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ABSTRACT   

This thesis researches to which extent companies use earnings management in times of CEO 

turnover, which is a continuing, complex and rather complicated issue. Earnings management was 

tested on different attribute such as: firm industry, firm size, CEO’s age, and the CEO’s origin 

(internal or external). The data was gathered through a quantitative study based on public 

companies’ financial reports. The sample includes 252 firms listed on Nasdaq OMX Stockholm and 

have been subject of a CEO change at some occasion during 2005-2011. The statistical result from 

the mixed-model ANOVA tests showed in general significant result of upward earnings 

management the year of CEO change, but not the following year. While there are many explanations 

to the findings of how earnings management is used on the Swedish market, the analysis and 

conclusion elaborate the reason that ought to be the blueprint of reality.  

Keywords: CEO turnover; Earnings management; Discretionary accruals; The modified Jones 

model 
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DEFINITION AND ACRONYMS 

 
ANOVA Analysis Of Variances 

CEO  Chief Executive Officer 

CFO  Chief Financial Officer 

DA  Discretionary Accruals 

df  Degrees of Freedom 

F  F-value 

H  Hypothesis 

IFRS  International Financial Reporting Standards 

M  Mean 

NDA  Nondiscretionary Accruals 

OLS  Ordinary Least Square 

Origin   Whether the CEO is internally (insider) or externally (outsider) recruited 

p  P-value 

PPE  Power, Plant and Equipment 

R&D  Research and Development 

t  T-value 

tx  Time (year) 

TA  Total Accruals 

SD  Standard Deviations  
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1. INTRODUCTION 
The introduction will present the background from a theoretical and practical point of view in order to give the reader 
an assumption what this study will end up in. The presentation will subsequently lead to the purpose of this study.  
  

1.1 BACKGROUND  
It may seem obvious that a company's performance is based on its revenues minus expenses, if a 

company earns more money than they have in costs, they should have a positive result on the 

bottom line? Although, this is not the blueprint of reality. Managers have the possibility to use 

judgment in financial reporting and in structuring transaction to affect the financial reports. This can 

mislead the underlying financial performance of a firm and alter contractual outcome based on 

reported accounting numbers. (Healy and Wahlen 1999)  

It exists certain rules and standard accounting practices that most companies follows, but it is not 

unusual that companies deviate from the true spirit of the standard accounting practices. When 

companies manipulate figures, terms as: “aggressive-”, “innovative-”, or “creative accounting” are 

mentioned, meanwhile the term “earnings management” is used in this paper. (Marton et al., 2010). 

Typical examples when top managers have used earnings management in a highly irresponsible and 

manipulative way are the previous giants Enron and WorldCom fraud. Enron’s managers avoided 

costs in the accounting records and booked revenues in advance, hence the company’s performance 

was excellent on the papers and the managers’ bonuses were increased until the bubble burst. 

(Jacobson, 2013) A similar case was WorldCom, whose managers manipulated the financial records, 

which later lead to the same destiny as Enron; bankruptcy. (Romero, 2002) Similar uses of earnings 

management have occurred in Sweden, with examples such as Skandia and Trustor (Johnsson & 

Hansson, 2009) (Berg, 2008). Although, earnings management is not necessary negative for a 

company even if it manipulates the result to a certain extent. In short, Financial Times define 

earnings management as: “Earnings management is the generic term given to accounting decisions that influence 

financial reporting outcomes” (Financial Times, 2013) Management can be more interested in reducing 

leverage or extending return on investment rather than report correct earnings. (Ibid) It can be 

conceptualized how organization manipulate the companies’ result by moving income and cost 

between different financial years and take one-time expenditures at a “wrong time” to get a more 

beneficial spread of the cost for top managers’ own benefit. A reason behind smoothing out the 

results among years, rather than present exceptionally good or bad annual results, is that top 
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management can optimize their bonuses and lower the organizations volatility. One way to do this 

may be through dipping into the reserve accounts in the balance sheet, also known as the “cookie jar” 

accounts. (Healy & Wahlen, 1999) This is often the case since managers’ incentives program are 

linked to the company’s performance, further known in association with the agency and principal 

problem. 

The final call of how earnings management is practiced in a firm is to a great extent located to the 

CEO position. CEOs have always posed a daunting role in companies, but as the global market has 

developed, it has become even more challenging to be a successful and prolonged leader. As a 

consequence the CEO turnover has increased more than 50 percent since 1998 and performance 

related departures are three times higher. (Paese, 2008) 

This study investigates earnings management in times of CEO turnover in Swedish listed firms. 

There exist a belief that CEO turnover is linked to companies’ reported performance and that a 

newly appointed CEO manipulate the financial figures. (Wells, 2002) Although, most of the 

literature on the subject earnings management together with CEO concerns incentives programs and 

whether a CEO turnover is a routine or non-routine change, and also U.S-centric (Hansen, 2012; 

Pourciau, 1993). Due to the limited research when it comes to earnings management on the Swedish 

market in relation to CEO’s origin, CEO’s age, company size, and industry specific differences, the 

authors’ aim is to fill this literature gap to extend the knowledge of how earnings management is 

used in association with CEO turnover. Furthermore, contribute to investors’, owners’, board of 

directors’, and regulators’ understanding of the impact on the subject.  

This study will focus on the year of CEO turnover (t0) compared to the previous year (t-1) and the 

following year (t1) after the turnover and how earnings management is used in times of the change. 

The reasons behind managers’ actions are widely discussed in theories, such as the agency theory, 

and have been elaborated in this study in order to examine the underlying reasons behind earnings 

management.  

1.2 Purpose 
The purpose of this study is to investigate whether corporations use earnings management in 

relation with CEO turnover and how the CEO’s Origin, CEO Age, Company Size and Company 

Industry belonging affect earnings management on the Swedish market.  



Andersson & Lilja 

 
 

3 

 

1.3 Disposition 
 

 

 

Introduction	  

• The	  introduction	  presents	  the	  background	  from	  a	  theoretical	  and	  practical	  point	  of	  view	  in	  
order	  to	  give	  the	  reader	  an	  assumption	  what	  this	  study	  will	  end	  up	  in.	  The	  presentation	  will	  
subsequently	  lead	  to	  the	  purpose	  of	  this	  study.	  	  

Theory	  and	  
Litterature	  
review	  

• In	  this	  section	  is	  the	  theoretical	  foundation	  presented,	  which	  this	  study	  is	  based	  on	  such	  as	  
theories	  concerning	  earnings	  management	  and	  different	  incentives	  behind	  earnings	  
management.	  Lastly	  theories	  about	  CEOs	  in	  context	  of	  earnings	  management	  are	  presented.	  

Methodology	  

• The	  methodology	  part	  describes	  how	  the	  purpose	  and	  propositions	  of	  this	  paper,	  drawn	  from	  
existing	  theory	  and	  literature	  were	  tested,	  in	  order	  to	  Bind	  a	  possible	  link	  between	  how	  
earnings	  management	  is	  used	  in	  times	  of	  CEO	  turnover.	  

Emperical	  
:indings	  

• The	  empirical	  part	  presents	  the	  results	  of	  the	  collected	  data	  material.	  The	  general	  data	  is	  
presented,	  followed	  by	  the	  given	  statistical	  results,	  whether	  earnings	  management	  occurs,	  in	  
which	  way	  and	  when.	  

Analysis	  

• In	  the	  analysis	  is	  the	  empirical	  data	  discussed	  and	  analyzed	  in	  a	  theoretical	  cotext.	  Further	  
differences	  of	  earnings	  management	  between	  company	  size,	  CEO	  age,	  CEO	  origin,	  and	  
company	  industry	  is	  eleborated	  and	  compared	  with	  previous	  research.	  

Conclusion	  	  

• In	  the	  Binal	  part	  are	  the	  essences	  of	  the	  Bindings	  presented	  and	  expounded.	  The	  data	  will	  be	  
discussed	  and	  particularized	  by	  the	  authors	  based	  on	  previous	  research,	  contributed	  	  by	  
enhanced	  input	  from	  the	  interviews	  which	  ends	  up	  in	  suggestions	  for	  further	  research.	  
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2. THEORY AND LITERATURE REVIEW 
In this section is the theoretical foundation presented, which this study is based on such as theories concerning earnings 
management and different incentives behind earnings management. Further will theories about CEOs in context of 
earnings management will be presented. 
 

2.1 Introduction 
Managers are employed to run the company on behalf of the owners. Shareholders of an 

organization are known as the principal within agency theory, who delegates managerial tasks to the 

CEO (agent), which is the executor in the company. The agent is hired by the company in order to 

perform managerial tasks (a service), which includes discretion, on behalf of the owners. Since both 

parties are utility maximizers one can assume that the decisions made by the CEO is not always 

coherent with the owners, thus a conflict of interests arises. By the use of incentives programs as an 

overassertive monitoring tool for the agent, the principal can “guarantee” that the agent will not 

harm the principal. (Jensen & Meckling, 1976)  

Since the principal transfers the control and management of the company to the agent, he or she 

gains a superiority of information compared to the principal, hence the agent gets an advantage 

against the principal and can maximize his or her own utility by making decisions that affecting the 

financial results, i.e. income smoothing in his or her favor, even if such actions may infringe the 

shareholders’ utility. (Lambert, 1984; La Porta et al., 1997) This is further known as earnings 

management (Healy & Wahlen, 1999) 

Contradictory to the agency theory, Hepworth, (1953) argued that managers can benefit from 

smoothing behavior, which equalize the result over time, by job security and increased salary. 

Hepworth, (1953) means that the perceived security for shareholders and board of directors that 

follows earnings smoothing is more beneficial for a manager over time compared to temporary 

exceptional results which lead to higher volatility and insecurity. On the other hand, Ronen & Sadan, 

(1981) argue that smoothing behavior lead to misleading and other immoral actions for the manager, 

which can force managers to feel pressured of using earnings management.  

Along with the agency theory stands the positive theory of accounting, which has its basis in 

preferences of individuals and hence one’s action would be accordingly to the preferences. An 

assumption is that individuals are utility maximizers and act rationally, hence making choices 
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maximizing one’s own wealth. The purpose of the positive theory of accounting is to try to explain 

and predict what type of accounting method a company’s manager choose in order to maximize 

their own wealth. (Sandell, 2006) Along with this, around 80 percent of the CEOs have variable 

remuneration, on average up to 72 percent of the fixed income. (Folksam , 2011) 

The concept of positive theory of accounting was developed during the 1960’s and is often 

discussed together with earnings management (Watts & Zimmerman, 1990). The empirical studies 

of positive theory of accounting found that managers of a firm that have an earnings based 

compensation system are more likely to use procedures which will increase the current earnings. 

(Watts & Zimmerman, 1986) 

This outlines some important aspects, partly that earnings management would occur, which is 

supported by Healy and Wahlen (1999), that managers try to increase their own wealth by action- 

and performance-compensations. The usage of earnings management, such as impairments, income, 

and cost moving among financial years indicate a high degree of opportunistic behavior among new 

managers. (Pourciau, 1993) 

2.2 Earnings Management 

2.2.1 Background of Earnings Management 
Financial reports are used to convey information about a company’s performance, whereas the 

managers’ judgment and company specific knowledge are needed to conduct the reports in context 

such as the status of assets, costs and revenue allocation. Managers can then select reporting 

methods, valuations, and disclosures that is coherent with the companies business, optionally 

increase the value of accounting. Since financial reporting is imperfect, a possibility for managers 

arises to use a preferable reporting method, which does not truthfully reflect the company’s actual 

financial status, i.e. earnings management. (Healy & Wahlen, 1999)  

Healy and Wahlen (1999) reviewed the academic research on earnings management and defined it as: 

“Earnings management occurs when managers use judgment in financial reporting and in 
structuring transactions to alter financial reports to either mislead some stakeholders 
about the underlying economic performance of the company or to influence contractual 
outcomes that depend on reported accounting numbers.” 

(Healy and Wahlen, 1999 p. 268) 
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Arthur Levitt, chairman of the SEC (Securities and Exchange Commission), has expressed concerns 

about managers’ abuse of earnings management, such as reconstruction costs as an one time 

occurrence (big bath) in order to perform better financial results in a following year, anticipated 

booking of revenues, the use of “cookie jar” reserves and impairments. In general do the findings of 

previous research suggest that managers ‘window-dress’ financial statements before public offerings, 

adjust financial figures to increase managers’ compensation, and adjust for costs and benefits of 

present regulation. An additional aspect, beyond the ones already mentioned, is accruals, which has 

been used to test the occurring events of earnings management. (Healy & Wahlen, 1999; Jordan & 

Clark, 2007) 

Healy and Wahlen (1999) framed the definition and the surrounding of earnings management 

further in their article. First, there are several options for managers to conduct judgments in financial 

reporting, i.e. expected lifetime on assets. Secondly that earnings management is used to mislead 

stakeholders about the actual performance of the company, since use of earnings management is 

hardly transparent for an outsider. However, Stein (1989) claims that stakeholders are likely to 

anticipate and tolerate some use of earnings management. 

