>
+Q-./"/?)1"9(+*/)*'lf

E?.1P"/?'"*(.*)+3")11.'"1''&1"/-".1"/-"Q'"-,'"-G"?-F"/-"&'+1.('"'+(,),01"&+,+0'[
&',/"0)O',"/?+/")&93'&',/),0"T%%Y"('_.)('1"&+,+0'&',/"/-"&+C'"].>0&',/1"+,>
'1/)&+/'14"L'_.)(),0"&+,+0'&',/"/-"9(-O)>'"*3'+("+,>">'/+)3'>">-*.&',/+/)-,"-G"?-F
/?'W"&+C'"'1/)&+/'1"+,>"].>0&',/1"F)33"&+C'"/?'1'"*?-)*'1"/(+,19+(',/4e"K./"-,*'
/?)1")1">-,'P"?-F"*+,"F'"'Z9'*/"&+,+0'(1"/-"&+C'"+,W">'*)1)-,1"),>'9',>',/"-G"/?')(
.,>'(3W),0"'*-,-&)*"),*',/)O'1l"=+,"F'"'O',"*-,>.*/"/?'"/?-.0?/"'Z9'()&',/"+Q-./
F?+/"&+,+0'(1g"+**-.,/),0"*?-)*'1"F-.3>"Q'"+Q1',/"'*-,-&)*"),*',/)O'1l

M,"3)0?/"-G"/?'1'">'G),)/)-,+3")11.'1P")/")1",-/"/--"1.(9()1),0"/?+/"1W1/'&+/)*+33W")>',[
/)GW),0"'+(,),01"&+,+0'&',/"),"3+(0'"1+&93'1")1">)GG)*.3/4"%1"R'+3W"+,>"N+?3',"̀ 5HHHa
+,>" -/?'(1">-*.&',/P" +*+>'&)*" ('1'+(*?" -GG'(1" 3)&)/'>" 'O)>',*'" -G" +*/.+3" '+(,),01
&+,+0'&',/P"),"9+(/"Q'*+.1'"-G"/?'1'"&'+1.('&',/")11.'14"%,>"),"9(+*/)*'P"/?'"'+(,[
),01"&+,+0'&',/"*+1'1")>',/)G)'>"QW"/?'"B\="+('"-G/',"*+1'1"),"F?)*?"&+,+0'(1"*3'+(3W
*(-11"/?'"3),'"Q'/F'',"'+(,),01"&+,+0'&',/"+,>"-./()0?/"G(+.>4"E?.1P"/?'1'"/',>"/-"Q'
*+1'1"F?'('"&+,+0'(1"+>-9/"-O'(3W[+00('11)O'"('O',.'"('*-0,)/)-,"9(+*/)*'1P"-O'(1/+/'
),O',/-()'1P"'/*4P"),"+"F+W"/?+/"*3'+(3W"O)-3+/'1"T%%Y"+,>"1-"*-,1/)/./'1"G(+.>"3H)I#-&4
jO'(+33P" /?'1'"+(0.&',/1"+,>"'Z/+,/"'O)>',*'"Q-/?" )&93W"/?+/" )/"F)33"Q'">)GG)*.3/" ),
9(+*/)*'"/-")>',/)GW"&+,+0'(1"+,>"G)(&1"/?+/"9(+*/)*'"b+Q.1)O'c"'+(,),01"&+,+0'&',/
QW"1&--/?),0"'+(,),014"E?)1"3'+>1".1",+/.(+33W"/-"*-,1)>'("&+,+0'()+3"),*',/)O'1"G-(
'+(,),01"&+,+0'&',/P"F?)*?"F'">)1*.11"),"B'*/)-,"G-.(4

SHOULD WE CARE ABOUT EARNINGS MANAGEMENT IF IT’S “VISIBLE”?
%,-/?'("+('+"),"F?)*?"9(+*/)/)-,'(1"+,>"('0.3+/-(1"-,"/?'"-,'"?+,>P"+,>"+*+>'&)*1

-,"/?'"-/?'(P"?+O'">)GG'(',/"O)'F1")1"-,"/?'"'Z/',/"/-"F?)*?"F'"*+,"('3W"-,"),O'1/-(
(+/)-,+3)/W"/-"1-3O'"-("&)/)0+/'"G),+,*)+3"('9-(/),0")11.'14^"%*+>'&)*1"+('".,3)C'3W"/-



#6# !""#$%&'%()*#+',#%-E9$%3)FGGG

H J-("'Z+&93'P"F'"1-&'/)&'1"?'+("+,+3W1/1"9(+)1),0"&+,+0'&',/"G-("&''/),0"+"_.+(/'(g1"*-,1',1.1"+,+[
3W1/1g"G-('*+1/P"'O',"F?',"/?'W"C,-F"/?+/"&+,+0'(1"'Z'(*)1'>"1-&'"+**-.,/),0">)1*('/)-,"/-">-"1-4"E?.1P
'O'," /?-.0?"+,+3W1/1" *+," *-&93'/'3W" b1''" /?(-.0?c" /?'" '+(,),01"&+,+0'&',/P" /?'W" 1/)33" Q'3)'O'" /?+/
&+C),0"/?'"Q',*?&+(C",.&Q'(")1")&9-(/+,/4

O)'F"'+(,),01"&+,+0'&',/"+1"9(-Q3'&+/)*")G")/")1"-Q1'(O+Q3'"+/"3-F"*-1/"/-"*+9)/+3"&+([
C'/"9+(/)*)9+,/14"E?)1")1"Q+1'>"-,"/?'"O)'F"/?+/P"+1"3-,0"+1"&+(C'/"9+(/)*)9+,/1"?+O'"3-F
*-1/"+**'11"/-"/?'"('_.)1)/'"),G-(&+/)-,"+,>"+('"('+1-,+Q3W"1-9?)1/)*+/'>"),"/?')("),G-([
&+/)-,"9(-*'11),0"+Q)3)/)'1P"/?'W"F)33"-Q1'(O'"/?+/"'+(,),01"&+,+0'&',/")1"-**.((),0
+,>"&+C'"+>].1/&',/1"/-"+(()O'"+/"F?+/"/?'W"1''"+1"/?'"+99(-9()+/'"'+(,),01",.&Q'(14

"N'"1.19'*/"/?+/"B\="*-,*'(,1"+Q-./"'+(,),01"&+,+0'&',/"F-.3>"('&+),"'O',")G
G),+,*)+3"1/+/'&',/1"+,>"('3+/'>">)1*3-1.('1"),*3.>'>"1.GG)*)',/">'/+)3"/-"+33-F"),O'1[
/-(1"/-"+>].1/"G-("'+(,),01"&+,+0'&',/r"/?+/")1P"/-".,>-"/?'"&+,+0'(1g"+**-.,/),0"*?-)*'14
M,>''>P"Q'*+.1'"-G")/1"&+,>+/'"/-"9(-O)>'"+"b3'O'3"93+W),0"G)'3>c"G-("+33"),O'1/-(1P"/?'
B\="*+,,-/")0,-('"/?'"9-11)Q)3)/W"/?+/"*'(/+),"),O'1/-(1"('3W"*-&93'/'3W"-,"'+(,),01
,.&Q'(1"('9-(/'>"-,"/?'"G+*'"-G"/?'"),*-&'"1/+/'&',/"Q'*+.1'"/?')("+Q)3)/W"/-"9(-*'11
&-('"1-9?)1/)*+/'>"̀ )4'4P"G--/,-/'a"),G-(&+/)-,")1"3)&)/'>4"V-('"0','(+33WP"9'(?+91"Q+1'>
-,"/?')("C,-F3'>0'"-G"?-F"),O'1/-(1P"&+,+0'(1P"+,>"-/?'(1"Q'?+O'P"9(+*/)/)-,'(1"+,>
('0.3+/-(1"/',>"/-"1''"/?'1'"('9-(/'>",.&Q'(1"+1"Q'),0")&9-(/+,/"),"/?')("-F,"()0?/P
('0+(>3'11"-G"/?'"3'O'3"-G">'/+)3"/?+/")1">)1*3-1'>"+Q-./"/?'&4H

