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Abstract

This article aims to identify the determinants of accruals based earning's management in Moroccan listed companies. On one hand, it
examines the relation between discretionary accruals as the measure of earning's management and what literature documents as in-
centives to this practice, in particular, politico-contractual motivations, the avoidance of losses and earnings decreases and growth
opportunities. On the other hand, it investigates whether corporate governance mechanisms may constrain management's opportunis-
tic behaviors. The empirical results provide evidence that managers manipulate earnings in the presence of losses and, that growing
firms is more likely to engage in earning's management. In terms of constraining factors, our findings indicate a negative relation
between discretionary accruals and both institutional and concentrated ownership. Thus, we suggest that these shareholders play an

effective role on monitoring managers.

Keywords: Corporate Governance; Discretionary Accruals; Earnings Management; Earnings Thresholds; Ownership Structure.

1. Introduction

In last decades, earning's management has captured the spotlight,
as a result of financial scandals and the lack of transparency in
financial reporting. Schipper (1989, p. 92) was the first to define
this practice. She assumes that it is “a purposeful intervention in
the external financial reporting process with the intent of obtaining
some private gain." Another common definition of earning's man-
agement is the one developed by Healy and Wahlen (1999, p. 368)
as the followings “Earning's management occurs when managers
use judgment in financial reporting and in structuring transactions
to alter financial reports to either misleads some stakeholders
about the underlying economic performance with the company or
to influence contractual outcomes that depend on reported ac-
counting numbers."

Several studies (Dechow 1994, Burgstahler & Dichev 1997, Teoh
& Wong 1998, McNichols 2000, 2002, Jeanjean 2001, Bergstress-
er & Philippon 2004, Dechow & Schrand, 2004, Chesney & Gib-
son 2005, Dechow et al. 2010) provide evidence that managers
manipulate earnings under different circumstances and for multi-
ple reasons. This practice has received a considerable attention
because of the important role that earnings play in measuring per-
formance rather than other's accounting numbers (Dechow 1994).
They are also considered by managers as the most important met-
ric to outsiders (Graham et al. 2005).

This study is a contribution in earning management literature, as it
is one of the firsts to examine the determinants of this practice in
Moroccan context. To do this, we provide literature review and
hypotheses development in section 1, research methodology is
described in Section 2, and the last section is devoted to data anal-
ysis and empirical results.

2. Theoretical framework and hypotheses de-
velopment

2.1. Earnings management incentives

The literature documents several earning's management incen-
tives, in particular, those related to the politic-contractual theory
and the avoidance of losses and earnings decreases. Some studies
emphasis other incentives such as growth opportunities.

2.1.1. Political contractual incentives

The politico-contractual theory proposes a fundamental frame-
work of earning management incentives (Watts & Zimmerman
1986). It suggests three assumptions about the managerial discre-
tionary behavior: debt contracts, managerial compensation, and
political cost.
e Debt contracts

The debt assumption refers to the debt covenants in the United
States. These are conditions formulated by lenders to maintain
certain ratios, calculated using accounting numbers, at acceptable
levels. To avoid violating these conditions, managers may be more
likely to increase reported earnings. Several empirical studies have
provided evidence consistent with this assumption in United
States (Defond & Jiambalvo 1994, Gu et al. 2005), but also in
other environments where there are no contractual clauses as:
Switzerland (Cormier et al. 1998), France (Jeanjean 2001, Saada
1995), and Tunisia (Shabou & Boulila Taktak 2002). Jeanjean
(2001) argues that even in the absence of debt covenants, highly
indebted firms may manage earnings in order to justify their fi-
nancial policies. An opinion that we share, and we also adopt in
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Moroccan context where contractual clauses are lacking. Thus, we
propose the following hypothesis:
H 1: There is a positive relation between debts level and earnings
management.

e Managerial compensation contracts
Under this assumption, managers manipulate earnings to increase
their compensation. Thus, they choose to account for methods
bringing future profits to the current period. This is especially true
in firms that advocate performance-based compensation systems.
This assumption will not be examined in the empirical analysis
because of the lack of information about Moroccan manager’s
compensation.

e Political cost
Watts and Zimmerman (1986) assume that large firms are more
prone to wealth transfer trough political costs. Indeed, they are
more faced to political pressures such as tax laws and labor regu-
lations. This may provide incentive to the managers to reduce
reported earnings. To do this, they use accounting techniques that
aim to defer the current benefit to future periods. Thus, we assume
a negative relation between our earnings management proxy and
the firm size.
H 2: Firm size is negatively associated with earnings management.

