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ABSTRACT 

 

Accrual-based aggressive accounting is among the accounting bases in which 

transactions are acknowledged as the elementary event occurs, unconcerned of the cash 

receipts' timing and payments to be assembled. The present study aims to deliver evidence 

concerning accrual-based aggressive accounting techniques and identify the different accrual-

based aggressive earning management methods and their effects on the market. This study has 

scrutinized pieces of literature and examples to date to provide deep insight on accrual-based 

aggressive accounting and Accruals-based earnings management. Data was collected from 

accessible databases from various academic journals. This study provides an understanding of 

the accrual-based aggressive methods' accounting nature chiefly on accruals to review incomes 

with falsely decreased variations and how the market, mainly the investors, react to these 

methods ethically. Consequently, earning management via applying accrual-based aggressive 

accounting techniques has been used by various companies to achieve personal or companywide 

goals. 

 

Keywords: Accrual-Based Aggressive Accounting, Earning Management, Market Investors, 

Ethical Perception 

 

INTRODUCTION 

 

Earnings management has become an issue of grave significance in today's capital 

markets. Barely a single day goes by without discussing a large company that deceived 

shareholders through the deliberate misrepresentation of financial accounts (Mohanram, 2003). 

An important question that needs to be answered to fill our knowledge gap is what is accrual 

accounting, what role it plays in distributing resources more equally, and in totality, how much 

of accrual accounting advances collective efficiency by facilitating resource allocation (Demski, 

1972; Kanodia & Sapra, 2016; Leuz & Wysocki, 2016). Accrual accounting can be described as 

a simple method in which the documented profits that a corporation has received but has not to 

receive the payment for it and the expenditures that have been sustained but that the company 

has not paid for it. It's a general phenomenon in which the expenditure and revenues should be 

seen at the same time. Accrual accounting presents the variance among revenue and currency 

flows, increasing the subject of how one is worth possessions (Ohlson & Zhang, 1998). Accrual 

accounting works on the principle of credit. The classic example of accrual accounting is where 

the client uses your service and pays later. Alternatively, company buys the supplies for the 

corporations and pays later when they receive the customer's payment. But this exchange of the 

revenue is expressed at the same time. 

Earnings management as an idea is not exactly novel. Countless studies are going on 

regarding retributions management internally and in a foreign country, but researchers have not 

settled on the meaning of earnings management (Jiang, 2020). However, many researchers have 
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made diverse hypothetical descriptions of earnings management at different phases and degrees 

(Jiang, 2020). 

 In 1989, Schipper was one of the primaries to describe retributions organization and 

mentioned it in his definition as a focused interference in the peripheral financial journalism 

procedure to obtain individual achievement (Mahjoub & Miloudi, 2015). Aggressive accounting 

thus, happens through handlings in secretarial gears such as balance sheet and revenue reports; 

yet, these variations, though fulfill with the decree, may misinform some investors (Wu, 2014; 

Mahjoub & Miloudi, 2015). Although these description acmes the innovative feature that 

determination the administrative to assume such practice, many others reflect retributions 

managing as an income to fetch significance to stakeholders (Mahjoub & Miloudi, 2015). In 

other simple words, you can say that aggressive accounting deals with the accounting practices 

constructed to enhance any company's financial performance. Thus, aggressive accounting 

compensates the company's loss via overstating earnings. 

Aggressive Accounting can be defined from two viewpoints; a resourceful viewpoint and 

an informational viewpoint. The first one reflects retribution management as a resourceful 

instrument used by directors to evade a small number of circumstances that may shake the 

corporation and then deceive stockholders about the establishment's state. In this way, 

executives convey to depositors that consequences were being seen through the upsurge or 

reduction of revenue, and they will be reimbursed and get the most out of the private return. This 

resourceful feature of retributions management funds the affirmative secretarial philosophy. 

Likewise, earnings management delivers around safety to executives as it exhibits improved 

returns even through difficult periods. It supports administrators to sort the maximum of their 

revenue and maintain their company's position (Mahjoub & Miloudi, 2015). The informational 

viewpoint reflects income management as a device to gesture hidden data linked to its upcoming 

presentation to the principal market. This optimistic study is frequently observed beforehand 

around principal connections such as mergers attainments (Erickson & Wang, 1999; Mahjoub & 

Miloudi, 2015). According to this standpoint, remunerations management can be distinct as any 

judgment of practical, lawful, and proper administration that delivers worth to sponsors. Once 

the earnings management is passed out over organization measures, it permits getting the 

purposes. Thus, the informational aspect wires the signal theory (Mahjoub & Miloudi, 2015). 

