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1 | INTRODUCTION

We provide a systematic review of the determinants and consequences of real earnings man-
agement (hereafter REM) in an international context. Earnings management research has
dominated the accounting research landscape for about three decades. Researchers initially
investigated the determinants of accruals earnings management (hereafter AEM) follow-
ing the seminal paper of Jones (1991). However, after the passage of the Sarbanes Oxley
Act (hereafter SOX) of 2002, research on the determinants and consequences of REM
proliferated.

REM is defined as ‘departures from normal operational practices, motivated by managers'
desire to mislead at least some stakeholders into believing certain financial reporting goals
have been met in the normal course of operations’ (Roychowdhury, 2006, p. 337). Examples of
REM include, but are not limited to, overproduction designed to decrease the cost of goods
sold and the cutting of R&D investment to boost current-period earnings. Managers are in-
creasingly using REM, particularly in the post-SOX period, owing to the greater possibility of
AEM being detected by auditors and regulatory authorities (Cohen ez al., 2008).! In a survey
of 401 chief financial officers (CFOs) in the US, Graham et al. (2005), reveal that ‘80% of sur-
vey participants report that they would decrease discretionary spending on R&D, advertising,
and maintenance to meet an earnings target. More than half (55.3%) state that they would
delay starting a new project to meet an earnings target, even if such a delay entailed a small
sacrifice in value’ (p. 32).” This increased use of REM has, consequently, expanded academic
research on the determinants and consequences of REM. In this paper, we use REM and real
activities manipulation interchangeably.

The managerial tendency to use REM can be explained using at least two competing the-
oretical perspectives. The signalling perspective suggests that managers engage in REM to
signal private information to capital market participants, manifested through positive future
operating performance (e.g., Gunny, 2010) and reduced debt financing cost, among others. In
contrast, the managerial opportunistic view, grounded in agency theory, suggests that REM
disguises the true performance of the firm and weakens the usefulness of accounting numbers
as an evaluation and monitoring tool. For example, Roychowdhury (2006) documents that
opportunistic use of aggressive price discounts to increase sales volumes heightens customers'
expectation of discounts in future periods as well and, eventually, will be detrimental to long-
term cash flows. As a result, REM increases information risk and reduces the quality of the
overall information environment and, thus, results in significant negative consequences.

Xu et al. (2007) reviewed the early literature on REM beginning from 1991 and discussed the
activities usually employed by managers to engage in REM. They categorised these activities
into three main groups, namely, operating, investing and financing activities. They reviewed
papers that examined managerial REM behaviour that used discretionary expenses, produc-
tion, and sales of long-term assets to manage earnings, and structure operating and investing
transactions. The review then discussed the financing activities used for REM, such as stock
repurchases, financial instruments and structuring of financing activities. Since their review, a
plethora of research has emerged in financial reporting including auditing, capital market set-
tings, and in corporate governance internationally, that used and continues to use the
Roychowdhury (2006) measure for examining the determinants and consequences of REM.

'AEM occurs when managers manipulate reported earnings by exploiting the accounting discretion allowed under GAAP. We do
not intend to review the AEM literature; however, REM cannot be discussed in isolation, owing to the substitutive nature of the
two earnings management strategies (Zang, 2012).

2Ahearne et al. (2016) surveyed 668 sales executives from 40 countries, and document that companies engage more in REM
activities when ‘(1) sales personnel receive cash-flow incentives, (2) finance functions make REM-related decisions, (3) companies
are publicly traded, and (4) operations are conducted in the United States’ (p. 1234).
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Our purpose is to provide an updated stock of this literature.’ We expect our review to be useful
for researchers interested in exploring the hitherto unexplored determinants and consequences
of REM. Importantly, we highlight some measurement concerns associated with the
Roychowdhury (2006) measure that need to be addressed if this research is to be informative in
assessing managerial incentives for engaging in REM and its subsequent consequences.

We conduct a structured literature review by identifying, reviewing and classifying relevant
published research work (Brauer, 2006; Haleblian et al., 2009; Schweizer & Nienhaus, 2017).
First, by defining a literature review period from 2006 to the end of 2021, we ensured that
our review updates the previous review on REM by Xu et al. (2007). We begin with the
Roychowdhury (2006) paper which serves as the foundation for our review.

Second, we identified three disciplines on which to focus our search: accounting, finance
and corporate governance. The accounting discipline is the natural starting point, since the
REM research uses fundamental accounting information to construct REM values. Various
capital market incentives have been found to be associated with managerial REM activities
and, therefore, capital market incentives, including both equity and debt market, become the
second domain: finance. Some such incentives for REM relate to initial public offering (here-
after IPO) and seasoned equity offering (hereafter SEO) settings, to name a few. Finally, in-
ternal and external corporate governance-based REM research is voluminous, as researchers
examine whether corporate governance tools are effective in constraining REM behaviour
or not. Inclusion of the corporate governance and REM literature is a significant departure
from Xu et al. (2007), who focused on financial reporting only, including the auditing aspect of
REM research and, to some extent, the nexus between finance and REM.

Third, we conducted a keyword search that included ‘earnings management’, ‘real earnings
management’, ‘real activity manipulation’, ‘accruals management’, ‘Sarbanes-Oxley Act’ and ‘fi-
nancial reporting quality’. We used these search terms to retrieve articles from the major business
databases, including EBSCOhost, Emerald Insight, Scopus, Web of Science and Google Scholar.

Fourth, we skimmed through each of the articles initially derived, to identify whether the re-
search question tested the determinants and consequences of REM empirically. We include articles
published in journals ranked A and above on the 2019 Australian Business Deans Council (ABDC)
rankings (Field of Research [FOR] code 1501 and 1502) to maintain a certain quality threshold, as
well as to keep our review manageable. However, we acknowledge that inclusion of all relevant pa-
pers published, even in A-ranked journals, would make the number of papers overwhelming and
would probably present a convoluted message. Therefore, we remain selective in our choice of some
the articles published in A-ranked journals. We include some published papers in B-ranked journals
if we feel their inclusion is crucial for our review.* We also included working papers, but only those
that have been presented at top conferences. To make the review comprehensive, we also included
articles investigating the determinants and consequences of REM, but published in non-accounting
and finance journals, such as Journal of Business Ethics, Management Science, Journal of Business
Research, among others. Finally, we excluded empirical papers that used ‘REM’ as a control and/or
moderating variable. In total, we include 153 published papers and one working paper.

The remainder of the paper proceeds as follows. In the next section, we provide a brief theoreti-
cal overview of REM, along with a discussion of measurement issues, including the recent develop-
ments in REM measures. This is important, because the inferences gained from the reported results
must be evaluated in light of the appropriateness of the REM models. In Section 3, we review the
literature on the determinants of REM. Section 4 reviews the literature on the consequences of
REM. Section 5 discusses the opportunities for future research. Section 6 concludes the paper.

3Also see Roychowdhury ez al. (2019, pp. 10-12) for a review of the empirical evidence on managerial myopia that covers very
briefly some of the recent literature on REM.

“ABDC ranks journals into four categories: A*, A, B and C. The full list of ABDC rankings can be retrieved from https://abdc.edu.
au/research/abdc-journal-list/ (accessed September 2021).
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2 | REM: THEORY AND MEASUREMENT

2.1 | REM: theoretical framework

REM occurs when ‘managers undertake actions that change the timing or structuring of an
operation, investment, and/or financing transaction in an effort to influence the output of the
accounting system’ (Gunny, 2010, p. 855). Such departure is not necessarily detrimental since
managers often engage in REM activities to optimise the efficient use of scarce resources.
Detecting opportunistic REM, therefore, poses a serious challenge to financial statement
users. Researchers have tried to explain the rationale for REM using one of the two theoretical
frameworks, namely, efficiency theory or opportunistic theory.

2.1.1 | Efficiency theory of REM

The efficiency view or, in other words, the information view, which is informed by signalling
theory, suggests that managers engage in REM to signal private information to capital market
participants. More specifically, signalling theory proposes that firms with a solid financial
performance utilise REM to reduce information asymmetry in the capital market, and to sig-
nal future economic growth. Although REM is a costly strategy, managers use REM to convey
to investors that their firm's economic performance will not deteriorate in the subsequent peri-
ods. Owing to the costly nature of REM, managers use these activities in circumstances when
the negative impact of REM is outweighed by the positive benefits derived from information
conveyed to the capital markets (Zhao ef al., 2012). Based on the efficiency view, it is argued
that firms that have a potential to show better future performance use REM to signal such
potential to the capital markets. Gunny (2010) and Al-Shattarat et al. (2018), among others,
provide evidence supporting the efficiency view of REM.

2.1.2 | Opportunistic theory of REM

Drawing insights from agency theory, the opportunistic view of REM suggests that manag-
ers depart from normal business activities with the desire to misinform financial statement
users. Specifically, managers deliberately deviate from normal activities aimed at achieving
financial reporting goals, in order to gain private benefits (Roychowdhury, 2006). The op-
portunistic use of activities, such as aggressive price reductions, overproduction and cur-
tailing discretionary expenses like R&D expenditure, increases information risk, because
such opportunistic actions disguise the true economic performance. Accordingly, REM
creates information asymmetry and triggers agency frictions in the form of adverse selec-
tion and moral hazard problems. The adverse selection escalates when managers have ac-
cess to true information about the firm value, while investors do not. REM-induced
information asymmetry creates an adverse selection problem between managers and capital
providers, thus undermining investors' efficient allocation of resources. For example, man-
agers' over-optimistic revenue disclosures may bias investors' optimal investment decisions
in an [PO situation. Moral hazard arises when the principal is not able to monitor the
agent's behaviour and fails to assess whether the agent is acting to maximise firm value.
Managers, therefore, can take advantage of this information asymmetry-induced moral
hazard setting, and can myopically use REM to achieve earnings benchmarks to gain pri-
vatecontractual benefits (Cohen & Zarowin, 2010; Kothariezal.,2016; Roychowdhury, 2006).5

SWe refer to firms just meeting and or beating earnings benchmarks as SUSPECT firms in the remainder of the paper.
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Such opportunistic REM manifests in adverse consequences, such as declined firm perfor-
mance. Opportunistic REM also affects equity and debt market outcomes adversely (Kim
& Sohn, 2013; Pappas et al., 2019).

2.1.3 | Other theories

Our survey of the literature shows that the efficiency versus the opportunism theory of mana-
gerial REM behaviour is used as the dominant theoretical paradigm. However, managerial
REM behaviour having the intention to mask true economic performance can also be ex-
plained using the revelation principle, a principle that states that managers will not be able
to benefit from earnings management if a number of perfect market conditions hold. Some
such conditions include: the existence of costless contracting and contract enforcement; fully
rational and utility maximising investors and managers; and costless managerial communica-
tion. Given that these conditions are unlikely to hold in markets plagued with agency fric-
tions, managers use REM as an earnings manipulation tool. Dye (1988) and Arya et al. (1998)
argue that REM violates the revelation principle, as managers deliberately overstate earnings
to benefit the current as opposed to the future generation of shareholders. Litigation and ethi-
cal theories have also been proposed to explain why managers choose REM over AEM. The
litigation hypothesis posits that, since REM is embedded in business decisions that can be jus-
tified as rational economic decisions by decision-makers, managers engaging in REM are less
prone to litigation threats from shareholders. The ethical perspective suggests that managers
perceive REM as being more ethical than AEM (McGuire et al., 2012).

Finally, in experimental research on the consequences of REM, some authors have used the
correspondent inference theory (CIT). The CIT postulates that observers (e.g., auditors) make
stronger inferences about an observed person's disposition or character based on observed
behaviour. These inferences are stronger when the observed person's behaviour appears to
be discretionary, differs from expectations and significantly alters results. This perception
of the behaviour does affect how the observer reacts to the observed action. The CIT two-
stage process suggests that observers first infer traits (such as aggressiveness) from the tar-
get's behaviour and, secondly, form a more general characterisation about the observed actor's
disposition (i.e., perceive target as aggressive or conservative). Commerford et al. (2018) and
Commerford ez al. (2019) use CIT to explain auditor responses to the managerial use of REM.

2.2 | Measurement of REM

Roychowdhury (2006) develops the widely used REM measures in the extant literature: ab-
normal production costs (A BN_PROD), abnormal discretionary expenses (4 BN_DISX) and
abnormal levels of cash flow from operations (4 BN_CFO).

To measure A BN_PROD, Roychowdhury (2006) first estimates the normal level of produc-
tion costs using the following equation:

PROD, N 1 N Sales, N A Sales, N A Sales,_;
=ay o ay a3 ay 5
A, Ay Ay Ay A,

M

where PROD, is the sum of the cost of goods sold (hereafter COGS) in year ¢ and the change in
inventory from 7 — 1 to ¢, A,_, is the total assets in year ¢ — 1, Sales, is the net sales in year ¢, and
A Sales, is the change in net sales from year ¢ — 1to ¢. Equation (1) is estimated cross-sectionally
for each industry-year with a given number of observations. ABN_PROD is measured as the re-
sidual from Equation (1). A high value of ABN_PROD represents REM, under the assumption
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that firms increase their production levels to reduce per unit fixed costs, in order to show higher
profit margins.

To measure A BN_DISX, Roychowdhury (2006) measures the normal level of discretionary
expenses using the following equation:

DISX, 1 Sales,_,
=) ta +a , )
A,y O A

where DISX, is the discretionary expenses (i.e., the sum of R&D, advertising and SG&A expendi-
ture) in year . Roychowdhury adds R&D and advertising to SG&A, but Compustat's variable for
SG&A (XSGA) includes advertising and R&D expenses (Srivastava, 2019). Equation (2) is again
estimated cross-sectionally for industry-years. The A BN_DISX is measured as the residual from
Equation (2) above. The residuals are multiplied by —1 so that the higher values indicate greater
REM, using abnormal cuts in discretionary expenses to inflate earnings. The sum of ABN_PROD
and ABN_DISX can be referred to as REMI.

Finally, to measure A BN_CFO, Roychowdhury (2006) uses the following cross-sectional
regression for each industry and year to measure the normal level of CFO:

CFO, 1 Sales, ASales,

=ao+a1 +(Z2 +az B (3)
At—l At—l At—l At—l

where CFO, is the cash flow from operations in year ¢. The ABN_CFO is the residual from
the above regression. Although Roychowdhury (2006) posits that the manipulation of real
activities affects operating cash flow, he did not predict a directional effect. Subsequent
studies, however, associate ABN_CFO with REM, consistent with the idea that a cut in
discretionary costs increases operating cash flow. The residual from Equation (3) is mul-
tiplied by —1 so that higher values imply greater REM. The sum of (-/*4BN_CFO) and
(—I*ABN_DISX) can be referred to as REM2. Many studies use individual components as
proxies for REM.

The REM proxies defined above hinge critically on two assumptions. First, all firms in
an industry have the same cost and cash flow patterns when they are not managing earn-
ings. Second, sales revenue is the sole driver of costs and profitability in the normal course of
business. In a recent study, Srivastava (2019) shows that these assumptions are systematically
violated and, hence, caution needs to be exercised in inferring the extent to which the REM
proxies of Roychowdhury (2006) capture REM. Cohen et al. (2020) further note that the fun-
damental driver of the variables used to construct REM measures is firms' investment oppor-
tunity sets (IOSs). Since I0Ss are firm-specific, expected real activity levels will differ across
firms, thereby requiring researchers to estimate firm-specific regressions. However, such an
approach suffers from significant data attrition, because of the availability of short time series
of annual or quarterly data for many firms. Hence, researchers use cross-sectional regressions
at the industry level to determine the normal level of REM. Cross-sectional models, however,
have low explanatory power, because they fail to capture the complexities of the firm-level
underlying economics.

°Some marketing activities, like R&D expenditures, result in higher long-term profits but no immediate returns, as opposed to
advertising brands via television. While the latter activities, such as price discounts and prominent place in the aisle, result in
short-term performance boosts, they have no, or negative, long-term performance effects. Based on this premise, Chapman and
Steenburg (2011) examine the use of marketing activities as an REM tool. The results indicate that firms have high price discounts,
feature and display promotions more frequently in the last quarter of the year, indicating manipulation of real earnings through
marketing activities. However, this is followed by a reduction in EPS in the next quarter. Furthermore, the phenomenon is more
pronounced for firms which just meet or beat earnings targets.
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Gunny (2010) expands the 4 BN_DISX model by incorporating four additional independent
variables, namely: MV (market value of equity); Tobin's Q, to proxy for marginal benefits to
the marginal cost for investment; internal funds (/NT)) to control for financial constraints; and
a proxy for the sticky nature of cost (DD), an indicator variable equal to 1 when total sales
decrease between ¢ — 1 and ¢, and zero otherwise. Gunny (2010) notes that ‘Not including this
element in the SG&A expectations model may lead to underestimating (overestimating) the
response of costs to increases (decreases) in sales’ (p. 864). Despite this innovation proposed
by Gunny (2010) as well as by Srivastava (2019), our review shows that Roychowdhury's (2006)
model is the only one considered in most of the surveyed papers.

Cohen et al. (2020) use simulation analysis to provide evidence on ‘whether the REM
measures commonly used in the literature are, in fact, well specified’ and on ‘their ability to
detect REM when it is present in the data’ (p. 1173). The authors document that traditional
REM measures are misspecified, although such misspecification varies conditional on the
chosen sample, i.e., the misspecification is modest in samples drawn from the entire popula-
tion, whereas it is acute for samples having extreme size, book-to-market and sales growth.
With respect to the power of the test, the authors document that neither the traditional REM
measures, nor the performance-matched REM measures, outperform one another. Despite
this finding, Cohen et al. (2020) recommend future researchers report results using both mea-
sures. Gilliam (2021), however, argues that omitted variable bias and non-linear performance
measures are responsible for REM model misspecification — misspecifications that the per-
formance matching proposed by Cohen ez al. (2020) does not mitigate. To reduce concerns
regarding the omitted variable bias, Gilliam (2021) includes gross margin, firm size, firm per-
formance and book-to-market.

Gilliam (2021) builds on Srivastava (2019), who proposes that for REM to actually capture
earnings manipulation, researchers need to augment the existing models. Srivastava (2019), for
example, expands the normal production model as follows:

PROD, N 1 N Sales, N ASales, N ASales,_,
—=ay+a; oy as Ay
At—l At—l At 1 At—l At—l

Sales,, |
+a;MTB;, +a8A— +agPROD;, + €,
t—1

+asLN_MV,,+agROA;,_,
©)

where LN_MYV is the natural logarithm of market value of equity; ROA is return-on-assets, de-
fined as operating income after depreciation deflated by total assets at the beginning of the year.
Other variables are defined as before. Srivastava (2019), however, cautions that even this aug-
mented model ‘cannot correct for a firm's optimal business response to an external shock ...,
which would appear as a deviation from the firm's own past behaviour. This factor can be con-
trolled by a cohort adjustment motivated by the assumption that firms in similar life-cycle stage
and with similar technology vintage experience similar economic shocks and have similar optimal
response. A firm's abnormal behaviour is thus estimated by subtracting the activity of a same-
cohort firm having similar size from the activity of the given firm to obtain a cohort-adjusted
measure’ (p. 1304).

2.3 | Section summary

This section summarises the two main theoretical strands that underpin the REM literature,
namely, the efficiency versus the opportunistic theory of REM. Although these theories are
intuitively appealing, disentangling whether managerial REM actions are undertaken for ef-
ficiency as opposed to opportunistic reasons is a major challenge for researchers. With respect
to measurement of REM, certain concerns remain. Despite the dominance of the
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Roychowdhury (2006) measure in empirical tests, this measure is not without its limitations.
Other researchers have provided some suggestions for improving the Roychowdhury model,
although our survey has not found much evidence that researchers have incorporated such
suggestions.’

3 | DETERMINANTS OF REM

In this section we review the strand of the literature that examines various determinants of
managerial REM behaviour. For expositional purposes, we categorised the determinants into
(a) financial reporting (Section 3.1); (b) auditors (Section 3.2); (c) governance and controls
(Section 3.3); capital market incentives (Section 3.4); regulation changes and other external
factors (Section 3.5); and REM in private firms and other sectors (Section 3.6).

3.1 | Financial reporting

One major determinant of REM is the relative cost/benefit of AEM and REM. Because ac-
counting standard setters perceive earnings management as being detrimental for stakeholders,
they tend to tighten accounting standards (e.g., make more prescriptive or rule-based stand-
ards). However, tighter accounting standards may be successful in constraining AEM, but do
little to restrict REM, thereby giving rise to a substitution effect (Ewert & Wagenhofer, 2005).
The authors show analytically that tighter accounting standards increase earnings quality by
reducing AEM, but also increase REM by increasing the marginal benefit of undertaking
REM. However, it is not clear such benefits outweigh the costs associated with undertaking
REM.

Zang (2012) considers the relative costs of the two strategies, and the timing differences
between the two techniques, and provides stronger and more reliable evidence of the trade-
off between REM and AEM. Zang (2012) introduces an important concept of the timing
difference between the two earnings management strategies. While REM is implemented
throughout the year, AEM is implemented at the end of the financial period, by adjusting
accounting estimates and methods. This timing difference provides managers with the op-
tion of increasing (decreasing) accruals at the end of the year based on the lower (higher)
REM during the year, which also suggests a sequential nature of the two earnings man-
agement strategies. Ernstberger et al. (2017) document an increase in REM for firms in
the EU countries that were mandated to increase their Interim Management Statements
(IMS) following the passage of the 2007 legislation. This finding is consistent with the no-
tion that short-term reporting requirements create incentives for managers to manipulate
earnings to meet or beat quarterly benchmarks. However, this finding is more pronounced
in the presence of higher price pressure from investors but less so when IMS disclosure is
more informative. This regulation proved costly, as the reporting frequency-induced REM
decreased firms' long-term operating performance. This is one of few studies to investigate
the real effects of regulation on REM practices.

Fan and Liu (2017) try to differentiate earnings management through expense misclassifica-
tion from an REM-based strategy — a test that is expected to provide a better predictive power

7Siriviriyakul (2021) empirically assesses three attributes of REM proxies, namely their economic magnitudes, time-series
properties and variation with performance. For Roychowdhury's (2006) model, she finds that (1) the magnitude of the abnormal
levels of activity are high relative to the normal levels; (2) they exhibit persistence; and (3) they vary predictably with firm
performance. She examines five adjusted REM proxies found in the literature and notes that the reversal-based proxies proposed
by Vorst (2016) and the time-series-adjusted proxies based on Kothari e al. (2016) have reliably lower magnitudes, do not exhibit
persistence, and do not vary with performance.
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of pure REM strategy. To achieve the research objective, the authors divided the full sample
into two groups: one with, and another without, income-decreasing special items. Findings
show that managers use both misclassification and REM to reduce the reported COGS and,
thereby, meet or beat the prior period gross margin benchmark for firm-quarters with income-
decreasing special items. In contrast, these suspect firms use misclassification of both COGS
and SG&A (rather than REM) to meet or beat the zero core earnings benchmark. Similarly,
both classification shifting and abnormal cuts in SG&A (a proxy for REM) are used to achieve
a small increase in core earnings, supporting the opportunistic use of REM. These results sug-
gest that unexpectedly low expenses do not necessarily suggest an REM phenomenon.