Burgstahler and Dichev (1997) used the term earnings management to cover various decisions that 

consciously affect revenues and profits, decisions such as operational, investment and financial 

decisions, and accounting transactions. Examples of such actions’ effects are: increased profits, 

increased productivity, reduced costs, and even such figures affecting bonuses. An example of 

technical accounting transactions is that under current accounting standards, clients are encouraged 

to complete purchases before the financial year-end that otherwise would have entered the next year, 

and the estimates of assets useful life and residual value are reviewed. Further, accounting methods 

are used to pre-book sales that have not yet occurred but is expected to do so in the future. 

There are several reasons behind the use of earnings management according to Healy and Wahlen 

(1999). One of the main incentives for managers is to reflect captivating company result, which will 

affect the share price performance and thus heighten the managers’ prominence. However, the use 

of earnings management in this context seems to be widespread and Healy and Wahlen (1999) 

question whether it actually has an effect the share price, and claims that there is a number of 

unanswered questions within this field, mainly since it can be questioned how pervasive earnings 

management is to investors. A second reason behind the use of earnings management is when 
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accounting numbers are used to control the contracts between the company and owners, where the 

compensation of managers often is aligned with external stakeholders, such as creditors or 

shareholders. (Healy & Wahlen, 1999) Watts and Zimmerman (1978) claimed that contracts 

implications create incentives for the use of earnings management, since it will be too costly for 

creditors and compensation committees to undo earnings management. Further, Healy and Wahlen 

(1999) conclude that earnings management occurs, however the reasons behind it vary and further 

research needs to be conducted in the area. 

2.2.2 Forms of Earnings Management 
There are some different forms of earnings management which affects the financial numbers: 

Aggressive accounting, Intentional choices of accounting principles, Fraudulent reporting, 

Intentional misstatements, Creative accounting practices, and Active manipulation of financial 

figures towards a predetermined goal, through i.e. income smoothing; moving revenues among 

financial periods to achieve desired results. (Mulford & Comiskey, 2002) Further, Merchant (1990) 

states that manipulation of financial figures are usually in two forms; smoothing which involves 

deferring figures over time periods, hence creating favorable performance patterns, and falsifying i.e. 

reporting incorrect data. 

There are some rules within the framework of International Financial Reporting Standards (IFRS) 

which requires judgment by the management, hence it can be tempting to adjust some figures in 

their best manners when i.e. an CEO is changed, through big bath accounting. IAS 36 about 

impairments states that an asset’s value should not be overestimated based on future cash flow, that 

is to say: fair value of an asset. A situation due to loss in future cash flow may make it necessary to 

write down the value of the asset, an impairment test is performed on the asset, thus the cost of the 

value reduction is charged during the financial year the decision is made. (Marton et al,. 2010) 

Masters-Stout, et al., (2008) tested whether new managers upon arrival impaired the asset of 

goodwill, thus able to blame the prior managers for poor performance, the same reasons as 

expressed by Pourciau (1993). Masters-Stout et al., (2008) state that impairment of goodwill is a tool 

for earnings management, since a new manager look at assets with fresh eyes from a new perspective 

and with different strategies in mind it is not unlikely that impairments occur.  

In summary, the literature suggest two major actions regarding how earnings management can be 

accomplished, accruals, which means leading and lagging of revenues and cost over different 
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financial years, hence affecting the year-end result. By premature recognition of revenues or creating 

fictitious revenues, managers have a possibility to fabricate earnings that in reality do not exist, i.e. 

when goods are ordered but not supplied (Mulford & Comiskey, 2002). The second action is 

impairments and depreciations of assets, taking one large cost as a one-time action. 

The annual accounts act (Sw. Årsredovisningslagen) state that the annual report shall show a true 

and fair view of the company’s result and financial standing. If deviations occur from the norm this 

should be highlighted together with the cause according to the 3 Chapter 3 § (SFS 1995:1554). 
However, the IFRS regulation is the standard setting, which is accepted in Sweden, making its 

regulation applicable to the companies within this study. Since managers of a company know the 

company best, they are the ones to decide on accruals, impairment and provision and how it should 

be handled. In association with earnings management it is difficult for an outsider to make these 

kinds of judgments, hence forced to trust the managers to do right, according to the laws and 

regulations. (Marton et al,. 2010) 

2.2.3 Detecting Earnings Management through discretionary accruals 
Firms’ use of earnings management is difficult to detect from the financial statement and financial 

reports usually remains undetected for outsiders, the difficulty is to find abnormalities. Early 

research in the field focused on the detection of differences in accounting settings that normally 

were observable for outsiders. (Healy & Wahlen, 1999) Although there exist models designed for 

detecting earnings management, scholars have failed to detect the use of earnings management with 

these models in the past because of its complexity. In more recent earnings management studies 

tests are made on parts of accruals, which are assumed to include discretionary accruals. (Spohr, 

2005) 

The (modified) Jones model uses data from different time series to calculate nondiscretionary 

accruals. Accruals are widely used to move profits and losses between fiscal years and are probably 

the most common earnings management tool. Hence, accruals are an effective tool for manipulation 

of companies result. (Grönlund et al., 2005; McNichols, 2000) Jones (1991) developed a model in 

order to test whether accruals occasionally were greater when investigations made by the United 

States International trade commission on import relief. The focus in the investigation was on 

accruals and to test whether accruals were greater, rather than use assumptions, she developed a 

model that later has become known as the ‘Jones model’. However, this model has become criticized 
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by Dechow et al., (1995) saying that the model has shortcomings since there is an implicit 

assumption that revenues are nondiscretionary, thus they developed a modified version of the model. 

They found that the ‘Modified Jones model’ has a higher degree of explanation than the previous 

model. This model has ever since been the conventional one in studies of accruals (Wells, 2002; Xie, 

2001). The main difference between the two Jones models is the recognition of account receivables. 

Total accruals include nondiscretionary accruals from everyday business and discretionary accruals, 

rising from managers’ estimations and discretions. Dechow et al., (1995) state that a usual starting 

point for discretionary accruals is through total accruals, later a model is assumed to generate the 

nondiscretionary part of the total accrual. Furthermore, Dechow et al., (1995) presented and tested 

five models, the Healy model (1985), the DeAngelo model (1986), the Jones model (1991), the 

Industry model (Dechow and Sloan, 1991), and the modified Jones model (Dechow et al., 1995). All 

models are used to detecting earnings management, where the modified Jones model provided the 

most powerful test of earnings management recognition. (Barton, 2001; Guay et al,. 1996) 

Companies generally tend to follow a similar path when it comes to accruals generation due to lack 

of difference in depreciation periods and similar business models for companies within the same 

industry. Furthermore, these companies normally react similar to actions caused by external 

economical conditions. This would result in that companies would have a certain amount of sales, 

thus affecting accruals, which would be consistent among all these companies. Hence it would be 

appropriate to adopt that deviation from “normal” values of accruals is caused by management 

direction. This is why total accruals usually are the starting point for measuring discretionary accruals. 

By using a model one can estimate total accruals and break it down into discretionary and 

nondiscretionary parts. The discretionary accruals are calculated by subtracting the nondiscretionary 

accruals from the total accruals, thus a value of discretionary accruals (+ or -) close to zero would 

indicate a low use of earnings management (Jones, 1991; Dechow et al., 1995).  

If CEOs use earnings management e.g. taking a big bath through impairments and depreciations in 

the year of change, it would result in a dip in earnings, consequently be less earnings year t than in 

year t-1 or t1. Such a dip either indicates that the corporate revenue is poorer year t0 or that the 

expenses have grown in year t. However, if the earnings are lower in year t0 and at the same time 

have similar reduction of revenues, it is most likely a year of weaker performance for the company, 

rather than manipulation of the earnings. Although, if earnings remain stable over the year of CEO 
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turnover and a significant profit decline appear in year t, it may be related to a big bath. (Jordan & 

Clark, 2004) 

Marton et al., (2010) and Wells (2002) state that when a company face a CEO turnover, it may be 

tempting to transfer cost during the first financial year to be able to present better results later years, 

i.e. deriving poor financial result to the previous manager. Further, Dechow and Sloan (1991) 

suggest that in some cases, when the managers are unable to reach financial goals they use big bath 

accounting more often which also is supported by Wells (2002). Hence, this paper tests whether 

earnings management occurs and how it may differ among years with CEO change, tested through 

the following hypotheses: 

Hypothes is  1:  Earnings management occurs ,  and in assoc iat ion with CEO turnover  

H1: Earnings management occurs on the Swedish market  

2.2.4 The CEO 
Usually the organization’s board of directors attempts to influence the possibility of an optimal 

executor in different ways. Either the firm can employ a CEO considered to be likely to maximize 

the firm performance or they can reward a selected CEO to, in best way, ensure the CEO to 

maximize firm performance by incentives program. (Zajac, 1990) This hiring dilemma is connected 

to the agency theory where the principal and agent strive to reach different goals to optimize their 

self-interest. Other studies, conducted by tailoring a firm-specific questionnaire, which improved the 

prospect of gaining useful data, showed that managers had been involved in actions, which had been 

beneficial by the company’s control systems for the individual, but not for the company’s best 

interest. Moreover, managers admitted that they manipulated short-term performance in order to 

meet financial goals, which they can manage through manipulation of figures. (Merchant, 1990) 

Even if companies put a lot of effort in the choice of CEO, the turnover of CEOs increased every 

decade since 1970 with a more significant change after 1992. Structural changes, emergence, cost-

saving programs, reorganizations, and increasing demand for short-term returns are some 

explanations for increasing tenure. (Kaplan & Minton, 2008) 

Instead a formal compensation contract is in general starting the first full year as appointed CEO 

(i.e., t1), which often leads to the year of turnover getting exposed to unusually high charges followed 

up by a year of unordinary good result. In such cases can the new CEO blame the former CEO for 
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high costs and weaker performance. Such action is at the same time generally accepted and without 

any risk of consequences. Hence, less expenses and higher income can be deferred to following 

periods, which will have large impact on the CEO’s compensation and therefore gain bargain power 

and utility maximizing opportunity. (Wells, 2002; Dechow et al., 1995; Pourciau, 1993) Scholars have 

found evidence of favorable distortion and selectivity in financial reports that prove opportunistic 

behavior to show a self-serving picture of the firm’s performance. The year of turnover does in 

general have a greater amount of negative earnings management and the CEO has strong incentives 

for it. (Godfrey et al., 2003; Strong and Meyer, 1987) Hence, more precise hypotheses where 

defined: 

H1a: Earnings management occurs on the Swedish market at the year of a CEO turnover with downward earnings 

management, i.e. greater use of discretionary accruals 

H1b: Earnings management occurs on the Swedish market the following year of a CEO turnover with lower use of 

discretionary accruals 

2.3 Attributes 

2.3.1 Internal vs. External CEO 
Outsiders often have a higher failure rate then insiders, which may be related to outsiders’ tendency 

for organizational changes, both in relation to structure procedure and corporate culture within the 

organization. Outsiders also tend to bring external input to an organization, compared to a CEO 

that been in the same firm for a long time and hence has harder to achieve organizational changes. 

(Hambrick & Mason, 1984; Meglino et al., 1989; The Economic Times, 2011)  

Holgersson (2003) state that most companies prefer to replace CEOs within the organization, 

argued that the main reason is that internal promotion indicates good leadership and company 

culture. A common opinion is that internal succession is less disrupting and does not lead to 

performance deterioration to the same extent as outsider succession (Davidson et al., 1990). This is 

in line with Chen (2005) that found support for stable and developed companies more often let 

insiders take over CEO position when its time for CEO change. (Chen, 2005)  

Khurana and Nohria (2000) found a correlation between natural departures followed by promotion 

of insiders, which is followed by a status quo of company performance. When an outsider replaced a 

CEO by a natural turnover the result was instead poorer than predecessor and also weaker than 
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internal replacements. For instance, outsiders that replaced retirees showed 6 percent lower 

performance the first year at the post. Forced turnover followed by an insider could not give any 

statistical proof of change in performance contrary to externals that executed organizational change 

to higher extent which lead to increased performance. (Khurana & Nohria, 2000) Marsters-Stout et 

al., (2008) found evidence for CEOs promoted within the company behave differently from external 

CEOs. Especially when it comes to goodwill, where externals give a more accurate valuation than 

internals that easier get biased and affected from their view of the organization that often lead to 

external CEOs impair more goodwill than internals.  

Hambrick and Mason (1984) highlight the advantages of replacing a CEO externally and also from 

another industry were an outsider can be the necessary salvation a company needs, especially when 

they face organizational difficulties or struggle with poor performance. Although, Hambrick and 

Mason (1984) took negative aspects in account, when people come as outsiders they may lack too 

much industry-specific skills and knowledge, especially in times of turmoil and poor performance 

when it is as most important. That in turn, may result in use of premature actions and earnings 

management, rather than adopting appropriate changes, which would be more appropriate for the 

organization, (Cannella AA, 2002) and a conflict of interest between the agent and the principal 

occur. This is also one of the two major reasons Kotter (1996) mentions for insider replacement, 

together with the social network an insider has established with peers, superiors and others. Taken 

the mentioned factors and CEO characteristics between internal and external appointed CEOs in 

account, together with previous research in the field, the following hypotheses were developed.  