Accrual base aggressive accounting earnings management is a belligerent repetition used 

by corporations, including numerous dishonest methods to distort a company's actual monetary 

outcomes to attain its individual goals (Kollar, 2021). Profit management is considered the 

active manipulation of a company's financial results to show its financial situation in the best 

possible light (Comiskey & Mulford, 2002; Kramarova & Valaskova, 2020). International 

Financial Reporting Standards, also known as IFRS, have been accepted by various corporations 

universally to prepare their financial statements (Ismail et al., 2013). Accrual-based Earnings 

management can be attained with the use of numerous methods, that can impact auditing 

numbers. These practices and actions target to enhance stated surplus in the financial statements 

(El Diri, 2017).  

Some people may think that the on-purpose alteration of the company revenue is a 

dishonest way of reporting its financial status. Many may believe that using this method is 

permitted within Generally Accepted Accounting Principles (GAAP) to attain the desired result 

is merely a way of doing business and pleasing investors. 

The public and the market's opinion regarding a company's earning management is 

especially critical in today's environment. The public presently has got different advances that 

can be utilized to assess a company's bookkeeping choice aggressiveness. Given the expanding 

capacity to detect profit administration, today's directors must consider how the public may see 

their bookkeeping decisions. However, the financial information standard has been defied due to 

the constant accounting and monetary loopholes that have occurred recently, which have 

heightened stockholder and market wariness about the standard, dependability, and worth of the 

material delivered to Corporations. Guillamón-Saorín, Guiral & Blanco (2018), stated that 
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“firms involved in controversial activities that manage their earnings upward increase risk 

levels, no matter if they engage in socially responsible actions or not”.  

The matter of ethics has been intensely debated in economic literature due to its impact 

on users' decisions (Bondoc & Taicu, 2019). Financial reporting by businesses is a lawful 

obligation in many nations, signifying the connection among establishments and the public. The 

economic evidence is valuable to shareholders to deliver an accurate image of the corporation's 

financial matters (Bondoc & Taicu, 2019). 

Bondoc & Taicu (2019) stated that when preparing financial reports, it is important to 

respect ethical principles in order to defend the public interest. If investors are confident that the 

principles of ethics in financial reporting and organizational communication have been 

respected, they may invest more, contributing to its development (Bondoc & Taicu, 2019). 

Therefore, this paper investigates the association between companies' accrual-based 

commitment and the actual processes of influencing earnings management on business 

performance. This paper also focuses on unrestricted accretions. While discretionary accruals 

may not infringe GAAP, their handling that takes on numerous methods demands the moral 

decrees of business administrators (Markmann & Ghani, 2019). It can be of great importance for 

the regulators and investors to study this topic to motivate investors' judgment. 

 

LITERATURE REVIEW 

 

Practices in earnings management are directed to please specialists' and investors' 

prospects about a business's monetary presentation (Kumari & Pattanayak, 2017). As managers 

can influence the company's earnings, it doesn’t surprise that bosses utilize their circumspection 

exercise earnings management (Jiang, 2020). Managers partake in handling the retributions to 

attain the prediction revenue precincts and relate them with the subdivision success boundary 

(Razzaque, Ali & Mather, 2016; Liu et al., 2018). Besides, investors usually do not have as 

important information as administrators owing to information asymmetry. Bosses can use 

earnings to reach their aims for their company's future performance (Dakhlallh et al., 2020). 

According to signal theory and agency theory, earnings management's net influence on a 

business's worth depends on whether managers manage retributions mainly to attain their 

benefits and mislead stockholders on their presentation assessments (DeFond & Park, 1997; 

Dakhlallh et al., 2020). Therefore, managers recognize accounting and applied behavior ideas to 

report subjective prospects (Khuong, Ha & Thu, 2019). 

A less comprehensive definition of earnings management, "the purposeful intervention in 

the external financial reporting process, with the intent of obtaining some private gain," 

explained that this definition only focuses on external reports excluding managerial activities 

and reports (Schipper, 1989; Toumeh & Yahya, 2019).  

