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Apstrakt 

Mehanizmi upravljanja dobitkom mogu se realizovati primenom 

rezultata, dok manipulacije realnim transakcijama imaju reperkusije na 

literature koja se odnosi na problematiku upravljanja dobitkom, u radu su 

upravljanja dobitkom. U velikom broju i

oskudni
putem realnih transakcija jer je r  

usmeri svoje napore.  

 
 

JEL: M41, M49 

Uvod 

Na globalnom nivou akademska zajednica, regulatorna tela i eksperti iz prakse 
  problematici kreativnog a i analizi 

posledica upravljanja dobitkom (earnings management). Uprkos tome, 
 koja bi obuhvatila sve aspekte ovog brzo 
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procesa , 
 verodostojno prikazivanje kao osnovni postulat finansijskog 

. Artur Levi
predsednik SEC (U.S. Securities and Exchange Commission)
zainteresovane javnosti na  
informacija 

 uprav i 
manipulacija (Levitt, 1998). Samo tri godine nakon ovog eksplicitnog 

 istoriji 
koji je rezultovao bankrotstvom kompanije Enron. S jedne strane, pripadnici 

da je praksa upravljanja 
dobitkom 
tome, relevantnoj literaturi su  samo nekonzistentne 

i oskudne dokaze negativnih efekata takve prakse. Neka od 

nedovoljno jasna i primenljiva definicija ovog fenomena i nedostaci do sada 
razvijene metodologije u njegovom merenju  
detektovanje prakse upravljanja dobitkom.  

V pod upravljanjem dobitkom podrazumeva 
stepen odstupanja koji je motivisan 
ostvarivanjem unapred definisanih ciljeva. Ipak, u literaturi se 
pojavljuju i autori koji upravljanja 
dobitkom. Ukoliko   fleksibilnost 

u cilju komuniciranja insajderskih info
performansama eksternim korisnicima  i eliminisanja 
konfuzije korisnika do kojih bi dovelo dosledno objavljivanje neutralnih 

po . Na 
 

fleksibilnosti do krajnjih granica, bilo kroz  
realne transakcije ili agresivne odstvene tehnike i politike, 

 ili prikrivanje ostvarenih 
nepovoljnih . 

 

manipulacija, sa druge st
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njihovog nasta
tokovi  (Statement of Financial Accounting Concepts No. 1, Paragraf 44, 
FASB). Stavovi FASB-

sima merenja i 

maniru.  

o tog rezultata 
  

podrazumeva eksploatisanje diskreci

izovane zarad 
deformisanja fundamentalnih performansi nisu zanemarljivi. Upravljanje 

 

 

iz okvira profesionalne regulative, menja percepciju korisnika o finansijskim i 

izvor de
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i neposredno uticati na v

2021, p. 192): 

 - 

 korisnog veka upotrebe stalnih sredstava; politike 
priznavanja prihoda; 

 Tehnike i pretpostavke procenjivanja: fer vrednosti stalne imovine; 
 vrednosti  

 dluka: o trenutku  novog 
 priznavanja efekata koji 

proizilaze iz primene uvedenog standarda. 

kategorija. Klasifikaciju preko trideset detektovanih tehnika prikazanu u  Tabeli 
- 

Center for Financial Research and Analysis) profesionalnoj javnosti poznat kao 
nezavisna organizacija koja na globalnom nivou p

re
  

Tabela 1. Strategije manipulisanja rezultatom i kategorije tehnika 
manipulacije 

STRATEGIJE MANIPULISANJA REZULTATOM 

Precenjivanje rezultata teku  Potcenjivanje rezultata  

(1) Prevremeno priznavanje prihoda 
 

(6) Umanjenje odlaganjem 
priznavanja na  

(2) Priznavanje nerealizovanih prihoda 
(fiktivni prihodi)

(7) Prevremeno p

(3) prihoda preko 
tranzitornih dobitaka
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(4) Umanjenje njihovom 
alokacijom 
periode 

 

