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Abstract

Archived studies on earnings management in Taiwan generally investigate single real
activity or accounting accruals. Unlike prior studies, this study examines multiple real
activities and accounting accruals simultaneously for Taiwan’s listed firms. We examine the
sequence of exercising accounting discretions and real activities manipulations. Our
empirical results show that managers determine the level of accounting discretions before
that of real activities manipulations. In addition, in order to avoid loss, the likelihood of
employing accounting accruals is significantly higher than that of real activities
manipulations such as channel stuffing, cutting discretionary expenditures and
overproducing inventories. Our empirical results are inconsistent with Zang (2012). Further
investigation with quarterly data shows Zang’s conclusions are valid only in the fourth
quarter. That is, to avoid annual losses, managers are apt to exercise real activities
manipulation than accounting accruals in the fourth quarter, compared to previous three
quarters. This finding has not been documented in literature.
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= MRESREIE
" ZERE | (Earnings Management) £ " #&8H A fERP B8 R & 5T 80E oE
AR5 2 A DIEREFIERRAGRA T CEEREEN G - s B HRE

ZEHI% S | (Healy and Palepu, 1990) - 552 @ HEpEHZHIEE - : — R " —i%H
) s (General Purpose) Z&ER HIE » BIESEAE— (G NG Z AN & 6% ~ ZIER
T ARRR I ATENTERISE - DAL A F R fR N B S Al — oy T3
FH EHHY 4 (Firm-specific Purpose) Z&28% HF » BLEZFHEM &8 E50ERIFTESR.Z
BERERRE - IWRAMB S EARE - MEBREE ZITEIE = — R Tgit#E
(Accounting Discretion) * 5y " B'E A Z#{E , (Manipulation of Real Activities) * HA2
5y Z i - ik Bl — R HRYZ TR A RER ) BIEREERE B S s &R
ORZ B BIRZ TR - AP REE R R C B RAVEHEHE T T
FHEE ) B T EEL SR, ZRENVEHE IR ZBRRIER -

Rt~ T B R 2 R T  ASER N T REBRAN B BRE B TR AR A R
FEAL - BT AREE SRR (GAAP) FTedre TgatsE |, o WEEAEE
Bty AR EA S B RR CEE RS E - fla0 - f8E A n] DU B R AR
FRIEZAEET (40 - ERYEG ~ EEEEAHER) ~ SR FEZ GRS
FEIRGHEAZ S (A0 - fFEEHE R NE) FEtEE  HO R ATHE "TH8EXZS
ERUE L o WERERE BRI AR S B g B BEEHR S E - O BEA
2 LA (RS B A (Zang, 2012) - FIAMESHEICR (E et ~ ZEERE T A FF 7=
BEAN$H E%A (Fudenberg and Tirole, 1995; Oyer, 1998; Tung, Wang, Lin, Lai, and Hsu,
2008) > AIGEIEESTAITEE B S EUHES TS R B 28 ] DUR = ik (R
b ~ MRERELARTEAE - 2000) - B3 R & a0 E & & DY RE A AT ' E A 5
FRIE -

PRI - ASBEGE S T gt EE ) AETRERE L - FRZFNEM _ERZIRHSN - 0t
HJRES ST A B 2R (Bruns and Merchant, 1990; Graham, Harvey, and Rajgopal,
2005) - MEAFIEE REREZERHIE 2 - KIEAFTHMEE " E5t#E ) Freeif
i AIRCHE A MR R - el A S C B E R S (FET BERE B e
M TEEAZ 5 ) HeEE RINAER 72 (Roychowdhury, 2006) ©

Roychowdhury (2006) R &R iRaT 2610 T EE A G HR0F 2058 - ARG IEGR 5 T &
FHEE 0 1 Zang (2012) RRTERETREHEH AFIAZIH THELZ S |, & T Hit#E
HEATRENVEH 2R S TET - BRI RS e g (ANl ) - HE RS A e M A
— g - BRI HATGE 2 FHEVEH U - K782 Zang (2012) 2754 0 TIA
FEE - BT ARIRERIT Z A T EBER ST, (FEE - M E A MRS
EEM - BEARE  ROEE) & TEIERE, (BRMETEE) - EEREER
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SERCHO Ry S IR AR 5 RN W R ERE B 2 -

BATRASER MR R T et 8E ) & T BELSE ) DUETRerEFIRRE -
Zang (3% " BERZ SR ) EEETRETT " G EE ) EEERFERET L&
WA EMEER T - B WARB I ECE NE I " FitEE , h— R ARG R Z T
ANEECGER TEEEE L R TEERSRE, X7 BEEEEMNE - HX 0 T
FEASIAL T F B E S A IRFIEZ DL T Gt BT R BB - 1 R3Esk
HADL TEERZ SR ST RERNEE - & RER MR T BIEAFZENY
Z= (Dechow, Kothari, and Watts, 1998; Roychowdhury, 2006; Tung et al., 2008) ° ~a#&H
ANERT=ZFR8 T G5tHE ) kR T EERSE ) - ER=F 2 BRI R 1
B LR E IR e B H AR R ER BRI - B ATRENETEA - TR ETT T EE
RoBRE L o B - AT DB RIS AER =2 MR E AT
TR A AL Y= A EE L SR ER GBI =2 & ? B T 5845 5%
TE S HHER " 5 E ) TR E S ? R EATBISN ~ BRSO FrR PR & -

AUseEREAAREE - (—) FEMEEGRZEE MRS - HRHALE
FEANRIRE T GIHE ) ZKME S RIVE T BEERSIE, k¥ () FE
PEER R (R Rl 18 - BB A IEFEANE T EetEE , R TEEL
GiRE ) ZAIREMEENS - (=) FEMEEE B nHE 818 - [EENEE
H TEERZSEE ) MEI=F % - () FEHEEEEZ B3R niEgiE - |
TR ATEB UGN T EER SR HER T EEEE ) TR

DUNSE a8 BT R R E B 2 SCRRBIRR - SR 280 R AN FE 2 e (R0 B 22 5% » 26
FREMRyE R S E RS R - BB LEN R AW e At am S -

& ~ XECR

TN BERE B Z 5% - — R — ARG FAFr s "TEet#E ) - =
R AE S T BEERZGEE ) - IR AEE GAAP FRtirZ " HitEE
IS pER M EGH T H 2B ) - BRI BRI L " BEZHIRE ) KRt &ER -
MEREAMEIT A G AZR - SRRSO Z DL T at#iE , (DA E
FHEE RFE) REHFRSHE N Z &8RS (Burgstahler and Dichev, 1997; Healy and
Wahlen, 1999; Kothari, 2001; Fields, Lys, and Vincent, 2001; Frankel, Johnson, and Nelson,
2002; Krishnan, 2003; Park and Park, 2004) -
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BEECER R " BERZ SR ) DUETRERNEEIZMSE - S i
H BEA 58 (A 2EER ) DUZEREZEZ MEREEE - SRR E HE
FOBN AL RIS EASE AR IR — RS e M 8 & - B2 2 ra i &
EREENN - DR H & 25 (Dechow and Sloan, 1991) 5 B 3 Ak 1> 2 H 5 B A 75
8.~ = (Baber, Fairfield, and Haggard, 1991; Bushee, 1998) » 4[] : B E ~ Ik L
NERFEE R ER (BRFESE > 2000) ;5 B EE R 2 5] H DU R 2% 25 FH DA
[AI & B jEt i FlT 35 & 42 (Bens, Nagar, and Wong, 2002) °

