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Abstract

This study explores the Italian unlisted companiesnings management practices. Adopting the egsnin
distribution approach and the logit analysis, ibwh that, as in other countries where there isaechlignment
between accounting and tax rules, fiscal incentereurage companies with negative earnings to geatieem
upward to overcome the threshold of zero decreasiagrobability of tax authorities’ investigatioaad those
with positive earnings to manage them downwardringbthem close to zero minimizing tax payments.aAs
result, they tend to report slightly positive eags. The Italian unlisted companies’ earnings mansmnt
practices are not limited by financial incentivégre intended in terms of levels of bank loans.h&at
companies with higher level of bank loans are niitidy to manage earnings. This study contributebétter
understand earnings management practices in uhl@impanies and not English-speaking contexts dhat
little explored in literature. Moreover, it contutes to better understand the nature and conseegiaicthe
impacts of fiscal and financial incentives on eagsi management practices. The findings should befioél to
stakeholders and auditors of unlisted companiedanduthorities.

Keywords: Earnings management, Earnings distribution approAgbidance of losses, Minimization of tax
payments, Fiscal incentives, Financial incentivédjsted companies, Italy

1. Introduction

This study explores the Italian unlisted comparg@shings management practices. In particulaitis @o verify
their existence and to understand whether and hgwand financial incentives impact on them.

The literature on earnings management practicesass (e.g. Dechow and Skinner, 2000; Dechow, Ge and
Scharand, 2010; Healy and Wahlen, 1999; Schip@89)1 but it is mainly focused on listed compardes on
English-speaking contexts. This study, insteadlaggp unlisted companies and the Italian context.

The case of the Italian unlisted companies is palgrly fruitful for contributing to literature.

With regard to tax incentives, previous studiesehfound that, especially in countries where thera iclose
alignment between accounting and tax rules, thep@rage companies to manage earnings (e.g. Basako04;
Coppens and Peek, 2005; Eilifsen et al., 1999; Geaenl1994; Hermann and Inoue, 1996; Marques £2@11;
Othman and Zeghal, 2006). Italy can be includedrayribese countries (Lamb, Nobes and Roberts, 19985,
this study contributes to better understand thereaand consequences of the impact of fiscal imeesiton
earnings management practices.

With regard to financial incentives, previous saslhave explored whether and how the level of Baaks
impacts on the earnings management practices idducéiscal incentives (e.g. Baralexis, 2004; MaeR006).
They have come to conflicting conclusions. Thisdgtwcontributes to better understand the nature and
consequences of the impact of financial incentisasearnings management practices. In doing solsit a
responds to the Healy and Wahlen (1999)’s calldentifying factors that limit earnings managemractices.

This study proceeds as follows. Section 2 brieflyiews the literature and develops the researclothggis.
Section 3 introduces the research design and thelsaselection. Section 4 shows and discussesntipérieal
results. Section 5 summarizes the main findings.

2. Literature review and development of the hypothsis

Previous studies have found that unlisted compdaig$to report slightly positive earnings in coiet (as Italy)
where there is a close alignment between accouatidgax rules (e.g. Coppens and Peek, 2005; Marefus.,
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2011). This is due to the impact of two tax inceedi that work in opposite directions. Fiscal inosg
encourage companies with positive earnings to matiagm downward to bring them close to zero minimgjz

tax payments, on the one hand, and those with ivegatirnings to manage them upward to overcome the
threshold of zero decreasing the probability ofdahorities’ investigations, on the other hand.aA®sult, they
tend to report slightly positive earnings.

Such studies have explored the existence of eanmgnagement practices by analysing the frequency
distributions of earnings. This is the so-calledheays distribution approach. It is based on tresithat, in the
absence of earnings management practices, earmirgsdistributed in a regular way, namely without
discontinuity. It is expected that the number ofmpanies that achieve results lower than a giveel lay a
certain extent and the number of companies thaeeetresults higher than that given level to theeaxtent

are not significantly different. As a result, iflws that the occurrence of discontinuity arouhdttgiven level

is a signal of earnings management practices.

