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�
A

change
in

accounting
estim

ate
(C

A
E

)is
³D

change
thathas

the
effect

of
adjusting

the
carrying

am
ount

of
an

existing
asset

or
liability

or
altering

the
subsequent

accounting
for

existing
or

future
assets

orOLDELOLWLHV´(A
S

C
250).

�
E

xam
ples

are
the

C
A

E
s

related
to

the
percentage

ofcom
pletion

and
contract

revenue
recognition,

changes
in

estim
ated

useful
life

or
salvage

value
ofproperty,plant,and

equipm
ent,changes

in
the

estim
ated

allow
ance

for
doubtful

accounts,
changes

in
estim

ated
w

arranty
reserve,

restructuring
reserve,

and
changes

in
otherestim

ates.
�

S
tudies

(B
ernard

and
S

kinner
1996;

D
echow

and
D

ichev
2002;

D
echow

et
al.

2003;
D

echow
et

al.
2011;

S
tubben

2010;
M

cN
ichols

and
S

tubben
2018)

raise
questions

on
the

validity
of

the
abnorm

alaccrualm
odels.

�
Testing

the
efficacy

ofvarious
abnorm

alaccrualm
odels

to
detect

C
A

E
s

is
w

ellm
eaning,

as
A

A
E

R
s

and
restatem

ents
are

ex-post
m

easures
thatsufferfrom

noisy
events.

�
W

e
use

actual
changes

in
accounting

estim
ates

(C
A

E
s)

w
hich

speak
betterto

the
validity

ofabnorm
alaccrualm

odels.
�

In
2002,

the
S

E
C

filed
suit

against
X

erox
for

using
various

opportunistic
accounting

choices
from

1997
to

2000,
m

any
of

w
hich

included
changes

in
accounting

estim
ates.

�
The

P
ublic

C
om

pany
A

ccounting
O

versight
B

oard
(P

C
A

O
B

)
recognizes

that
accounting

estim
ates

are
a

tool
for

earnings
m

anagem
entand

accordingly
have

relevantauditstandards.
�

A
S

2810:
E

valuating
A

udit
R

esults
(2010)

requires
that

auditors
exam

ine
w

hether
m

anagem
ent

uses
³VZ

LQJV´
in

accounting
estim

ates
to

m
eetan

earnings
target.

�
In

addition
to

practitioners
and

regulators,
several

academ
ic

studies
posit

that
accrual-based

earnings
m

anagem
ent

can
be

achieved
by

changing
accounting

estim
ates

(Zang
2011;D

ichev
etal.2013;S

chipper1989).
�

R
ecentresearch

provides
evidence

ofusing
C

A
E

s
to

m
eet/beat

analysts
forecastdoing

opinion
shopping,and

otheropportunistic
reasons

(A
lbrechtetal.2017;D

eFond
etal.2018).

�
S

urveying
169

C
hief

Financial
O

fficers
(C

FO
s)

public
com

panies,
D

ichev
et

al.
(2013)

report
that

using
change

in
estim

ates
is

one
ofthe

proxies
to

detectearnings
m

anagem
ent.

H
1: A

bnorm
al accrual proxies can detect discretionary 

changes in accounting estim
ates (D

C
A

Es).

In
tro

d
u

ctio
n

H
y
p

o
th

e
sis

D
iscretionary C

A
Es M

easurem
ent

D
iscretionary

C
A

E
m

easure
(D

C
A

E
s)

is
based

on
w

hether
firm

s
use

C
A

E
s

to
m

eet
or

beat
any

of
three

earnings
benchm

arks,
w

here
a

firm
is

unable
to

m
eet

or
beat

benchm
ark

w
ithout

using
the

C
A

E
s.

Follow
ing

B
arua

et
al.

(2010)
and

C
aylor

(2010),
this

study
uses

the
follow

ing
three

benchm
arks.

(I)IfactualcurrentyearE
P

S
>=

prioryearE
P

S
,butadjusted

currentyearE
P

S
<

prioryearE
P

S
;or

(II)IfactualcurrentyearE
P

S
>=0,butadjusted

currentyearE
P

S
<

0;or
(III)

Ifactualcurrentyear
E

P
S

>=
$QDO\VWV¶E

P
S

estim
ate,butadjusted

currentyear
E

P
S

<
$QDO\VWV¶

E
P

S
estim

ate,
W

here
A

djusted
E

P
S

=
E

P
S

-(P
ost-tax

C
A

E
im

pact/S
hares

outstanding)

D
etection of D

iscretionary C
A

Es by A
ccrual M

odels-Testing H
ypothesis 1:

W
e

use
the

follow
ing

equation
to

exam
ine

the
predictive

pow
erofaccrualm

odels:
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M
O

D
E

L
represents

the
abnorm

al
accrual

from
the

Jones
(1991)

m
odel

(including
perform

ance-
adjusted

versions),
or

the
m

odified
Jones

(including
perform

ance-adjusted
versions),

or
the

D
echow

and
D

ichev
(2002)

m
odelor

the
D

echow
and

D
ichev

(2002)
m

odelm
odified

by
M

cN
ichols

(2002),or
the

perform
ance

m
atched

m
odel(K

othariet
al.

2005),
or

the
revenue

m
anagem

ent
m

odel(S
tubben

2010),orthe
B

eneish
m

odel(B
eneish

1997),depending
on

w
hich

m
odelw

e
exam

ine.
Validation of D
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Es M
easure

w
e

use
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audit
fees
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odel
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investigate
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hether
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are
higher
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D
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Logistic R
egression of D

C
A

Es on Total A
ccruals and A

bnorm
al A

ccruals M
odel Estim

ates
. M

e
th

o
d

s

�
W

e
use

discretionary
changes

in
accounting

estim
ate,a

new
evidence

ofearnings
m

anagem
entto

exam
ine

the
predictive

pow
erofabnorm

alaccrualm
odels

�
A

ccounting
changes

can
be

for
som

e
valid

reason
and

not
for

opportunistic
purpose.

H
ence,

this
study

does
not

intend
to

say
that

all
of

the
change

in
accounting

estim
ate

is
solely

attached
to

opportunistic
reason.R

ather,w
e

separate
discretionary

and
non-discretionary

changes
in

accounting
estim

ates.
�

W
e

address
the

validity
concern

discussed
by

a
large

body
of

literature
regarding

the
lim

itations
of

sam
ples

against
w

hich
recent

studies
test

abnorm
al

accrual
m

odels
(N

ezlobin
etal.2018;K

han
etal.2019).

Findings from
 H

1 Test:
�

W
e report the predictive pow

er of abnorm
al accrual estim

ates from
 the JO

N
E

S
 

m
odel, m

odified JO
N

E
S

 m
odel, JO

N
E

S
 m

odel controlled for perform
ance, and 

m
odified D

echow
and D

ichev
(M

D
D

) (significant at p<5%
). 

�
The coefficient (3.404) on the m

odified D
echow

and D
ichev

(M
D

D
) m

odel is higher 
com

pared to other accrual m
odels in detecting D

C
A

E
s.

R
egression of A

udit Fess on D
C

A
E

s 

D
iscu

ssio
n

C
o

n
clu

sio
n

s

R
e
fe

re
n

ce
s

R
e
su

lts

O
b

je
ctiv

e
This

study
evaluates

w
hether

abnorm
al

accruals,
estim

ated
from

conventionalaccrualm
odels,

can
detect

discretionary
changes

in
accounting

estim
ates

(D
C

A
E

s).
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