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abstract

A Study on Earnings Management
in Local Government Financial Reparting

CHOI YOONJUNG
The Graduate School of Public Administration

Seoul National University

This study empirically investigates whether and how the local
government manages earnings in financial reporting. The purpose of this
study is to analyze the magnitude and direction of the local
government’ s earnings management and ultimately examine the reasons
for the earnings management. To accomplish this purpose, [ use
regression models designed to test the relation between the dependent
variable, discretionary accruals based on the modified Jones model(1991),
and three-divided independent variables: local government’ s financial
position, mayor’s personal characteristics and audit quality. Results of
this study can be summarized as follows:

First, higher debt of local-governments have a tendency to decrease
their earnings by using accounting discretion. Second, lower earnings
before discretionary accruals of local-governments have a tendency to

increase their earnings by using accounting discretion. Furthermore, we
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find that the local governments reporting small positive earnings to avoid
losses around 0 by increasing discretionary accruals, and local
governments with very large earnings reducing reported earnings as
well. In conclusion, the relationship between the earnings managements
and the local government’ s financial position is shown to be larger
than other variables.

Keywords : Earnings management, Financial reporting,
Government accounting, Local government accounting
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