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READ THIS!

Course Purpose: The goal of this course is to help you begin the process of becoming an
empirical accounting researcher capable of identifying interesting, important, and researchable
topics in financial reporting (i.e., financial accounting and related mandatory and voluntary
disclosures), formulating testable hypotheses about those topics, and empirically testing those
hypotheses using valid, powerful, and otherwise well-chosen research designs and empirical
methods. As the first such course in the accounting Ph.D. program at Stern, I will put particular
emphasis on helping you understand and develop intuition regarding the research design
methodologies and empirical methods commonly used in empirical financial accounting
research.

I will also try to help you learn how to identify topics for your own research, although this
identification is ultimately your responsibility. You should take this responsibility seriously and
spend time and effort to do throughout your program and career, starting now. There are various
ways to identify research topics; the approach that is both most common and most relevant to a
first Ph.D. course is to read papers and identify questions that the authors do not address that
interest you and, ideally, for which you have some comparative advantage of background or
skills. Talk about your ideas with faculty, fellow students, etc...

The thing that drew me to accounting research almost 30 years ago was how accounting is tightly
interwoven with economic decision-making and performance by individuals, firms, industries,
and the overall economy. This makes the possibilities for meaningfully creative and satisfyingly
concrete applied empirical accounting research virtually inexhaustible.

Accounting as an empirical research discipline essentially began in the late 1960s, notably with
the Ball and Brown (1968) and Beaver (1968) papers we will discuss early in the course. The
volume and variety of empirical research has exploded in recent years, due to factors such as the
standardization of empirical research methods, the timely and widespread distribution of working
papers through SSRN, and the training of successive generations of accounting researchers.
There is no way to cover the volume and variety of this research in a single course. I have tried
to select general topics and specific papers for class discussion that give a sense for this research.
I have also included in this (very fat) course outline lists of papers on topics I do not plan to
cover in the course to give you a sense for this research. As students, you have to dive into this
expanding body of research. An ability to read papers and a sense for the literature as a whole
comes with time, effort, and thought.



Sessions: [ have attached a list of possible sessions, with readings, that number more than 13.
We will definitely do sessions 1 through 3. I will choose the remainder based on class interests.
I will rotate some sessions from year to year.

Meeting Time: The course will meet Wednesday 1-4 in the accounting conference room. We
will take a short break in the middle of each session.

Course Requirements:

1. All participants in the course are required to read and think about the main papers
(denoted by ***) assigned for the session and to contribute actively to class discussion.
Skimming or reading review or other significant background papers is also desirable,
particularly for the student leading the session (see #2 below). I have aimed for 3 main
papers for each session, although sometimes there are more. I have also aimed for a mix
of older/classic and recent papers. The early portion of the course include more classic
papers and the later part of the course more recent papers.

2. All sessions after the first (which I will lead), will be led by one of the accounting
students taking the course for credit, with no more than one session assigned every three
weeks. Students sitting in on the course may be assigned sessions, depending on the
number of students taking the course for credit. Students may trade the responsibility for
sessions based on their interests. The session leader’s job is not to summarize the papers,
but to evaluate and/or pose questions regarding the critical aspects of the paper: topic
choice, hypotheses, research design, sample, empirical methods, etc... The session
leader should focus on issues such as the importance of the topic, the testability of the
hypotheses, the validity and power of the research design, the interpretability of the
empirical results. There will often be alternative explanations for empirical results. The
session leader should discuss what questions the authors asked and successfully
answered, what related questions they did not ask and/or successfully answer, and what
interesting and researchable questions are suggested for future research. The session
leader need not discuss the assigned papers equally or even sequentially, but rather
should use judgment as to the relative importance of the papers and the linkages between
the papers.

I include a potential format you might use in summarizing each paper in a separate
section below. This format is a modified version of one given to me by Mary Brooke
Billings.



The session leader:

a. may (but need not) make an appoint to talk to me after having read the
papers but prior to the class;

b. should prepare materials (Powerpoint presentation, notes, or write-up)
appropriate given the assigned papers;

c. should make copies of the papers and all materials you prepare; if you
give these materials to my secretary Ben Sugimori with sufficient lead time, he
will make the copies;

d. should lead the discussion of the assigned papers in a sequence that makes
sense, drawing out the linkages among the assigned papers and also any other
papers that we have covered in class. Linkages may pertain to historical evolution
of the literature, to alternative research designs, samples, statistical methods,

etc...

Clear and persuasive communication, both orally and in writing, is a critical component
to success in academics. You should exert effort and care to develop your
communication skills in this class and throughout your program.

I will ask questions, make comments, and occasionally lecture where I deem necessary or
appropriate to convey the material. I will correct you when you make incorrect
statements. You should learn to take criticism in stride, because as an academic you will
get a lot of it over the course of your career. It is better to put your ideas out there than to
hold them in to avoid criticism. This is a profession where number of wins, particularly
big wins, matters far more than winning percentage.

3. In the last class, I will assign you a working paper for you to write a referee
report. The referee report should evaluate the significance of the paper’s contribution to
the literature, the testability of the hypotheses, the validity of the research design, and the
power of the empirical methods. It should include a clear recommendation to the editor
to accept, allow revise and resubmit, or reject the paper.

4. You must complete a proposal for an empirical research paper by yourself or with
one or two of your classmates. The proposal must allow for empirical test using actual
data that is available in some fashion. You are encouraged to seek out the advice of
faculty here or elsewhere that are knowledgeable about the topic. See below for some
suggestions as to how to identify a topic.



The schedule or required dates for your proposal are:

a. Topic identified, with 2 page, clearly written description submitted as to
what the topic is and why it is important and researchable using actual data:
December 21, 2011.

b. Clearly written proposal (including introduction, literature review,
hypotheses, and description of research design) of no more than 30 double-spaced
pages completed: March 30, 2012.

These dates are hard. Failure to meet the first date will result in your grade changing
from incomplete pass (IP) to incomplete fail (IF). Failure to meet the second date will
result in an F grade and the need to retake the course.

Relationship to summer paper requirement: There is a required first-year “summer paper”
requirement instead of an empirical paper for this course. Your proposal for this course is
intended to be one possible basis for your summer paper, but you may choose a different
basis for an empirical paper (e.g., from April Klein’s course this spring), or you may
choose to write a theory paper (e.g., from Tim Baldenius’ course this spring). If
empirical, your summer paper must involve the analysis of actual data. If the data is hand
collected or inherently restricted by your topic choice, the sample may be small as long as
it allows for reasonable inferences. The summer paper must include an appropriate set of
specification tests and sensitivity analyses.

The summer paper is due on September 14, 2012. This date is also hard. You will
present this paper to me, to the other students in the class, and to any other students or
faculty I can corral for this purpose later in that month.

Grading: Your grade will be determined as follows.

Class participation as non-session leader: 25%
Performance as session leader: 25%

Referee report: 25%

Proposal: 25%

Clear writing of the referee report and proposal are expected, and lack of clarity will be
penalized. I suggest you obtain, read, and internalize Strunk and White, The Elements of
Style, or some similar book on writing well. The only real way to learn write better is to
write a lot and edit your work with care.

I expect you to perform adequately on all four dimensions. I will grade you roughly as
follows. A, strong performance; B adequate performance; C inadequate but completed
performance; F nonperformance. Remember, you must maintain a B average to remain
in good standing in the Ph.D. program.