2.1.2. Thresholds incentives

The thresholds' incentives are based on the observation of discon-
tinuities in the distribution of reported earnings around certain
targets, in particular, zero (Hayn 1995, Burgstahler & Dichev
1997, Degeorge et al. 1999, Dechow et al. 2003, Burgastahler et
al. 2006). Hayn (1995) assumes that managers manipulate earn-
ings to avoid losses in order send a positive signal to the market.
Thus, incentives to manage earnings are stronger when they are
close to zero. We assume the following:

H3: Managers are more likely to manipulate earnings in the pres-
ence of losses.

The zero earnings are not the only threshold reported by the litera-
ture. Other's targets are also emphasized such as the previous earn-
ings. Indeed, executives have more incentives to manage earnings
in order to sustain last year performance. This leads to the follow-
ing hypothesis:

H4: Managers are more likely to manipulate earnings to avoid
earnings decreases.

2.1.3. Growth opportunities

Some previous studies (Skinner & Sloan 2002, Myers & Skinner
2006) show that firms with strong growth opportunities have more
incentives to manage earnings upwards. They assume that manag-
ers choose to manipulate earnings when they fail to meet analysts’
expectations. By doing so, they try to avoid possible negative
market reactions to their failure. Another reason for managing
earning in growing companies is that documented by Graham’s
survey (2005). He reports that the interviewed executives believe
that future performance allows them to mitigate the effects of past
earning management decisions. This leads to the following hy-
pothesis:

H 5: Firms with strong growth opportunities are more likely to
manage earnings positively.

2.1.4. Performance

Some studies (Dechow 1995, Shabou & Boulila Taktak 2002,
Mard 2004, Burgastahler et al. 2006, Zhong et al. 2007, Jiang et
al. 2008) find that low (high) performance is associated with a
higher level (lower) of earning's management. They argue that
managers try to hide poor performance by managing earnings.
Consistent with these studies, we assume the following:

H 6: There is a negative relationship between the firm perfor-
mance and earnings management.

2.2. Constraints to earnings management

Earning management is not without constraints. Prior research
(Peasnell et al. 2000, Klein 2002, Bergstresser & Philippon 2004,
Cornett et al. 2006) provides evidence that corporate governance
attributes have a constraining effect on earning's management. The
literature places particular emphasis on the structure ownership, as
well as the monitoring role of board of directors as. External audit-
ing is also emphasized as a constraint of earning's management.

2.2.1. Ownership structure

Ownership structure is largely documented in literature as one of
the corporate governance mechanisms used to constrain earning's
management. In this section, we well study three types of owner-
ship structure that we believe appropriate to Moroccan case: con-
centrated, institutional and managerial ownership.

e  Concentrated ownership
According to Jensen and Meckling (1976), concentrated owner-
ship is one of the mechanisms for dealing with agency conflicts.
They believe that it aims to align the interests of shareholders and
managers. This point of view is not unanimously supported by
researchers. While some authors find negative relationship be-
tween earnings management and concentrated ownership (Fan &
Wong 2002, Ali et al. 2008, Alves 2012), others suggest the oppo-
site (Zhong et al. 2007). Some studies (Bozec 2004, Mard & Mar-
sat 2012) find that the relationship between concentrated owner-
ship and earnings management change from negative to positive
sign depending on the number of shares held by the major share-
holder. Having regard to those mixed opinions, we assume the
following:
H 7: Concentrated ownership has a significant effect on earning's
management.

e Institutional ownership
Institutional shareholders are largely considered to be sophisticat-
ed investors, able to constrain managerial opportunistic behavior
(Jiambalvo et al. 1999). Several prior studies (Bushee 2000,
Chtourou et al. 2001, Park & Shin 2004, Bergstresser & Philippon
2004, Cornett et al. 2006) provide evidence of a negative correla-
tion between institutional ownership and earnings manage-
ment.Consistent with these researches, we hypothesize that:
H 8: There is a negative relationship between earnings manage-
ment and institutional ownership.