(5) Potcenjivanje ili nepriznavanje obaveza  

Izvor: Prikaz autora, prema Schilit (2002, p. 27) 

i ispunjavanja svih obaveza koje je prodavac preuzeo ugovorom, kao i tehnike 
-

u situacijama kada se primljeni avansi, umesto kao obaveze za primljene avanse, 

ada 
izostaje priznavanje obaveze za primljeni avans. Priznavanje prihoda koji nisu 
ostvareni (fiktivni prihodi/prihodi koji ne ispunjavaju kriterijume za 

kovanje prihoda ili priznavanje kao prihoda 
uplate pozajmljenih sredstava (umesto priznavanja obaveza). Analogno, tehnike 

vrednosti potcenjene ili klasifikacija tako nastalih jednokratnih dobitaka u 

e kategorije tehnika manipulacija obuhvataju: neopravdanu 
kapitalizaciju poslovnih rashoda, precenjivanje korisnog veka upotrebe 
materijalne i nematerijalne stalne imovine, nepriznavanje rashoda po osnovu 
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opredeljuju za tehniku precenjivanja prihoda. Primera radi, na uzorku koji je 

a koje je otkrila Komisija za hartije od vrednosti i berze (SEC) i o tome izdala 
 su utvrdili da je dominantno 

u pitanju predmeti u vezi sa kojima je SEC pokrenuo sudske postupke, tehnika 

nisu prezala ni od simultanog potcenjivanja rashoda (Dechow et al., 1996, p. 
10).  Zanimljivo  je i to da se percepcija revizora u pogledu redosleda 
najzastupljenijih tehnika manipulisanja dobitkom ipak razlikuje. Prema 
iskustvu revizora koji su 

 

aziti i na vrednosti neto imovine 

precenjivanje obra

ostajanja u okvirima profesionalne regulative, prostor za precenjivanje 

Prema Baber et al. (2011), reperkusije reverzibilnosti su funkcija dve 

deform
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, mogu opravdati tendenciozno 
precenjeni iznosi dobitaka. (Graham et al., 2005, p. 41). Ipak, ne sme se izgubiti 

nih 

 

profesionalnom i 

precenjivanje dobitaka za sedam milijardi dolara koje je postignuto 

kompanija i bankrotirala (Lev, 2003). 

Studija sistemskih 

 2017.) pokazala je 
 tehnika u 

 
 

Upravljanje dobitkom putem realnih transakcija

- Konsekventno, 
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usvojen Sarbanes-Oxley Act (SOX). Cilj formulisanja i stupanja na snagu 
ovakvog zakona bio je da se profesionalna odgovornost svih aktera u procesima 

studije motivisane ispitivanjem efekata ove temeljne reforme, jedne od 

dstvene tehnike 

ranije (pre usvajanja SOX-a), a pomenuta praksa je kulminirala u doba 
eskalacije korporativnih skandala (2000-2001). Drugo, vremenski su se 
podudarile kulminacija primene pomenute strategije upravljanja dobitkom i rast 

-
prakse upravljanja dobitkom 

SOX-
 

regulative smanjen ukupan obim prakse manipulisanja dobitkom.  

Manipulisanje putem preduzimanja realnih transakcija implicira obavljanje 
ekonomskih aktivnosti koje po prirodi, obimu 

rsirane 
transakcije pravilno evidentiraju, implementiranjem ove strategije ostaje se u 
okvirima zahteva profesionalne regulative, a samim tim izostaje i uticaj ovih 

unovodstvenih ciljeva je strategija u kojoj je rizik otkrivanja 

ta putem 
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S druge strane, upravljanje dobitkom putem realnih transakcija podrazumeva 

posledice na 
entiteta. U nastavku su opisani samo neki oblici manipulisanja realnim 

 

Prvi primer podrazumeva odobravanje visokih popusta kupcima/povoljnih 

prodajnih uslova na tek

kompanije Bristol-

dve godine (2000-2001) zalihama punila svoje distribucione kanale iako sa 
druge strane nij

uz garantovan prinos na ulaganje u periodu dok distributeri ne prodaju lekove. 