Rl FEREAE - PRIMET 222 AN - ACEE A th n] RESE ] Hfth B B 22 5 1
1E > AR S EE DS NPE E%8 (Fudenberg and Tirole, 1995; Jackson and Wilcox,
2000) * BYiG TREAZ BESME R LABE NS B %8 (Tung et al., 2008) » B E T4 1 Rl
i mf{E (Barton, 2001; Pincus and Rajgopal, 2002) * 8¢5 &7 (Bartov, 1993) » 8
JEARFLE (Penman and Zhang, 2002) - B A E K FF(RHH ERUA (Zang, 2012) @ DA
ZEREER EEE - Roychowdhury (2006) B SGlEIRFEERT Sl B8 R NEs T BER
SRR ) LU BERE AR - R Gt eI s 2 - HRRHE A & iER
FR AL EAS TG MRS B b 2 B S -

— ~ WEsEiBE

R ATEERDL T git#iE ) bl T BB SEF ) ETREEEER - WA
FZEEWE ZHENAE  HEEERRAZTEN R UAEMEE L ar B Z s
BF - fATTRESE B A Z BaRE T 7L - T HatEE ) (40« EiR%ER -« T LS
MEAFREHReME @ MHE B — A EHERIRT T » 2 FUEETIR B(FE -
AR ;s [z » TEBERZSEE, (W R EE - @sEAE - Mt EE
B BORIHEES) CELEAMNHEBREEZMRE  MERRE S @ mHgwE
REZBSTE - SRR R A B R ER - ERH ATEF R T &R
HErg A AERAZ " get#E , - REMAGKRAZ T BEZGERE cmEEH &
FrEE ) HER TEELZSEE ) ZTREMERLS - Barton (2001) FEHI{BZERSEL A M
Hep—TH T H KRR E&ERET - BB S —H 2 AlRe e RIME SR - BN A aRE B oA
Z &R Barton (2001) wkh - AWFFCEREERE 2T - T EatEE ) e
"EERZSERE ) TR BRI =2 0 iR B RER AT -
BR—  FEHBBRZI AL EABERTGHE ACEAEFENG AR €38 F

Z B R TERARG®NE L AR
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BR= FRABRBRZ O X ABERTER  LEeRALFENEA T €3tR/E,
HA TEHHRMF L I TRIEKS -

O A ETT B ERE H DR S A R R - HE BARVE L2 o M EEREH
GiERE S - (HLAMRESS ZEERIE R - P40« 3R — K TIFZE R H
AT DAIEINE S ELE - EIEFEHN MR SR ZHEEBE TR SREH—
TS ERIRYER - AEIERSE B MRS UREF ZEIREHE g - 5l =%
ZEENEHEE RS T L - ERI =5 2 EERE N R DAl P iR R
FREPFEEEREG > HGEE AN ZSER SR EFEZ DR RYE - B
A= fCE AT REESR NS BRI T 'EE L 580 ) DIEEEEs
i MR 1R L AN F R - FEFADL Eamil - AHHZERR S = R AR VO RER -
BR= : FRABBRILOXLBERTER 250 FeA "THRXHHRE, HAT=

5% -
AW FRABBRZIOX LB ERTEIR RO FEA T RE I LRE, AHD
TE3t R E, I TREERS -

o WhgeUT
(=) BEHRGBMERGHREIRRABKX

RefRRm A F &R - ARl RSB A RS E AR B e E L " Fat &,
BB ETR S T HERGIRE ) - UM AU BB R — R -
I B EnE s T g EE ) (ACCres)

ArgELh TEIER Jones 50 , FHEBRIEERHEE @ HA R ZERMEEEHE
BoE - HIFRRiSE UBCRTRER T T FaT8E | BT merE e -

Accruals,  _ oy 1 )+0'](AS’_AAR’)-i—o-z(PPE’)-Fe,
TA,, TA, TA,_, T4, 1)

1 t

Fooft
Aceruals,: 5 (FEARIEEIEE (= 55 1 EASHIRR — 5 R E B RS STR) |
AS, ¢ B RS — 5 -] RS

AAR : 55 ¢ EEFIEE — 5 -1 IR :

PPE : 55 ( {ER4EE - BB R AR IEAE

TA,, 5 | ST -
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2. MR ST N Z T EE A S5RAE

(SR BRSO Ry TR B TSR R (PERRITEER D o &
PRETRCEL R iR m A R R ER 2 S M "2 &E A L - AWFFEER A Berger (1993) »
Gunny (2005) ZIEF ISR G - B AR EFEUEE K - AFRorCE A m]
AEMHAF 22 -

R&D 1 R&D IF, CAPITAL
L = + 1)+ “)+ B,TOBIN, + B,(————" ) +e
TA[_I ﬂO(TA,_l) ﬂl( TA,_I ) ﬂZ(TA,_I) ﬂB t 184( TA,_I ) t (2)
Hep

R&D ~R&D, 5 14 ~ 5 -1 FWFEE

IF, 55 ¢ SERSHENFR + 265 ¢ SETEE -~ ITEEA

TOBIN, : (55 ¢ e ife ~ RAEWIEE) + 5« FHEE

CAPITAL, * 55 t SFEARTIHY

TA, : 5 -1 FRAEE

HX» AW9CE- A Anderson, Banker, and Janakiraman (2003) * Gunny (2005) .2 IE
WIHEE RN - HARZREHEE MK - AIZRRCE A ATREMIREHE Z A -

SG& 4 S S N S
lo L= a,+a log| = |+a, log| —— |x DS, +a, log| =L | + o, logl ==~ [x DS, + &
¢ |:SG & Ar—l } ’ o |:Sr-1 } i g|: St—] } I ' g|:Sr—2 } ) g{sﬁ :| ] ’

3

Hrp o
SG& A, ,SG& A, :HtF  F -1 FIEEH
S.,8,,S,  FtHF FHelF Hr2HE
DS, DS, : HEEEE - FH FHE (B -1 FHE) BRE -1 FHE (52
FHHE) HIDS =1(DS, = 1) : HI DS =0 (DS, = 0)
3.EEAEEL T HEZGRE

