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1. Inpaeduction

Predioring, measiring mgnteg and s haedsupey dk ol o
campaey has beem a keg-sranding foous for Investors pricr & Wvesiog
Hheir capital, This &= becouse investment provides meses bo achdeve vake
maximization in forme of eigher capianl gaies or dividesd pamem
Meverhelase. maximizaion of walse on oely Fappen i capial peoyiders
sedectively chocse a profitable asd sctnisabie business from which ey
n pem dhe e s port om o baed pess oo,

TNmckrupicy risk by cosganies I3 a “hot ops” o masdgemen.
business and soceming lsersture due m ks Implicmtions for soie-
holden' decisions Clukmm d Crmacke-Misann, 20101 Bankropicy
ek forisk fow baslmesses bedng usable o sect shedr cbigation, mece-
sitating nction fwough legal mess of ling for beeikruptcy o eider
rearganiae thelr dete o lguidare thele mses 10 @eet sadh obligation
HIEE Given tead bomboragsey o ffeck credinrs, seaglogrees,
mangemesds, sooety, and sharehobders, msessment of bamfrupicy ek
e ctods nhat Bave anelfecton banknogeey rlsk b of mage Bepoamece
for busimesses’ sakehol ders, in paticular, shaeeholders

One practoe that chscures semament of baefrupicy risk = canmngs
msigement. FEamungs msagenieny ocoes when Esnapement eost
their mifmence o delibermcly alwer the ireih e Rimes of 8 Brancal
stalesee e with the perpee of either comcealIng el sosomic romdRion
ur miaming privsie gam oud of confmaciual outcomes which rely om pe-
mounting onbers [Hesly el Wibdem, 19949), Akhough coraieg

IHrean e al
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menigement docs not belong o freed, as i s s8ll in acordoso: wis the
prevailing finoecial regostim g stondads of IPHS and GAAP (5ol ooy aed
Hreron. D dhand & frequesdly weed a3 o stemtegy In Ananciad ieparting 1o
thie esseat thaa i §s 50l cogable of providing valee-selevant infonssa e
[iwnp and Seghens, 2HEE when zamings manmgement ofsounes in-
vesinrs rational caboalbon, e devasaing efect is undeniable since it
oun degmde the quatsy of micrmaton relmed o prodiis presented i the
finame:inl sarements. The low guality of Infemigion conmined ia the
fnmmcial satemends will adversely affed the company's framdal per
Tirmrsanoe Goswaro, 2010L In 2002, PT. Klmiln Frnee. TR a0 [odor
nesips  pansaceinical  simeommed  ccengeery,  recclved  flsascind
peekerem afer delibermiely dflating it eamings as moch a= DR 56
biflom [Tomipo, ML In Seprembes 3005, Tosh®a Corporation e
prven guilky of overstaieg s camings a8 miodh as USD 2 bifloa over o
seven-yeal reenunting perind whick in turn, k3w the reslgnatiea ol s
CECr and Presicdent nf Tredaba Ceeperatiom, Hisan Tanaks, resd inflicsed
fnancial lozs on it isvestons [ddaly, 2005)

ley coatrn @ T eiBieg® Mmasapement. which pose i feear o busi-
nes=ed’ goirg conrern ability, business strodegy menders busines=zs more
producave mmed poofable, mitizming bankrogrcy nisk im the fsture
Ry on wl, 200 91 A business com bmplemint I geicsie STmegies ol
ot leadeship and differentistion, oo combone botly simbegies o waih-
wand a petalent md comgpetitve budsess en vircameem [P, 19001
st Beadersbap is impdemenied dhromgh both cost efficiency imaamizmg
Lt 0o wheld desimahle owtpor) oed et prrdimony [EavEndeing Heod
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e capacity to yield desmable oetput) (oavid eb ol 2000 Hambrick,
19031, For example, Souibrees Axdme minimoed = opesabions]
expegse by almest caclusively wing Bocing 737800 and kesping
enplcrer retention eate o8 928 (Chishiy-Magahid 201710 Diferestis-
b, en. the wther hesd, is cacoded throwgh o anl relemil
effnr fo pursss unsgoenes of producss sl unpaenieled brand legahy
[Aryan et wl., 26713), For example. Ganeda Indonesia, micd as & 5-swar
Indonesian Adrd by Sy ¥ = A0E, Scues omoa relmively
sepmented markes niche of middle o wpper class passengers o develop
hrasd liyalty by offerisg on-hoard enemainmess @ed o priceiy pos-
s progEmen AL abr, 2006) I

Iespite previoes studies conducied o investgvie the relmionshap
between eromimgs masmgemens and barkroptcy gk 2 well 2= business
strategy msd bankmuptey sk the el emialn inoonsks e, Camjis and
Nlane (23 Invesdgwle enmngs manipalalon bekavior ol 1,387
unlisted firme Aling nr bardgrupicy in Madrid in B30 el reveal that
mmmgemest  inflme camings upwards B coensdve mmoons for
non-healiy fires, overiesg dhelr poor pedfomeanes. Thbaeses = @
1200 57 fiesd the effect of mrnings mansgement o fubare pedfommance
using 119 fArms Haed oo the Karachl Ssock Eochege from 2004 o 2010
Thié se=ult e thal iarsdegs minmgemel Begatively sdluenoes hanire
Meancial performance mdos, O ddfihor homed, Chisiroa el . (20070
el Azrawal and Chastenes [ 201 5] iﬁml that healthy fres engege in
highssr samings maragemens e disaessed Drms wend o v more cos-
seavitlie e thedsr finescind condion. Momeavers, in spiee of previcas
stutlies comdacted 5o discern eamirgs mmnagement, bosees iy,
med bankrupny risk e appecsdhes are remospective on whiether
hisdrupaed firmss wmed 10 engife In carsiags managesent. Lasly, this
study acknovw ledges varous methnds of seeing= managemeni miols
o s the resesod gap dn ohds Meld of sndy

