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		We provide new empirical evidence on segment-level earnings management for a large sample of multi-segment firms by examining whether and how managers exploit their discretion in cost allocation to avoid reporting losses. We document that prior to SFAS 131 there is a significant discontinuity at zero (a "kink") in the frequency distribution of segment profits. After the implementation of SFAS 131, however, we do not observe a kink. Further, we find that the extent of cost under-allocation is significantly greater for the "small profit segments" than for the "small loss segments" only in the pre-SFAS 131 period; it is insignificantly different across the two groups in the post-SFAS 131 period. Taken together, our results are consistent with the pre-SFAS 131 kink being driven by opportunistic cost allocation, and the new segment reporting standard deterring earnings management in the form of cost under-allocation. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Earnings management, segment profitability, discretionary disclosure, earnings distribution, cost allocation

	
	

	
    

    
	

	
	
		JEL Classification: M4

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Hann,  Rebecca N. and Lu,  Yvonne Y., Earnings Management at the Segment Level (January 2009). Marshall School of Business Working Paper No. MKT 04-09,  Available at SSRN: https://ssrn.com/abstract=1138164 or http://dx.doi.org/10.2139/ssrn.1138164 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Rebecca N. Hann (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Maryland - Robert H. Smith School of Business  ( email )

			

			
			
				
				
				
					College Park, MD  20742-1815
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Yvonne Y. Lu

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Lehigh University  ( email )

			

			
			
				
				
				
					621 Taylor Street
Bethlehem, PA  18015
United States
610-758-3438 (Phone)
610-758-3443 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      884

			

		
		
		
			Abstract Views

			    3,929

		

		
		 
		
			Rank

			   49,670

		

		
	


	
		
            
            	        6 Citations
		

	

	
		
			
				       28 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    USC Marshall School of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                USC Marshall School of Business Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,046

                                    

                                    
                                        PAPERS

                                              913

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Gerard J. Tellis at University of Southern California  - Marshall School of Business, Department of Marketing

                                    

                                
                            

                        

                    

                
	
                    Financial Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,564

                                    

                                    
                                        PAPERS

                                           18,543

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Corporate Finance: Governance, Corporate Control & Organization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Governance, Corporate Control & Organization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,252

                                    

                                    
                                        PAPERS

                                           33,929

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,566

                                    

                                    
                                        PAPERS

                                           40,671

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Valuation of the Foreign Income of U.S. Multinational Firms: A Growth Opportunities Perspective

                        
                            By
                                
                                
                                    
                                    Gordon M. Bodnar
                                     and 
                                
                                    
                                    Joseph Weintrop
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Valuation of the Foreign Income of U.S. Multinational Firms: A Growth Opportunities Perspective

                        
                            By
                                
                                
                                    
                                    Gordon M. Bodnar
                                     and 
                                
                                    
                                    Joseph Weintrop
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        A Test of the Marketâ€™s Mispricing of Domestic and Foreign Earnings

                        
                            By
                                
                                
                                    
                                    Wayne B. Thomas
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Managerial Empire Building and Firm Disclosure

                            
                                By
                                    
                                    
                                        
                                        Ole-kristian Hope
                                         and 
                                    
                                        
                                        Wayne B. Thomas
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Dividends and Profits: Some Unsubtle Foreign Influences

                            
                                By
                                    
                                    
                                        
                                        James R. Hines Jr.
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Domestic and Foreign Earnings, Stock Return Variability, and the Impact of Investor Sophistication

                            
                                By
                                    
                                    
                                        
                                        Jeffrey L. Callen, 
                                        
                                    
                                        
                                        Ole-kristian Hope, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Valuation of Domestic and Foreign Earnings and the Impact of Investor Sophistication

                            
                                By
                                    
                                    
                                        
                                        Jeffrey L. Callen, 
                                        
                                    
                                        
                                        Ole-kristian Hope, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Review of Markets-Based International Accounting Research

                            
                                By
                                    
                                    
                                        
                                        Gary K. Meek
                                         and 
                                    
                                        
                                        Wayne B. Thomas
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.079 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