AIF5EER A Roychowdhury (2006) fRHHZEEAERS - HAFRHEE S EE
A HIFR RS A T REE R A E -
PROD 1 S AS AS
L= () A o)+ A () Ay (B
TAt—l ’ TA:—] /11 TAf—l ’ TA1—1 ’ TAr—l 4)
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Hrfr

PROD, : 3 t FAERA (=5  FEEHEH + 50  FHERLS)

S B

AS > AS, ~ TA, EFFER (1)
4. Ry RIAERE L " HEZHERE

AHFFEERA Gunny (2005) ~ Zang (2012) FifRHIZ B ST & AEIE (R - B AH]
BRER IR EERG - MFNEE A rTReRE s RIPAEEE -

DISP 1 PPESales SECSales AS
= y( )+ 7 ( S+, ( D+ () te,
T4, , TA

i T4, T4, T4,

&)

Hep o

DISP, & 5 t FFpR sy B e

PPESales, : 2Bt FHETEEEERA

SECSales, : 55 t e RIFLEWA ;

AS ~ T4, EFEFIE (1)
5. B T HERGHIRME

Fed T EE ) (RIEESEEE ARG T RS SIME A OER % i B H R K
BZE N AWIFEERA Tung et al. (2008) $2HIZEETT Ry (CS) :Zfhatt - T RFEH
FEIIREK (UAR) Zfhatal T -

AAR, = 0+ kAS, + ¢, (6a)
AAR,,  kAS,,
UAR, = —" ———
T T4, T4, (6b)

Fofr
AAR ~ AS ~ TA EFERERE (1) ;
k : IR AEZERI DL AAR ¥ AS #ELTEER 2 (55T 7%
(=) BRI HEFEIBGENF LERAHTHAXZBFRSITHREMHESE (R
R—MEHR=)
BRER —PRET R A s 1R s 3 - HORSH A GR T [FIRE L 5T KR S IRE T EETEE |
(AAM) 2% " BB A BIEE | (RAM) Z/KHE > AKAF5ELL Hausman test HIF{Z ©
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AAM;, = @, + &, RAM;, + 0, MEET, , + @,CPA,, + @,NOA, , + o,TENURE, ,
+wHITI, , + 0, MGT,, + o,DISPER, , + 0, LEV, , + 0, ,TOBIN, , + 0, ROA,,
+®,SIZE,, + o ,FCF,, + f5,, + &, (7a)
RAM;, = w,+w,AAM, + @, MEET,, + o, HERFI,, + 0, MSHARE, , + >, DISTRESS, ,
+wyMGT,, + @, DISPER, , + @,LEV,, + 0,TOBIN, , + 0, ,ROA,, + &, ,SIZE,

+o,FCF, +gn,, +¢, (7b)

S E R MR AERAATT

AAM i AT EL TgEEE ) (DMBIER Jones ERGHE i AFH r 2 F

it

Pk REREE B )
RAM, : i ARV (2 THER B, (41 EiEE  BEMREA - ®
TR BEAERAE  BERADERR) -

ik

2. FEER
(1) ZEREHEEENR © MEET
MEET, - [RHEESE - & i NFS  FYURER T EEREREEEIR , 24z J
MEET =1 ; &H] > MEET, =0 °
(2) ZEREH A
TRt S E XN EIRE T 28818 - AWIEERE [ Zang (2012) ZHFFR2EM845 -
WAEEREF T #E N0 A Zang 288 - IG5 EE 2K A (CPA » NOA » TENURE »
HITI) BEE %2 54 2 /A (HERFI » MSHARE -+ DISTRESS -~ I 25025 S 4=
A FREREHRERNZE - AR oS 2 Tk -
FPEESTTEH Z R4S © CPA ~ NOA ~ TENURE - HITI
CPA,, - FBEBVEE - i ANFE  FRVUREEHATE &R - Bl CP4, = 1 A
CPA, =0
NOA,, - TS EE A ARG HER ISR = (0 AFF -1 FREEER - E
MEE— i AFE -1 FROERSREHE) + i AFF -1 FHETE
TENURE, : ©atAIES] - DIBEM L&A - [ERREW 2 E & PG 25
& EHp— NRE SR R ERE ETET DI E i ARE g

=

STETER
HILI, - FEHEEsE o 35 i N5 F B3R iiZé - AV HILL =15 BHIHILL,
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B2 5 E(EZ R4S * : HERFI » MSHARE - DISTRESS * TBRD * PPETA

HERFI, @ FEZSFE =X (i N  FHEEE —i N FIFTEAESES  FIHEEEE) *

MSHARE, : T353R = (i AR5 G i AR AESESS R EEED

DISTRESS,, : HE#E# %, - 7 i NF)E ¢ 4 Z-Score’ < 3.0 » HI DISTRESS, = 1 5 &5HI

DISTRESS, =0 «

(3) A FERAHEEEH : MGT ~ DISPER

MGT, - FEEE AR LR = (i AR RSB AR I + i )58 t RGBS MR B

DISPER, : ¥EHIR.Z TR — BERREEE , = (i 55 « FHEH R Rk BB (T

HERER - BEEERER) — i AT  FIEHEE 2 B EORE -

(4) /ANFEFFE : LEV ~ TOBIN » ROA - SIZE ~ FCF

LEV, : 18f% = (i AR « AR —i AFF « FREE)

TOBIN, : k&= = (i AFEE  FRERTE + i AR FREE - i AFF F

W) + i NFEE ¢ FREEE

ROA,, : BEHRINER = (i AFF  FMEUERTEA] + i A58  FHREE)

SIZE, : /NFEIRUE = (In (@ NS RIS TED )

FCF, : HIB B0 E = (AT T AT B2 A% — i N FES AR TS g —

FIEEM —BEA]) + i AFE « FHREEE -

e —HET T EE AR E ) 20 FIAgtEE  EER SR FEEE
BR ARSI AT REME - JREIASEN A4 M G0 MEET {5 A% RAM SE =02 MEET
(SEHRECR/INES A - AR EEE AR - B EREOR /NN AT HE G L AR B AR R 5 0
ZAHEATREME -
(=) MRANHEEFEGRY AR ASZRETETRIHREZ RS (R

REEBERT )

e =T FEmE A F - HRE AR SRS EENUENA T5E25
BRAE RS B ER DB SR 85 1E - ARSI (8a) K (8b) /3 RIS —FF - BE = »
BEFRENFER " 'EERGERE, T gEHEE

2 ¥ RAM RIS - QIS AR 358 (TBRD = Za, ) » Hr1 (O1/8) | =a+a(TA/S)
+2a, (RD/S), +a(AD/S) +e, > 1 RD/SHIE (RD/S), =a+bIRD/S) + ¢ Frflists THE
BFRELER 5 (44 RAM kS0 AR B A - Il S A i A AR AR (PPETA = [EETREE + #4
EIFEE)
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ORAM, ,, = 1,0, x MEET,, + 7,0, ,, x MEET, , + 7,0, ;, x MEET, , + 7,0, ,, x MEET, ,
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Hrf