The frequency distribution of earnings of the conipa that manage earnings upward to avoid lose=septs a
discontinuity between the first negative intenvalthe left of zero and the first positive intertalthe right of
zero (e.g. Baber and Kang, 2002; Beatty, Ke andoRiet2002; Brown and Caylor, 2004; Burgstahler and
Dichev, 1997; Collins, Pincus and Xie, 1999; Coppand Peek, 2005; Degeorge, Patel and Zeckha@g9; 1
Easton, 1999; Hamdi and Zarai, 2012; Hayn, 1999jaHd and Ramsay, 2003; Jacob and Jorgensen, 2007;
Kerstein and Rai, 2007; Marques et al., 2011; ipkilet al., 2004; Revsine et al., 2009). This & $b-called
discontinuity around zero. That of the companies thanage earnings downward to minimize tax paysnent
presents a discontinuity between the first posititerval and the second positive interval to tigtrof zero
(e.g. Coppens and Peek, 2005; Marques et al., 281thpugh the presence of discontinuities has beigely
interpreted as evidence of earnings managementiggacsome studies have challenged this interjiwatée.g.
Beaver, McNichols and Nelson, 2007; Dechow, Rickandand Tuna, 2003; Durtschi and Easton, 2005;
Durtschi and Easton, 2009; Holland, 2004).

To test whether fiscal incentives impact on thédtaunlisted companies’ earnings management pestias in
previous studies, the two following null hypothesie tested:

H1: The frequency of the first negative interval to the left of zero is equal to the frequency of the first positive
interval to the right of zero.

H2: The frequency of the first positive interval to the right of zero is equal to the frequency of the second positive
interval to the right of zero.

Previous studies have found that companies withédrigactual tax rates are more likely to manageimgsn
downward to minimize tax payments than companieth lewer actual tax rates (e.g. Goncharov and
Zimmermann, 2006; Marques et al., 2011).

Italian unlisted companies usually have actualréd®s (defined as the ratios between income taxgsneaome
before taxes) that differ from the nominal tax r@stablished by law and equal for all compani€bkjs happens
because the rules for the determination of costk ramenues for tax and accounting purposes diffalian

unlisted companies usually have the fiscal tax lthaediverges (and is generally higher) from theoainting
tax base (resulting from financial statements). dé&rmination of the fiscal tax base depends eratitounting
tax base to which it is necessary to make a sefi@screases and decreases in order to take imtouat the
different rules for the determination of costs aedenues according to fiscal and accounting rudssa result,
the actual tax rates differ from the nominal taberand can vary from company to company.

To test whether the level of actual tax rates hasngact on the Italian unlisted companies’ projitynto
manage earnings, as in previous studies, the folpwull hypothesis is tested:

H3: Companies with higher actual tax rates are no more likely to manage earnings downward than companies
with lower actual tax rates.

Moreira (2006) has explored the impact of the Isvel bank loans on the Portuguese unlisted comganie
earnings management practices. He has found tmpamies with higher level of bank loans have a drigh
propencity to manage earnings upward to avoid ase a lower propencity to manage earnings dowhvear
minimize tax payments than companies with loweelewf bank loans. He has suggested that “the pititya

of obtaining the necessary funds at a reasonalde isgpositively related to the quality of theircaanting
numbers, given that bank’s credit decisions aredams firms’ financial information. Thus, this [.irjcentive
tends to motivate firms into adopting accountingices that provoke an impact on reported earningse
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opposite sense to that related taxes”. It is Iikdhé bank system acts as a controller of earnmmgaagement
practices of Portuguese unlisted companies.

On the contrary, Baralexis (2004) has found that same incentive does not work in the Greek contat
banks require (informal) information additionalttmse reported in financial statements to grantdda Greek
companies.

To test whether the level of bank loans has an @inpa the Italian unlisted companies’ propencitynianage
earnings, the following null hypothesis is tested:

H4: Companies with higher levels of bank loans are no more likely to manage earnings than companies with
lower levels of bank loans.

3. Research design and sample selection
3.1 The earnings distribution approach

To test research hypothesis, the earnings disimibuapproach is used (Burgstahler and Dichev, 19R7¥

particularly useful when, as in this study, theessh aim is to detect the frequency of earningeagement
practices since it identifies the context in whickarge number of companies appears to have marageihgs
(e.g. Healy and Wahlen, 1999; McNichols, 2000; 8nd Rath, 2010).

The earnings distribution approach is based ormipothesis that companies usually have great inento
achieve certain earnings levels (earnings thresholthus, the frequency distribution of earningsveh fewer
observations than expected just below the earrintgshold and more observations than expectegpgsie the
earnings threshold. The discontinuity in the fregpe distribution of earnings is the evidence ofnaags
management practices.