Possible Template for Summarizing Papers as Class Leader (from Mary Brooke Billings,
Expanded to Emphasize Validity Issues)

1.

What is the research question? Be concise; you usually should be able to do this in a
few sentences.

Why is the research question important? Summarize each potential contribution of
the paper in a sentence. Order the potential contributions in terms of their
significance.

Describe the research question in more detail.

a. Theory. Tell the “story” that generates the authors’ hypotheses. Be concise;
you usually should be able to do this in a paragraph.

b. Key related literature. Identify the three most relevant prior or
contemporaneous papers to the study.

c. Hypotheses. List the hypotheses. Did the authors phrase them in a way that
allows for empirical test?

d. What are the primary theoretical constructs involved in the
theory/hypotheses?

4. Describe the research design methodology and empirical methods.

a. Identify the sample and primary data sources and discuss statistical conclusion
and external validity issues.

b. Identify the empirical constructs used to capture the theoretical constructs and
discuss construct validity issues.

c. Empirical Analyses. Describe in detail how the authors empirically test each
hypothesis. Identify the key research design decisions. Discuss statistical
conclusion and internal validity issues.

Results. Describe the findings in the paper, both those that conform to the hypotheses
and those that do not. Evaluate whether and how the results convincingly support the

story.
Step back and summarize the contributions of the paper in a paragraph.

Identify at least one specific, researchable question related to the paper’s
contributions.



Suggestions for How to Identify Research Topics:

1. With each and every research paper you read in this and other courses, ask what
questions the authors did not address and whether they are both important and
researchable empirically or otherwise.

Relationship to Friday accounting research seminars and pre-workshop: There
will be a pre-workshop at approximately 10 prior to most of the 11 pm Friday
research seminars (excepting Fridays near the end of terms) where you will
discuss the paper with a (rotating) faculty member who has expertise and interest
in the area. Prior to the pre-workshop you will: (1) read the paper, (2) write down
at least one question to ask the speaker, and (3) write down one question
unanswered by the paper, preferably one that is logically and practically
researchable. Discuss your questions re #3 with the faculty member.

2. Skim through recent issues of the top accounting journals—Journal of Accounting
and Economics (JAE), Journal of Accounting Research (JAR), The Accounting Review
(TAR), and Review of Accounting Studies (RAST)—for topics that spur your interest.
Most or all of these journals have websites where you can see papers that are accepted
but not yet published.

3. At a minimum, sign up for SSRN subscriptions to the Financial Accounting
working paper “journals” (there are many other potentially relevant journals). Peruse the
abstracts in each e-mail and read the papers if they spur your interest.

4. Devote time and effort to your research practicum, particularly if the faculty
member you are working with actively involves you in a research project. My
observation as incoming Ph.D. program head is that our most successful students
typically have had successful research practica. The students that have trouble finding
dissertation topics typically are ones who have not.

5. Talk to faculty, particularly those that work in your area of interest. You do not
have to be assigned to a faculty member for a research practicum to work with that
faculty member. One of the strengths of our department is our faculty’s variety of
interests.

6. Talk to other students in the class and other Ph.D. students. They are your
colleagues. If you work together, you will rise together. My observation as incoming
Ph.D. program head is that the Ph.D. students here support each other. I hope that you
will continue that tradition.

My availability: My office door is open as long as [ am not otherwise engaged. I am not a
chatter, however. Come by when you need me and use my time efficiently.



The comprehensive exam: In August 2013, you will have to take and pass the accounting
comprehensive exam. A nontrivial portion of that exam will relate to material covered in this
course. Thirty years ago, I found a good way to study for my comprehensive exam and to
understand the papers was to iterate as follow.

1. Take notes on each paper as you read it.
2. Take notes on each paper as it is discussed in class.
3. Synthesize 1 and 2 into a coherent set of notes after class or at the end of the term.

Don’t wait for the comprehensive exam to do this, as you will forget significant points
the longer you wait.

These notes will form an efficient basis for your studying for the comprehensive exam when the
time comes.
Some generally useful background readings that are not included in the readings for the

individual sessions. All are worth reading at some point.

Beaver, Financial Reporting: An Accounting Revolution, 3 Edition, Prentice-Hall,
Englewood Cliffs, New Jersey, 1989.

Lev. On the Usefulness of Earnings and Earnings Research: Lessons from Two Decades
of Empirical Research. Journal of Accounting Research 27, 1989: 153-192.

Watts and Zimmerman, Positive Accounting Theory, Prentice-Hall, Englewood Cliffs,
New Jersey, 1986.

Watts and Zimmerman. “Positive accounting theory: A ten year perspective.” Accounting
Review 65, 1990: 131-156.

Fields, Lys, and Vincent. Empirical research on accounting choice, Journal of
Accounting and Economics, 2001, 255-307.

Kothari, Ramanna, Skinner, “Implications for GAAP from an Analysis of Positive
Research in Accounting,” Journal of Accounting and Economics (2010): 246-286.

Lambert, “Discussion of ‘Implications for GAAP from an Analysis of Positive Research
in Accounting,’” Journal of Accounting and Economics (2010): 287-295.



1) Introduction to Empirical Financial Accounting Research and Research Design

Background Readings on Empirical Financial Accounting Research as of 2001-2002 (no
similarly broad surveys have been written since these, likely due to the large volume and variety
of research in the past 10 years, as is evident from the length of this course outline. However,
see the fairly broad review paper on anomalies and fundamental analysis by Richardson, Tuna,
and Wysocki (JAE 2010) in the “Two Accounting Anomalies” session):

*#*K othari, “Capital Market Research in Accounting,” Journal of Accounting and
Economics, September, 2001: 105-232.

*#*Lee, “Market Efficiency and Accounting Research: A Discussion of ‘Capital Market
Research in Accounting’ by S.P. Kothari,” Journal of Accounting and Economics

September, 2001: 233-253.

***Beaver, “Perspectives on Recent Capital Market Research,” The Accounting Review,
April 2002: 453-474.

Readings on Research Design:

*#*Cook and Campbell, Quasi-Experimentation: Design and Analysis Issues for Field
Settings, (Houghton Mifflin, 1979), especially Chapter 2 (on validity), but Chapters 1 (on
the philosophy of science related to causality inferences), 3 and 5 (on various specific
types of research designs), and 8 (on randomized experiements) are good to read as well.
You are welcome to borrow this book from me, but it is worth purchasing. (There is a
more recent version/evolution of this book, Shadish, Cook, and Campbell, Experimental
and Quasi-Experimental Designs for Generalized Causal Inference that I have not read
but that appears to contain much of the same material in a different sequence.)

Friedman, M., “The Methodology of Positive Economics,” Essays in Positive Economics.
(Chicago: University of Chicago Press, 1953): 3-43.

Kinney, W. R., “Empirical Accounting Research Design for Ph.D. Students,” The
Accounting Review (April 1986): 338-350.

Koonce, L., N. Seybert, and J. Smith, “Causal Reasoning in Financial Reporting and
Voluntary Disclosure,” Accounting, Organizations, and Society, In Press, 2011 (available
on AOS website or SSRN).

There are several papers debating the success of empirical research in economics in the
spring 2010 issue of the Journal of Economic Perspectives. Much of this debate applies
to empirical accounting research. They are worth reading at some point.