ORAM, - i NFEF 55 ¢ FZEHHAERE " EEZOEE ) &8 (0 EEEE

FETTREA  BEINEEA B EERE  REESAEER)
QAAM, + i NFIH 44 g B2 BRI T Hat R S8 (DL AT R
g ELERERE TEREEE | SEAEY)

O, EEEH - & i AFE FIE1FA 0, =15 B/ 0, =0

O, EEEY - E i NFER FIHE2FA 0, =15 5 0, =0

O, EHEEE - H i NFER FIZEIFAO =15 Bl Q0 =0

O, MEEY - & i AFE FIZE4FA O =15 B0, =0

MEET, : EHERE S & i RS RN T AR IR 3 Al
MEET, =1 &8 » MEET =0 -

R (8a) ZIERMERFEESH - REAEMANEE BT EERRE > A 7, BIE
IR (8a) ZIEHBOR R FE ST SR FEIHE B AR - Al ¢ Ha% -
(RERVUERRS T R ARG TE | R geEEs e - RIS T EEt

HE BT EELZSERE )RR EER ZAEE ATEENE - JREIRR I ORAM SEIEF (8a) Z 1,

( Tir

) B QAAM SHERZ (8b) 2 7, (1, ) A% (7, = 7,,) * MIBBE A - HEFHA

/INEIT R FHE R PG KB B B R A T TR Z AR AT RETE -

B2~ ERIPRREEEGR

* BRI IR

AWtse B SRR R AVE B LI i8Iy - B " EEtEE , B T HER Y

HRE ) ZetRER SRS - 3R 1 JURAMT e A A R R IGERE - A ZEERE &
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FHEA T R AR ARG TE L 2% S RAFRIREE (A0 SEE - BRE A
FIRERGEE  AFHB/NEEERESTR)  SAFENAEME R AR (a0 REA
FRI FL SR AR BRI R 2 e R Bt fmi e s ) 22 -

5 2 Panel B B M0l DL - fEANFEEMBERE BT - THFEH
BRI TE ) 2 MHERR T AEERACRHERETE ) 2% o R ARSI ]
REFIFHERE eI BN ZE R - MIEHFEEH - MEHEER - BEEEEEEL 5
E (HEESEEES ) DI - DUlERRERE -

2 Z BB EREAGE - AR T R R E ) 22 AR T
R AR TE |, 22 EHRE AR AN EReRE s "TgitEE,
Bl B eiia s T BERSEE, (M8 MRS R - MESEEER) -
KEEEELRR o BLAN - TEEGRREEREE , Za% B T EE KRR TE ) 24
SEFRER - HER P G IE H 2 AR E R ZE (NOA ~ TENURE ~ HITI) » BB A2 581(E
AR E KZE (MSHARE ~ DISTRESS * HERFI » TBRD ~ PPETA) ~ 7\ Gl HH ]
(MGT ~ DISPER) /A EH5# (LEV » TOBIN » ROA - SIZE » FCF) K& HEE =R
LA e il 2 2B 8 AT - A IRMEFEETIEE 2R ER R ~ BERZ 5
TEZ AR ERZR ~ /A FRATE BRI BN TR B O (T 94T -
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’ 2 FAAREB 2 FLFETE

EAGDHE

%26 B% 14

Panel A: &%
r R ASEREIE T R AEREIE e
2% (BARE=577) 2% (BAR=8375) R R
Ry T8 B T8 B t{E 218
BEEIE s KIS
ACCres 0.0077 0.0045 -0.0006 -0.0022 1.89* 2.14**
CS$ 0.0063 0.0000 0.0047 0.0000 1.96** 2.52**
RDres -0.0012 -0.0001 0.0000 -0.0002 -3.88*** -0.09
SG&Ares -0.0238 -0.0112 0.0032 0.0014 -5.96*** -5.32*%**
PRODres 0.0168 -0.0603 -0.0086 -0.0748 1.30 1.27
DISPres 0.0002 -0.0027 0.0000 -0.0028 0.32 1.57
SREEENER 2 AA
CPA 0.8007 1.0000 0.8056 1.0000 -0.29 -0.28
NOA 1.6433 1.0803 1.4790 0.8720 0.84 7.05%**
TENURE 2.3795 2.0000 2.1837 2.0000 2.72%** 2.56***
HILI 0.3518 0.0000 0.5255 0.0000 -8.70*** -8.07***
BESSIRIEZHA |
MSHARE 0.0299 0.0092 0.0268 0.0050 1.23 5.01***
DISTRESS 0.7955 1.0000 0.5615 1.0000 13.15*** 11.00***
HERFI 0.1108 0.0661 0.0962 0.0438 3.08*** 5.18***
TBRD 1.7336 0.9000 1.4508 0.9000 2.54*** 0.50
PPETA 0.3280 0.2947 0.3043 0.2665 2.41** 2.36**
AEIRTRE
MGT 0.0123 0.0012 0.0154 0.0027 -3.01*** -3.39***
DISPER 0.3749 0.3706 0.3299 0.3124 4.23%** 4.84***
ATV -
LEV 0.4486 0.4539 0.4227 0.4091 3.52** 5.21***
TOBIN 1.2112 0.9189 1.5707 1.1627 -4.42*** -11.41***
ROA 0.0045 0.0043 0.0445 0.0465 -14.16*** -18.66***
SIZE 21.4352 21.3598 21.806 21.7189 -5.70*** -5.83***
FCF 0.0326 0.0291 0.0858 0.0703 -16.70*** -14.96™**
Panel B: Z=&%$}

T FERERREREE 2%

T FERERRIEREE <%

(A8 =2,139) (BAE =32,617) R ERE
BpEEs RIBEE (T80
ACCres
B—=F 0.0033 0.0031 0.14
Bo= -0.0010 -0.0020 -1.09
$£==F 0.0001 0.0000 1.33
EuES 0.0056 0.0032 1.80*

13



T FERERREREE ) 2% P FERAREMRRE 2%

(A8 =2,139) (48 =32,617) REERE
cs$
£—F 0.0005 0.0006 -0.58
E-= 0.0005 0.0005 -0.04
$==F 0.0006 0.0008 -1.00
EuES 0.0010 0.0007 1.76*
RDres
E—=F -0.0000 -0.0000 0.69
E-= 0.0000 0.0000 -0.17
$B==F -0.0000 -0.0000 0.52
S -0.0001 0.0001 -4.22%%*
SG&Ares
F—=F -0.0138 -0.0101 -2.23**
E—= 0.0061 0.0054 0.67
$=F -0.0043 -0.0029 -1.10
U -0.0175 -0.0083 -3.35%**
PRODres
E—F 0.0003 -0.0003 1.40
-t 0.0010 -0.0007 3.84%**
$£==F 0.0011 -0.0002 2.82%%*
S 0.0020 -0.0002 5.79***
DISPres
£—F 0.0003 0.0003 -0.13
E—= 0.0001 0.0000 1.04
$==F 0.0000 -0.0001 0.64
ZEP=E -0.0000 0.0001 -1.00
a *:BEEIKAE 0.1 w1 BEEIKHE 0.05 werl BAEIKME 0.01
b BHE:
ACCres : IK{E1E Jones #EXNETE 2 & R4 ESTIEE CS$ : EE®EE
RDres : 2E &R SG&Ares : EEIHEER (HIRMIRER)
PRODres : EF 4 ERA DISPres : EE B EEBRL