This stady Nvesmgane e relaticachip Denvon canings sanmge-
meni, besiess srandgy and haskespacy risk. Samples used 8 Sis oy
nre 1060 fem-vear olerrvatioes of oompanies Bed on the Indonesda
Siock Exchange (10X §of the pericd of 2004-2004, Lamimgs mansge-
mes i meieared using dscreonry pécnsls Tolko by S Modified
Jomes mosde] by Dechine e all (01955, whele cost lendership and diffe-
miintion smtegy e merured asing assel barmoser of operalion and
el u.rgh‘. Tespectively (Rrgan e oal, 200113 Hambiclck, 1983; Wa
m ol 050, Bankrepaoy risk i= messmred using Alimrem 2 s foflowing
e mcSel Seveknped by Alrin (0055 The Fr-mlt dhovs Al corming:
mamagemend hos mo relabioredip with bmkrupicy ek, while business
straegy Bas positive and < gedfcant effect evnnds basdmepacy sk,

This s (ke Mrsl sy [ assess cimsdegs mgagened, husiess sl
ezy and bankragicy risk. Mopeover, thos stady provides comtestuslizgion
of sane e manageasent, besines sirategy md hakrupey dsk on he
| e s i Bvemioracmes Do s, wlbwichh ha sweves been done im the previous
literstime= Themsdfome this sy prowides imporasd insights o hoth i
temal and exensal stalichodders of busineses, Faaly, & Infomes mas-
egemanl ol the Elfecs of carnings maragemsat e fie axes oo whilch I
Infleenees Heanclad perommimce and how significen baedness somgegy
mar impreve finmmoinl performance, mecidng greser lankeopics risk =
the [onwe. Secondly, it provides spplicable isdormenion o asds Jaam ar
nvesment Secisian lor fAims sobjecy o saming manigesent and
business mrmeer

The e od this snady is cegaetaed as follovs. 1= the next secion, dhe
lirer e revicw meed 1o Sils snady & Belng dlaesed. In S diled Sec-
e, e research methodclogy, prosy, and mexsuremends of variables
prgdoyed in this research were shbosated. n the oerth and ffih section,
e sfucly deome - the resulis and provide oooeciasion o the study,

1. Lireraruse rovicw
20 Agency thary

Acomdmy oo fenne med MocHing 1Y%, agenéy thoorp perinin o
the comtracual relationshap of une or mom persons, mlled the agess, o

Plakpom & (20300 Al1TIT

mgage in aseres of basmes procoses o decision-meking &= oeder to
perinme n srrvice on the priscpnl s belall, wiodeleates the suthorsy of
manigize the business. In S agegey relations bhp, Sere may be coadlios
thm oeoor dee o differences & interests betwees the prmcipal and the
ment. Sharckoldors demsand e rcased poufshiliy and cosspany divi-
dends;, while maragers am apens= whe are sotiabed o magimize the
fulfll et of cocevomic and pvctedogicnl ey [Sorv o, 2015k This
ceadmctun relstiomdan s Sghidly mecciniod with sgency prebioms ood
mency oosts Apency problems ehocidate $im a2 cosftmdoal medosorship
may of may et b cheyed by Bboah clividoals doee o asymaseric in-
frereraiios in whick one party reosvs cr pooeses moem infrecoibon
tham anmher, wemlly the agest. The first probiles & dun bath pasties are
sahjeri bo dhemr o wility meoomizason, reualieg in e et the the
pent may Bol aluiys ot 1s the best Ieseresa of the peindpal. Secomd
fey e rd nfoamntion coous as s have aoeess and oee clossly ded
i e cdaiby nperaton of the business, puiting the prizcipal m iFe positon
oo lminend g0 o oof B oe of the e busses perdnmance G
il Mansm, 2007}

Im addition bo apency problems, dhe eopmence of apency cost ok
pervades the princigad-agent contmetual relatnsip. Apancy cos & st
Incumed dise o & prind palagent relationssip i maegieg & e,
which inclisdes, tl’]‘]:’lammunrl.u,g expendive by the principal, (2] the
mdherence cos by the agend, aod (3} the residusd loss. Agerecy rostapplies
w Ecah priecipal and ageea and may subsinmime in e evenl where

mgency peoddemn does mke plice

A3 Homtmyecy ridt thery

Ut reiarra (10K | poiiesion e are b peempec i ves that argushiy
domimate e distummors upon the definision of barkropicy s, these
e [ everd-onented defimition of Fankeapacy amed (2] proces-oriemied
defmdion of baskrupacy. Ueider eveaa-colented deMn@ion, Banknprey &
i i @ arrete pvent) depend ingon the Hist eve g oecur, Banksiplsy
rzn be mrem as the ime whes n coergany fles fe Bankrpicy. overdmaws
I bank sezount, oo does mot pay s preferred sock dividess e
10, I eompisoey, under the pones-arieied Selleiton Intedoced
by Toretaky e Sickwen (3] L bankrepicy ix 8 sares of sequential
ienrs thin begins with fires cxperimcisg sefuction (= cash flow up o
cagericsding negatve cash Mow, then dividesd payvest seloction, lol-
lormrad by banknopacy Mling The peoccss-osicnied defisition emson the
side of locking @ bankropior risk as series of evesds that captures the
pecirum of, not caly begal ground of Bankmpicy filing. et 3l the
finaecind disres comdidon whick may or say not lead sowands haesk:
rpiey filing