WHAT DOES RESEARCH SAY ABOUT CAPITAL MARKET INCENTIVES
FOR EARNINGS MANAGEMENT?

N'">)1*.11"G-.("1'/1"-G"9+9'(1"/?+/"+>>('11"*+9)/+3[&+(C'/"),*',/)O'1"G-("'+(,),01
&+,+0'&',/@"`5a"+,+3W1'1"-G"),*',/)O'1"9(-O)>'>"QW"1/-*C"&+(C'/"9+(/)*)9+,/1"`),*3.>[
),0"+,+3W1/1"+,>"&-,'W"&+,+0'(1a"G-("&+,+0'(1"/-"&''/"('3+/)O'3W"1)&93'"'+(,),01
Q',*?&+(C1P"`#a"+,+3W1'1"-G"'+(,),01"&+,+0'&',/"+(-.,>"1'+1-,'>"'_.)/W"-GG'(),01P
`:a"/'1/1"-G"F?'/?'("),O'1/-(1"+('"bG--3'>c"QW"'+(,),01"&+,+0'&',/P"+,>"̀ 6a"'O)>',*'"-,
/?'"*+9)/+3"&+(C'/"*-,1'_.',*'1"-G"'+(,),01"&+,+0'&',/4"T)O',"/?'"-O'(+33"),*('+1'
),"1/-*C[&+(C'/"O+3.+/)-,1"/?+/"-**.(('>">.(),0"/?'"5HH$1P"+3-,0"F)/?"('3+/'>"9?',-&[
',-,"1.*?"+1"/?'"),*('+1'>")&9-(/+,*'"-G"b0(-F/?c"+,>"b?)0?[/'*?c"1/-*C1"),"/?'"&+(C'/
+,>"/?'"3+(0'"),*('+1'"`),"Q-/?"+Q1-3./'"+,>"('3+/)O'"/'(&1a"),"/?'"O+3.'"-G"1/-*C[Q+1'>
F'+3/?"+,>"*-&9',1+/)-,P")/")1"3)C'3W"/?+/"/?'1'"*+9)/+3"&+(C'/"),*',/)O'1"?+O'"Q'*-&'
1/(-,0'("/?(-.0?"/)&'4

Incentives for Managers to Meet Simple Benchmarks
Are simple earnings benchmarks important?

B'O'(+3"('*',/"9+9'(1">-*.&',/"&+,+0'(1g"),*',/)O'1"/-"&''/"1)&93'"'+(,),01"Q',*?[
&+(C1P"),*3.>),0@"̀ 5a"+O-)>),0"3-11'1r"̀ #a"('9-(/),0"),*('+1'1"),"1'+1-,+33W"+>].1/'>"_.+([
/'(3W"'+(,),01r"+,>"`:a"&''/),0"+,+3W1/1g"'Z9'*/+/)-,1"G-("_.+(/'(3W"'+(,),014

J-33-F),0"R+W,"`5HH;P"J)0.('"5aP"1'O'(+3"9+9'(1"('9-(/"/?+/"1&+33"('9-(/'>"3-11'1
+('".,.1.+33W"(+('P"F?)3'"1&+33"('9-(/'>"9(-G)/1"+('".,.1.+33W"*-&&-,P"+,>"/?+/"1&+33
>'*3),'1" ),"('9-(/'>"'+(,),01"+('".,.1.+33W" (+('P"F?)3'"1&+33" ),*('+1'1" ),"('9-(/'>
'+(,),01"+('".,.1.+33W"*-&&-,"`K.(01/+?3'("+,>"A)*?'O"5HHer"K.(01/+?3'("5HHer"+,>
A'0'-(0'"'/"+345HHHa4"E?'"+./?-(1"-G"/?'1'"1/.>)'1"),/'(9('/"/?')("G),>),01"+1"'O)>',*'
/?+/"&+,+0'(1"&+,+0'"'+(,),01"/-"+O-)>"('9-(/),0"3-11'1"+,>"'+(,),01">'*3),'14

L'*',/"('1'+(*?"QW"K(-F,"`5HH^aP"K.(01/+?3'("+,>"\+&'1"`5HH^aP"A'0'-(0'"'/"+34
`5HHHaP"+,>"L)*?+(>1-,"'/"+34"̀ 5HHHa">-*.&',/1"/?+/P"+/"3'+1/"),"('*',/">+/+P"-,'"1''1"+,
.,.1.+33W"3+(0'",.&Q'("-G"S'(-"+,>"1&+33"9-1)/)O'"G-('*+1/"'((-(1"`*+1'1"F?'('"+,+3W1/



J/+%'%(-)0/%/(3K3%&L)M3"#%"'8'%()&43)N'35-)#6)!"/73K'"-<).+/"&'&'#%3+-<)/%7)M3($8/&#+- #6:

5$ %3/?-.0?P"?'('"+0+),P"/?'"'+(,),01"&+,+0'&',/"'O)>',*'")1",-/"1/(-,0"Q'*+.1'"-G"/?'">)GG)*.3/W"-G"1'9+[
(+/),0"'+(,),01"&+,+0'&',/"G(-&"/?'"3'0)/)&+/'"'Z'(*)1'"-G"+**-.,/),0">)1*('/)-,"G-("0(-F/?"G)(&14

55 E?)1")1"/?'"/(+>'[-GG"/?'1'"9+9'(1"&+C'"O)1[s[O)1"&-('"/(+>)/)-,+3"'+(,),01"&+,+0'&',/"('1'+(*?4"E-"/?'
'Z/',/"-/?'("9+9'(1">-*.&',/"'+(,),01"&+,+0'&',/".1),0"&'+1.('1"-G">)1*('/)-,+(W"+**(.+31P"F'"*+,
.1.+33W"Q'"G+)(3W"*-,G)>',/"/?+/"&+,+0'(1"-G"/?'1'"G)(&1"9(+*/)*'"'+(,),01"&+,+0'&',/4"E?'"9(-Q3'&")1
/?+/">)1*('/)-,+(W"+**(.+31"&->'31"3+*C"9-F'("+,>"1+&93'"1)S'1"+('"1&+33"`'404P"1''"K'(,+(>"+,>"BC),,'(
5HHfa4"M,"*-,/(+1/P"1/.>)'1"1.*?"+1"K.(01/+?3'("+,>"A)*?'O"`5HHea"'&93-W"3+(0'"1+&93'1"+,>">-*.&',/
1/(-,03W"1)0,)G)*+,/"('1.3/1P"Q./"F'"?+O'"/-"('3W"-,"/?'",-/)-,"/?+/"/?'"'&9)()*+3"('0.3+()/)'1"*+,"-,3W"Q'
'Z93+),'>"+1"'+(,),01"&+,+0'&',/4