Our review has identified several financial reporting-related variables affecting REM, in-
cluding financial leverage (Anagnostopoulou & Tsekrekos, 2017); financial statement compa-
rability (Sohn, 2016); conditional conservatism (Garcia Lara et al., 2020); and asset disposal
(Campa et al., 2019).8 It should, however, be noted that not all these studies provide a direct test
of the substitution effect between REM and AEM. For example, Sohn (2016) finds that firms
that have comparable financial statements are less (more) likely to engage in AEM (REM) to
achieve earnings targets, without referring to the substitution effect directly. Campa et al. (2019),
on the other hand, document that the substitution effect between REM and AEM arising from
asset sales depends on the magnitude of the accruals on the balance sheet. An interesting fi-
nancial reporting phenomenon known as ‘accruals reversal’ has also been related to REM
practices by Asay (2018). Opportunistic earnings management in the current period affects
future earnings because of accruals reversals. Asay (2018) uses an experimental approach by
holding constant the participants' incentives and the information environment, and documents
that horizon-induced optimism increases participants' propensity to engage in both AEM and
REM and also increases managerial confidence about future performance.

Standard setters intend to minimise managerial opportunism by promulgating and enforcing
reporting regulations. Our review of financial reporting and REM do not give a clear indication
about whether reporting standards are effective in constraining managerial opportunism. Although
reporting standards aimed at curtailing managerial opportunism is desirable, managers with op-
portunistic intentions might increase REM which could adversely affect financial reporting quality.
Therefore, the trade-off between AEM and REM has received significant research attention.

3.2 | Auditing and REM

Similar to the standard setters, independent and high-quality external auditors are expected to
minimise managerial opportunistic use of REM. Thus, the empirical research on the auditing
and REM relationship has primarily investigated whether high-quality auditors constrain or
increase REM activities. Although it is expected that high quality auditors would constrain
REM activities to protect their reputational capital, auditors may have limited ability to re-
strict REM, as ‘it is difficult for auditors to distinguish opportunistic REM from operational
adjustments based on optimal business decisions’ (Choi et al., 2018, p. 2229). On the other
hand, auditors may have incentives to detect REM, because of increased litigation risk.

Using an international sample, Choi et al. (2018) find that the presence of a Bigd auditor
reduces REM as well as AEM, and attenuates the positive relation between the strength of

8Raghunandan (2021) examines wage theft by employers as a mechanism for REM and finds that SUSPECT firms engage in wage
theft more frequently than their non-SUSPECT firm counterparts do. Wage theft is a financially attractive tool to employers,
because of its relatively low direct as well as indirect costs. For example, the federal law caps the fines that the US Department of
Labor's Wage & Hour Division (WHD) can charge for wage violations. The indirect firm-level costs of wage theft are also low
because of contractual provisions barring certain employees to sue their employers (p. 868). The author further documents a
substitute relation between wage theft and financial misconduct as firms are more (less) likely to engage in financial misconduct
after (before) they are caught engaging in wage theft.
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legal protection and REM.’ Chi ez al. (2011), however, find a positive and significant relation-
ship between audit quality and REM and, in the presence of higher audit quality, US firms
switched to REM from AEM, an unintended consequence of higher quality auditors.'
Burnett et al. (2012) examine whether high-quality auditors constrain accretive share repur-
chases, a form of REM, by managers to meet earnings targets. Unlike AEM, auditors do not
scrutinise stock repurchases since repurchases are a real financing activity and this, there-
fore, enables managers to use share repurchases opportunistically to meet earnings targets.
The authors provide robust evidence that SUSPECT repurchase firms,!" engaging industry-
specialist auditors, are more likely to use accretive stock repurchases and less likely to use
AEM to meet or beat analysts' forecasts, thereby raising concerns regarding the monitoring
ability of high-quality auditors. Liu (2020), however, fails to find any significant change in
the usage of AEM or REM from the pre- to post-engagement partner signature period for a
sample from the UK and three other European countries.'” The results of no change in the
REM activities in the post-signature period suggest that there will likely be no adverse ef-
fects emanating from the disclosure of the identity of the engagement partner. In the UK IPO
setting, Alhadab and Clacher (2018) find that the presence of high-quality auditors (Big N
audit firms) fails to constrain all forms of earnings management. In particular, the presence
of high-quality auditors constrains the manipulation of AEM, and REM that occurs through
ADISX."® However, IPO firms audited by higher quality auditors undertake sales-based ma-
nipulation (ACFO) to manipulate earnings upwards at the end of the IPO year.

Using arguments from gender socialisation theory (Mason & Mudrack, 1996), Owusu
et al. (2022) examine whether auditor gender affects the trade-off between AEM and REM.
The authors report that the magnitude of the AEM is lower in firms with female auditors. In
contrast, the coefficient for female auditors is generally insignificant in both the level and the
change REM regressions.'* Kung et al. (2019), however, document that all-female signing audi-

*However, Choi e al. (2018) did not examine whether the findings hold for SUSPECT firms and SEO firms.

"The substitution between AEM and REM suggests that if auditors make it more difficult for managers to engage in one form of
earnings management, the marginal benefit of the other method will increase. Based on this theoretical notion, Lamoreaux et

al. (2021) show that firms whose auditors have become subject to Public Company Accounting Oversights Board (PCAOB)
inspection oversight, exhibit greater use of REM. Furthermore, firms are more likely to avoid reporting losses and negative
earnings surprises through the use of REM in the post-PCAOB inspection period. Importantly, such REM proves costly as firms
making the largest cuts to R&D expenditures upon the introduction of PCAOB oversight document a pronounced decrease in
innovative outputs. Taken together, this study documents an economic cost of audit regulation.

"Firms deploying repurchases for earnings management purposes are defined as firms that would have missed analysts' forecasts
by five cents or less but are able to meet or beat forecasts by no more than five cents with a stock repurchase (Burnett ez al., 2012,
p. 1868).

20ne plausible explanation for the insignificant finding could be that there is a far less dramatic increase in the scrutiny from the
engagement partner to force managers to substitute costly REM for AEM. The inconsistent finding between the US (Burnett ez
al., 2012; Chi et al., 2011) and this UK research points to an interesting question regarding the threshold of rigorous scrutiny that
constrains managers from engaging in AEM but does not encourage managers to manipulate earnings through REM for meeting
earnings targets.

BThe negative relationship between audit quality and REM through ADISX ‘is consistent with the approach for detecting real
earnings management via the use of ratios, trends, financial and nonfinancial information, set out in the International Standards
on Auditing. A divergent trend between increasing sales and the costs associated with increasing sales would be a signal to
high-quality auditors that there may be pervasive manipulation going on’ (Alhadab & Clacher, 2018, p. 445).

“In the change specification, the change in female auditor is not clearly defined in the paper. Therefore, it is not clear whether
‘D_FAUDITOR’ is the difference between FAUDITOR (a dummy variable indicating the presence of a female auditor) in period ¢
minus FAUDITOR in period ¢ — 1 or whether it indicates a change from male to female auditor from period 7 — 1 to period .
Depending on the definition used, the results should be interpreted with caution. For example, with the first definition, the
insignificant coefficient of D_FAUDITOR, which may take the value of either 0 (no change in auditor gender), 1 (change from
male auditor in year 7 — 1 to female auditor in year 7), or —1 (change from female auditor in year 7 — 1 to male auditor in year 7),
suggests that there is no incremental change in REM due to change in auditor gender from last year to current year. In contrast,
with the second definition, the coefficient of D_FAUDITOR indicates whether there are any changes in REM for firms switching
from male to a female auditor in year .
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tor pairs and auditor industry expertise could drive clients to engage in REM as an alternative
to AEM. Baatwah et al. (2021) report that the industry expertise of external providers of inter-
nal audit function (IAF) has a significantly negative association with REM in Oman. This
supports the notion that the outsourced IAF offers an objective and cost-effective service and
allows firms to access a more qualified and experienced provider, attain effective audit testing
and recover losses in case of audit failure (Carey et al., 2006).

Taken together, the research on the relationship between high-quality auditing and REM
offers mixed evidence. Studies finding a positive relationship are premised on the argument
that auditors fail to detect REM because REM is an operational decision and, hence, is un-
likely to be as heavily scrutinised as AEM.

3.3 | Governance and controls

As discussed before, REM is embedded in strategic decision making, and executed through
firms' operations. Corporate governance is, thus, particularly pertinent to REM, because well-
governed firms will be able to deter opportunistic REM. We review the voluminous literature
on the association between various corporate governance mechanisms and REM below, in
four sub-sections for ease of exposition.

3.3.1 | Corporate boards, top management team, executive
compensation and REM

Anindependent board should be effective in constraining opportunistic earnings management,
including REM. Evidence supporting this proposition is provided by Garcia Osma (2008) with
respect to constraining managers from myopically motivated R&D expense cuts in the UK.
It should, however, be noted that an overreliance on independent directors can be detrimen-
tal from an information sharing perspective, as CEOs may opt to avoid sharing information
fully with the board to constrain board monitoring. Chen et al. (2015) test whether the SOX
requirement for firms to have majority independent directors (an exogenous change in board
structure) increased directors' monitoring intensity and, consequently, reduced opportunistic
REM. Since effective monitoring is conditional on the availability of firm-specific information,
the authors further test whether information acquisition cost moderates the relation between
an increase in board independence and a reduction in earnings management. The authors find
that non-compliant firms, i.e., firms required to increase independent directors on the board
in the post-SOX period, experienced a reduction in REM, but only when the cost of informa-
tion acquisition is low. However, they did not test whether the changes in REM induced by
changes in board structure in the post-regulation period affected firm performance. Hoitash
and Mkrtchyan (2022) extend this strand of research by investigating whether boards can ac-
quire information from executives not serving on the board (i.e., internal ties), and whether
such a governance arrangement helps boards to exercise better monitoring. The authors theo-
rise that internal ties ‘may increase the likelihood of information sharing, as social ties often
lead to more frequent interactions and, more importantly, foster trust between the connected
parties ... Sharing information with the board can also be beneficial for the connected execu-
tives; as such connections may mitigate the executives' potential fear of retaliation by the CEO’
(p. 2). Consistent with this theoretical prediction, the authors document a negative relationship
between internal ties and REM. However, it is not clear why the authors used only APROD
cost as a proxy for REM.

Although various facets of board composition and REM have been investigated, very
little research exists on labour representation on the board, and its implications for REM
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behaviour. Gleason et al. (2021) fill this void in the literature by using data from Germany,
where worker representation on corporate boards is a mandatory requirement. Economic
theories predict that worker representatives would use control and voting rights in the
boardroom to transform firm assets for wage increases (e.g., Furubotn, 1988). Labour con-
tract models, on the other hand, suggest that by adding valuable first-hand knowledge to
the board, workers on the board improve monitoring (e.g., Fauver & Fuerst, 2006). Results
show that worker representation constrains REM that threatens the payroll (e.g., cuts in
discretionary expenditure). Conversely, worker representation increases REM (e.g., over-
production that reduces cost of goods sold and, hence, increases earnings), because workers
benefit from the payroll increase. The study, therefore, documents the prevalence of payroll
maximisation over monitoring duties towards managerial REM actions, thereby support-
ing the opportunistic theory of REM.

A strand of literature investigates whether directors are complementary or substitutive
to takeover protections.'” Zhao er al. (2012) find that takeover protections measured by the
existence of a staggered board'® are associated with lower levels of REM, a finding that is
consistent with takeover protection serving as a good governance tool. However, Zhao
et al. (2012) do not consider the implication of SOX on REM, although their data period
covers the years from 1995 to 2008. Drawing on a more comprehensive index of takeover
protection, Ge and Kim (2014) reveal that, after the passage of the SOX, REM achieved by
manipulating sales and ADISX, increases (decreases) with stronger board governance
(higher levels of takeover protection). These findings further question the monitoring role
of the board of directors in the broad context of governance in detecting and preventing
opportunistic REM.

CEOs play a prominent role in developing and executing strategies for firms and, hence,
research has examined CEO attributes and firms' propensity to engage in REM. Griffin
et al. (2021) posit that social connections can induce a CEO to engage in rent extraction to meet
the market's expectation when the CEO's social capital increases. Using the number of social
connections to outside executives and directors to measure CEO social capital, the authors
find that CEOs' social connections are positively associated with higher levels and volatilities
of REM, and such REM reduces firms' future operating performance. CEOs with financial
experience (Gounopoulos & Pham, 2018), and more religious CEOs (Cai et al., 2019) reduce
REM. Ali and Zhang (2015) find that REM is greater in the earlier rather than the later years
of a CEO's service. Geertsema et al. (2020) show that new CEOs, particularly CEOs in firms
with low levels of institutional ownership, tend to adopt downwards REM. Choi et al. (2014)
show upward earnings management by the departing CEO when, and only when, the departure
is forced by an insider replacement and the new CEO engages in downward REM. However, it
is not only CEOs in an organisation who are responsible for decision making. The top manage-
ment team (TMT) also plays a crucial role in shaping organisation culture. The upper echelon
theory posits that ‘leadership of a complex organization is a shared activity, and the collec-
tive cognitions, capabilities, and interactions of the entire TMT enter into strategic behaviors’
(Hambrick, 2007, p. 334). Therefore, research has also explored the TMT characteristics and
REM behaviour.

BThere are competing views on whether takeover protections serve as weak or strong governance. On one hand, takeover
protections prevent firms being exposed to the monitoring of external markets, intensify agency conflicts between managers and
investors (Gompers et al., 2003; Scharfstein, 1988a) and, hence, increase managerial myopic behaviour, including REM. On the
other hand, REM may be motivated by pressures to beat the analysts' expectations (Gunny, 2010). Takeover protections release
firm managers from such external market pressures and strengthen firms' governance environment.

1A staggered board structure classifies board members into different classes with different terms or different expiry dates. This is
to ensure that the board as an entirety cannot be removed and replaced all together upon election. Therefore, staggered boards
may deter takeovers.
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Cheng et al. (2016) examine the relationship between REM and key subordinate execu-
tives, defined as the top four executives with the highest compensation other than the CEO.
Using the number of years until retirement age as a proxy for these executives' decision
horizon, and the level of their compensation relative to the CEO as a proxy for their influ-
ence, the authors document a negative relationship between subordinate executives' horizon
and relative compensation and REM, but only for SUSPECT firms. This finding is consis-
tent with the prediction that the desire of some of these executives to become the CEO in the
future motivates them to maximise future cash flows based on current optimum invest-
ments. Therefore, these executives are more likely to focus on creating value in the long-run
instead of meeting short-term performance pressure by cutting value-adding investments.
Ham ez al. (2017) present evidence that CFO narcissism, as measured by signature size,” is
positively associated with both AEM and REM. Given that this research sample period
centres around the passage of the SOX, which required the senior executives of certain pub-
licly traded firms to certify the accuracy of their financial disclosures by providing signed
statements, the authors could not test the relations between narcissistic CFOs and each of
the two earnings management techniques. It would be interesting to see whether the docu-
mented positive association between CFO narcissism and both the AEM and REM con-
tinue to hold in the post-SOX era. Qi et al. (2017) shows that female top executives, and top
executives near retirement age, are less likely to engage in either AEM or REM, while top
executives with financial work experience are more likely to engage in both AEM and REM
compared with those without financial experience. Baker ez al. (2019) reveal that a powerful
CEO prefers AEM, whereas a powerful CFO prefers REM.!® Interestingly, these two pow-
erful executives do constrain each other with respect to earnings management. But this
finding goes against a recent finding of Dikolli ez al. (2021) who show that co-opted CFOs
engage in opportunistic REM to meet earnings targets. Fang et al. (2022) finds that US
firms with socially connected executives are more likely to engage in both AEM and REM,
an association that is more pronounced for connections stemming from past professional
working experiences than connections through education and other social activities. Di
Meo et al. (2017) find a negative association between managerial entrenchment and both
AEM and REM. Such earnings management is less detrimental to firm value.

With respect to their role in limiting or committing opportunistic REM, firm executives
are under the spotlights of both agency theory, as underpinning agency conflicts, and upper
echelons theory, where certain personal and demographic traits are able to predict and explain
executive behaviours: REM in our setting. A missing link is how incentive compensation as an
internal corporate governance mechanism affects REM behaviour. Incentive compensations
are designed to align the interests of management with those of investors, although evidence
also supports equity-based incentive schemes as encouraging managers to inflate earnings
in order to boost stock prices. Results on the relationship between incentive compensation
and REM remains mixed. Holderness ez al. (2019) reveal that increases in employee equity-
based compensation are associated with an increase in REM, as opposed to AEM. A nega-
tive relation between incentive compensation and REM is documented by Dhole ef al. (2016)
who reveal that CEO inside debt is negatively associated with both AEM and REM. Brown
et al. (2017) document a negative relationship between a target stock ownership plan, which
requires executives to maintain a particular level of holdings in the firm, and REM. Duellman
et al. (2013) also document a negative relationship between equity incentives and REM, but

"To measure the signature size, the authors draw a rectangle around each signature, with each side touching the most extreme
endpoint of the signature. The area of the rectangle is measured (in centimetres squared) and standardised by the number of letters
in the signature (p. 1105).

8In Baker et al. (2019), CEO duality serves as a proxy for a powerful CEO. A CFO sitting on the board serves as a proxy for a
powerful CFO.
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only for high and moderate monitoring intensity firms, with monitoring intensity being prox-
ied by a principal component analysis of board characteristics, auditor dependence on clients,
and institutional ownership characteristics. Given the inconsistent findings documented in the
literature, we encourage future research to identify settings where managerial incentives for
opportunistic or efficiency-driven REM are rife, and then examine the equity compensation
and REM relationship.

Strong internal controls over financial reporting should normally prevent myopic earn-
ings management that undermines financial reporting quality. Following this notion, regu-
lators expect that the implementation of effective internal controls will improve corporate
transparency and increase the quality of financial reporting (Committee of Sponsoring
Organizations of the Treadway Commission (COSO], 1992; SOX, 2002). Garg (2018) exam-
ines the effect of changes in internal control certification requirements (ICCR) on the earn-
ings management choices of Australian firms.'” Consistent with the notion that REM is
harder to detect, the results suggest that firms place greater reliance on REM than on AEM
to manipulate earnings when having to comply with ICCR. Guggenmos (2020) examines
whether corporate innovative culture determines managerial REM activities, using an ex-
perimental research approach. Although creativity and innovation generate new products
and new business processes, which enable firms to remain competitive, they are not without
some negative consequences. Supporting the shortcomings of the innovative culture, the
authors find that innovation increases REM. Drawing insights from construal level theory,
this study investigates how downside intervention and big-picture intervention in an inno-
vative culture affect REM. The study reveals that, while downside intervention reduces
REM in an innovative culture, the reduction resulting from big-picture intervention is
stronger.

3.3.2 | Ownership structure and REM

Sakaki et al. (2017) document a negative association between stable institutional ownership
and REM, thus supporting the efficient monitoring hypothesis. The results further show
that the beneficial effects on REM of institutional ownership are more pronounced for
pressure-insensitive investors (such as investment advisors and pension funds) than for pres-
sure sensitive investors (such as banks and insurance companies). Katdonski et al. (2020)
find no association between REM and institutional ownership in Poland. However, a weak
negative association is reported between REM and long-term institutional ownership.
Furthermore, the relationship between institutional ownership and REM is negative for
single-class shares (firms under intense capital market pressure), but insignificant for dual-
class shares.

Competing arguments exist regarding the association between majority shareholdings and
earnings management. The incentive alignment hypothesis suggests that high shareholdings
align the interests of controlling and non-controlling shareholders and, thus, reduce earnings
management. Evidence supporting this hypothesis includes Goh et al. (2013), who find a sig-
nificant negative association between majority shareholdings and income-increasing REM in
the post-Asian financial crises period. The expropriation hypothesis, on the other hand, sug-
gests that large shareholdings create an entrenchment effect, thus resulting in higher earnings
management. Dong et al. (2020) find a positive association between the presence of controlling
shareholders and REM in China. Bonacchi et al. (2018) find that non-listed subsidiaries in

PIn Australia, the regulatory requirement to issue an internal control certification has gone through several reforms from
voluntary, to compulsory and, eventually, to being phased out. These events provide a unique opportunity to study the
implications of regulatory intervention on the relationship between internal controls and REM.
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Italy engage in both AEM and REM to help their parent entities to meet or beat a benchmark,
and this relationship is more pronounced in family firms.

Social emotional wealth (SEW) theory suggests that family-controlled firms have a
transgenerational sustainability perspective and, thus, such firms are less involved in earn-
ings management practices. However, a competing strand of literature argues that family-
controlled firms have higher incentives to report poor quality financial information (Prencipe
et al., 2014). Using German listed firms, Achleitner et al. (2014) find a negative association be-
tween family control and REM, and document a substitution effect between AEM and REM.
Using Bangladeshi settings, Razzaque et al. (2016) report a curvilinear association between
family control and REM, i.e., higher REM when family ownership concentration is low, but
decreased REM when the family ownership crosses a specific threshold of ownership. Eng
et al. (2019) compare the REM behaviour of US versus Chinese family-controlled firms and re-
port a positive association between family ownership and REM in the US as well as in China.
Summarising this strand of literature, we can conclude that the association between REM
and family control is inconclusive, and that this association is moderated by institutional and
other factors. The mixed findings on the association between ownership structure and REM
highlights the complex nature of REM. Research in this field tends to focus on investigating
how firms with certain ownership structure use REM opportunistically.

