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ABSTRACT

his article provides the econometric considerations in estimating earnings management using

accrual-based models, with particular emphasis on the Jones (1991) model, a foundational

framework in earnings management literature. It highlights several limitations of the model, for
example the omission of key factors that influence accruals, and the assumption of homogeneity in
the accrual generating process across sample firms (e.g., growth) which can lead to biased estimates
of discretionary accruals. These shortcomings could result in both Type | and Type Il errors. Recent
empirical studies have proposed adjustments to improve the model’s applicability including allowing
coefficients to vary based on firm characteristics, selecting more appropriate grouping variables beyond
industry classification, and incorporating additional control variables that more accurately reflect the
accrual generating process. This article thus provides a critical examination of the econometric challenges
in accrual-based models of earnings management and suggests practical methodological solutions for

addressing them.

Keywords: Earnings Management, Discretionary Accrual, Abnormal Accrual
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ACCR, = P,+P,ASALE, + B,PPE, +¢€, (D
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FINITALAN
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nsAsuulasiiintuiiuu i dunainannsivislussdugs Sadummuaddyiivisndenazsh PO Huu
wsn uenanil wuusaes Jones Auszgndldfunauuidnitilulunaindagnlidugusieudiounduliimyan
dothunldiuusdm IPO nanfe Avduuszanivesnuusiassiildannguuismilifianuunndsegieditedidy
neadd elIsuifisuiunauuiev PO WWunamiainuuuiiassiiianain (Model Misspecification) lunns
Usganunsansnen1snsdns dedusienisasdnsUnfivesuitn 1IPO Tagnfiennufindn Wusenisasdnuuuiila
wazihlugnisufiasanudgiuvdnetislignées (False Rejection) dsierduanufinnaindszianit 1 (Type |
Error)

v [ a a !

wanseuAnIu Ball and Shivakumar (2008) aededaunafisifinin Jeynnil Endogeneity laladain

v A ¥ 1
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v Y
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Growth-driven Endogenous Events Todunaiiladsunistuiulaenanisanuives Collins et al. (2012) Famuin
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nTalMAI88195WRIN1TLANNT (Stock Splits) ¥38A15TI1BAINDULNUAIEYY (Stock-Based Compensation)
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wiansalfivsemdendagies (Endogenous Events) wu IPO wJudu luhuewufieafu Zimmerman (2013)

5%
a1 °

AkanInuiudl naddenddn auaimeesdils (Earnings Quality) dnansenuegredfedrfnysoyariuisniy
wiasaa19719 duNaINA1TIRAY DA NRANETIN FaaduRanaInaanadinuduNusfusUsNdaIn1sInnas
ﬁﬂ"LUfjmiLﬁm%’wuaqamamqaﬁa FINUINUITYNIIPIUNITANLAINL591992NANID1NANIZTIIN NITANLAINT LT LU

WWSuane w9939 9 udro19aviduiisawaaindediinreswuudianiuayniseenuuunsiseldaweiidule

n1sdnn13iuligun Endogeneity Talanizdgynin1sidenassnulesuasusem (Self-Selection) dilaf
130391879z UTIImIosuilalultalszdnd wildn Ball and Shivakumar (2008) agamisananiasstigmiila
=~ v & a ! o =% o § v = =
We91nN15ideyanisunsiuneukasnainis IPO Javiliaiunsalseuiisunasueniesnanssnulalagnse

== <, a ao o v a = = dl' a v o | =

wandedn 1Wuviunvesuideinilaeinds esainlunatensd Tasanizfleviendsldannzidouluy
aanavanningneumgnisal dnidewnvazliainisaliui@aaunisiduiauysaliisanenaunanisallaae
luusuniguil dn3deazdeanergiuaiiauuudiassnisandulaiingmnnisal (Model the Selection Process)
wAN1sasIuUTIaasnanadfdeliussauaudsawiniais (Larcker and Rusticus, 2010) wana1nd wWn3de