G-('*+1/1"+('"'Z+*/3W"&'/"-("].1/"Q'+/',a"+,>"+,".,.1.+33W"1&+33",.&Q'("-G"1&+33",'0+[
/)O'"G-('*+1/"'((-(1"`,'+("&)11'1a4"K(-F,"`5HH^a">-*.&',/1"+"/)&'"/(',>"),"/?'1'"9+/[
/'(,1k/?'"9(-9-(/)-,"-G"/?'"/)&'"/?+/"'+(,),01"'Z+*/3W"&''/"-("].1/"'Z*''>"+,+3W1/1g
G-('*+1/1"?+1"),*('+1'>"-O'("/)&'"F?)3'"/?'"9(-9-(/)-,"-G",'+("&)11'1"?+1">'*3),'>4"R'
+31-">-*.&',/1"/?+/"/?)1"/(',>")1"&-1/"9(-,-.,*'>"G-("b0(-F/?c"1/-*C1"F?)*?P"+1">)1[
*.11'>"Q'3-FP"1''&"&-('"1',1)/)O'"/-",'0+/)O'"'+(,),01"1.(9()1'14

A'0'-(0'"'/"+34"`5HHHa"9(-O)>'"'O)>',*'"-G"+"?)'(+(*?W"+&-,0"/?'1'"/?(''"'+(,),01
/?('1?-3>1k/?'W"G),>"/?+/")/")1"&-1/")&9-(/+,/"/-"+O-)>"3-11'1P"Q./"/?+/"-,*'"9(-G)/+Q)3[
)/W")1"+*?)'O'>")/")1"/?',")&9-(/+,/"/-"('9-(/"),*('+1'1"),"_.+(/'(3W"'+(,),01P"+,>"-,*'
),*('+1'1"?+O'"Q'',"+*?)'O'>"/?'"0-+3"Q'*-&'1"&''/),0"+,+3W1/1g"'+(,),01"G-('*+1/14
E?'"3+1/"0-+3")1")&9-(/+,/"1),*'")/")1"-G/',"/?'"*+1'"/?+/"*-&9+,)'1P"'19'*)+33W"b0(-F/?c
*-&9+,)'1P"('9-(/"'+(,),01"),*('+1'1"/?+/"1/)33"('9('1',/">)1+99-),/&',/1"('3+/)O'"/-
+,+3W1/1g" G-('*+1/14"jG"*-.(1'P"&+,+0'(1"*+,P" ),"O+()-.1"F+W1P" ),G3.',*'"/?'"+,+3W1/
G-('*+1/"Q',*?&+(C")/1'3GP"+1"F'33"+1"&+,+0'"'+(,),01"/-"&''/"/?'"G-('*+1/4

VW'(1"+,>"BC),,'("`#$$$a"+31-"+>>('11"F?'/?'("1)&93'"'+(,),01"Q',*?&+(C1"+('
)&9-(/+,/"/-"&+,+0'(1"Q./"/+C'"+"b/)&'[1'()'1c"+99(-+*?4"E?'1'"+./?-(1"),O'1/)0+/'
?-F"&+,W"G)(&1"('9-(/"+/"3'+1/"5e"_.+(/'(1"-G"*-,1'*./)O'"),*('+1'1"),"_.+(/'(3W"\YB
1),*'"5H^e4"E?'W"G),>"/?+/"/?'('"+('":HH"1.*?"G)(&1P"+,>"/?+/"&+,W"-G"/?'1'"G)(&1"?+O'
'+(,),01"1/(),01"*-,1)>'(+Q3W"'Z*''>),0"5e"_.+(/'(1"+,>"+('"-,0-),0"`1-&'"G)(&1"?+O'
('9-(/'>"*-,1'*./)O'"),*('+1'1"),"_.+(/'(3W"'+(,),01"G-("-O'("/',"W'+(1a4"E?'"+./?-(1
('9-(/"'O)>',*'"*-,1)1/',/"F)/?"&+,+0'(1"-G"/?'1'"G)(&1"1&--/?),0"('9-(/'>"'+(,),01
/-"?'39"/?')("G)(&1"+*?)'O'"/?)1"*-,1)1/',/"'+(,),01"0(-F/?45$

E?'"9+9'(1"3)1/'>"+Q-O'"('9('1',/"+">'9+(/.('"G(-&"b/(+>)/)-,+3c"'+(,),01"&+,+0'[
&',/"('1'+(*?"Q'*+.1'"/?'W">-",-/"+//'&9/"/-"&'+1.('"'+(,),01"&+,+0'&',/"G-("),>)[
O)>.+3"*-&9+,)'1"`.1),0P"1+WP">)1*('/)-,+(W"+**(.+31"&->'31a"+,>"/?',"+00('0+/'"('[
1.3/1"+*(-11"G)(&1"),"1)&)3+("'*-,-&)*"*)(*.&1/+,*'1"/-"('+*?"-O'(+33"*-,*3.1)-,14"L+/?'(P
/?'W"9-),/"/-"+//()Q./'1"-G"/?'">)1/()Q./)-,"-G"'+(,),01"G-("3+(0'"1+&93'1"`-("'O',"9-9.[
3+/)-,1a"-G"*-&9+,)'1"+,>"/?',"+11'(/"/?+/"/?'1'"9(-9'(/)'1"+('"*-,1)1/',/"F)/?"'+(,[
),01"&+,+0'&',/4"E-"/?'"'Z/',/"F'"G),>"/?'1'"+11'(/)-,1"*-&9'33),0P"/?'1'"9+9'(1"?'39
.1"/-"+11'11"/?'"-O'(+33"'Z/',/"-G"'+(,),01"&+,+0'&',/"),"/?'"'*-,-&W455"J-("'Z+&93'P
K.(01/+?3'("+,>"A)*?'O"`5HHeP"5$5a"1/+/'"/?+/"b`+a,"),O'1/)0+/)-,"-G"/?'"9('O+3',*'"-G
/?'"+O-)>+,*'"-G"'+(,),01">'*('+1'1"+,>"3-11'1"1.00'1/1"/?+/"&4'-)'-)/)I3+?/-'?3)I43P
%#K3%#%@"N'"'1/)&+/'"/?+/"̂ <5#t"-G"G)(&1"F)/?"1&+33"9('[&+,+0'>"'+(,),01">'*('+1'1
&+,)9.3+/'"'+(,),01"/-"+*?)'O'"'+(,),01"),*('+1'1P"+,>":$<66t"-G"G)(&1"F)/?"1&+33
9('[&+,+0'>"3-11'1"&+,+0'"'+(,),01"/-"*('+/'"9-1)/)O'"'+(,),01c"`'&9?+1)1"+>>'>a4