2) Earnings Event Studies I: Existence and Magnitude of Directional Stock Price
Reaction to Earnings, including Specification of Abnormal Returns and Unexpected
Earnings

Classic Studies:

***Ball and Brown, "An Empirical Evaluation of Accounting Income Numbers", Journal
of Accounting Research, Autumn, 1968.

***Beaver, Clarke, and Wright, "The Association between Unsystematic Security
Returns and the Magnitude of Earnings Forecast Errors, Journal of Accounting Research,
Autumn, 1979.

Chambers and Penman, “Timeliness of Reporting and the Stock Price Reaction to
Earnings Announcements,” Journal of Accounting Research, Spring 1984: 21-47.

This paper primarily includes returns variance tests similar to Beaver (1968),
which we will discuss in the next session, as well as returns drifts tests we will
discuss later in the course. The most relevant results for this session (in Section
3.2, Tables 4 and 5) pertain to the effects of reporting earnings before (sooner) or
after (later) the expected reporting date on directional stock price response to
earnings announcements.

Two Representative Recent Studies:

Callen, Livnat, and Segal, “The Impact of Earnings on the Pricing of Credit Default
Swaps,” The Accounting Review, September 2009: 1363-1394.

*#*De Franco, G., M. H. F. Wong, Y. Zhou, “Accounting Adjustments and the Valuation

of Financial Statement Note Information in 10-K Filings,” The Accounting Review
(September 2011).

Backeground Readings Related to Event Study Methodology and Possible Inferences:

Patell, “The API and the Design of Experiments", Journal of Accounting Research, 1979.

Ohlson, “The Theory and Value of Earnings and an Introduction to the Ball-Brown
Analysis,” Contemporary Accounting Research, Fall, 1991: 1-19.

Antle, Demski, and Ryan, "Multiple Sources of Information, Valuation, and Accounting
Earnings", Journal of Accounting, Auditing, and Finance, Fall, 1994: 675-696.



Background Readings Related to Nonlinearity:

Freeman, R., and S. Tse, “A nonlinear model of security price responses to unexpected
earnings,” Journal of Accounting Research Vol. 30 No.2 (Autumn 1992): 185-209.

Cheng, C.S., Hopwood, W., and McKeown, J., 1992, Nonlinearity and specification

problems in unexpected earnings response regression model, The Accounting Review 67
(3), 579-598.

Background Reading Related to Changes in Systematic Risk at Earnings Announcements:

Ball, R., and S.P. Kothari, “Security Returns around Earnings Announcements,” The
Accounting Review, (1991): 718-738.

Savor, P., and M. Wilson, Earnings Announcements and Systematic Risk, Working
Paper, University of Pennsylvania, March 2011.

10



3) Earnings Event Studies II: Existence and Magnitude of Absolute Stock Price and
Trading Volume Reactions, with Development of Parametric Statistics

***Beaver, "The Information Content of Annual Earnings Announcements", Journal of
Accounting Research, (Supplement, 1968).

***Patell, "Corporate Forecasts of Earnings per Share and Stock Price Behavior:
Empirical Tests", Journal of Accounting Research, (Autumn, 1976).

There is an incorrect assumption (about zero serial correlation of estimated
abnormal returns) in Patell’s derivative of test statistics in this paper that is
corrected in equation (7) in Atiase, 1985, “Predisclosure Information, Firm
Capitalization, and Security Price Behavior around Earnings Announcements,”
Journal of Accounting Research (Spring, 1985): 21-36.

Bamber, L., O. Barron, and T. Stober, “Trading Volume and Different Aspects of

Disagreement Coincident with Earnings Announcements,” The Accounting Review
(October 1997): 575-597.

***Bamber, L., O. Barron, and D. Stevens, “Trading Volume around Earnings
Announcements and Other Financial Reports: Theory, Research Design, Empirical
Evidence, and Directions for Future Research,” Contemporary Accounting Research
(Summer, 2011).

Garfinkel, J., “Measuring Investors' Opinion Divergence,” Journal of Accounting
Research (December 2009)

This paper is mostly about proxies for opinion divergence, including trading
volume, but there is some analysis of changes in these proxies around
earnings announcements.

McNichols, M. and J.G. Manegold "The effect of the information environment on the
relationship between financial disclosure and security price variability." Journal of
Accounting and Economics, (1983):49-74.

Landsman, W. and E. Maydew, “Has the Information Content of Quarterly Earnings
Announcements Declined over the Past Three Decades?” Journal of Accounting
Research, 2002.

11



Some Theory on Trading Volume

Verrecchia, "On the Relationship between Volume Reaction and Consensus of Investors:
Implications for Interpreting Tests of Information Content", Journal of Accounting
Research, (1981).

McNichols and Trueman, "Public Disclosure, Private Information Collection, and Short
Term Trading", Journal of Accounting and Economics, (January, 1994).

Background Readings Related to Alternatives to Parametric Statistics in Patell (1976):

Schipper and Thompson, "The Impact of Merger-Related Regulations on the
Shareholders of Acquiring Firms", Journal of Accounting Research (Spring, 1983).

Balachandran and Chandra, "A Synthesis of Alternative Testing Procedures for Event
Studies", Contemporary Accounting Research (1989).

Background Readings on Clustering/Dependence of Observations:

Foster, G., “Intra-Industry Information Transfers Associated with Earnings Releases,”
Journal of Accounting and Economics (December 1981).

Brown and Warner, "Measuring Security Price Performance", Journal of Financial
Economics, (September, 1980).

Brown, S., and J. Warner, “Using Daily Stock Returns: The Case of Event Studies,”
Journal of Financial Economics (March 1985) 3-31.

Beaver, "Econometric Properties of Alternative Security Return Methods", Journal of
Accounting Research, (Spring, 1981).

Bernard, V.L. Cross-sectional dependence and problems in inference in market-based
accounting research. Journal of Accounting Research 25, 1 (Spring 1987): 1-48.

Peterson, “Estimating Standard Errors in Finance Panel Data Sets: Comparing
Approaches,” Review of Financial Studies (2007).

Gow, Ormazabal, and Taylor, “Correcting for Cross-Sectional and Time-Series
Dependence in Accounting Research,” The Accounting Review, March 2010: 483-512.

Clustering of observations through time and/or across firms (e.g., industries) is a

generally important statistical issue throughout empirical accounting research, which
often uses panel data.

12



4) Anticipation of Earnings Announcements in Option Prices and Market
Microstructure Effects related to the Market Reaction to Earnings

Earnings announcements in option prices:

Patell, J. M., and M. A. Wolfson. 1979. “Information Releases Reflected in Call Option
Prices.” Journal of Accounting and Economics 1: 117-140

***Patell, J. M., and M. A. Wolfson. 1981. “The Ex Ante and Ex Post Price Effects of
Quarterly Earnings Announcements Reflected in Option and Stock Prices.” Journal of
Accounting Research 19: 434-458.

Lee and Amin. 1997. “Option Trading, Price Discovery, and Earnings News
Dissemination.” Contemporary Accounting Research 14: 152-192.

***Barth and So. 2011. “Earnings Announcements and Non-Diversifiable Risk.”
Working paper, Stanford University. On SSRN

Microstructure Effects:

Patell and Wolfson, "The Intraday Speed of Adjustment of Stock Prices to Earnings and
Dividend Announcements", Journal of Financial Economics, 1984.

*#*Lee, Mucklow, and Ready, “Spreads, depths, and the impact of earnings information:
An intraday analysis," Review of Financial Studies 6(2) (1993) 345-374.

Krinsky, 1., and J. Lee, “Earnings Announcements and the Components of the Bid-Ask
Spread,” Journal of Finance (September 1996).