[

frnud1landndindn AnuuaAnssvergnIsalvaldinanasieni1snsdnegiels wazganinlugamaundfgy

o

a =

9198911 Muwdslaasidududsauauluiuudiaes wewdlatymeanuuanaisdnaedaiivssdnsam vie
na1laa1 AstiindnlsfinininazidutiadedrAgafianuduiusfungAnssunisseaunisdyd (Correlated
Omitted Variables) \wizosfidout1eeinlunnuiif wazgouiiluguuilduiinnuianaiauszwnnil 1 (Type |

Error) agsindulaagsinenny’

3

o

wwmmslunsiiuddsmvaniaunsaandymdaded Ay ndienuduiusiungfnssunissenunieiad (Correlated

Omitted Variables) laog1sfivuse@nsnnde anudilaineadunszuiunisnnelimiingnenisnedng (Accrual Generating

Process)
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'
v A

Afsavniuy wuudnassaziastdadvdrAyfinadesionisaennsund wazdadefaviasnsnainliuiag
Jwiles udanuaaiandeuwuudy widlvuliuifanuduiusiusenisaedinnd Joibiairunie (Residuals)
finazarioun1sanuaanilswiase ndunauvudludungfnssunisifivlaiigninnuiaindunisanussrils

AUYUNITININYYDY Ball and Shivakumar (2008)

a I = o o i 1o = i °

dnUszinunilaniluanuvimievesnisuseanuanisanunilsie n15UsERnuAITeUUIIRed Jones
NTBUUUTIABITIENITAIAINDY 9 NWRAILINIAIN Jones AeaguuanuigIud vsenlungudiegraunilouiu
(Homogeneous) luuivaanszuiuni1snelyiing1en15AIA1e (Accrual Generating Process) wsilun19ufjua

a X o I a N a = o=y oy ° I o < 1w a £ =

auuAguilinagliiluae viessurednudniisladn wuudrassmisanuasilsiadrduuszansuesnisiuisundas
gonveiduansi Tnswidioududmsunnuigvlungudiegne dslugonndesiuaiue3ediin uiasusemianvous
n1saiuu Madvle waglassasenunuiiandeiy Jymiiusingvslunisuseanauuuniainging (Cross-
Sectional) 1 nsldusEvnlugaamnssuiediulutifeddiy wazwuuaynsunal (Time-Series) N153ATIEN
Frevsevnena1nd wldinsussauiasuuaiadauineeslasuanulisuuinnit wifiiuidminuaaiandeu

wuuduluAUsznnaued DA an3enufonutiofaveIn1snaaauniIsngIadunsanwdnils

ieussmdymeanann mseenuuumIdsannsadiudunisle 3 uwamna leua wwamned 1 nsdmun
Tiuuudaesiduusyansidsuuvaddnudadoimunvosnssuaunsieliinsenisnadig Samunenimmu
unuiiglanduuseansaail (Fixed Coefficients) wuudtassannsauiuliedulssaniivdoununmudnvugians
¥99UITN 19U vua asinsidvle wennlsdeduning 1udy vioududlduvudiassfanifines
(Semiparametric) fifangusintu uumiedl 2 nsldFudsianguiiiniinsianduuuugaainnssy ileasis
anmndioudulunguliuiniign Tnsuuamnsiluansdedn nsdanguaiugaainnssueniliasiousnumzaos
nszvruMsneliiAnTion1sAsinsiuiase fegrswesnsdanguitaindr Téun anslénauiiutsmalassainagsia
woAnssuveInszuaiuantazsasgInaiindiendstu 1Judu uazuuimied 3 msdadoyadifinnuuansiiags
(Heterogeneous Observations) n1sdausEniifidnumraadiviansainnguinetsaulng 1wy venid
nsiiulngeinund visvATnsdsuutadlassaineegieguuse iudu Aurazanunsatisanannuunnsiaiy

wazaMuRanaIakuugdiluwuuIaele

Fefudgmiainnisiiuueliardudszansvosnszuiunis deliiAnsenisasdiamiioutuynuity
Hudesrinddasiadrmeuusiasssnensasdnafiunivans wasuumanaudaduiudeauodessdouds
Woiuauwtugreinisuszdliunisanudeils LLaxammmLﬁaqﬁ%maauaugﬁgmﬁﬁ@Lﬁaulﬂmﬂmm
Huasa