#66 !""#$%&'%()*#+',#%-E9$%3)FGGG

5# VW'(1"+,>"BC),,'("`#$$$a">-*.&',/"1)&)3+("'O)>',*'"G-("G)(&1"F)/?"+"3+(0'",.&Q'("-G"*-,1'*./)O'"),[
*('+1'1"),"_.+(/'(3W"\YB4

5: X),,'W"'/"+34"`5HHHa"9('1',/"('3+/'>"'O)>',*'"Q./"('+*?"1-&'F?+/">)GG'(',/"*-,*3.1)-,1P"9-11)Q3W"Q'*+.1'
-G">)GG'(',/">'1)0,"*?-)*'14

56 %,-/?'("?W9-/?'1)1")1"/?+/"'+(,),01"&+,+0'&',/"?+1",-/"+*/.+33W"Q'*-&'"&-('"9('O+3',/P"Q./")1"1)&93W
&-('" O)1)Q3'" /->+W" /?+," 'O'(" Q'G-('4"J-(" 'Z+&93'P"F)/?" /?'"+>O',/" -G" *-,G'(',*'" *+331"F)/?"+,+3W1/1P
),*('+1'>"),G-(&+/)-,">)11'&),+/)-,"/?(-.0?"/?'"M,/'(,'/P"'/*4P"),O'1/-(1"+(0.+Q3W"?+O'"&-('"),G-(&+[
/)-,"+Q-./"G)(&1"/?+,"'O'("Q'G-('P"),*3.>),0"),G-(&+/)-,"+Q-./"/?')("'+(,),01"&+,+0'&',/"9(+*/)*'14

5; V+(C'/"9+(/)*)9+,/1"+31-"1''&"/-"('19-,>"/-"/?'"9+//'(,"-("9+/?"/?(-.0?"F?)*?"'+(,),01"'Z9'*/+/)-,1
*?+,0'">.(),0"/?'"_.+(/'(4"E?.1P"+1">)1*.11'>"QW"V+/1.&-/-" `5HHHaP"BC),,'(" `5HH6aP"+,>"B-GG'("'/"+34
`5HHHaP"/?'('")1"+"Q'3)'G"/?+/")/")1"Q'//'("/-"('>.*'"+,+3W1/1g"+,>"),O'1/-(1g"'+(,),01"'Z9'*/+/)-,1">.(),0"/?'
_.+(/'("),"-(>'("/-"Q'+/"/?'&"+/"/?'"',>"-G"/?'"_.+(/'("/?+,"1)&93W"/-"1+W",-/?),0"+,>"+,,-.,*'">)1+9[
9-),/),0"'+(,),01"+/"/?'"',>"-G"/?'"_.+(/'(4

CONSEQUENCES OF MISSING A BENCHMARK
B/.>)'1">-*.&',/),0">)1/()Q./)-,+3"9(-9'(/)'1"-G"'+(,),01"*-,1)1/',/"F)/?"'+(,[

),01"&+,+0'&',/">-",-/"+>>('11"F?W"&''/),0"1.*?"1)&93'"Q',*?&+(C1")1")&9-(/+,/
/-"&+(C'/"9+(/)*)9+,/1"`+,>"/?'('G-('"/-"&+,+0'(1aP"+,>"F?W"/?'1'"'+(,),01"9+//'(,1
+99'+("/-"?+O'"Q'*-&'"&-('"9(-,-.,*'>"-O'("/?'"9+1/">'*+>'4"EF-"9+9'(1">-*.&',/
/?+/"&+(C'/"9()*'1"+('"1',1)/)O'"/-"/?'1'"Q',*?&+(C14"J)(1/P"K+(/?"'/"+34"`5HHHa"G),>
/?+/P"-/?'("/?),01"'_.+3P"G)(&1"('9-(/),0"*-,/),.-.1"0(-F/?"),"+,,.+3"'+(,),01"+('
9()*'>"+/"+"9('&).&"/-"-/?'("G)(&1P"/?+/"/?)1"9('&).&"),*('+1'1"F)/?"/?'"3',0/?"-G"/?'
1/(),0P"+,>"/?+/"/?'"9('&).&")1"('>.*'>"F?',"/?'"1/(),0">)1+99'+(145#"B'*-,>P"BC),[
,'("+,>"B3-+,"`#$$$a">-*.&',/"/?+/"/?'"1/-*C"9()*'"('19-,1'"/-"+>O'(1'"'+(,),01"1.([
9()1'1")1">)19(-9-(/)-,+/'3W"3+(0'"G-("0(-F/?"1/-*C14"E?.1P"F?',"0(-F/?"1/-*C1"('9-(/
'O',"1&+33"'+(,),01">)1+99-),/&',/1"`('3+/)O'"/-"+,+3W1/1g"G-('*+1/1a"/?'W"1.GG'(">)1[
9(-9-(/)-,+/'3W"3+(0'"1/-*C"9()*'">'*3),'145:"BC),,'("+,>"B3-+,"`#$$$a"),/'(9('/"/?')(
'O)>',*'"+1"Q'),0"*-,1)1/',/"F)/?"/?'")>'+"),"U+C-,)1?-C"'/"+34"`5HH6a"/?+/"),O'1/-(1
+('"-O'(3W"-9/)&)1/)*"+Q-./" /?'" G./.('"'+(,),01"9(-19'*/1"-G" b0(-F/?c"-(" b03+&-.(c
1/-*C1P"Q)>"/?')("9()*'1".9P"+,>"/?+/"/?'1'"1/-*C1g"9()*'1"1.Q1'_.',/3W"G+33"F?',"),O'1[
/-(1"*-(('*/"/?')("-O'([-9/)&)1&4

MG"&+,+0'(1"-G"0(-F/?"G)(&1"C,-F"/?+/"1/-*C"9()*'1"('19-,>"1/(-,03W"/-"+>O'(1'
'+(,),01",'F1P"F'"'Z9'*/"/?'&"/-"/+C'"1/'91"/-"+O-)>"('9-(/),0"1.*?"'+(,),01",'F1P
9+(/)*.3+(3W")G"/?'W"?+O'"3+(0'"+&-.,/1"-G"9'(1-,+3"F'+3/?"),O'1/'>"),"/?'"*-&9+,WP
')/?'("),"1/-*C"-("),".,'Z'(*)1'>"'&93-W''"1/-*C"-9/)-,14"M/"*-.3>"Q'"+(0.'>"/?+/"/?'
'Z/',/"/-"F?)*?"/-9"'Z'*./)O'1g"9'(1-,+3"F'+3/?")1"/)'>"/-"/?')("G)(&1g"1/-*C"9()*'1P"*-.93'>
F)/?"/?'"('3+/)O'"3'O'3"-G"/?'1'"1/-*C"9()*'1P"?+1"),*('+1'>">(+&+/)*+33W"-O'("/?'"9+1/
>'*+>'P"9(-O)>),0"+"*-(('19-,>),0"),*('+1'"),"&+,+0'(1g"),*',/)O'1"/-"+O-)>"'+(,),01
1.(9()1'14"E?.1P"0)O',"/?'"F+W"/?'"&+(C'/"*.((',/3W"('19-,>1"/-"'+(,),01",'F1P")/"&+W
,-/"Q'"/--"1.(9()1),0"/?+/"'+(,),01"&+,+0'&',/"/-"+O-)>"('9-(/),0"+>O'(1'"'+(,),01
,'F1"?+1"),*('+1'>456