3.3.3 | External monitoring agents and REM

Certain types of external monitoring agents play an active role in deterring opportunistic
REM. Financial analysts are expected to mitigate information asymmetry between inves-
tors and managers by revealing information to the markets, but increased analyst coverage
might induce managers to focus on short-term results (e.g., Irani & Oesch, 2016). Irani and
Oesch (2016) find that firms losing analyst coverage reduce REM but increase AEM, findings
that are more pronounced for firms close to the zero earnings threshold. These findings indicate
that analysts following put pressure on management to meet or beat earnings targets through
REM but, once the analyst coverage is lost, managers adopt less-costly AEM. However, the
beneficial effects of analyst following, with respect to REM, have also been documented in the
literature. Eiler et al. (2021), for example, find that analyst forecast error and dispersion are
significantly lower for SUSPECT firms — a finding that supports the notion that analysts better
understand the REM-induced earnings implications compared with the earnings implications
stemming from firm-specific economic shocks. Taken together, the findings on analyst fol-
lowing and REM provide mixed evidence. Future research might look into whether financial
analysts' private information acquisition incentives accentuate or attenuate REM. Also, in the
context of China, future research might examine whether analysts' site visits, a disclosure re-
quirement, are related to REM. Short-selling threat has been shown to affect REM behaviour.
For example, Jiang ez al. (2020) find that short-selling threat reduces REM internationally —an
association that is more pronounced for firms operating in countries with weak shareholder
protection, indicating a substitutive monitoring effect between country-level shareholder pro-
tection and short-selling threat. Rennekamp et al. (2020) conduct an experimental study and
find that managers resort to REM, as opposed to AEM, when short-selling restrictions are
relaxed. This is consistent with the notion that managers justify REM as legitimate operating
decisions and, hence, are able to avoid scrutiny from short sellers.

Some other external monitoring agents, on the other hand, provide incentives for management
to manipulate financial information. For example, hedge funds motivate the target firms' man-
agement to achieve financial goals (Brav et al., 2008). Khurana et al. (2018) predict that hedge
fund activism will encourage target firms' managers to withhold bad news via opportunistic
REM. Holding bad news will enable the managers to avoid any unwanted hedge fund activist's
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intervention and tailor strategies to counter the bad news. The authors find support for both these
predictions but failed to find any substitution effect between REM and AEM. An interesting
avenue for expanding this research would be to compare the corporate shareholder activism and
hedge fund activism, as the former is known to provide firms with new resources and freedoms
that increase their flexibility to expand their strategic actions (DesJardine et al., 2021), and may
enable the firms to engage in efficiency-enhancing REM. Venture capitalists (VCs), another exter-
nal governance player, also affect firms' REM behaviour. Wongsunwai (2013) investigates earn-
ings management behaviour of IPO firms in the context of lockup expiration period and financial
restatements. Lockup period is important in the sense that, upon its expiry, VCs and insiders have
incentives to gain private benefits by liquidating their investments, but high-quality VCs may be
swayed by reputation concerns and, hence, are less likely to gain private benefits. The results indi-
cate a negative relationship between high-quality VCs and AEM, REM and subsequent financial
restatements. Wang et al. (2018) find that firms backed by politically connected state-owned VCs
will have more incentives to manipulate earnings through REM, because such VCs lack operating
efficiencies. This deficiency is exacerbated by the difficulty in attracting better managers, owing
to poor incentive structures. Furthermore, these firms have poor long-term performance, and the
VCs exit soon after the expiration of the lockup period. On the other hand, managers in politically
connected non-state-owned VC firms are often shareholders or fundraisers, who are concerned
about the long-term performance of the entity and, hence, constrain opportunistic REM.

3.34 | Other governance mechanisms and REM

Managers of firms operating in more competitive industries have competing incentives in re-
lation to earnings management. Managers of such firms are under intense pressure to show
better performance to outperform their peers and, hence, could resort to higher earnings man-
agement. However, competition also plays a strong monitoring role and can curb earnings
management (Scharfstein, 1988b; Schmidt, 1997). In this context, Laksmana and Yang (2014)
find support for the latter proposition with respect to REM. Shi e? al. (2018) also find a nega-
tive association between product market competition and REM, because reducing discretion-
ary expenses will reduce firms' competitiveness. Markarian and Santalo (2014), on the other
hand, find that high market competition increases REM, but only for poor performing firms.
Lanier et al. (2019) investigate the tendency of powerful customers to engage in REM to meet
or beat targets, arguing that powerful customers have more powers to influence weaker part-
ners in the supply chain. The results indicate that powerful customers have higher episodic
REM to meet or beat earnings benchmarks.

Political connections are regarded as a non-market strategy available to connected firms for
securing competitive advantages not openly available to other firms (Habib ez al., 2018). Braam
et al. (2015) find, for a sample of international firms, that politically connected firms are more
likely than non-connected firms to substitute REM for AEM. This finding suggests that po-
litically connected firms try to maintain secrecy, and are motivated to conceal their prefer-
ential treatment via REM. Ding et al. (2018) find that politically affiliated firms tend to have
superior accounting performance resulting in the aforementioned competitive advantages, and
are more likely than non-affiliated firms to engage in REM. Regional economic development
moderates the relationship between political affiliation and REM, and REM mediates the
effect of political affiliation on firm performance. In contrast, He (2016) reports that Chinese
IPOs and SEO firms, receiving fiscal support in the form of preferential tax treatment, have
significantly lower levels of AEM and REM prior to the offering, implying that fiscal support
reduces the demand for earnings management.

Haga et al. (2019) hypothesise and find that firms in short-term-oriented cultures tend
to manage earnings through REM to meet or beat earnings benchmarks. However, firms
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operating in long-term-oriented cultures manage accruals to meet or beat zero and prior
year earnings benchmarks. Halabi ez al. (2019) examine the impact of informal institutions
(religiosity and culture) on firms' earnings management practices after controlling for for-
mal institutional settings across 22 IFRS-adopting countries. The authors document a pos-
itive relationship between power distance, religiosity and REM, a finding that supports the
notion that REM is considered more ethical and, hence, justifiable than practising AEM
(McGuire et al., 2012).

Corporate social responsibility (CSR) serves as a governance element and is underpinned
by legitimacy theory and stakeholder theory: corporates engage with a wide range of stake-
holders and must fulfil a social contract to establish their legitimacy. Following this vein,
the signalling hypothesis posits that firms actively engaging in CSR activities are less likely
to manipulate earnings. Research on the CSR-REM nexus has primarily examined volun-
tary CSR disclosure and earnings management practice, but few studies also examine the
mandated regulation of CSR expenditure on earnings management behaviour. For exam-
ple, using the natural experiment of India's Companies Act of 2013,?° Hickman ez al. (2021)
reveal that the legal mandating of CSR expenditure ‘decreased earnings management over-
all, but ... no incremental effect [is found] from the CSR mandate. Therefore, the CSR
mandate did not appear to have an impact on the earnings management behavior of firms
that initiated CSR spending and reporting as a result of the Act’ (p. 15). Employees are
important stakeholders of a firm. Caskey and Ozel (2017) investigate whether and how em-
ployee injury rates are associated with earnings management behaviour, positing that man-
agement has discretion over operating expenses that affect employees' work conditions
directly. Caskey and Ozel (2017) find significantly higher injury rates for SUSPECT firms
through both increases in employee workloads and abnormal reductions in discretionary
expenses, a finding that supports the opportunistic use of REM with real economic
consequences.

3.4 | Capital market incentives

One of the stronger capital market incentives for managers to manipulate earnings is to
sustain equity overvaluation. The agency cost theory of overvalued equity proposed by
Jensen (2005) predicts that managers of overvalued firms manipulate earnings upward to
maintain the overvaluation of their firms, because the wealth of the managers is typically
tied to stock prices. Empirical evidence on the relation between equity overvaluation and
REM generally supports the opportunistic theory of REM. Badertscher (2011), for exam-
ple, finds that overvalued firms initially engage in AEM to sustain overvaluation, and then
resort to REM when opportunities for AEM are exhausted. The study further finds that
once the REM also runs out, managers use non-GAAP earnings management strategies
to sustain overvaluation. Duong and Pescetto (2019), however, argue that this finding may
not hold for all overvalued firms as the substantially overvalued firms (SOV) may have no
other choice but to manipulate earnings to sustain overvaluation, whereas relatively over-
valued firms (ROV) have other options to sustain overvaluation including, but not limited
to, increasing investments (p. 122). They find evidence supporting their assertion. Although
these findings suggest a detrimental effect of equity overvaluation in the form of increased
REM, it is not clear whether such earnings manipulation techniques result in adverse op-
erating performance in the future for such firms. Capital raising from the stock market
through SEOs is another incentive that might prompt managers to engage in opportunistic
REM. Cohen and Zarowin (2010) find that managers manipulate earnings through REM

The Act mandates that firms shall spend a minimum of 2% of reported income on CSR initiatives (Hickman et al., 2021).
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prior to SEO but such an action results in subsequent decline in SEO firm performance, a
finding that is consistent with managerial opportunism.

Meeting or beating earnings benchmarks has been shown to be a strong capital market
incentive for earnings management. However, evidence remains inconclusive as to whether
such an action is undertaken for efficiency (signalling) or opportunistic reasons (see the
review in Section 4.1). Bartov and Cohen (2009) predict a decrease in ‘expectations manage-
ment’?! in the post-SOX period for reasons related to increased scrutiny from the financial
press and regulators along with corporate governance improvements introduced by the
SOX. However, firms could substitute AEM with expectations management in the post-
SOX period to meet or beat performance targets (p. 506). The authors considered expecta-
tions management, AEM and REM as tools for meeting earnings targets, and show that
expectations management and AEM declined significantly, whereas REM increased.
Roychowdhury (2006) finds that managers engage in REM to meet or beat earnings bench-
marks, an effect that is less pronounced when sophisticated investors are present.
Opportunistic use of REM is manifested, for example, in aggressive price discounts given
to customers to increase sales volume. This strategy will heighten customers' expectations
of discounts in future periods as well, eventually damaging firms' future long-term cash
flow prospects. As a result, REM increases information risk and reduces the quality of the
overall information environment. Cohen et a/. (2010) find the opportunistic use of monthly
advertising is used as an REM tool to meet quarterly earnings targets. The primary contri-
bution of this study stems from the authors' use of a proprietary database, instead of annual
advertising expenses aggregated with other discretionary expenses, in order to analyse ad-
vertising expenditure separately. Thereby, the authors could evaluate the unique costs** and
effects of monthly advertising expenditures on short-term earnings.

Capital market incentives for engaging in REM are also manifested in acquisition trans-
actions, whereby managers use income-increasing REM to inflate share prices so that fewer
shares are required to purchase the target firm (Campa & Hajbaba, 2016; Chang &
Pan, 2020). Target firms, too, engage in both AEM and REM in the periods leading to the
announcement date, although the extent of AEM decreased significantly during the post-
SOX period (Mughal et al., 2021). Chen and Soileau (2014) find that firms listing on the US
capital markets through reverse mergers> have significantly higher REM than IPO firms.
Zhu et al. (2015) investigate REM behaviour of reverse-merged firms and find that such
firms have income-increasing AEM and REM in the year of acquisition. However, Big4
auditors constrain both AEM and REM and, thus, reverse-merged firms tend to engage
non-Big4 auditors. The results further indicate that both AEM and REM result in poor
future performance. The paper argues that income-increasing earnings management may
be conducted to convince banks to offer better loan terms, but the descriptive statistics in-
dicate that reverse-merged firms do not procure more loans. It will be an interesting future
research area to examine the source of funds for reverse-merged firms, as the paper neither
controls for, nor provides a clear description of, this issue. All these findings are generally
consistent with the substitution of one earnings management technique, i.e., REM for

2Expectations management occurs when managers walk down analyst earnings expectations so that an otherwise negative
earnings surprise is transformed into a positive earnings surprise and garners favourable market reaction.

2For example, changing advertising may be easier and quicker, because it does not involve adjustment costs, such as the disposal
of assets, laying off workers, or both.

BReverse merger is the acquisition of US listed firms by private Chinese firms. Through this acquisition, Chinese private firms
avoid lengthy listing procedures, and become listed firms after the acquisition.
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AEM, to avoid capital market scrutiny while at the same time trying to maximise synergis-
tic effects.

Debt contracting also provides strong incentives for managers to engage in opportunis-
tic REM. Ertan (2021) explores syndicated loan originations as a mechanism for REM. To
capture the managerial incentives for engaging in earnings management, Ertan (2021) defines
suspect loans as loans originating in the third (and final) month of income-constrained lender-
quarters, and observes that the incremental loan issuance in the third month is significantly
higher for income-constrained lenders. This evidence supports the notion that there are man-
agerial incentives for issuing syndicated loans to achieve earnings targets. Avoiding debt cov-
enant violation has also been found to be an important incentive for REM. Lending contracts
include covenants, thereby granting lenders the rights to accelerate the loan repayment sched-
ule and/or restrict the availability of credit, among other things. Franz et al. (2014) find that
firms that are close to violation or in technical default of their debt covenants engage in REM.
Interestingly, Franz et al. (2014) suggest that total earnings management increased in the post-
SOX period for firms likely to violate covenants, suggesting a rapid increase in the REM that
is much greater than the decrease in AEM.

Managers also use REM to influence credit ratings. The choice of a credit rating scale as a
target for engaging in REM ‘offers an important advantage over the research setting that uses
ex post reported earnings or other achieved targets to identify firms' incentives to manage
earnings’ (Brown et al., 2015, p. 75). Because credit ratings represent firm quality, and rating
downgrades impose significant costs on firms (e.g., investors may liquidate their position in
firms with rating downgrades) (Alissa et al., 2013), managers have incentives to manipulate
earnings upwards to improve credit ratings. Alissa et al. (2013) develop an expected credit rat-
ing model and find that firms deviating below the expected rating engage in income-increasing
REM and, by doing so, achieve future rating upgrades. Brown et al. (2015), too, find that rating
agencies do not penalise firms located on the borderlines of investment and speculative ratings
for undertaking REM. Despite these findings, reasons for credit rating agencies' failure, as
sophisticated market players, to adjust for firms' REM actions, remain unanswered. One pos-
sible reason for this could be that rating agencies, unlike auditors, do not consider their role as
overseeing financial reporting.24

Share repurchase is considered an important tool to inflate earnings-per-share, and man-
agers use share repurchase as an REM strategy to cater to capital market incentives (Farrell
et al., 2014), but the presence of debt-financing constraints discourages such behaviour. Cooper
et al. (2018) and Francis et al. (2016a) find that managers use downward REM before share
repurchase. Sawicki and Shrestha (2014) find that misvalued firms manage accruals opportu-
nistically and, at the same time, sell/buy shares. However, the results for REM in misvalued
stocks are not significant, probably because, for insider traders in misvalued firms, the costs
associated with opportunistic REM outweigh the benefits.

3.5 | Regulation changes and other external factors
3.51 | Regulation and REM

Cohen et al. (2008) provide robust evidence on the substitution between AEM and REM
using the SOX as the critical regulatory enactment. This evidence, therefore, appears to
suggest that passage of the SOX failed to curb earnings management practices, and an
unintended consequence of the SOX is manifested by managers switching to

**However, rating agencies appear to care about their reputational capital, as the value of their service depends on it. Failure to
detect earnings management could threaten the loss of such reputational capital.
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harder-to-detect REM activities. This evidence is found to be more pronounced for
SUSPECT firms. Huang et al. (2020) find that the Ninth Circuit ruling,” increases REM for
firms located in such circuit significantly more relative to the magnitude of REM for firms
located elsewhere — an increase that is more pronounced for firms issuing more optimistic
disclosures. The findings are consistent with a reduction in litigation stemming from Ninth
Circuit rulings, thus encouraging managers to issue optimistic, but misleading, disclosures
manifested in increased opportunistic REM behaviour. Ni (2020) exploits the enactment of
the non-shareholder constituency statutes (CS),?® and documents that firms headquartered
in states adopting the CS report significantly lower REM (APROD and ADISX), a finding
consistent with the notion that stakeholder orientation curtails REM. However, it is not evi-
dent from the finding whether such a reduction in REM is consistent with efficiency argu-
ments for REM. Cunningham et al. (2020) investigate the managerial earnings management
trade-off after receipt of SEC comment letters. The Division of Corporation Finance of
SEC periodically reviews firms' filings, and issues comment letters as a monitoring and
compliance tool. Managers receiving such comment letters are likely to re-evaluate the
trade-off between AEM and REM because ‘comment letters serve as a salient cue that the
SEC is monitoring the firm's accounting policies and disclosures [and] can identify poten-
tial concerns about firms' accounting choices or about the transparency of the disclosure
surrounding those choices’ (Cunningham et al., 2020, p. 919). The authors find a decrease in
AEM but a significant increase in REM, thereby supporting the substitution hypothesis.
Further tests support the opportunistic use of these earnings management techniques, as
future firm performance decreases with an increase in AEM and REM, although there are
no incremental adverse effects on future performance of comment letter-induced earnings
management techniques.

Prior literature reports that high risk of litigation reduces AEM (Hopkins, 2018). However,
as has been discussed before, substitution between AEM and REM allows managers to con-
tinue managing earnings. Enomoto et al. (2015), in a cross-country study, investigate the effects
of investor protection on REM and find that firms in countries with strict investor protection
laws tend to engage in higher REM than AEM. These results support the substitution hypoth-
esis in relation to REM.

Several studies examined managerial REM behaviour surrounding the adoption of the
International Financial Reporting Standards (IFRS). IFRSs are more detailed, and broader
in scope, than many local accounting standards, and are expected to enhance corporate
transparency (De George et al., 2016). However, empirical evidence on the impact of IFRS
on REM remains mixed. Doukakis (2014), for example, finds no impact of mandatory IFRS
adoption on either REM or AEM for a sample of 22 EU countries, whereas Ho et al. (2015)
document that AEM decreased significantly, while there was a sharp rise in REM following
the adoption of IFRS in China. A similar trade-off between AEM and REM is also ob-
served in countries with strict enforcement regimes (Ipino & Parbonetti, 2017, Oz &
Yelkenci, 2018). This strand of the research, however, needs to be evaluated in light of the
concern that the adoption of IFRS also made many countries change their corporate gov-
ernance landscape substantially. Therefore, it is not clear whether it is IFRS, or those gov-
ernance changes, that are responsible for better earnings quality, i.e., lower REM. The

B There are 13 Circuit Courts that mediate the appellate courts of the US federal judiciary. The Ninth Circuit rulings have
traditionally been described as liberal rulings and, therefore, have often been criticised by commentators (see Broscheid, 2011).
Hopkins (2018) finds that firms located in the Ninth Circuit have a higher probability of restating the financial statements after a
decline in litigation risk, relative to firms that are located elsewhere.

2CS allowed corporate leaders a legally enforceable mechanism for considering stakeholder interests without violating their
fiduciary duties to shareholders (Orts, 1992). The CS are premised on the notion that a corporation should conduct its actions for a
wider stakeholder group than just shareholders. Despite the statutes being permissive in nature, they are legally enforceable, and
made an important shift away from the shareholder primacy principle.
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trade-off between AEM and REM is also observed in China after the implementation of the
split share structure reform (Kuo et al., 2014).” Chan et al. (2015) document a significant
decrease (increase) in AEM (REM) following the adoption of the clawback provisions, and
a marginal increase in total earnings management.”® This substitution effect is more pro-
nounced for clawback adopters with higher growth opportunities or with more transient
institutional investors, settings that are rife for earnings management. Finally, the authors
find that, while REM increases firm performance in the short term, such short-term advan-
tage disappears after three years, a finding that supports the notion that the switch from
AEM to REM is a manifestation of managerial opportunism. The findings, therefore, sug-
gest that mandating the adoption of clawback provisions may result in unintended adverse
consequences.

Inventory overproduction results in the allocation of fixed overheads to a larger number of
units, resulting in lower COGS, i.e., higher profits. To discourage the overproduction ten-
dency, the Statement of Financial Accounting Standard (SFAS) 151 attempts to make it cost-
lier, by requiring firms to assign fixed overheads to COGS based on the normal level of activity
rather than the actual production. The regulation appeared to have achieved its objective, as
Galdi and Johnson (2021) find that prior to SFAS 151 the SUSPECT firms were involved in
REM through overproduction, while after SFAS 151 the difference between the abnormal pro-
duction costs of SUSPECT and non-SUSPECT firms became insignificant.”

Literature reports that firms have incentives to portray a better picture before cross-
listing (DuCharme et al., 2004). Beckmann et al. (2019) examine REM behaviour of firms at
the time of listing on the US stock exchanges. The authors hypothesise that since strict US
regulations may impede AEM, firms planning to cross-list may inflate earnings by engag-
ing in REM. The authors find support for this hypothesis. Further results indicate that
firms listed under Level 1 programs, sponsored firms and IFRS-adopted firms from coun-
tries with poor enforcement regimes, engaged more in REM. Alhadab ez al. (2016) report
that firms listed on the lightly regulated Alternative Investment Market (AIM)*° engage in
higher levels of AEM, and lower levels of discretionary expense-based REM, compared
with IPO firms listed on the heavily regulated main market. As companies with strong in-
centives to manage earnings may choose to list on the AIM in the first place, these findings
are subject to self-selection bias. Garcia Osma et al. (2020) find no evidence of the substitu-
tion effect between AEM and REM for voluntary adopters of firm-specific insider trading
restrictions. Specifically, the authors find that, although such restrictions reduced AEM,
they did not have any effect on REM.

>"Under the split share structure reform, non-tradeable shareholders' wealth was linked to firms' stock performance after the
reform, which incentivised managers to maximise firm value and strengthened firm-level corporate governance.

2<Clawback provisions’ authorise the board of directors to recoup compensation paid to managers, if managers are found to
engage in manipulative earnings that result in misstated financial reports. Section 954 of the Dodd-Frank Wall Street Reform and
Consumer Protection Act requires the SEC to direct stock exchanges to prohibit the listing of companies that have not
implemented compensation clawback policies.

»A key limitation of the paper, however, is that the paper focused on SUSPECT firms' behaviour. There are other firms that are in
the pseudo-benchmark regime, such as firms meeting and/or beating targets by more than 10%, and it is not clear whether this
regulation is relevant for such firms as well.

AIM is a market for smaller and growing companies for raising capital with fewer regulatory constraints and lower listing and
on-going costs. Compared with the main market companies, AIM companies do not need to have any minimum market
capitalisation but do need to have at least 25% of shares in public hands, and three years of trading record, among others. Flexible
regulation, however, makes companies listed on the AIM relatively more risky and highly speculative.
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3.5.2 | Other factors and REM

Although REM is a firm-level decision, firms are not immune to external changes, including
macroeconomic changes that might have implications for managerial incentives to engage
in REM behaviour. Policy uncertainty (PU) at country level creates future weaker mac-
roeconomic conditions and may result in different industry regulations. Therefore, firms
facing high PU tend to encounter information uncertainty and have the incentive to ma-
nipulate earnings, among other things, to mitigate such uncertainty. Yung and Root (2019),
using a global sample, find that PU increases REM but PU-induced REM decisions reduce
firm value. Chen et al. (2020) explore whether the provincial GDP growth in China affects
firm-level managerial earnings management decisions. They argue that provincial officials
seeking promotion require their provincial GDP rates to be higher than the national level.
The authors find that firms in provinces with GDP growth lower than the national level
or the average GDP growth of the adjacent provinces (i.e., suspect firms in this study) are
more likely to engage in REM. Climate risk may also create the incentive for management
to take discretionary actions. Ding et al. (2021) use a country-level climate risk variable to
measure the damage caused by extreme weather events and find that climate risk increases
firms' engagement in both AEM and REM. Furthermore, the effects are more pronounced
for firms from developed countries, firms in environment-sensitive industries, and firms
reporting losses.