CPA : [BiiEE - HARANAEETENEHZEMER - BICPA=1; H[H| > CPA=0
NOA : (EFERFHER—EFFZIRE - NERESREHKRE + MMEMERE) - EFHEFE
TENURE : Z&tER{THA HILI : EHREE  EARASFESSERE > BIHILI=1; F[EIHILI=0

MSHARE : ARHE +~ ZEXHE DISTRESS : BAF$faié 2 RS S
HERFI : = (ARHE +~ ARMEBEEHE) TBRD : A8ias (za,,)

PPETA : BELEMAK (= BIEEE ~ $HE/F5E) MGT : KB ASKRE + RBEINEE
DISPER : #HIB%ER (FERinEIE — BErHEHRE) LEV : {E8& ~ MEE

TOBIN : (#ZM{E+HEEE-BHL) - #EE ROA : METEFNER — BEE

SIZE : In (#E%&H{E)

FCF : (IFEpizLEFE— A5 « FISHMIRRREH ) ~ BE
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= SERTN
(=) &3t TRARSBF L A T @318 F, (REFABRE) ZEFALE
FHZE 3 UIDABIRBR T IF / TA > AS, / TA ~ AS / TA 4 » HEREH L HEHRECE
P{EBRE SN H B TEE T mAE AT %ﬁ%ﬁ@ﬁZ%*ﬁ REH - BIRZ BEHE
B BRZEFEERAR  iEmZRERESEERR  BERECH A REEAF
F2E% - FTREE A MR RE A - M E &R - BEAESEs R EES TH
BRGEME, - MR () R TEEEE ) AEFEARSZIBRLEEREE
RIFRICH Bl S 5 B AGET B E H -

KR IGAEERBZRIEREAHAE (BEIER) ZIEEKE

A2 () 772X (2) 772X (%) 72X 4 772X (5)
) Accruals ) R&D ) SG& A B} PROD } DISP
158 —_r ] . E 455 1 ! 15 L ] —r
mEm T, mEm - R og{sc w4, | EEE o EEE T
1 0.0023 1 0.0004 1 0.0031 1 0.5233 1 0.0017
T4, (0.74) T4, (3.22)*** T4, (1.76)* TA_,  (83.52)** T4, (6.21)***
AS,—A4R, 0.1169  R&D,, 0.9526 Iog{ S, } 0.4554 S, 9.1684  PPESales,  0.0718
TA, (1258 T4,  (151.87)** Sal (1859 T4, (229 TA,, (6.46)***
PPE,  -0.0616 IF, 0.0004 Iog{ S|, s -0.0487 AS, 1.1418  SECSales,  0.1399
TA,, (-7.47)*** TA,_, (0.78) Sal ' (-2.00)* T4,  (30.84)** TA_,  (14.16)***
TOBIN 0.0145 | [ S } 0.1048 AS,, 0.9847 AS, 0.0046
(1.94)* S (54 T4, (2462 T4, (4.61)*
CAPITAL,  0.0141 {L .ps, 00592
TA,, (2.06)* 5.2 (1.72)*
AdiR  19.65% 82.84% 40.02% 46.36% 17.02%

a *:FEEIK#EO01 = BEEIKME 0.05 ** 1 BAE K 0.01
b #EEAEtE

c BETERE:

R&D : Wiss&EH

PROD : iEE#) + SHEKA
Accruals : f&EFH —ZEEXIRLRE
IF : #&&EFEF + g ~ IhEEEHA
CAPITAL : A H

DS : HEHHEEMNATHAHERI DS =13

SG&A : $HEEM
DISP : BHA&EERL
TA : {EEE

TOBIN :
S $HEFAA

AS : $HEEENE

SECSales : BEARIEEIA
PPE : Bl &EEEEE

as BEIDS =0

PPESales : ROBEEEEIWA
AAR ' FEUIRFREESHEL

(=) vA Hausman test #RIBABE FE B2 N3] » R A#HERA T €3t &
TR R HRE 2B HEE (BI—)

FHEE 4 T] DA » B RAM EFRIEE S (Panel A) ~ EFIFEEH (Panel B) »

15
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G RB IR S AT ¢ 6 ETARL A 2 BARF LT

SEIHE T (Panel C) ~ FFEERKA (Panel D) B{ELH & 77 & FETE L (Panel E) I -
HIl AaM 1202 fEEZRIR 0 » BHNFEIEFRZ RAM J7125 (Panel A % Panel E) A
DLFEH g REEE TR 0 - BB TR S8 EifEA e - HSHE ARk
ETHEEE ) 2K - RIVE T BERGRE ) 2K - KRR TEER

GIRIE ) ZARARE S R E G B E] o HASE AR AR 2% &

GG AR LMMZ T & HRE - DRA S RERTIREEE FER HIE

AgHEEL T HERGHIRE ) KIS -

R4 18EREMZ Hausman test (1BFIH f, g ZEEHRE)

AAM;, = @y + 0, RAM ;, + 0, MEET;,, + @;CPA,, + @0,NOA, , + &o,TENURE, ,
+w HITI, , + 0, MGT,, + o,DISPER, , + 0, LEV,, + &, ,TOBIN, , + 0, ROA,,

+ ColZSIZE'zz + a)ISFCF:’,r +fgi,t + gi,t (721)
RAM,, =@, +®,AAM, + 0,MEET,, + @,HERFI,, + ©,MSHARE, , + ,DISTRESS),,
+@;MGT,, + @, DISPER,, + &,LEV,, + @,TOBIN,, + ®,,ROA,, + @, SIZE,,
+w,FCF,, +gn,, +¢,, (7b)
Panel A
AAM (FRIHEFEETIEE ) RAM (E&®%)
hEtRE (t18) HETRE (t1H)
f 17.4597(8.76)*** g 0.0359(0.46)
Panel B
AAM (HRIHFEETIEE ) RAM (EEMBER)
fHETRE (t1H) {HETRE (t1H)
f 90.8403(16.49)*** g 0.0314(1.18)
Panel C
AAM (HRIHFEETIEE ) RAM (REIHEER)
hEtRE (t18) HEHRE (t1H)
f -7.8535(-14.11)*** g -0.3597(-1.36)
Panel D
AAM (HRIMFEETIEE ) RAM (ERELEERAE)
hEHRE (t18) {HETRE (t1H)
f 0.1257(11.58)*** g 2.1655(1.25)
Panel E
AAM (HRIHFEETIRE ) RAM (RERDEERL)
hEHRE (t1H) {HETRE (t1H)
f -27.9722(-14.69)*** g 0.0712(1.06)

a *:!BEEIKE 0.1
b HEEEFRMEK?2

w1 EEIKAE 0.05
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(Z) BlHAB FEBRZ A REBAHMA Te388, & "ET X H#%E
ReBZAAHTRE (BR=)