e  Managerial ownership
According to Jensen &Meckling (1976), managers may act for
their personal interests to the detriment of shareholders. They
argue that managerial ownership serves to align shareholders’
interests with those of managers. It aims to dissuade managerial
opportunistic behaviors. Warfield et al. (1995) provide evidence
that the managerial shareholding reduce their incentives to manip-
ulate earnings. Klein (2002) document, as well, a negative relation
between it and earning's management, but he observes that this
latter is positively related to the executives sits on the board’s
compensation committee. On the other hand, some studies find the
opposite results. Bergstresser and Philippon (2004) observe that
companies with high managerial ownership present high discre-
tionary accruals. Other studies (Ali & Saleh 2008, Alves 2012)
confirm a positive relation between managerial ownership and
earning's management. This leads to propose the following hy-
pothesis:
H 9: Managerial ownership has significant effect on earnings
management.

2.2.2. The board of directors

Due to its overseeing and monitoring function, the board of direc-
tors plays an important role to limit earning's management. Sever-
al studies provide evidence to support this view (Chtourou et al.
2001, Klein 2002, BenAyed Koubaa 2010). They report, indeed, a
negative relationship between board size and earning's manage-
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ment. Following these studies, we assume that larger boards are
associated with lower levels of earning's management.

H 10: There is a negative relationship between earnings manage-
ment and board size.

The effectiveness of the board of directors is also measured by its
independence. Thus, according to the agency theory, the chief
executive officer duality (meaning the same person assume the
position of board chairman and chief executive) is likely to in-
crease the manager’s opportunistic behavior. Consistent with this
theory, we present the following hypothesis:

H 11: There is a positive relation between earnings management
and the chief executive officer duality.

2.2.3. External audit

Many studies (Becker et al. 1998, Cormier et al. 1998, Ca-
ramanis& Lennox 2008, Francis 2009) document that a higher
external audit quality is consistent with low levels of earning's
management. Auditing quality is, largely measured, by the belong-
ing of the auditor to one of the prestigious audit firms (Big Four,
Five, Six ... depending on the period to the study and the context).
Consequently, we propose the following hypothesis:

H 12: A high-qualityexternal audit is negatively associated with
earning management.

3. Research methodology

Before presenting empirical results, it is appropriate to emphasis
first the way in which the sample was formed and the data collec-
tion method. In addition, we define also independent variables and
we present the tested model.

3.1. Sample selection and data collection

Our sample is drawn from Moroccan listed companies, over the
period 2010-2015. The main criterion for sample selection is the
availability of annual reports, as well as information on govern-
ance corporate. Thus, only those enterprises whose data are avail-
able throughout the study period are included in the sample. And
like previous works, we have eliminated financial institutions. The
latter’s are excluded because of the specific nature of their ac-
counting system. So, our final sample is composed of 252 firm-
year observations, with 42 firms of the 76 Moroccan listed com-
panies.

3.2. Earnings management measurement

The first step in measuring earnings management is to calculate
total accruals. They correspond to the difference between cash
flows from operation and the net income. This subtractive method
is considered, by Collins and Hribar (2002), more relevant than
the additive method (calculating all total accruals components).
The total accruals are then obtained according to the following
formula:

Total Accruals = Net Income - Operating Cash Flow

The second step is to determine discretionary accruals, capturing
manager’s opportunistic behaviors. Indeed, only one part of the
total accruals is concerned by earnings management, the other part
is the result of a sincere application of accounting principles.
Therefore, total accruals are divided into two components: non-
discretionary (or normal) accruals, which are normally generated
by accounting rules and discretionary accruals (abnormal) detect-
ing earnings management (Healy 1985).