Furthermore, the existence of informal institutions can also be related to REM.
Considering language as an important tool affecting management perception and decision
making, Kim et al. (2017) segregate countries into two groups: countries having languages
with strong future time references (FTR), such as English, versus countries with weak
FTR, such as German. Languages with weak FTR do not use the future tense but, rather,
use the present tense to describe future events. The authors argue that use of the present
tense for future events makes future events nearer and, hence, should discourage managers
from earnings management practices, because they will consider the legal and other con-
sequences of earnings management as being imminent. Results support their argument.
McGuire et al. (2012) find that firms located in regions with high religiosity engage in real,
but not accrual, earnings management when meeting earnings targets becomes important.
This finding is consistent with managers perceiving REM as more ethical and less risky
relative to AEM (Graham et al., 2005).

3.6 | REM in private firms and other sectors

The pressures exerted by capital markets for meeting and beating earnings targets are
more intense for public, as opposed to private, firms and, hence, public firms are more
likely to manipulate earnings. Private firms have high managerial ownership, thereby
reduced agency problems and lower incentives for manipulating earnings compared with
their listed firm counterparts. However, private firms are under pressure to inflate earn-
ings to satisfy lenders in order to access cheaper loans. Prior literature suggests that
private firms in the US and Europe have poor accruals quality (Burgstahler et al., 2006;
Hope et al., 2013). However, research on the difference in REM behaviour between public
and private firms is still in its infancy. Listed entities engage more in REM activities in
the UK (Haga et al., 2018), a finding that is stronger for listed SUSPECT firms. This
weaker incentives to engage in REM by private firms can be attributed to weaker capital
market pressure, higher managerial ownership and financial strengths, among other
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factors. Grieser et al. (2021) argue that the conventional research on REM using SUSPECT
firms, although informative, may not truly capture REM behaviour, as researchers first
identify SUSPECT firms and then examine their REM behaviour. Grieser et al. (2021), on
the other hand, identify weather-driven demand shift in the utility industry as an exoge-
nous shock and then examine firm's reporting decisions. For a small sample of 51 utility
firms, the authors document that firms increase (decrease) charitable giving (a form of
REM) to achieve certain earnings goals in response to demand-increasing (decreasing)
weather shock.’!

Non-profit hospitals have incentives to avoid losses, as reported losses will affect their rep-
utations adversely. Similarly, non-profit hospitals have incentives to reduce high earnings, to
avoid any regulatory scrutiny or third-party demand for reduced service charges. Using US
settings, Eldenburg et al. (2011) find that hospital managers increase sales of assets and reduce
non-operating (such as maintenance and refurbishment) costs and non-revenue generating
(such as general services, research and administration) expenses, to avoid losses. Wen
et al. (2019) find that sample hospitals from Taiwan reduce, not only non-revenue-generating
expenses but even operating expenses, to avoid missing earnings targets. This may be an indi-
cation that reducing the quality of core hospital services to meet earnings benchmarks has less
severe regulatory or reputational consequences in Taiwan. Furthermore, public hospitals use
only income-increasing REM, but its magnitude is significantly lower than that of private
hospitals. Apart from REM and AEM, overbilling® is an important mechanism for hospitals
to manage their earnings. Unlike REM and AEM, hospitals do not need to reverse their over-
billing behaviour in the future. Heese (2018) documents that overbilling is the first choice for
hospitals when the use of either AEM or REM is constrained. However, when overbilling is
constrained by hospitals' operations, and by regulatory as well as market oversight, hospitals
resort to REM rather than to AEM.

These papers explore REM activities in the non-profit-sector: a departure from the
mainstream public firm setting. However, given that the regulations (government as well
as accounting) for the not-for-profit sector are different across countries, generalisability
of these findings requires further research, in particular, on the regulatory changes across
jurisdictions.

3.7 | Section summary

In this section we reviewed the empirical literature on the various factors found to be as-
sociated with managerial incentives to engage in REM activities, including financial re-
porting, auditing, governance and controls, and capital market incentives. Most of these
studies conclude that managers substitute REM in the post-SOX regime to inflate earnings,
thereby supporting the opportunistic theory of REM. Some studies specifically consider
firms that are more susceptible to managing earnings through REM, e.g., SUSPECT firms,

3 Their choice of using ‘charitable giving’ as a form of earnings management is based on two main arguments. First, utility firms
may have fewer opportunities to alter real activities in the event of weather shocks, particularly those occurring near the end of the
fiscal year. Second, since utilities are highly regulated, they often spend heavily on public relations activities (e.g., charitable
giving) to curry political favour during the rate-setting process.

32Overbilling occurs when hospitals ‘classify patients' ailments as more severe than they are to earn higher revenues without
changing the actual treatment. Such behaviour is made possible by the information asymmetry between hospitals and insurers
regarding patients' conditions’ (Heese, 2018, p. 875).
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whereas others make no such assumption. Table 1 summarises the key findings of papers
surveyed in this section.

4 | CONSEQUENCES OF REM

Section 3 above has reviewed the literature on the determinants of REM. As is evident from
the review, a plethora of determinants have been shown to affect managerial incentives to
engage in REM behaviour. However, managerial earnings management choices have con-
sequences as well. In this section, we review the literature on the consequences of REM,
categorised into the consequences of REM for firm performance (Section 4.1), capital and
credit markets (Section 4.2), tax avoidance (Section 4.3) and, finally, corporate governance
(Section 4.4).

4.1 | REM and future performance

Contrasting views exist regarding the consequences of REM for future firm performance. On
one hand, REM adversely affects firms' long-term productivity and performance because
REM deviates from normal business operations. Alhadab et al. (2015) find that REM increases
the adverse selection problem for IPO firms, thereby increasing the probability of their failure
in the subsequent periods. Bereskin ez al. (2018) posit that R&D cuts to meet earnings bench-
marks for SUSPECT firms represent opportunistic REM and should result in fewer innovation
outputs. The authors find that, a one standard deviation increase in REM-related R&D spend-
ing, for example, is associated with a 2.9 percent decline in the number of patents in the next
3-year period.*® Vorst (2016) hypothesises that a quick reversal of cuts in discretionary invest-
ments can be inferred as representing REM having subsequent performance implications.
Consistent with this hypothesis, Vorst (2016) finds that a severe cut in abnormal R&D or
SG&A in the current year that reverses in the next year is associated with lower future industry-
adjusted firm performance, thereby supporting the managerial opportunism theory of REM.
Interestingly, Vorst (2016) finds that ‘the negative future performance disappears when the
firm beats the benchmark and engages in REM by means of cutting R&D. The latter finding
indicates that REM can also bring offsetting benefits in such settings and is consistent with
evidence provided in prior literature’ (p. 1221). Hewitt et al. (2020) predict that investors' trust
in management will be impaired when the outcome of earnings management indicates that man-
agers consider their interests above shareholders' interests, and/or when the method of earnings
management (e.g., AEM and/or REM) suggests that managers misreported the firm's economic
performance. Using an experimental research design, the authors find that trust is lower when
there is misalignment between managers' and shareholders' interests and/or when managers
use AEM. When the outcome of earnings management is consistent with shareholders' inter-
ests, trust is only impaired when managers use AEM. The combined effects of the outcome and
the methods of earnings management on trust affect investment decisions. The earnings man-
agement findings, therefore, suggest that ‘the use of real methods does not necessarily provide
a signal of untrustworthiness because managers who use real methods to manage earnings can
still objectively report the firm's economic performance’ (Hewitt et al., 2020, p. 2062).

On the other hand, firms may conduct REM strategically, to avoid both immediate loss,
and failure to reach the current period's earnings targets, thereby signalling the firm's potential
for better performance in the future (Zang, 2012). The fundamental objective of signalling is

BManagers could cut R&D expenditure for efficiency reasons: divesting unnecessary or even wasteful projects. Therefore,
Bereskin ez al. (2018) focus on SUSPECT firms to differentiate between opportunistic versus efficiency-driven R&D cuts.

85US01 7 SUOLILIOD BAIIER1D) 9ot jdde au) Aq peusenob ake saone YO ‘8sN JO'S8In1 104 ARG 1T 8UIIUO A8|IM UO (SUOHIPUOD-PUE-SLLBIALIOD A3 1M ARe1q 1 BUI|UO//StY) SUORIPUOD puUe SWe | 84} 89S *[202/20/TT] U0 ARlIqIT8UIUO A8 |IM ‘UHESH JO AISIUIN Aq 8962T 149/TTTT 0T/I0P/AW00 A8 1M AReiqjpul|uo//Sdiy WOy papeojumoq *f ‘Z20Z ‘X629.97T



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

(sanunuo))

4303

A 10j paounouord
a1ouwr st OFS-1s0d oY) ur eourwtoyrad Sunerado

(afaanz

ACCOUNTING
& FINANCE

Sunzodai feroueury

SOATIUQIUT
11w [ede)

Suntodax
[eIOUBUIJ/UOT)R[NSY

S[oNu0d
pue dUBUIA0D

uonen3ay

Sunodar [eroueury

urourPa( ‘NAY JO $1509 oY) uo spuadop

NAYV Pue N Y U2aM)q 9sN 0) UOISIOP JJO
-opel], 'sAISo)ens JudwoSeurW SSUTUIRD SB

SOHS 2U3 SULINp WAV Pu® WA Y Y30q sn swwl]

s1o1renb 19730 yum

paredwoo 1911enb [BIST] Y1INOJ Y) UT SUISIIIOAPE

1191} 9SBAIOUT 0] A[OYI] dI0W dI® swil 19adsng
1834 snoradid oy ur 1o31enb owres oY) woiy
sSuruIed 109W 0} I9)Ienb [RISIY YY) JO Yruouwr
PI1Y) 9Y) Ul SUISTIIOAPE 119} 9SBAIOUT SULIT]
189K snoraaid ay) ut 1911enb Swes oy woiy
sSurures Sunosw pue ssof A[1o11enb Sunrodax
proAe 01 urpuads SUISIIIOAPR 9SBAIOIP SWLIT]

potrad XOS

-1s0d ay) ur paur[oap sey suoneldadxs sguruIed

SisAjeue Suneaq 1o Suneaur jsnf jo Kouonbarg

‘porrad ¥ S-1sod oy} ur pasearour N Y Inq
PasBaIdap NV Pue juswddeurw suoreloadxg

SUOISIOOP

PaIudLIO uLId)-110ys Jerrddeurw j10ddns 01

A[Y1] 210W 218 SPILOQ PIIRUTWOP-I19PISUL Ing

'saanssard wio)-110ys Aq pejeAnjow SINd Y
Sururensuods jo ajqedes a1e s1030211p Juepuadopu]

sui 30adsns 10§ porrad ¥(OS-1sod a3 ur
Apueo1jrugis pasearour NG ISeIIu0d u "X0OS
9} Jo o3essed oy} 10)jB PISLIIOIP A[JULOIJIUSIS
Y SWI} LOHdSNS 10J TO0T Ul pajdrua st
XOS 2y} [NUn £86] wolj A[Ipea)s paseaiout WHY
surdrew aaoxdwr 0y A[oA1ssa13se XS
Suronpal pue ‘§OOD 19M0][ 01 uordINpoIdIdro
u1 Surdesua ‘soyes asearoul AJrerodwal 0y
sjunoosip 9o11d ur19jjo £q S9SSOJ PIOAL SWLIT]

900¢ pue
L861 pot1ad oY) 1940 SOFS [1ST SN

900¢ YsnoIy1 [T wolj
sosuadxo FUISTIIOAPE SWIT] 7L9°GT S

SUOIIBAIOSqO Id)Ienb-winy 67797
s porrad apdures 900z 01 L861 1SN

00T 01 6861
WOIJ SUOT)BAIISQO TBIA-WLIT] §€H€ “S N

500Z 01 L861 porrad a3y Suruueds
SUOTIBAIOSQO TBIA-WUIT] /17,8 'SN

SUOIIBAIOSqO
TeoA-WLITY §G/ [T JO [BIOY ®
qnmMI00g pue L861 poriad oidwies :gn

doururojrod
wiry 10§ suoneorduwt
SIE pue suiy Ods £q WA

SYTRWOUIQ
s3urures A[1911enb jeOq
pue joow pue sosuadxad

Sursniroape ysnoayy WA

'Id
X0S-1s0d 2y} ur juoweseurw
suorneldadxe pue N Y

NV U9aM19q uornynsqns ay [,

SN0 (Y Suronpal
-9N[BA PUB $1010211p Juopuadopu]

©I10 XOS-150d oy} ur WY pue
NIV U99M)9q TONNINSqNS oy I,

§19811) SFUILIRD dAAIYOR
01 Pasn ST Y 19ylaym duIweXg

(0107) urmoIeZ pue uayo)

(0107) 17 12 udYOD

(6007) UAYO) pue AolIRg

(8007) pwsQ epI1RD

(8007) 77 12 uaY0D

(9007) AnypmoyoLoy

Quay |,

S)nsax A3y

Jdureg

uoysanb yoreasay

(s)royyny

NEY JO SIUBUTWIAN(

1 3714VL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

Sunipny aInud) 10lpne 1d3uo] pue Aypenb yipne 1oysiyg WO1J SUOTIBAIISQO JBIA-WLIT) GT6 SN NAY pue Ajenb yipny (1102) "7 12 14D
O
z m UOTIBN[BAIOAO UTRISTS 0] UONEBN[BAIIAO
_M < JuoweURW STUIUIRY JV VD-UOU pu® AT Y asn WLITJ UTB)SNS 0) SAIFAIRIIS
w m SOATIUQIUT K1) PaISNBYXA ST AV Y} 99U "UONBN[BAIIAO 800C 01 ¥66] porred juowoSeurw sSuruILd
m orw joyrew [eyde)) ureIsns 0} WV osn ISI1J SWITJ pAn[eAIAQ o) SuLINp SUONBAIISQO 7OS EE SN QATJRULID)E JO SN [RLIOSRURIAL (1107) 1oyosiropeqg
quay I, s)[nsax £y spdweg uoyysanb yoreasay (s)loy)ny
=4
¥ (ponunuo)) | ATAVL

S[0I1}U0d
PUB 20UBUIIAOD)

Sunuiodai [eroueur

$10108] 19710

Sunipny

Sunodai ferourury

(afaanz

soueurroyrad arning 191)0q

Sur[eudis Jo suraw A11500 & s® N Y 0 110821 0}

ainssald s1oSeuUBW $20NPAT UOI109)01d J1oA0IY R

‘sny [, "s3193.1e) sSurured Sunoduw 10j INHY JO

S[OAQ] JOMO] [IIM PIIRIDOSSE ATk ‘U0nd9joId
19A09y ) 10J Ax01d ® ‘spIe0q pa1dagse)s Yum Sl

sanbruy29) om1 93 Jo arnjeu jenuanbas

105 110ddns sputq "N Y YHM PIIBIDOSSE SIS0

o) puB NV JO [0A9] ) U2IMIAq OS[E PUR

‘NAYV YHM PAIBIOOSSE §1S00 oY) pue NHY JO
[2A3] 23 Udam)aq suonelal aanisod juedrjrusis

juerrodwr owooaq $193.18)

sSuruIes Sunoow uaym ‘HY 10U Ing ‘NHY Ul
93e3u0 A11s0131]01 Y1y YIIM SUOITAI UT PaIBIOo] SULIL]

s10)1pne
isteroads A1snpur Aq paureIisuod st Ng Y 1107}
UM S)SBIAIOJ STUIUIRD SISA[RUR 1BIQ PUB JodW

0] SWSIURYOIW 2sY0oINdAT AIRYS QAI}AIOIL SN SULIT]

uonesuddwod 1197} 9sLAIOUT

0] $39ss® Jou Jnq sasuadxo aeurw s1ofeurvw JeY)

91BOIPUI SJ[NSAT ‘IAY}IN,] "des S)}asse Suronparx

pue sasuadxa Fuisearour £q Y FuIsLaIodp

QUIOOUT PUB J[BS §JASSE dSBAIOUT puk sosuadxd
Suronpal £q NI SUISBAIOUT dWOIUT 9)BOIPUT SINSOY

1591 9y} y3m paredwoo ojdwres juoweSeurwr
sSurures premdn o) ur 193u01)s A[JULDIJIUTIS S
A Y pue asnIadxs Ansnpur £10)1pne udam)aq
uorneroosse aanisod ay [ swty 1 DFJSNS

10J JNAY JO S[oAS] IOUSIY YIIM POIRIDOSSE oIk

800T 91 S661
WOIJ SUOT}BAIISAO JBIA-WLITY 996/ ‘S

800TL861
poriad oy} 1940 s1edk-wnily joadsns

juswoSeuRwW SFUTUIRD )09 SN

800C PUE 90(0T Usam)eq
SUOIJBAIOSQO TBOA-WIIT) 9/G‘TT ‘SN

600T 03 6861 Jo poridd e 1040
mﬁo_ﬁw?_umbo ‘:ub%':.:C O@Nnmw SN

€00T 01 8661
woij erurojije) ur sieak [ejidsoy

¢y pue speydsoy Jjord-uou g6 1SN

800C 03 100T

INA Y pue spieoq paregsels

AV pUue NHH
U29M)2q JJO-OPEBI] [RLIOTRURIA

Kyrenb

Sunzodar [erourury pue AJ1so131oy

INA Y pue
uonesiferdads K1snpur 1031pny

srendsoy
jijoxd-uou jo Inoraeyaq NI

(z100) 17 12 0RYZ

(¢107) Sueyz

(T102) 1712 21IMHON

(T102) 1v 12 Ndung

(1107) ‘7» 12 8mquop[g




1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

e (sanunuo))
B
JAER:!
N pue JNFV Y10q Suisn judwodeuru SFUIUILd
m pIemumop ur sage3uo os[e QgD MU Y} ‘LD
& SIY} U “1OPISUT UB ST QD MU Y} PUB ‘PIJIO) 0102-100¢ poriad ayy
G S[01IU0D stainyredap ay) uaym Ajuo Qg Sunaedap oy SuLINp SWIJ [01JUOD JI9AOUIN)-UOU
pUB QOURUIIAOD) £q yuowageurw sSuruled premdn moys synsaxoy 908 pPue s1aaouIn) QgD €0t (10 INA Y pue 1oa0uIn) OFD Jo sadAL #102) /v 12 104D
m @ 110T 03 L661
=z SUWLL} OdI SN ynm Wo1j SUONBAISqO WLIT] INY 0SS NdY pue
W ANn Qoueur] pareduwroo T Y I1oySIy 9ARY SWLIT] JAY O1ISOWOp S puE SUOIIBAIOSQO WLIT) OdT 986°LL SN suonoesuer) (JAY) 19510W 251040y ($107) neA[I0S pUE UAYD)
w — $31397181)s JUSWASRURW
M 55} s3uruaes jo sodA) om1 sy} Jjo opeI) SWLIL]
Aqrurey yey) Sunestput surily Ajrurey ut WgV
pue AT Y U29M19q UONB[OI QAIINIIISNS B SISIXD
S[01IU0D 9101} ‘@IoULIAY)IN] "INHY Pue NAY Yi1oq pue 800C 01 8661 WoIJ Juowrdfeuer
pUB QOUBUIIAOD) diysioumo Ajrwrej uoam)oq diysuone[or 9Anesou y  SUONBAIISQO JBIA-ULIT] /€6 (AUBWID sSUIUILD pUR SWLIT) A[Twe] ($107) “7v 12 IOUNL[YIY
XS1aVv pue SOdI
S[01IU0D 04DV YSnoIy) paInseaw ‘SaniAnoe Y 19mo] 00T PUB 0661 U99M)dq Sunonpuoo swlj 10J N pue
pUE QOURUIIAOD) nqryxa sOA Lyenb 1oysiy £q payoeq seruedwo) SUOIJBAIOSQO TRIA-WLIT) €876 ‘SN Kyrenb (DA ) 1s11eIIdRO 2INJUIA (€107) remuns3uop
)[BoM UMO
1191} ‘Apuanbasqns ‘pue sourwioyrad Sunerado
s,uIry o) agewep Aew ey} Y premdn
proAe £at]) a10w Y} ‘s1op[oyareys Alrrofewr
Jo uontodoid oy 1oySIy oY) ‘19AMOH NI Y
S[O1IU0D pue diysioumo Iopjoyareys Kjrrofew usamjoq L00T 01 [66] Wwoly
puUB JOUBUIIAOL) dIysuone[a1 d11BWd)SAS B pUIJ J0U SIOP I[NSAT Y I, SUOTIBAIISQO TRIA-WLIT) §G€/ ‘BIIO] A pue s1apjoyareys Ajrolejg (€1027) Iv 12 Yooy
109JJ9 JUAWUSI[. SAT)UIIUT A1) JO SITJOUAQ Y}
19sJJ0 A1919]dwod Jou s90p Inq ‘sajeINIW WY
onstunjroddo ayy swty A31suajul Surroyruowr
MO] 10J ‘TOAOMO "SULIT) A)1SU9iuT SurIojruour
S[OIIU0D 9yeropouwr pue y3iy 10j NF Y onstunizoddo £00Z 93 100T
PUB 20UBUIOAOD) Q) SOIBUTWOP 1091J0 JUAWUSTI[R QAIIUIUT A ], WOIJ SUOIJBAIISQO TROA-ULIT) 08/F ‘S N pue seanjuaout Kyinbyg (€£107) v 12 wewyanq
[2A9] Sunjel 119y} 9peI3dn 0] SULIT] Yons SMO[[® Jey)
SOATIUQIUT UOT)O® UE :[OA] SUIBI JIPAID Pa0adxa 119y} mo[oq 0107 PUB G86] Udam)oq
joyrew [eyde)) ore Lot} UM Y SUISBOIOUI-OWOOUT AN SULIT] SUOTIBAIOSQO TBIA-WIT] 606°€T SN NAY pue Sunerjpai) (€107) '[v 12 eSSy
quay I, s)[nsax £y spdweg uoyysanb yoreasay (s)loy)ny
(ponunuod) T ATAVL




1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

4306

uonen3oy

S[onuod
pue dUBUIIA0D

S[onuod
pue dUBUIIA0D

SOAIIURIUT
joy1ew [eyde)

SAAIIUAdUL

(afaanz

1oy1ew [eNde)

s10je[ngar joyIeW

1eydes £q AUTINIOS pue UO0I199)P PIOAR 0} WII0JOI
oY) 1918 NHY 01 NV Wolj payoyims sury ajdwes

