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		Abstract

		The present study attempts to determine the earnings management behavior of Iranian firms prior to filing for bankruptcy. The hypotheses of this study posit that failing firms have particular discretionary accruals behavior. For this purpose, a sample composing of 68 bankrupt firms and 68 non-bankrupt firms (matched in terms of firmsâ€™ industry and size) were selected and the magnitude of discretionary accruals in a period of 5 years prior to bankruptcy for each firm was examined. The results suggested that: first, during the distressed period, failing firms were more engaged in earnings management than nonfailing firms were. Particularly, the earning management procedure in these firms was clearly evident in three years before bankruptcy. Second, discretionary accruals reached their highest level one year before bankruptcy. Finally, and most importantly, failing firms used decreasing earnings management, i.e. distressed firms used accruals for the understatement of income figures. 
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