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ABOUT THE SUBJECT

Thetopicofearningsmanagementhasgainedahugeinternationalrelevance.AccordingtoHealyand
Wahlen (1999) “earnings management occurs when managers use judgment in financial reporting
andinstructuringtransactionstoalterfinancialreportstoeithermisleadsomestakeholdersaboutthe
underlyingeconomicperformanceofthecompanyortoinfluencecontractualoutcomesthatdepend
onreportedaccountingnumbers”(p.368).AccordingtoSchipper(1989)andBoucharebetal.(2014),
earningsmanagementispursuedwiththeintentionofobtainingsomeofitsownbenefitsassociated
withopportunisticactionstoincreaseordecreasenetearnings.Thus,theconceptofearningsmanage-
mentdealswithmaximization,minimization,andsmoothingofearnings(Copeland&Wojdak,1969).
Researchonearningsmanagementallowsus topredict futuremanagerbehavior.Basically,because
helpsidentifyingmanagers’behavioralpatternsandhowtheyuseaccountingpoliciesindifferentop-
portunisticcircumstances.

Researchonthesetopicshasbeenfocusedintheaccountingquality.However,earningsmanagement
continuestofacenewschallenges.Earningsmanagementmaybedifficultforindividualinvestorsto
detectduetothecomplexityofaccountingrules,thecharacteristicsofcorporategovernancestructures,
thekindoflinguisticsusedbymanagers,andtheinabilityofauditingsomesetsofdisclosures.Infact,
theoretically,firmswithlargeaccrualsandweakgovernancestructuresaremorelikelytoengagein
earningsmanagement.Developmentsinsocialpsychologyhavesuggestedthatsomelinguistics-based
methodscandetectfinancialmanipulation.Inasimplerway,accountingirregularities,deceptiverestate-
mentsandfinancialreportingaggressivenessareassociatedwiththetoneatthetop(Patteli&Pedrini,
2015)eitherintheCEOlettersorintheconferencecalls.Someofthesedocumentsincludevoluntary
informationthatisnotaudited,intrinsicallylinkedwithforward-lookinginformationonearningsan-
nouncements,futureperformanceanditsforecastingability.Consequently,ifthesepiecesofinformation
areassociatedwithearningsmanagementbehaviors,thiswillaffectinvestors’abilitytopredictfuture
earningsaccurately.

Therefore,itwouldbefruitfultoinvestigateanddisseminatetheresultsoftheoreticalandempirical
studiesthatrevealdifferentaspectsofearningsmanagementphenomenoninordertoobtaininsightful
knowledgeonhowtopromoteeffectivelythefinancialreportingtransparency.

Thisbookgathersseveralcoherentchapterswhichallow,onascientificbasis,todiscussatanin-
ternationallevelthenewdirectionsinearningsmanagementupgradedandrefocused,mainly,inissues
suchastheInternationalFinancialReportingStandards,CorporateGovernance,Auditing,PublicSector,
andEthics.
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EXPECTATIONS

Theeditorsintendthisbooktobeusefulforregulatoryauthoritiesandresearchersinthefieldoffinancial
accounting,corporategovernance,finance,impressionmanagement,andauditing.Throughdissemina-
tionoftheresearchfindingsontherigorofaccountingqualitythispublicationcouldalsobevaluableto
developandinspirefurtherstudiesbyresearchersandstudentsinpostgraduatecourses,whoseresearch
interestsarerelatedtoearningsmanagement.

Thisbookaimstoachievethefollowingmainobjectives:

• Disseminatemethodologiesthatwouldensurethequalityoffinancialinformation;
• Documenttheearningsmanagementthatarebeingusedbypublicinstitutionstoincreasetheir

qualityoffinancialreports;
• Reviewprocesses/governancemodelsthatpromotebetterearningsmanagement;
• Analyze if theearningsmanagement involveschanges infinancial reports andmakea critical

reflectiononothertheoreticalperspectivesgroundedonsocialpsychologytoexplainmanagers’
behavior;

• Discussanddisseminatethelevelofearningsmanagementinlessdevelopedcountries;
• AnalyzeifthevoluntaryadoptionofInternationalFinancialReportingStandards(IFRS)isassoci-

atedwithlowerearningsmanagement;
• Analyzetheevidenceabouttheeffectivenessofmandatoryauditstoimproveearningsquality.

ORGANIZATION OF THE BOOK

Thisbookisorganizedinto13chapters.Thefirstthreechaptersarefocusedonliteraturereviewofearn-
ingsmanagementphenomenon.Thus:

• Chapter 1, “Earnings Quality and Firm Valuation: A “New” Perspective Deriving From the
Literature,”offersasystematicliteraturereviewonearningsqualityanditsimplicationonfirm
value.Itdiscussesthedifferentexistentdefinitionsofearningsquality,themultidimensionalna-
tureoftheconcept,andhighlightsa“new”earningsqualityperspectivetakingintoaccountthe
virtuositiesoftheresidualincomemodel.