 
Hypothes is  2:  Earnings management di f f ers  among internal and external  appointed CEOs  
 
H2: External appointed CEOs use discretionary accruals to a higher extent than internal appointed CEOs 
 
H2a: In the year of CEO change (T0), there is a difference between internal and external appointed CEO in use of 
discretionary accruals, with greater use of discretionary accruals compared to t-1 
 
H2b: In the subsequent year of CEO change (T1), there is a difference between internal and external appointed 
CEO in the use of discretionary accruals to a lesser extent compared to year T0 
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2.3.2 CEO Age 
Each executive possess a certain experience based on previous background and age (Hambrick & 

Mason, 1984) and scholars like Child (1974) have shown that executors’ age is correlated to 

organizational growth and development. Nevertheless it is not proven if it is the executor that drives 

the growth, or if smaller and growing firms in general have younger executives to a higher extent 

than in more developed firms. Hambrick and Mason (1984) found that in faster and more dynamic 

business such as electronics, where fast and more transformative decision-making is needed, and 

younger executives outperform older CEOs. Furthermore, younger executives seem to have higher 

physical and mental persistence, and also adapt better to new ideas and behavioral changes 

compared to older colleagues. (Child, 1974) Every decision maker will bring his or her own view on 

every given situation, which is related to his or her cognitive base. The decision-makers’ preferences, 

values and behavioral factors get developed over time and old perceptions for a certain decision 

maker can be irrelevant today. (Hambrick & Mason, 1984) 

Hambrick (2007) presented a framework that shows the factors that affect CEO's performance in an 

organization. Still the fundamental role CEOs carry follows by a heavy load and huge pressure, 

although CEO’s jobs differ widely, depending on which company they work within. Therefore a 

general assumption can be hard to make. Newly appointed CEOs, and especially those with limited 

experience in the field or those of younger age may have considerable incentive to use earnings 

management at an initial stage. Cornett et al., (2008) further found a lesser use of discretionary 

accruals among older CEOs. In contrast to incumbent CEOs, incoming CEOs can benefit from 

minimizing reported income during their first year where the accounting income rarely is relevant 

for the CEOs welfare, which is a partial year in most cases. Vroom & Pahl, (1971) stated that there 

is a relationship between age and risk taking which declines with age.  

Subsequently, the authors have a belief that there can be a difference of the use of earnings 

management among differences between CEOs age.  

Hypothes is  3:  Earnings management di f f ers  among CEOs age  
 
H3: Younger CEOs use earnings management to a higher extent than older CEOs 
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2.3.3 Company Size 
There exist different views of how earnings management is related to the size of companies where 

the main opinion is that there is a negative relation between firm size and earnings management, i.e., 

the bigger the firm is, the less earnings management is used. The underlying arguments for this view 

is related to bigger firms more advanced and sophisticated internal control system as well as more 

qualified internal auditors, which in turn limits the ability of using earnings management. (Beasley et 

al., 2000, Kim et al., 2003) At the same time, larger companies usually have auditors from bigger 

accounting firms, who tend to be more experienced and can prevent earnings manipulations. 

Companies that have used ‘Big-6 auditor’ firms tend to report lower levels of discretionary accruals, 

even if they have higher level of accruals. (Francis et al., 1999) Besides this, larger companies may be 

more averse of earnings management due to negative repetition of usages of earnings management 

(Kim et al., 2003; Xiea et al., 2003). Sánchez-Ballesta et al., (2007) support this and found that 

smaller firms tend to report more discretionary current accruals and mean that smaller firms seem to 

operate with less scrutiny and therefore may engage in more earnings management than bigger firms. 

This is also supported by Sun & Rath (2009) that observed when discretionary accruals increase, as 

firm size decreases and firms with lower return on assets are more likely to engage in earnings 

management. 

The opposite side however suggests that larger firms use earnings management to a greater extent 

than smaller firms due to larger financial pressure to meet analysts’ expectations. (Barton & Simko, 

2002) Previous research by Dechow et al. (2000) and Rangan (1998) support a higher use of 

manipulation among larger companies. (Kim et al., 2003) Furthermore, larger companies have 

greater negotiating power towards the auditors; they have larger volume and wider range of 

accounting practices. Larger companies have a strong management team that may overrule the 

internal control in order to manipulate the earnings, and lastly, to reduce political costs. (Kim, Liu, & 

Rhee, 2003; Watts & Zimmerman, 1978) 

As stated above there is a mixed view of how the size of a company affects the use of earnings 

management. However, the authors find an overall overweight by previous studies that smaller firms 

may use earnings management to greater extent than bigger peers, hence the following hypotheses 

where developed. 
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Hypothes is  4:  Earnings management di f f e rs  among Firm size  
 
H4: Earnings management differs depending on firm size 
 
H4a: Smaller firms use discretionary accruals to a greater extent than larger companies between years 
 

2.3.4 Industry Difference  
Companies within industries with larger fixed assets such as Power, Plants and Equipment (PPE) 

would be able to use earnings management to a greater extent than companies with less assets since 

the modified Jones model partly calculates the delta between two observations of assets, in this case 

between two years, hence another cause to believe assets are important using earnings management. 

This is suggested by the authors based on the belief that companies with larger asset have 

possibilities to ‘juggle’ with impairments and depreciations along with accruals in greater extent then 

companies within industries with less fixed assets. Furthermore, previous research found strong 

evidence of difference of earnings management between industries (Barton, 2001). Sun & Rath 

(2009) found a wide industry variation of earnings management on the Australian market, where 

sectors like Materials, Industrials, and Technology and development showed income decreasing 

discretionary accruals while the Health care and Telecommunication sectors were associated with 

income-increasing accruals. (Beasley et al., 2000) have also find a difference in their study between 

the sectors Technology, Health care, and Financials. Watts and Zimmerman (1978) also stated that 

use of earnings management could differ due to industry specific praxis. Moreover, Barton (2001) 

found support for companies with high growth opportunity, such as company with large R&D 

departments, in higher extent use earnings management to avoid underinvestment. Thus the authors 

have reasons to believe that there is a difference among industries and their use of earnings 

management within the Swedish market as well. 

Hypothes is  5:  Earnings management di f f er  among industr ies  
 
H5: There is a difference between industries when it comes to the use of discretionary accruals between year T-1 and T0 

 
H5a: There is a difference between industries when it comes to the use of discretionary accruals between year T0 and 
T1  
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3. Methodology 
This section will describe how the purpose and hypotheses of this paper drawn from existing theory and literature will 
be tested. In order to find a possible link between how earnings management is used in times of CEO turnover the 
modified Jones model is used.  
 

3.1 Market selection 
The selection of the Swedish market is related to two major criteria. First, the Swedish market is the 

market that the authors posses greatest knowledge about and have access to gain sufficient data 

within. Second, to the authors’ knowledge, the Swedish market have not been involved in studies 

where the CEO turnover has been tested in association with the use of earnings management, and 

thereby can fulfill a gap in science research. Most of the previous research regarding earnings 

management have taken place on the US market or in greater international studies (Wells, 2002; 

Masters-Stout et al., 2008; Harvard Business Review, 2013). It seems that the phenomenon of how 

earnings management in association with CEO appointment in Sweden is neglected, hence the 

authors have narrowed down the research to just the Swedish market.  

3.2 Sample 
This paper examines firms that have been listed sometimes during the selected time period of the 

included years where there is sufficient information available. The firms were listed on Nasdaq 

OMX Stockholm’s lists: Small- Mid- or Large Cap during a minimum of three years between 2005-

2011, a total of 252 firms. Of these firms were 124 listed on Small Cap, 67 on Mid Cap and 61 on 

Large Cap (Nasdaq OMX Nordic, 2013). In order to examine whether earnings management was 

used and if it was a difference of earnings management in times of CEO turnover, a large sample 

was needed in order to gain reliability and validity from the given data. A quantitative study was 

therefore conducted. Due to the large sample of firms a sufficient number of CEO changes was 

possible to extract and later draw reliable conclusion from. The figures used were gained by 

examining annual reports from each of the 252 listed companies, every financial year of the study. 

Companies listed on Nasdaq OMX Stockholm are divided on the three following list by the criteria 

of aggregated share value: Large Cap (> €1billion), Mid Cap (> €150 million < €1 billion) and Small 

Cap (< €150 million) (Nasdaq OMX Nordic, 2013). This source of data is secondary and is retrieved 

from the companies’ annual reports. (Saunders et al,. 2009) Most annual reports were gathered 
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through “Bolagsfakta” where all the listed company’s reports from 2006 and forward were collected. 

(Bolagsfakta, 2013) Annuals reports prior 2006 were collected through the company’s websites. 

A quantitative data collection was conducted and a sample of 1764 annual firm year data was gained, 

252 companies over seven years. The data was collected from the principal source, where all data 

was possible to gain from the listed companies annual reports. The data is reliable and provided 

valid and needed information to execute this research. The data was printed into an excel-sheet, 

where calculation for the modified Jones model was done, which is described further in section 3.4.1. 

The study takes an objective stance where observable phenomena, underlying credible data and facts. 

Subjectivity has tried to be avoided to highest extent. (Sauders et al., 2009) 

3.2.1 Interviews 
In order to extend the validity in this paper and gain deeper understanding from given results, 

interviews were conducted in the analysis phase for a deeper and thorough analysis. Semi-structured 

interviews were conducted with two different professionals with relevant expertise. No names are 

revealed by request by the interviewees, due to the sensitive subject submission and employers’ 

confidentiality rules. The first interview was a 44 minutes long telephone interview with an auditor at 

one of the major auditor firms in Sweden, conducted on 2013-05-14. The auditor has several years 

of experience from numerous companies within different industries as an auditor, with a major 

expertise on medium size companies. He will further be referred as ‘The Auditor’. The second 

interview was a 40 minutes long telephone interview, carried out on the 2013-05-15, conducted with 

a CFO in a major Swedish company with over 20 years of experience as CFO in different firms. He 

has been operating as CFO in mid- and large-sized companies within industrial and material sectors 

where he posses deep knowledge how earnings management is used. He will further be referred as 

‘The CFO’. The interviews was recorded and later transcribed in order to gain full understanding of 

all details. 

The interviews created a triangulation, which validated the empirical framework. (Saunders, 2009) 

Consequently the answers from the interviews should not be counted as empirical findings, rather 

some additional contribution to support the authors to interpret the empirical findings. By extract 

the quantitative data as well as interviews with experts within the financial field, a deeper 

understanding and more accurate analysis can be drawn of why, how and what have lead to the 

findings from the data. (Sauders et al., 2009) (Eisenhardt, 1989)  



Andersson & Lilja 

 
 
18 

3.2.2 Company criteria and Excluded companies  
The banks Swedbank, Nordea, Handelsbanken, SEB and Nordnet along with Luxonen, and 

Investment AB Öresund were excluded due to extreme value changes between years, due to external 

and uncontrollable factors affecting the figures in both the income statement and the balance sheet, 

hence counted as outliers. This reduced the sample to 245 companies and 1715 annual year 

observations. From the sample, 125 CEO turnovers occurred that all fulfilled the criteria where the 

CEO turnover appeared least once between the time-period 2006-2010 and the CEO possessed the 

position of CEO for at least two years. Hence companies with no CEO turnover during this period 

are excluded since they are not of interest for this study. The chosen model, the modified Jones 

model requires a comparison of the years (t-1 and t1) related to the year of CEO turnover (year t).  

The collected sample does not include restatements related to stock-splits, discontinued operations, 

dividend distributions, nor merger and acquisitions. Further, manipulation of quarterly earnings is 

excluded since the effect of such manipulations could be reversed in following quarters and should 

therefore have no impact on the annual earnings. In those cases the income statement and the 

balance sheet are presented in other currency than Swedish SEK, the exchange rate for the year-end 

was taken for the years in the sample. (Riksbanken, 2013)  

3.3 Time frame 
In 2005 the IFRS framework for accounting standard was enforced for public companies, hence the 

research will be conducted from 2005. The last year of researched data is 2011 due to lack of non-

released financial data for 2012 at the time for this study. Accordingly the time frame of this study 

includes the years 2005-2011 since all 

companies use the same accounting 

standards during the chosen period of time. 

During the chosen time frame the market 

has faced both ups and downs, including a 

full chronicle cycle, normally 3-8 years in 

Sweden. (Konjunkturinstitutet, 2005)           Figure 1 – Nasdaq OMX Stockholm’s movements 2005-2011  

This time-span would be enough to reduce impact of temporary volatility on the market, which 

otherwise could affect CEO turnover and momentary use of earnings management. A longer time 

frame would possibly affect the reliability of the paper more negative than positive, even if a longer 
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time-span would give a bigger sample, the data would at the same time risk to give an inaccurate 

picture of the use of earnings management today. First, the data becomes obsolete by environmental 

change and secondly the change in institutional and regulatory changes like IFRS 2004/2005 could 

have some impact how earnings management is used and how financial figures are presented. If the 

time frame would be considerably longer the study would lose reliability of how the phenomena 

occur in present days and if the period should been shorter the study would lose valid data. (Sauders 

et al., 2009) The time frame is also in line with other studies in the field of earnings management and 

those who adapt the modified Jones model in their studies, (Jordan & Clark, 2004; Collins & Hribar, 

2000; Curcio & Hasan, 2008; Godfrey et al., 2000; Dechow et al., 2000; Wells, 2002) where the data 

collection spans between 2 to 15 years with a mean value of just above seven years. 