Imn e tion 1o de dheMni o ol hemkrapacy o2 proposed by anbnipicy
ik Seory, the theery alsn Wesaifes mises of Anancal dissss whic
may head o bamberspicy, Ko and Prakess o 09975 ideniify two cions
of fnpes Il Skness; fwemnl and exsermal couses, Invermal causes, o the
eadogenois factor, ipply so specific fims and are reflemed through poos
Meingement. saenla g sanagesent pracioss nd unprofndle pojecs.
The ewiemal oo exegenous Boior is perensive, if affecs &l frms o
temacn By, inchademg market dsk= amnd regulsony changes

Bankngbey risk & the whode spertmam of evenis asd possibilities ol
bisimess io expemence finamcial distres which sy or sy not Sead inio
bankregpdor fAling {4 Emee. 106E] The proay of bes&muptcy msk med in
thil snody 15 Adtmea. ¥ seore, e Inrodeced by Al (19607 Al
Farore iz a memsring tool thet an be e o se the possibilioe of
banlonopacy esperienced by compaie by ooasbining peofizabilizy,
leverae, bomd by, sol vency, amd schvities (Cooper and Uan, 350103
The: reiscaas to why Adiman-E seoae |5 chogen i prooy & than it has been
poven mohe one o the =a@ sohis bankimpaoy predistions model
having bees e in sameroe remeches, induding Cilses ©F080107 pmed
Emodrwiihl [19H4), Teeone peacmind h!.' the el Indicanes Fimascind
mengh of o firm, de owe the Laoee, the presies bankeoptcy sk i
@y EEpETIERCE,
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Fapore= L2 I+ 1 A(RED A+ 3L (ERIE |-+ 0ot {BYE] + 0058 45 E\lj
wherre

W weorliing cegdial doweress assets - corrent linddlities) sonled by
inial pEmets

RE: remaded carsings scaled by roml ases

EIT: parrong e befom Ay and gizes sealed by tnial seaee
MIWE: mrarket vadae of egaity scaled by iotal linbifides

8 sdes senbiand by poml sets

2.1 Brmimgs manogemni

Hoaly and Waile (1099 argue thist @aenlngs mansgemseai ls the wr
of masnpement o enert Bfloeace on fnmncial saiesents o st
e ciicns i oach o woy o= io oler reposted mformabos in the fne-
dal satemest for the porpose of cither misleading shircholders abor
i underlying ernnomic perfrmmmee of the finm of o Bloence he
mniracunl oo thai rely hewily on scooesting eeenbes. Earmngs
Mafagemend reders o0 the mee of sach seoo sy practoes thar prodoce
desdred Meancid salements e sedflech e Mnascind poesdfion asd
fimaancial performance of a healty organision. Thas = done Bemus:
suemd finarscinl saements om pmvide am overvies of the st licy and
tonslseRcy il exiss i the orgesdation [Yishnomi oo ol SOES) W
lirugaen o al. (20087 conbend thit manigessent motves in sagdoyiig
mrnings managemrent, among ooy othiers, can be cleesfied ioeo (1)
cmochk market Ineetirives, (30 canabeg or coscealing pol v e bl os,
(3} political costs, (4] projectisg TR0 gocsd performance, wad (5) -
iermal moites

Acordieg © foasen (IN1Y, earmnings mage misd pEctoss aw
mumagemens. Reol crrsiBgs wang eeeeit (REM) & lnpleseen ed theagh
expcubng practoes that deviate from narmal business activibes & fens
of operating and imvestieg acbvibies, and finpecmg, notwvibes. Far
cammgile, extemding project developmess o wvold pEoject devel opmenit
reperrer under provison of 1A% noU 38 or buying catdandme =ares m
order o increme the level of svminps por sfare (oo o oal, 20e0]
Accrunl based earnings masagemess [ABM] b imglemonted (Secugh
mimagerial influemee and dsceion b acoruaks, which = alse peered ted
by prevailing sccomniing =ancderdE and repalmions For Esneer,
deserminmion of fxed el estieated weful B, sivige valoe, te
dipeeckigon methead, mset Bpalrmest and estmindon of bad debt

ERp

Several models have been developed in order §o measure dapree of
garnings sanagesment, incdading Eoychowilhuny (2005] seode] of RER,
ﬂ.ﬁ-}y (1S, Dedogeln (ERRGL T |1 00E ), oo Dlech o ot sl { 5m )
mudel ol ALM. Taking imio accorans all advantapes and deadomninpes of
Fadh moded as provided sbece, this sy focwses un sccrial-hased
marpings mamingement by nring the Medifed fomer Soadel in meazsyme
earnings ssinageeent meiyites. The reasosas io why the Mosdifed Jonees
Mindel &= chosesiz dhm il = a reveed vepmon of the Jones 855 devel-
oped by Jones {191 that provides sscer secmrane sesulis of dsonetionary
-:-!Ellﬁ [ DB =l 1905).