=5 BEET T EEAUREGE 205 HKHEAME TgitEE i TEE
R oEAE | IREERR S eEE (DU (7d) WiERSR =) -

FH Panel A % Panel E AJDLEEIR » 44M /1202 MEET (55 RBUET BEE Ry 1E » BH
o~ TEE IR TR ) 2 BN T EERECREREE ) 203 AREA
GFAH TgEEE ) IREEER - BN ARSI AER SRR THERS
e, o WFFEEIRER R BB ] MEET 25513284 (0.0041) BEE B IE - fES
S0 BRI 252 FH Al MEET 2 {5142 85 (-0.0013) BEZ & - fES B B HE & F
HI MEET ZA&E 1R85 (-0.0235) #HE v & - FEREULEHEE A AAM 2 EHRE
(0.4244) B Ry 1E - FEBEOR BLH A2 E AR H] MEET Z A5 5T 2500 (0.0598) #HE Ry Ik »
e B BE o E A R i ] MEET Z 55T FREk (-0.0010) ASEAFH R KYE « AL -
FHZe 5 AT DA IR T A e e iR 18 | 23 - tHERR T R AR KRR e | 2%
HSH ArREf AT BN enE s ' gitiiaE ) @ B edElilenas T88%
S¥efE, (U - R MR E N - MR EE A CEEAE) KIS &ER -

F S HE—D T LR ) e A TEHEE ) B TEERL
B ) RS ARR ARSI AR (Bl AAM EER B = RAMEEE p) - FFFeEE TR
EERHRIGE | S ERHA - HBERFHE S ER SR ZATREN - (R DUEE
S EREGEGZ TREMEEERS - Bt - AW B RS n R = - 7REl
TEERERUEEE | 2% RTHAGEAEE S EERZ SRR &R
AIREMEEL = A - KRB EZAT6E T et E ) KIEE &R -

72 5 HERE B2 (G 5HRET M R BEE N R BUER THEAARTY » AR AR E B 2 AR
(CPA ~ HERFI » MSHARE - DISTRESS * PPETA) * A EEEHH] (MGT ~ DISPER) i
JNFEFE (LEV ~ TOBIN » ROA -~ SIZE » FCF) 57 B2 25 CH A 2 FIpR B H Ty o

17



G RB IR S AT ¢ 6 ETARL A 2 BARF LT

K5 R TFERBHEIREE . 2EX  VASEHAE  BEERSRERSEESZ
LEES NSk

AAM = B, + B, MEET + 3,CPA+ ,NOA+ B,TENURE + B, HITI + ;HERFI + 3, MSHARE
+ Py DISTRESS + B, MGT + B3,,DISPER + B, LEV + 3,,TOBIN + 3,,ROA+ 3, ,SIZE
+ B, FCF +¢ (7c)

RAM =B+, +f3, AAM + 3, MEET + B, HERFI + 3, MSHARE + 3, DISTRESS + 3, MGT + j3, DISPER
+ B,LEV + B,TOBIN + f3,,ROA + f3, SIZE + j3,,FCF + &

(7d)
PR By Panel A Panel B
AAM RAM AAM RAM
(#RMERESH) (EE2) (#RiERESH) (REHHER)
) TEHR  fhETREN TAER  fAEMAEM | TN fAEMRE TN fEEHAM
BEH MeE (t{E) MR (tfE) | fMsE (tfE) s (tfE)
#IE18 0.3423 -0.0017 0.3375 0.0191
(14.45)*** (-0.086) (13.82)**+ (1.92)
AAM ? -0.0240 ? -0.0281
(-0.30) (-0.97)
MEET + 0.0196 + 0.0041 + 0.0168 - -0.0013
(3.55)*** (2.24)** (2.94)*** (-2.31)**
CPA - -0.0137 - -0.0108
(-3.95)*** (2.90)***
NOA - -0.0000 - -0.0000
(-0.22) (-0.13)
TENURE - -0.0011 - -0.0016
(-1.37) (-1.89)*
HITI - -0.0013 - 0.0168
(-0.39) (2.94)***
TBRD + 0.0003 0.0000
(0.39) (0.44)
PPETA
HERFI - -0.0055 + -0.0088 - -0.0192 - 0.0012
(-0.34) (-1.34) (-1.03) (0.74)
MSHARE - 0.0408 + -0.0073 - 0.0504 - 0.0033
(1.94) * (-0.96) (2.29)** (1.35)
DISTRESS + 0.0625 + 0.0004 + 0.0654 - 0.0013
(18.57)*** (0.09) (18.34)*** (0.71)
MGT - -0.1200 - 0.0171 + -0.0462 - 0.0119
(-2.42)** (0.87) (-0.90) (2.30)**
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Panel C Panel D Panel E
AAM RAM AAM RAM AAM RAM
(FoRMRERT) (REHEER) | (FRMER) (EREERSE) | (BURMUEE) (EERMER)
FEHER fAEHRE FRER (LETREL |FRER (LETRE FRER (LETREN | TRER (hETREL FEER  (EETREL
R (tE)  fR (tfE) |/ (tfE) /R (t{E)  |®eR (tfE)  ®EsE (tfE)
0.3435 -0.2764 0.3363 1.7221 0.3427 0.0011
(14.47)*** (-3.34)** (14.20)*** (5.36)*** (14.47)*** (0.05)
? 0.4244 ? -1.2644 ? -0.0810
(1.83)* (-1.38) (-1.17)
+ 0.0198 - -0.0235 + 0.0200 + 0.0598 + 0.0199 + -0.0010
(3.60)*** (-4.22)** (3.63)*** (2.73)*** (3.61)*** (-0.64)
- -0.0139 - -0.0143 - -0.0138
(-4.02)*** (-4.14)*** (-3.98)***
- -0.0000 - -0.0000 - -0.0000
(-0.48) (-0.11) (-0.49)
- -0.0013 - -0.0010 - -0.0012
(-1.53) (-1.10) (-1.45)
- -0.0021 - -0.0022 - -0.0014
(-0.59) (-0.65) (-0.41)
-0.0325 + -0.4885
(-5.14)*** (-12.87)***
- -0.0063 - 0.0000 - 0.0050 + 0.2725 - -0.0053 + -0.0032
(-0.39) (0.00) (0.31) (4.60)*** (-0.32) (-0.75)
- 0.0405 - -0.0122 - 0.0415 + 0.7810 - 0.0410 + 0.0082
(1.92)* (-0.53) (1.97)* (8.57)*** (1.95) * (1.22)
+ 0.0624 - -0.0213 + 0.0659 + -0.0422 + 0.0625 + 0.0065
(18.51)*** (-1.40) (19.24)*** (-0.67) (18.56)*** (1.44)
- -0.1220 - 0.1509 - -0.1304 + 0.5144 - -0.1233 - -0.0111
(-2.47)** (2.58)*** (-2.63)*** (2.19)** (-2.48)** (-0.65)
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EIRE T H R Sy AT RS

