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Abstract -

This paper employs Delphi Method to explore the earnings management practices of the
small and medium sized enterprises (SMEs) in Taiwan. The primary study issues are: (a)
what are the forces pushing managers to manipulate financial statements; (b) under different
motivations, which earning management techniques will be selected to attempt the manipulation;
(c) what financial ratios and information can help financial statement users to detect signs
of earnings manipulation and revise distorted financial position; (d) at what critical situation
company will consolidate sets of financial statements by using allowed GAAP earnings
management alternatives to manipulate financial reporting. Results of this study are described
below. First, except for consideration of tax avoidance and financing form financial institution,
complying with regulations for listing and public offering in stock market are most significant
incentives to earnings management. Second, SMEs uses earnings management alternatives to
manipulate financial reporting, but the most popular alternative is the revenue principle. Third,
for financial statement users, there are some serviceable financial ratios to detect and undo
distorted financial position; these are gross ratio, quick ratio, cash flow from operation to net

* Associate Professor, Department of Accounting, Soochow University.
" Instructor, Department of Public finance and tax administration, National Taipei College

of Business.
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income ratio. Besides, having access to company’s relevant information is also crucial, namely,
the frequency and amount of related party’s transactions, the disclosure level of financial
reporting, and the turnover rate of senior executives. Finally, the experts indicate that using
earnings management alternatives to consolidate accounts will generally take place when
stockholders suspect operation results and mandatory CPA attestation.

Keywords: Delphi Method, Earnings Management, Small and Medium Sized Enterprises
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