M scretionary Accrnmk (DA} is used as proay of eamings managemens
In thiz snady in whdeh the mwedel of measusemenr dlows the Modified
Josezs Model as Nrssly imtrodiaced b Deckow 1 6l C15995). The odlowlng
shepes dre used o mreasare Dscrebonmy Acoruaks (DA @ ik sbady,

tal Step | Measmremeni of Toinl Acomal CTAS
Hepesion salyss is perfommed ool fanl accmals diems, net sales

revemee. propiety, i and equlpesen go obeals valees lor el dems
iy, iz, and o

Plakpom & (20300 Al1TIT

L. Tl"j -t {%j_- R} + (":‘_"5') re, )
i .|

[h) Siep Z Messunement of Mon-Discregionary ool DA o Ex-
pistied Mosmal Acenmd

Afer chialnieg the valus of coefModents al, o, wmed 03, hese values
e e i sneasaie the NosDiscretonary fAemnds for sack A by
usirg Sie ol loaving forerala,

B, = il I:EI_.} ol {ﬁi‘;&] + ad iT:JI + 8 1E]

whipra:

NI I Fim i pon-dsorerionary acenmals in dee perod
fie] Saep 3 Meseyrement of Discretionsmy Aocnapl (04}

Finally, the vides of Discretomiry Aconinl & acqulsed by sebormacting
M- Drisz retionary Acorual (NDAT i Total Accrasd (TAC)

k] = 5 A 4

whigre:

DAl Fims s deeretloniey acensils In abealune v

24, Hipmes . stres

Puirter [ 19507 anpuees da beesiniss sImegies fre S poliey il R
thot n bosmes entify takes = esposse 0 @eir oompeistive bosines
envimeeners and g st of values or product mas ta i ey develop the aim
of which s io oulcomnpete compesibors, Whale, Chen and Heang C009)
fegrees S bisiness soaigies chm be chimacerized by o companis
decide §n coemgebe, pursue, ackbdeve. md maminin their mompeigive
mdvandage in the imdusirind secbor, Forter 119800 mntends $in thee are
three business simieghs which o company ey chonse o emplay, oost
lesdership. ddlerentisgtion, md fcus simiegy, This sbody excludes oo
srategy m it = derived from cos leadership and ddfeenistion &=
sralegy which s implemenied on a speciifc market sicke [VWa 5 0l
0TSk

Cooeat leaderaaip-emphisiacs on ey e lowes ool produces (s the
indestry ol a given kevel of guality, The strotesr & implemented throseh
posuir of evososy of seale, TOM, JIT, wd inveniony manapement g
e using B b minimiee dhe cust of holdisg sveniory, Difermmibiaion
mrategy, on the other Band, focuses on oresting valoe by genesating bigh
margis i prarain of disdective product featwres teas epanmie i1 foe
g iz, TR

T basines= strategies are emplayed in ths stedy, mst leadeship
mil differenbmtion, Cost lesdersSdp is 8 srtegy osed by oot lesders in
arder m0 achicve smpemive adviatege of grice by minimiing st
thircaph scbdevieg opemmithonn | cacelbee Follswing previins rescarch
br Hmmindce [195EF mnd [owid o opl (2002 L Asmt Turnowver of
Cpeer aitlon [ATO} &= o evitleal meieanessent of oo Iudﬂmﬁ: In wihick
the higher the satin berween canpol md Iespur. the bemer the fxm
uiilizes ®s resources to achieve operations] excellence pmd, fhus, in-
dizmes the degres of tos leadersbip employed by the fims, We ose
insed Dmaver of cgeration |ATD) & proxy of oot leadeship simegy
md use the folloesisg equation accordieg po W o al (20151 ha
e e il

AT - e L5

A mpe apeTaliog ooy
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where

OpemEng feeets = Taml el — cish - S lem EveRmment

InfAczenbaimn boenso sracgy v a -y ihan pEssiees o
mitaining competgive advaniage throogh oedgeenes and detinctie
Temtures of gooik and service clfernd o cusoeers, Frofin masgi is ool
iy for differosdistion stmdogy inthar % fall E hlay
W et al (2005 L Sel b and Sgickney (1989 arzue that differenisatos is
tighaly relaved with peofemsargin maxinizing araegy, where a business
miEin B0 procmize e prods by offering operios prodocee. [nosdddinn, =
onder o make d=inciive penducis The busmess et pen fren G effnris
i cones ned ot deslopmess Brough B D espessdivoe. Therefore,
et margin & a proay for diferentaricn @nategy is and B moasuned
using the following fosmolo

{Upsernng daoomie + R Em|

N
! Hafim

(nl

2.5 Ryposkestis devalopmi

281 The gifect off eormegy momageme dwords horkmpicy it

Firms tend 0 report inflared-Seancial perfomas o for g e
nwe, including i me fomcasing bench ook { Vetrogges el 20600),
o et Ernings et [Hby e ol 2IHISY or oomonceal poar fEsncal
undition [Hearer, 20805 [lor instance, eamanzs sancgewent ds
emnpdoped 1o eoad woldtons ol debr coreniea in renes ol Msancil
dispr=s, which allnws greater acoes of h‘.-'r'ﬂ'ip! [Chiriveea o2 6l 3IHEF L
The u= of mrnrgs o regement wdicabes EanAgement oetion -
wards shom-erm  pecomplisfescn (Le. Eersters soafldemee, podlte
mumagerial review, ent) miber thon losg pers-poal of secaeanbdlity,
e trazeparency which may e complizh musind nalbde stream of Bntdhibr or
mgelty Ensament and, thus, mduce fimes’ golag concem abdling.
Furthemmuore, concedmend of poor opemseeal or Enamcial pedforrance
e g b e s e e e ot hisd ers e oy Sagniod s to fix e problens,
leaving the prodileme lurkicg: withdn daily operabons, thus makeg the
firm urable o withsiand 3 compeiittee environment Leacs aps Hewaos
|2007) gevrdde cenpdrical evidenc: of posivve diesedosary accrmils
(A ) o finms with impending bankrupioy cases, winch affems exces-
slve wee of eamings monEgemend a3 6 e]or ceme of e Alleg for
hesdrrpicy. Tolieaim oo ul |2015) affire that there Is @ negative and
sipmifiant relntoreddn Bebween earmings manmeesent ond ot
Amancid pesformancs Indicninrs Based os e dimoussion, the dlowing
hypothesis is progoesd

