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Abstract: The paper examined the accounting quality in the financial statement, concerning earnings management practices
by managers. The financial statements provide critical information that is useful to various groups, investors, standard setters,
shareholders and government. The practices of various methods of earnings management are classified into accounting-based
and market- based earnings management. The study classified the earnings management techniques in various ways that affect
the quality of financial statements in the pre and post-IFRS adoption. The introduction of IFRS and its accompanying standards
in the area of earnings management might imply real improvements in the financial statements about the quality. The earnings
management techniques include the following: earnings management towards a target, earnings smoothing, discretionary
accruals, accruals quality, and timely loss recognition as against other proxies of accounting quality. These are opportunities
managers have to get quality Financial Statements that accomplish their intentions. The essence is that they use them to
achieve their objectives either getting the desired level of profit or not recording losses for the business. The review results are
that in the pre-IFRS the earnings management in use was the accrual-based earnings technique in which managers adjust
assumptions and estimates the accounting system. In the post-IFRS, managers revert to real transactions based earnings
management which involves the timing and structuring actual business activities to achieve a desired financial reporting result
(for example, the timing of the sale of equipment that will result in a gain in a quarter in which extra earnings are needed,
delaying major repairs, advertising, research, and development expenses write—off, and foregoing capital projects that positive
net present value).
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many active players had joined by altering reported earnings
or managing analysts' expectations [5]. He had stated that
prior research identified that firm' earnings management was
for purposes of Dbeating/meeting important earnings
benchmark [7]. They stated that earnings management was
causing an erosion in the quality of earnings and the quality
of financial reporting, while found that restructuring charges
an average 80 percent of net income before the charge [29]
[13]. Schuvetz observed that firms had increased tendencies
of reversing their earlier restructuring charges [35]. Some
other researchers report the financial press stating the three
reasons why managers manage earnings to include; to state
profit that is at least above zero, sustain recent previous year
performance and to meet analysts' expectations.

Another aspect of the literature had recognized the
"lemons problems, a situation where the capital providers

1. Introduction

The questions often asked when firms or companies
fail/bankruptcy is how reliable is the financial statements
issued by those firms/companies. These questions had been
in the background, but the recent wave of companies’
failures/corporate accounting scandals had brought the issues
into the limelight. (Enroll scandals, the passage of the [26].
There had been earlier written ups or researches about some
of the reasons for the failures. had cited some of the views
expressed by the financial press as to the importance of
meeting Wall Street’s expectations, often asked the question
"Did you make your earning last quarter? [5]. They went
ahead to state that meeting or beating analysts forecasts of
earnings would be noted to have been entrenched in co-
orperate culture [33]. Many other researchers had stated that
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cannot assess the firm's profitability and over-price firms
with low profitability, therefore, leading to market failure [2].
These events showed that earnings management had been in
practice long ago but in the areas of meeting/beating analysts'
earnings expectations and the accrual earnings management.
But recently after the accounting scandals which resulted in
the passage of the researchers had recorded a new wave of
earnings management [26]. Most researchers had found that
earnings management had shifted from the previous ones to
real activities manipulations [32, 7, 4, 22]. This paper is
aimed to review earnings management in the pre and post-
Sarbanes-Oxley period and also post IFRS adoption by most
companies in the financial accounting statements.

2. Review of Literatures

The investigation of earnings management in the Islamic
banks to know whether earnings were managed or not, either
to decrease losses and avoid decreases [19]. They used the
earning distribution approach (EDA), their findings
confirmed the assumption with the statistical test that
earnings were managed to avoid losses. Also that the Islamic
banks that were above the earning threshold were risk
averters and those of them below the earning threshold were
found to be risk seekers. Finally, the accepted hypothesis
showed that prospect theory explained the Islamic bank's
motivation in managing earning to exceed the thresholds.

The Research that value relevance of accounting
information of quoted companies in Nigeria [1]. Using the
ordinary least square (OLS) regression method, it was
observed that accounting information of Nigerian firms is
value relevance based. The value relevance did not follow a
particular trend but rather in a period of political crisis,
(1992-1998) the value relevance was weak and also during
the global economic crisis between 2005 and 2009. All other
periods of the study, the value relevance was high.