The years within the time frame, which are not relevant for this paper, were not included in the data 

collection. The years before the CEO change (T-1), the year of the change (T0) and the following year 

(T1) will be included in order to test the differences. Years besides these years of CEO change will 

accordingly not be taken in account. The year before the CEO change was used as a measurement 

of comparison when comparing difference in accruals. 

3.4 Testing for Earnings Management 
Several scholars have discussed and tested whether earnings management occurs, using accruals and 

impairments as the main variables to test the phenomenon. In order to test this phenomenon, 

different models have been developed where the modified Jones model is the most accepted among 

scholars. This model estimates accruals as a measurement for earnings management. (Dechow et al., 

1995; Masters-Stout et al., 2008 and Wells, 2002) 

3.4.1 The modified Jones model 
The model includes several aspects that the authors have recognized as tools through the literature 

and the theories for earnings management, such as accruals including accounts receivable, accounts 

payable, depreciation and impairments. This is an important aspect of earnings management since 

much of the literature include impairments and depreciation as an earnings management tool, e.g. 

Masters-Stout et al., (2008) and impairments of Goodwill, which affects the year-end result. One 

advantage with the modified Jones model is that accruals do not need to be constant from year to 

year and at the same time noticing that it also takes manipulation into account, that can be made 

through revenue changes booked as account receivables. (Guay et al., 1996) Since this model is 

frequently used (Wells, 2002; McNichols et al., 2000; Cornett et al., 2008) among others and, thus 
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the model is generally accepted, why the authors have chosen to use the modified version in this 

study. 

The modified Jones model is conducted in four steps in order to estimate discretionary accruals. 

Since the authors have decided to use the modified Jones model developed by Dechow et al., (1995) 

based on Jones’ (1991) model, these steps are important to recognize in order to grasp the full 

model.  

Step 1 

The aim with the modified Jones model is to estimate the nondiscretionary accruals (NDA), hence 

the total accruals (TA) needs be determined, which is the starting point for the estimation of the 

NDA. 

Total accruals are determined using a model developed by Jones (1991) and even though the 

modified version is used in this study, this model is needed for calculating total accruals (Dechow et 

al., 1995)  

Total accruals (TA) includes changes in working capital, such as inventory, accounts receivables 

and accounts payable (Jones, 1991), hence: 

!"   =    (!"#!   −   !"#!)   −   (!"#!)   −   (!"#$"%&'(&)*  +   !"#$%&"'()*) 

!!"!   = Current Assets in year t0 minus Current Assets in year t-1         Figure 2 – Equation of Total Accruals 

!"#!   = Liquid Assets in year t0 minus Liquid Assets in year t-1 

!"#!   = Current Liabilities in year t0 minus Current Liabilities in year t-1 

Depreciation and Impairments are added into one    

 
Step 2 
When the total accruals are calculated it is possible to calculate the discretionary accruals. In order to 

do this, the industry specific parameters need to be composed, which is done in the second step. 

The industry specific parameters, are generated using a regression, similar to the first step, developed 

by Jones (1991) where: 
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!" =   !!  
!

!!!!
+   !!   !!"#! +   !!   !!"! + ! 

!!!! =  Total assets in year t1       Figure 3 – Regression of Total Accruals 

Δ!"#! = Revenues in year t0 less revenues in year t-1 scaled by total assets at t-1 

!!"! = Property plant and equipment in year t0 scaled by total assets at t-1 

!!,   !!,!! = Estimates of industry-specific parameters !!,!!,!!   

! =  The residual         

The coefficients a1, a2 and a3 were calculated by a multiple regression and OLS (ordinary least 

square). In the formula used above, total accruals (TA) are the dependent variable, affected by the 

independent variables (income and fixed assets). The OLS method is used to define the line that 

describes the relationship in the data set, which is calculated in SPSS. Based on the observations an 

arbitrary line is placed where the coefficients a1, a2 and a3 were measured from. (Løvås, 2006; Lind et 

al., 2010; Pallant, 2010) 

This step is calculated by a cross sectional model, where the coefficients have been measured cross-

sectional by each industry. (DeFond & Jiambalvo, 1994) The reason behind this choice is that 

scholars like, McNichols (2000) and Jeter & Shivakumar, (1999) have criticized Jones time series due 

to the need of minimum 10 year of data together with a limited data sample due to a major loss of 

company observation. Hence the cross-sectional model is used industry-specific instead of firm-

specific parameters.  

Step 3 

The third step is to calculate the nondiscretionary accruals, which is done by using the following 

formula: 

!"#   =   !!
!

!!!!
  +   !!  (!!"#!   −   !!"#!)   +   !!  (!!"!) 

NDA = Nondiscretionary accruals    Figure 4 – Equation of nondiscretionary accruals 

!!!! = Total assets in year t-1 

!!"#!= Revenues in year t0 less revenues in year t-1 scaled by total assets at t-1 

!!"#!= Net receivables in year t0 less net receivables in year t-1 scaled by total assets at t-1. 
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!!"!= Property plant and equipment in year t0 scaled by total assets at t-1 

!!,!!,!! = Firm-specific parameters      

The firm specific parameters are calculated in step two and are now applied into the model in order 

to estimate the nondiscretionary accruals. 

Step 4 
Total accruals (step 1) and the nondiscretionary (step 2 and 3) have been calculated through the 

steps, these numbers were then used to calculate the discretionary accruals by following formula: 

 

!"!   =   !"! −   !!"! 
         Figure 5 – Equation of discretionary accruals 

!"!   = Discretionary accruals    

!"!   = Total accruals 

!"#! =  Nondiscretionary accruals  

 

3.5 Statistical tests 

3.5.1 Mixed-model ANOVA 
Since this study contains different attributes, such as industries, size, ages of CEOs, and CEO origin, 

and each of these attributes contains different categories, an ANOVA test was applied in order to 

analyze if there is any significant difference between the separated categories and a CEO turnover 

with a 5 percent alpha level. ANOVA, or "Analysis of Variance", is an analytical technique used to 

compare mean values of several groups simultaneously. Based on this analysis variation within 

groups can be compared with the variance between them. (Løvås, 2006; Lind et al., 2010) Since the 

purpose is to compare the incidence and variance of discretionary accruals between years, size, 

industry, and CEO origin within companies an ANOVA test is accurate to use. 

To compare any effects between the attributes with the development of the use of discretionary 

accruals between one year to another a mixed-model ANOVA test was used with discretionary 

accruals as a repeated measurement and company size, industry belonging, CEO’s origin, and CEO’s 

age as a between-company factor. Time (delta of the use of discretionary accruals between two 

years) was entered as a repeated measurement in a mixed-model ANOVA with type of attribute. The 

calculations were done using SPSS, and in cases with significant result a post hoc test (Scheffe) was 
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performed in order to find which parameters that had a significant difference or not. (Pallant, 2010; 

Lind et al., 2010) 

3.5.2 T-test 
Before conducting the ANOVA test, the authors were interested in finding whether earnings 

management occurs in general. When comparing just two means, a t-test is suitable, thus a t-test was 

used in order to determine whether earnings management occurs on the Swedish market. The t-test 

was chosen since there are only two means, and no attributes, compared. A paired sample t-test was 

conducted since the units were matched from one year to another. (Lind et al., 2010)  

The authors are aware that the results from the t-tests are presented when conducting the ANOVA 

tests, however the aim with the t-test is to make a clear distinction whether earnings management 

occurs in general, thus the use of the test. 

3.6 Operationalization  
By using a deductive approach the existing literature and theories, mostly American, was tested on 

the Swedish market, first, the used financial figures in the formulas above were collected from the 

balance sheet and the income statement from annual reports. The Jones model has its basis in the 

balance sheet and somewhat in the income statement, in contrast to others that uses e.g. the cash 

flow statement as basis, i.e. Collin and Hribar (2002). Since this is a cross-sectional study, figures 

from different financial years have been collected, where the starting point is the year before CEO 

turnover (t-1) till the year after CEO turnover (t1). 

Secondly, the figures were typed into an excel-sheet where the total accruals were calculated and the 

figures needed for the modified Jones model (Dechow et al., 1995) and for the statistical tests in 

SPSS. In order to calculate the total accruals to correct figures the current assets, cash and cash 

equivalents as well as current liabilities were gathered from the balance sheet and impairments and 

depreciation gathered from the income statement. In order to calculate the regression model (in step 

3) the following figures was collected: total revenue from the income statement, and the property, 

plant and equipment, current assets, accounts receivables, cash and cash equivalents, and total assets. 

Other information gathered from the annual reports is: names of CEO, thus it can be determined if 

a turnover has occurred, age at the appointment and year of employment in order to be able to 
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determine origin. Industry belonging was gathered from Nasdaq OMX’s webpage. (Nasdaq OMX 

Nordic, 2013) 

The modified Jones model is accepted by the authors and used to determine nondiscretionary 

accruals and based on the results from the ANOVA test, the analysis was conducted through 

comparison and discussion of the existing theories and the results from the Swedish market, 

together with the conducted interviews. The conclusions were later drawn based on result of the 

analysis. 

3.7 Definitions 

3.7.1 CEO Turnover 
The time during the year when the CEO change appear will not be specified and the arrival of a new 

CEO will be counted as the first annual report he or she sign as CEO. Therefore it is possible that 

some CEOs have entered the firm during a year in the spring when the annual reports usually are 

compiled, but will be counted as employed the year before because he or she signed the annual 

report for the year for the previous year. This is because the CEO who signed the annual report is 

hold accountable for the reported financial data the given year. (Pourciau, 1993) The CEO needs to 

stay at his or her position for at least two years as CEO to fulfill the criteria in the study to be 

counted as a turnover. This is the case due to the modified Jones model needs several years of data 

to estimate accruals. 

3.7.2 Internal and external appointment 
In this study the authors have chosen to define CEO turnover as an event when a new individual 

takes over the prior CEO’s position where an assumption is made that the former CEO has no 

control over the company after departure. The one who is presented as CEO in the annual report, 

i.e. signing the annual report, will be counted as CEO, hence there were no difference made 

regarding when during the year the CEO turnover occurred.  

In previous research there been various definitions when a CEO is counted as internal or external; 

where Masters-Stout et al., (2008) counted an external CEO when he or she had been within the 

company for no more than three years and Davidson et al., (1990) defined outsiders as those with 

less than one year of employment and insiders as those with more than six years within the company, 

those in between were excluded. In this study the authors have chosen to follow the approach by 

Masters-Stout et al., (2008) and use three years, since their study were somewhat similar to this study. 
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Hence a CEO employed with a company for less than three years will be counted as external and if 

he or she has been within the firm for more then three years he or she was be counted as internally 

appointed. 

3.7.3 Age 
According to Child (1974), Hambrick (2007) and Hambrick & Mason (1984) age has an impact on 

executives’ decision-making process and how they manage different situations. Younger CEOs seem 

to be more eager to make rapid changes and show their capability for the board of directors and the 

owner. Hence they should be more inclined to use earnings management, especially in the first 

period as CEO to exaggerate their performance. In order to test if there is a difference on the 

Swedish market due to age, the CEOs have been divided in three different groups; <40, 41-50, and 

51>. The given time spans were chosen to give a valid number of CEO changes in the three groups.  

3.7.4 Size  
In the theoretical part have the authors argued for potential differences dependent on which size the 

company have and their correlation to their use of earnings management. Based on the arguments, 

both for and against the use of earnings management the hypotheses evolved with a view of 

earnings management have a negative correlation with size. The used classification of small-, 

median- and large companies are close related to the clear distinction of group of sizes that Nasdaq 

OMX Nordic has set. If an own classification had been made, it had been hard to draw a clear line 

of which group companies should be counted in due to high fluctuations year to year.   

3.7.5 Industry 
It is rather few previous studies that have investigated the relation between earnings management 

and industries, nevertheless, scholars who researched the phenomena found difference between 

industries. At the same time have firms from dissimilar industries different precondition to use 

earnings management, e.g. different proportion of fixed- and current assets, where firms in 

technology and development industries in general have less fixed asset than industrial firms. The 

classification of an industry have although differ among previous studies where some have as many 

as 9 different industry categories and some down to 3 industries. On Nasdaq OMX Stockholm 

companies are divided in different categories; Oil & Gas, Basic Materials, Industrials, Consumer 

goods, Consumer services, Healthcare, Utilities, Financials, Technology. In some of the categories is 

the sample quite small and have therefore been merged into four categories to get a comparable 

sample size. The categorization was made by two factors, firstly that the industries should be rather 
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similar in form of business context and secondly that the four industry categories should be rather 

similarly in sample size.  

 

Materials:     Oil & Gas, Basic Materials, Utilities, and Financials 

Industrials:     Industrials 

Consumer goods and services:  Consumer goods, Consumer services 

Technology and development:  Healthcare and Technology 
          Table 1 – Industry belonging 

3.8 Source and Method criticism 

3.8.1 Data collection  
The data was collected from the principals’ source, where all data was possible to gain from the 

listed companies annual reports. Conspicuous figures were double checked by both authors in order 

to avoid mistakes during the data collection, although mistakes could have appeared at this stage 

beyond the authors’ awareness. The choice of collection method was prompted by the bifurcated 

need for information, attributed only by annual reports, such as: year of CEO change, age of CEO 

in times of CEO turnover, origin of CEO, year of employment of CEO, and the needed financial 

figures. Plausible undesirable mistakes at this stage, by the human factors ought however not affect 

the end result constructed by the sample of 1715 annual firm years. 

