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Earnings Restatement and Real Activity Manipulation: An Empirical

Research on the Overstatement Companies Claiming Higher Earnings

LI Wanli, CHEN Liying, LV Huaili
(School of Management, Xi’an Jiaotong University, Xi’an 710049, China)

Abstract : Increased earnings restatement in recent years has attracted investors, academics and regulatory authorities’ wide at-
tention. Exploring the deep motivation of earnings restatement has become a question that had to be solved to improve
companies’ accounting information quality. This paper analyses the relationship between earnings restatements and real earn-
ings management activities by using the overstatement companies as samples. The results show that overstatement companies
have low levels of cash flow from operations and high production costs compared with non-restatement companies in restated
years, indicating that restatement companies have used real earnings management activities to positively manage the earnings in
question. So most earnings restatement is the product of intentional earnings management.

Key Words: earnings restatement; real activity manipulation; cash flow of operations; earnings management; higher earnings

claim
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Opportunistic Tendencies, Business Risk and Audit Quality

CHEN Lianghua' , FENG Wentao’, CHEN Jifeng'

(1. School of Economics and Management, Southeast University, Nanjing 210096, China;
2. Department of Accounting, Xiamen University, Xiamen 361005, China)

Abstract: According to “Prospect Theory” of behavioral economics, this paper analyzed the mechanism between auditors’ op-
portunistic tendencies and the audit opinions, then examined the hypothesis by the data from Shenzhen Stock Exchange in Chi-
na. The empirical results showed that the smaller the business risks of listed companies was, the easier to get clean audit opin-
ions. Audit opinions which should have reflected the quality of financial reports just became an evaluation of financial perform-
ance, which indicated the existence of opportunistic tendencies in the audit action. This study introduced behavioral economics
into audit research not only to extend the methodological thought but also to sublimate our knowledge of audit action.

Key Words: audit quality; opportunistic tendencies; behavioral economics; prospect theory; operation risk; auditor switch
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