To explore the frequency distribution of earningsl o identify the presence of discontinuities, gnaphical
analysis method is used (Burgstahler and Diche®7)19t consists in the analysis of the graphieplresentation
of the frequency distribution of earnings (usualiyhistogram). The abscissa axis shows earnings/ais. The
ordinate axis shows frequencies, namely the nundfaise observations that fall in each earningerirl.

The earnings and the interval amplitude that shdadldused in the graphical representation are afignd
debated issues because both of them may impadteoresults of the graphical analysis method (ewgtdohi
and Easton, 2005; Durtschi and Easton, 2009; Hab/l2a804).

With reference to earnings, according to Burstaafet Dichev (1997), they are defined as follows:

E = & (1)
I TA it

where: E is the earnings reported by the company i in ihanicial year t; NEis the net income reported by the
company i in the financial year t; A is the total assets of the company i in the fir@near t-1.

With reference to the interval amplitude, accordim&ilverman (1986), it is defined as follows:

1

A =079xIQxN ° 2)

where: A is the interval amplitude; 1Q is the intprartile range, namely the difference betweerthird and the
first quartile of the earnings distribution; N fettotal number of observations.

Applying such a method, the interval amplitude i8025. So, the interval that will be marked with 4 the

first positive interval to the right of zero [0;0025), the interval that will be marked with “2” iee second
positive interval to the right of zero [0.0025; 05D), and so on.Conversely, the interval that élimarked with
“-1" is the first negative interval to the left @aéro [-0.0025; 0), the interval that will be markeih “-2” is the

second negative interval to the left of zero [-®@0-0.0025), and so on. Each figure will truncat€dey will

show only the first thirty intervals of positivereings (to the right of zero, from 1 to 30) and firet thirty

intervals of negative earnings (to the left of zérom -1 to -30). Earnings intervals are closethatlower limit
and opened at the higher limit, meaning that therial includes the lower limit and excludes theeplimit, as
marked by the use of square and round bracketectgply. The observations with net income exaetiyal to
zero (that are 99) have been excluded.

This study shows the results referring to the wr@eamplitude of 0.0025. However, the investigati@as been
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repeated using different interval amplitudes (esgott, 1979; Silverman, 1986) obtaining resultst tage
qualitatively similar to those that are shown.

To estimate the statistical significance of thecdiginuities that may emerge in the frequency itistion of
earnings, the Burgstahler and Dichev (1997)'sdtststics is used. It is defined as follows:

Ny ¥Niy
z =3 ne "2 )
N \/Npi @L-p)+ N(p;4 +pi+121(1'pi—1 “Pia)

where: Zis the statistic test, referring to interval itlvapproximately normal distribution (with meanaand
standard deviation one); jnia the actual number of observations that faltha interval i; neis the expected
number of observations that fall in the intervat;iis the standard deviation of the differences betwthe actual
and the expected numbers of observation thatrfalie interval i; nis the actual number of observations that fall
in the interval i; N is the total number of obsdreas;  is the portion of actual observations that falltfe
interval i.

The test statistics is based on the assumptiorthieafrequency distribution of earnings levelsnsosth under
the null hypothesis of no earnings management ipesctlt is smooth if the expected number of obesons
that fall in an interval of the frequency distritmurt of earnings is the average of the number oénlagions that
fall in the two immediately adjacent intervals.

Garrod et al. (2006) report that the test statistioot significantly affected by the choice regagdto earnings
intervals?

To test Hypothesis 3, the overall sample is divigid two sub-samples on the basis of the levéhefactual tax
rate. The first sub-sample consists of the obsemstfor which the corresponding actual tax rateigher than
the median of the overall observations. The secsutgtsample consists of the observations for whieh t
corresponding actual tax rate is lower than theiamedf the overall observations.

The actual tax rate is defined as follows:

IBT, - NI, (4)

ATR, = ‘IBT“‘

where: ATR, is the actual tax rate of the company i refertinghe financial year t; I1B{Tis the income before
taxes of the company i referring to the financiehyt; N} is the net income of the company i referring te th
financial year t.