HI.  Earedngs o gesest his posiive efoct iovmands banknogeey skl

253 The effiactof hsies seatol aneam dankngecy rik

P'meter ©159650) contends that bosinese withsand compestiion m oo
com il ve eevlromencest By using or b plementiog sorotepies diffesent
tothose of els compesimes 15 cedir to chinin competl e sdvantage,
which,in tom, leads them ﬁ'_l:[nu'r business poals, Prrter’s rmsmework of
ompetiive sMaleEy prE Deo gener: bisknes drtegies, ot beder.
ship sed differestiation. Cost legdership peimely ecus on productiviy
by emiplor mer oot efficierey [mmvinie deg oot ko pecdacre rerbim level of
nugaig] amd asset pers sy [upslmioing the use of fined assedon porodus
cerimm level of catput), Differerdiztion in the ofher hoesd, revolves
around developisg prodoct amiquencs, asiomer oyaly, and g
distnibabos channels with the alm of genembing high margie

Desprie the way each stmitegy is execuind, both stmiegies am w
nupe orm cosepetloes, gemerae high level of producivicy or yleld ihe
prestest profis margis o, in other words, ereme bisines sminabaliy
bt withstaml a compesite environmesd nrd sanimice the n=k of going
our ol besiniss. This sotion corvesponids o reseiech done by Boun el
(200 that imvestigstes the efect of bomes: srafegy  bowanls
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bankragdoy rek and which prosvides empirica] evidesce that business
smrategies mprove Srancal pefommance and, e, mingase the nzk of

bankmspacy. Heses, the secomd hypothicls & peoposed,
HZ  Bacdinis siralegy hic segathoe offect womands baskropecy sk,

3. Medhaids
A1 Iwnn

Thds snudy use dia Srees OREIS daabase. Firms [s fedeeial lsdosris
wie excluded o de sample due fo seguinement g0 adhere o sk ley
prevailivg repalaten ared diferens poroamding tressment and drserpre-
Lo o Ban bonagacy TSk {Tomoa and Prench, 1990}, The darases oont aies
10058 M- yeir pberrwiiions thar spas fram 2014 - 2016 chiat Bsred im
[ndcrwesin Stock Cachange (XL Thiz msearch sroinfy wes Fypothess
resting using Maldphe Unew Rigiesion analyss in arder 1o excoute
pmemd golel and esEdidh relionship berween (ieposies md
dependent wnmatde using thedool of Sisin Comp STATA BP Verman 14.0

T2 Mreeorch nupinenl mode!

Zpoove = 81+ §F D4k -+ E AT + 010N+ 08 Levemge + 38 Sk 0
+ i Lagwiviine i 4 owr ir 4+ Fror & Madariey + 0 §
i

T staily emiploy e piwnse neseand® s i esamdne batib]
112 whiere & soooe measures she fevel of Altman £-sooee of firm | in pesod
€ & callculased hooed em the modd developed by Alise (192400 The
greater the valoe of Fscore, the preater the fem's financnl Srengsh, DA
Indie s the degres of eamings minggemest emploved by fim 1 =
periced of § an memomed by g 040 AT ead P& 2w progses of coeb
lesdership and differeni@sion, respectively, o= measured by Bge 5 and
[ W et 1 10 e megattve meed significont, while {2 aed f3 @ be
pomitrre podd significass in sordance do our hppoibese,

Apart fmm previoeshr merdinned voriables, sevemd e ml varmbles
wise Incorporaiad within the research model In accordssce with the
prior Fesearch CAgmwil and Cetes|ee, 20050 Abiraiy el wl, BOO0;
Brybe otk 2013} ik poadant aiil Agestla, O8], Leverage [Leverage] &
the vee of defs fmm coedinr im the S’ capisl smacsane (e 14 0l
200cEE) and meisured by toral Nebiliies o asser ke We capeol
leveiege o be negasvely relaed m Raoces ak degres ol kvenge
srnificantly exposes firm o greater rek of akmopicy or lowes #soore
[Blichk and Sacfles, 19T 3L

Firms slae (Size) 1s the welmive siae of Arms in @ gves ey
threesghi @ Eameral logariibes of s el sssess (Wu e al, 20050 The
geater thefotnl asses of the firm, the gresteriis sze, which comespoeds
- diffesent bebavior. finemclel condiciom and the wegsdatory e
pisemees 1o whdeh I shoud ddhese. We Epecn M sloe i e pos
itive reflabanship wil f-soorme, as the grester the soe of the firm, preaber
rreanegeri il oosmgee vemse s pasd perc e Hall pod nod pad e o e3d by besird of
directors {Theodosston of 6, 1996} Lguidiy [Ligeidiny} is defined =
the serd amd rase of meete o be comverted into cash o= ef &L
Qo) Lgquidiny 13 eengered theumh coels hoddings mtn, weal coel
mil cash empmvalesd diwided by femy sotal assets. Loes (Los=x) is ghe
cosdition wiere fims exgedence negatve net Income @& a given ac-
ooumsting pemcsd. In this study, ® is desigrated o be ibe dammy vanahle
el o rosnganies which experence loss or negmive net profit dore
Lrgg ik year b which value Sagsigred wo ke 11 the fims caperiences los
dmmiree the vear, othermee 0 'We mpect loss o e negaiive red stiorsdan
with Z-score a3 neagve peofit indicaies Brtle w pe enmings o be rein-
vested b e operation sl Meamdig ocifvites, which deteriomtes
Fnsexcial comditinn mver Hme {ikan el al, 20073}
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A [. Dearrgaive mirsis