(www.sec.gov).  

odatih proizvoda 

anja zaliha kojima je istekao rok trajanja i sl. U literaturi 

 

n istovremenim 
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(Baber, Fairfield i Haggard, 1991). Studija je otkrila da se ulaganje u 
anjuje u godinama kada bi iskazivanje ovih 

 

neretko primenjuje 

trenutka prodaje pojavljuje se kao primer diskrecione odluke sa reperkusijom 

realizovale latentne rezerve koje su sa njima u ve

 

ulogu nesumnjivo 

regulatornih tela. Diskutabilno je i to da li je njen obi

tehnikama u

 

 

manipulativne tehnik

vanja tehnika 

detektovanja, metodologija procenjivanja realnih manipulacija i dalje je na 
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originalnog Roychowdhury (2006) modela, bez primetnog napretka u 

nosti u sektoru u kojem 

pretpostavka modela da u normalnim okolnostima entiteti koji posluju u istom 

pretpostavku da su pr
 

zultatima forsiranim realnim 

frekvencija forsiranih transakcija usmerenih ka ciljanoj visini 

delovanja kako bi se realno ostvarene perform

kor

kombinacijom. Evolucija prakse upravljan

kapislu primeni perfidnijih metoda upravljanja dobitkom, koje izm

se posledice primenjivanih strategija upravljanja dobitkom posmatraju kao 

o alokaciji resursa.
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EVOLUTION OF EARNINGS MANAGEMENT PRACTICE: A NEW 
THREAT TO THE QUALITY OF FINANCIAL REPORTS 

 
35 36 

 
Review paper 

Abstract 

Profit management mechanisms can be realized by applying accounting techniques 
or by undertaking real transactions. In the first case, opportunistic behavior is 
directed towards the calculation components of accounting results, while 
manipulations of real transactions have repercussions on cash flows. Based on 
a qualitative analysis of relevant international and domestic literature related 
to the problem of profit management, the paper presents the consequences, 
limitations and risks associated with different profit management techniques. In 
many researches conducted in developed economies, the evolution of profit 
management practices from accounting manipulations to manipulations 
through real transactions has been confirmed. As methodological instruments 
for assessing real manipulations are still scarce, the aim of the paper is to draw 
the public's attention to the practice of profit management through real 
transactions because it is a more perfidious form that significantly reduces the 
risk of detection. In addition, the paper contributes to the definition of a new 
area of research towards which the academic accounting community should 
direct its efforts in the future. 

Keywords: management of calculation components of profit, management of 
profit through real transactions, quality of financial reports. 

JEL: M41, M49 

Introduction 

At the global level, the academic community, regulatory bodies and experts 
from practice pay great attention to the problem of creative accounting and the 
analysis of the consequences of earnings management. Despite this, a generally 
accepted definition, which would cover all aspects of this rapidly evolving 
process, still does not exist, even though it is a phenomenon that greatly 
threatens credible presentation as a basic postulate of financial reporting. 
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Foreseeing the negative consequences, Arthur Levitt, the long-time chairman of 
the SEC (US Securities and Exchange Commission), drew the attention of the 
interested public to the noticeable collapse of the quality of accounting 
information and financial reports, which is caused by increasingly frequent 
examples of crossing the vaguely defined boundary between accounting profit 
management and manipulations (Levitt, 1998). Just three years after this explicit 
warning, one of the biggest scandals in recent economic history occurred, 
resulting in the bankruptcy of Enron. On the one hand, members of the 
accounting profession agree on the fact that the practice of earnings 
management is quite ingrained in financial reporting processes. In contrast, 
research in the relevant literature has provided only inconsistent conclusions 
and scant evidence of the negative effects of such practices. Some of the 
limitations faced by researchers in this field are the insufficiently clear and 
applicable definition of this phenomenon and the shortcomings of the 
methodology developed so far in its measurement, which consequently makes 
it difficult to detect the practice of profit management. 