3.8.2 Market and Sample 
The fact that this study is limited to the Swedish market makes generalizations to other countries 

and markets less secure and reliable comparison without further research on markets. However, the 

given result will be a good measurement and starting point for countries with similar regulation and 

characteristic as Sweden has.  

3.8.3 Time of CEO appointment 
The time during the year of appointed CEO is previously mentioned, not taken in account, which 

can have been a factor to which extent a newly appointed CEO has a possibility to move earnings in 

year t0. If a CEO got appointed in Q4 year t0 or even Q1 in year t1, has he or she subsequently 

reduced possibility to move earnings, due to the reports for Q1, Q2, Q3 or at least H1 already been 

publicized. 
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The year of CEO change has not been taken in account in this paper, due too the fact that it would 

be to complex to measure. Due to this limitation it will not be possible to find out whether earnings 

management occurs differently between different years within the time frame and differences during 

economic chronicle cycle. 

3.8.4 Choice of model  
The modified Jones model has endured criticism. A study in Bangladesh showed that the modified 

Jones model was not quite reliable. (Ruhani & Zamri, 2011) Even Dechow et al., (1995) stated 

weakness regarding the modified Jones model in some way, especially when discretionary accruals 

are used to a lesser extent. At the same time partitioning variable can correlate with the companies’ 

performance, if so, tests of earnings management may have been misclassified in the study. This 

could however be avoided to some extent through a large sample and a long time-span over several 

years. McNichols (2000) also believe that it can be extremely difficult to know whether discretionary 

accruals is the right metrics to measure earnings management, unconditionally which model is used. 

Moreover, to assume that discretionary accruals automatically would involve earnings manipulation 

may be considered somewhat hastily, as it is difficult, for an outsider to determine the purpose of a 

firm's discretionary accruals. At the same time McNichols (2000) also points out the need for some 

caution in interpreting results suggesting that earnings manipulation not occur, hence it is difficult to 

comment on the presence of earnings management, whether it occurs or not. This is why the 

authors have chosen to valid the finding with external professionals through the interviews. 

Nevertheless scholars that have criticized the modified Jones model have not found any better and 

securer model or procedure to find out whether earnings management is used and (Dechow et al., 

1995; Barton, 2001)) state that the modified Jones model dominates all other comparable models 

that try to detect discretionary accruals.  
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4. Empirical findings 
The empirical part presents the results of the collected data material. The general data is presented, followed by the 
given statistical results, whether earnings management occurs, in which way and when. The statistics in detail are 
presented in appendix. 

4.1 Introduction 
Of all the companies listed on Stockholm OMX within the Small-, Mid-, and Large Cap there are 

252 companies, in which 125 CEO turnovers have occurred among these companies within the time 

frame. In some cases there have been two turnovers within one company during the time frame, 

which then have been counted as two turnovers, hence the 125 turnovers do not reflect the actual 

number of companies which have done a CEO change. The tables below present numbers of 

companies for each industry and list, and CEO turnovers. 

Listed	  companies	  in	  the	  sample	   	  	   	  Companies	   	  	   	  	  

Industry	   Total	   Small	  Cap	   Mid	  Cap	   Large	  Cap	  

Materials	   67	   19	   21	   25	  

Industrials	   69	   38	   15	   16	  

Consumer	  goods	  and	  services	   49	   17	   22	   10	  

Technology	  and	  development	   67	   50	   9	   10	  

Total	   252	   124	   67	   61	  

	  

CEO-‐turnover	  between	  2006-‐2010	   	  	   	  	   	  	   	  	  

Industry	   Total	   Small	  Cap	   Mid	  Cap	   Large	  Cap	  

Materials	   15	   2	   7	   6	  

Industrials	   42	   26	   11	   5	  

Consumer	  goods	  and	  services	  	   30	   9	   15	   6	  

Technology	  and	  development	   38	   28	   6	   4	  

Total	   125	   65	   39	   21	  

	  
                  Table 2 – Company sample & CEO turnover by industries 
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4.2 Test whether Earnings Management occurs  
To first make clear whether earnings management occurs within the Swedish market a t-test was 

conducted for the different years within the time range. 

Year t-1 and t0  

A paired sample t-test demonstrated a significant decrease of the use of discretionary accruals 

between the year before the turnover (M = 1.48, SD = 0.70, n = 125) and the year of the turnover 

(M = 0.88, SD = 1.04, n = 125), t = 7.16, df = 124, p < .0001. The t-test reveals that there is a 

significant difference between the year before a CEO change and the following year, in the sense 

that discretionary accruals are used to a larger extent prior the turnover compared to the year of 

CEO change. 

Year t0 and t1  
A paired sample t-test was used again to test the use of discretionary accruals between the year of 

the CEO turnover and the following year. The test demonstrates no significant effect between the 

year of the turnover (M = .88, SD = 1.04, n = 125) and the following year with the same CEO (M 

= .92, SD = 0.94, n = 125), t = -.46, df = 124, p = .65. The t-test reveals that there is no difference in 

the use of discretionary accruals between the two years. 

Year t-1 and t1  
The paired sample t-test that was used to calculate the use of discretionary accruals over three years 

demonstrate a significant effect between the year prior the turnover (M = 1.48, SD = 0.70, n = 125) 

and the year after CEO turnover (M = .92, SD = 0.94, n = 125), t = 6.84, df = 124, p < .0001. The 

result from the test reveals that there is a significant difference between the three years.  
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4.3 Internal and External appointment of CEO 
As the chart visualize most of the CEOs are 

recruited externally, as much as 83 of 125 

appointments, or 66 % are externals. To find 

out if there is any difference between internally 

or externally appointed CEOs and the use of 

discretionary accruals an ANOVA test was 

used to measure the difference between one 

year to another. Time of the use of 

discretionary accruals was entered as a repeated measurement in a mixed-model ANOVA with type 

of appointment (internal versus external) as a between-company factor. 

Year t-1 and t0  

There was a significant main effect of the time of measurement (F(1, 123) = 50.9, p < .0001) such as 

the use of discretionary accruals decreased from the year prior CEO change and year after CEO 

turnover. The test revealed no significant interaction effect between type of appointment (external 

versus internal) and the development of use of discretionary accruals from the year prior the 

turnover and the following year (F(1, 123) = 1.26, p = .26) nor any significant main effect of type of 

between-appointments (F(1, 123) = .02, p = .89). This means that there is no difference between 

Internal and External appointed CEOs and the use of discretionary accruals upon arrival even 

though earnings management occurs between years with CEO change in the sense that discretionary 

accruals are less used for the year of a new CEO. 

Year t0 and t1  
In order to test if earnings management was used the year of arrival and the following year a mixed-

model ANOVA was used, same as above. The test revealed no significant main effect of the time 

measurement (F(1, 123) = 0.47, p = .49), furthermore there was no significant interaction between 

internal and external appointed CEOs (F(1, 123) = 0.39, p = .44) nor any significant main effect of 

type of between-appointment (F(1, 123) = .01, p = .91).  

Year t-1 and t1 

The mixed-model ANOVA revealed a significant main effect of year of measurement (F(1, 123) = 

48.45, p < .0001). However, there was no significant interaction effect between internally and 

CEO	  Origin	  

Internal	  

External	  

Figure 6 – Origin distribution 
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externally appointment and year of measurement (F(1, 123) = 0.21, p = .65) and the test revealed no 

significant between-appointment main effect F(1, 123) = .37, p = .55). The results indicate that there 

is no major difference between internally and externally appointed CEOs and the use of 

discretionary accruals over three years. 

4.4 Earnings Management and Age 
To find out if there is a difference in the use of 

discretionary accruals among different ages of 

newly appointed CEOs, they were divided into 

three classes by their age at the year of arrival. 

Most of the CEOs were between 41-50 (51,2 

%) followed by 51 and older (29,6 %) and under 

40 (19,2 %) at the time of appointment. An 

ANOVA test was used to determine whether        

there is a difference between ages and the use  of discretionary accruals. Time of the use of 

discretionary accruals was entered as a repeated measurement in a mixed-model ANOVA category 

of age as a between-company factor. 

Year t-1 and t0  

The ANOVA test revealed significant main effect of the time of measurement (F(1, 122) = 41.2, p < 

.0001) such that the use of discretionary accruals decreased from the year prior CEO turnover to the 

year of CEO turnover. Moreover, no significant interaction between ages of the appointed CEO 

were found (F(2, 122) = 0.23, p = .80) nor any significant main effect of type of between-age groups 

(F(2, 122) = .84, p = .44). This suggests that there is no difference between age of the CEO and use 

of discretionary accruals. 

Year t0 and t1  
The ANOVA for the measure between the year of the CEO turnover and the following year 

revealed no significant main effect of the time of measurement (F(1, 122) = 0.97, p = .76), nor 

significant interaction between ages of the appointed CEO between the year of turnover and the 

following year(F(2, 122) = 0.17, p = .84) nor any significant main effect of type of between-age 

groups (F(2, 122) = .71, p = .49). This states that there is no difference of use of discretionary 

accruals among the age of the CEO at the time of CEO turnover. 

CEO	  Age	  

-‐40	  

41-‐50	  

51-‐	  

Figure 7 – Age-sample distribution 
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Year t-1 and t1 

The ANOVA test revealed a significant main effect of year of measurement (F(1, 123) = 343.67, p < 

.0001) when measuring the use of discretionary accruals over three years in association with age. 

However, there was no significant interaction effect between age and year of measurement (F(1, 

123) = .37, p = .55) and the test revealed no significant between-age groups main effect for the age 

of the CEO, i.e under 40, 41-50, and 51 and over (F(2, 122) = .75, p = .48). 

4.5 Use of Earnings Management and Size of company 
The companies were divided into size based on 

which list each company was traded on at the 

time of CEO turnover. Small Cap was the list 

with most CEO turnovers (52,8 %), followed by 

Mid Cap (31,2 %) and Large Cap (16 %). A 

mixed-model ANOVA was used to determine 

whether there is a difference between age and 

the use of discretionary accruals. Time of the 

use of discretionary accruals was entered as a repeated measurement in a mixed-model ANOVA 

with type of category of size as a between-company factor. 

Year t-1 and t0  

The result from the ANOVA revealed a significant main effect of the year of measurement (F(1, 

122) = 37.83, p < .0001). There were however no significant interaction effect between company 

size and year of measurement (F(2, 122) = 0.23, p = .80). In addition the test revealed no significant 

between-company size main effect for the size of the company, i.e. Small-, Mid-, and Large Cap 

listed firms (F(2, 122) = 0.72, p = .28).  

Year t0 and t1  
When testing for the following years, the difference between the year of the turnover and the 

following year, the ANOVA revealed no significant main effect of either year of measurement (F(1, 

122) = 0.63, p = .43). Furthermore there were no significant interaction effect between company size 

and year of measurement (F(2, 122) = 0.82, p = .44) nor did the test reveal any significant between-

company size main effect for the size of the company, i.e. Small-, Mid-, and Large Cap listed firms 

(F(2, 122) = 0.95, p = .39).  

Company	  Size	  

Small	  Cap	  

Mid	  Cap	  

Large	  Cap	  

Figure 8 – Size-sample distribution 
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Year t-1 and t1 

The ANOVA revealed a significant main effect of year of measurement (F(1, 122) = 30.87, p < 

.0001). Furthermore there was no significant interaction effect between company size and year of 

measurement (F(2, 122) = .70, p = .50) and the test revealed a significant between-company sizes 

main effect for the size of the company (F(2, 122) = .90, p = .41 

4.6 Use of Earnings Management and Industries 
The industries were divided into four 

different categories. The one with most 

CEO turnovers was industrials (33,6 %), 

followed by technology and development 

(30,4 %), consumer goods and services 

(24 %) and lastly materials (12 %). An 

ANOVA test was used to determine 

whether there was a difference between the 

industries and the use of discretionary  accruals. Time of the use of discretionary accruals was 

entered as a repeated measurement in a mixed-model ANOVA with type of industry as a between-

company factor.  

Year t-1 and t0  

The mixed-model ANOVA revealed significant main effect of the year of measurement (F(1, 121) = 

66.83, p < .0001). Further, there were significant interaction effects between industry belonging and 

year of measurement (F(3, 121) = 12.55, p < .000). In addition the test revealed significant between-

industries main effect for the industry belonging, i.e. technology and development, materials, 

industrials, and consumer goods and services (F(3, 121) = 53.78, p < .000).  

Year t0 and t1  
A mixed-model ANOVA test was further used in order to test the use of discretionary accruals 

between the year of the turnover and the following year. The ANOVA revealed no significant main 

effect of year of measurement (F(1, 121) = .57, p = .45). Further, there was no significant interaction 

effect between industry belonging and year of measurement (F(3, 121) = 1.04, p = .38). In addition 

the test revealed significant between-industries main effect for the industry belonging, (F(3, 121) = 

22.86, p < .0001).  