In order to discern discretionary accruals, different models are
designed for this purpose (Healy 1985, Deangelo 1986, Jones
1991, Dechow et al. 1995, Kothari et al. 2005). The modified
Jones model is by far the most widely used throughout the litera-

ture, although it is criticized for disregarding performance, which
is significantly correlated with non-discretionary accruals
(Dechow 1995, Kasznick 1999). Given these criticisms, we have
opted, in this study, for the Kothari et al. (2005) model, proposing
a new version of the Jones model that includes the Return On
Asset, ROA (Net income on assets) as an indicator of perfor-
mance. Thus, normal accruals are determined from the estimated
values of the following regression:

TA it /ASSETS it -1 = o (1/ ASSETS it -1) + 1 (AREV it —~AREC
it/ ASSETS it -1) + B2 (PPEit / ASSETS it -1) + B3 (ROA it) + &
it

Where:

TA it: Total Accruals;

ASSETS it -1: Total assets of firm i at the end of year t -1;

AREV it —AREC it: Change in revenues of firm i in year t less
change in accounts receivable scaled by total assets it -1;

PPE: Gross property, plant and equipment of firm i at the end of
year t scaled by total assets it -1;

ROA it: Return On Assets of firm i at the end of year t;

a; B1; B2 ; B3 : Estimated parameters ;

¢ it: The residual.

Discretionary accruals are determined as the difference between
total accruals, which are the observed values and normal accruals
forecasted from the model. The prediction error represents the
portion of discretionary accruals. Consistent with Klein (2002)
Davidson et al. (2005) and Ben Othman and Zeghal (2006), we
use the absolute value of discretionary accruals.

2.3. The tested model and dependents variables

In order to test the validity of the research hypotheses, we will
estimate the following model:

AEMit = o + 1 SIZEit + B2 DEBTi + B3 INSTit + f4 CONCENT
+ B5 MANAG:i + 6 BRDSIZEi: + 7 DUALIt + B8 AUDit + 9
LOSSit + 10 DECREASE it + 311 GROWTHji: + 313 PER-
FORMuit + eit

Where:

Earnings management proxy (AEM): is the absolute value of dis-
cretionary accruals estimated by the Kothari et al. (2005) model.
We use the absolute value to take count of both income increasing
and income decreasing, consistent with Ben Othman and Zeghal
(2006) Cornett et al. (2006) and Wang (2006).

The firm size (SIZE): measured by the natural logarithm of total
assets as Cormieret al. (1998), Klein (2002), Gu et al. (2005), Ben
Othman and Zeghal (2006).

Leverage (DEBT): measured by long-term debts divided by total
assets. This measure is also adopted by Bushee, (2000), Barton
(2001), Davidson et al. (2005), Guet al. (2005), Chen et al.
(2010), Farooq and El Jai (2012).

Institutional ownership (INST): is a dummy variable equal to 1 if
a firm has an institutional ownership above the sample mean and
zero otherwise.

Concentrated ownership (CONCENT): is a dummy variable equal
to 1 if the main shareholder holds more than 50% of shares and 0
otherwise.

Managerial ownership (MANAG): is a dummy variable equal to 1
if the CEO holds more than 10% of shares and 0 otherwise.

The board size (BRSIZE): calculated as the total number of the
board members.

CEO Duality (DUAL): is a dummy variable equal to 1 in the case
of CEO duality and 0 otherwise.

External Audit (AUD): is a dummy variable coded 1 if auditor
belongs to the Big 4 and 0 otherwise. This measure is also used by
Becker et al. (1998) Jeanjean (2001) and Francis et al. (2009).
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Zero earnings threshold (LOSS): is dummy variable equal to 1
pre-managed earnings are negative and O otherwise. The pre-
managed earnings are measured by the current earnings lagged by
total asset minus discretionary accruals.

Decreasing earnings threshold (DECREASE): is dummy variable
equal to 1 if the difference between pre-managed earnings and
previous reported earnings is negative and 0 otherwise. This vari-
able is lagged by total assets.

Growth opportunities (GROWTH): measured by sales change
divided by total assets.

Performance (PERFORM): measured by cash flow from opera-
tions divided by total assets. This measure is also used by Sun et
al. (2011)

Table 1: Summary of Independents Variables and the Predicted Relationships with the Dependent Variable