The vast majority of authors under profit management mean a smaller or larger 
degree of deviation from neutral accounting practice, which is motivated by the 
achievement of predefined goals. Nevertheless, authors who leave the 
possibility of a positive interpretation of profit management appear sporadically 
in the literature. If management uses accounting flexibility solely for the 
purpose of communicating insider information about future performance to 
external users of financial statements and eliminating the confusion of users that 
would lead to the consistent publication of neutral results (or their transitory 
shocks), earnings management could be viewed as an activity aimed at 
protecting the interests of all stakeholders. At the other end of the spectrum of 
profit management activities is the use of accounting flexibility to the extreme, 
either through unusual real transactions or aggressive accounting techniques and 
policies, calculated to show the desired performance of the reporting entity or 
to conceal realized unfavorable accounting results. 

Management of accounting components of profit 

In practice, the favored calculation basis of accounting imposed the need for 
exhaustive research of calculation quantities, an area controversial both because 
of the great information importance on the one hand, and because of the 
increased risk of manipulations, on the other hand. The American Financial 
Accounting Standards Board prefers the information content of accounting 
results that are the output of the accrual accounting process over the information 
content of net cash flows derived from the cash basis, suggesting that they 
provide better insight into the financial and profitability performance of 
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reporting entities. The accounting basis enables the recognition of the financial 
effects of economic events, transactions and circumstances in the accounting 
periods of their origin regardless of when the related cash flows are realized 
(Statement of Financial Accounting Concepts No. 1, Paragraph 44, FASB). 
FASB's views are apparently supported by the practical verification of the 
informational contribution of accounting quantities in the processes of 
measuring and reporting the performance of reporting entities and the 
informational dominance of widely represented financial statements prepared 
on an accrual basis over financial statements prepared on a cash basis. However, 
the vulnerability of accounting quantities to manipulations, confirmed through 
the corporate scandals that marked the beginning of the 21st century, can 
characterize them as a means of shaping accounting results in an opportunistic 
manner. 

As the accounting result is the difference between income and expenses of the 
period (profitability flows), and not the difference between cash inflows and 
outflows (cash flows), it can be concluded that one part of the accounting result 
will coincide with the realized cash flows, while the other part of that result will 
be exclusively based on calculation quantities. 

Consequently, one of the ways of expressing the desired amount of reported 
profit certainly refers to the design of its calculation component and implies the 
exploitation of discretion in different stages of the financial reporting process. 
As the calculation quantities absorb the consequences of selected accounting 
policies, but also all the subjective elements that are an inseparable part of the 
valuation of balance positions, the risks that they will be instrumentalized for 
the sake of deforming the fundamental performance are not negligible. The 
management of accounting policies should enable the selection of those that best 
reflect economic reality and realized transactions, all in the spirit of financial 
reporting of the highest possible quality under existing circumstances. However, 
precisely because of the accounting regulation based on principles and not on 
clearly defined rules, it often happens that reporting entities, when formulating 
their accounting policies, tend to choose a combination of possible accounting 
methods that, although it does not go beyond the scope of professional 
regulation, changes the user's perception of financial and profitability 
achievements. If we define accounting policy or accounting source as "any 
decision whose primary goal is to influence the (form or substance) of the output 
of the accounting system in a precisely defined way" (Fields et al., 2001), the 
bearers of such decisions, with some limitations, may very well indirectly and 
directly influence the level of the reported results without initiating changes in 
the dynamics and/or structure of usual business practices. In the literature, 
examples of accounting policies, methods and assessments that are often cited 
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in connection with the deformation of the accounting components of profit refer 
 

 Selection of allowed accounting methods: for inventory management - 
LIFO vs. FIFO; for the calculation of amortization/depreciation costs and 
changes in the estimated useful life of fixed assets; revenue recognition 
policies; 

 Appraisal techniques and assumptions: fair value of fixed assets; amount 
of impairment; the value of uncollectible claims; 

 Decision-making: on the moment from which the application of the new 
accounting standard begins and on the way of recognizing the effects 
resulting from the application of the introduced standard. 

The many accounting techniques for manipulating reported results can be 
classified into seven distinct but interrelated categories. The classification of 
over thirty detected techniques shown in Table 1 was initially set by the Center 
for Financial Research and Analysis (CFRA - Center for Financial Research and 
Analysis), known to the professional public as an independent organization that 
provides investment research and investment advisory services on a global 
level. Most of the defined categories target the overestimation of current gains, 
although some of them result in the underestimation of the accounting results of 
the current period in order to achieve the realization of opportunistic goals in 
the following accounting periods in which these gains are recognized. 