Industry	  Belonging	  
Materials	  

Industrials	  

Consumer	  Goods	  &	  
Services	  	  

Technology	  &	  
Development	  

Figure 9 – Industry distribution 
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Year t-1 and t1 

The ANOVA test revealed a significant main effect of the year of measurement (F(1, 121) = 58.51, 

p < .0001). Furthermore there was a significant interaction effect between industry belonging and 

year of measurement (F(3, 121) = 14.28, p < .0001) and the test revealed a significant between-

industries main effect for the industry belonging (F(3, 121) = 63.75, p < .0001). 

Since there was a difference within the industry attribute, a post hoc test was performed on the 

year’s t-1 and t0. Between all industries there was a significant difference (p < .0001) except for 

consumer good and services, and materials, where there were no significant difference. Moreover, 

between technology and development, and materials the significant level was a ‘border liner’ (p 

= .054), this is however counted for as a significant difference since it is fairly close to the used alpha 

value .05.  

H1:	  Earnings	  management	  occurs	  on	  the	  Swedish	  market	  	   Accepted	  
H1a:	  Earnings	  management	  occurs	  on	  the	  Swedish	  market	  at	  the	  year	  
of	   a	   CEO	   turnover	  with	   downward	   earnings	  management,	   i.e.	   greater	  
use	  of	  discretionary	  accruals	  

Rejected	  

H1b:	   Earnings	   management	   occurs	   on	   the	   Swedish	   market	   the	  
following	   year	   of	   a	   CEO	   turnover	   with	   lower	   use	   of	   discretionary	  
accruals	  

Rejected	  

H2:	   External	   appointed	   CEOs	   use	   discretionary	   accruals	   to	   a	   higher	  
extent	  than	  internal	  appointed	  CEOs	   Rejected	  

H2a:	   In	   the	   year	   of	   CEO	   change	   (T0),	   there	   is	   a	   difference	   between	  
internal	   and	   external	   appointed	   CEO	   in	   use	   of	   discretionary	   accruals,	  
with	  greater	  use	  of	  discretionary	  accruals	  compared	  to	  t-‐1	  

Rejected	  

H2b:	   In	   the	  subsequent	  year	  of	  CEO	  change	  (T1),	   there	   is	  a	  difference	  
between	   internal	   and	   external	   appointed	   CEO	   in	   the	   use	   of	  
discretionary	  accruals	  to	  a	  lesser	  extent	  compared	  to	  year	  T0	  

Rejected	  

H3:	   Younger	   CEOs	   use	   earnings	  management	   to	   a	   higher	   extent	   than	  
older	  CEOs	  

Rejected	  

H4	  Earnings	  management	  differs	  depending	  on	  firm	  size	   Rejected	  
H4a:	  Smaller	  firms	  use	  discretionary	  accruals	  to	  a	  greater	  extent	  than	  
larger	  companies	   Rejected	  

H5:	  There	  is	  a	  difference	  between	  industries	  when	  it	  comes	  to	  the	  use	  
of	  discretionary	  accruals	  between	  year	  T-‐1	  and	  T0	   Accepter	  

H5a:	  There	  is	  a	  difference	  between	  industries	  when	  it	  comes	  to	  the	  use	  
of	  discretionary	  accruals	  between	  year	  T0	  and	  T1	  	   Rejected	  

Table 3 – Hypothesis summery 
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5. Analysis 
In this chapter the empirical data is discussed and analyzed based on used theories. The chapter elaborates to which 
extent there is a difference of earnings management depending on company size, CEO age, industry belonging, and 
whether there is a difference between internal and external appointed CEO. The findings are elaborated and compared 
to previous research to give a deeper understanding of given results.  
 

By the developed hypotheses whether CEO change would have an impact on the use of earnings 

management on the Swedish market together with the theoretical framework and additional 

interviews by professionals the result was further analyzed how it differ among the attributes and the 

reason behinds the results. In order to compare and evaluate potential differences within earnings 

management, some proof that earnings management exists was needed, which was tested by the 

accepted modified Jones model. When discretionary accruals were compared between the different 

years there was an assumption to find support for Wells (2002) as well as Jordan and Clark’s 

(2004,2007) findings that an earnings bath occur when a new CEO gets appointed and relocates the 

costs to the former CEO’s period. Further beliefs were that the year of CEO turnover would be 

followed by a year of decreasing discretionary accruals and increased earnings in order for the CEO 

would be able to present an exceptional good result the first year as CEO. 

5.1 The use of Earnings Management  
The findings presented in the empirical part provided results how earnings management is used in 

time of CEO turnover. The year a CEO arrives occurs a difference of how the discretionary accruals 

are used. From a mean-value of 1,48 before CEO change the discretionary accruals become 

significantly lower than the year of the new CEO’s arrival, with a mean value of 0,88 (consequently 

positive earnings). This result was somewhat unpredicted since scholars previously have found 

contradicting results in times of CEO change. (Wells, 2002; Jordan & Clark, 2004) Instead of 

increased earning management in line with hypothesis H1a, the result showed that the year of CEO 

turnover would be enclosed with lower reported earnings and reduced assets in comparison with the 

previous year, the t-test showed significant results of higher reported earnings and increased assets 

for the year of CEO turnover. This result contradicts Marton et al., (2010) and Wells (2002) who 

argued for CEOs taking an earnings bath when they entering a firm, i.e. deriving cost to prior 

management period. The findings may be explained by the corporate culture and corporate 

governance differences, where this study is conducted on the Swedish market, which differs to other 

studies. However, the findings support hypothesis (H1) that earnings management occur on the 
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Swedish market in connection with CEO turnover, which support theories of CEO turnovers 

impact.  

When the result of the year of CEO turnover was compared with the following year (t-t1), it did not 

showed any significant proof of differences in the reported discretionally accruals, i.e. no evidence 

for earnings management. The discretionally accruals’ mean value for t1 was 0,92, just slightly above 

the year of CEO turnover (negative earnings) and hypothesis H1b was rejected. The empirical 

finding of how earnings management is used in times of CEO turnover contradicts parts of the 

theoretical support of how earnings management is used. Instead of an earnings bath directly at the 

CEO’s entrance, followed by increased earnings the next year, the result from this study did not 

indicate any significant use of earnings management between t0 and t1. Instead the hypothesis of 

earnings increase was displaced backwards to the year of CEO change. This finding shows that firms 

with a newly appointed CEO manipulate the discretionary accruals year t. Even if the results reject 

hypotheses (H1a-b) about when and how earnings management is used on the Swedish market, the 

results are rather understandable. The results do not indicate any form of earnings bath and that the 

earnings management is displaced a year, from the hypotheses, the result gets support from Pourciau 

(1993), that managers seems to use earning management to a greater extent to embellish the firm’s 

result. Hence increase of reputation and own possibilities for action- and performance-based 

compensations. The result also seems to be in line with the agency theory, where the CEO’s use of 

earnings management consequently affects the financial result in a suitable manner for the new CEO 

nevertheless causes an inaccurate picture of the firms’ performance and henceforth misleads the 

owners. Along with this, the theory support the belief that individuals are utility-maximizers who act 

rationally, hence making choices maximizing one’s own wealth, which is a reasonably motive behind 

such action as earnings management, were it is known that most CEOs have a large variable 

remuneration (Folksam, 2011). Although, the result is coherent with agency theory it cannot 

be proved which the actual underlying actions behind earnings manipulation are, only that earnings 

management actually occurs. The interview with ‘The CFO’ could also explain the results of the 

findings that it is an upward use of earnings management the year of turnover, where he stated 

“When an CEO enter a new company, he or she want to put him-/herself in a position that is as favorable as 

possible… I have witnessed CEOs that change things like the depreciation period significantly for properties, the year 

of entrance, hence the action had a major impact of discretionary accruals and the results improved”  
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As mentioned in the methodology section the results were discussed with professionals through 

semi-constructed interviews. ‘The Auditor’ stated that the CEO is most likely to be working closely 

with the board of directors and that it would be possible that the CEO and the board of directors 

decide together about the call for judgments on assets and how to treat single balance sheet items. 

This would explain the results, that prior the arrival of a new CEO, the balance sheet is already 

“cleared” and is ready to be treated on the basis of fair values. Furthermore, ‘The Auditor’ stated 

that the judgment of assets nowadays is rule-based and that there is only a limited margin for own 

judgment calls about an assets’ value, which limits the CEO’s possibility for earnings management.  

Further ‘The Auditor’ stated that the occurrence of earnings management ought to differ depending 

on owner-structure, meaning that there is no incentives in private held and ownership led companies 

since the factors in the agency theory is no longer an issue. Hence earnings management would be 

used in public companies, where the management is separated from the owners, due to incentive 

programs. Meanwhile private- or family owned companies’ use of earnings management could be 

due to tax avoidance. Although, CEOs have an implicit role of which persons will become members 

of the board, habitually proposed by management, which almost always get voted slate by the 

shareholders. (Hermalin & Weisbach, 1998) 

5.2 Difference between Internal and External CEO 
When internal and external recruited CEOs were compared against each other using ANOVA no 

significant difference between them were found. This result was congruent for both: t-1-t0, and t0-

t1. The result indicate that outsiders are not more disruptive than insiders, leastwise when it comes to 

how they manage discretionary accruals, i.e. earnings management. There was an anticipation of 

finding a variance due to the fact that earlier studies found differences in how internal versus 

external CEOs behave in times of entry. There was a belief that such differences would have a major 

impact, where Masters-Stout et al.’s, (2008) findings suggest that external CEOs impair more 

goodwill than internals, i.e. use earnings management to a greater extent. Also externals’ poorer 

performance during the first year would indicate a difference in earnings management (Khurana & 

Nohria, 2000), in line with Hambrick and Mason’s (1984) findings of externals’ higher grade of 

premature actions due to earnings management. Nevertheless such findings were rejected (H2, H2a 

and H2b) between internals and externals. If Khurana and Nohria’s (2000) study is applicable on 

Swedish companies, with difference performance due to origin of the new coming CEOs, should 

the performance consequently not be related to differences of the use of earnings management.  
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5.3 Earnings Management and Age 
With previous researchers’ (Hambrick & Mason, 1984; Child, 1974) results in mind, a hypothesis 

was formulated that there is a difference of the use of earnings management between different 

groups of age-spans, where different individuals possess certain characteristics how they act and 

make their decision, in every given situation, based on their cognitive base. In such situations, as 

previous mentioned, age is correlated to some differences in managerial decision making and 

performance, e.g. younger managers perform better organizational growth and are more eager to 

prove their ability, hence they may use earnings management to a greater extent. The findings did 

not show any significant proof for differences among different group of age-spans, why hypothesis 

3 was rejected. However, Hambrick and Mason’s (1984) theory can although be applicable on the 

Swedish market, in terms of performance and executives’ skills, nevertheless, it does not seems to 

have any impact of how these age groups use earnings management. Hence, it seems to be rather 

small differences of how the opportunistic behavior differs among CEOs in different age groups 

when it comes to earnings management. An explanation to this result could be that CEOs in general 

have somewhat similar background and point of views how to act in certain situations. As presented 

in the empirical part are most of the CEOs within Swedish public companies over 41 years old. As 

most of the theory states do older CEOs’ use earnings management less than younger CEOs. 

(Cornett et al., 2008; Child, 1974) This could be a possible explanation why there is no significant 

difference among CEOs and the use of earnings management, since most of them is equally old, 

thus no difference according to theory. 

5.4 Earnings Management in relation to Firm Size 
The hypothesis was developed on the basis of Beasley et al., (2000) and Kim et al., (2003) who 

argued that the stronger control-system (both internally and externally) in larger firms might limit 

the ability of earnings management use. Also the support from Xiea et al., (2003), suggesting that 

smaller firms operate with less scrutiny and therefore may engage in more earnings management led 

up to H4a. Therefore it was somewhat unexpected that small-, mid-, and large size firms all showed 

significant result the year of CEO turnover and all firms showed no significant result the following 

years, hence H4 and H4a were rejected, suggesting there is no difference between sizes of 

companies and use of earnings management. Other scholars have however argued the opposite 

where larger firms should use earnings management to a greater extent due to higher financial 

pressure and greater negotiating power towards the auditors. (Barton & Simko, 2002; Rangan, 1998; 

Kim et al., 2003) These contradicting views and arguments by scholars may cancel each other, hence 
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not give significant results for these hypotheses. ‘The Auditor’ did however state that one of the 

purposes with their work is to search for fraud and misleading numbers in the accounting and will 

do so no matter what. Although ‘The CFO’ states that, internal auditors and CFOs, as him self, is 

subordinated the CEO and undoubtedly can get forced to stretch on moral values regarding the 

financial reporting. This can also be the case for external auditors if they do not act in the manager’s 

interest, consequently may be replaced with a rival auditor firm. Such situation has emerged in the 

past, where Enron and WorldCom are some of the most emphasized in media. Nevertheless, these 

contradicting views on previous studies, this paper’s findings, and the supporting interviews all 

together show no coherent picture of different use of earnings management due to the company size.   