Zhang, “The Effect of High-Frequency Trading on Stock Volatility and Price Discovery,”

Working paper, Yale University, 2010. (This paper is not related to earnings
announcements, but it is a recent example of papers on the effects of algorithmic trading.)

A Few Classic Microstructure Papers in Finance:

Glosten and Milgrom, "Bid, Ask, and Transactions Prices in a Specialist Market with
Heterogeneously Informed Traders", Journal of Financial Economics (1985).

Kyle, "Continuous Auctions and Insider Trading", Econometrica (November, 1985).

Diamond and Verrecchia, "Disclosure, Liquidity, and the Cost of Capital", Journal of
Finance (1991).
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5) Determinants of Earnings Response Coefficients

Easton and Zmijewski, "Cross-Sectional Variation in the Stock Market Response to
Accounting Earnings Measurements", Journal of Accounting and Economics (July,
1989).

***Collins and Kothari, “An Analysis of Intertemporal and Cross-Sectional Determinants
of Earnings Response Coefficients", Journal of Accounting and Economics (July, 1989).

Kormendi and Lipe, “Earnings Innovations, Earnings Persistence and Stock Returns,”
Journal of Business, (July 1987), pp. 323-345.

Lipe, R. 1986. The information contained in the components of earnings. Journal of
Accounting Research 24: 37-64.

Lipe, "The Relation Between Stock Returns and Accounting Earnings Given Alternative
Information", The Accounting Review (January, 1990).

Freeman, Ohlson, and Penman, "Book Rate-of-Return and Prediction of Earnings
Changes: An Empirical Investigation", Journal of Accounting Research (Autumn, 1982).

Easton, P. and T. Harris. 1991. Earnings as an explanatory variable for returns. Journal of
Accounting Research: 19-36.

***Easton, P., T. Harris and J. Ohlson, "Aggregate Accounting Earnings Can Explain
Most of Security Returns: The Case of Long Return Intervals," JAE June/Sept 1992.

***Hayn, C., “The Information Content of Losses,” Journal of Accounting and
Economics, September 1995: 155-192.

*** Billings, Cedergren, and Ryan, NYU working paper. September 2011.

Billings, “The Option Market's Anticipation of Information Content in Earnings
Announcements,” Review of Accounting Studies, forthcoming.

14



6) Linear Valuation Models and Value-Relevance Studies

Ohlson Models:

Garman and Ohlson, “Information and the Sequential Valuation of Assets in Arbitrage-
Free Economies,” Journal of Accounting Research, Autumn, 1980: 420-440.

***Ohlson, “Earnings, Book Value and Dividends in Security Valuation,” Contemporary
Accounting Research, Spring 1995: 661-688.

Feltham and Ohlson, “Valuation and Clean Surplus Accounting for Operating and
Financial Activities,” Contemporary Accounting Research, Spring 1995: 689-732.

Feltham and Ohlson, “Uncertainty Resolution and the Theory of Depreciation
Measurement,” Journal of Accounting Research, 1996.

Bernard, “The Feltham-Ohlson Framework: Implications for Empiricists,” Contemporary
Accounting Research, April 1995, 733-747.

Selected Value-Relevance Studies (A huge literature):

Inflation:

Beaver, W., A. Christie, and P. Griffin, "The Information Content of SEC Accounting
Series Release No. 190," JAE, August 1980.

Pensions:

Barth, M., "Relative Measurement Errors Among Alternative Pension Asset and Liability
Measures," AR, July 1991.

Barth, M., W. Beaver, and W. Landsman, "The Market Valuation Implications of Net
Periodic Pension Cost Components," JAE, March 1992.

Intangible Assets:

***Lev, B., and T. Sougiannis. 1996. “The Capitalization, Amortization, and Value-
Relevance of R&D.” Journal of Accounting and Economics 22: 107-138.

Aboody and Lev, “The Value-Relevance of Intangibles: The Case of Software
Capitalization”, Journal of Accounting Research, Supplement, 1998: 161-191.

Barth, Clement, Foster, and Kaznik, “Brand Values and Capital Market Valuation,”
Review of Accounting Studies, 1998, 41-68.
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Executive Compensation:

Aboody, D., M. E. Barth, and R. Kasznik. 2004. “SFAS 123 Stock-based Compensation
Expense and Equity Market Values.” The Accounting Review 79: 251-275

Fair Values:

Barth, “Fair Value Accounting: Evidence from Investment Securities and the Market
Valuation of Banks” AR, January, 1994.

Barth, Beaver, and Landsman, “Value-Relevance of Banks’ Fair Value Disclosures under
SFAS No. 107" AR (October, 1996).

Dirty Surplus:

Landsman, W., B. Miller, K. Peasnell, S. Yeh, “Do Investors Understand Really Dirty
Surplus,” The Accounting Review, (2011): 237-258.

Declining Value Relevance over Time?:

Collins, D., E. Maydew, and S. Weiss, “Changes in the Value-Relevance of Earnings and
Book Values over the Past Forty Years,” JAE, December 1997.

Francis and Schipper, “Have Financial Statements Lost their Relevance?” Journal of
Accounting Research, Autumn, 1999: 319-352.

Lev and Zarowin, “The Boundaries of Financial Reporting and How to Extend Them,”
Journal of Accounting Research, Autumn, 1999: 353-385.

Effect of Financial Health/Firm Shut-Down Option:

Burgstahler, D., and I. Dichev, “Earnings, Adaptation and Equity Value,” The Accounting
Review Vol. 72, No. 2 (April 1997): 187-215.

***Barth, M., W. Beaver, and W. Landsman, “Relative Valuation Roles of Equity Book
Value and Net Income as a Function of Financial Health,” Journal of Accounting and

Economics, 1998: 1-34.

Background Readings on Statistical Issues:

Kothari, S. P., and J. L. Zimmerman. 1995. Price and Return Models. Journal of
Accounting and Economics 20: 155-192.

Ryan, S., and P. Zarowin, “On the Ability of the Classical Errors in Variables Approach

to Explain Earnings Response Coefficients and R’s in Alternative Valuation Models.”
Journal of Accounting, Auditing, and Finance, Fall 1995, pp. 767-786.

16



Beaver, W., "The Properties of Sequential Regressions and Multiple Explanatory
Variables," AR, January 1987.

Barth and Clinch, Scale Effects in Capital Markets-Based Accounting Research, Journal
of Business, Finance, and Accounting 2009. (See the references to this paper for the
extensive prior literature addressing scaling in value-relevance.)

Background Readings on Value Relevance Studies Debate:

Gonedes, N., and N. Dopuch. 1974. “Capital Market Equilibrium, Information
Production, and Selecting Accounting Techniques: Theoretical Framework and Review
of Empirical Work.” Journal of Accounting Research 12: 48-129.

Holthausen, R.W. and R.L. Watts, “The Relevance of the Value-Relevance Literature for
Financial Accounting Standard Setting,” Journal of Accounting and Economics, (2001,
Sept), 3-75.

Barth, M., Beaver, W. and Landsman, W., “The Relevance of the Value Relevance

Literature for Financial Accounting Standard Setting: Another View,” Journal of
Accounting and Economics (2001, Sept), 77-104.
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7) Implied Cost of Capital and Growth via Residual Income Model or other Accounting-
Based Approaches and Unconditional Conservatism

Miller, M., and F. Modigliani, "Some Estimates of the Cost of Capital to the Electric
Utility Industry," AER, June 1966.