The studies on the effect of Real Activities Manipulation on
Accrual Earnings Management stated that the three ways of
managing earnings were accrual management, real activities
management, and core expenses shifting [19]. Among these
three methods of managing earnings, the famous ones were

accruals earnings management and real activities
manipulation findings were that the real activities
manipulation positively influenced accrual earnings
management and that the higher the real activities

manipulation effects, the higher would be the accruals
earnings management at the end of the period [25].

They investigated whether the IFRS standards versus US
GAAP standards of accounting system results in amounts
were comparable [30]. They found that IFRS firms had a
greater accounting system and value relevance than the US
GAAP and that comparability was greater for firms than
adopted IFRS mandatorily, both in common low and high
enforcement countries. The areas of comparability were
earnings smoothing, accrual quality and timeless but there
was still a significant difference between IFRS and US
GAAP but IFRS enhanced financial reporting comparability

with US firms [17, 16].

It was stated that previous research had identified that
firms with high accruals were more likely to experience
future earnings problems but investors’ expectations as
reflected in stock prices had not anticipated these problems
[10]. Therefore, in their research, the study published
opinions of two types of professional investor intermediaries
to see if whether investor's information about future earnings
problems was because firms identified with high accruals.
The findings included that auditors and analysts would not
alert investors of the future earnings problems associated
with high accruals.

He examined the difficulties of previous studies on the
effect of IFRS on accounting quality because of controlling
for confounding factors on accounting quality [34]. They
provided for these confounding factors by using five
indicators as proxies for accounting qualities: These variables
were, managing earnings towards a target, a lower magnitude
of absolute discretionary accruals, earnings smoothing, less
timely recognition of large losses and accrual quality. Then,
using a unique research technique, they addressed the issue
by comparing the accounting quality of 15 publicly listed
companies of 15 member states of the European Union; they
showed that the improved accounting quality was attributable
to IFRS rather than changing in managerial incentives.
Institutional features of capital markets, general business
environment [24].

The study was on how the value relevance research
assessed accounting amounts which showed information used
by investors and helped the interest of standard setters. They
further stated that the main user of financial statements
should be the equity investors, but other uses as for
contracting would not diminish the importance of value
relevance research [25]. Also, the value relevance studies
could be used to address econometric issues that could
otherwise limit inferences and would accommodate, and be
used to study the implications of accounting conservatism
[31].

Questioned and interviewed to examine the factors to drive
reported earnings and disclosure. The findings were that
managers would rather take economic actions that could have
negative long-term consequences than making within GAAP
accounting choices to manage earnings [28]. The managers
tried to maintain predictability in earnings and financial
disclosures to reduce information risk and boost the stock
price. Also, I tried to avoid setting disclosure precedent that
they could not be maintained. Other research on how
managers tried to avoid earnings decreases and losses. The
findings were that Danish firms managed earnings so that
there would be neither earnings decreases nor losses [21].

The investigation on the relationship between the cost of
equity capital and seven attributes of earnings. This attribute
of earnings was accrual quality, persistence, predictability,
smoothness, value relevance, timeless and conservatism, then
classified them into one, accounting base because they could
be measured using accounting information and secondly
those that they were characterized as market-based, as they
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are proxies between market-based and accounting
information using theoretical models which predicted
positive association between information quality and cost of
equity [24]. They tested and found out that firms that had the
least favorable values, individually of the attributes had a
larger cost of equity than firms with higher favorable values.
Also, firms that had the largest cost of equity were ones that
had an accounting-based attribute, in particular, accrual
quality [16].

The Studies on the way capital market pressures and
institutional structures made firms’ incentives to report
earnings that showed a true picture of their economic
performance [13]. He examined earnings management
incentives to exceed the threshold [22]. They stated the
reasons why analysts, investors, and boards of directors were
so keen on this, were that earnings provide critical
information for investment decisions and board of directors
used it to monitor manager's performance.