M/")1"?+(>"/-".,>'(1/+,>"'Z/('&'"('+*/)-,1"/-"1&+33">'O)+/)-,1"G(-&"1)&93'"Q',*?[
&+(C1"1.*?"+1"+,+3W1/1g"'+(,),01"G-('*+1/1P"9+(/)*.3+(3W"F?',@"̀ 5a"/?'">)GG'(',*'"Q'/F'',
&''/),0"+,>"&)11),0"/?'"Q',*?&+(C")1"-G/',"].1/"+"G'F"*',/1P"+,>"`#a"&+,+0'(1"*+,
),G3.',*'"Q-/?"/?'"Q',*?&+(C"+,>"/?'"('+3)S+/)-,"̀ +,+3W1/1g"G-('*+1/1"+,>"('9-(/'>"\YB
+('"Q-/?"b',>-0',-.1ca45;"E?'"('+*/)-,1"1.00'1/"+"F-(3>"),"F?)*?"),O'1/-(1".1'"1)&93'
?'.()1/)*1"/-"&'+1.('"'*-,-&)*"9'(G-(&+,*'P")&93W),0"/?+/"),G-(&+/)-,"9(-*'11),0"*-1/1
+('"1-&'?-F"b?)0?4c"E?)1"-Q1'(O+/)-,")1"?+(>"/-"('*-,*)3'"F)/?"/?'"G+*/"/?+/"/'*?,-3-0)[
*+3"+>O+,*'1"?+O'"1.('3W"3-F'('>"/?'"*-1/"-G"9.Q3)*"),G-(&+/)-,">)11'&),+/)-,"/-"),O'1/-(1



J/+%'%(-)0/%/(3K3%&L)M3"#%"'8'%()&43)N'35-)#6)!"/73K'"-<).+/"&'&'#%3+-<)/%7)M3($8/&#+- #6;

5f K.(01/+?3'("+,>"A)*?'O"`5HHea"+,>"A'0'-(0'"'/"+34"`5HHHa"Q-/?"9-),/"/-"9(-19'*/"/?'-(W""/-"?'39"'Z93+),
/?')("G),>),014

5e B''"N+//1"+,>"u)&&'(&+,"`5H^fa4"%Q+(Q+,'33"+,>"U'?+OW"`5HHHa"+(0.'"/?+/"*+9)/+3"&+(C'/"),*',/)O'1
+*/.+33W"?'39"'Z93+),"/?'"&)Z'>"'O)>',*'"G(-&"*-,/(+*/),0"1/.>)'14

5^ M,"+"1)&)3+("O'),P"A'*?-F"'/"+34"`5HHfa"1?-F"/?+/"G)(&1")>',/)G)'>"QW"/?'"B\="+1"&+,)9.3+/),0"'+(,),01
/',>"/-"Q'")11.),0"'_.)/W4

`G-("'Z+&93'P"*-,1)>'("/?'"F'+3/?"-G"),G-(&+/)-,"+O+)3+Q3'"+/"O)(/.+33W"S'(-"*-1/"/?(-.0?
*-(9-(+/'"F'Q"1)/'1a4"=-,1'_.',/3WP"('1'+(*?'(1"G('_.',/3W"+99'+3"/-"Q'?+O)-(+3"'Z93+[
,+/)-,1"1.*?"+1"9(-19'*/"/?'-(W"/-"'Z93+),"F?W"),O'1/-(1"('3W"-,"?'.()1/)*145f

E?'"G+*/"/?+/"/?)1"Q'?+O)-(")1"?+(>"/-".,>'(1/+,>")G"),O'1/-(1"+('"(+/)-,+3"&+W"'Z[
93+),"F?W"+*+>'&)*1"?+O'"Q'',"13-F"/-"'Z+&),'"*+9)/+3"&+(C'/"),*',/)O'1"G-("'+(,),01
&+,+0'&',/4"%**-.,/),0"('1'+(*?'(1"3--C'>"G-("-/?'("/W9'1"-G"),*',/)O'1P"1.*?"+1"/?-1'
9(-O)>'>"QW"'Z93)*)/"*-,/(+*/1"3)C'"Q-,.1"93+,1"+,>">'Q/"*-O',+,/1P"Q'*+.1'"),"/?'1'
1'//),01"/?'"*-,/(+*/),0"+,>"),G-(&+/)-,"*-1/1"+('"+(0.+Q3W"?)0?'("/?+,"),"*+9)/+3"&+([
C'/1P"&+C),0")/"&-('"3)C'3W"/?+/"'+(,),01"&+,+0'&',/"F-.3>"Q'"'GG'*/)O'"`)4'4P" /?+/
1-&'-,'"F-.3>"Q'"bG--3'>ca45e"E?.1P"+1"+*+>'&)*1P"-.(",+/.(+3"/',>',*W"/-"+11.&'"),[
O'1/-("(+/)-,+3)/W"?+1"*+.1'>".1"/-")0,-('"*+9)/+3"&+(C'/"),*',/)O'1"G-("'+(,),01"&+,[
+0'&',/4"M,"*-,/(+1/P"+**-.,/),0"('0.3+/-(1"+,>"9(+*/)/)-,'(1"+('"3'11"),*3),'>"/-"O)'F
/?'"F-(3>"),"/?)1"&+,,'(P"+,>"1-"+('"&-('"),*3),'>"/-"+>&)/"/?'"9-11)Q)3)/W"/?+/"*+9)/+3
&+(C'/" ),*',/)O'1" G-("'+(,),01"&+,+0'&',/"+('" )&9-(/+,/4"j.("O)'F")1"/?+/P"0)O',
('*',/"'O)>',*'P"F'"+1"+*+>'&)*1"1?-.3>"G-*.1"&-('"+//',/)-,"-,"*+9)/+3"&+(C'/"),*',[
/)O'1"G-("'+(,),01"&+,+0'&',/4

Do Managers Practice Earnings Management to Improve the Terms of
Equity Offerings?