UONBIOOSS®

JULDIJIUTIS B 9ARY JOU Op SUIMO[[0] ISA[RUR

PU®R WHY o) “T9AMOH “IWHY PUR TV U109

20npal 19Y}anJ SUIMO[[0] sIsA[eUR o[TyMm sISA[eu®

QI0W §10BI)IB PUE JUIWUOIIAUS UOTIRUWLIOJUT 9}

sorordwr NV 19MO[ ©2T ‘pauru1alep Appurol

9I® SUOISIOAP JuowdFeuewW SFUIUIRY SIofeuLW
pue ‘SuImor[oj sisA[eue 1By} )BIIPUT STUIPUTJ Y T,

Q0URUIAOT PILOQ IOFUOI)S [IIM SULIT]
ut paounouoid a10wW SI1937J UONINIIISQNS dY) pUE
“XSIC U sino [ewiouqe pue uonendiuew sofes
UM NHY 21mNsqns SWIl] "dqOdd Vv Uo 199)J9
JUBDIJIUSIS OU dARY A[[RISUIT $10J08] 90URUIIAOT
om} 21 I ‘u0na301d 10A003®) 1oy SIY Yim
POSBAIOAP PUB 2OURUIAOS PILOQ 191)0q [IIM
pasearour N Y JO [9A9] a3 ‘porrad ¥(OS-1sod ay3 up

1099JJ0 uormnsqns € sunsadsns

Kqazay) ‘porrad XOS-1sod ay3 ur 1o3uo1s st

SIYL “JAH Y Ul 93eSUd SJUBUIA0D 1qap I19]) JO
JINeJop [BOIUYDI) UI IO UOIJB[OIA 0} ISO[O SULIT]

(NTY) INFV (es82103D)
ASBAIDUI SHUTRIISUOD mﬁmoﬁwﬂmfw Sm:.ﬂ JQOEDMNQNE

sSuruIed Ul pagedud 9q 0) A[dY1] 210U SULIT)
10, “JuowaSeuURW sTUIUIRY paseq-aseydindar
JO asn o)) 9FLINOISIP SHUTLIISUOD FurouruIj-1qog

1102-200¢ potrad ay) 10§
SUOIBAISSQO TBA-ULIT] O C] (RUIYD)

010T 01 0661 porrad oty
10J SUOTJBAIASQO TBIA-WLIT] €G61 SN

900T 03 00T
WOIJ SUOTJRAIISQO TBIA-WLIL) /6L [ ‘S

L00T 01
7661 Wolj s1o)renb ueoy 918y 1SN

SUOT)BAIOSQO TROA-ULIT) 78E ‘Y6
M 10T 01 €861 porrad ajdures :gn

JjuowoseURW STUTUIL
pue WIojoI aInjonas areys dg

Suimorojy
JsA[eue pue Juawafeurw sguruIeg

NHY pue ‘uorodjord
IOA09YB) ‘DOUBUIOAOT pIeog

JAER:
10J 9AIIUSOUI UL SB UOIIR[OIA

JUBUOAOD )P 0} AJTWIXOIJ

A pue soseyarndor areyg

(¥10T) 17 12 o3|

(¥10T) ‘77 12 SUOH

($107) WY pue o

(¥102) 17 12 zuely

($10T) 17 12 [[211e]

Om InorAeyeq

z0 juowadeurw sgurured Surdeys ur S J ULyl 901

_M m JuROIJIUSIS d10W © AR SOAIIUIIUT [OAJ[-WLIT]

w m INAY 10 INF VY JO [9A9] 9} UO J09JJ9 Jued1jrusis 010 PU® )00 U9aM}2q SOLIIUNOD juowoSeurw sSuruILd

Morw uonen3oy Kue aaey jou pip uonidope S [ AI0IepuB T WOIJ SUONBAIdSqO 907G :9doing pue uonidope Y] A101BpUBIA ($107) styenoq
quay I, s)[nsax £y spdweg uoyysanb yoreasay (s)loy)ny

(ponunuo)) 1 ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

I (sanunuo))
<
N
m doururojrod
..m WLITJ UO PIsBQ IL SUOISIOIP Y] PBIISUI ‘SAATIOR
r\ N £q P9192JJ® JOU dT. SUOISIOIP SAIOUITL 600T sSurer JIpaIo aane[noads
SOATIURIUT Sunering NG Y ur o5eSuo sopeIs sjuour)soAul PUE 686] UOIMIIQ SUOTIBAIISQO /IUQUIISIAUT JO SAUT[IOPIOq
m @ joyrew [eyde) pue 9A1IR[NIAdS JO SAUIIOPIOQ Y] UO SWII] Jeok-unary urinjovjnuew 70y9 ‘SN Ay} 1eau sway AqQ WH Y (S107) /v 12 umoig
=EZ 'sa1801811S A 2]q®10919p
MANn $S9] 01 110531 0 A[2YI] 10U ATB SULITJ PIIOAUUOI
O Areonijod ‘saseaIoul U0II02)p JO YSLI AY) 9’
M 55} ‘Surrojruow o1qnd UAYM ‘OIOULIAY)IN ] "SULIT] WAV
S[01IU0D Pajoduu0d-uou uey) WAV 10J NT Y 2Ininsqns SOLIIUNOD ()¢ 10J SUOIBAIISQO puR NI Y U9am1aq jjo-open)
PUB 20UBUIOAOD) 0} A[9Y1] 2IOW 1B SULIT] PR}OAUU0D A[[BINI[OJ IBOA-WLIT] 99/ [[RUON)RUIU] 9} PUE SUOIIIOUUOD [BINI[OJ (S107) 17 12 weeag
XS1av
pue DV ‘A[[eo1J109ds ‘saInseaw JuswaseuBw
SSUTUILO JUAIQJJIP SUISN 0) }SNQOT dI8 S} NS
9SY I, VO P110dal sOSBIOUT JUIWIIBISIIAO 0102 01
S[01IU0D ST} PUB 201AIdS OFD) JO SI1BAK 19)B[ AU U URY) 7661 WoIy sOID £v0S Sunuasardor
PUEB QOURUIIAOD) sIeok A[180 O} UT 10)80IT ST JUOWIAIRISIOAO sTuTuIRyg ‘SUOIIBAIISQO TRIA-WLITY [9]HT SN N pue aInud) QgD (S107) Sueyz pue Iy
N pue uonenjeA-sIwu
u2am19q uoneroosse Aue 110dar jou saop roded
) “10AIMOY (A Y Ul 9FeFUD SULIT) PAan[BA-SIW
SOATIURIUT ) “dI0WIdYIN, (PIN[BAIIPUN) PIN[BAIIAO 9007 01 7661 WOy A pue uonenjeA ($107) BYISIYS
joyrew [eyde)) oIk $0018 o) oYM (eseyornd) [[os sIOpISUT SUOTIBAIOSQO JBIA-WLIT] 946 CE (SN -stwr 3bo ‘Surper) oprsug pue noImeg
soruedwos Surwroyrodiopun
S[01IU0D 10J paounouold a10uI AT® SI[NSAT AY) pue AT Y 1107 PU® 6861 Usam)oq juowoSeurw sfuruILd ($107) oreIues
PUB 90UBUIIAOD) [[om se NFV sesearout uonnadwoos joyiew Y3 SUOIIBAIOSQO I1BIA-WIT] SH169 'S pue uonnaduwod joxIeWw 1oNpoIg pue URLIBYIRIAL
sarnsnpur uonnadwod (y31y)
MO[ UI SWLIT] SUOWER IIAJS (SSI[) 210U IR §)9T I8
sSurured juelroduwr Surssiw jo saduanbasuod
joyIew Ay} Jey) ursaddns sarnsnpur
uonnadwod Y3y ur asoy) uey) saLsnpul
S[01IU0D uonnedwoos mof ur surary Suowe jusjeaard L00T 01 8861 WOy juowoSeurw sSuruILd
PUEB 9OURUIIAOD) o10w oI8 N Y PUk WY SUISBIIOUI-owooul yjog SUOT)BAIOSQO TROA-ULIT) €17°G8 1SN pue suonnodwos joyIew 1onpold  (p107) Suex pue puRWSYRT
quay I, s)[nsax £y spdweg uoyysanb yoreasay (s)loy)ny
(ponunuod) T ATAVL




1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

(afaanz

joyIew urew pajerngar A[1Aeay oY) uo

suriry OdJ o) paredwoo suonendiuew XSIAV JO

S[OAJ] JOMO[ pu® JNFV JO S[AJ] 1oySIy ur a5e3ud

uonensay

NI SE [[oM SB NV JO [9A9] 93

2onpal s10lpne $31g Jo souasard oy I ‘Ajuo XSIA

Ul U01ONPal 10J JUIPIAD ST J09JJ0 UONNINSqns

oY) Inq ‘saININISqNS SB pasn aIe WY pue NV

SAATIUQIUT ‘a1owIdY}IN,] "uonIsmboe jo 1eok oy ur N Y
joy1eW [RIde)
dourwrrojrod

[RIOURUTJ TOYROM )IM SUWLIT] PUR ‘SULIT]

Surnjorjnuew ‘seare pado[oAdp ss9f ur pajedo|

surIny ‘sastidIojus poumo-ojels ur pasunouord

89 s1 dIysuone[oI oY I, "0)minsqns e se NI Y

Sursn payIe)s SULIl) pue ‘paseardop WAV Jo

uonen3ay spmyrugew ay) (110¢-L007) Ported Sy A1-1sod oy ug
SuImo[[oj )sAjeue Aq pauIRIISUOd
STNAY YS1Y JO AOUapua) sIy) ‘19AMOY] (109)J9
S[OIIU0D uonmIsqns) NIV ueyl NG ut o5esus o3 pual

pue DUBUIIA0D

juowroSeurw SSUTUIED UT UOTIONPAT

Jued1JIudIs B 9ouarradxa 1500 uonisibow
UONBWLIOJUT MO YIIM swrIT) Juerjdwoo-uou
STLITY 19710 YIIM paredurod suriojor oY) 193je
JuoWRTRURW STUTUIRI UT ASBIIOIP JUBIIJIUTIS ©
douor1adxa jou op ‘oferoar uo ‘swry juerdwod
-uou J[IY A\ “doudpuadopul preoq 119y}

jo)IeW NV pare[ndar A[3ysi| oY) uo swiy OdI

pue NIV SUISLaIour WOooul 9)eoIPUl SINSAY

u01199101d 10JS9AUT YT1Y YIIM SILIJUNOD UT SULIT]

800C

PUE 8661 U2om1aq SULIL) OdI 1LS 2N

SWLIL $69°€T 10J
110T 01 0661 WO1J SULIL} PASI[ SN
Ie[ngar pue swiy (N Y-uou) N Y

(asoury)) aseury)y-uou :sdnoid

[01IU0D 93IY) PUL SWLITJ JAY BUIYD)

110T 03 TO0T woly

SUOIBAIOSQO JRIA-ULIT] OGO (BUIYD)

010T 01 166] SUlI12A00
SOLIIUNOD ¢ SSOIOL SUOIIRAIISQO

TROA-WLITY €16 7T JeUOTiBuIIU

N pue uone[ngar JodIBAl

suy (INY)
10519 9SI9AT JO INOIARYAQ INT Y

JudWASRURW STUTUIRD
pue uondope SYJJ £101epUBIN

Jjuowogeuew
sSuIuILd puR U01199)01d 10)$9AU]

(9107) /v 12 qepey|Y

(S100) P 12 Y7,

(§102) 17 12 oOH

(S107) *v 12 0jowouyg

asearour 0) parnbar are (swry juerdwos-uou S002—000T
m @ S[0I}U0D SB 0] PAI1IdJal) SWI0JAI ) 210J9q SI0IIIIP J9A0 2INJONIIS PIROQ UO BIBP UM
W M pUE 90UBUIIAOD) juopuadopur Jo A)rrofew B 9ARY 10U PIP 1Y} SWIL] XgpIeogq oY) WO SWIT) /8GT SN A pue oouspuadopur pieog (S107) "1 12 sy
w m INA Y 1918218 Inq ‘NHV paonpax 600C 01 §00¢ wouy sivydope juowaSeurw
m orw uonen3ay )M PIIRIOOSSE ST suolsiaold yoreqmed Jo agessed -uou (48] pue s1oydope ¢p¢ :SN sSurures pue suoisiaoxd yoeqme[) (S107) "1 12 uey)
Audy J, S)[nsax A3y Jrdureg uonsanb yoreasay (s)1oyny
2
¢ (ponupuo)) [ ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

(sanunuo))

4309

proysay) SuruIes-oIoz 0) 9s0[d pue

(afaanz

ACCOUNTING
& FINANCE

S[01}U0d
PUB 9OUBUIIAOD)

SOATIURIUL
joy1ew [eyde)

S[0Iu0d
pue dUBUIIA0D

S[01}U0d
PUB 90UBUIIAOD)

SOATIURIUT
1oy1ew [RIde)

08119400 JSA[RUE SSO] )M SWLITJ 10] padunouord
QI0W 21® S NS ASAY [, "N Y S8IoUI Ing
JNH Y 258a109p SUIMO[[0] ISA[eU® SUISO[ SULIT]

suonodwos

10 saseyoIrndal [enjoe £q PAMO[[O] JOU dIE 1B}
SOGIA pue saseyorndal Jo sjudwedunouue
AY) PUNOIE Y PIBMUMOP OU ST 213} 1B}
$18033ns $) NS0 101N, “AH Y dI0W ARY
SULIT] 9Y) UAYM IOUSTIY ST JBY} JO9JJO UR 'SPIEME
uondo gD pue sQEIA ‘oseydrndar areys

punore WHVY pue N Y PIEMUMOP JO 90UIPIAD PUT]

JuowoSeURW STUTUIRD SSI[ ‘00U

‘pue SSUTULIBO J[IJB[OA SSI[ UI J[nsal Jey) sarorjod

JUQUWIISIAUT 9500YD pue sarorjod a1eiod1od

Ayst1 ss91 1dope sSurpjoy 1qap apIsur 1Yy

UM SOFD Jey) Sunsassns ‘WHY pue NV
10Q YIIM PIIRIOOSSE A[9ATIRTOU ST 1QaP IpIsUul QD

ouanpjur

PUB UOZLIOY SIAINIIXI 9JBUIPIOQNS A3 YIIM

SOSBAIOAP N Y JBY) MOYS SI[NSI ) ‘WLIT) oY)

urylm douanyjur 11y arnydes o3 uonesuadwod

04D 01 9Ane[al uonesuadwod 119y} Jursn pue

SOATIUQIUT UOZLIOY ,SOATINOAXD djRUIPIOqNS A
a1nydes 03 JULWAINAL 0] SIBAA Jo Jdquinu oY) SuIsn

s1a1nboe a1 jo oourwtojrod

uonisinboe-1sod wId)-3uUo[ Y YIIM PIJRIOOSSE

A[oAnegou st Y Yyons ‘spoyjaw uonisinboe

Paseq-yseod aY) 210J2q A[9)eIpaWw I 18IA 9y} Ul

S[ENIOOR URY) JAYIRI NT Y paseq-safes Sursn
spremdn s3urured 119y) ofvuLW SULIT) }93IR]

S00T 01 1661 Woly
SUOT)BAIOSQO TRIA-ULIT) 8G/°09 ‘SN

1102 03 $66] WOIJ sjudwdUNOUUL
aseyoindar 1oy rew-uado 6646 SN

010T
0] 9((7 WOIJ SUONBAIISAO GH8Y ‘SN

10T 01 €661 Wolj
SUOIIBAIOSQO JBIA-WIT] $66°T] SN

110 pue
100 Ua12q Sl §() [erouwuly
-uou jo suonistboe orjqnd 194 1SN

JuowaseurW

sSuruiea pue Suimor[oy 1sAjeuy (9107) yos2Q pue ruerf

A pIemumop
uo spieme uondo 0gD

pue sQgA ‘soseyorndar areyg (29107) 7 12 stoueI]

JuowasSeuRW

s3UIUILD PUT 1QIP APISUL OFAD (9102) 71712 90U

AR
PUE SOATINIOXA AJLUIPIOQNS

Koy £q papraoid SurIoIUOA (9107) /v 12 Sudy)

swij 193.1e)
ur juoweseURW SUIUIRI pUR

uonisinboe ur syuowded jo poyld]  (9107) Bqeqley pue edwe)

quay I,

S)nsax A3y

Jdureg

uonsanb yoaeasay (s)ioy)ny

(ponunuo)) T ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

& FINANCE ‘Cafaanz

ACCOUNTING

4310

S[0IIU0D
PUE 2OURUIIAOD)

Sunodai feroueurg

Sunodai [eroueury

Sunodai [eroueury

S[oNu0d
pue dUBUIIA0D

N PUB NIV SUISBAIOUT 9WOIUT JO SN

SSO[ [[}1M PIIRIDOSSE dI€ SJO.L 12y} MOYs sFuIpury oy [,

INAY PU® NFV
ur o8e3uo 03 Aysuadord syuedionied sasearour
sIy) pue ‘9dururioprad arning noqe wstwndo

SOSBOIOUT QOUAIQJJIP SUTWIT} JBY) A)RIIPUI S}[NSOI oY,

Aquo Wy

3ursn $1951.) 9AdIYOR 0] d[qRUN IR A3} SB S)aT1R)
SSUTUILD QADIYO® 0} WsTuRYdW AIejudwo[dwod

B SB NV 9sn swij pageload] ysiy ooe[d

Ul $193.18) STUIUILY Y1IM SULIT] 10] NV 0}
pasoddo se INTY premdn uo 1oedwr aanisod

A[pueo1jTugIs B 9ARY 9BIIAJ[ UI SASUBYD PUR [0AJ] Y

10)10q IR
Aj1renb j1pne 10/pue JUSWUOIIAUS UOTJBULIOJUL
SWLITJ USYM Pa1eSnIu s11039JJd uonnnsqns sy}
‘19A9mOH “Ay1fIqeredwod SUrUNOsoe. s UL} B UL

QSBOIOUT UR 1M SISLAIOUT JNH Y INQ SOSBIIO NV

S9SBOIOAP

N ‘PloysaIy) ure)rao e sossed 3190U0 “Inq
drystoumo Ajrwrej jo a3e)s A[1ed ue 18 NI
10yS1y “o'1 ‘odeys UI JBAUI[IAIND ST UOIIRIOOSSE
SIY} “IOAOMOH [01IU0D A[Twe) pue N

UQIM}Oq UOTIBID0SSE 9AT)ISOd B 9JBOIPUT S}NSAT Y I,

s1red101Unod o[eWoy I10Y) uey) ‘uonerndrueur
sarmypuadxa A1BUONAIISIP pue uoonpoIdidro

0T0T 031 661 Wo1J sWIy 00S d¥S
JO SUOIIBAIOSQO TRIA-WLIT) 09]T SN

2)1sqoMm YIny,
[BOTURYDSIA S,U0ZeWY YSnoIy}
sjuedonaed gy :syuowrIadxo om],

saInseaw [N
9)1s0dwod YIIM SUOIIBAIISQO
Tedk-wany LOASNS 1987 ynm
600T 01 L661 woiy ddures :gn

SUOIIBAIOSQO JBAA-WLIT] [17°TE
M Z10T 01 €861 wody ajduwres :gn

1107 01 900 WOIJ SUOIJBAIISQO
JTeok-wany 169 :ysope|ueg

NHY uo
(sdO.L) sueld diysioumo joS1e],

Jjuowogeuew
SSUTUILO PUR S[BSIOAQI [BNIIOY

juowoSeURW STUTUIRD
pue 9FvIOAJ[ UT SOFUBYD PUE [0A]

JjuowoSeuRW SFUTUIRD pUB
Aypiqeredwos JUoWoIR)S [BIOUBUL]

A Y pue diysioumo Ajruej

(L107) v 12 umorg

(8107) £esy

(L10T) soyaIYas],

pue nonodojsouseuy

(9107) uyos

(9102) ‘v 12 onbezzey

S[0IIU0D y3noIy) ‘sanianoe Y ul a1ow o5e3ud 110Z 03 666] Wwouy juoweSeurw
pue 0URUIIAOD) SOAD BN NI Y Ul $59] 983Ud SO 2[RWI] SUOTIBAIISQO JROA-ULIT] HH9°]] ‘BUIYD) s3uruaed pue 19pudd 04D (9107) "Ip 12 n1 |
QwdYy J, SJnsax A3y Jdureg uonsanb yoaeasay (s)ioy)ny
(ponunuo)) 1 ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

= (sanunuo))
<
N
m NAY oIow UBy) Ioyjer JAHY dIour
..m asn s[edsoy ‘paureIIsuod s1 JUI[[IqIIA0 U A\
r\ *SUI[1qI0A0 0} 110521 S[BIIdSOY] ‘PAUTRIISUOD ST L00T 01 966] WOIJ BIUIOJI[RD)
A 10 WA Y 190 Uy Ay “s[erdsoy ur 19y)o ur (suoneaIasqo reak-jerdsoy sreydsoy
25 Suniodar[BOUBUL]  YOBD 10] SAININSQNS A1k WHY PUB INH Y SUI[[IQI9A0 206) srendsoy yjord-10§ 611 '§'N Ul NHY PUB NHYV ‘SUl[[Iq1A0 (L107) 98994
=EZ S[01U0D Sow0oINo parrodar douanyjur o) NI Y sarxoxd NI
MANn PUB 90URUIIAOD) pu® NGV 9sn 0] SUI[[IM dI0W 218 SO ONSISSIOTBN SNOLIBA 10J SUOTIBAIISQO SUIAIRA SN N pue wWsIssIeU 04D (L107) *[v 12 wey
m = sSuruIed 9109 aAnIsod
=3 [[BWS 9AJIYOR O} AV ¥ 19A0 UOIJBIIJISSBIOSIW
19301d Aoy} ‘s1oSeurW 0] J[qR[IRAR AIR AV Y
PUE UOTIBDIJISSR[OSIUI [}0q U A “(TRWYOUq
STUIUILI 2100 Ul aseaIoul [[ewS 110da1 03) SYIBWYOUIQ STUTUIL
yrewyouaq urSrew sso1s porrad rorid jeaq 10 JUDIQJJIP QADIYOE 0] YOS pue
199w 03 (VDS) SDOD JO INV ¥ PU® (VDS) CI0T 01 8861 woLy SDOD Jo uonesljIsse[osiu
joyrew [eyde) SDOD JO UONBIIJISSB[OSIW [}0q Ul 95T UI SI9TRUBIA SUOIIBAIISQO 1911enb-winy 16°61¢€ SN 10 JNF Y JO oSN [RLIOTRUBIAL (L107) nI'T pue ueg
dourwiojrod unerado wie)
-3UO[ SWII] PAsLAIOAP N Y paonpul-Aouanbaiy
Surrodar oy [ ‘SWLITY [0I}UOD PAYIIBUI 0} JAIJR[AT NER
‘Bunaodar SN A[19118nb 03 [ENUUER-TWAS WOT] $107-500¢ porrad oy PUE SIUOWIIR)S JUIWITBUBIAL
Suniodai [erourulg [O1IMS 0] PAJBPUBRW SULIT) J0J PISBAIOUT INT Y 10J SUOTIBAIISQO TBIA-WLIT) (€S :NT wrdu] jo suntodar K1ojepueiy (L107) “Iv 12 19319q)Isu1g
payouaIIUd
S1 1oSRUBW 9} JT ON[BA ULIT] O] [RIUSWILIIOP
ss9] s1 juowdSeurw sSuTuIRg N Y JO
uonendiuew ay) pue NV Jo asn onstunizoddo
S[01IU0D oU) Y10q PUE JUIWYOUIIUD [RLIDTRUBW 1102 01 2661 NER
PUB 20UBUIOAOD) U29M12q UOTIRIOOSSE OATIRTOU © SISIXO QI I, WOIJ SUOTBAIISO TRIA-ULIT) 6HE/ ‘SN PUE JUSWYOUIIIUD [RLIOTRUBIA (L107) "Iv 12 09 1
XSId JO SUOIONPAI [RWIOUQR U PUB SPRO[I0M
QoKojdurd ur sASLAIIUT Y10q )M PIIBIOOSSE OIE
swy 1DAJSNS 10] sojel ssauf[y/Arnfur 1oysiy
QY I "$1SB0AI0J ISA[RUR 18aq A[QBII0JWOD 10 SSTU
S[O1IU0D Jey) swny 03 paredwod swty [ DHJSNS 10) soyer porrad [107-200T Y} A pue
puUB JOUBUIIAOL) ssou[[I/AInfur 1oy31y AJued1jIugIs moys sjnsar oy [, 10J SUOIJBAIISQO JBIA-ULIT] 0SE°GE ‘SN sajel ssau[[1 pue Kinfur sakordwyg (L107) 1920 pue Aayse)
quay I, s)[nsax £y spdweg uoyysanb yoreasay (s)loy)ny
(ponunuod) T ATAVL