&M LT AR B 2 Bk R 5

PR Sy Panel A Panel B
AAM RAM AAM RAM
(HRMEREST) (EE2E) (ERMEREST) (REHRER)
) TEHR  fRSMABY  FEER  fRSMABY | TEHR  fASMAEY FEHR  (AETRE
BEH maE (tE) B (tfE) | s (tE) ®% (tE)
DISPER + 0.0235 + -0.0023 + 0.0218 - 0.0012
(4.11)** (-0.64) (3.63)*** (1.33)
LEV + 0.0390 + 0.0103 + 0.0336 - -0.0019
(5.45)*** (2.60)*** (4.55)*** (-1.62)*
TOBIN + 0.0085 + 0.0553 + 0.0028 - 0.0002
(7.99)*** (0.71) (1.93)* (1.73)*
ROA + 1.0377 + 0.0385 + 1.0659 - 0.0204
(53.19)*** (0.46) (51.47)*** (0.66)
SIZE - -0.0198 - 0.0001 - -0.0194 + -0.0010
(-18.54)*** (0.05) (-17.44)= (-1.30)
FCF - -0.1403 - -0.0138 - -0.1578 + 0.0045
(-7.14)%** (-1.02) (-7.60)*** (0.91)
Adj. R? 74.73% 3.24% 78.96% 1.01%
AAM SEBEZ B,
R('Lt"é‘)@E* A, (2.67)** (2.72)**

a *:BAEIKAE 0.1
b #BHEZEME2-

(w) wRFEEEFEBHEZ N > AHPT=F
| R r*m”‘gﬁ%ﬁh RSB (BR=

FHE% 6 RI DA - HIES AT E G SIS RE L ERAR - AJER T H£5F

BRI ESTE | (RN e e g1

WEARE (¢ BERIE) EEERR - EIE
"R EGRMEEREE ) SR CEREEE - REEEIUSMRTEER (1,
o SR B == 2B B PR PR E B AR AEAE SR
TR R EGER = - BR T R R eI R
T schIT 52 2 F ~

>m

WEER

Nll%

135 > FHESHART

WEAEEFEE SR

A =Z=

e e

#

HE B MMEEHEER (7, ?ﬁééi%éé)
=FIMENEE - I - Ko ZHRE
w@ﬁf%m%ﬂﬁgg‘
Bk - LR HPE S -

** 1 BREIKAE 0.05

GIERIS AL EG S (¢ BERIE) EZ
BN S R T A RS R
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EAEIEH

5 %26 £ 10

Panel C Panel D Panel E
AAM RAM AAM RAM AAM RAM
(FRMERERY) (RBHEER) | (FHoR4EST) (BEREERSE) | (FRM4EET) (EEREMER)
FEHER fAETRE FRER (LETREL |FRER (LETRE FRER (LETREN | TRER (hETREL FEER  (EETREL
R (tE)  fR (tfE) |/ (tfE) ®eR (tE)  |®eR (t{E) ®esR (tfE)

+ 0.0233 - -0.0293 + 0.0219 + -0.0028 + 0.0236 + 0.0029
(4.07) (-3.48)*** (3.83)*** (-0.08) (4.12)*** (1.20)

+ 0.0399 - -0.0080 + 0.0355 + 0.5282 + 0.0393 + -0.0025
(5.58)*** (-0.68) (4.95)*** (12.07)*** (5.50)*** (-0.17)

+ 0.0085 - -0.0022 + 0.0085 + -0.0096 + 0.0085 + 0.0553
(7.97)** (-0.97) (7.90)*** (-1.09) (7.99)*** (0.71)

+ 1.0417 - -0.5343 + 1.0176 + 1.8765 + 1.0390 + 0.0012
(53.37)*** (-2.19)** (51.22)*** (1.99)** (53.29)*** (1.81)*

- -0.0198 + 0.0144 - -0.0192 - -0.0877 - -0.0198 - -0.0001
(-18.51)*** (2.97)*** (-17.81)*** (-4.70)*** (-18.56)*** (-0.10)

- -0.1443 + 0.1597 - -0.1179 - 0.0716 - -0.1416 - -0.1527
(-7.35)*** (3.96)*** (-5.87)*** (0.51) (-7.21)*** (-12.91)***
74.86% 1.01% 74.81% 20.15% 74.79% 7.73%

(-0.47) (-1.78)* (3.32)**
S > 3= 6 IRl ORAM SBIER (8a) Z 7, B OAAM B ZC (8b) 2 ¢ e T AHSE (2

B )
BERGERE ) IREEERZ TR
Zidam (FEREHTEER

C WHFTRIR T RARMEIRE TR ) ZEE R - BRI
A T EtEE ) o HASE AAE SV DA E
EMEEE - RIA e 2 B i

EHE Y

CGIRER G RTEE ) [EEARER
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b1

HEESRIYEZE b EFILET ! NVYVO
(WEEEOREE  YUBTEE  HELEEE  WEROEE BTHEW) PYHETHESLELI 2T/ AVHO

GO0 FONCEEE & wx

TEXEE J

VOFcERE . ®B

«(21°T) {68°1) «x(6G°E) (sz'0-) (011" (B}3) "2 8E NWVHO
: 2 SEE WVHO
(€9°1) (9g71-) wex(LGP) «(92°€7) »x(29°C) (¥8°1L)
€¥00°0 +  $1000- + 10100 + 0610°0- - 1£00°0~ — 21000 + ©
(66°0) (S¥°0) «(5€°2) (¥6°07) (ze0) (L¥'1L-)
92000 + 50000 + 25000 + GS00°0- - #000°0 — 60000~ + ©
(eg71) (1¥°0) wx(2LE) (6%°0) (1107 (50°07)
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Tradeoff and Timing Decisions between Accounting Discretions
and Real Activities Manipulations: A Study on Earnings
Management for Listed Firms in Taiwan

Wan-Ting Hsieh, Associate Professor, Department of Accounting, National Kaohsiung University of
Applied Science

TsingZai C. Wu, Professor, Department of Accounting and Information, Asia University

1. Purpose/Objective

Compared to using “manipulation of real activities” that affect the cash flows to manage
earnings, using “accounting discretions" allowed by GAAP not only has lower costs but also
does not affect cash flows. Most studies on earnings management so far investigate different
accounting discretions (for example, Healy and Wahlen, 1999; Kothari, 2001; Fields et al.,
2001; Frankel et al., 2002; Krishnan, 2003; Park and Park, 2004, among others). Using
accounting discretions to manage earnings is generally subject to regulatory limitations, and
may cause auditors’ special concerns as well (Bruns and Merchant, 1990; Graham et al.,
2005). When the gap between company’s true earnings and target earnings is too large to be
covered through low-cost accounting discretion, management has no choice but to use high-
cost “manipulation of real activities”, even though it may have negative effects to enterprises
in the long run (Roychowdhury, 2006).