To test Hypothesis 4, instead, the overall sangphivided into two sub-samples on the basis ofdkiel of the
bank loans. The first sub-sample consists of theenfations for which the corresponding bank loamshigher
than the median of the overall observations. The®rseé sub-sample consists of the observations fachwine
corresponding bank loans are lower than the meafitme overall observations.

The level of bank loans is defined as follows:

_ BANKLOANS , 5)

BL. TA

it

where: Bl is the level of bank loans of the company i referito the financial year t; BANKLOANSIs the
bank loans of the company i referring to the finahgear t; TA; is the total assets of the company i referring to
the financial year t.

To test Hypothesis 3 and Hypothesis 4, the frequelistributions of earnings and the pervasivenésamings
management practices of the two sub-samples arpareh. They will not be different if the behaviowifsthe

! To discuss irregularities (such as discontinujtiesa distribution, it is necessary to refer toemchmark distribution that can be considered
regular. Comparing an empirical distribution witietexpected (or theoretical) distribution allowsearchers to reveal differences that can
be interpreted as irregularities. As known, it i3 possible to observe the frequency distributidrummanaged earnings. Thus, the
benchmark distribution is unknown. In the currently, the approach used to explore irregularisebat resulting to be the dominant one in
the accounting literature (e.g. Beaver, McNichald &lelson, 2007; Brown and Caylor, 2005; Brown, Z@urgstahler and Eames, 2003;

Burgstahler and Dichev, 1997; Burgstahler, Hail &edz, 2006; Coppens and Peek, 2005; Das and ZI28983,; Daske, Gebhardt and

McLeay, 2006; Degeorge, Patel and Zeckhauser, 18B@m, Lichtblau and Lindemann, 2004; Holland &amsey, 2003; Leuz, Nanda

and Wysocki, 2003; McNichols, 2003; Roychowdhui§D@&). In this approach, whatever law is applieds iassumed that the frequency
distribution of earnings is smooth if earnings anenanaged.
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two sub-samples relating to a certain incentivaatodiffer.

The pervasiveness of earnings management pradscewasured through the Moreira (2006)'s degree of
pervasiveness that is defined as follows:

pp, = w (6)

where: ppis the degree of pervasiveness referring to therval i; ne is the expected number of observations
that fall in the interval i; nas the actual number of observations that fathminterval i.

The degree of pervasiveness is based on the hygisttat the higher the difference between the expeand
actual observations falling in a given earningerval, the higher the pervasiveness of earningsagement
practices.

3.2 Thelogit analysis

To statistically confirm the results obtained adiogpthe previous research method, a logit analysidel is used.
The logit analysis aims to assess whether and hevdépendent (explanatory) variables affect théadiity
that an observation assumes a specific attributieeoflichotomy dependent variable (e.g. Cramer3R00

The model, that is very parsimonious, focusinglandssential features of the hypothesis beingdgeiste
EMit :BO +B1|ATR it +B2|BLiI +B3|n TAil +£it (7)

where: EM is a dummy variable that takes value 1 if the oketeon i falls in the first positive interval tine
right of zero (interval 1), 0 otherwise; IARs a dummy variable that takes value 1 if the AdRresponding to
the observation i is higher than the median ofaberall distribution, 0 otherwise; IRLis a dummy variable that
takes value 1 if the BL corresponding to the obsgon i is lower than the median of the overaltrisition, 0
otherwise; InTA is the natural logarithm of the total assets of financial year t corresponding to the
observation ig; is the disturbance term; i and t are company a&mad ndexes, respectively.

According to previous studies (e.g. Goncharov amdnZermann, 2006; Marques et al., 2011), it is etgubthat
the coefficient of the variable IATR will be posi# (3,>0). If the level of the ATR has a positive impact the
propensity of companies in practising earnings rgangent, the higher the actual tax rate, the higher
probability that observations fall in the first ftoge interval to the right of zero.

According to previous studies (e.g. Moreira, 2006)s expected that the coefficient of the var@atBL will be
negative §,>0). If the level of BL has a negative impact om thropensity of the companies in practising
earnings management, the higher the BL, the lowerprobability that observations fall in the figmsitive
interval to the right of zero.