Penman, S., "The articulation of price-earnings ratios and market-to-book ratios and the
evaluation of growth," Journal of Accounting Research 34(2) (Autumn 1996) 235-259.

*#*Penman, S., and F. Reggiani, “Returns to Buying Earnings and Book Value:
Accounting for Growth and Risk,” Working paper, Columbia University, 2009.

Gebhardt, W.R., C. M. C. Lee, B. Swaminathan. 2001. “Toward an Implied Cost-of-
Capital.” Journal of Accounting Research 39: 135-176.

Easton, P., G. Taylor, P. Shroff, and T. Sougiannis, 2002, “Using forecasts of earnings to
simultaneously estimate growth and the rate of return on equity investment,” Journal of
Accounting Research, 40, 657-676.

Gode and Mohanram, “Inferring the Cost of Capital Using the Ohlson—Juettner Model,”
Review of Accounting Studies, 2003: 399-431.

Ohlson and Juettner-Nauroth. 2005. Expected EPS and EPS growth as determinants of
value. Review of Accounting Studies: 349-365.

Easton, P., and Monahan, S., “An Evaluation of Accounting Based Measures of Expected
Returns,” The Accounting Review, April (2005).

Botosan, C., and Plumlee, M., “Assessing Alternatives Proxies for Expected Risk
Premium,” The Accounting Review, (January 2005), 21-53.

Easton and Monahan, “Evaluating Accounting-Based Measures of Expected Returns:
Easton and Monahan and Botosan and Plumlee Redux,” Working paper, March 2010, on
SSRN.

***Easton, P., 2007, Estimating the Cost of Capital Implied by Market Prices and
Accounting Data, Foundations and Trends in Accounting, 2007, 241-364.

***Lee, So, and Wang, 2010, “Evaluating Implied Cost of Capital Estimates,” Working
paper, Stanford Graduate School of Business.
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8) Prices Leading Earnings and Conditional Conservatism

Prices Leading Earnings:

Beaver, Lambert, and Morse, “The Information Content of Prices,” Journal of
Accounting and Economics, March 1980.

Beaver, Lambert, and Ryan, "The Information Content of Security Prices: A Second
Look", Journal of Accounting and Economics (1987).

Kothari, S.P. and R. Sloan. 1992, Information in prices about future earnings:
Implications for earnings response coefficients. Journal of Accounting and Economics
15: 143-171.

Collins, Kothari, Shanken, and Sloan, “Lack of Timeliness versus Noise as Explanations
for low contemporaneous Returns-Earnings Association”, JAE (September, 1995).

Ryan, S. “A Model of Accrual Measurement with Implications for the Evolution of the
Book-to-Market Ratio.” Journal of Accounting Research, Spring 1995, pp. 95-112.

Ryan, S., and P. Zarowin, “Why Has the Contemporaneous Linear Returns-Earnings
Relation Declined?” The Accounting Review, April 2003, pp. 523-553.

Beaver and Ryan, “Biases and Lags in Book Value and their Effects on the Ability of the
Book-to-Market Ratio to Predict Book Return on Equity,” Journal of Accounting
Research, Spring 2000: 127-148.

*#*Piotroski, J. and D. Roulstone. 2004. The influence of analysts, institutional investors,
and insiders on the incorporation of market, industry, and firm-specific information into

stock prices. The Accounting Review 79: 1119-1151.

*#*Ball and Shivakumar, 2008. “How Much New Information is there in Earnings?”
Journal of Accounting Research 46, 2008, pp. 975-1016.

Conditional Conservatism:

***Basu, S., “The Conservatism Principle and the Asymmetric Timeliness of Earnings,”
Journal of Accounting & Economics (December, 1997), pp. 3-37.

Ball, R. and L. Shivakumar. 2005. The role of accruals in asymmetrically timely gain and
loss recognition. Journal of Accounting Research 44: 207-242.

Beaver, W.H. and S. H. Ryan. 2005. Conditional and unconditional conservatism:
Concepts and modeling. Review of Accounting Studies 10: 269-309.
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Roychowdhury, S. and R.L. Watts. 2007. Asymmetric timeliness of earnings, market-to-
book and conservatism in financial reporting. Journal of Accounting and Economics.

Watts, R., “Conservatism in Accounting Part I: Explanations and Implications.”
Accounting Horizons, 2003.

Watts, R., “Conservatism in Accounting Part II: Evidence and Research Opportunities.”
Accounting Horizons, 2003.

Bushman, R., J. Piotroski, Financial reporting incentives for conservative accounting:
The influence of legal and political institutions Journal of Accounting and Economics.
2006, Pp 107-148.

Ramalingegowda, S., and Y. Yu, Institutional ownership and conservatism, Journal of
Accounting and Economics, 2011, forthcoming.

Mak, C., N. Strong, and M. Walker, “Conditional Earnings Conservatism and Corporate
Refocusing Activities,” Journal of Accounting Research, September 2011.

Estimating Conditional Conservatism as Basu Return Asymmetry Debate:

Dietrich, J.R., K. Muller, and E. Riedl, “Asymmetric Timeliness Tests of Accounting
Conservatism,” Review of Accounting Studies, March 2007: 95-125.

***Patatoukas and Thomas, “More evidence of bias in differential timeliness
estimates of conditional conservatism, The Accounting Review, forthcoming.

Ryan, 2006. Identifying Conditional Conservatism. European Accounting Review 15, 4
(2006): 511-525. (This paper summarize the massive literature applying Basu’s return
asymmetry measure as of 2006. This literature is still growing.)

Ball, Kothari, and Nikolaev, “Econometrics of the Basu Asymmetric Timeliness
Coefficient and Accounting Conservatism,” Working paper, 2010, on SSRN.

Beaver, Landsman, Owens, “Asymmetry in Earnings Timeliness and Persistence: A
Simultaneous Equations Approach,” Review of Accounting Studies, forthcoming.
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9) Fair Value and/versus Mixed Attribute Accounting

Fair Value Accounting:

See the fair value value-relevance studies in Session 5

***Hodder, L., P. Hopkins, and J. Wahlen, “Risk-Relevance of Fair-Value Income
Measures for Commercial Banks,” The Accounting Review (March 2006): 337-375.

Fair Value Accounting During the Financial Crisis/When Markets are Illiquid:

Ryan, S. “Accounting in and for the Subprime Crisis.” The Accounting Review,
November 2008, 1605-1638.

Plantin, G., H. Sapra, and H. S. Shin. 2008. Marking-to-market: Panacea or pandora’s
box.

Laux, Christian, and Christian Leuz. 2009. “The Crisis of Fair-Value Accounting:
Making Sense of the Recent Debate.” Accounting, Organizations and Society, 34(6-7):
826-34.

Laux, C., and Leuz, C., 2010, Did Fair-Value Accounting Contribute to the Financial
Crisis? Journal of Economic Perspectives, Winter 2010, 93-118.

Barth and Landsman, “How Did Financial Reporting Contribute to the Financial Crisis?”
Working paper, June 2010. On SSRN.

***Vyas, D., “The Timeliness of Write-downs by U.S. Financial Institutions during the
Financial Crisis of 2007-2008.” Journal of Accounting Research (June 2011).

***Bhat, G., R. Frankel, and X. Martin, “Panacea, Pandora’s Box, or Placebo: Feedback
in bank mortgage-backed security holdings and fair value accounting.” Journal of

Accounting and Economics, 2011, forthcoming.