In many cases, accrual-based accounting becomes the more sensible foundation when the 

business has considerable due bills or unsorted income after each period. These totals vary from 

period to period. The accrual-based recording is also obligatory if an association is needed to 

measure product and service cost (Larkin & DiTommaso, 2018). There is no way to know the 

cost during the year if the unpaid bill will not be added as an amount in the statement. The same 

goes for the services provided for fees, but the fees are not due immediately and taken in a given 

duration of time. If the given company is trying to conclude the given statement about a service's 

cost or profitability, accrual-based earnings management is necessary (Larkin & DiTommaso, 

2018). 

On the other side, it is stated that R&D is highly essential for firms so that they can 

innovate more efficiently and efficiently in manufacturing and operation, create fresh goods and 

services that boost competitiveness and thus improve future cash flow and profitability (Seifert 

& Gonenc, 2012; Dakhlallh et al., 2020). Therefore, if reducing R&D spending is used for 

genuine reasons for earnings management, this action will be harmful to the long-term results of 

companies (Jiang, Habib & Wang, 2018). Moreover, if managers reduce the short-term value to 
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manage earnings to indicate the performance of their companies' future and the industry 

acknowledges the information in its. The advantages can offset the expenses and ultimately 

boost a firm's value, thereby protecting its long-term value (Al-Shattarat, Hussainey & Al-

Shattarat, 2018). 

Many studies document that management engages in earnings management by managing 

accrual or simple operations (Bautista et al., 2018). Therefore, an organization has two ways of 

operating earnings. The management can either opt for the accounting methods that favour the 

accrual-based earning management or change the financial actions like publicity, promotion, 

deals, progress, and investigation to accomplish revenue. However, companies' real motivations 

to participate in accrual-based earnings management are similar to natural earnings management 

motivations (Jiang, Habib & Wang, 2018). There could be many reasons why the managers may 

prefer to operate through natural earning management rather than aggressive earning 

management. One reason could be that real earning management is more ethical and publicly 

acceptable than aggressive earning management (Dakhlallh et al., 2020). Second, natural 

earnings management attracts less government attention and auditor scrutiny because it is harder 

for outsiders to detect earnings through fundamental operations such as sales discounts and 

overproduction (Jiang, Habib & Wang, 2018).  

Generally accepted accounting principles, also known as GAAP, are many guidelines 

that incorporate the facts, complications, and industry and commercial bookkeeping legitimacy. 

The Financial Accounting Standards Board (FASB) uses GAAP as the basis for its inclusive 

group of accepted bookkeeping approaches and applications. The precision and dependability of 

the financial reports are vital to firms' investors to make fitting choices (Ndebugri & Tweneboah 

Senzu, 2017). This point has developed more grave in recent years, initially from late 2001 due 

to the failure of Enron Corporation, Worldcom, and Adelphia (Ndebugri & Tweneboah Senzu, 

2017). This significance has strengthened with the current economic disaster as of the economic 

failure of chief financial organizations. Even if there is a current considerable accounting 

standard (GAAP and IAS) to lead economic office activities, occasionally it turns out to be 

dreadful to stop the fraudulent conduct of financial statement preparers, who wants to impact the 

judgments of the operators of the financial report in approval of their businesses (Ndebugri & 

Tweneboah Senzu, 2017). 

Companies do not operate independently. They rely heavily on the investors and are 

obliged to present a financial report to the shareholders to inform them of their position and how 

their investment is being utilized. According to the Instruction of the Minister of Public Finance 

no. 1802/2014 regarding the Secretarial Parameters' sanction concerning the specific yearly 

commercial reports and the combined yearly monetary declarations. Gomoi (2020) ststaed that 

inorder for financial information to be helpful. Financial information's usefulness is better if they 

are comparable, verifiable, timely, and intelligible (Gomoi, 2020). 

There are views that the present monetary reports undergo from numerous 

communication errors, comprising the detail that the current directive of the monetary statement 

does not adequately take into deliberation the consumers’ requirements for statistics about the 

objects’ regular chief commercial model, that affects the understanding, simplicity and the 

prospect of contrasts between bodies (Baksaas & Stenheim, 2019; Bondoc & Taicu, 2019). 