5.5 Earnings Management in Industries 
To test whether there were any differences among the industries; industrials, technology and 

development, consumer goods and services, and materials an ANOVA test was used. When similar 

tests were conducted on other markets evidence revealed difference of earnings management 

between the different industries, where sectors like materials and industrials showed income 

decreases while telecommunications were associated with income increasing accruals. (Sun & Rath, 

2009; Barton, 2001) Hence, previous research was to high extent a solid foundation for the 

hypotheses of this section, which ended up in somewhat similar result. 

The test revealed that there are differences among industries in the year of CEO turnover. 

Industrials was the sector that differed most from the other industries, with earning-decreasing 

discretionary accruals in both the year of the turnover and the following year, which was in line with 

Sun & Rath´s (2009) findings. In the meantime the other three sectors was associated with earning-

increasing discretionary accrual the following year. This result was however only found between year 

t-1 and t0, and not between year t0 and t1. Further materials was on the borderline whether it would be 

any significant different. The main point the results revealed is that there is a difference among 

industries. The result however points in different directions and it would be difficult to make a clear 

distinction about how earnings management differs among industries, as this study does not answer 

the reason why it differs among industries. What can be stated though, there is a difference, why 

hypothesis 5 is accepted, but hypothesis 5a is rejected since there is no significant difference the 

following year of the CEO turnover.  
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This further proves that the stated hypothesis was right in the case that there is be a difference 

among industries, however it cannot be stated whether the size of assets (both fixed and current) 

would be affecting how earnings management is used, and further research is needed in the area, 

even though companies within the industrials sector are likely to have large fixed assets due to 

production facilities as discussed by Barton (2001) as well as Sun and Rath (2009) 
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6. Conclusion  
In the final part are the findings of this study elaborated further and the essence of the findings are presented and 
expounded. The data will further be discussed and particularized by the authors based on previous research and 
enhanced input from the interviews. This study’s contribution is presented which ends in suggestions for further research 
in association with the study’s limitation in mind.  

6.1 Concluding remarks 
This paper examines whether the phenomenon earnings management occurs on the Swedish market 

and whether it differs among different attributes of the appointed CEO and firms’ characteristics, in 

times of CEO turnover. Through a study of firms’ figures we aimed to shed some light on weather 

CEOs bias their result when they enter a new firm. This was examined through a quantitative study 

based on 252 public listed companies on Nasdaq OMX Stockholm over the time period 2005-2011, 

a total of 1715 firm years, which provided us with a satisfying data sample. Along with the 

theoretical framework, from some of the trust worthiest scholars in the field, the most accepted 

model of detecting earnings management, and some additionally input from professionals we 

consider our findings, that CEO turnovers have an apparent impact on the use of earnings 

management, as reliable. Among others, our result support Merchants (1990) finding that managers 

manipulate short-term performance, and probably is the reason the same as Merchant (1990) found 

that manipulation is acted with financial benefits in mind.   

Most of the empirical findings showed similar results, that earnings management occurs among the 

companies in our sample. When it comes to generalization of the result we can with most certainly 

state that the result are transferable to public held companies based on the similar owner structure 

and the incentives for earnings management, which would be rather similar between them. At the 

same time, one should be careful in transferring the result to private held companies since the 

incentives to use earnings management would differ to private led companies according to ‘The 

Auditor’. Since earnings management occurred in times of a CEO turnover, we support the theory 

of earnings management occurrence on the Swedish market, leastways in times of CEO change. 

There was however no difference between an internal and external appointed CEO, nor between 

ages, as expected by the theory and stated in hypotheses, the reasons behind are thus far unknown 

and need further investigation. In addition, ‘The Auditor’ stated that judgments of assets’ value are 

ruled based which would mean that the CEO has less affect on the determination of an asset’s value. 

No matter what, our result states that there is no difference between internal and external appointed 

CEOs.  
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There were further no differences of earnings management use dependent on the size of the 

company. Our result may however be affected by the classification of the three different size-groups 

we classified them within. Since we classified firms by the list they are traded on, determined by the 

total share value, the compared figures are somewhat different from each other. It might have been 

more accurate to use total revenue as a classification of size, hence comparing figures from the 

balance sheet and income statement would be more suitable to compare. The result of the findings 

was nevertheless that there was no difference between size of the company and how discretionary 

accruals, i.e. how earnings management, are used.  

Industries were the only attribute that showed a difference. Since earnings management in short 

consist of two parts, firstly leading and lagging of costs and income, and secondly depreciation and 

impairments of assets we had reasons to believe that there would be a difference among industries 

since industries are different by nature but also by industry practices. Meanwhile different industries 

use amount of assets to varying degree, there ought to be a difference, as stated in theory partly by 

the authors, and the empirical findings showed that there is a difference. However, this study does 

not explain why earnings management occurs as it does, just that there is a difference among 

industries.  

Secure proof behind the limited use of earnings management between the researched attributes on 

the Swedish market is rather hard to find, although qualified assumption can be made. The 

difference in U.S corporate governance and the ones in Sweden are relatively different, where the 

U.S executives in higher extent have influence on the board of directors, thus limiting the monitory 

view, which is not the case in Sweden. When there are different individuals in the management team 

and the board, the management team, including CEO, will have less room for earnings management 

elaboration, which may explain the finding of this paper compared to findings in American research. 

(Jolly et al,. 2009) 

Finally we can conclude that earnings management occurs in times of CEO turnover and that there 

are few differences between the investigated attributes. ‘The CFO’ also supported this belief with 

conviction, he stated that when both he has changed CFO positions and when he witnessed a CEO 

change, they acted together in their interest to improve their authority towards the boards of 

directors, by transferring costs and earnings in a favored direction. This has also been the case 

during economic cycles by smoothing earnings. Due to the findings and the statements in the 
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interviews we have reasons to believe that the use of earnings management is somewhat more 

dependent of the management team rather then just to the CEO than previous expected. 

6.2 Managerial implication and Theoretical contributions 
We believe that the findings in this study are pertinent for both investors and analysts with an 

interest of the Swedish market. With greater insight of how firms elaborate with earnings 

management in times of CEO change, investors and analysts can increase their awareness of major 

differences in companies’ annual reports and derive sudden and unexplainable changes. We also 

believe that the result would be rather similar on markets that are comparable to Sweden, particularly 

markets with similar accounting philosophy and same accounting standard settings.  

Further have our findings in this paper start to develop theory in a highly topical area, where limited 

research has been conducted on the Swedish market. Whether CEO’s entrance impact companies’ 

earnings in a manipulative manner, which is in many peoples interest, as mentioned, in the investors 

interest, but also for owners, board of directors, and regulators awareness and interest. Hopefully 

our research can be a solid base for further continuation within this subject.  

In the analyses and conclusion a number of interesting thoughts and questions regarding unresolved 

matters, relating earnings management appeared. In the subsequent and final section is therefore 

further interesting areas and related earnings management research-suggestions elaborated which 

might be rewarding for an deeper understanding of this rather complex phenomena in the future.  

6.3 Limitation and Suggestions for future research  
First, earnings management is difficult to measure accurately using public available data, thus, 

measurement errors is hard to avoid. Despite the limitation, this paper provide support that CEOs 

use earnings management to put them self in a favorable position. As previous stated we have 

reasons to believe that the occurrence of earnings management is more depending on the 

management team, maybe even includes the board of directors, why a suggestion for further 

research is to look at the management team instead of just the CEO and his or her turnover. 

Meanwhile, it would be interesting to look into when both the CEO and CFO are replaced during 

the same year. Due to the interview with ‘The CFO’, he stated that he been involved in such 

occasion when he entered a CFO position and the CEO got replaced simultaneously. During this 

year did they charged the annual result with a earnings bath, followed by a all time high result the 

following year with full bonus. 
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During this study the authors developed an understanding that there might be other attributes 

behind the use of earnings management. Due to the limited number of measured attribute we may 

have missed one or more relevant aspects. By extending the attributes it may be possible to find 

factors that have larger impact of the use behind earnings management. Suggestions for such 

additionally control variables are: CEO’s salaries/bonuses/option programs, CEO’s education, and 

previous experience as well as previous industry belonging to see whether different backgrounds and 

biases would be a reason. 

Through our research we have managed to conclude that earning management occurs through the 

use of the modified Jones model. However, the model does not include e.g. taxes or transactions 

between parent and/or subsidiaries, both domestic and internationally. This is something we do not 

include but suspect why it is suggested as a future research to try to find evidence for earnings 

management cased by inter-group transactions. 
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7. Appendix 
 

7.1 Estimated Marginal Means 

7.1.1 Internal and external appointed 
Inex code: 1 = External, 2 = Internal 
Time: 1 = first year, 2 = the following year 

Difference between year T-1 and T0  

INEX	  code	   Time	   Mean	   Std.	  Error	  
95%	  Confidence	  Interval	  

Lower	  Bound	   Upper	  Bound	  

1	  
1	   1,443	   ,077	   1,291	   1,594	  

2	   ,910	   ,115	   ,683	   1,137	  

2	  
1	   1,562	   ,108	   1,349	   1,775	  

2	   ,830	   ,161	   ,512	   1,149	  

 

Difference between year T0 and T1  

INEXcode	   Time	   Mean	   Std.	  Error	  
95%	  Confidence	  Interval	  

Lower	  Bound	   Upper	  Bound	  

1	  
1	   ,910	   ,115	   ,683	   1,137	  

2	   ,904	   ,104	   ,698	   1,110	  

2	  
1	   ,830	   ,161	   ,512	   1,149	  

2	   ,943	   ,146	   ,653	   1,233	  
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7.1.2 Age 
Age code: 1 = -40, 2 = 41-50 and 3 = 51-            Time: 1 = first year, 2 = the following year 

 

Difference between year T-1 and T0  

Age-code * Time 

Measure:   MEASURE_1  

Age-‐code	   Time	   Mean	   Std.	  Error	  
95%	  Confidence	  Interval	  
Lower	  Bound	   Upper	  Bound	  

1	  
1	   1,642	   ,143	   1,360	   1,925	  

2	   1,055	   ,213	   ,634	   1,477	  

2	  
1	   1,442	   ,087	   1,269	   1,614	  

2	   ,791	   ,130	   ,533	   1,049	  

3	  
1	   1,450	   ,115	   1,223	   1,678	  

2	   ,931	   ,172	   ,591	   1,271	  

 

Difference between year T0 and T1  

Age-code * Time 

Measure:   MEASURE_1   

Age-‐code	   Time	   Mean	   Std.	  Error	   95%	  Confidence	  Interval	  
Lower	  Bound	   Upper	  Bound	  

1	  
1	   1,055	   ,213	   ,634	   1,477	  

2	   1,012	   ,193	   ,630	   1,395	  

2	  
1	   ,791	   ,130	   ,533	   1,049	  

2	   ,825	   ,118	   ,590	   1,059	  

3	  
1	   ,931	   ,172	   ,591	   1,271	  

2	   1,015	   ,156	   ,707	   1,323	  
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7.1.3 Size 
Size code: 1 = Small cap, 2 = Mid cap, 3 = Large cap     Time: 1 = first year, 2 = the following year 

Difference between year T-1 and T0  

Size-code * Time 

Measure:   MEASURE_1   

Size-‐code	   Time	   Mean	   Std.	  Error	   95%	  Confidence	  Interval	  
Lower	  Bound	   Upper	  Bound	  

1	  
1	   1,435	   ,086	   1,265	   1,605	  

2	   ,783	   ,128	   ,530	   1,037	  

2	  
1	   1,605	   ,112	   1,384	   1,826	  

2	   1,079	   ,167	   ,749	   1,408	  

3	  
1	   1,401	   ,156	   1,092	   1,710	  

2	   ,833	   ,233	   ,373	   1,293	  

 

 

Difference between year T0 and T1  

Sizecode * Time 

Measure:   MEASURE_1   

Size-‐code	   Time	   Mean	   Std.	  Error	  
95%	  Confidence	  Interval	  
Lower	  Bound	   Upper	  Bound	  

1	  
1	   ,783	   ,128	   ,530	   1,037	  

2	   ,816	   ,116	   ,585	   1,046	  

2	  
1	   1,079	   ,167	   ,749	   1,408	  

2	   1,016	   ,151	   ,716	   1,316	  

3	  
1	   ,833	   ,233	   ,373	   1,293	  

2	   1,058	   ,211	   ,639	   1,477	  
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7.1.4 Industries 
Industry code: 1 = Technology and development, 2 = Consumer goods and services, 3 = Industrials, 
  4 = Materials              
Time: 1 = first year, 2 = the following year 

 

Difference between year T-1 and T0  

InduCode * Time 

Measure:   MEASURE_1   

Indu	  Code	   Time	   Mean	   Std.	  Error	   95%	  Confidence	  Interval	  
Lower	  Bound	   Upper	  Bound	  

1	   1	   ,948	   ,093	   ,764	   1,132	  
2	   -‐,096	   ,116	   -‐,325	   ,133	  

2	   1	   1,936	   ,105	   1,728	   2,143	  
2	   1,118	   ,130	   ,860	   1,376	  

3	   1	   1,728	   ,089	   1,553	   1,903	  
2	   1,753	   ,110	   1,535	   1,971	  

4	   1	   1,245	   ,148	   ,952	   1,539	  
2	   ,458	   ,184	   ,094	   ,823	  

	  
	  