Table 1. Score manipulation strategies and categories of manipulation 
techniques 

RESULT MANIPULATION STRATEGIES 

Overstating the results of the current period 
Underestimation of the results of the current 
period 

(1) Premature recognition of income in the 
current period (before it actually occurred) 

(6) Reduction of current income by postponing 
recognition to future accounting periods 

(2) Recognition of unrealized income 
(fictitious income) 

(7) Premature recognition of future 
expenditures in the current accounting period 

(3) Overestimation of current income through 
transitory gains 

 

(4) Reduction of current expenditures by their 
allocation in previous or subsequent accounting 
periods
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(5) Underestimation or non-recognition of 
obligations 

 

Source: Author's report, according to Schilit (2002, p. 27) 

In the first category, there are techniques of manipulating the accounting result 
based on the recognition of income before the completion of the process of 
realization and fulfillment of all obligations undertaken by the seller under the 
contract, as well as techniques based on the recognition of income of dubious 
quality or amount. The cause-and-effect relationship between these techniques 
and techniques from the fifth category appears, for example, in situations where 
received advances, instead of as liabilities for received advances, are recognized 
as sales revenue. In addition to the fact that the current period's income is 
overestimated by such postings, there is also a lack of recognition of the 
obligations incurred. The application of techniques from this category may also 
mean the simultaneous application of techniques from the fifth category, such 
as the case of recording the received advance as income, when there is no 
recognition of the obligation for the received advance. Recognition of income 
that has not been realized (fictitious income/income that does not meet the 
criteria for recognition) implies accounting recording of sales without economic 
substance, misclassification of income or recognition as income of payment of 
borrowed funds (instead of recognition of liabilities). Analogously, the 
techniques classified in the sixth category (delaying the recognition of current 
revenues) essentially lead to the recording of fictitious revenues in the periods 
when those revenues are recognized. The sale of property parts whose book 
values are undervalued or the classification of such one-time gains as business 
income are examples of techniques grouped within the third category. Examples 
of the fourth category of manipulation techniques include: unjustified 
capitalization of business expenses, overestimation of the useful life of use of 
tangible and intangible fixed assets, non-recognition of expenses based on the 
resulting impairment, as well as the absence of write-off of certain parts of assets 
in the observed period. Finally, in the seventh category are techniques that are 
often used by newly appointed managers. They are aimed at recognizing future 
expenses in the current period (prematurely), which frees future periods from 
those expenses, and managers create prerequisites for success in creating future 
financial performances. The ways in which this is achieved in practice are the 
recognition of the impairment of overvalued assets, the reduction of the scope 
of activities and the number of employees, the implementation of reorganization 
plans and the like.

Regulatory bodies in developed economies and numerous researchers have 
established through empirical analysis of discovered cases of profit 



135

manipulation through accounting techniques that reporting entities most often 
opt for the technique of overstating income. For example, in a sample of just 
under three hundred cases of manipulative financial reporting disclosed by the 
Securities and Exchange Commission (SEC) and issued public statements, 
Dechow and Schrand (2004, p. 42) found that dominant (in more than two thirds 
of companies) exploited overestimation of income. When it comes to the cases 
in connection with which the SEC initiated legal proceedings, the technique of 
overstating revenues was present in 55% of the cases, with some companies not 
even avoiding simultaneous understating of expenses (Dechow et al., 1996, p. 
10). It is also interesting that the perception of the auditors regarding the order 
of the most represented techniques of profit manipulation differs. According to 
the experience of auditors who described more than five hundred attempts to 
shape profits with materially significant effects, income manipulation 
techniques are in the second place in terms of frequency of occurrence, while in 
the first place are expenditure manipulation techniques, which were used in 
almost every other case of attempted manipulative action (Nelson, Elliott and 
Tarpley, 2003). 