With reference to the variable InTA, no predictetvout its sign is made.
3.3 Sample selection and data

The sample of the Italian unlisted companies usei#st the research hypothesis has been taken8tbnitine
2013) from the AIDA database of Bureau van DijkeTdample has been selected on the basis of thetieele
criteria below: companies that have the legal fafificompany limited by share”; unlisted companiastive
companies; companies that prepare (not consoligidiedncial statement adopting the national accognt
standards; companies operating in sectors diffefeorh the financial one; companies with the finahci
statement available in the database for each yeahé period 2003-2011; companies with bank loans;
companies for which all the necessary data ardalai On the basis of the listed criteria, the gl@nncludes a
total of 90,594 observations.

Table 1 shows the main descriptive statistics rigfgrto the sample. They highlight some importaatéires of
Italian unlisted companies. Those that are impofianthe aims of this study refer to the levelgtod actual tax
rates and the levels of the bank loans. On avetaghk,of them are high. With reference to the disiemal level,
considering the Italian context, the sample maimgludes medium-large companies. Compared to other
contexts, however, they can appear small.

4. Results and discussion

Figure 1 shows the frequency distributions of eggsiof the Italian unlisted companies includedhia overall
sample. It highlights two discontinuities. The fimne is between the interval -1 and the intervdt is the so-
called discontinuity around zero. The second onefe/een the interval 1 and the interval 2.

52



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) JLINE|
Vol4, No.11, 2013 STE

The values assumed by the statistics Z, showedabieT2, confirm the statistical significance of ttweo

discontinuities. In fact: the interval -1 is sigoéntly under-represented (Z-70.50; p-value<0.0001); the
interval 1 is significantly over-represented;$B0.22; p-value<0.0001); the interval 2 is significantly emd
represented (Z-11.02;p-value<0.0001).

The frequency distribution of earnings should bprapimately smooth in the absence of earnings memagt
practices (Burgstahler and Dichev, 1997). Instéagimnerges an abnormally low frequency of slightggative
earnings (those that fall in the interval -1) amda®normally high frequency of slightly positivereags (those
that fall in the interval 1) that are consistenthamhe presence of earnings management to avosddole.g.
Burgstahler and Dichev, 1997). Thus, Italian uslistompanies with negative earnings manage earnmgard

to make them slightly positive to avoid losses. Btower, it emerges an abnormally high frequency of
observations in the interval 1 and an abnormally foequency of observations in the interval 2 tha¢
consistent with the presence of earnings managetoantnimize tax payments (e.g. Coppens and Pe@l5;2
Marques et al., 2011). Thus, Italian unlisted conigs with positive earnings manage earnings dowthvar
make them slightly positive to minimize tax paynsewts a result, Hypothesis 1 and Hypothesis 2 gezted.

To test whether the level of ATR impacts on thdidta unlisted companies’ earning management prastic
(Hypothesis 3), the overall sample is divided itwo sub-samples, consisting of the observationsvfich the
corresponding ATR is higher (HATR) or lower (LATR)an the median of the overall observations respaygt

The HATR frequency distribution of earnings (Fig@epresents (1) a discontinuity around zero, (®)tlaer
discontinuity between the interval 1 and the ind1®, (3) a peak of observations in the interva{4),a trend
that is convex to the left of zero and concavéright of zero.

The values assumed by the statistics Z (Table Bfjroo the statistical significance of the disconiiies. In fact:
the interval -1 is significantly under-represent@d,=-72.74; p-value<0.0001); the interval 1 is significantly
over-represented (Z65.06;p-value<0.0001); the interval 2 is significantly emdepresented (Z-12.55;p-va-
lue<0.0001).

In general, the HATR frequency distribution of éags has all the features of the case in whichafistcentives
encourage earnings management practices (e.g. Gopmel Peek, 2005; Goncharov and Zimmermann, 2006;
Marques et al., 2011). The HATR companies with tiggaearnings manage earnings upward to make them
slightly positive to avoid losses and those withsipee earnings manage earnings downward to ma&e th
slightly positive to minimize tax payments.

The LATR frequency distribution of earnings (Figu?@ presents (1) a discontinuity around zero, (8) n
discontinuity between the interval 1 and the irg¢®, (3) no peak of observations in the interv@he interval
of earnings to which corresponds the higher frequerf observations is one of the positive intervalshe right
of zero following the first one), (4) a trend tlimtonvex both to the left and to the right of zero

The values assumed by the statistics Z (Table diiroo the statistical significance of the disconiiy. In fact:
the interval -1 is significantly under-represent@d,=-13.20; p-value<0.0001); the interval 1 is significantly
over-represented (Z2.29; p-value<0.0001). The interval 2 does not have assilly significant difference
between the expected and the actual numbers ofvabems.