T 1 proovides & e i of the 1l wused wsthim thia
study, The aversge value of F-score iz 327, Discrstiorsry soomoals (1)
wvermges 00, whille the morksam ned miskeen vidoer e 000 and
1.39, reapeczively. Aol bamoves of cpemaiion [ATO} and peofit g
P57 as pernices of byesimess siraiegy avenge 097 and 005, respectively,
Levemge (leverage) mvempes 053 which Indlears thar B comprisss
munsi nf ke capital grucure of free & the debaeet, St (S sveeapes
21,60 with prav g and sinimum value of 25 35 and 1759, Lagmdity
(Ligidity) and Loss [Loss) aversge G059 md .27, respectively.

d 1 Mudcellineery et

Toole & prowides the result of the muls edlineariy ez, As showa by
e S, nll wanables' ' IF vaboe are kocaged Between F 1 omd 1600 with the
highesa WIF value of 7.56 Belonging 10 one of de comeporicnl variabies of
indusizy, (a0 the minimum veboe of 105 belongmg 0 deoredionmy
meruns, Ovemll, S e valee of VIF I8 244, whith peoves thar the
deireet 15 not sehiect in mehiccelineariiv

4.3 Peprane comringon

Fearsun prodoct moment or corelbor, wyeibobzed as s o widely
knorm coovelinos cocfloenn el bas Bein weed In varlous joomek i
summerize B relmionship between fen sarinbies at are o g -lae
or linew (Houlke aml Kossowveski, 2001k Tahle 5 depicis the mdption-
shipr bermren depesdent varlstde and Independens visiahle i well as
g varinble within & sudy,

Fapore Fas comelmtion effident of 0157 and is significant at the
liswel e 1% Wl D, Leadicating thas Z-score s kererscly roelited with D
Woreoer, K00, AT and PR ane shive o have pesiive relatinnship
with cocffickentof 024 1 aned 00243, respesdvely, siniflomt a 1%, Wik
megamd i conbm] vorables, Leversge and Loss smgpeose negaiive indhoesce
on T-senre, wigh L4806 sl L30T of corelatos coefficle, TESpEL-
vty Semvwibde, Sl wnd Liquidicy Bave (079 and 0,296 comelmios
roedfcents, s pectively, Based on $he imdormesion presenied in Tabie 5,
Z-scoee b slgelficest relatineekip ro all of the independest vadahles
Henoe, B0 can b inferred @t as the eved of discredonary aconals is-
reases of comgeees engape in Bgher emmings maogement, boih up-
wards and dovnwamnds emeegs momapermend. the level of Boancal
srerggth measired by B swoore decsepses, In oahesr words, fieme winich se
mively engaging B ocamings menagement may espesicoes Bigher
basfrugacy risk im the foture, This ey cormesponsds with previcus
resoari Gomes by Tebaizsan emal. (20051, and Camgw amd Mhrvino (0630
whiich Semon simie s experience uslivomtd: Beandal performase,
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m indicased by RO&, ROE, PR rabo and BFS, sebemoemt do undergosng
ST P T ma pement.

dd, Mt regrezaee ey

Talile 4 dspdays fe el of Makiphe Lesa Squase (MLS] regnssion
Aa explained mmrlier, b ol above bas beem adjrmicd for year asd
Indeatry Moed eMedt, & woll e Pelvees (2HE chater of firms and year
faeed +=ffecd &0 conirnl for hetercecedaciy amel auiccornzlaion md 1o
enmare g the s and stecland evor e mbust of chisrges of oon.
ditinn. Te coeired fer sorsaliny diswrhuton pmbles. the datn are win.
sariped m 1%,

Lockisg ar dve bde above, the cocfficlest of DA & 0292, snd not
rgnifie . The reqil & coniradierive towands e hypotfesls and oo
regpods 0 previoe nesarch which sddnesses a positive melatiomship
benween DA and Z-score [ Al and Cramesee. 2015 Alarosy o ol
200 T f ., 21101 The resalis of indepeadess variable of ATO o
Pl e ponfisest with the hypotbeds and grevious researches. ATD
coelfident iz positive meed sigeificant (ooefficient = 1,290 paiatisiios =
FA0) This imdicstes St firme wivich maplement cost [eadership sratepy
throsagh wibdel e main chjecive |5 i oo the bewest soer peoduces
in the indusry expenemce =5 gmifcant Eprovememis in franchl perfor
mEnoe, Woremver, the el s als imdicarive $ang Mans thm g leeent
differentiaion sragegy slgnificandy expericssce lower baslnupicy sk
Thiz 7m0 be seen by he cosfficiest of PM wisch & alo posithe md
siprilficeemt Cooefficlent = E78; r-0ArSHcs — GEE). This real Indiontes
th firmas dhat implemment either of tBe peseric taesimess sbrmfegies of oost
lessdershlp or diferendarios vield bener fisanclal seenp and me. e,
leme Bikrky i hemr sigeaficant haskropicy risk,

Moreover, £-score, ATO and PS8 e shows o Beve positee relaboer
sip with coeffickent of 0241 asd 0343 ﬂ!’.':ﬂ!ll.'dj. syl e oy 1%
The remalt mslicoies thol beasiness smlegy enplifes frms feandal pos-
Heam, o i the other words srteeste e risk ol bankmapicy, This findergs =
cosclstent mitl prevlols Sy dose by Bovie e al, (2009 L wihiek prowvs
frmees thar edect either et beadeanhip ar Siffesen o seabegy as pa of
thelr husines ssategy experience Betiey fzanclal perfomieee.