Techniques for shaping the calculation components of profit are numerous and 
interrelated. The effects of applying these techniques are present in several 
accounting periods. However, their reversible effects should not be neglected 
either. Bearing in mind the organic connection of the report on the financial 
position with the report on the total result, it is not difficult to conclude that the 
calculation components of the accounting results will automatically be reflected 
in the value of the company's net assets. In fact, the choice of neutral accounting 
policies will lead to the temporary presentation of lower values of net assets 
than those obtained by the implementation of accounting methods and 
techniques aimed at overestimating the accounting components of reported 
profits. The values will only temporarily be lower because in the following 
accounting periods, the opportunities for generous accounting estimates are 
reduced, so, assuming that they remain within the framework of professional 
regulations, the space for overestimating accounting profits narrows precisely 
to the extent that net assets are already overesti
This phenomenon is known in the literature as "reversible effects". Namely, the 
discretionary accounting components of the reporting result created in the 
current accounting period are, as a rule, decomposed into x subsequent 
accounting periods, canceling previously achieved effects, that is, acting in the 
opposite direction on the accounting results of future periods. The described 
reversible effects are therefore a factor that limits the scope of profit 
management and is inherent in the nature of the accounting system. According 
to Baber et al. (2011), repercussion of reversibility is a function of two 
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components: the extent to which accounting discretion is exploited in deforming 
accounting results of previous periods and the speed of realization of reversible 
effects of discretionary components of accounting quantities contained in past 
accounting profits. Because of this, the management of reported earnings can be 
seen as a process of uneven levels in the use of accounting discretion over time 
(Barton, Simko, 2002, p. 3). The reason that managers, despite the reversible 
effects of their decisions and actions, use the management of accounting 
components of results is that it enables them to show the required level of 
accounting results in the period of maturity for the realization of options and 
bonuses and thus the realization of certain personal economic and reputational 
benefits. In addition, researches that refer to optimistic managerial expectations 
are not rare, so even in the case of management of accounting quantities, 
especially their discretionary components, the expectation of such growth of 
accounting results in future accounting periods that will nullify the reversible 
character of earlier decisions, can justify tendentially overestimated amounts of 
profits. (Graham et al., 2005, p. 41). Nevertheless, one must not lose sight of the 
fact that the management of accounting components of profit is rational only in 
circumstances when the expected negative consequences of reversible effects 
are less than the expected benefits of managing the accounting quantities of the 
current accounting period. 

In the recent past, there are numerous examples in which well-known companies 
quite boldly moved away from the limits set by professional and legal 
regulations. The epilogue in most cases meant the bankruptcy of the company 
and serious financial losses of its investors. The WorldCom case that rocked the 
global market involved an overstatement of profits by seven billion dollars 
achieved by unjustified and impermissible capitalization of costs by the same 
amount. After learning about the irregularities, the share price fell by almost 
98%, after which the company went bankrupt (Lev, 2003). 

The study of systemic differences in the levels of accounting profit 
management, which was conducted on a sample of 215 large Serbian companies 
from the real sector in a nine-year period (2009 - 2017), showed the prevalence 
of profit management using accounting techniques in the economy of the 
Republic of Serbia. The results of this analysis once again support the claim that 
this profit management mechanism is characteristic of economies with 
underdeveloped capital markets, inadequate investor protection, frequent 
changes in the law and inefficient
2020).
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Profit management through real transactions 

At the end of the nineties of the last century, trust in financial reports was shaken 
due to major financial and accounting scandals. Consequently, the need to 
improve corporate governance and better regulation of the accounting 
profession has been actualized. To this end, the Sarbanes-Oxley Act (SOX) was 
adopted in the USA in July 2002. The goal of formulating and entering into 
force of this law was to raise the professional responsibility of all actors in the 
processes of creation, analysis, revision and use of publicly available financial 
information to a significantly higher level. In the following years, research 
studies appeared motivated by examining the effects of this fundamental reform, 
one of the most significant in the era of modern business. to the practice of 
manipulating accounting results. A notable study in the aforementioned area 
(Cohen et al., 2008) shed light on several important facts. First, accounting 
techniques aimed at expressing the desired amount of profits were extensively 
exploited earlier (before the adoption of SOX), and the aforementioned practice 
culminated in the era of escalating corporate scandals (2000-2001). Second, the 
culmination of the implementation of the aforementioned earnings management 
strategy and the growth of shares and stock options in managerial compensation 
coincided in time. Third, after the introduction of SOX, there was a decrease in 
the importance of the practice of managing the accounting components of profit, 
as well as an increase in the importance of the practice of managing the profit 
through real transactions. Empirical evidence has confirmed that after the 
enactment of SOX, the strategy of managing accrual components of earnings 
has been largely replaced by the strategy of managing through real transactions. 
However, it was not possible to reliably conclude whether the introduction of 
stricter legislation reduced the overall scope of the practice of profit 
manipulation. 