Mixed Attribute Accounting:

Gigler, F., C. Kanodia, and R. Venugopalan. 2007. Assessing the information content of
mark-to-market accounting with mixed attributes: The case of cash flow hedges. Journal
of Accounting Research 45(2): 257-276.

*#*Barth, M. E., L. Hodder, and S. Stubben. 2008. “Fair Value Accounting for Liabilities
and Own Credit Risk.” The Accounting Review 83: 629-664.

Beaver and Ryan, Risky Debt, Mixed-Attribute Accounting, and the Identification of
Conditional Conservatism, Working paper, September 2009, on SSRN.
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10) Two Accounting Anomalies

Review Article:

*#*Richardson, S., I. Tuna, and P. Wysocki, “Accounting Anomalies and Fundamental
Analysis: A Review of Recent Research Advances,” Journal of Accounting and
Economics 2010: 410-454.

Lewellen, J., “Accounting Anomalies and Fundamental Analysis: An Alternative View,”
Journal of Accounting and Economics 2010: 455-466.

Background on Financial Economics Literature on Asset Pricing, Market Efficiency, Anomalies,
and Related Empirical Tests:

Fama, E., and J. MacBeth, “Risk, Return and Equilibrium: Empirical Tests,” Journal of
Political Economy 81, (1973) 607-636.

Beaver, "Market Efficiency", AR, (January, 1981).

Fama, "Efficient Capital Markets 11", Journal of Finance, (December, 1991).

Roll, R., "A Critique of the Asset Pricing Theory's Tests; Part I: On Past and Potential
Testability of the Theory," JFE, March 1977.

Fama, E. and K. French, “The Cross-Section of Expected Stock Returns,” Journal of
Finance (Vol. 47, 1992): 427-465.

Fama, E. F. and K. R. French, 1993. Common Risk Factors in the Returns on Stocks and
Bonds. Journal of Financial Economics, 33(1), 3-56.

Fama, E. F. and K. R. French, 1996. Multifactor Explanations of Asset Pricing
Anomalies. 20, Journal of Finance, 51(5), 55-84.

Lakonishok, J., A. Shleifer, and R. Vishny, “Contrarian Investment, Extrapolation, and
Risk,” The Journal of Finance (December 1994): 1541-1578.

Chan, L.K., N. Jegadeesh, and J. Lakonishok, “Momentum strategies,” Journal Finance
51 (1996) 1681-1713.

*Mitchell and Stafford, “Managerial Decisions and Long-term Stock Price Performance,”
Journal of Business, 2000: 287-329.

*Fama and French, Dissecting Anomalies, Journal of Finance, August 2008: 1653-1678.

Grossman and Stiglitz, "On the Impossibility of Informationally Efficient Markets",
AER, (70, 1980).
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Kothari S.P., Sabino, J.S., Zach T., 2005. “Implications of survival and data trimming for
tests of market efficiency,” Journal of Accounting and Economics 39, 129-161.

Barber, B.M. and J.D. Lyon, “Detecting long-run abnormal stock returns: The empirical
power and specification of test statistics,” Journal of Financial Economics 43 (1997)
341-372.

Beaver, W., M. McNichols, and R. Price, 2007. “Delisting Returns and their Effect on
Accounting-based Market Anomalies,” Journal of Accounting and Economics 43: 341-

368.

Anomaly 1: Post-Earnings Announcement Drift

Bernard and Thomas, “Post-Earnings-Announcement Drift: Delayed Price Response or
Risk Premium?” Journal of Accounting Research, Supplement, 1989: 1-36.

***Bernard and Thomas, "Evidence that Stock Prices Do Not Fully Reflect the
Implications of Current Earnings for Future Earnings", Journal of Accounting and
Economics (December, 1990).

Bartov, "Patterns in Unexpected Earnings as an Explanation for Post-Announcement
Drift", AR (July, 1992).

Abarbanell, J. and V. Bernard, “Tests of analysts’ overreaction/underreaction to earnings
information as an explanation for anomalous stock price behavior,” Journal of Finance

(July 1992) 1181-1207.

Ball, R. and Bartov, E., “How Naive is the Stock Markets' Use of Earnings Information,”
Journal of Accounting & Economics, (June, 1996), pp. 319-337.

Chordia, T. and L. Shivakumar. 2006. Earnings and price momentum. Journal of
Financial Economics 80: 627-656.

*Sadka, “Momentum and Post-Earnings Announcement Drift Anomalies: The Role of
Liquidity Risk,” Journal of Financial Economics, 2006: 309-349.

Ke, B. and S. Ramalingegowda, “Do institutional investors exploit the post-earnings
announcement drift?” Journal of Accounting and Economics (Vol. 39, 2005): 25-53.

*Ng, Rusticus, and Verdi, “Implications of Transactions Costs for the Post-Earnings
Announcement Drift, Journal of Accounting Research, June, 2008: 661-696.

Balakrishnan, Bartov, and Faurel, Post loss/profit announcement drift, Journal of
Accounting and Economics, May 2010, 20-41.
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Ayers, B., O. Li, and P. Yeung, “Investor Trading and the Post-Earnings-Annoucement
Drift,” The Accounting Review 2011: 385-416.

Anomaly 2: Accruals

**%Sloan, “Do Stock Prices Fully Reflect Information in Accruals and Cash Flows about
Future Earnings,” The Accounting Review (July 1996)

Xie, H., “The Mispricing of Abnormal Accruals,” The Accounting Review (July 2001):
357-373.

Thomas, J. and H. Zhang. 2002. Inventory changes and future returns. Review of
Accounting Studies 7 (2): 163—187.

Desai, H., S. Rajgopal, and M. Venkatachalam. 2004. Value-glamour and accrual
mispricing: One anomaly or two? The Accounting Review 79 (2): 355-385.

Mashruwala, C., S. Rajgopal, and T. Shevlin. 2006. Why is the accrual anomaly not
arbitraged away? The role of idiosyncratic risk and transaction costs. Journal of
Accounting and Economics 42: 3-33.

*Kraft, A., A.J. Leone and C. Wasley, “An Analysis of the Theories and Explanations
Offered for the Mispricing of Accruals and Accrual Components,” Journal of Accounting
Research, 44, 2 (2006), 297-339.

Kraft, A., A.J. Leone and C. Wasley, “Regression-Based Tests of the Market Pricing of
Accounting Numbers: The Mishkin Test and Ordinary Least Squares,” Journal of
Accounting Research (December 2007), pp. 1081-1114.

*Green, Hand, Soliman, “Going, Going, Gone: The Demise of the Accruals Anomaly,”
March 2010 working paper on SSRN.

Jeffrey L. Callen, Mozaffar Khan, and Hai Lu, 2010. Accounting Quality, Stock Price
Delay and Future Stock Returns.

Battalio, R., A. Lerman, J oshua Livnat, and R. Mendenhall, “Who, if anyone, reacts to
accrual information? Journal of Accounting and Economics, 2011, forthcoming.
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11) Accrual and Real Earnings Management and Accounting Quality (Possibly Two
Sessions)

Review Article:

***Dechow, P., W. Ge, and C. Schrand, “Understanding Earnings Quality: A Review of
the Proxies, their Determinants, and their Consequences,” Journal of Accounting and
Economics (2010): 344-401.

Defond, M., “Earnings Quality Research: Advances, Challenges, and Future Research,”
Journal of Accounting and Economics 2010: 402-409.