Dopuch et al. (2012) §Fsfaudoauufigiuaumioufurenszuaunisnelfiinsonisaedng
Faduunundnveuuusiass Jones wazLUUSIADITEN1IARITEY o Tnedin uiilnemiluuds s1ensaedig
i upgiuusInsEnueane (Shock to Sales) usluaruduaiauds Mensasiedslutuinuusianiy
gosusaruIsmduegaunn snfegrady ulevedududiaande ulsuisdudaisatunisdn vielaseadng
Funuuarsasils Wudu uduudiassinaziiod ddulszanivessenueidnvazasiissninaudd Dopuch
et al. (2012) Fuauein nsgviunisieliiinsenisasindildfidnvasasd widuilsiduvestadosing g fiaeiou

ngAnssunisaniiuauvesuitvlaeianiz ladnesludnsmyuisuveadminisin dasmyuisuvesgnui

ACUWICUBYANERNSIA:NISUNYS UKIDNY1ausssSuUAans
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M3 Sasmyudsuvesduiaanie wardnarls mafmusliridulsranivesnisudsundassonue (ASales)
‘ﬁuag}iﬁué’f’awﬁméﬁ wanaliiiiudn nszvaunsnelilinsienisasansdidnwuzianisauussvedaiivdedfny
wagliasgnuszinuadsduysaviidsafudiniunnuidvlunguiiegne a1uves Dopuch et al. (2012)
Fudundngrudeszindillduddasasironng uvosuusians Jones waziauedn maiuduusimaniidily
wtsfiuanuulugwesuuusiaadunste DA uazanarandssvesauianaiaiassand 1 uazdssand 2

a o [

lnegnafivadAzy

)

& [ J [ v & v A
won3Ndl NMIUTUYTIANAINITVRUUTIA0819 Az REndNN1TUg UM s U dululaly
MUJUR Faldun nisendenmuantRounsuiiaizedsnen1saIAig (Accrual Time-Series Property) #38n1s
§19578N15A9A9 (Accrual Reversal) 518n13A3A19LAARINNTTANUASATLS ¥Se DA sinaslidnvmusianie
A % ' v & A4 a v = v A o Nt | & oA &
nanfe Ten1sRenanaggnaeiislueuan vieetuieladn mndinsusuiumlslulnis wu nsdsriend
avdoazgaylesinuluifielirldinsanatwazilsgdu vienndndudesisanleniasdoazgaindululdnly

= A M YS Yy o & 1% P Xa a aada ' LY =
wiegayednldlandld dadusienisasdrandiiiinginssuniuasugifnsendt n1sgiinganade (Mean
Reversion) lun1enseiudu s19n15aeR1emuUnAiina1nN15ALTLIUSa04ANTT 19U gAnTiannnIsuedunn
wsonsiasunlatvesdudanundeinasiidnvuedeilemieilidinuandinisgiindaady Astun1sdiwun
F18NIALANTEN v giingARisoanaNTIBNITAIAININUNG kavaIunsasEyInIaniinisaaisliegns

gnAeafgenazdgliusz@ninmvesuuiassgelunazuiugun ey

NANTENUNLA1T2d1AYVD91UITBALINUAITUTZUIUAITIINITAIA LA AT TANLASATLSAD UI9T18A1S
AsRaintuninuaudigiinganadeiiiertesiunsanudeiils Wu msidsuniastinsivesdunindmyuisy
wsentaunyuisuervazvioutanisaniugsiomudnfvazidusenisasdeda ldldnavemgfnssunisanues
Als Tunenduiu nisanusisilsnuviasadnazasvisusgluAinunie (Residual) Y09LUUTIABITIENITALAN
salumnanAdeldnisgiindanadevessenisasinaduiiainnisanuaeiils Ingldaiuauvsensnuezszning
NSARTUIINNEANTIUUNG (Good Accruals) AUNITANIINNITUTEUIUAINANAIAVDILUVIIABY HANITIVY
13 = = i a a = =l 1A 1o & <) a
AagfianudssiaziinanuianainussLni 1 (Type | Error) wsenisaguindnisanueanils Meiluauduass