In general, the LATR frequency distribution of éags has all the features of the case in whictafiseentives

do not encourage earnings management practicesGepgpens and Peek, 2005; Goncharov and Zimmermann,
2006; Marques et al., 2011). The LATR companiesh wiégative earnings manage earnings upward to make
them positive and to avoid losses and, unlike tA&Risub-sample, those with positive earnings domahage
earnings downward to make them slightly positiveniaimize tax payments.

The frequency distributions of earnings of two salaples will not be different if the behaviourssofch two
sub-samples relating to certain incentives do iftérdinstead, it emerges that they are differémtaddition, the
pervasiveness of earnings management practicessllfetween the two sub-samples, as shown by tlexés
of pervasiveness (pp) reported in Table 3. Thdires referring to the earnings intervals of ingéfel, 1 and 2),
are always higher in the HATR sub-sample than énltATR sub-sample.

The HATR companies are more likely to manage egsihan LATR companies. Thus, Hypothesis 3 is tegec

To test whether the level of BL impacts on theidtalunlisted companies’ earning management practice
(Hypothesis 4), the overall sample is divided itwo sub-samples, consisting of the observationsvfich the
corresponding BL is higher (HBL) or lower (LBL) thahe median of the overall observations respégtive

Both the frequency distributions of earnings (Feg®) present (1) a discontinuity around zero, ([@)tlaer
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discontinuity between the interval 1 and the ind1®, (3) a peak of observations in the interva{4),a trend
that is convex to the left of zero and concavéright of zero.

The values assumed by the statistics Z (Table Afiroo the statistical significance of the disconiiies. With
reference to the HBL sub-sample, the interval digsificantly under-represented.{Z-59.85;p-value<0.0001),
the interval 1 is significantly over-represented=z1.12;p-value<0.0001), the interval 2 is significantly end
represented (Z-9.96; p-value<0.0001). With reference to the LBL sub-samphterval -1 is significantly
under-represented (Z-38.54;p-value<0.0001); the interval 1 is significantly owepresented (Z32.86;p-va-
lue<0.0001); the interval 2 is significantly undepresented (Z-5.27;p-value<0.0001).

In general, both the frequency distributions oh@ags have all the features of the case in whistafiincentives
encourage earnings management practices (e.g. Gopmel Peek, 2005; Goncharov and Zimmermann, 2006;
Marques et al., 2011). With reference to both thle-sample, the companies with negative earningsagen
earnings upward to make them slightly positivevtoid losses and those with positive earnings maeageings
downward to make them slightly positive to minimtag payments.

However, the pervasiveness of earnings managemactiqes differs between the two sub-samples, aarsiby
the indexes of pervasiveness (pp) reported in Tablheir values, referring to the earnings intenad interest
(-1, 1 and 2), are always higher in the HBL subsi@nthan in the LBL sub-sample.

The HBL companies are more likely to manage eamihgn LBL companies. Thus, Hypothesis 4 is refecte

The previous findings are partially in contrasthwihose of Moreira (2006). He has also found tlmtuguese
unlisted companies with higher levels of bank loaranhage earnings upward to avoid losses in a maragive
way than those with lower levels of bank loans. iistead, has found that Portuguese unlisted commpavith
higher levels of bank loans do not manage earnilmygnward to minimize tax payments in a more pemesi
way than those with lower levels of bank loans.Hds found that Portuguese unlisted companies vigheh
levels of bank loans tend to avoid losses and rigetaearnings to intervals not close to zero. THingncial
incentives limit Portuguese unlisted companies’cficas to manage earnings downward to minimize tax
payments. This does not happen in the Italian sbnte

The logit analysis, based on the model describevebstatistically confirm what has just emergeairfrthe
previous analysis. Table 5 shows its results.

The coefficient of the variable IATRB) is positive, as expected. This means that theRidlbservations have a
higher probability of falling in the interval 1 thahe LATR observations.

The coefficient of the variable IBLB{) is positive, differently from what is expectechi§ means that the HBL
observations have a higher probability of fallinghe interval 1 than the LBL observations.

The values of the two coefficients are consisteith the results of the previous analysis.