Research Design issues:

Schipper, Commentary on Earnings Management, Accounting Horizons, 1989: 91-102.

McNichols, Research Design Issues in Earnings Management Studies, Journal of
Accounting and Public Policy, 2000: 313-345.

Collins, D.W., and P. Hribar. “Errors in estimating accruals: Implications for empirical
research,” Journal of Accounting Research 40, 1 (March 2002).

Hribar, P and D. C. Nichols. The use of unsigned earnings quality measures in tests of
earnings management. Journal of Accounting Research 45,5 (2007): 1017-1053.

Measurement of Discretionary Accruals:

Dechow, Sloan, and Sweeney, “Detecting Earnings Management”, AR (April, 1995)

Dechow, P., and I. Dichev. 2002. The quality of accruals and earnings: The role of
accrual estimation errors. The Accounting Review 77 (Supplement): 35-59.

McNichols, M. 2002. “Discussion of The Quality of Accruals and Earnings: The Role of
Accrual Estimation Errors.” The Accounting Review 77(s-1): 61-69.

Kothari, S. P., A. Leone, and C. Wasley. Performance-matched discretionary accruals
measures. Journal of Accounting and Economics 39 (2005): 163-197.

Sample of Evidence of Discretionary Behavior (A huge literature);

Healy, P. M., and J. M. Wahlen. A review of the earnings management literature and its
implications for standard setting, Accounting Horizons, 13, 4 (December 1999): 365-383.

McNichols and Wilson, "Evidence of Earnings Management from the Provision for Bad
Debts", Journal of Accounting Research (1988).
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Erickson, M. and S. Wang. “Earnings Management by Acquiring Firms in Stock for
Stock Mergers,” Journal of Accounting and Economics 27, 2 (April 1999): 149-176.

Ball, R and L. Shivakumar. Earnings quality at initial public offerings. Journal of
Accounting and Economics 45 (2008): 324-349.

Dechow, P., and C. Shakespeare, 2009. Do managers time securitization transactions to
obtain accounting benefits? The Accounting Review 84, 99-132.

Dechow, Myers, Shakespeare, “Fair value accounting and gains from asset
securitizations: A convenient earnings management tool with compensation side-
benefits,” Journal of Accounting and Economics, February 2010: 2-25

Schrand, C. M., and S. L. C. Zechman. “Executive overconfidence and the slippery slope
to fraud.” Working paper, University of Pennsylvania and University of Chicago. May
2010. Available on SSRN.

Income Smoothing:

Defond, M., and C. Park. 1997. Smoothing income in anticipation of future earnings.
Journal of Accounting and Economics 23: 115-139.

Earnings Thresholds:

DeGeorge, F., J. Patel, and R. Zeckhauser, “Earnings Management to Exceed
Thresholds,” The Journal of Business (January 1999): 1-33.

Burgstahler, D., and I. Dichev. 1997. Earnings management to avoid earnings decreases
and losses. Journal of Accounting and Economics 24: 99-126.

***Durtschi, C. and P. Easton. 2005. Earnings management? The shapes of the frequency
distributions of earnings metrics are not evidence Ipso Facto. Journal of Accounting
Research 43: 557-592.

***Durtschi, C., and P. Easton. 2009. “Earnings Management? Erroneous Inferences
Based on Earnings Frequency Distributions.” Journal of Accounting Research (December
2009): 1249-1281.

***Burghstahler, D., and E. Chuk. 2011. “Correcting Disinformation about Discontinuity
Evidence of Earnings Management.” Working paper, University of Washington (June
2011).

The last three papers should be read as a set. Ask yourselves how two sets of

authors looking at the same data can come to such different conclusions. Also ask
yourself where and how the authors are saying the same things or different things.
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Real Earnings Management:

Baber, Fairfield, and Haggard, 1991. “The Effect of Concern about Reported Income on
Discretionary Spending Decisions: The Case of Research and Development,” The
Accounting Review, 818-829.

Dechow and Sloan, 1991. “Executive incentives and the horizon problem: An empirical
investigation,” Journal of Accounting and Economics, 51-89.

Bartov, "The Timing of Asset Sales and Earnings Manipulation", AR (October, 1993).

Bushee, B. 1998. “The influence of institutional investors on myopic R&D investment
behavior,” The Accounting Review 73, 19-45.

Marquardt, C. and C. Wiedman, “Earnings Management through Transaction Structuring:
Contingent Convertible Debt and Diluted Earnings Per Share,” Journal of Accounting
Research (May 2005): 205-243.

***Roychowdhury, S. 2006. “Earnings Management through Real Activities
Manipulation.” Journal of Accounting and Economics, 335-370.

Bergstresser, D., M. Desai and J. Rauh. 2006. “Earnings Manipulation, Pension
Assumptions, and Managerial Investment Decisions.” Quarterly Journal of Economics,
2006, 1: 157-195

Kedia, S. and T. Phillipon. 2006. “The Economics of Fraudulent Accounting.” Review of
Financial Studies, 2009: 2169-2199.

Bens and Monahan, “Altering Investment Decisions to Manage Financial Reporting
Outcomes: Asset-Backed Commercial Paper Conduits and FIN 46,” Journal of
Accounting Research, December 2008, 1017-1055.

Cohen and Zarowin, 2010, Accrual-based and Real Earnings Management Activities
around Seasoned Equity Offerings, Journal of Accounting and Economics, May 2010: 2-
19.

Management Incentives and Earnings Management:

Graham, J. R., C. R. Harvey, and S. Rajgopal. The Economic Implications of Corporate
Financial Reporting. Journal of Accounting and Economics 40 (2005): 3-73.

Bergstresser, D. and T. Philippon, 2006. CEO incentives and earnings management.
Journal of Financial Economics, Vol. 80, Issue 3, 511-529.
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*#* Armstrong, C., A. D. Jagolinzer, and D. F. Larcker. Chief Executive Officer Equity
Incentives and Accounting Irregularities. Journal of Accounting Research (May, 2010):
225-271.

Mergenthaler, R., S. Rajgopal, and S. Srinivasan. “CEO and CFO Career Penalties to
Missing Quarterly Analysts’ Forecasts.” Working paper, August 2009. On SSRN.

Jiang, J.X., K.R. Petroni, I.Y. Yang. “CFOs and CEOs: Who Have (sic) the Most

Influence on Earnings Management?” Working paper, Michigan State University.
October 2009. On SSRN.

Feng, M., W. Ge, S. Luo, and T.J. Shevlin. “Why Do CFOs Become Involved in Material
Accounting Manipulations?”” Working paper. May 2010. On SSRN.

Mclnnis, J., and D. Collins, “The Effect of Cash Flow Forecasts on Accrual Quality and
Benchmark Beating,” Journal of Accounting and Economics (2011): 219-239.

Earnings Management by Financial Institutions:

Beatty, A., S.L. Chamberlain, and J. Magliolo, 1995. Managing financial reports of
commercial banks: the influence of taxes, regulatory capital, and earnings. Journal of
Accounting Research 33, 231-261.

Beaver and Engel, “Discretionary Behavior with Respect to Allowance for Loan Losses
and the Behavior of Security Prices” Journal of Accounting and Economics (May, 1997)

Ahmed, A., Takeda, C., and Thomas, S., 1999, Bank loan loss provisions: A
reexamination of capital management, earnings management, and signaling effects,
Journal of Accounting & Economics 28, 1-25.