1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

$9SSO] PIOAE 0] sTuIUIRd dFvURW

0] Pasn [oUULYD oY} S (SIOqUIAW PILeOq ) JO

JIeY uRY) dI0W SULIRYS SALIBIPISqNS puk judied)

Kurxoid preoq 19ySiH NGV [9A9] A1RIpIsqns

20NPaI SI0NPNE f SIg "SYTRWIUIQ 18I O 19oUL

S[01IU0D 01 surity Juared poumo-Ajrurey 1oy) djoy 01 NI

PUB 20UBUIIAOD) pue WAV Y10oq ur 23e3ud SaLIBIPISqNS PI)ISI[-UON

180K O] Y} Jo pud
oy 1e uonendiuew O [PWIOUQE SOSBAIOUT

Sunipny nq XSId [ewIouqe surersuod Ayjenb jipne 1oysiy
AJUO SIOISIAUI [RUONNIIISUT OAT}ISUASUI-dINssard
10J SP[OY UONBIDOSSE dANBSAU SIY) ‘TOAOMOH
S[01IU0D NAY pue digs1oumo [euonnINsul 9[qers

pue dUBUIA0D U23M12q UOIjBIdOSS® ®>5$WQE © 9)eIIpUIl S3[NSAI Y |,

INF Y Put WHY Y109 utd5esud
0] A[9Y[I] 910U 21 90UALIAXD JIOM [RIOUBUILY
M $9A1MI9Xd doy a[rym ‘N Y 10 NV Iyl
U1 93.3Uud 01 A[AY1] $S3] 218 9T JUAWAITIAT

183U $0A1INOxX2 do) pue saANNI9Xd do) oewa,

S[0IIU0D
PUE 2OUBUIIAOD)

2Ining 3yl jnoqe snordsuod

Q10w a1k s1ofeurw SNy} ‘arning pue juasard
uoom)aq des oY) S9ONPAI UOT)RIDOSSBSIP oW}

19 BOM 9SNBIAq STSIY L, ‘NI Y S® [[oM S8 ATV Ul
POAJOAUL SSO] TE SJUAAD 2ININJ YIBW 0} dInbar

(afaanz

¥10T 01 £00T Woiy
SUOIJBAIISQO TRIA-WLITJ 96]¢ :ABI]

8002
PUE 8661 U29m12q SWIL OdT 86 NN

C10T 01 0661 woly
SUOT)BAIOSQO TBAA-ULIT] G/9°€9 :S)

S10T ©3 000T Wwoiy
SUOT)BAIOSQO TRIA-ULIT) [$8°Q] (BUIYD)

1102 03 200T potrad ayy 1oj

SOLIBIPISQNS PA)SI|
-uou ur juoweSeurw suruIeg

SOdI

punoie Y pue Ayjenb pny

JAER:!
pue diysioumo [euonninsul o[qels

N Pue $ONSLIORIBYD LA L

juowoseuRW sSUTUILY

(8107) *1v 12 1ydoRUOY

(8107) 13yoe[D
pue qepey[y

(L102) 17 12 PyRYES

(L10D) 1P 1210

12710 JOU OP SAN.I [BONRWWRIT o) 9I0YM SILIJUNOD) SUOTIBAIOSQO (06 ZE] :A1IUN0-SSOID) pue sonI [eonewwels safensue| (L107) "p 12 wry]
oI Kouaredsuer) apraoid 03 soArIuUOUL
z m o1j100ds-wIT) puk AUNNIOS JO [9AJ] §,)N IR
_M < 9} ‘SWSIULRYIIUW [01IUOD [IAJ[-ULIT] FUOIIS JO SUOIBAIISQO
w m oouasaxd o) ur pue sowSoT JUAWIIOJUD JOLIIS JRAK-WIT [€€° 10T YMM 10T OF juowoSeurw sSuTuILd (L107) meuoqred
Morw uorne[ngoy M SOLIUNOD UT N Y 10J NF Y 9INIISqNs SWIL] 000 WOJJ SOLIIUNO0D ¢¢ [RUONBUINU] pue uondope SY AT A101epUBI pue ourdy
quay I, s)[nsax £y spdweg uoyysanb yoreasay (s)loy)ny
u
@ (ponunuo)) | ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

S[01U0d
pUB OUBUISA0D)

SOATIUQIUT
joy1ew [Rde)

S[onu0d
PuR dJURUIIAOD)

suriy pray Ajoreartd Suowre douewriojrod

ULITJ U0 uoreI[Ijye [eanijod Jo 109Jj2 Y} sajeIpaw
NAY ‘A[Teur] "ooukuriojrad Wy Se [[oM Se AT Y
pue uoner[ijje reonijod ueamiaq sdrysuornear
2} sajeIopow 1udwdo[oAIP JIOU0II [BUOISAI
‘QI0wWIAYIN] ‘AT Y Ul o5eSuo 0) suLIy pajerfijje

-uou urY) A[2YI] 210U dI® SWLIT] PAjeI[IjJe A[[eonijod

parroddns A[Suoms st saseydrndax

210J2q XSId Suiseatoul ysnoiyl N
SuIseaI0dp Qwoou] ‘seseyoIndor aIeys 210Joq
uononpoidiopun ysnoiyy NG Sursearoop

Qwoour 10j j10ddns yeom © 91BIIPUI SI[NSAI AY |,

porrad ¥OS-21d oy jou Inq ‘porrad

X0S-150d ay) FurInp SIAIIUIUI PASBY-O0]S JO
20139 1s9yS1Yy o3 2ABY SOHD) Y} UAYM S)SIXd
UONEB[AI JJO-OPLI) Y I 'SOATIUdOUT uorjesuadwod
PaseQ-)001s JO 93139p (UBIPAW) 1SIMO] oY)

2ARY SOHD UayM AT PUB NIV Udam)oq

uone[al (Arejudwa[duwios) dAIININSANS © ST 1Y T,

WA Y pue y3Suanls awrgar

[eSe] uoamloq diysuonepar aanisod oY) sejenualje

puR NI Y pu® NAY Y10q saonpai 1oipne 31g
® Jo 0ouasaxd oy I, -owdar [e39] 1o8u0als oy}

cloc pue
8661 U0IM10q suLIlj poy Ajeartd

JO SUOIIBAIISAO 68°9SH ‘BUIYD)

110T 03 8861 WOy
SUOTJBAIISQO TRIA-WLIL) 96€°CT 'S

(pey10dar Jou SUOIIBAIISQO
JO Toquinu) £00T 03 L661 SN

¥00T
0] G66] WOIJ SALIUNOD 77 WOl

swy oyearrd
10J NI pue soururIoyad
WLy ‘UONRIIIJe [RONI[O

A pue saseyaindal areyg

NdY pue
uonesuaduwos paseq-yo01s QgD

JAER:

[ (sanunuo))
)
<
N
c
(-]
S
v
(¥10T PU® 800T
u2aMm)2q porrad K1ojepuew 2y3) syudwainbax
m @ uonesrjnIad yIm A[dwods oy Suraey uoym WAV (uonioqvy) s102 JuoweseurwW
W Z uo uBY) NG Y UO 90uLI[aI 10}e0I1S ooe[d sy ul [g6 = N {(K101epUBRA) $10T 01 s3urures pue (YDDI)
> ANn S[011U0D et} 15933nS S)INSAT oY) ‘U010)Ap 0} d[qnidodsns 800C WO1J 09y = N ‘(K1eIUNJOA ) SjuaWAIINbAI UOTILIIJ11190
@ — PUB 90U BUIOAOD) SSOT ST N Y 1B} UOTIOU o) [IIM JUSISISUO)) L00T Ul pLp = N ‘eI[eIISNY [0JIU0D [RUId)UT UT SATUBYD) (8107) 812D
O
<

(8107) v 12 Suiq

(8107) v 12 19do0o)

(8107) 2277 pue noy)

Sunipny YIIM SILNUNOD UT AT Y 01 JNHV WOIJ [OIIMS SWLIT] SUOIBAIISQO €9y HT [RUOTIRUINUT pue Kypenb jrpne ‘owidar 3o (8107) 7v 12 104D
QwdYy J, S)nsax A3y Jdureg uonsanb yoaeasay (s)ioy)ny
(ponunuo)) T ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

4314

S[0IIU0d
pue dUBUIA0D

uonen3ay

S[0IIU0d
PUE 20UBUIIAOD)

Sunodar ferourury

(afaanz

A pue uonnaduwoos josreur

1onpoid uaaM)aq UOIIRIDOSSE dATIRTIU B FUIMOYS

oYM TV pue sanLIe[ngari Sununodoe
U2IM12q UOTIRIOOSSE 0ATYISOd © 9)RITpUT STUIpUT) oY I,

109JJ2 yuBOLIUSIS OU PBY SYAT

UM “NHY PUB WHY Y109 Poajje Kpanesou

£)1SULIUT JUSWIIOJUS UT ASBIIIUI UL ‘SALIIUNOD

ME[ UOWWOD JO 9SBI 9} U] AT Y UO 193JJ2 ou

SEM 919} O[IYM SILIIUNOD MB] 9POD oY) UT NH Y
pasea10op uondope §Y A puk JUAWIIIOJUd U0

UONEBIOOSSE OU 1IQIYXd NHY PU® WSIATOER
punyj a3pay ‘19AIMOY SNH Y PUB WSIAIOR punj
o8pay uvom)aq uoneI0SSE dA1ISOd B ST 1Y T,

NA Y 210w uey) Iyl NHY dlow
asn syeydsoy] ‘pauTeIISuod SI JUI[[1GI9A0 U A\

“SUI[1QI0A0 0) 110521 S[LI1dSOT] ‘PAUTRIISUOD ST
N 10 NAY 1910 Uy Ay “s[eidsoy ur 19y)0
[o®a 10J $2ININSQNS ATR NHY PUB INT Y ‘Sul[[iqioaQ

suLiy

Pa3sI] oY) Ul paounouord d10W AIL $199]J0 ASOY}
pue JNTY ssof ur a8e3ua Ayjenb jipne pue ysu
$SQ11SIp [RIOURUL) ‘SurouRul) Jueq ‘diysioumo
erroSeuew 1oySIy YIIm SWIL] “JAHY Ul a10w

LOOT pue
G661 U29M10q SUOTIBAIISQO 8/ /6] SN

SUOIJBAIOSQO JBAA-ULITY [98°CS UM
S10T 03 L66] WOy SALIunod ¢ :0yg

porrad ordures ¢10z-100¢ 10J
SUOIJBAIOSQO Jo)Ienb-wily 0HS SN

LOOT 01 9661 Wolj BIUIOJIED
ur (SuUOIBAIdSqO 1eaA-[eNdsoy

206) srerdsoy yijord-10§ 61 :SN

¥10T 01 800C Wolj

juowoSeURW STUTUIRD
pue uonnadwod JosIew JonpoIg

JuowaseuRW
sSurured pue uondope YA
PUB ‘JUIWIII0JUI ‘UITLIO [BFOT

INOIARYDq
JNH PUB SUOTJUAAIIUT punj a8poH

srendsoy
UL NHY PUB WAV SUl[1QI0A0

(8102) " 12 1US

(8107) PUN[PX puE zQ

(8107) v 12 RURINY Y

(8107) 9599

uonen3oy 93e3ud swiry pajsy| ‘suriry oearid yum paredwo) SUOIIBAIISQO JROA-WLIT] 78T H6 3N NG Y pue snjels Sunsry (8107) /v 12 e3eH
O SOdD
zU 110d X0 [RIOURUIJ-UOU [IIM 9SOT[) oI URY) TR
_M m Sur19)jo oY) ul INT Y 10 WAV 19Y31e ur d93e3ud 0}
w m S[onuoo A[oy1] s3] 218 SOHD 112dX [RIOURULY YIIM SUWLIL 110T-€00¢ SOdI punore WY (8107) weyd
Morw PUB 90U RUIOAOD) PoISI] A[MoU 1B} 99UIPIAS SuoIs spurj Apnis oy ], poriad o) 19A0 SUOT)RAIISQO /9% SN pue asnredxa [erourulj SOID pue sojnodounon)

quay I,

SJnsax A3y

Jdureg

uoyysanb yoreasay

(s)ioy)ny

(ponunuo)) 1 ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

(sanunuo))
uonenyea jaxIeWw Y3y o) Ajnsnl

4315

01 y1M0I3 dourulj 0} sasuadxa AI1BUOIIDIOSIP
SUISLOIOUT SUWLITJ YONS [)IM JUIISISTOD
‘XSIAV 1oysiy 11o0daring NFV ul 25e3ud
10U Op ‘puBY 13710 dY) UO ‘SWLIIJ PIN[RAIIAO
SOATIUQIUT Koaneroy "IN Y Pue WAV y1oq Sursn sSurureo 7107-$661 potrad oy N pue
joyrew [ede) AeJuI (AQS) SWITJ PAaN[BAIIAO A[[enue)sqng 10J SUOTIBAIISQO TBIA-ULIT] [G8°TT -SIN uornen[eAIaAo A1nba jo 90130 (6107) 01199594 pue Suonq

(afaanz

S AT JO UonoNpoIIuI aY) £q pojeIOPOW OS[E oI
$)[NSI UTRW Y [, "S[BNIOOL JO dduk[eq Surudado
9y} Jo opnjruSew oY) £q pIILIIPOW SI SIY |,
uonen3ay ‘A391e138 )eq T1q B SB pUk ‘SISBAIOUI SSUTUIBD S10T 01 6661 Woiy

ACCOUNTING
& FINANCE

/3uniodai eroueury QAJIYOL PUL SISSO] PIOAR O} PASN ST J[LS JASSY SUOTIBAIOSQO TBIA-WIT] 6807 SN SO[BS 19SS U0 paseq N (6107) 7v 12 edure)

S[O1IU0D N ySnoay) judweseurw sSuruILe 0102-0002
puUE QOUBUINAOD $SI[ 1IQIYXd SQHD SNOIFI[aI AQ paSeuBW SWIL] WO1J SUOTIBAIISQO JRIA-WIT] 8697 SN A pue A1so13111 QD (6107) v 12 1D

sourwIofrad joyrewr
w1d)-3uof 100d pue N Y Y31y Apuedijrudis
oaey weaford | [9A9] oY) Jopun pajsI| SWLIT)
pue suriry parosuodsun ‘ST SUIMO[[O] SULIT]
'SJUQAD FUNSI[-$S010 S dY) Surpunorins S10T 01 000 Wwoljy
uonengoy N YSTY JO 90U0)SIXA A} AJBIIPUI SJ[NSAI AY T, YAV S9L Jo ojdwres [erouruIj-uou SN Y pue Sunsif-ssor) (6107) v 12 uuBWYOdg
pourad xOs-1s0d ayy ur jou inq ‘porrad
X0S-21d ay3 ur sQ 4D [njromod jo soouardyard
N NQIYUI SOHD [NJ1amod “sisisiod WH Y
uo 1omod QD 2ANB[AI JO 199JJ9 9Y) SBAIAYM
‘sop1sqns NGV uo 1omod OFD 9ATIR[AI JO 109§)0
Y} “1oramoy ‘porrad ¥ s-1s0od oy uy ((OFD)
S[0IIU0D 04D Y3 03 aanear (nyramod st (04D) OAD Y} 01022661 porrad oy JudWASRURW STUTUILI UO
PUB 20UBUIOAOD) uaym 1218218 ST () INAY ‘portad XOs-21d oy uy 10J SUOIBAIASQO Jeak-wil) 80L8 SN Jomod QD pue QI JO 199Jj2 oy I, (6107) '/v 12 192g
JANA JO [9A9] 1SOMO] Y] 9ARY JUSWATRU B
y3noIyy sOA pazosuuod Ajjeanijod o[y m
‘porrad dn-yo0] a3 Jo uoneaidxa 9y} 19)J€ U0OS
11X3 S,DA ) pue ‘ddourwro)j1dad widl-3uoy rood
QAR SULITJ 959U “TOAOMOY SO 210Joq SSAIP
S[O1IU0D -MOpUIM 0) T PUB INAY 1S9US1Y 97} oAkY 7107-9002 JNAY PUE SUOIIOUUOD
puUE QOUBUIIAOD) SDA PR102UU0-JUIWUIIA0F JRY) 9JBIIPUI SINSAI Y T potrad ay) 10J sSunsi; OdI 88 :BUIYD reonijod sisipeindes aInjuop (8107) “7v 12 Suepy

Uy |, S)[nSax Ay Jdueg uonsanb yoaeasay (s)loyiny

(ponunuo)) T ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

4316

ACCOUNTING

$10108J [RUINXT

Sunzodar feroueury

S[0I}U0D
pUE 90UBUIIAOD)

Sunipny

S[0IIU0d
PUE 20UBUIIAOD)

S[0IIU0d
pue 3dUBUIA0D

S[0Nu0d
PuUe 3JURUIIAOD)

(afaanz

S[onuod
pue dUBUIIA0D

& FINANCE

AN[BA WLITJ SWIRY

JuowoSeurW SFUILLIBY PIONPUI AJUTRIIOUN

Korjod ‘1oy3ang “(mof) y3iy s1 Ajurelrooun
Korjod uaym NG Y (9SBII0IP) 9SBAIOUT SULIT]

speydsoy] snordijar uey) WA Y

dI0UI UT PIAJOAUL dT® S[e)Idsoy snoISIa1-uou

9yearid pue speydsoy o1 qnd uey) WY 210w

ur paAjoAut aIe syeirdsoy 9)eALd "sormypuadxo

Sunerado pue sarnjpuadxo Sunerousd
-ONUAI-UOU WOy Surwwals AHY IYSIH

uone1oosse aanisod jurdljIusis v sey WA
pue s19wo1snd [ny1omod Jey) 91LIIPUIL SI[NSIT AY I,

NV 0} 9ATIRUId) [ UR
se N Y Ul 95eSuoe 03 SJULI[O JALIP PINod os11adxd
Ansnpur toyipne pue sired 10)1pne Jurugs ofewa)-[[y

SULIOITUOW dSUIUT DIOW JO d0UsdId

9y} Ul PAIBNUIIE SI PUL SIAIUIUT dourULIOfIod

1918218 9)I0UAS 0 A[Y1] ST uonesuaduwos

Q) UAYM IoSUOI)S ST UOTIR[I oY I, "N Ul

SOSBAIOUI [)IM PIIRIOOSSE 218 uonesuaduos
paseq-uondo saokojduwa o[Ij-pue-y UL Ul SOSBAIOU]

NHY pue A1so151[o1 pue
doue)sip 1omod ySIy UoamIdq uoneoosse aanisod y

SYIBWYOUAq 1BAq
10 199U 0} S[BNIJOE 9SBUBW SOINJ[ND PIJUILIO
w1a1-3uof ur Sunerado SWIy d[IYAN “SYIBWYOUq
sSuIuIBd 183q 10 109Ul 0] STUTUIRD [BAI dFRURW
0] PUQ) SOINI[NO PIJUSLIO UIIO}-}IOYS UT STLIT,]

porrad sisLIo [eroueuj-3sod oy} Ul JoMo[

STNAY INQ ‘SWI] A[TUIeJ-Uou uey) SULIy A[Turey

ur N Y 1918213 s1019Y) ‘oidwes asaury)) ay) 104

‘porad sistio [erourury-axd ay) uey) porrad SISLID

[eroururj-1sod oY) UT SWIT) A[TWEJ-UOU ULRY) SWLITJ
Ay ur N Y 1918213 s1219y) ‘oidwes g ay) 104

10T 03 [00T WOIJ SUOT}BAIISQO
IBAA-ULIT] G6E°8 ([RUONRUIIU]

s1eak-rejrdsoy gJ¢ Jo [e101 B
yum porrad ajdwes O107-500T UBMIRL,

§10T 03
0861 WO} SUOHBAIISAO 6[T°SL SN

S10T 03
G00T WOIj SUOIJBAIISQO /()] ‘UBMIB]

910z-+00¢C porred oy
IJA0 mcoﬁ.m?ﬁumn—o ‘:u.o\mlﬂ.ﬂc 8056 ‘SN

010T-500T
potrad oy} 10J SUOIJBAIISQO

JROA-WLIT 6L6°G] :A1UN0D-SSOID)

S102-€00T potied o1y 10§
SUOT)BAIOSQO G76‘LET :A1UNOD-SSOI)

¥10T 01
$00T WOIJ SUOTIBAIOSQO JBAK-ULIT]