Variables Measures
SIZE The natural logarithm of total assets
DEBT Ratio of long-term debts / total assets
CONCENT Dummy variable equal to 1 if the main shareholder holds more than 50% of shares and 0 otherwise
INST Dummy variable equal to 1 if a firm has an institutional ownership above the sample mean and zero otherwise.
MANAG dummy variable equal to 1 if the CEO holds more than 10% of shares and 0 otherwise
BRDSIZE The total number of the board members
DUAL Dummy variable equal to 1 in the case of CEO duality, and 0 otherwise
AUD Dummy variable coded 1 if auditor belongs to the big 4 and 0 otherwise
LOSS Dummy variable equal to 1 if pre-managed earnings are negative and 0 otherwise
Dummy variable equal to 1 if the difference between current earnings reduced of discretionary accruals and previous reported
DECREASE L7 . .
earnings is negative and 0 otherwise
GROWTH Sales change / total assets
PERFORM Cash flow from operations divided by total assets

4. Empirical results

Our empirical analysis is presented as follows: first, we emphasis
descriptive statistics of the independent variables. Secondly, we
present the Spearman correlations of independent variables, and
last we highlight the results of the multivariate analysis.

4.1. Descriptive statistics

Descriptive statistics show that the absolute value of discretionary
accruals represents an average of 0.061 of total assets. Those re-
sults seem close to the finding of Ben Othman and Zeghal (2006)
in Canadian context (0.068). About 36% of companies have, on
average, institutional ownership above the sample mean and in
42% of them; managers hold more than 10% of shares. More than
67% of companies have concentrated ownership.

The board of directors is, on average, composed of about 8 mem-
bers, and in more than 60% of firms, the chief executive is also the

board chairman. In terms of external audit, 61 % of our sample
chooses audit service provided by an auditor belonging to the big
4 audit companies. The level of leverage has a mean of 10.60% of
total assets, indicating that listed Moroccan companies are not
highly indebted. In terms of the growth indicator, it shows positive
growth opportunities with a mean of 3.25% of total asset and
about 10% as a mean performance. 24% of our firm's sample has
negative pre-managed earnings and 57% of them have a negative
change in current pre-managed earning compared to last year
earnings.

To test the normality of the data distribution, we use the skewness
and kurtosis test. Variables are assumed normally distributed if
their test score is within the range of £1.96 in small samples and
+2.58 in large samples greater than 200 observations (Ghasemi &
Zahediasl, 2012). The test shows that many of our sample varia-
bles are normally distributed. In statistics, it is common to use
parametric tests when data is normally distributed and non-
parametric tests in the opposite case.

Table 2: Summary of Descriptive Statistics

Variable Obs Mean Std, Dev, Min Max Skewness Kurtosis
AEM 252 0.0613731 0.0556959 0.0001557 0.3391062 1.641637 6.687347
SIZE 252 9.131203 0.5980945 7.908432 10.55468 0.2042833 2.527879
DEBT 252 0.1060183 0.1412466 0 0.8629767 1.795597 6.612516
INST 252 0.3611111 0.4865873 0 1 0.5783149 1.334448
CONCENT 252 0,6785714 0,4679543 0 1 0.6785714 0.4679543
MANAG 252 0.4206349 0.4946434 0 1 0,3215368 1,103386
BRDSIZE 252 7.757937 2.966099 3 15 0.2980301 2.292466
DUAL 252 0.6269841 0.4845687 0 1 -0.525155 1.275788
AUD 252 0.6111111 0.4884682 0 1 -0.4558423 1.207792
LOSS 252 0.2460317 0.4315544 0 1 1,179335 2,390832
DECREASE 252 0.5753968 0.4952663 0 1 -0,3050758 1,093071
GROWTH 252 0.032558 0.1443611 -0.5254265 1.179933 1.948489 21.09782
PERFORM 252 0.1007048 0.1277813 -0.2044233 0.5237122 0.6134402 3.543281

4.2. Correlations analysis

The correlations analysis allows measuring the links between the
independents variables. A strong correlation may indicate a multi-
collinearity problem. We have chosen the spearman non paramet-
ric test of correlation as some of our model independents variables
are not normally distributed. The table 3 below presents the corre-
lation matrix of the model variables. It shows that multicollineari-
ty is not observed in our study since all correlations do not exceed
50% overall.

A negative correlation is highlighted between earning's manage-
ment and the company's size. This is consistent with Watts and
Zimmerman's (1986) prediction that large firms are more likely to
manage earnings in order to limit wealth transfer to outsiders. In
terms of ownership structure, the matrix of correlation shows a
significant negative effect of both institutional shareholding and
concentrated ownership on one hand and a positive relation be-
tween discretionary accruals and managerial shareholding, on the
other hand, Growth opportunities are positively correlated with the
AEM variable, showing that growing firms have more incentives
to manage earnings. A positive correlation is also detected be-
tween discretionary accruals and the LOSS variable. This mean
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that those firms are likely more to manage earnings in the pres-
ence of losses.