Petroni, K., S. Ryan, and J. Wahlen, “Discretionary and Non-Discretionary Revisions of
Loss Reserves by Property-Casualty Insurers: Differential Implications for Future
Profitability, Risk and Market Value.” Review of Accounting Studies, June 2000, pp. 95-
125.

Beatty, A., Ke., B., Petroni, K., 2002, Earnings management to avoid earnings declines
across publicly and privately held banks, The Accounting Review 77, 547-570.

Liu, C., and S. Ryan, “Income Smoothing over the Business Cycle: Changes in Banks’

Coordinated Management of Provisions for Loan Losses and Loan Charge-offs from the
Pre-1990 Bust to the 1990s Boom.” The Accounting Review, March 2006, pp. 421-441.
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Market Pricing and Other Economic Consequences of Discretionary Accruals and Accounting

Quality:

Subramanyam, K.R., “The pricing of discretionary accruals,” Journal of Accounting and
Economics 22 (1996), 249-281.

Teoh, S.H., Welch, 1., Wong, T.J. 1998. Earnings management and the underperformance
of seasoned equity offerings. Journal of Financial Economics 50, 63-99.

Francis, J., R. LaFond, P. Olsson, and K. Schipper. 2005. The market pricing of accruals
quality. Journal of Accounting and Economics 39: 295-327.

Core, J., Guay, W., & Verdi, R. (2008). “Is accruals quality a priced risk factor?” Journal
of Accounting and Economics 46, 2-22.

Biddle, Hilary, Verdi, How does financial reporting quality relate to investment
efficiency? Journal of Accounting and Economics, December 2009, 112-131.

Barth, Konichitski, and Landsman, “Cost of Capital and Earnings Transparency,”
Working paper, 2010.

***De Franco, G., S.P. Kothari, and R. Verdi, “The Benefits of Financial Statement
Comparability,” Journal of Accounting Research (September 2011): 895-931.

***L1, F., “Earnings Quality Based on Corporate Investment Decisions,” Journal of
Accounting Research (June 2011).
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12) Disclosure

Some Theory:

Verrecchia, “Discretionary Disclosure.” Journal of Accounting and Economics 5, 1983:
179-194.

Diamond and Verrecchia, "Disclosure, Liquidity, and the Cost of Capital", Journal of
Finance, 1991.

Verrecchia, “Essays on Disclosure,” Journal of Accounting and Economics 32, 2001. 97-
180.

Grossman, S. J. 1981. The informational role of warranties and private disclosure about
product quality. Journal of Law and Economics 24 (3) (December): 461-483.

Easley, D., and M. O’Hara. 2004. Information and the cost of capital. Journal of
Finance 59 (4): 1553-1583.

Hughes, J. S., J. Liu, and J. Liu. 2007. Information asymmetry, diversification, and cost
of capital. The Accounting Review 82 (3) 705-729.

Review Articles:

Healy, P. and K. Palepu, 2001, Information asymmetry, corporate disclosure, and the
capital markets: A review of the empirical disclosure literature, Journal of Accounting
and Economics, 405-441.

Beyer, A., D. Cohen, T. Lys, and B. Walther, “The Financial Reporting Environment:
Review of the Recent Literature,” Journal of Accounting and Economics 2010: 296-343.

Berger, P., “Challenges and Opportunities in Disclosure Research—A Discussion of ‘The
Financial Reporting Environment: Review of the Recent Literature,”” Journal of

Accounting and Economics 2011: 204-218.

Voluntary Disclosure (Often Management Earnings Forecasts):

Penman, S. H. 1980. An empirical investigation of the voluntary disclosure of corporate
earnings forecasts. Journal of Accounting Research 18 (1); 132-160.

Pownall, G., C. Wasley, and G. Waymire. 1993. The stock price effects of alternative
types of management earnings forecasts. The Accounting Review 68 (4): 896-912.

Skinner, D. J. “Why Firms Voluntarily Disclose Bad News.” Journal of Accounting
Research 32, Spring, 1994: 38-60.
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Skinner , D., 1997, “Earnings Disclosures and Stockholder Lawsuits”, Journal of
Accounting and Economics, Vol. 23, Issue 3, pp. 249-282.

Lang and Lundholm, “Cross-sectional Determinants of Analysts Ratings of Corporate
Disclosures” Journal of Accounting Research (1993)

Lev, B., and S. Penman. “Voluntary Forecast Disclosure, Nondisclosure, and Stock
Prices.” Journal of Accounting Research 28 (1990): 49-76.

Kasznik, R. and B. Lev, “To Warn or Not to Warn: Management Disclosures in the Face
of an Earnings Surprise,” The Accounting Review (January 1995): 113-134.

McNichols, "Evidence of Informational Assymetries from Management Earnings
Forecasts and Stock Returns", AR (January, 1989).

Soffer, L. C., S. R. Thiagarajan, and B. R. Walther, “Earnings Preannouncement
Strategies.” Review of Accounting Studies 5, 1 (March 2000): 5-26.

Bushman, R.M., J.D. Piotroski, and A.J. Smith, 2004, “What determines corporate
transparency,” Journal of Accounting Research, 42, 207-268 [Includes a discussion by
G.S. Miller].

Verrecchia, R. E. and J. Weber. 2006. Redacted disclosure. Journal of Accounting
Research 44 (4): 791-814.

***Tucker, J. W. 2007. Is openness penalized? Stock returns around earnings warnings.
The Accounting Review 82 (4): 1055-1087.

Bens, D., P. Berger, and S. Monahan, “Discretionary Disclosure in Financial Reporting:
An Examination Comparing Internal Firm Data to Externally Reported Segment Data,”

The Accounting Review 2011: 417-449.

Bamber, L., J. Jiang, and I. Wang, “What’s My Style? The Influence of Top Managers on
Voluntary Corporate Financial Disclosure,” The Accounting Review 2010: 1131-1162.

Disclosure and Cost of Capital and Other Economic Consequences:

Botosan, C. 1997. Disclosure level and the cost of equity capital. The Accounting Review
72:325-350.

Leuz, C., and R. Verrecchia, 2000, The Economic Consequences of Increased Disclosure,
Journal of Accounting Research 38, 91-124.

Francis, J., Nanda, D., Olsson, P., 2008, Voluntary Disclosure, Earnings Quality, and
Cost of Capital, Journal of Accounting Research 46, 53-99.
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Lambert, R., C. Leuz, and R. E. Verrecchia. 2007. Accounting information, disclosure,
and the cost of capital. Journal of Accounting Research 45 (2): 385-426.

Bushee, B. and C. Leuz, 2005, Economic Consequences of SEC Disclosure Regulation:
Evidence from the OTCBB, Journal of Accounting & Economics 39 (2005): 233-264.

Leuz, C., A. Triantis, and Tracy Wang, 2007, Why Do Firms Go Dark? Causes and
Economic Consequences of Voluntary SEC Deregistrations, Journal of Accounting &
Economics 45, 181-208.

Brown, S., and J. Tucker, “Large-Sample Evidence on Firms’ Year-over-Year MD&A
Modifications,” Journal of Accounting Research (May 2011).

Gow, L., D. Taylor, and R. Verrecchia, “Disclosure and the Cost of Capital: Evidence of
Information Complementarities,” Working paper, University of Pennsylvania, March
2011.

Endogeneity of Disclosure and Cost of Capital:

Nicolaev, V. and L. Van Lent, 2005, The Endogeneity Bias in the Relation between Cost-
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