Currently, firms pursue solid and effective data transfer that concerns their economic situation 

and performance and the commercial, ecological, and communal sides connected to the 

establishment’s activities. 

 

METHODOLOGY 

 

The research study was carried out with secondary data, and it was taken from different 

scholar articles. The present study is based on investigative and expressive studies. The previous 

literature review can provide the information that the managers' actions would be considered 
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genuine when directors work within the GAAP limit. However, these actions are called accrual-

based earnings management.  

 

Premature Recognition of Revenue 

 

Premature Recognition of Revenue is a method often being used to manipulate 

retributions. The initial acknowledgment of profits or acknowledging illusory revenue in full is 

one of the most widespread retributions management practices (Toumeh & Yahya, 2019). 

Expenses are accepted when the entity pleases a presentation commitment. Extraordinarily, the 

quality specified that the channel of mechanism is vital to identifying revenue. This power is 

approved when the competence to point the asset and significantly gain all of the current 

benefits.  

It can occur when corporations identify income when the client does not ratify sales. 

That is when the client still has time and chances to dismiss, end and cancel the sale (Jiang, 

2020). Stated that some businesses identify profits promptly before implementing any action 

requirement in the agreement; attained by documenting imminent sales on the final day of the 

current period to increase earnings. This step would surge the firm’s stated earnings, but it does 

not regulate the earnings, and it should not be documented (Jiang, 2020). Partial of all financial 

reporting scams has elaborated exaggerating incomes. A study addressed that this aggressive 

management method decreases commercial reporting quality and cheats stockholders concerning 

their performance (Wasiuzzaman, 2015; Toumeh & Yahya, 2019). 

 

The Big Bath 

 

When firms are very close to an aim, the motivation to take earnings just over the target 

becomes extremely strong; in these circumstances, the organizations will try and use ascending 

earnings management to increase earnings. However, when companies are way beneath their 

objectives, they have a reason to make things look even poorer for the following reasons. Firstly, 

it is unlikely that any quantity of earnings management will get them over the predicted goals. 

Secondly, if one is way under the goal, the costs of being even shoddier are negligible. Such a 

method is called “big-bath” accounting. Accounting oversized baths are universal in practice 

(Hope & Wang, 2018). Practitioners and academics suspect that managers commonly engage in 

“big bath.” reporting behavior as a form of earnings management when their firm experienced a 

significant event leads to recognizing oversized nonrecurring charges in a single period (Cheng 

et al., 2019). Jiang (2020) defined the Big Bath's approach as “an extensive writedown of assets 

and accrual of obligations to make the balance sheet conventional so that there could be less 

expenditure to serve as a hindrance on future earnings.” If drawing a picture demonstrating a 

firm’s earning consecutively for several years, the year with “big bath” would be signified as a 

substantial drop matched with the previous and the following year (Jiang, 2020). There is a “big 

bath” chiefly because it collects budgets that might occur in the subsequent years into the current 

year, whose results may already be not good (Jiang, 2020). 

While oversized baths can enhance the information environment and reduce data 

asymmetry, they can also worsen the data environment and abstruse operating performance 

(Hope & Wang, 2018). Big bath is one of the aggressive accounting mischiefs that make the 

business`s earnings for the current period look inferior and clean up the economic position 

statement to show better results in the future. Additionally, the big bath strategy is not a sign of 

business failure. On the other hand, it is a constructive action to improve future incomes by 

clarifying insolvent projects or hopeless assets (Toumeh & Yahya, 2019). 

The standard of classifying if this method is an accrual accounting practice or is the 

degree of “conservatism”; when this practice is not said to be fraud, unless administration 

intended at eradicating the negative NPV or idle assets minus overstatement which leads to 

delivering a variable financial report (Toumeh & Yahya, 2019). However, recognizing 
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managers’ resourceful use of surprising, large-scale events to take earnings baths has been 

demanding. Precisely, the significant nonrecurring charge needed to take a bath is usually driven 

by the company or managerial characteristics (Cheng et al., 2019). For example, the reporting of 

oversized rearrangement charges is often a reply to meager performance. Hence, the enhanced 

earnings performance following the reorganization charges does not essentially permit us to 

deduce unusual bath behavior. Instead, it could simply specify that rearrangement attained. 