With regord §o0 copirdd varables, e levempe (Levermpe) omd
bigsiciny (Liguidizy | are prosen 1o be sigaificant dewrminmas of bk
Mpley Sk Firms kvernge W proven to hoe neganve oid sgnifbeant
refaticaship with Saonre [mmefficiens = -4 700 simtistio = -02a01 This
Irclae s nheir a g sinad leweinge agnificoealy coposes Mrme o hl gher risk
ol hisdrupEcy since I endes Eem oo e very cautioes an sy elibe
shom-tenm or limg-term deibd due o thechbligmion of paying mtenstasihe
cost of bonowing the soney, whene greabe debl Meang e e 1o
e paicd 1 b amnire [ ks sl Sclod e, 057710, Ao |lquikdiny Mgl iy
it & proven o Bve positive md slpaificiss sdatonship [eoeificents =
A841; et = 252, Moreover, e’ relative soe (Siae) el e
[rce e [ Lo} e prrovwan o Bave peaitive md Inslpaifices resdis with
ceeificienns of 0,113 and 347, respeively.
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4.5 Kb o sl

Himing Fally povnme of the vol nembiley of Muoktiple Least Sgpape [MLS)
negie b and Fearsen's asrwelation, which is suscepdhle 1o presenoe of
nuthers which semdfimnily @t the resal, moaddeional robenes
et = employsd, #e mal paepose of w hich i boensmre ress=tant resultm
o prescmce of owlllers [Miksla, 200 fernig o al. 2HE), Raobis=
mepression geowides semrce of el by minimizeg cotliens’ efect
[Ama, DOILE Among by regression methods, e M-Estssimn
regression by Mobes (09504 §s used within ibes stady, The reasons ame,
Mesr, B-Estimonor provides greser than B4% ol Gausslan cny SEmiba-
thoen wiltvile keeping solisiness of the model. Secmdly, B works by
miniseirg the fomecison of @ ool errors, rather ifan sicenizing sm of
sepred e, probecting e dam agaimer vestion] atl ke Thisdly, it
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has breakdown puimes op o 25% of cotiers and 15%: of lerermge pnints
LAl 200 0L T lunetios & avmiable in STATA through meg commnmd
[Vl and Croiix, 200E],

Lablp & presents dhe comganson bebwveen BU5 regression and M-
Esamainr wa., Boch sogreai have been adjusicd fur yenr o
indEiry fxed vffed, &= well &= ghe Poleryen (200 chaeder fo mngmd for
heteroecedichty amd aucccerclivion. Thus, Be regresdon B rebus 1
year-indatry foed uliect, k dacity amd rrdei

[ remmaing medgnifica ander MLS regresson amd robusi megresion,
whrens AT ad P are pevien o have posldve and sigeificant resuliz
ursdar hoth regreccnn modek (Mlsimxtor coefficiant © 1,143 M-Eei.
nabcr tstistios = 252 MLE oceffcient = 1200 MLS fsimtistics =
740} Thesesult indicbes thert ATC mad PM = effecs towards nkbpicr
rik are rodis, as, ghven mwe models of regressian, 1§ remaing pasilve md
sinifices. The peskive wed sinificass sesal of ATD e TM soggias
thm companies which pursee eidier cost leadersyip smiegy or difer
catlaron grategy manigae el bankoopacy el Hemoe, husings sl
ey & 4 eniiigatieg factes of hankrepaey sk,

As for the comivd varinble of levernge (leveragel, il = proven o
have significast ard negative relatissehip so himSmupiey risk undes
hetly represhens, MIS mvd M-Eqlsstor weposson [M-EStimaos oo
cifident guals 1o ML cocflident = <4071, M-Exlmsor Fambdlo -
~51.67; MLS f==ntisdcs = 12400 [n contmd b the MLS regresson
il s’ redandee slze (Slzed and guidisy (Lguidigd exhifbie
diferest resulr & 0t imdicane: a positive and signiffoam religonskip o
bankrapicy risk (M-Emimabtr coefficiess = 0,132 AEstimater @ sia-
Herhcd = Hibh MLE cocffhdent = L1TE MLS c-smalstes - LE3L
Reasons behind e postive wod significam eelatdonship bermes
firmas’ relative sime and baskrupiey risk e improvemesds of minma-
perial cppuing. developments of husisess srmeegy o seamdess cazh
Mo et e dumdea of the busines. Thiz Ssding sapparts previo
reseemreh (0w and Lissow, JHED Lessseos, 19950 ThiendokSon &1 al
| sk which frand greater number of frme file & bankrupicy m $he
fired fien vears of mpermicn A= for Boumidity (Lagenidityl. - Esteroicr
regressiun shovs Begative md inslgnificans relotionskap o bk prey
ek (M-Estimabor mefhicient = -0060; M-Esbmmbor é-sntisac = -1
MLS coeffident = J.848; MLS ¢sbstios = 2.52), Categorical variahle
ol loss Smalbcmanr (Loss) ales exhiblis & dilferema resul Bom BIL5
regression, fE it Sows § negative md seafioini reladonship whemees
it sl @ peslnive and insl g resal (S-Esmannr ao@gient =
ALELE; MFEstimator eamistics = 3,11 MLS coefficen = 007 MIE
-l srlos = 1.37).
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The firsz hypethesds of this audy which aiolates carnings sanige-
mend Fre poadtive effect on bankmptey rek is mjeoed as research find
Ings sag pest | ncipai feant efleo ansigadfioince leved ) of 5% of p-valie
= {M-stmraiar p-ealue = 056E)1, Relfering to the daiase nsed winhm
i stady, [0 & evidest (2 fems which engage in bigh level of earnings
mumagemest da norexhibit poor Esancial periommmoe, For lstance, FI
Delin Dimama T (DLTA) yield abpye-average feandal pedormans
despine high leved o samisgs mmapement in 2014 { Zseoae ~ 10,6175
QA = 1.1 505 Ascsther exmsyple, T, Homaya Mandak Sesgocma Thk
[HMEPE, whach &= consdemd as dhe second-highes Brm v emmegs
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manmgement lesel Beld the bes franoal performeece (fsoee =
AR S0 D o OUBSEE] im0,