 
Difference between year T0 and T1  

 
InduCode * Time 
Measure:   MEASURE_1   
InduCode	   Time	   Mean	   Std.	  Error	   95%	  Confidence	  Interval	  

Lower	  Bound	   Upper	  Bound	  

1	  
1	   -‐,096	   ,116	   -‐,325	   ,133	  
2	   -‐,012	   ,099	   -‐,208	   ,183	  

2	   1	   1,118	   ,130	   ,860	   1,376	  
2	   ,960	   ,111	   ,739	   1,180	  

3	   1	   1,753	   ,110	   1,535	   1,971	  
2	   1,793	   ,094	   1,607	   1,979	  

4	  
1	   ,458	   ,184	   ,094	   ,823	  
2	   ,732	   ,157	   ,421	   1,043	  
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7.2 Post-hoc of Industrials year T-1 to T0 
	  
Indu code:  1 = Technology and development, 2 = Consumer goods and services, 3 = Industrials, 

4 = Materials 
     
Scheffe     
     
(I)	  
InduCode	  

(J)	  
InduCode	  

Mean	  
Differenc
e	  (I-‐J)	  

Std.	  Error	   Sig.	   95%	  Confidence	  
Interval	  

	   	   	   	   	   Low.	  
Bound	  

Upp.	  
Bound	  

1	   2	   -‐1,10	   0,1216	   0,000	   -‐1,4456	   -‐0,7559	  
	  	   3	   -‐1,314	   0,1115	   0,000	   -‐1,6305	   -‐0,9982	  
	  	   4	   -‐0,426	   0,1519	   0,054	   -‐0,8563	   0,0048	  
2	   1	   1,101	   0,1216	   0,000	   0,7559	   1,4456	  
	  	   3	   -‐0,214	   0,1190	   0,363	   -‐0,5511	   0,1240	  
	  	   4	   0,675	   0,1575	   0,001	   0,2285	   1,1215	  
3	   1	   1,314	   0,1115	   0,000	   0,9982	   1,6305	  
	  	   2	   0,214	   0,1190	   0,363	   -‐0,1240	   0,5511	  
	  	   4	   0,889	   0,1498	   0,000	   0,4639	   1,3133	  
4	   1	   0,426	   0,1519	   0,054	   -‐0,0048	   0,8563	  
	  	   2	   -‐0,675	   0,1575	   0,001	   -‐1,1215	   -‐0,2285	  
	  	   3	   -‐0,889	   0,1498	   0,000	   -‐1,3133	   -‐0,4639	  
Based	  on	  observed	  means.	   The	  error	  term	  is	  Mean	  Square(Error)	  =	  ,248.	  
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Appendix 7.2 – Raw data 
 
Company Size Industry CEO Age T-1 T0 T1 

A-Com Small Industrials External  41-50 1,31 1,90 1,04 

Aarhus karlshamn Mid Consumer External 51-100 1,70 0,61 0,77 

AB Geveko Small Industrials External  41-50 1,95 2,48 1,82 

Acando AB Small Technology External  41-50 0,92 0,20 0,18 

ACAP Invest Small Consumer External  41-50 1,51 0,67 0,70 

Active Biotech Mid Technology Internal 51-100 0,87 0,12 0,21 

Addnode Small Technology Internal 41-50 1,22 0,08 0,41 

Addtech Mid Industrials External 0-40 1,85 1,78 1,73 

Aerocrine small Technology External 41-50 0,55 -0,58 -0,36 

Alliance Oli large Materials External 0-40 0,25 0,00 1,00 

Anoto Small Technology External  41-50 1,36 -0,01 -0,42 

Aspiro Small Technology External  0-40 1,07 0,18 0,23 

AtlasCopco large Industrials Internal 51-100 1,90 0,35 1,66 

Autoliv large Consumer Internal 41-50 1,91 0,94 0,95 

Beijer Electronics small Industrials External 41-50 1,62 2,34 1,43 

BioPhausia AB Small Technology External  51-100 0,72 0,01 0,00 

Black Earth  Mid Consumer Internal 51-100 1,49 0,67 0,84 

BlackPearl Mid Materials External 41-50 2,18 0,27 0,66 

Boliden large Materials External 51-100 0,94 0,03 0,82 

Borås Wäfveri Small Industrials External  51-100 1,51 1,03 1,58 

Bure Mid Materials External 41-50 1,53 0,37 0,54 

Byggmax Mid Consumer External 0-40 1,90 6,05 -1,41 

Cision AB Small Industrials External  51-100 1,37 1,17 1,03 

Connecta Small Technology Internal 41-50 1,61 0,05 0,12 

Diamyd Medical Small Technology External  51-100 0,90 -0,09 -0,13 
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Doro Small Technology Internal 41-50 1,62 -0,25 0,08 

Duni Mid Consumer External 41-50 1,81 0,87 1,30 

Elanders Small Industrials Internal 41-50 1,41 4,37 5,79 

Electra Small Consumer Internal 41-50 2,39 0,14 0,08 

Electrolux large Consumer internal 51-100 1,80 0,57 0,66 

Enea AB Small Technology Internal 41-50 1,55 0,03 0,10 

Eniro Mid Consumer external 41-50 1,70 1,23 1,48 

Eniro Mid Consumer external 51-100 1,72 0,56 1,16 

Ericsson large Technology Internal 41-50 1,40 0,13 0,07 

Fabege large Materials Internal 41-50 0,55 0,75 0,95 

Fagerhult Mid Industrials external 41-50 1,61 1,73 2,01 

Feelgood Svenska Small Technology External  41-50 0,66 0,02 -0,04 

Fenix Outdoor Mid Consumer internal 41-50 1,39 0,60 0,84 

Fingerprint Cards  Small Industrials External  41-50 1,49 2,20 1,60 

FinnvedenBulten Small Consumer Internal 0-40 1,77 0,35 1,01 

FormPipe Software Small Technology External  0-40 -0,03 -0,18 0,13 

Gunnebo Mid Industrials external 51-100 1,81 1,41 1,68 

H&M large Consumer Internal 0-40 2,00 0,71 0,62 

Heba Mid Materials external 51-100 0,85 0,74 0,91 

HL Display Small Industrials Internal 41-50 1,96 1,62 1,78 

HMS Networks AB Small Technology Internal 41-50 0,67 0,20 0,17 

Husquarna large Consumer External 41-50 2,23 1,19 0,82 

IAR Systems Small Technology Internal 41-50 1,10 0,22 0,17 

IFS Mid Technology internal 51-100 1,03 0,07 0,15 

Image Systems Small Industrials External  51-100 0,89 1,93 1,17 

Intrum Justitia  Mid Materials external 41-50 1,34 0,55 0,56 

Intrum Justitia  Mid Materials external 41-50 1,16 0,74 0,17 
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ITAB Shop Concept Small Industrials Internal 0-40 5,55 1,78 1,66 

Jeeves Info. sys. Small Industrials Internal 51-100 2,27 1,72 1,71 

Karolinska Deve. Mid Technology external 41-50 0,74 0,35 0,47 

Kinnevik AB large Materials Internal 41-50 1,12 1,14 1,12 

Knowit AB Small Technology Internal 0-40 0,89 0,27 0,25 

Kungsleden Mid Materials external 41-50 1,57 0,75 1,09 

Lammhults Design Small Consumer External  0-40 2,05 2,76 2,84 

Lammhults Design Small Consumer External  41-50 2,08 0,74 0,76 

Lindab Mid Industrials internal 51-100 1,58 1,63 1,57 

Loomis Mid Industrials external 41-50 1,43 1,21 1,65 

Medivir Mid Technology external 51-100 1,45 -0,26 1,08 

Mekonomen Mid Consumer external 0-40 1,89 0,64 0,44 

Micronic Mydata Small Industrials External  41-50 1,75 1,79 1,55 

Midsona AB Small Consumer External  41-50 2,30 1,03 1,08 

Millicom large Technology Internal 51-100 0,57 0,29 0,15 

Morphic Tech. Small Technology External  41-50 1,62 0,38 0,16 

Morphic Tech. Small Technology External  0-40 1,57 -0,53 -0,14 

MSC Konsult Small Technology Internal 41-50 0,82 -0,72 -0,86 

Multi Q Internat. Small Technology external 41-50 0,58 0,02 -0,18 

Munters Mid Industrials external 41-50 1,68 1,68 1,92 

NCC large Industrials Internal 51-100 1,72 2,14 1,85 

Net Entertainment Mid Consumer internal 0-40 3,42 2,25 2,14 

Niscayah group Mid Industrials external 0-40 1,42 1,53 1,61 

Nobia Mid Consumer internal 51-100 1,84 1,19 0,91 

Nobia Mid Consumer external 51-100 1,61 0,82 0,98 

Nolato Mid Industrials external 51-100 1,50 1,82 1,34 

Nordic Service  Small Consumer external 51-100 2,51 1,61 1,30 
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Note Small Industrials external 41-50 1,86 1,87 1,74 

Note Small Industrials external 0-40 1,78 1,59 1,83 

Novestra Small Materials internal 0-40 1,40 0,30 -0,28 

Orc group AB Mid Industrials external 41-50 1,71 2,25 1,53 

Orexo Small Technology external 41-50 1,75 0,12 0,16 

Orexo Small Technology external 41-50 1,07 0,13 -0,35 

Ortevius Small Technology external 51-100 0,93 -0,12 -0,17 

Ortevius Small Technology external 41-50 0,77 0,20 -0,77 

PA resourses  Mid Materials internal 51-100 2,09 0,63 0,43 

Partnertech Small Industrials internal 51-100 1,68 1,89 1,79 

Partnertech Small Industrials external 51-100 1,82 1,72 1,68 

Phonera Small Technology internal 0-40 0,40 -0,56 -0,40 

Poolia Small Industrials external 41-50 1,76 1,73 1,68 

Poolia Small Industrials external 41-50 1,83 1,69 1,74 

Precise Biometrics Small Industrials external 0-40 2,07 1,55 2,03 

Prevas Small Technology external 41-50 0,85 -0,11 0,20 

Pricer Small Industrials internal 41-50 1,51 1,55 1,89 

Pricer Small Industrials external 41-50 1,53 1,67 1,90 

Probi Small Technology external 41-50 0,90 -0,26 -0,15 

Proffice  Mid Industrials external 0-40 1,28 1,09 2,01 

RederiTransatlantic Small Industrials internal 41-50 1,48 1,49 1,95 

Rottneros Small Materials external 41-50 1,05 -0,03 0,38 

Rörvik Timber Small Industrials external 51-100 0,88 1,15 1,65 

SAAB large Industrials External 41-50 1,60 1,58 1,74 

SAS Mid Consumer external 51-100 1,65 0,83 0,84 

SAS Mid Consumer external 41-50 1,74 1,18 1,13 

SCA large Consumer External 51-100 1,67 1,17 1,49 
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Seamless Small Technology external 41-50 -1,25 -3,14 -1,48 

Securitas large Industrials External 41-50 1,56 1,37 1,31 

Semcom Small Industrials external 51-100 1,97 2,36 1,75 

Sensys Traffic Small Industrials external 41-50 1,51 1,70 1,93 

Sigma Small Technology Internal 51-100 1,00 0,18 0,17 

Skanska large Industrials Internal 51-100 1,68 2,35 2,29 

SSAB large Materials External 0-40 1,47 0,22 2,26 

StjärnaFyrkant Small Technology internal 0-40 0,90 -0,67 -0,17 

Stora Enso large Materials External 41-50 1,18 0,42 0,38 

Sweco Mid Industrials internal 51-100 1,52 1,77 1,78 

Swedish Match large Consumer Internal 0-40 1,83 1,02 0,74 

Swedish Orphan  Mid Technology external 51-100 1,59 0,10 0,16 

TeliaSonera large Technology External 51-100 0,64 0,29 0,29 

Tilgin AB Small Consumer external 41-50 2,11 0,26 0,51 

TradeDoubler Mid Consumer external 41-50 3,22 0,49 0,59 

Transcome Small Industrials external 0-40 1,97 1,65 1,93 

Transmode Mid Technology external 41-50 1,01 0,21 0,09 

Unibet Mid Consumer internal 0-40 0,72 1,53 2,27 

Venue Retail Small Consumer External 41-50 2,13 0,87 0,96 
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Appendix 7.3 – Interview Guideline 
 
1. Do you feel that companies use the concept of earnings management? If yes, in what way and 

what underling factors do you believe can be related to the use? 

2. Have an CEO much influence over the company's financial figures that he or she can to be able 

to control accruals, depreciation, etc. oneself? 

3. Do you find that earnings management occurs to a greater extent when a new CEO enters the 

position as CEO? If yes, in which way does this occur? 

4. Have you witness earnings management by a CEO by your self. If yes, in which manner?  

5. Do you think that corporate culture can be a barrier to an external CEO and his thinking around 

performance? 

6. Do you think it is more than just a CEO involved in earnings management? 

7. The extent to which earnings management can be done without the board's knowledge? 

8. Do you think different CEOs act differently based on their backgrounds, ages, and which size and 

industry the firm operates in? 

9. How do perceive auditors transparency in reality?  

 

 