The coefficient of the variable InTA4) is positive. This means that the higher the tatsets, the higher the
probability of falling in the interval 1.

All the estimated coefficients are statisticallgrsficant p-value 0.0001). The goodness-of-fit test indicates
that the model fits the data very well.

5. Conclusion

Adopting the earnings distribution approach, thigdg has shown that Italian unlisted companiesliaedy to
practice earnings management. Those companiespaititive earnings manage them downward to bringnthe
close to zero minimizing tax payments. Those corgsamith negative earnings manage them upward to
overcome the threshold of zero decreasing the pitifyaof tax authorities’ investigations. As a tdts they tend

to report slightly positive earnings. Accordingpevious studies (e.g. Coppens and Peek, 2005;Udaret al.,
2011), this is consistent with the presence offigacentives.

The impact of fiscal incentives has been confirrhgdhe fact that earnings management practicesngira
bring earnings close to zero is observable amoegctimpanies that have higher ATR and not among the
companies that have lower ATR (e.g. Goncharov @mdri&rmann, 2006; Marques et al., 2011).

These findings confirm those of previous studieg.(Eoppens and Peek, 2005; Goncharov and Zimmerman
2006; Marques et al., 2011). In countries (as Jtalgere there is a close alignment between acaugyiraind tax
rules, fiscal incentives have a great impact oiisted companies’ earnings management practices.

This study, moreover, has shown that the Italialisted companies’ earnings management practices\atre
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limited by financial incentives, intended in terofslevels of bank loans. Rather, companies witthéigBL are
more likely to manage earnings than companies Witter BL. This is different from what happens ireth
Portuguese context (Moreira, 2006). This can erpldiy Italian banks does not give a great imporatacthe
financial information provided by the Italian uniéd companies’ financial statements and, as atrasiy they
require (informal) information additional to thoseported in financial statements to grant loandtatian
companies.

An important implication of the findings of thisusly is that the Italian unlisted companies’ earsiage not
unconditionally informative about their performanée a result, earnings should be interpreted waéthtion by
those who use the financial statements’ informatibhe findings should be beneficial to stakeholdansl
auditors of unlisted companies and tax authorities.

This study contributes to better understand easimg@nagement practices in unlisted companies amd no
English-speaking contexts that are little exploirediterature. Moreover, it contributes to betterderstand the
nature and consequences of the impacts of fischfiaancial incentives on earnings management jges:t

This study does not show neither the magnitudeaohirgs management nor the specific methods used to
manage earnings in the Italian context. This depemdthe disadvantages of the earnings distribtproach
(e.g. Healy and Wahlen, 1999; Yu et al., 2006). réfuee, further study are needed for a more coraplet
understanding of the Italian unlisted companiemegs management practices.
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Table 1. Descriptive statistics

2011 2010 2009 2008 2007 2006 2005 2004 total

Observations 11.052 11.251 11.275 11.416 11.336  11.277 11.185 11.802 90.594

Observations in positive intervals 7,893 8,364 7,457 8,346 9,179 8,964 8,819 9,390 68,412
71.42% 74.34% 66.14% 73.11% 80.97% 79.49% 78.85% 79.56% 75.51%

Observations in interval 1 1,413 1,323 1,266 1,235 1,187 1,371 1,337 1,344 10,476
12.79% 11.76% 11.23% 10.82% 10.47% 12.16% 11.95% 11.39% 11.56%

