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Course Description and Objectives:
The primary objective of this course is to provide an introduction to research questions involving
financial accounting information and the capital markets.
Structure
We will conduct this course in a seminar format. For further information on what I expect from
you, please see the comments on “class participation” below.
Evaluation
I will evaluate you as follows:

Class participation
Empirical analysis project
Research proposal
Referee Report

Due date
NA
Week 8
Week 12
One week after the final class

Marks available
25
25
25
25
100

Class participation
Each class involves assigned readings. You should complete all of these readings, think about
them, and come to class prepared to discuss them. Please do not limit your thought process to
understanding what each paper does. Instead, I would encourage you to think critically about the
papers we discuss, and evaluate whether the papers answer the research questions they ask in the
most thorough manner possible.
Empirical analysis project
We will spend one class learning how to extract data from CRSP and Compustat, and will
complete an in-class exercise on calculating discretionary accruals and pricing earnings
components. I will ask you to perform a similar exercise around a specific circumstance for a list
of firms that I will provide. You will need to complete the empirical analysis, tabulate your
results, and prepare a short written analysis. I will provide more explicit details in a separate
document.
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Research project
You may choose one of the two following options for the research project:
(1) Identify a research question within the capital markets paradigm that you would like to
investigate. Prepare a short research proposal (approximately 10 pages) that introduces
and motivates your research question, summarizes the literature, and outlines the
empirical tests (complete with regression equations) you would conduct. You need not
complete any empirical analysis.
(2) Identify a research question addressed in the capital markets literature that you believe
could be better-addressed using an alternative methodology such as an experiment. You
may use one of the research questions addressed in an article covered in this course, but
you need not do so as long as you ask a financial accounting question. Prepare a research
proposal (approximately 10 pages) that introduces and motivates your research question,
summarizes the literature, and outlines the experiment or other alternate research
methodology you would use. You need not complete the experiment or other analysis.
Referee Report
I will provide you with a working paper, and you will need to complete a formal written referee’s
report. Please note that if the working paper builds upon prior work in the literature (which is
very likely to be the case) you should also read that papers upon which the working paper
appears to rely most heavily in order to assess its incremental contribution. The report should be
organized as follows:
(1) An opening paragraph that briefly summarizes the working paper, and indicates the main
strengths (if any) of the paper.
(2) A decision paragraph in which you recommend immediate acceptance, conditional
acceptance, revise and resubmit, or reject, along with a few sentences justifying your
decision.
(3) A summary of your main concerns with the paper, including recommendations for how
your concerns might be addressed. You may use as many paragraphs as you like for this.
Note that, although I have asked you to think about how your concerns might be
addressed, sometimes working papers attempt to answer a research question that can
simply not be answered within the confines of the data available. If this is the case for
any of the issues you raise, rather than suggesting a solution to the problem you pose, you
can simply state that you perceive this concern to be insurmountable.
(4) A summary of your minor convers with the paper.

2

Week 1: The earnings/return
relation

Ball, R. and P. Brown. 1968. An empirical evaluation of accounting income numbers.
Journal of Accounting Research 6(2): 159-178.
Ball, R. and P. Brown. 2014. Ball and Brown (1968): A Retrospective. The Accounting
Review 89(1): 1-26.
Collins, D., and S.P. Kothari. 1989. An analysis of the intertemporal and cross-sectional
determinants of earnings response coefficients. Journal of Accounting and Economics 11
(2), 143-181.
Hayn, C. 1995. The information content of losses. Journal of Accounting and Economics
20(2): 125-153.

Week 2: Earnings management

Jones, J. 1991. Earnings management during import relief investigations. Journal of
Accounting Research 29(2): 193-228.
Marquardt, C. and C. Wiedman. 2004. How are earnings managed? An examination of
specific accruals. Contemporary Accounting Research 21(2)461-491.:
Ball, R. 2013. Accounting informs investors and earnings management is rife: two
questionable beliefs. Accounting Horizons 27(4): 487-453.

Week 3: Data analysis

No preparation necessary. Please bring your computer to class. You will need a computer
that has SAS installed. We will cover extracting data from CRSP and Compustat, as well as
basic data manipulation.