B?+('"-GG'(),01"9(-O)>'"+">)('*/"),*',/)O'"/-"&+,+0'"'+(,),014"E-"/?'"'Z/',/"&+,[
+0'(1"*+,".,>'/'*/+Q3W"),*('+1'"('9-(/'>"'+(,),01P"/?'W"*+,")&9(-O'"/?'"/'(&1"-,"F?)*?
/?')("G)(&1g"1?+('1"+('"1-3>"/-"/?'"9.Q3)*P"9(-O)>),0">)('*/"&-,'/+(W"Q','G)/1"/-"/?'&[
1'3O'1"+,>"/?')("G)(&14

EF-"('*',/"1/.>)'1"9(-O)>'"'O)>',*'"/?+/"&+,+0'(1"&+,+0'"'+(,),01"+/"/?'"/)&'"-G
1'+1-,'>"'_.)/W"-GG'(),01"`L+,0+,"5HH^r"E'-?"'/"+34"5HH^a4"M/")1"F'33"C,-F,"/?+/"1?+('1
-G"G)(&1"/?+/"&+C'"1'+1-,'>"'_.)/W"-GG'(),01"`B\j1a".,>'(9'(G-(&"/?'"&+(C'/"),"/?'
W'+(1"G-33-F),0"/?'"-GG'(),04"E?'1'"/F-"9+9'(1"1?-F"/?+/@"̀ 5a"('9-(/'>"'+(,),01"-G"G)(&1
/?+/"&+C'"B\j1"+('".,.1.+33W"?)0?"+/"/?'"/)&'"-G"/?'"B\jr"`#a"/?'1'"?)0?"('9-(/'>
'+(,),01"+('"+//()Q./+Q3'"/-".,.1.+33W"?)0?"+**(.+31"`),*3.>),0"b>)1*('/)-,+(Wc"+**(.[
+31ar"`:a"/?'1'"G)(&1g"'+(,),01"9'(G-(&+,*'")1".,.1.+33W"9--("),"/?'"W'+(1"G-33-F),0"/?'
B\jr"`6a"/?'('")1"+"1/(-,0"+11-*)+/)-,"Q'/F'',"/?'"'Z/',/"-G"'+(,),01"&+,+0'&',/"+,>
1.Q1'_.',/"1/-*C"9()*'"9'(G-(&+,*'k1?+('1"-G"G)(&1"F)/?"/?'"?)0?'1/"+**(.+31"+/"/?'
/)&'"-G"/?'"B\j"/',>"/-"9'(G-(&"F-(1'"),"/?'"W'+(1"+G/'("/?'"B\j"/?+,"1?+('1"-G"-/?'(
G)(&14"E?)1"'O)>',*'")1"*-,1)1/',/"F)/?"/?'"O)'F"/?+/"),O'1/-(1">-",-/"b1''"/?(-.0?c
'+(,),01"&+,+0'&',/"+/"/?'"/)&'"-G"/?'"B\j4"L+/?'(P"+1"/)&'"9+11'1"+G/'("/?'"B\j"+,>
/?'"'+(,),01"&+,+0'&',/"Q'*-&'1"+99+(',/"/?(-.0?"1.Q1'_.',/"'+(,),01">)1+99-),/[
&',/1P"/?'"-O'(9()*),0"('O'(1'1"+,>"/?'1'"1/-*C1".,>'(9'(G-(&"/?'"&+(C'/45^

M/"+99'+(1"/?+/"+,+3W1/1"93+W"+"(-3'"),"/?)1"9(-*'114"B/-*C"9()*'1"-G")11.),0"G)(&1
*+,"Q'"Q--1/'>"QW"9(->.*),0" G+O-(+Q3'"'+(,),01"('9-(/1"+,>I-("QW"?+O),0"+,+3W1/1
b?W9'c"/?'"G)(&"+1"?+O),0"b0('+/"0(-F/?"9-/',/)+34c"A'*?-F"'/"+34"`#$$$a"+,>"U),"+,>
V*7)*?-31"`5HH^a"1?-F"/?+/"+,+3W1/1"+GG)3)+/'>"F)/?"),O'1/&',/"Q+,C1".,>'(F()/),0



#6f !""#$%&'%()*#+',#%-E9$%3)FGGG

'_.)/W")11.'1"/',>"/-"&+C'"?)0?'("0(-F/?"G-('*+1/1P"+,>"1.Q1'_.',/3W"?+O'"3+(0'(
G-('*+1/"'((-(1P" /?+,">-".,+GG)3)+/'>"+,+3W1/14"E?')("('1.3/1"1.00'1/" /?+/" ),O'1/-(1
('3W"-,"/?'1'"0(-F/?"G-('*+1/1"+,>"+('"1.Q1'_.',/3W">)1+99-),/'>"F?',"/?'1'"G-('[
*+1/1"+('",-/"('+3)S'>4

Do Market Participants Respond to Differences in the Quality of Reported
Earnings?

B3-+,"̀ 5HHfa"),O'1/)0+/'1"F?'/?'("&+(C'/"9+(/)*)9+,/1".1'"+"('3+/)O'3W"1)&93'"&'+[
1.('"-G"/?'"_.+3)/W"-G"('9-(/'>"'+(,),01"Q+1'>"-,"9.Q3)*3W"+O+)3+Q3'"),G-(&+/)-,4"B9'[
*)G)*+33WP"B3-+,"`5HHfa">'G),'1"b?)0?[_.+3)/Wc"'+(,),01"+1"'+(,),01"*-&9-1'>"9()&+()3W
-G"-9'(+/),0"*+1?"G3-F1"+,>"b3-F[_.+3)/Wc"'+(,),01"+1"'+(,),01"*-&9-1'>"9(),*)9+33W"-G
+**(.+314"B3-+,"`5HHfa"G),>1"/?+/"),"G)(&1"F?'('"+**(.+31"+('"3+(0'"+,>"9-1)/)O'@

q '+(,),01"/',>"/-">'*3),'"-O'("/?'",'Z/"/?(''"W'+(1"Q'*+.1'"-G"('O'(1+31"-G"+**-.,/[
),0"+**(.+31r

q /?'"3+(0'1/"+**(.+3"('O'(1+31"+('"+//()Q./+Q3'"/-"*.((',/"+**(.+31r"+,>
q /?'"1/-*C"9()*'1"-G"/?'1'"G)(&1">'*3),'"-O'("/?'"/?(''[W'+("9'()->P"+,>"/?'1'"1/-*C

9()*'">'*3),'1"+('"('3+/'>"/-"/?'"9('>)*/+Q3'">'*3),'"),"'+(,),014

B3-+,"`5HHfa"*-,*3.>'1"/?+/"&+(C'/"9+(/)*)9+,/1"-O'('1/)&+/'"/?'"9'(1)1/',*'"-G
3-F[_.+3)/W"*.((',/"'+(,),01"+,>".,>'('1/)&+/'"/?'"9'(1)1/',*'"-G"?)0?"_.+3)/W"*.([
(',/"9'()->"'+(,),014"v)'"`5HH^a"3),C1"B3-+,g1"`5HHfa"G),>),01"/-"/?'"'+(,),01"&+,+0'[
&',/"3)/'(+/.('"QW"1?-F),0"'O)>',*'"-G"+"('3+/)-,"Q'/F'',"B3-+,g1"`5HHfa"&'+1.('"-G
'+(,),01"_.+3)/W"+,>"&'+1.('1"-G"'+(,),01"&+,+0'&',/4"E-0'/?'(P"/?'1'"G),>),01"1.0[
0'1/"/?+/"&+(C'/"9+(/)*)9+,/1"+('"bG--3'>c"QW"('3+/)O'3W"1)&93'"̀ +,>"/(+,19+(',/a"'+(,),01
&+,+0'&',/"9(+*/)*'14

Capital Market Consequences of Earnings Management
B),*'"'+(,),01"&+,+0'&',/")1P"QW"*-,1/(.*/)-,P">)GG)*.3/"/-"-Q1'(O'P")/")1"?+(>"/-