Manipulation through the undertaking of real transactions implies the 
performance of economic activities that by nature, scope or method of execution 
deviate from usual business practice, and which aim to achieve a desirable level 
of accounting results. The biggest risks of this strategy are related to its non-
negligible impact on cash flows. If it is assumed that the forced transactions are 
properly recorded, implementing this strategy remains within the framework of 
the requirements of professional regulation, and therefore the impact of these 
transactions on the audit opinion is also absent. Designing real transactions for 
the purpose of achieving accounting goals is a strategy in which the risk of 
detection is minimal because it is difficult to prove the existence of the intention 
that motivated the transactions. Also, evaluating the effects of alternative 
scenarios that the company would apply to the accounting result is very complex 
(scenarios in which there are no opportunistic intentions). All this results in a 
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situation in which auditors and regulatory bodies can hardly detect and prove 
such manipulative activities and sanction them. Additionally, shaping the 
accounting result through real transactions enables changes that are not possible 
when acting exclusively with accounting techniques available in the domain of 

 

On the other hand, profit management through real transactions also implies the 
assumption of certain risks and costs. Undertaken investment and business 
activities, which are motivated by the achievement of short-term goals in the 
domain of the current period's results, may have negative consequences on 
future cash flows and on the estimated value of reporting entities. In the 
following, only some forms of manipulation of real transactions are described, 
which the literature most often refers to, bearing in mind that examples of 
manipulation in business practice can be even more imaginative. 

The first example involves granting high discounts to customers/favorable 
credit terms, in order to significantly increase sales volume, sales revenue and 
finally the accounting result. In addition to the positive impact of favorable sales 
conditions on current sales revenues, such activities also encourage expectations 
regarding their maintenance in the future, so customer pressure can threaten the 
expected profit margins of future sales. The practice of the pharmaceutical 
company Bristol-Myers is a real example of artificially increasing accounting 
profits through forced sales in order to meet the forecasts of financial analysts 
and achieve profit targets. For two full years (2000-2001), the company filled 
its distribution channels with stock even though there was no corresponding 
demand from the other side. On this basis, sales revenue in the amount of 1.5 
billion US dollars was recognized for drugs delivered to distributors, with a 
guaranteed return on investment in the period until the distributors sell the 
drugs. After the case was discovered, and after the proceedings before the 
competent authorities, the company paid compensation in the amount of 150 
million dollars (www.sec.gov).  

Another example of manipulation of real transactions is an unnecessary increase 
in the volume of production, which results in a lower cost price of sold products 
and a higher sales margin (due to the effect of economies of scale). The activity 
of such an increase in the volume of production is accompanied by the risk of 
accumulating stocks that are then transferred to the next accounting periods, 
which increases storage costs, costs of disposing of stocks that have expired, 
etc. There is empirical evidence in the literature that confirms the impact of 
applying the above strategy on profitability in the current period (Thomas and 
Zhang, 2002). However, in those researches, the impact of changes in demand 
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as a possible explanation of the research results was not completely excluded 
(which, for example, was shown in Hribar, 2002). 

The following example from the literature can be characterized as a significant 
reduction of discretionary costs, i.e. costs whose occurrence is not accompanied 
by the simultaneous recognition of income. Examples of such costs are research 
and development costs, advertising costs, maintenance costs, etc. They certainly 
represent a favorable training ground for an opportunistic increase in results and 
reduction of current cash outflows. At the same time, the risk of reduced future 
cash inflows has increased. A study was conducted in 438 American 
manufacturing companies over a period of ten years (Baber, Fairfield and 
Haggard, 1991). The study revealed that the investment in research and 
development is significantly reduced in years when reporting these costs in 
some higher amounts would threaten the reporting of profits or make it 
impossible to report profits that are higher than the profits of the previous 
accounting period. 