The correlation matrix shows also a significant positive correlation
between the firm size and institutional ownership that indicates
that large firms have more institutional shareholders. On the oppo-
site, they are less owned by managerial shareholders as propose
the negative correlation between the both variables. Moreover, a
negative correlation between the board size and the CEO duality
suggests that large boards are more likely to choose the separation

between the board chairman and the chief executive, assumed to
enhance the board independence.

These results will be explored in more detail using multiple re-
gressions. Indeed, the partial correlations allow studying separate-
ly the link between two variables, without taking into account the
others. Nevertheless, it is rather appropriate to carry out the analy-
sis while simultaneously taking into account the interactions be-
tween the different variables, hence the usefulness of multiple
regression analysis.

Table 3: Spearman’s Correlation Coefficients

CON-  MANA BRDSIZ DE- GROWT PER-
AEM  siZE  DEBT INsT SO0 M 2 DUAL AUD LOSS Q& O iy
AEM 1.0000
SIZE 0.1403  1.0000
*
0.0260
DEBT  -0.0187 2292 10000
0.7677  0.0012
INST 04531 2991 02771 444
0.0150 0.0000  0.0000
CON- - ; ;
Cour 013 01184 03121 02432 10000
0.0338 00606 0.0000 0.0001
MANAG 01719 gasss 01312 3059 0.1700%  1.0000
0.0062 00000 00374 00000 0.0065
BRDSIZE -0.0885 %% 00211 2% o00e7 [, . 10000
01615 00000 07390 00000 01180  0.0000
DUAL 01224 01984 0888 01505 00213  04245¢ -02011* 1.0000
00523 00015 00029 00560 07361  0.0000 0.0013
AUD 00063 243 opssg 92947 o784 0.3275% 01272  1.0000
0.4251* 0
04272 00000 05931 00000 02147 00000 00000  0.0437
Loss 9269 0327 01231 -0.0458 -0.0409 00172 -0.0768 -0.0547 -0.0168 1.0000
00000 06057 00510 04689 05184 07861 02242 03869 0.7907
OF o 00332 00712 -00409 -01063 00620 00652 -0.1009 00679 -0.0759 2*>* 10000
06003 02599 05183 00921 03260 03027 01101 02833 02297 0.0000
GrROWTH 1615 01619 00098 -0.1210 00043 00898 -00386 O13%° 01404 00532 00063  1.0000
00102 00100 08764 00551 09463 01551 05416 00303 00176 04004 0.9202
PER- - - . 0.1664
Fouw 00389 00868 02044 00993 00461 o0, 02200% 0301 | 0218 00284  -0.0437 10000
05302 0.696 00000 0.1158 04756  0.0000 0.0004  0.0273 0.008L 00004 0.6535  0.4900

* indicates significance at the 5%.

4.3. Multiple regression analysis

First, we have determined discretionary accruals according to the
Kothari et al. (2005) model on panel data. Then we have estimated
the linear regression model of the variable AEM (absolute value of
discretionary accruals). The first question that arises when using
panel data is to verify if there are individual effects, or it is more
appropriate to use pooled regression. Thus, we have estimated the
fixed-effect model, allowing, under the Stata software, to run a
specification test in this purpose. The Fisher statistic of this test is
F (41, 198) = 2.07 with a probability of Prob> F = 0.0005. Hence,
we can reject the null hypothesis of homogeneity, and we accept

the alternative hypothesis of individual heterogeneity. The next
step is to define the nature of the model effects as fixed or random.
To choose between the both models, we used the Hausman test.
Under the null hypothesis of this test, the random effect model is
more appropriate. The test result is shown as follows: the chi-
square statistic is equal to 17.39 with a probability of 13.54. So we
cannotreject the null hypothesis, and we adopt the random model.
Then, we have estimated the random effect model on panel data of
the absolute value of discretionary accruals. As the Breusch-Pagen
test of heterosexuals shows that it is a problem in our model, we
have chosen to cluster around the standard error on the level of the
firm to correct it.
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The results from the regression reveal several lessons: first, we
found a negative relationship between earning's management and
institutional ownership as documented by previous studies (Jiam-
balvo et al. 1999, Bushee 2000, Chtourou et al. 2001, Park & Shin
2004, Bergstresser & Philippon 2004, Cornett et al. 2006). These
findings seem to support the notion that institutional shareholders
are a monitoring device that constrains managerial opportunistic
behaviors. We believe that this role is due to their efficient access
to information and a considerable experience in the field of fi-
nance.