 

Income Smoothing 

 

Smoothing is flattening the heft of periodic net revenue variations (Toumeh & Yahya, 

2019). Revenue levelling is a constituent of aggressive accounting that generates progress of 

incomes steadily, which is made by accrual bookkeeping such as distribution of financing 

expenses. Supervisors are done revenue smoothing to upsurge incomes when income is reversed 

and condense it when revenue is high. Operators of economic reports typically have distressed 

with the earnings variation level since it specifies the amount of perseverance in the firm`s 

earnings. Occasionally, it suggests the danger of economic failure (Safdar & Yan, 2016; 

Toumeh & Yahya, 2019). It’s claimed that organizations use flexible accruals for revenue 

leveling to abate the printed earnings' inconsistency over time. Furthermore, revenue leveling is 

separated into false and genuine. Simple revenue leveling is connected to doings that impact 

money streams, like the alteration of the timing of investments or increasing deals by randomly 

presenting publicity concessions (Ozili & Outa, 2017; Toumeh & Yahya, 2019).  

There could be many reasons why a company decides to apply the income smoothing 

technique. This method could increase its value as a substantial increase in its stock value could 

be seen. It also decreases the company threat and consequently lowers expenses interest in 

borrowing and shrinking its investment cost. It also increases statistics transmission to market 

and enables revenue projecting ability. Additionally, it develops relations with teams and traders 

of raw materials. Income smoothing aims to deliver steadiness in the stated remunerations, 

which could be healthy for the company. 

 

Cookie Jar Reserves 

 

The cookie jar investments approach is the other-side of inappropriate income 

recognition. This strategy is grounded on future events valuations;  a method of income 

smoothing and similar to big bath (Toumeh & Yahya, 2019). Under this plan, directors influence 

earnings by aggressive accrual of expenditures. The business has decent results in the current 

year, where the subsequent year's results are ambiguous (Toumeh & Yahya, 2019). Moreover, 

materiality is always a word that can entice auditors’ attention. However, it is difficult to 

discriminate between material and immaterial (Jiang, 2020). Thus, many firms misuse this idea 

and use suppleness to influence the statistics in financial reports. 

“Big Bet on the Future” Technique 

 

This technique involves acquisition transactions (Toumeh & Yahya, 2019). When a sale 

occurs, the corporation acquiring the opposite is alleged to own has made a big bet on the future. 

Under Generally Accepted Accounting Principles (GAAP) regulations, a purchase must be 

reported as a buying deal. It leaves two doors open for earnings management. Within the first 

instance, an organization can write off continuing R&D costs against current earnings within the 

acquisition year, protecting future earnings from these charges. It suggests that when the prices 

are incurred within the future, they will not be reported, and thus future earnings will receive a 

lift. The second method is to assert the earnings of the recently acquired corporation. When the 

acquired corporation consolidated with parent company earnings, then immediately receive a lift 
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within the current year's earnings. The parent company buys a guaranteed boost in current or 

future earnings through extensive bet technique by acquiring another company. 

 

Introducing a New Standard 

 

New rules and regulations are needed due to change in environmental demand. 

Accounting principles are changed so profit is not changed. It takes up to two to three years for a 

new accounting standard to be adopted. A business can profit from profit management 

modifying time based on accounting rather than based on the accounting these are expensed. 

 

RESULTS AND DISCUSSION 

 

This deep literature study shows that the firm’s managers usually apply the accrual-based 

aggressive accounting management methods to increase their revenue. However, there is a limit 

to which they can apply these techniques before being accountable by the investors. These 

accrual methods can be considered legitimate as long as applied within the boundaries of the 

GAAP rules. However, too much assertion of such methods may harm the company’s 

reputation. The investors and general public might lose faith in the company leading to a gradual 

decrease in the stock price. Earnings management is the service of accounting approaches to 

make a monetary account that presents an overstated assenting opinion of a company’s 

commercial happenings and financial position (Uyagu & Dabor, 2017). 