Timing of the moment of sale of fixed assets is often used as a technique for 
expressing the desired amount of accounting profit. As the concept of historical 
costs does not allow recognition in the profit and loss account of changes in the 
market value of a fixed asset until the moment of its sale, the timing of the 
moment of sale appears as an example of a discretionary decision with 
repercussion on the amount of accounting profit reported. Bartov (1993) showed 
in his research that managers use the timing of the period of sale of parts of fixed 
assets in order to realize the latent reserves related to them, with the aim of 
balancing periodic results, as well as mitigating the consequences of restrictive 
credit clauses. 

Financial scandals in which accounting manipulations played a significant role 
undoubtedly caused a noticeable reaction from regulatory bodies and greater 
caution from the investment public. However, the practice of managing results 
presented in financial statements has not disappeared, despite the efforts of 
regulatory bodies. It is also debatable whether its scope has been significantly 
reduced by the introduction of new regulatory requirements in developed market 
economies. A more detailed analysis of the practice of accounting 
manipulations showed a tendency to replace accounting techniques of profit 
management with more complex management techniques through real 
transactions, where the risk of detection is significantly reduced. As a result, the 
increase in the risk appetite of increasing long-term costs caused by forced real 
transactions is compensated by a lower risk of detection of opportunistic 
behavior.
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Conclusion 

Forced real transactions as a strategy to reach the desired level of accounting 
profit are a challenge not only for regulatory bodies and auditors, but also for 
members of the academic community. Focused on accounting manipulative 
techniques, researchers have made serious progress in perfecting econometric 
models that approximate the management attributes of accounting components 
of accounting results. Either because of the relatively fresh empirical evidence 
regarding the increasingly frequent practice of profit shaping techniques 
through real transactions or because of the impossibility of detecting them, the 
methodology of assessing real manipulations is still on rudimentary 
foundations. Only minor modifications of the original Roychowdhury (2006) 
model are currently available, with no notable progress in overcoming its many 
limitations. The model identifies deviations of production costs, discretionary 
costs and cash flows from the business activity of the reporting entity in relation 
to the average values in the sector in which the entity operates. Based on the 
determined deviations, the scope of accounting profit management through real 
transactions is estimated. At first glance, the limitations of this model are clear. 
An important assumption of the model that under normal circumstances entities 
operating in the same sector have the same trends in cash flows and production 
costs, as well as a similar tendency to invest in marketing or research and 
development, can be questioned. In addition, the assumption that sales revenue 
is the only driver of expenditure and profitability can also be legitimately 
objected to (more details in Srivastava (2019)). 

There is a noticeable lack of empirical research that approximates the 
distribution of accounting results management activities by forced real 
transactions within the observed accounting period, bearing in mind that these 
activities cannot be implemented "immediately", just before the preparation of 
financial statements. There is still no answer to the question of whether the 
frequency of forced transactions aimed at the target amount of accounting profit 
increases as the end of the reporting period approaches, which is also the period 
in which managers recognize the necessary direction and scope of action in 
order to transform realistically achieved performances into desirable. We must 
not lose sight of the possibility of combining strategies of real and accounting 
manipulations for the realization of defined goals, which will certainly pose 
many methodological and research challenges. The reactions of users of 
financial statements, especially investors, open the possibility of analyzing their 
perception and understanding both current and future consequences of profit 
management by applying different strategies or their combination. The 
evolution of the practice of profit management, empirically confirmed, also 
raised a wave of new questions. In highly developed market economies, 
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regulatory bodies, in an attempt to overcome one problem, gave the initial 
impetus to the application of more perfidious methods of profit management, 
which escape the audit court and other detection methods. As a result, it is 
inevitable that the consequences of applied profit management strategies are 
viewed as an inseparable aspect of the quality of financial statements on which 
resource allocation decisions are based. 
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