• Chapter2,“EarningsManagementandStockMarketReaction,”reviewspriorliteratureonstock
marketreactiontoearningsmanagementandearningsqualityinordertoanalyzeifandtheextent
towhichearningsmanagementactivitiesaredetectedbymarketparticipants.

• Chapter3,“AnOverallPerspectiveofIncomeSmoothingasaStrategyofEarningsManagement,”
providesasystematizationoftheliteratureontheincomesmoothingexplanatoryfactorsthatcan
helpresearchersandincreasefutureempiricalresearchfocusedonthisresearchfield.

Thenexttwofollowingchaptersprovidereflectionsontheassociationbetweenearningsmanagement
andtheInternationalFinancialAccountingStandards.Inthisway:
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• Chapter 4, “Earnings Management and Mergers and Acquisitions: Empirical Evidence From
Italian-ListedCompanies,”investigateswhetherItalian-listedcompaniesinvolvedinmergersand
acquisitionsusedgoodwillasadiscretionaryaccrualformanagingearningsinresponsetofinan-
cialmarketcompetition.

• Chapter5,“EarningsManagementinSMEs:EvidenceFromPortugalandSpain,”providesimpor-
tantinsightsontheinfluenceoftherecentfinancialcrisisandtheadoptionofadaptedInternational
FinancialAccountingStandardsontheincentivesforEMinthecontextofPortugueseandSpanish
SMEs.

Thefollowingthreechapterscoverissuesontheinfluenceofcorporategovernance,auditing,and
inventoriesonearningsmanagement.Thus:

• Chapter6,“EarningsManagementandCorporateGovernanceinFamilyFirms:EvidenceFrom
aSmallMarket,”examinestherelationshipbetweenearningsmanagementandcorporategover-
nanceamongPortugueselistedfamilyfirms.

• Chapter 7, “Earnings Management and Audit in Private Firms: The Effect of Financial
Recuperation,”investigatestherelationshipbetweenthelevelofearningsmanagementandthe
auditinprivatefirmsundertheinfluenceoffinancialcrisisrecuperation,usingasampleofIreland
andPortuguesefirmsfrom2008to2016.

• Chapter 8, “The Relationship Between the Quality of Financial Information in Industrial
CompaniesandDiscretionaryInventoryManagement,”analysestheeffectofearningsmanage-
mentoninventoriesfluctuationamongmanufacturingfirms.

Chapters9to11providesomeknowledgeabouthowlinguisticsandgraphicmanipulationareas-
sociatedwithfinancialmanipulation.Thus:

• Chapter9, “ImpressionManagementStrategies in theChairmen’sStatements:EvidenceFrom
thePortugueseBanking Industry,”assesses the influenceoforganizationalperformance in the
adoptionof impressionmanagementstrategies in theChairmen’sstatementsof thePortuguese
financialcompanies.Italsoevaluatestheimpactofthefinancialcrisisontheadoptionofimpres-
sionmanagementstrategies.

• Chapter 10, “Determinants of the Readability and Comprehensibility of Risk Disclosures:
EvidenceFromPortugueseListedCompanies,”determinesifmanagersuseimpressionmanage-
mentstrategiestohideorobfuscateriskdisclosures,throughtheanalysesoftheriskinformation
disclosedbyPortuguesenon-financiallistedcompanies.

• Chapter11,“TheUseofFinancialGraphicsasanImpressionManagementTool:Evidenceof
PortugueseListedCompanies,”analyzeswhichfactorscanactuallyinfluencethegraphicaldis-
crepancyindex,basedonthestrategiesofimpressionmanagement.

Finally,thelasttwochaptersaddressissuesconcerningearningsmanagementinemergingecono-
mies.Thus:
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• Chapter 12, “Convergence of Accounting Standards to International Standards and Earnings
ManagementinBrazilianCompanies,”soughttohighlightthemainchallengesoftheinitialadop-
tionofaccounting standardsconverged to international standardsapplied topubliccompanies
andtreasury-dependentcompaniesandhowtheresultsofeconomicagentsinpublicandprivate
companiesinBrazilaremanaged.

• Chapter 13, “Developments in Earnings Management Practices in the IFRS Perspective: An
ApplicationinaPublicCompany,”examinestheexamplesofapubliccompanythatistradedon
theIstanbulStockExchangeforthepurposeofdeterminingearningsmanagementpracticesunder
InternationalFinancialReportingStandards(IFRS).
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