E:
Mean 0.0086 0.0133 0.0064 0.0153 0.0220 0.0193 0.0177 0.0205 0.0154
standard deviation 0.0513 0.0463 0.0466 0.0502 0.0429 0.0422 0.0417 0.0469 0.0464
first quartile -0.0038 -0.0002 -0.0100 -0.0021 0.0015 0.0010 0.0009 0.0009 0.0002
second quartile (median) 0.0054 0.0073 0.0042 0.0076 0.0118 0.0095 0.0093 0.0103 0.0080
third quartile 0.0271 0.0299 0.0234 0.0325 0.0383 0.0331 0.0321 0.0356 0.0315
ATR:
mean 0.5881 0.5427 0.5462 0.6168 0.6434 0.7678 0.7127 0.7068 0.6410
standard deviation 0.8246 0.6788 0.7944 0.8382 0.7533 0.9625 0.7969 0.8175 0.8155
first quartile 0.3107 0.2931 0.2181 0.3287 0.4024 0.4476 0.4295 0.4166 0.3557
second quartile (median) 0.4520 0.4324 0.4235 0.4604 0.5234 05994 0.5745 0.5653 0.5094
third quartile 0.7217 0.6827 0.6783 0.7248 0.7506 0.8394 0.8169 0.8108 0.7619
BL:
mean 0.2512 0.2466 0.2459 0.2489 0.2585 0.2478 0.2412 0.2394 0.2474
standard deviation 0.1704 0.1668 0.1686 0.1688 0.1737 0.1681 0.1646 0.1646 0.1683
first quartile 0.1045 0.1027 0.0984 0.1001 0.1073 0.1033 0.0973 0.0974 0.1012
second guartile (median) 0.2439 0.2393 0.2370 0.2395 0.2493 0.2379 0.2300 0.2277 0.2379
third quartile 0.3799 0.3728 0.3739 0.3787 0.3921 0.3764 0.3644 0.3624 0.3755
TA (/1.000):
mean 39,562 39,063 37,293 37,665 34,089 32,314 30,271 27,066 34,616
standard deviation 62,398 62,289 59,917 59,920 54,209 51,083 48,936 43,709 55,777
first quartile 10,872 10,726 10,071 10,177 9,319 8,766 8,124 7,161 9,254
second guartile (median) 19,407 19,124 17,980 18,239 16,237 15,380 14,134 12,641 16,486
third quartile 39,825 39597 37,413 37,973 34,342 32,408 29,881 26,606 34,762

A few observations take on extreme values. Sdalldescriptive statistics shown in the table ateutated after
eliminating the upper and the lower 1% of the obs#ons for each year.
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Table 2. Statistics;Zeferring to the overall sample
Earnings intervals
-2 -1 1 2
na 1.774 1.564 10.476 6.678
ne 1.627 6.125 4.121 7.747
oi 50.23 64.69 105.53 96.94
Z 2.93 -70.50 60.22 -11.02
p-value (two-tiled) 0.0034 <0.0001 <0.0001 <0.0001
Table 3. Statistics;/and ppreferring to the HATR and LATR sub-samples
Earnings intervals
-2 -1 1 2
HATR LATR HATR LATR HATR LATR HATR LATR
na 1.609 165 1.467 97 10.032 444 6.002 676
ne 1.441 187 5.821 305 3.735 387 7.099 648
Gi 47.18 16.03 59.85 15.72 96.80 25.09 87.43 31.31
Z 3.57 -1.34 -72.74 -13.20 65.06 2.29 -12.55 0.91
p-value (two-tiled) 0.0004 0.1802 <0.0001 <0.0001 .0801 0.0220 <0.0001 0.3628
pp 0.1166 0.1176 0.7480 0.6820 1.6859 0.1473 0.1545 043Q.
Table 4. Statistics;Zand ppreferring to the HBL and LBL sub-samples
Earnings intervals
2 -1 1 2
HBL LBL HBL LBL HBL LBL HBL LBL
na 1.066 708 912 652 6.757 3.719 4.129 2.549
ne 978 649 3.912 2.214 2.521 1.601 4.879 2.868
oi 38.84 31.81 50.12 40.51 82.88 64.48 75.28 60.48
Z 2.27 1.85 -59.85 -38.54 51.12 32.86 -9.96 -5.27
p-value (two-tiled) 0.0232 0.0643 <0.0001 <0.0001| .0801 <0.0001 <0.0001 <0.0001
pp 0.0900 0.0909 0.7669 0.7055 1.6803 1.3229 0.1537| 1110.
Table 5. The logit analysis results
Independent variables Predicted sign Estimatedicimeits p-value
IATR + +3.37363 <0.0000
IBL - +0.42857" <0.0000
InTA (2) +0.14756 <0.0000
[ ¥ (goodness-of-fit test) | 12.559.9 [ <0.0000
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Figure 1. Italian unlisted companies’ earningsriistion (overall sample)
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Figure 2. Italian unlisted companies’ earningsriistion (sub-samples obtaining dividing the ovesample on
the basis of the level of ATR)
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Figure 3. Italian unlisted companies’ earningsriistion (sub-samples obtaining dividing the ovesaimple on
the basis of the level of BL)
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