ludnisanuaanilsiinduias

4.unasJ

UnANY9IUTIN 1As1zi wazUszliudssiiudeszdeuitiifieadosiunislduuudiasssnenisnedng
TngRn1zuuUIIaeIves Jones (1991) lunisuszanadinisanuasilsdusenisasdnawuuadla Inglininsy
WednfeiTauinisvesuudiass gauds dedidn wazuuamiataun welinisuszuueaifaiuiigeie

LAEALVTBUNGANTTUNUNTIVOE UTMITUINTY

wikuudiaes Jones (1991) azfioidugaasudAglurssunssusosnisanuaeiilswazidusingiu
YoawuuTaeanldegisunsvaty waunaundliiudedidndAgyveauuuiiasdingn ieluduvesauuigiu

o o A

ANumilauiuvesusenlungudiegne (Homogeneity Assumption) N15v1ARILUTEARYNTHAADITIENITAIAS

(Omitted Variables) uagUayn Endogeneity Iagianglunstlvasusgnidngmanisalanienuiad (Self-Selected
Endogenous Events) L1 nstaueveiuasausn (1PO) 1ludu
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HANTENUYDINITUTEUIUAIINLULT IR lmazane1atlugdanuranaindselani 1 vsenisasdin

P

fnsanumenils efiauaselald waganuiianaialseinni 2 (Type Il Error) n3on1sasialdnunisanuaanils

[V
o

mmﬁaq'ﬁa ﬁ’jq?j Lﬁaqmﬂmei’waaahimmﬁaLwﬂiwmimﬁwﬁLﬁmmﬂﬂﬁmﬁwgﬁw%q WY N15LARULAYDY
Aan1s 1udu aaﬂmﬂiwamsmé’wﬁLﬁmmﬂLLiwﬂalumﬁmﬂLwiqﬁwlilﬁ"a&muziusﬁ Frografiiulaogadu
JUsTIN lawn Ball way Shivakumar (2008) m*dufmLﬂaaumﬂwmmmﬂwmmw VSTV IPO Sdnwausiivay
Fansy Vl‘UG]E)Wi]@ﬂiiwuaxﬁ”lﬁﬂﬁﬂdﬂNIG]EJG)N LLaulmmuﬁﬂﬁ’mﬁmlﬂﬂ’wmﬂ‘ljL‘WEJWI’JLLUiLUaEJULLUaGEU@\‘iEJE]ﬂ‘UWEJ
Tuwuudnaes uaﬂﬁnﬂu NASNSINUUUTIABS Jones emm"Lquwmmmmw USENANSANUAIANLS ‘1/1\‘1‘1/1LL1/]§]§\‘1

mmﬂuLﬁmmaﬁ]mmnﬁulma&mLﬂuﬁﬁmﬁmmﬁﬁ]mﬂmﬁu

nanlagasuuad unanuilliamnasuaiudadgymivasimuinisvesnisiduuudnasmiuasugils

lunisuszaaainisanuasils Taewudn nsuszendldlaglufinnsanfauufigiuedisseunsuiaiaiilug
Joaguiiianan wazdwwansenudeamninvesteyanldlunisdnduladulevigdely drewal n1saun
wuudraesaunsadnnisiudami Endogeneity manumiloutuvesngudiagne wazladenignaziasdadenadu

o o

nMsiedAeIn1TItenenstgdnelulueuian’

* deuanunsaeusgazideaieifiunisanuasiilsiiudnlaly Rueangsuwan & Jevasuwan (2019), Rueangsuwan (2021),

and Rueangsuwan & Jevasuwan (2021)
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