Most literature in earnings management in Taiwan discusses accounting discretions.
Only a few studies deal with specific manipulations of real activities (such as R&D,
advertisements, maintenance, etc.). The inquiry into earnings management lacks
comprehensive consideration. Zang (2012) investigates both accounting discretions and
manipulation of real activities simultaneously in earnings management. Zang argues that
manipulation of real activities occurs during the year and accounting discretions are made at
the year-end. Such conclusions need to be further investigated since Zang ignores different
costs between the manipulation of real activities and the accounting discretions. We examine
both manipulation of real activities and accounting discretion in this study and specifically
employs quarterly data of listed companies in Taiwan in order to obtain a better picture of
earnings management in business enterprises. We get research findings different from Zang’s

conclusions.

2. Design/Methodology/Approach

This study defines the “manipulation of real activities” as what manager may employ to
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improve earnings figures for short-term emergent transactions, albeit those means will affect
cash flows. (e.g., channel stuffing, deletion of discretionary spending, excessive production
and disposal of long-term assets, etc.). The “accounting discretions” refer to those
accounting treatments allowed under the GAAP without affecting cash flows that managers
may choose to use in order to improve earnings figures (e.g., changes in inventory valuation,
depreciation methods, etc.). We use the modified Jones Model to calculate discretionary
accruals as the proxy of “accounting discretions” of managers. This study employs quarterly
data of listed firms in Taiwan to test the following four hypotheses:

Hypothesis 1: In order to avoid reported losses, managers of those enterprises verging
on annual losses will use “accounting discretions” first and then employ “manipulation of
real activities” during the year. This hypothesis examines whether managers determine
“accounting discretions” and “manipulation of real activities” simultaneously or sequentially.
We employ the Hausman test to investigate this issue. (See equations 7a, 7b, 7c, and 7d in
the main text of this study.)

Hypothesis 2: In order to avoid reported losses, managers of those enterprises verging
on annual losses are apt to use “accounting discretions”, rather than using “manipulation of
real activities”, during the year. This hypothesis explores the relative likelihood of using
“manipulation of real activities” or “accounting discretions” for managers of those
enterprises verging on annual losses in order to avoid reported loses. Specifically, we
examine the coefficient of MEET variable in the AAM regression and the coefficient of
MEET variable in the RAM regression. If both coefficients are significantly different, then
from the size of the coefficients we can infer the relative likelihood of these two methods of
earnings management.

Hypothesis 3: In order to avoid reported losses, managers of those enterprises verging
on annual losses will use “manipulation of real activities” more in the fourth quarter as
compared to prior three quarters. This hypothesis explores whether managers are more likely
to use “manipulation of real activities” in the fourth quarter relative to the other quarters in
the year in order to avoid reported losses. The test models are conducted in the first, second,
third, and the fourth quarters, respectively, to examine the propensity of using “manipulation
of real activities” or “accounting discretion” to manage earnings.

Hypothesis 4: In order to avoid reporting losses, managers of those enterprises verging
on annual losses are more likely to employ “manipulation of real activities”, compared to
“accounting discretion”, in the fourth quarter. This hypothesis only explores the relative

likelihood between “manipulation of real activities” and “accounting accruals” in the fourth
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quarter. Specifically, we examine whether z, of the QRAM regression (8a) (z,, ) equals to z,
of the QAAM regression (8b) (z,, ). If they are significantly different, from the size of these
two coefficients, we can infer the relative likelihood of using “manipulation of real

activities” and “accounting accruals” to manage earnings in the fourth quarter.

3. Findings

The empirical results of this study show that: (a) In order to avoid reporting losses,
managers of those enterprises verging on annual losses use “accounting discretions” first and
then use “manipulation of real activities” during the year. (b) In order to avoid reporting
losses, managers of those enterprises verging on annual losses are apt to use “accounting
discretions” during the year. These findings are different from that in Zang (2012), where she
employs annual data and argues that “manipulation of real activities” is implemented during
the year and “accounting discretions” are decided in the year-end.

The differences in findings between our study and Zang’s study may come from her
ignorance in incorporating the cost factors of manipulation of real activities and accounting
discretion in her theoretical model. We argue that only after the low-cost “accounting
discretions” fail to cover the reported losses, are managers forced to use the high-cost
“manipulation of real activities.” Zang’s findings need further investigation in this respect.
Using quarterly data, Hypothesis 3 and Hypothesis 4 are employed to explore this
inconsistency. (c¢) In order to avoid reported losses, managers of those enterprises verging on
annual losses will use “manipulation of real activities” more in the fourth quarter, compared
to prior three quarters. (d) In order to avoid reported losses, managers of those enterprises
verging on annual losses are more likely to employ “manipulation of real activities”, rather
than “accounting discretion”, in the fourth quarter. Zang’s conclusion is valid for earnings

management in the fourth quarter only, rather than for all quarters during the fiscal year.

4. Research limitations/Implications
Our study has the following limitations: First, there are some other manipulations of
real activities, in addition to the five major activities we test in this article. Future research
can investigate whether a firm also uses other real activities to manage earnings. Secondly,
although we propose hypothesis 1 based on current literature, a firm may employ an optimal
portfolio for “manipulation of real activities” and “accounting discretions” to manage

earnings, instead of choosing a sequence of using “accounting discretions” or “manipulation
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of real activities” to manage earnings. Future studies can explore the possibility of such
optimal portfolio. Finally, this study argues that managers are most likely to manage earnings
when a firm is verging on annual losses. However, some literature indicates that managers
may also be apt to manage earnings while earnings are declining or could not beat analysts’

forecasts. Future research can examine this issue as well.

5. Originality/Contribution

Using quarterly data, this study examines some scenarios that Zang (2012) does not
explore. Specifically, we show that managers are apt to employ low-cost “accounting
discretions” during prior quarters of the year and use high-cost “manipulation of real
activities” in the fourth quarter to manage earnings. These conclusions are not consistent
with Zang, who uses annual data in her analyses. Under the GAAP, a firm is also allowed to
use accounting discretions in preparing interim reports. Whether a firm uses “accounting
discretions™ or “manipulation of real activities” in interim reports is an empirical issue. Zang
(2012) model, which she assumes that the costs of these two earnings management methods

are the same, needs to be questioned in practice.
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