Inconsistent with the enrichment hypothesis of the main share-
holder (Shleifer & Vishny 1986), we found evidence that concen-
trated ownership is negatively related to earning's management.
Those findings are consistent with several previous studies (Ali et
al. 2008, Alves 2012). Furthermore, our results show a significant
positive relationship between growth opportunities and earning's
management. This confirms that growing firms have more incen-
tives to manage earnings as shown by prior studies (Dechow 1995,
Burgastahler et al. 2006, Zhong et al. 2007, Jiang et al. 2008)

As expected, we find evidence that Moroccan listed companies
manipulate earnings in the presence of losses. Indeed, we docu-
ment a positive association between negative earnings and discre-
tionary accruals. Those results are consistent across several studies
finding (Burgstahler & Dichev 1997, Degeorge et al. 1999,
Dechow et al. 2003). On the other side, we observe a negative
association between earnings decreases and earning's manage-
ment. This unexpected result may have been caused by the choice
of the absolute value of discretionary accruals as a measure of
earning's management instead of directional accruals.

For the other variables, no significant relationship with the discre-
tionary accruals is observed. Thus, inconsistent with Becker et al.
(1998), Caramanis and Lennox (2008) and Francis (2009), we find
no evidence that a higher audit quality may reduce manager’s
incentives to manipulate earnings. We fail, also, to provide evi-
dence to support assumptions of the politico-contractual theory as
no significant relation is observed between both debts and firm
size, and discretionary accruals.

The managerial ownership show insignificant relation with discre-
tionary accruals. Thus, no effective effect is detected between
those shareholders and earnings management.

Regarding the size board and the duality, no significant relation
between those variables and discretionary accruals is observed.
Thus, we cannot confirm that they affect earnings management
behaviors.

Table 4:Regression with AEM as Dependent Variable

AEM Coef. YA P>z
SIZE -0.0095541 1.29 0.198
DEBT -0.0196278 0.42 0.677
INST -0.0169564 1.98 0.047**
CONCENT -0.0186789 1.98 0.048**
MANAG -0.0019485 0.16 0.876
BRDSIZE 0.0000389 0.03 0.980
DUAL 0.0080814 0.70 0.481
AUD 0.0032307 0.36 0.720
LOSS 0.0470745 451 0.000***
DECREASE -0.0219171 3.03 0.002***
GROWTH 0.0622671 1.94 0.052*
PERFORM 0.0040993 0.12 0.906
_CONS 0.1615578 2.35 0.019

R2 Within 15.71%

R2 Between 31.91%

R2 overall 10.20%

F test Wald chi2 (12) = 44.88Prob> F = 0.0000

*, x*, *x% Significant at the level of 10%, 5% and 1% respectively.
5. Conclusion

The purpose of this study is to analyze accounting earnings man-
agement determinants in listed Moroccan companies. Several
conclusions are drawn from it. Our results indicate that both insti-
tutional and concentrated ownership limit earnings management

practice in Morocco. Thus, we found significant negative relation-
ships between these shareholders and discretionary accruals. We
observed also a positive relation between growth opportunities and
earning's management. This is consistent with the notion that
growing firms is more likely to manage earnings. Moreover, we
find a positive association between losses and earning's manage-
ments.

There are limits to this study. On the methodological side, focus-
ing on accruals based, earning's management excludes real activi-
ty's manipulations (earning's management through sales manipula-
tion, reduction of discretionary expenditures and overproduction)
as documented by other works (Roychowdhury 2006, Cohen
&Zarowin 2008). In terms of explanatory variables, it seems that
some other's corporate governance mechanisms deserve to be
studied, such as the audit committee monitoring and the independ-
ent board directors.
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