*-,1/(.*/"1/.>)'1"-G"?-F"*+9)/+3"&+(C'/"9+(/)*)9+,/1"('19-,>"/-"('O'3+/)-,1"-G"'+(,),01
&+,+0'&',/"),"0','(+34"=-,1'_.',/3WP"/?'"1/.>)'1"/?+/">-"'Z)1/"G-*.1"-,"/?-1'"'Z/('&'
*+1'1"-G"'+(,),01"&+,+0'&',/"/?+/"*.3&),+/'"),"B\="',G-(*'&',/"+*/)-,14"E?'1'"1/.>[
)'1"G),>"/?+/"/?'('"+('"1)0,)G)*+,/"+>O'(1'"*+9)/+3"&+(C'/"('+*/)-,1"/-"B\="',G-(*'&',/
+*/)-,14

J'(-S"'/"+34"`5HH5a"('9-(/"/?+/"),"/?')("1+&93'"9'()->"`5H^#<5H^Ha"*+1'1"-G"+33'0'>
),O',/-(W"-("('*')O+Q3'1"-O'(1/+/'&',/1"+**-.,/'>"G-("e$"9'(*',/"-G"+33"',G-(*'&',/
*+1'1P"/?+/"&+,W"-G"/?'1'"*+1'1"F'('"+11-*)+/'>"F)/?"&+,+0'&',/"G)(),01"+,>I-("1/-*C[
?-3>'("3+F1.)/1P"+,>"/?+/"/?'"+O'(+0'"1/-*C"9()*'"('+*/)-,"/-"+,,-.,*'&',/1"-G"/?'1'
',G-(*'&',/"+*/)-,1")1"<5:"9'(*',/"`<f"9'(*',/"F?',"/?'"+**-.,/),0"9(-Q3'&1"F'('
9('O)-.13W"('O'+3'>a4"=-,1)1/',/"F)/?"/?'"('1.3/1"),"J'(-S"'/"+34"`5HH5aP"A'*?-F"'/"+34
`5HHfa"G),>"/?+/"G-("/?')("1+&93'"-G"B\="',G-(*'&',/"+*/)-,1"̀ >(+F,"G(-&"5H^#<5HH#a
/?'"1/-*C"9()*'"('+*/)-,")1"<H"9'(*',/4"A'*?-F"'/"+34"`5HHfa"+31-"),O'1/)0+/'"F?'/?'(
/?'('"+('"-/?'("),>)*+/-(1"/?+/"G)(&1"G+*'"?)0?'("*-1/1"-G"*+9)/+3"+G/'("Q'),0")>',/)G)'>
+1"?+O),0"&+,)9.3+/'>"'+(,),014"E?'W"G),>"/?+/"+"G)(&g1")>',/)G)*+/)-,"+1"+,"'+(,),01
&+,)9.3+/-(")1"+11-*)+/'>"F)/?"+,"),*('+1'"),"Q)>[+1C"19('+>1P"+">'*3),'"),"+,+3W1/
G-33-F),0P"+,"),*('+1'"),"1?-(/"),/'('1/P"+,>"+,"),*('+1'"),"/?'">)19'(1)-,"-G"+,+3W1/
G-('*+1/" '((-(14"E?'1'" G),>),01"+('" *-,1)1/',/"F)/?" /?'" )>'+" /?+/" /?'" ('O'3+/)-," -G
'+(,),01"&+,+0'&',/" `1'O'('" ',-.0?" /-" 1.Q1'_.',/3W" ('1.3/" ),"B\="',G-(*'&',/
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+*/)-,1a"1)0,+31"/-"),O'1/-(1"/?+/"/?'"G)(&1g"'*-,-&)*"9(-19'*/1"+('"9--('("/?+,"9('O)[
-.13W"/?-.0?/"+,>"('>.*'1"/?'"*('>)Q)3)/W"-G"/?'"G)(&1g"&+,+0'&',/">)1*3-1.('14"E?'
('O'3+/)-,"-G"'Z/('&'"G-(&1"-G"'+(,),01"&+,+0'&',/")1"9.,)1?'>"QW"*+9)/+3"&+(C'/
9+(/)*)9+,/14

A'*?-F"'/"+34"`5HHfa"+31-"9(-O)>'"'O)>',*'"-,"/?'"*-(9-(+/'"0-O'(,+,*'"1/(.*/.('1
&-1/"*-&&-,3W"+11-*)+/'>"F)/?"/?'"'+(,),01"&+,)9.3+/)-,1P"+"/-9)*"-G"),/'('1/"0)O',
/->+Wg1">'Q+/'"+Q-./"+.>)/"*-&&)//''"('G-(&14"E?'W">-*.&',/"/?+/"G)(&1"1.Q]'*/"/-
B\="',G-(*'&',/"+*/)-,1"+('"&-('"3)C'3W"/-"?+O'"F'+C'("0-O'(,+,*'"1/(.*/.('14"E?'W
G),>"/?+/"/?'1'"G)(&1"+('"3'11"3)C'3W"/-"?+O'"+,"+.>)/"*-&&)//''P"&-('"3)C'3W"/-"?+O'"+,
),1)>'([>-&),+/'>"Q-+(>P"&-('"3)C'3W"/-"?+O'"+"=\j"F?-")1"+"*-&9+,W"G-.,>'(P"+,>
&-('"3)C'3W"/-"?+O'"+"=\j"F?-")1"=?+)(&+,"-G"/?'"K-+(>4"K'+13'W"`5HHfa"('9-(/1"1)&)[
3+("('1.3/14"E?.1P"/?'"'O)>',*'"1.00'1/1"/?+/"0)O',"+,"),*',/)O'"/-"&+,)9.3+/'P"?+O),0"+
F'+C"0-O'(,+,*'"1/(.*/.('")1"&-('"3)C'3W"/-"3'+>"/-"/?'"G)(&"+*/)O'3W"',0+0),0"),"'+(,[
),01"&+,+0'&',/4

E-"1.&&+()S'P"/?'"'O)>',*'"),"/?)1"1'*/)-,"1.00'1/1"/?+/@"&+(C'/"9+(/)*)9+,/1"('[
19-,>"/-"F?'/?'("'+(,),01"&''/"G+)(3W"1)&93'"Q',*?&+(C1r"&+,+0'(1"+99'+("/-"9(+*[
/)*'"'+(,),01"&+,+0'&',/"/-"&''/"/?'1'"1)&93'"'+(,),01"Q',*?&+(C1r"+,>"&+(C'/"9+([
/)*)9+,/1"*+,"Q'"bG--3'>c"QW"('3+/)O'3W"1)&93'"'+(,),01"&+,+0'&',/"9(+*/)*'14"R-F[
'O'(P" )G" '+(,),01"&+,+0'&',/" )1" ('O'+3'>" /-"&+(C'/"9+(/)*)9+,/1P" /?'" G)(&"*+," G+*'
('3+/)O'3W"?+(1?"9',+3/)'14"E?'1'"G),>),01"1''&"?+(>"/-"('*-,*)3'"F)/?"/(+>)/)-,+3"+*+[
>'&)*"O)'F1"/?+/"&+(C'/1"+('"'GG)*)',/"+,>"),G-(&+/)-,"9(-*'11),0"*-1/1"+('"3-F4"%1"+
('1.3/P"F'"Q'3)'O'"/?+/"+*+>'&)*1"F)33"*-,/),.'"/-"'Z93-('"-/?'("/W9'1"-G"'Z93+,+/)-,1
G-("/?'1'"('0.3+()/)'14