8LLL “BUIYD H[0T 01 $0OT Wolj
SUOIJBAISSQO TBIK-WLITY /9f/ ‘S

A pue Ljurereoun £o1jod

sreydsoy jijord-1o0§-10u ur Y

NG Y PUE SISWOISNO [NJIaMOq

A pue rpne jutof
Jo suonisodwod 19puad s10)pny

Jjuowogeue
sgurures pue uonesuadwod
paseq-uondo sokojdwyg

Juoweseurw
sguruIed pue (21n)[nd pue
uorSI[o1) SUONININSUT [BWIOJUT

uoneuALIo
w191-3uo[ [9A9]-£1)UN0D
pue juswaseurw sfuruIeq

800T
JO SISLID [RIOURULJ o) 19}JR
suLIy A[rwey § pue sy
AJrwey asaury) uoamidq Wa

(6107) 100y pue Sung

(610T) 17 12 UM

(6107) /v 12 101U

(6107) 1v 12 Suny

(6107) *[v 12 SSAUIdP[OY

(6102) "7 12 1qeTeH

(6107) v 12 €S

(6107) 1v 12 Sug

ELIEL |

S)[nSax Ay

Jdueg

uonsanb yoreasay

(s)1opny

(penunuo))

1 3714V.L



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

(sanunuo))

4317

SYTRWIUI]
J89Q PUR 199W 0) JUIWIFTRUBW STUIUILD [[BIIAO

(afaanz

JO 2SN 3y} 20npal puk Y 2I0W Isn s1afeuvw
OPEUI ‘WISIJBAIISTOD PISLOIIUT SOONPUT YOIYM
‘IZTISVAS Jo aSessed "100d ST IUSWUOIIAUD
uonewWLIOUI 9y udaym pasunouoid arow st
uorne[nsoy 109JJ9 ST L “INH Y M 199]J0 uonninsqns v 81078661 porrad ay) 1040 juowoSeurw sSUTUILD
/3uniodai eroueury $9182I10 INQ AT Y SIONPAI WSIIBAIISUOD [RUONIPUOD) SUOTIBAIOSQO TRIA-ULIT] 618°CS ‘SN PUE WSHBAIISUOD STuTUIR (0207) v 12 IR RIOIRD)

ACCOUNTING
& FINANCE

SIOp[OYQIRYS
1sa31e] oY) Aq diysroumo 19y31y yIim suLilj 10§
pasunouoid 210U ST UOI)BIOOSSE JATIBSU oY ],
NI YNm pajefar Ajoanesou are diysioumo
S[01IU0D [eLIOSRURW PUR 9)B)S S[IYM PIte[al A[oAnIsod st $107 01
PUB QOUBUIIAOD  sIOp[oYaIeys IsagIe] oY) jo diysioumo agejusorad oy, €00 WOIJ SUONBAIISQO ¢H[/ ‘BUIYD A pue axmjonns diysioumQ (0202) Iv 12 Suoq

$19119] JUAWWOD 3Y) Jo 1d13931
oy 10338 (NI PuU® NV JO wns) jusuwageueun
s3uruaes (8101 Ul 93URYD JUBDIJIUTIS OU ST 1Y)
‘IOAOMOH S[BNIOOR PUE $91RWIISI SUNUNOIOR
01 Sune[alI $19119] JUdWWOO DS Jo 1d190ar oy} 910C 01 LOOT Wwoiy
uonemnsay 191J8 INH Y 01 WAV Wolj payaims sy ojdureg SUOIIBAIISQO TRIA-WLIT) O[H 4T ‘SN INA Y PUE SI19119] JUWWOD DS (0207) ‘7v 12 wey3uruun)

NAY ul 95e3ud soouraoid
Juode(pe oY) MO[d9q puk dFLIOAL [RUOIIRU oY) 910 ySnoayy ooz woij
$1010®] [BUINXHY MO[q SAIBI JOO dARY 1BY) S9ouTA0Id oY) UT SUWLIT] SUOTIBAIOSQO TBIA-WLIT] ZOL T (BUIYD T pue JgO [BIOUTAOI] (0202) v 12 udYD
TN JO 9snedoq edueuIojIodopun
“1oyIeWw sk [[om sk ‘Funerado 1o31ow-1sod aaey
SULIT) J0SI9W Y0038-10J-3901S 'S 29Npal
03 9onpo1d19A0 s1a1boe ‘A[Ie[IWIG "SWId)
J1paI1d Surxe[a1 ygnoay) pajendiueua o1e s9[es
ey} 9)BIIPUI $)[NSAT JY}IN,] "ToFIoW 210Joq
SOATIURIUT 1911END OY) UT S[ENIOOL JUALIND ATRUOTIOIOSIP €107 PUB (0661 U2IMIdq
1oy1ew [eyde) I9US1Y Ul )[NSaIT SI9TIAW }2018-10J-)001§ SUOIIBAIISQO JBIA-WLIT] [87T ‘S N Y PUe S13319W }90)$-10J-)001§ (0707) ued pue sueyd

udy |, S)[nSax Ay Jdueg uonsanb yoaeasay (s)loyiny

(ponunuo)) T ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

4318

ACCOUNTING

uonensoy

S[0IIu0d
pue dUBUIIA0D

S[onuod
pue DUBUIIA0D

uonen3oy

S[0IIU0D
PUE 0UBUIIAOD)

S[01IU0d
pue 3dUBUIA0D

(afaanz

uonen3oy
/3unaodar [erourulg

& FINANCE

XSIAV pue dOYJV Suronpas

Aq Arurewr Y S[1e1INnd smey SO Jo uondope ay L
sIoSeURW PIYIUIIIUD
m saruedwod ur NG Y pue L1j1qe)s diysioumo
[euonMINSUI udam1aq drysuone[al ou sI 219y}
‘1oA9MOY “K31TIqR)s dIYSIOUMO [BUOTIN)TISUT

PUR NI Y U99M)9q PUNOJ ST UOTIBIOOSSE 9ANBSOU

1891} SUI[[0S-)I0YS [QAJ[-WLIT] puk UoNod101d
IOP[OYAIRYS [9A]-A1}UNOD JO 109)J9 FulI0)TUOW
aAnmnsqns & Sunearpur ‘uonosiord 1apjoyareys
Yeom [Im sarrunod ur Sunerado swry £q UOALIP
A[urewr ) nsax Y SP9NPAI 1BAIY) SUI[[s-110YS

JNA Y TOMO[ UT $}[NSAT
uoneSnI| Jo YSLI 9Y} 1BY) SUIILOIPUI ‘SINSO[ISIP
onstwndo axow Yyrm surLIy 10§ paounouold
210U 2B SI[NSAI Y} puk SUI[NI }INDIT) YIUIN

Q) 19)JB A Y UI 9SBAIOUI UB 9)BIIPUI SI[NSAI Y I,

21nno Auedwos aAr BAOUUT
SS9 © Ul s195RURW URY) N Y 191813 Ul 95e3ud
2In3nod Aurdwod 9AIBAOUUT AIOW © UT SIOSRUBIA

WHY 10 IWHV ysnoiy)
spremdn sSurures aeurw sQgD Surosino eyl

110ddns jou op 3 Nsa1 Y, "SPIRMUMOP STUTUILD
ofeuRW 0] S[ENIOOR ASN 0) PU) JOU OP SOHD

MU JSBIU0D Ag s1oAouIn) O 19} sSuruIed
2s0109p A[11eI0dWoe) 0) N SN 01 pud) SWLIL]

ad £y Aue jo juowaseuew

sSurures wodj jord o) sonrunyroddo oy

JIWI] SUOIIOLIISAT FUIpLI) JOPISUl A1BIUN]OA

IIBIDAQ JAH Y UI 9SBAIOUT JUALINOUOD OU INq

suoro1saI Surper) 1opisul jo uonidope o) 193je
JNAYV Ul 95BI0P TUBIIJIUSIS B JUIWNIOP SINSIY

L00T-0861 poriad ayy
10J SUOTJBAIOSQO TROA-WUIT 09 8 ‘SN

910T
pue /(07 WOIJ SUOTIBAIISQO $0T] ‘SN

S107-€00T porsad ayy
10J SALIIUNOD 77 WOIJ SUOI)BAIISQO
JRIA-WLIT) [6G 7] ([RUOTIRUIIU]

€00T-$661 porrod
9} JOAO SUOTIBAIOSQO GTTST SN

(LINV) JInL [BOTUBYIIN
uozewy wolj syuedronted /¢
“uowrrodxe juedionied-usomiaq X ¢

[41\4
01 GO WOIJ SUONBAIISGO [06] SN

CI0T 01 9661 WOody SWI TETT -SN

INTA
pue (D) seInjels Aouaninsuo))

A pue
Anpiqels digsioumo [euonninsuy

T pue jeaI1y) Sul[es-110yg

INF Y pue (Surnr
INDILD) YIUIN) YSLE uonesnIy

AR
pue 2In3no 3je10dI09d dARAOUU]

A pue aInuadl Q4D

NTY pUe WAV

U29M12q 199JJ0 UONNINSqNS

) pu® SUONILIISAT
Surpen 1opisul o1j1oads-urg

(0202) IN

(0207) 17 12 ysyoprey]

(0T07) "1v 12 Suelr

(0207) v 12 Suenyq

(02707) sowudsdsnn

(0207) ‘7P 12 BWISIIID)

(0207) *Jv 12 eSO BIOIED

ELIEL |

S)[nSax Ay

Jdueg

uonsanb yoreasay

(s)1opny

(ponunuo)) T ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

) (sanunuo))
<
N
5
&
[-] S[e03 SUTUIRD JASIYOR 0] SUBO[
r\ Jo douenssi ay) Funsagans ‘syjuow om) IsIij
SOATIUROUL 9y} uI uey) Io}1enb [BOSI] B JO YIUOW PIIY) Y} L10T 01 €661 INA Y JO wsTuRYOIW
m @ joyrew [eyde)) Ul SURO[ 9IOW 9)JRNIUT SIOPUI] POUTRIISUOI-0UIOIU] wolj sueo] PajedIpuis 000°sor :SN © Se suoreuIS1Io ueo| pajedIpuig (1207) uerrg
_M m SWIy 1.5ddSNS Jo
w m suonearduwr sgurured ayj ajerodroour A[[nj arow
m = sysAjeue Junsaddns ‘sonprodoad 1seoa10) sisheur
<4 S[0JIU0D oY) PUB SAINSLAW A Y U9IM)2q UOTIR[AI SUOIJBAIISQO JROA-WLIT) 9]¢ 6] sonjradourd 1seo210j
PUB 90UBUIOAOD) aanisod 1sa8uons Y} 1QIYXo surIy 1DIJSNS-UON UM 6102 03 100 porrad ojdwes :§N SisA[eue [eroueulj pue Y (1207) */v 12 1911
juowaseurw sSurured jo sad£y yjoq
U0 YSLI 9JBWI[O JO §109JJd UTRW I} SUAYITUa1s
90UBUIdA0F JO A)11enb [9A9[-A1IUN0 d10WLIdY)IN ] 910T 01 §00T wotj porrad
INAY PUB NIV Y109 ul 28e3ud 03 A[oY1] 210W o)) SuLINp SALIIUNOD 9 WIOT] R
$10)0€] [BUIOIXT oIk YSLI 9JRWIO JOYSIY [IIM SOLI)UNOD UT SWLIT] SUOTIBAIOSQO /68°p8] ([RUOTIRUIU] U0 YSLI 9JBWI[O JO dOUIN[JUT dY I, (1207) v 12 SwiQ
onyeA WLty
Q0NPaI [[IM )T YudSeueW SSUTUIRI 9)BOSNJqO
S[01IU0D 01 SO 2rowoid s1ageurw JT ‘NI PUL YSD $10T 01 0107 Wwoljy
PUB 20UBUIOAOD) uoamiaq drysuonejar aaneSou pue JuedIjIusis y SUOIIBAIOSQO JBIA-WLIT] GGHE [UBMIB] anyeA wuy pue WY 4SO (1207) Suny pue uay)
NFY pue
AVI [BUI0)X3 Jo os1110dxa o1jroads-urary uoamiaq
drysuoryear o) sojeropowr Ansnpur s1opraord
AVI [BUINXT INTY 19MO] YIIM PIIBIDOSSE ST L10T 01 S00T wolj N pue SuroInosino
Sunipny asrp1adxo orjroads-unry s1opiaoid Jy] [BUIIXT SUOT)BAIOSQO TRIA-ULIT 876 (UBWIQ (V) uonouny jIpne [euIdU] (1202) '/v 12 yemieeg
sjuedronaed joyIew
payeonsiydos se s19[[as 110ys Jo Suriojruou
[BUIIXD 0} PIOAE O} JNH Y 9SIUNINIIS-0)-PpIey
01 SUIY0)IMS SIOTRUBW [IIM JU)SISUOD ST SIY I, SjuapNIs ssaulsng
‘POXEB[AI ATE SUOIOLIISAT SUI[[0S-110YS UayMm 9jenpeiSiopun pue ajenpeis
S[0IIU0D NIV 01 9ANIB[aI A Y 2SN 0) A[oYI] o10W a18 $/ Sursn uSisop syuedronred A pue Loudredsuen
PUB QOURUIIAOD) s1o8eurw ‘Koudredsuen) Jurprodar jo douasard ay) ug -u0aM19q 7 X  [ejudwrradxyg Suniodar ‘arnssaxd Surf[es-110yg (0207) “1v 12 dweyouudy
udy |, S)[nSax Ay Jdueg uonsanb yoaeasay (s)loyiny
(penunuod) T ATAVL




1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

doururiojrad

Sunerado arning yum K[9A1ES9U PIIRIDOSSE ST

JI0M)aU [€100S OFD 9316l © AQ paonpur NI

JO [9A9] oY T, "suos1ad [erjuan[jur pue pourIojur
QIOW JIM $309UU0D OFD) ) UdYM IaFUO0I)S ST
9ZIs JI0M)OU QD PUB NH Y Uoom1aq uonefal

S[01}U0D aantsod Y I “INA Y JO SONI[I}R[OA PUE S[IAJ] 10T 03 000 WoIj
pUB QOURUIIAOD) 19YSIY YIIM PIRIDOSSE T8 SOHD PAIOUUOI-[[OA SUOIIBAIISQO JROA-WLIT) $77HT :SN A pue [eyides [e100s Q4D (1202) ‘v 12 u1jj1ID)

SYO0YS JayIeaM (SUISLIIOIP) SUISBIIOUI-PUBUIP
0} osuodsar ur s|eoT sTUTUILO UTR]IAD AAJIYOR 0}
J9PIO UI S[9AQ] PA10adxd wolj ‘INT Y 10J Axord T
$10)0B] [BUI)IXH ® ‘TUIAIS 9[QBILIBYD (9SBAIOIP) ASBAIOUI SWIL] 9[0T O) 00T WOIJ SWLIT) SaNIIIN [G S PUB $)O0YS PUBWAP [RUIANXT (1207) “7v 12 19SA1ID)
AKnoas qof
10 [[o1ARd $a5LAIOUT 11 UdYM JOU INQ SISO qof 10
SINO 95 M UT SI[NSAI I USYM A Y S9ONPaI spIeoq
91e10d109 UO UONBIUISAIdaT ToxIOM ‘A[ROTJI09dg
S[01IU0D 'SP FULIOIUOW 1197} JBUTWOP SIATIUOUT S10T 01 600 Woljy NAY pue spIeoq a1e10di0o
PUB 20URUIIAOD) uonestwrxew [joiked soanejuasardar 1oyIom ay L SUOIBAIOSQO JBAA-WLIT] §/ 6 :AUBUWLION) uo uoreuasardar 1IN (1207) /v 12 uosea[D

s1eaA 7 Juanbasqns
Q) Ul YO JOMO[ UT §}[NSaI 18K JUALIND Y} UT
AOYUdV 21 1By} MOYS §159] I9YIN ] "pIysIutwip

103339 s1yy poraad [] SVAS-Isod ayy Sutinp (L0-900C
‘10AMOH "OUd YV 12yS1y pey ‘9feroae uo pu® $0—€£007) SUOIIBAIISQO 18K
vonensoy  ‘swyy3oadsns ayy ‘porad [ SVIS-xd oy3 Suing -WLIT pTp9 1wl SuLIndRIIURW N JNEE PUT [SISVAS  (IZ07) uosuyof pue 1p[eo

SHIOMIAU [RID0S OFD) URY) JudWwageurw sSuUItILs
UO 90UIN[JUT J19JBAIS © JABY SYIOMIAU [BID0S 0D
I9A0QIOJA] "SAIIIATIOR [BID0S IOYJO PUE UOTBONP

(afaanz

y3nouy) suono2UU0d ULy} JuswSeurw
sSuruIes uo joedwr 10)8aI3 B 9ARY S0UILIAdXd

6] @ Supprom [euorssajoid ised jo suoroauuood jey)

W Z SMOUS SISA[eue [BUONIPPY "INHY PUB WAV

W ANn S[011U0D 10q ysnoayy sfurured SurSeuruw ul 9AIssoI33e L10T PU® 0] U2am1aq JNH Y PUB S9AIINIIXD

@ = pUE QOURUIIAOD QIOW 1B SIATINOIXI PAIIAUUOI A[[BIOOS JIM SWLIT] SUOIBAIISQO JRIA-WLIT) 0TLLT SN do3 JO S)10M1aU [BIDOS [BUIAIXT (TT0Q) “1v 12 Sueq
Q

< udy |, S)[nSax Ay Jdueg uonsanb yoaeasay (s)loyiny

4320

(ponunuo)) T ATAVL



1467629x, 2022, 4, Downloaded from https://onlinelibrary.wiley.com/doi/10.1111/acfi.12968 by Ministry Of Health, Wiley Online Library on [11/02/2024]. See the Terms and Conditions (https://onlinelibrary.wiley.com/terms-and-conditions) on Wiley Online Library for rules of use; OA articles are governed by the applicable Creative Commons License

4321

*19PIO [BOITO[OUOIYD Ul PAISI] o1k d[qe) s1y) ul sxoded oy 210N

NHY pue 19pud3
J0O)IpNE UT AFUBYD UM 9IUIIJJIP JUBIIJTUSIS

(afaanz

Ou SI 1Y I, "INAV 1oMO] A[IUBIIJIUSIS [Im 910Z 01 600 WO1J SUOIIBAIISQO T PUB NV Uaamlaq
o Sunipny  pojeroosse aIe s1o)pne a[ewy £q paypne sarueduwo)) Tedk-waty 0SeASLA €6L1N JJO-opeI} 2y} puk I9puas I10)Ipny (zZ207) 17 12 nsnmQ
W m poriad uonengai-jsod
W ANn WLI9)-1I0YS dY) ul A[uo A[3uedIjrugis pasearddp
@ = sey ‘Isenuod ul ‘NgVy poriad uonenga-jsod porrad XOs-1sod ayy ur INH Y
M 9] (81-L007) w12} FUo[ pue (90—€00T) Wid} 110Ys 810T 01 9661 Wo1j pu® NV JO 2OUBIIJIUTIS
uorne[nsoy A1) Y)0q Ul A[IUedIJIUSIS PaseaIodp sey N SUOT)BAIOSQO TRIA-ULIT) $G€ 9T SN pue [0A9] aY) ur a5ueyD) (7202) 1v 12 1poquedsg
1onpuodsIw

[eroueulj ur Surgesud 03 JJrys 031 A[oI] dI0W
a1e Aoty ‘1joy1 a8em ur Surdedus Jysned are
SULILJ 90UO ‘I9AIMOH "P103)9pun sI1Jayl Y}

J11ONPUOISIW [RIDUBULY 0} SPEI] 1JoY} 9T ey JONPUOISIU [BIOUBUTL)
'$)S80AI0] ISA[RUR J80q 10 Jou Jsnf A3y yorym ur S10T 0} 10§ 9INIISQNS B ST “WSTUBYIIW
Sunaiodai reroueury s1eak ur Ajpuanbary arow 1joy) o8em ur a8e3ud swIT] $00 WOIJ SUOIJBAIISQO 769°9] :SN INAY U se 3oy} oSem IaIOY (1207) uepueunysey

uonsimboe paseq-yo03s ur porrad
(X0S-1s0d) XOS-21d a3 Suranp Appuesijrusis

(PaseaI03p) pasealoul INHV JO 2s) "XOS oY} L10T
SOATIURIUT 191Je PUB 910J9q [10q JUIWIOUNOUUR 19F10W pue /861 U0aMm1aq surlly Surrmbow XOS 92U} 19}Je puk 910Joq SULIT]
joyrew [eyde) 91} 210j2q s19)1enb JYSI0 UT T Y pasn surlry 1031e] 898 pu® swiy 195181 6607 SN 19818 urjuswaseurw sJuruIeyg (1207) v 12 [RYSNN
$1921Jj0 Sunerado Joryo Jurajoaur A pue (son
san £q Ajurewr udALIp st 1ey} digsuoneor e [euIo}Ul) PIROq 9) U0 SUIAIIS
S[O1IU0D N pue son [euIejul uoamloq drysuoneror 810C PU® [00T U2aM1dq JOU SAIINOIXI PUL SIODAIIP (7207) ueAy2I A
PUB 90U RUIOAOD) jueoljTudIs A[[eurSiew pue 9ANLSU © ST IOY I, porrad o) 10A0 SIRIA-WLITJ €h6°Ch 1SN OPISINO U9OM]Oq UOTIOAUUO)) pue ysejoy

POAIaSQO sem N Y Ul afueyo

S[OI}U0D JUQISISUOD OU A[IYM ‘INHY PISeIoIPp ornyrpuadxo L10T 03 TT0T Woly juowoSeuew
PUE 90UBUIIAOD) ASD JO 2yepuBRw Y} JRY) AIBIIPUT SINSAY SUOIJBAIISQO TRIA-WLIT 979G RIPU] s3urures pue juoweSesud YD (1202) "1v 12 uRWIIH
dudy I, S)[NSax A3 Jdweg uonsanb yoreasay (s)1oyiny

(ponunuo)) T ATAVL




4322 | ACCOUNTING
& FINANCE  ‘Cafaanz

to reduce information asymmetry between managers and external investors (Spence, 2002).
Supporting this signalling view of REM, Jiang et al. (2018) find that current-period REM is
positively associated with future performance for a sample of international firms: a finding
that is more pronounced for countries having strong institutional environments. Using evi-
dence from the US, Gunny (2010) and Al-Shattarat et al. (2018) also support the signalling view
of REM. They find that SUSPECT firms have relatively better subsequent performance than
firms that do not engage in REM and that miss or just meet the benchmarks. Beyer ez al. (2018),
too, find support for the signalling view, and the response to such signalling is more pro-
nounced for firms with an opaque information environment. In addition, the paper also doc-
uments that the signalling role becomes stronger when REM is costly, and the incentives to
meet and/beat earnings targets are weak. Dyreng et al. (2022) document that shareholders at
high violation risk firms are better off when their firms successfully engage in covenant-related
earnings management compared with shareholders at comparable firms that violate a cove-
nant but do not engage in covenant-related earnings management.