They examined timing off Asset Sales and Earnings
Manipulation. They used two hypotheses of explanations for
earning manipulations, earnings—smoothing and debt-equity
hypotheses [6]. They stated that a manager could often
choose the period during which asset would be sold, and
managers would be expected to report. While practitioners
and regulators realized the problems of earnings management
and wished that it could be remedied [18].

Other researchers stated that restructuring charges were
used to manage earnings [29]. Restructuring charges here
meant were for the current period recognition of the
estimated amount of current and future costs associated with
the restructuring activities, like, work-force reductions and
the redesign of unprofitable operations. These restructuring
charges could be very high as stated in their studies that these
average 80 percent of net income before the charge [11].

They examined large sample evidence of how managers
avoiding reporting annual losses or missing analyst forecasts
by manipulating sales, reducing discretionary expenditures
and overproducing inventory to decrease the cost of goods
sold, all these were towards making sure that earnings were
biased upward, using non-optional operation decisions [22].

Others in their research found that firms that used earning
benchmarks by engaging in real activities manipulation, had
performed well during the subsequent three years than firms
that did not engage in real activities manipulation [23].

They studied the case of overvaluation as an incentive for
earnings management. The findings included that during the
period of overvaluation managers used accrual earnings
management in the earlier years and real activities
manipulations in later years and non-GAAP earnings
management as of last resort [4].

Other researchers in their study about management's
incentives to avoid negative earnings surprises, hypothesized
to associate with greater incentives tried to avoid negative
surprises [14]. That is, firms that manager tried to manage to
earn upward or guided analysts' forecasts downwards, so that
expectation could be met at the announcement [15]. The
findings stated that firms with higher transient institutional

ownership, greater reliance on implicit claims with their
stakeholders, and higher value relevance of earnings were
more likely to meet or exceed expectations at the earnings
announcement [15].

It was stated that academics were unwilling to believe that
earnings management was practiced by most firms or that
earnings management which was practiced should be a
concern to investors [13].

They investigated if managers used real activities
manipulation and accrual-based earnings management as
substitutes in managing earnings [3]. Using an empirical
model that incorporated the costs associated with the two
earnings methods and managers' outcome decision, they
found 11that managers used real activities manipulation and
accrual-based earnings management as substitutes.

3. Discussion

The argument had been how far financial statements have
produced a true and fair view. In this regard, there had been
many developments as to how much convergence in the
reports of the financial statements that will make the
financial statements a true reporting of facts. They had stated
that the adoption of IFRS had produced a pro side of the
event by the success of developing standards that have a
comprehensive set of high quality [4]. The articles reviewed
had shown the trend of the true picture of events for pre and
post IFRS and Sarbene Act proclamations. Some researchers
had stated that adopting IFRS would result in a fundamental
change in the business environment since companies in
different countries used a various variety of the Generally
Accepted Accounting Principles (GAAP) as prescribed in
their countries where they operate. But many studies agree to
the fact that financial statements prepared under the IFRS
and the Sarbanes Oxley Act had fewer earnings management
using accruals, it now managed through real transaction
manipulations. Some authors had stated that when firms
adopted IFRS had practiced fewer earnings management
more timely recognition of losses it implied higher value
relevance of accounting of earnings [18, 11, 12, 21].

4. Conclusion

The study reviewed the literature on earnings management
and real transactions manipulations pre and post IFRS. In the
review, there is evidence of earnings management and real
transaction manipulation in both the era of pre and post-IFRS.
But the enactment of the Sarbanes Oxley Act (Sox, 2002)
helped to reshape the practices on the earnings management.
It shows that from the passage of the Act, earnings
management practice shifted from the accrual-based earnings
management to real transactions/activities manipulations.
There are about three ways found in the review, the accrual-
based earnings management, real transactions/activities
manipulation and shifting of major expenses from the current
period to the next period.

Therefore, earnings been

management had always
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practiced in the way back in accounting preparation. The
achievement now is that the introduction of the IFRS and the
Sarbanes Oxley Act has made financial statements more
value relevance and therefore high quality.
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