Accounting pointers printed by companies remain a reasonable basis of data for the 

commercial market (Sayari & Omri, 2017). However, the verge of liberty approved by 

secretarial rules permits directors to operate economic statements for discretionary ends to 

misinform shareholders on the corporate's economic circumstances (Sayari & Omri, 2017). The 

current study has resulted in the idea of the different accrual-based aggressive accounting 

techniques. The intensive literature review pointed out that the accrual earnings management 

situation is necessary for inadequate debt outlay and arranging asset write-offs (Dakhlallh et al., 

2020). The article explored many techniques such as income smoothing, oversized bath and 

early recognition of the revenues. Most of these methods describe the company’s manipulation 

of the judgment of revenues and expenses, improper capitalization on the payment, Understand 

office standards more aggressively than is necessary to speed up incomes and delay 

expenditures, and choose when to implement a new accounting method. After analysis, the 

present study exposed that accrual-based earnings management (discretionary accruals) had a 

substantial negative impact on company performance. It suggests that managers deploy earnings 

to protect their interests (Dakhlallh et al., 2020). 

The stipulation for ethical morals has amplified suggestively over the years as financial 

misconducts prove disastrous to a country’s economy (Sufian, Subramanian & Salleh, 2019). 

The Code of Ethics for Professional Accountants produced by International Ethics Standards 

Boards for Accountants (IESBA) conditions that fear moral behavior are self-centeredness, self-

review, support, understanding and extortion (Sufian, Subramanian & Salleh, 2019). Deceitful 

activities, hypocrite issues, and privacy issues are a few of the moral issues in several high-

profile secretarial letdowns (Sufian, Subramanian & Salleh, 2019). 

The article also explores how the managers apply these accruals without feeling liable to 

provide their current financial status. The main problem in fiscal reporting is the degree to which 

executives involve in earnings management. The reviewed literature indicated that many 

researchers outlined that when aggressive accounting practices are made public truthfully 

following the accounting levels, these practices will account for legalaggresive accounting. Or 

else, it would be unlawful and considered fraud (Toumeh & Yahya, 2019). Certainly, in addition 

to their financial accountability companies have an obligation towards people. However, there 

isn’t a universally known opinion about the significance of each type of accountability since 

each shareholder's type usually favours their benefits (Bondoc & Taicu, 2019). Respecting and 
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fulfilling commercial moral principles in overall and accounting integrity can subsidize financial 

expansion by confirming a faithful climate (Bondoc & Taicu, 2019).  

The research also notices that various methods like the online investment tools, 

Accounting and Governance Risk (AGR) score, are now available for the investors and general 

public to keep an eye on its accrual methods and compare them to the other company's methods. 

Even if the firm presents a completely falsified report of its revenue, the investors are not naïve 

enough to believe whatever picture the firm presents in front of them. 

 

CONCLUSION 

 

This paper has provided literature about meanings and techniques of Accrual-based 

aggressive accounting management, including managing accruals and actual transaction 

activities. Importantly, report users and stakeholders should know how a firm might manage its 

earnings and its underlying situation, namely, to reduce earnings management's influence on 

decision-making. Though different firms may have different techniques to manipulate reported 

profits, several commonly used techniques should attract stakeholders’ attention. For instance, 

many firms increase expense by using the method to lead to more asset depreciation and vice 

versa. So, stakeholders should calculate depreciation that would reflect the firm's most real 

situation by them. Accruals have been identified as the difference between profit and cash the 

results of operations. The primary purpose of accrual accounting helps investors assess a 

company's economic performance during a period by applying accounting principles such as 

profit compliance and identity.      

Through the intensive literature review, it can be concluded that many corporates apply 

the accrual-based aggressive accounting methods that would help them in increasing the 

revenue. However, there is a mix of opinions regarding the ethicality of these techniques. Some 

companies believe that adopting such aggressive methods and manipulating the revenue reports 

are outright fraudulent. Simultaneously, the others manage to find some loopholes in the GAAP 

system to justify their usage of these methods as part of doing the business. However, the 

market’s reaction to these techniques could vary in a significant amount. In contrast, some 

investors are OK with these accruals as long as they get the profit they imagined. Others believe 

that it’s an entirely unethical and fraudulent phenomenon to apply such methods that present a 

false image of its current economic situation and keep the shareholders in the dark about its 

actual revenue returns. Still, a significant percentage of directors decided to involve in accrual 

earnings management. It would seem they either do not interpret accrual earnings management 

as immoral or can defend these actions regardless of recognizing them as corrupt. 
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