4.2 | Financial reporting, capital and credit market consequences of REM

With respect to the timing of earnings announcements, it is documented that not all firms dis-
close good news early. Trueman (1990) proposes that late announcers with good news are more
prone to earnings management, among other characteristics — a theory that is empirically
tested by Kim et al. (2021). The authors document that good news firms managing earnings
through AEM are more likely to delay announcements. However, there is no association be-
tween REM and late earnings announcements because REM are undertaken across the year.
Black et al. (2017) examine the impact of REM on non-GAAP reporting practices and find that
when the GAAP reporting reveals firms as meeting benchmarks, it is unlikely that managers
will use non-GA AP disclosures. However, when managers meet expectations using REM, they
are significantly less likely to report a non-GAAP earnings metric. In sum, Black ez al. (2017)
suggest that managers follow the sequence of GAAP reporting, REM, AEM and non-GAAP
reporting to meet and beat benchmarks, but do not show whether managerial opportunism
or signalling intentions affect the sequential nature. Using excessive working capital to meas-
ure balance sheet bloat as a mechanism of REM, Ettredge et al. (2010) find a systematically
high level of balance sheet bloat for firms later issuing fraudulent financial reports. Li (2019)
documents a negative relationship between REM and earnings persistence that weakens the
predictive ability of earnings for future cash flows. These findings therefore support the op-
portunistic use of REM.

Because the true performance of the firm is disguised by earnings management and the
usefulness of accounting numbers as an evaluation and monitoring tool is weakened, lenders
are motivated to exert efforts to identify and penalise such practices (Pappas et al., 2019). If
lenders are able to detect REM, they are likely to respond with stricter loan terms. Using evi-
dence from the private loan market in the US, Pappas et al. (2019) find that, as REM increases,
the loan contract terms become stricter. Chen et al. (2015) also find that REM and bond yield
spread are positively associated, suggesting that REM increases the credit risk. These findings
reveal that lenders factor REM into their credit decisions and respond accordingly. However,
Li et al. (2018) document that banks fail to detect REM in China, but the study does not shed
light on whether bank characteristics, i.e., large versus smaller banks, or local versus foreign
banks, moderate the association or not. This segregation may affect the results, as large and
foreign banks will have expert lending teams, while state-owned banks will have their own
lending incentives (client's political affiliation).

In contrast, investors may view REM as less costly than AEM, and are likely to assume that
smoothed earnings are derived from smoothed actual operating activities (Kim et al., 2021).
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Supporting this view, Kim et al. (2021) find that REM and credit default swap spread are
negatively associated, suggesting that real earnings smoothing reduces creditors' perceived
risk. Crabtree et al. (2014) suggest a negative association between REM and perceived credit
risk, resulting in a lower bond rating and a higher market yield of the firm's debt at issuance.
Lin and Shen (2015) examine the impact of earnings management on credit risk under the
condition of idiosyncratic risk in family firms. Based on the evidence from Taiwan, Lin and
Shen (2015) find that REM affects credit risk negatively while controlling for idiosyncratic risk
in family firms. These findings suggest that irrespective of the incentive to engage in REM, the
trade-off between REM and AEM has dominated investor response to earnings management.

However, evidence also suggests that managerial opportunistic use of REM adversely
affects shareholder wealth. Khurana et al. (2018), for example, find that real earnings
smoothing is positively related to one-year-ahead stock price crash risk, a finding that is
primarily driven by overinvestment and resource diversion channels. Francis et al. (2016b)
also find a positive association between deviation from real operations and crash likelihood
in the next period. The authors argue that when investors observe the release of bad news
hidden via REM all at once, together with the negative economic consequences of REM,
the crash risk is more acute than when the investors observe only the bad news release.**
Mellado-Cid et al. (2019) document a positive association between a firm's REM and the
volatility spread. As REM causes uncertainties in future cash flows, option investors are
more likely to take long positions in put options, rather than call options (Mellado-Cid
et al., 2019), expecting a stock price decline. Abad ez al. (2018) show that when firms have
(do not have) incentives to achieve earnings benchmarks, the REM is positively (negatively)
associated with information asymmetry. Finally, Kim and Sohn (2013) find that implied
cost of equity is positively associated with REM. This positive association is stronger for
SUSPECT firms. Park (2017) examines whether short sellers capitalise the overvaluation of
firms attributable to REM and find that, while short interest is negatively related to abnor-
mal cash flows from operations, it is positively associated with abnormal production costs.
In conclusion, the majority of prior research suggests that managerial opportunism is the
dominant motivation for engaging in REM to derive various financial reporting and capital
market benefits. However, there is also some evidence to support the efficiency arguments
for engaging in REM. In addition, managers do weigh the relative costs and benefits of
using REM and AEM.

4.3 | REM and tax avoidance

AEM has minimal tax consequences while REM increases income tax expenses, making
it costlier than AEM (Zang, 2012). The increased tax burden attributable to REM can be
reduced through aggressive tax planning, but at the expense of increased regulatory scru-
tiny. Katdonski and Jewartowski (2020) find that SUSPECT firms that use REM as a tool
to meet or beat earnings targets are less tax aggressive than their non-REM-using peers.
Further results indicate that overvalued firms engaged in REM activities are less aggres-
sive tax planners than their peers, and SUSPECT firms with high analyst coverage are less
aggressive tax planners than firms with less analyst coverage. However, the paper does
not use a matched sample of the benchmark and non-benchmark firms. In a related work,
Sanchez-Ballesta and Yagtie (2021) find that SMEs are involved in both AEM and REM,
and avoid taxes but are less (more) tax aggressive when they have (no) incentives to report
higher income.

**The two studies differ in that Khurana et al. (2018b) examine real smoothing resulting from both upward and downward REM
while Francis et al. (2016b) emphasise upward REM only, used to meet earnings benchmarks.
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4.4 | REM and corporate governance

The hierarchical power structure within the organisation suggests that CEOs can exert signifi-
cant influence over CFOs, and one mechanism to achieve such influence is to have co-opted
CFOs, i.e., CFOs hired after a CEO has taken office. Dikolli et al. (2021) theorise that such co-
opted CFOs will be more likely to engage in opportunistic REM to reach earnings targets, thus
affecting CEO compensation favourably. The authors find support for this hypothesis, but
only for firms with newly co-opted CFOs and in the post-SOX period — the latter supporting
the substitution hypothesis between AEM and REM in meeting earnings benchmarks. REM
could cause more damage for the clients' survival and future operating performance. Further,
clients' REM and potential bankruptcy may pose greater legal and reputational risks to audi-
tors. Consequently, auditors view REM as being of higher risk than AEM. Hence, the REM
premium could be higher than the AEM premium. Choi et al. (2021) find that the average audit
fee premium is higher for REM than for AEM for a sample of international firms. Greiner
et al. (2017) suggest that auditors would require additional substantive testing to gain sufficient
audit evidence and, hence, would require a fee premium. They find supportive evidence and
also document that firms engaging in aggressive REM have a longer audit report lag, evidence
consistent with increased audit effort for such firms. Pacheco-Paredes and Wheatley (2021)
confirm the findings of Greiner et al. (2017) but for non-accelerated filers only, suggesting that
auditors engage in greater audit efforts in detecting REM only when they are allowed suffi-
cient time to do so.

Using an experimental setting, Commerford ez al. (2019) examine whether REM matters
to auditors, mainly because of what REM indicates about management, or because of what
REM suggests about audit-related risks. Their 3 x 2 between-subjects experiment revealed that
auditors are less likely to retain clients when they employ explicit REM, regardless of their
intention to meet and beat earnings benchmarks. However, when clients employ more ambig-
uous REM, auditors are less likely to retain them in the context of an intention to meet and
beat earnings benchmarks. Kim and Park (2014) also provide evidence to suggest that auditors
are likely to drop clients who engage in REM through cash flow manipulation. Their evidence
for auditors' client retention decisions is stronger when the REM is motivated by managerial
opportunistic intentions, such as meeting and beating earnings targets. Based on the two-
stage process of CIT, Commerford ez al. (2018) argue that auditors have a cascading effect of
observed dispositional inferences of managerial REM behaviour. The authors argue and find
evidence to suggest that when managers use REM, auditors first perceive them as aggressive
and, as a result, increase scrutiny in managers' accrual earnings management. Consistent with
both audit standards and theory, their paper finds that auditors are more likely to propose an
adjustment only when an audit difference is qualitatively material.

4.5 | Section summary

Studies that examined the consequences of REM are fewer in number than the ones examin-
ing the determinants of REM and, importantly, provide inconclusive evidence. For example,
the signalling argument introduced in the Gunny (2010) paper has been challenged by other
research, such as Cohen and Zarowin (2010) and Kothari et al. (2016), but supported by Al-
Shattarat et al. (2018). Research on credit and the capital market consequences of REM also
provides mixed evidence. One stream suggests that REM is difficult to detect, increases uncer-
tainties in future cash flows and, consequently, increases credit risk, stock price crash risk and
cost of equity. In contrast, others suggest that REM produces smooth earnings and, as a result,
reduces credit risk. In conclusion, accounting and finance researchers have paid relatively little
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attention to the consequences of REM, and the few studies published provide inconclusive
evidence. Table 2 summarises the key findings of papers surveyed in this section.

5 | POTENTIAL FUTURE RESEARCH DIRECTIONS

Based on this survey of the extensive literature on, primarily, the determinants and, to some
extent, the consequences of REM, we offer some suggestions for future research below.

5.1 | Methodological issues surrounding the measurement of REM

As summarised in Section 2, the Roychowdhury (2006) measure dominates the measure-
ment of REM, both in the US and internationally, despite the fact that this measure suffers
from some limitations (Cohen et al., 2020; Gilliam, 2021; Srivastava, 2019). For example,
Cohen et al. (2020) express concerns that the existing studies use endogenous variations in
firms' economic environments to examine REM. This approach is questionable, because
the omitted factors that drive the firm's underlying economic environment may be corre-
lated with the decisions that are used to identify earnings management strategies. Whether
performance-matching REM measures (Cohen et al., 2020) might provide more robust evi-
dence requires further attention. Our survey has not found much evidence that research-
ers have incorporated such measures in order to test whether their findings hold, using
alternatives.

Before testing the hypothesis in the context of REM, researchers must identify and estab-
lish a setting that provides incentives for managers to engage in earnings management. For
example, meeting and beating earnings thresholds, such as avoiding a loss, beating last
year's earnings, and meeting analysts' forecasts, are common incentives for managers to
engage in earnings management (Burgstahler & Dichev, 1997; Graham et al., 2005). Suspect
firms provide a setting within which managers have incentives to engage in earnings man-
agement. However, many of our surveyed papers have not considered such settings before
testing their hypotheses. In particular, many non-US studies have not tested their hypothe-
ses in a context that provides incentives for managers to engage in REM. Therefore, they
need to first examine how managers act when they are faced with missing a threshold, such
as zero earnings or last year's earnings.”” Future research, which uses non-US data, could
follow procedures similar to those of Roychowdhury (2006), Burgstahler and Dichev (1997)
and Gilliam (2021) in order to establish a setting, before moving to testing the determinants
and consequences of REM. However, a caveat is in order. As pointed out by Grieser
et al. (2021, p. 906), ‘Researchers often identify firms that they suspect managed earnings ...
and proceed to work backward to identify the accounting or operating choices that allowed
the firm to meet the target or expectation ...., the ex post nature of these investigations
often does not allow one to gauge the importance or magnitude of earnings management
activities for a general firm population.” It would be more informative to examine exoge-
nous shock(s) that might affect unmanaged earnings and then investigate firms' reporting
behaviour.

BResearchers often document the use of earnings management as the possible reason behind the kink (Burgstahler &

Dichev, 1997). However, Gilliam et al. (2015) document that the zero-earnings discontinuity becomes less kinky after 2002: the
year in which the SOX was enacted, and managers switched to REM. Dechow er al. (2003) fail to find any significant difference in
AEM between small profit and small loss firms. Makarem et al. (2018) extend this to the REM setting, but only for zero-earnings
and earnings change benchmarks. Meeting or beating analyst forecasts continues to be an important benchmark, particularly in
the US. We encourage international studies to consider all three thresholds, as it is not apparent which of the three incentives is
more dominant.
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An overwhelming majority of REM research assumes that REM is opportunistic. It is
crucial to determine whether deviation from real activities can be interpreted as opportun-
ism. In other words, researchers have to disentangle ‘opportunism’ vs ‘efficiency’ arguments.
Gilliam (2021) argues that model bias contributes to the above problem. Although prior re-
search used suspect firms, and labelled deviation from real operations as opportunistic earn-
ings management, it is necessary to establish the presence of opportunism in these suspect
firms. For example, future research should test whether non-suspect firms in the sample, i.e.,
firms that just miss thresholds, such as loss avoidance, are also significantly associated with
REM measures. If this is the case, then the original interpretation that managers employ REM
to meet and beat thresholds is called into question. Therefore, future research should first rule
out that the non-suspect firms are not using REM, so that it can be established that managers
use REM for opportunistic reasons. Then other variables of interest, such as intended deter-
minants and consequences, can be introduced into the models. We emphasise this procedure
particularly in the non-US-based studies.

Further, we recommend that future research should also consider the issues associated with
the models (as discussed in Section 2), when considering ‘opportunism’ vs ‘efficiency’. If the
managers are not engaging in REM for opportunistic reasons, then it is important to un-
derstand whether they are using REM for signalling purposes. As explained in Section 4.1,
research finds evidence, from both US and non-US settings, that managers do use REM for
signalling intentions (Al-Shattarat ez al., 2018; Gunny, 2010; Jiang et al., 2018). Further evi-
dence on signalling intentions using state-of-the-art models will help us to gain more insights
into the ‘opportunism’ vs ‘efficiency’ arguments. To establish a setting and to disentangle
‘opportunism’ vs ‘efficiency’, future research can use inductive research methodologies such
as qualitative in-depth inquiries to determine ‘why’ and ‘how’ managers deviate from real
activities. The findings from these qualitative investigations will reveal deeper insights into
managerial earnings management behaviour, which may give a basis to disentangle ‘oppor-
tunism’ vs ‘efficiency’. Experimental research can also be used to unravel the above issues. The
experimental method is superior to traditional archival research in measuring the intervening
processes and psychological factors that could shed light on such issues as whether individual
personality characteristics moderate the REM behaviour.

As presented in Section 3, inconclusive evidence exists about the substitution between AEM
and REM. Although earlier studies such as Cohen et al. (2008) and Cohen and Zarowin (2010)
provide evidence of substitution between REM and AEM post-SOX, later research did not
provide support for this assertion. For example, Pincus et a/. (2022) find REM and AEM be-
have as substitutes in the period preceding SOX but, contrary to Cohen et al. (2008), Pincus
et al. (2022) find a significantly weakened substitution effect in the post-SOX period.*®
Espahbodi et al. (2022), too, report that both REM and AEM decreased significantly in the
short term in the post-regulation period (2003-2006). Some of these contradictory findings are
attributed to model bias (Gilliam, 2021; Pincus et al., 2022). Therefore, future research should
investigate the REM and AEM substitution effect using the models suggested by later research
(see Section 2).

We further recommend that future research considers other mechanisms that managers use
for substitution such as classification shifting. Classification shifting is the process of vertical
movement of items, i.e., shifting expenses from core expenses, such as cost of goods sold, and
selling, general and administrative expenses, to special items in order to inflate core earn-
ings. McVay (2006) finds that this practice of earnings management also enables managers to
meet and beat earnings thresholds, thereby supporting the opportunistic incentive. Abernathy
et al. (2014) find that when REM is constrained by factors such as higher tax rates, poorer

*Cohen and Lys (2022), however, criticise Pincus et al. (2022) by suggesting that they do not incorporate recent developments in
the measurement of REM and the changing information environment.
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financial conditions, higher institutional ownership and lower industry market share, manag-
ers use classification shifting. Future research can investigate whether classification shifting
and REM together substitute AEM in the post-SOX period. Future research should also con-
sider the costs and timing of alternative earnings management strategies, such as REM, AEM
and classification shifting, and incorporate these into their model formulation. As discussed in
Section 3.1, Fan and Liu's (2017) study is important in this direction, whereby they document
that misclassification of expenses and REM can be used as alternative earnings management
strategies to meet different earnings benchmarks. Although some non-US evidence does exist
(Haw et al., 2011), more international investigations are needed in the space of classification
shifting, and the trade-off between REM and classification shifting. Although we know some
evidence from the field regarding managerial REM behaviour (e.g., Graham et al., 2005), more
survey and qualitative inquiries into the practice of classification shifting can reveal deeper
insights.

5.2 | Other research opportunities

Departing from the mainstream public firm research, some studies investigated the non-profit
sector's REM practices, and private firms' REM practices (Eldenburg et al., 2011; Heese, 2018).
However, compared to the abundance of research on REM in public firms, more research is
warranted in not-for-profit and private firms in order to understand their managerial motiva-
tions for REM. As discussed above, the capital market pressure for meeting or beating earn-
ings is much less pronounced for private firms, as opposed to public firms, so researchers need
to better understand what other factors incentivise managers to engage in REM activities in
private firms and not-for-profit organisations. Regulations aimed at curbing REM will be in-
effective unless such incentives can be unravelled.

Our survey has highlighted managerial incentives for engaging in alternative earnings man-
agement strategies to withstand capital market pressure to meet earnings benchmarks. The
passage of legislation appears to have accentuated this unintended consequence. However,
more international evidence is required to ascertain whether this substitution effect is moder-
ated by country-level institutional features. Effective institutional reforms should reduce the
opportunity for REM in general. The recent paper examining the impact of SFAS 151 on REM
in the US is an example of the impact of accounting reforms on curbing REM. This can be
extended internationally to countries adopting IFRS and some other specific standards that
have significant bearings on REM.

The literature on the debt market incentives for REM generally suggest that firms engaging
in REM can favourably influence bank and rating agencies' perceptions about their credit risk
(Alissa et al., 2013; Brown et al., 2015). However, this strand of literature does not consider the
long-term consequences of the additional debt burden: obtaining more loans through REM
might result in higher defaults on loans. Also, improving credit ratings through REM should
result in reversal of the credit rating, as earnings management cannot be sustained over a lon-
ger window. We encourage future research on these issues to improve our understanding of the
implications of REM for debt market transactions.

Although our review has demonstrated the important role that internal and external cor-
porate governance mechanisms play in attenuating, or in some cases accentuating, REM be-
haviour, we highlight the following gaps in the existing body of corporate governance and
REM research. First, research on the relationship between REM and the risk management
committee, an important monitoring mechanism, is missing from the literature. Given that
REM is considered to be a product of managerial myopic behaviour, the effects on REM ac-
tivities of risk management committees and enterprise risk management programmes, and the
characteristics of chief risk officers, would be an avenue for interesting future research (Kuo
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et al., 2021). Furthermore, the characteristics of nomination and/or remuneration committees
may be another relevant consideration for REM, since such committees play a significant role
in appointing key personnel, as well as in overseeing the design and disclosure of compensation
packages (Kanapathippillai et al., 2017).

Second, our survey also demonstrates that TMT characteristics are related to REM. Our
review echoes the concern of Plockinger et al. (2016) about testing manager-specific effects
explicitly, instead of measuring individual manager characteristics at firm level. Some sug-
gestions from Plockinger et al. (2016) include tracking individual managers across different
firms over time (Bertrand & Schoar, 2003), and performing comparisons of before and after
a particular TMT's time in office (Ge et al., 2011). These may have implications for REM be-
haviour. Reverse causality is also a concern since an executive might be actively looking for
employment with firms that suit his or her personality and preferences, and firms might be
appointing executives having certain personal styles and characteristics deliberately. Future
research linking upper echelons and REM could focus on particular research designs that may
provide remedies against the implications of reverse causality in existing studies.

Third, our review suggests that there remains more opportunities for research to fur-
ther explore the relationship between CSR and REM. Until recently, financial and CSR
reporting were developing separately. In order to promote integrated reporting, the Global
Reporting Initiative (GRI) announced the formation of the International Integrated
Reporting Council, which was formed on 2 August 2010. Integrated reporting involves re-
porting both financial and nonfinancial governance, business models and CSR information
in a single document. It should not be viewed merely as an extension of financial reporting
but, rather, as a governance-level commitment. Because integrated reporting is an overar-
ching reporting practice that enhances the ultimate transparency of corporate matters for
a broad range of stakeholders (Pavlopoulos et al., 2017), we believe that future research in-
vestigating the association between REM and integrated reporting would enrich the REM—
CSR nexus.

Fourth, although there have been cross-country studies on the relationship between exter-
nal governance mechanisms and REM (Enomoto et al., 2015), we believe more research studies
in this direction may yield fruitful discussions in the areas of institutionalisation of the global
capital market and issues of particular institutional background. For instance, REM determi-
nants may be based on a country-level corporate governance quality index (Lau et al., 2016),
economic uncertainties (Kim ez al., 2016) and comparisons between institutional environments
with or without the influence of Islamic finance practices (Alsaadi et al., 2017). Last, but not
least, very little is known about how various corporate governance factors, internal and exter-
nal, affect REM activities jointly. Research using path analysis should be a welcome addition
to this strand of the research.

6 | CONCLUSION

The current study is a timely review of the body of knowledge of REM, based on the papers
published from 2006 to 2021. Since the passage of SOX in 2002, research on the determinants
of REM has proliferated, owing primarily to a shift from more easily detectable AEM to
difficult-to-scrutinise REM actions. We surveyed and synthesised the REM literature with re-
spect to the measurement, determinants and consequences of REM. Our review suggests that
the existing REM literature has made little effort to adopt suggestions aimed at improving the
measurement models of REM originally proposed by Roychowdhury (2006). Second, the pas-
sage of the SOX, as well as IFRS internationally, motivated managers to engage more in REM
than in AEM. Capital market incentives arising from IPOs, SEOs and acquisition activities
also appear to drive firms' REM behaviour. A vast body of literature has examined the relation
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between REM and various factors related to corporate governance and controls. Some such
factors include corporate boards, TMT characteristics, incentive compensation structures, ex-
ternal ownership structure, market competition, and country-level political, economic, legal
and cultural characteristics. However, the evidence on the relation between corporate govern-
ance and REM remains mixed. Third, studies that examined the consequences of REM are
fewer in number than the ones that examined the determinants of REM and, importantly, also
provide inconclusive evidence.

Our review shows that the incentives and implications of REM have not been fully under-
stood, nor have any significant efforts been made to address the measurement issues in REM.
Furthermore, since Graham et al. (2005), very little has been done to understand management
willingness to commit to REM. Further investigation of REM is important, not only to inves-
tors and other stakeholders of the firm, but also to regulators, because REM has proved to be a
potential unintended consequence of restricting AEM by regulation. We offer a range of future
research directions with regard to improving the measurement of REM, and filling in the gaps
of empirical research investigating its determinants and consequences.
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