IMPLICATIONS AND CONCLUSIONS
M,"/?)1"9+9'("F'">)1*.11"1-&'"-G"/?'"('+1-,1P"+1"F'"1''"/?'&P"G-("/?'">)GG'(',*'

Q'/F'',"+*+>'&)*"+,>"('0.3+/-(I9(+*/)/)-,'("9'(*'9/)-,1"-G"'+(,),01"&+,+0'&',/4"N?)3'
('0.3+/-(1"+,>"9(+*/)/)-,'(1"O)'F"'+(,),01"&+,+0'&',/"+1"Q-/?"9'(O+1)O'"+,>"9(-Q[
3'&+/)*P"+*+>'&)*1"/',>"/-"Q'"3'11"*-,*'(,'>4"N'"1''"+*+>'&)*1"+1".,>'(1/+/),0"/?'
9(-Q3'&"G-("/F-"('+1-,1@

q %"9(-3-,0'>"G-*.1"-,"),*',/)O'1"/?+/"&+W"Q'"3'11")&9-(/+,/"/?+,"*+9)/+3"&+(C'/
),*',/)O'1"G-("'+(,),01"&+,+0'&',/"`'404P"Q-,.1"93+,1P">'Q/"*-O',+,/1P"9-3)/)*+3
*-1/1a4"E?)1" G-*.1"?+1"Q'',"1.1/+),'>"QW" /?'"+11.&9/)-,"/?+/"&+(C'/1"+('" b'GG)[
*)',/4c

q %">)GG)*.3/W" ),"&->'3),0"'+(,),01"&+,+0'&',/4"B9'*)G)*+33WP"F?)3'">'G),)/)-,1"-G
'+(,),01"&+,+0'&',/"+('",'*'11+()3W"1/(.*/.('>"),"/'(&1"-G"&+,+0'&',/"b),/',/Pc
/-"/'1/"?W9-/?'1'1"('1'+(*?'(1"&.1/"b-9'(+/)-,+3)S'c"/?'1'">'G),)/)-,1P")>',/)GW),0
F?+/"+**(.+3"-("+**-.,/")1"Q'),0"&+,+0'>"+,>"?-F4"E?)1")1">)GG)*.3/"/-">-".1),0"-,3W
+//()Q./'1"-G"('9-(/'>"+**-.,/),0",.&Q'(14

=-,O'(1'3WP"('0.3+/-(1"+,>"9(+*/)/)-,'(1"+('"3)C'3W"/-"Q'"-O'(1/+/),0"/?'"'Z/',/"-G
/?'"9(-Q3'&"G-("/?'"G-33-F),0"('+1-,1@

q b7-"'+(,),01"&+,+0'&',/c")1"*3'+(3W",-/"+,"-9/)&+3"1-3./)-,4"B-&'"'+(,),01"&+,[
+0'&',/")1"'Z9'*/'>"+,>"1?-.3>"'Z)1/"),"*+9)/+3"&+(C'/14"E?)1")1",'*'11+(W"Q'*+.1'
-G" /?'" G.,>+&',/+3",''>" G-(" ].>0&',/1"+,>"'1/)&+/'1" /-" )&93'&',/"+**(.+3"+*[
*-.,/),0k/?'" G)(1/[-(>'("'GG'*/"-G"+33-F),0" /?'1'" ].>0&',/1"+,>"'1/)&+/'1" )1" /-
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9(->.*'"+,"'+(,),01",.&Q'("/?+/"9(-O)>'1"+"bQ'//'(c"&'+1.('"-G"'*-,-&)*"9'(G-([
&+,*'"/?+,"*+1?"G3-F14"\3)&),+/),0"+33"G3'Z)Q)3)/W"F-.3>"),"/.(,"'3)&),+/'"/?'".1'[
G.3,'11"-G"'+(,),01"+1"+"&'+1.('"-G"'*-,-&)*"9'(G-(&+,*'4

q MG"),G-(&+/)-,")1"*3'+(3W">)1*3-1'>"),"G--/,-/'1"('0+(>),0"+"G)(&g1"9+(/)*.3+("+**-.,/[
),0"9-3)*WP"/?',"-,'"1?-.3>"'Z9'*/"1-9?)1/)*+/'>"&+(C'/"9+(/)*)9+,/1"1.*?"+1"&+,[
+0'(1"-G"&./.+3"G.,>1"+,>"+,+3W1/1"/-".,>'(1/+,>"/?'")&93)*+/)-,1"-G"/?'1'"9-3)*)'1
G-("1/-*C"9()*'14"M,"+>>)/)-,P"&-('"1&+33"),O'1/-(1"-F,"&./.+3"G.,>1"̀ ,-/"),>)O)>.+3
1/-*C1a"+,>"1-"+('".,3)C'3W"/-"Q'"?.(/"QW"-,'"9+(/)*.3+("G)(&g1"&)11/+/'&',/14"E?'('[
G-('P"?-F"&+,W"('1-.(*'1"1?-.3>"Q'"19',/"/(W),0"/-"9-3)*'"+,>"9',+3)S'"bF)/?),[
T%%Y"O)-3+/)-,1cl

q JH)I#-&"F'"1''"/?'"),,-O+/)-,1"-G"*('+/)O'"+**-.,/),0"`'404P"/?'".1'"-G"9--3),0"+*[
*-.,/),0P"F()/'[-GG1"-G"+*_.)('>"LnAP"('1/(.*/.(),0"*?+(0'1P"'/*4a4"%('"/?'('"('+33W
&-('"),,-O+/)-,1",-F"/?+,"/?'('".1'>"/-"Q'"`'404P">'Q/['_.)/W"1F+91P"&+(C'/+Q3'
1'*.()/)'1P"9',1)-,1P"'/*4al"%1"G)(&1"',0+0'"),",'F"+,>"O+()'>"/(+,1+*/)-,1"F'"F)33
+31-"*-,/),.'"/-"1''",'F"+,>"O+()'>"F+W1"-G"+**-.,/),04" `E?)1" )1"F?W"/?'('")1"+
*-,/),.),0",''>" G-(" /?'"J%BK"+,>"(.3'1"-,"0','(+33W"+**'9/'>"+**-.,/),0"9(),[
*)93'14a"Y'(?+91"'+(,),01"&+,+0'&',/")1"+1"9('O+3',/"+1")/"'O'("F+1P"].1/"),",'F
0.)1'14

M,"+>>)/)-,"/-">)1*.11),0"/?'1'">)GG'(',*'1P"F'"+31-">)1*.11"F+W1"/?+/"('0.3+/-(1"*+,
>'/'*/"G)(&1"/?+/"+('"',0+0),0"),"'+(,),01"&+,+0'&',/4"\Z)1/),0"('1'+(*?"),>)*+/'1
/?+/"/?'"G-33-F),0"*?+(+*/'()1/)*1"+('"3)C'3W"/-"Q'".1'G.3@

q J)(&1"F)/?"3+(0'"+**(.+31"+,>"?',*'"3+(0'">)GG'(',*'"Q'/F'',"'+(,),01"+,>"*+1?
G3-F14
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