T rezrali ks B oz i see: Do provioss pesare b dioee By Aol sl
Chetepes | 2004, which sozpesiztharhizher painmming firms mpage in
higher carmegygs sweayraccm, while diatresanl frem eogage in ower
e veee e e b amd tend booreven] Sear o condeion, 1 indices
thist, eomtmry o the clalem Sar eamnisgs sanigeeent |5 el ol § S
tm Emgrien peoor frsmcind oondition, iz wed sognrdieas of the fimaocie]
momdiition of 1Be firn. I addition. the use of earmin g mo pefe may
net alwsiys be refabed i the Anaseiad condition of the i The manee of
the izdbmcty @ which the Ao opsrbe xlon detmm e the likelibeod
o wheshes firms engage in eamizgs mansgerent. Acoordies to preyvioons
srady by Aramnny e al, G0 it is eddest thet fems wiich opemse in
I regulated induries, teed 1o bave greans discretionary secrmals.

Muorpoier, e wsull comrsponds 2o ageney oosl B agessy theory
which mibgate the Hkel#wod of sareges s to divesi froms priscipalks’
I { agesy probidem ) since @i oo hlde poor Asascial candizion by
Egaging Inin evcesie carnisgs Sanigement sin't be cxerclsed doe 1o
lepveer of moechy e such /e qudi opmion or offer mechomiem whach are
catabdishied 1o protas princigod from adleted Aeancial smtesens, This
notiom 15 supponted by empies] evidesse tha mos of the fems In the
waly which saffer let in thee pegiod de not exhibit high vl of simings
manmement. Pamhbermore, s resolt cormesponds b prevics sady
done by Chesm eal (E000) and Choar o e gl (RO wkich adpulmes
that baslirapacy-fllisyg Hrms end 1o be meee conssrvetive sbour thelr
Fnarcinl comsdition as Hhey e subject bo pablic s gpovemenent atien-
o pared thus oo ld erggnging Inne exosssive Somings ewnpgess e

dfid The ofect of hunness srniegy tewards boakrgsey maek

Ther seennid hygathests posie thee busiees sroiegy bas a negmive
efect fowmd: barkrapdoy ek is accepted as data oralyse techniques
aftrmn (har Besineis Strategy bas positlve and signifiane ofieon o
Fnomcial soergth m 3% evel of significanoe (AT & PM M -Esimimor p-
vabae ~ CUHHILY, Thiv imsticaies thad firms wioch impdement ember ooat
lewdership oo differenilarion swacgy sgnificandy esperdmee hetier
finmmecin] perfrmance, which stigstes bamfmupdcy risk

T result walidales the thecretical frameword by Pocter (RS with
regards to e besliss simtegy fimas Snpdess o5 & meis of gaining
mengeinive advesiapge and withstanding competitve e roeeseni
witEn T Pespeciive indwar i AIEGuES, the mplemena s may b
different and fems may choose o ingpdemem eitber cost leadeship or
diflerentianion sirategy. he ramesvwoel sugpems shar Arms tha evgde-
maent either of the besdsess sratioghe peofures Beer en thelr corge.
titiom and, thes, carny lower Bankro oy mk.

Srudies by {Rang o al (201 2 el Brvan @ al (20087 velidare the
rewult of ghis 3 udy me buth sbadics find iSa firm siesicgy, coot bealosdap
mil differetistion metigsie the risk of bamfmpdcy: Bress e al (0030
g Bai flms which e aiceesPdly Implemess feio geseric Porics’s
s leEies, hivee thied Banknogrey sl reduces, simoe [rwlll @nible firms o
hive compegitive adveetngs over their comgediors. ARhough the
imgplemessaizon of the teo sirdegies will be déferent, with cosi leder-
sip rebvleg on productivity eahescemesas, whille differentladin socka
lrawnthon fend Braed lovalry, succeshal fmplemestition of elthed stoat-
gy wiill lend #o beiter performance, While Chang of 2l (30020 fimd a
posiidve Mak beovres com leadershdp and prodactivlsy mplying tar
the beved af cost leademhip Increases, the prodecivity abo eeciss,
Frmee will Bave betber pedomamce, hesce bairugecy sk will be
nigmed

Being e firs study $m puts spatlight on the bek amang earmings
manigement, businsss stmiegy, ol askrupioy esk, this sudy shows
tht the effect of marrings memngeeent o beekrapicy S5k e sseniind
for eterewl smnkehokien: sach = ETvesors and credaorm o asses el
rupley risl, Reasehl capabadiny, e credit wonthisess of flom, while
brpd s girpgesry effect on bankrmgicy nisk benefids intemal sakehol ders
wick s mwages s foemuligng sommeghes vo deal with pobng condom
Isstii=
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Comlustons of this smedy with regends 0 the efieoy of cansings
mmapgement and business siratepy inwasdks hamkrogecy misk am -
fulds First, daoe @ nu relmtinmship botween carmimgs masngemesd and
hemrupacy risk. In addition, $e reeneth ooreponds o resmarch doae
by Agrnw ol and Chumeres (Z015], W 6l (2015 sed Aoy sUal
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