Week 4: Real activity management

Roychowdhury, S. 2006. Earnings management through real activities manipulation.
Journal of Accounting and Economics 42 (3): 335-370.
Graham, J., C. Harvey, and S. Rajgopal. 2005. The economic implications of corporate
financial reporting. Journal of Accounting and Economics 40(1-3): 3-73.
Cohen, D., A. Dey, and T. Lys. 2008. Real and accrual-based earnings management in the
pre and post Sarbanes Oxley periods. Journal of Accounting and Economics 43(2/3): 153180.
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Week 5: Pro forma earnings and
classification shifting

Lougee, B.and C. Marquardt. 2004. Earnings informativeness and strategic disclosure: an
empirical examination of “pro forma” earnings. The Accounting Review 79(3): 761-795.
Kalin K., C. Marquardt, ad S. McVay. 2008 SEC scrutiny and the evolution of non-GAAP
reporting. The Accounting Review 83(1): 157-184.
McVay, S. 2006. Earnings management using classification shifting: An examination of
core earnings and special items. The Accounting Review 81(3):501-531.

Week 6: Transaction structuring

Marquardt, C., and C. Wiedman. 2005. Earnings management through transaction
structuring: Contingent convertible debt and diluted earnings per share. Journal of
Accounting Research 43(2): 205-243.
Esplin, A., M. Huson, C. Mashruwala, and H. Wier. 2014. Real and reporting effects of
IFRS-induced accounting changes for convertible debt. University of Alberta working
paper.
Mills, L. and K. Newberry. 2005. Off-balance sheet and hybrid debt financing: Evidence
from their book–tax reporting differences. Journal of Accounting Research 43 (2): 251–82.

Week 7: Financial accounting
experiments

Hopkins, P. 1996. The effect of financial statement classification of hybrid financial
instruments on financial analysts’ stock price judgments. Journal of Accounting Research
(Supplement): 33–50.
Hodder, L., E. Maydew, M. McAnally, and C. Weaver. 2006. Employee stock option
valuation: How reliable are Black-Scholes disclosures? Contemporary Accounting Research
23(4): 933-975.
Frederickson, J., and J. Miller. 2004. The effects of pro forma earnings disclosures on
analysts’ and nonprofessional investors’ equity valuation judgments. The Accounting
Review 79(3): 667-686.

Week 8: Conservatism

Basu, S. 1997. The conservatism principle and the asymmetric timeliness of earnings.
Journal of Accounting and Economics 24(1): 3-37.
Patatoukas, P. and J. Thomas. 2011. More evidence of bias in the differential timeliness
measure of conditional conservatism. The Accounting Review 86(5): 1765-1793.
Ball, Kothari, and Nikolaev. Econometrics of the Basu asymmetric timeliness coefficient
and accounting conservatism. Journal of Accounting and Economics 51(5): 1071-1097.
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Week 9: Management
compensation, earnings, and the
“horizon” problem

Cheng, S. 2004. R&D expenditures and CEO compensation. The Accounting Review 79(2):
305-328.
Kalyta, P. 2009. Accounting discretion, horizon problem, and CEO retirement benefits. The
Accounting Review 84(5): 1553-1573..
Huson, M., Y. Tian, C. Wiedman, and H. Wier. 2012. Compensation committee’s treatment
of earnings components in CEOs’ terminal years. The Accounting Review 87 (1), 231-259.

Week 10: SG&A

Anderson, M., R. Banker, and S. Janakiraman. 2003. Are selling, general, and
administrative costs sticky? Journal of Accounting Research 41(1): 47-63.
Chen, C., H. Lu and T. Sougiannis. 2011. The agency problem, corporate governance, and
the asymmetrical behavior of selling, general, and administrative costs. Contemporary
Accounting Research 29(1): 252-282.
Banker, R., R. Huang, and R. Natarajan. 2011. Equity incentives and long-term value
created by SG&A expenditure. Contemporary Accounting Research 28(3): 794-830.

Week 11: Disclosure

Botosan, C. 1997. Disclosure level and the cost of equity capital. The Accounting Review
72(3): 329-349.
Botosan, C. and M. Plumlee. 2002. A re-examination of disclosure level and expected cost
of equity capital. Journal of Accounting Research (March): 21-40.
Healy, P. and K. Palepu. 2001. Information asymmetry, corporate disclosure, and capital
markets: A review of the empirical disclosure literature. Journal of Accounting Research
31(1-3): 405-440.

Week 12: Analyst earnings and
cash flow forecasts

Wasley, C. and J. Wu. 2006. Why do managers voluntarily issue cash flow forecasts? Journal
of Accounting Research 44: 389-429
Givoly, D., C. Hayn, and R. Lehavy. 2009. The quality of analysts’ cash flow forecasts. The
Accounting Review 84 (6): 1877–911.
Call, A., S. Chen, and Y. Tong. 2013. Are analysts’ cash flow forecasts naïve extensions of
their own earnings forecasts? Contemporary Accounting Research 30(2): 438-465.
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