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Introduction
The concept of the quality of income has over the past few years been in the fo-

cus of attention of accountants and users of financial statements. The quality of in-
come can be reduced by accountancy error or management's manipulation. In the
context of the analysis of income smoothing it is believed that the higher levels of
total accruals are proof of poor quality of income (Kalelkar & Nwaeze 2011, p. 279).
It should be noted that accruals can either be a reflection of the income manipulation
or just be a normal accounting estimate based on future business expectations
(Beneish & Nichols 2005, p. 3). It is difficult to determine which accrual is a result of
manipulation, but there is evidence that their mere levels can roughly indicate forged
incomes, especially in companies with high levels of accruals. Thus, it can be conjec-
tured that income smoothing is a function of accrual manipulation, while accrual
intuitive value is used as a variable for the quality of the income.

The object of this paper is the accruals assertion, while the subject is the use of
the latter by Bulgarian public companies for income smoothing. The optimal timing
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for generating the accruals is a core of income smoothing. Managers try to smooth
the company's income, using their rights of discretion about the time of accrual the
estimated position to increase the costs in unusually good years and to reduce them in
unusually bad years (Bernard & Skinner 1996, p. 314).

1. Definition of the concept of accruals
In essence, accruals are adjustments for 1) revenues that have been realized, but

not yet reflected in the accounts and 2) costs that are incurred but not reflected in the
accounts. They are recorded as assets or liabilities (depending on the type) in the
balance sheet due to their high probability of realization. The accruals can be assigned
to balance sheet accounts, which include liabilities, receivables, goodwill, deferred
taxes and prepaid expenses. They are reported as "accrued" in the balance sheet on
the date at which payment begins to be expected and remain on the balance sheet until
they are actually paid. According to the accrual principle, it is possible recognition of
future costs as incurred in the current period. Under IFRS, if the amount and timing of
future liabilities are known at the time, their reflection in the financial reporting is
happening thanks to the accruals.

The term accruals is also used as a synonym of accrued expenses and accrued
revenues that share a common name, but they have opposite economic / accounting
characteristics. Income consists of two components: accruals and operating cash
flows. Accruals, in turn, are divided into discretionary and non-discretionary. The
accrual component imposed by the accounting regulator in adjusting the company's
cash flows is non-discretionary accruals. These are mandatory costs that have not yet
been incurred but have already been reported in the books. An example is electricity
consumption for the next month. On the other hand, the accrual component that man-
agers choose within the flexibility of accounting regulations for the adjustment of
cash flows are discretionary accruals. This is a cost that is not mandatory (such as an
expected bonus management), which is to be realized, but is recorded in the books.
According to Dechow, Sloan and Sweeney, discretionary accruals often give manag-
ers opportunities to manipulate income, which is explained by the availability of
flexibility (Dechow, Sloan and Sweeney 1995, p. 202).

Based on the definitions and examples of accruals there can largely be sought
analogue with the accrual principle, which is applied in Bulgarian accounting prac-
tice. From this perspective, revenues and expenses arising from transactions and
events are accrued at the time of their occurrence, regardless of the time of receipt or
payment of cash or its equivalents and are included in the financial statements for the
period to which they relate. For example, if we sell goods to a customer during the
current month (year), but the customer pays for them in the next month (year), the
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sale proceeds will be recognized in the current month (year) and not in the following
month (year) when the money is received.

In summary, with regard to Bulgarian accounting practice, accruals are accrued
revenues and expenses that are defined as temporary differences when the related
cash flows are received or paid in a different accounting period than the current
accounting period.

2. Application of accruals for income smoothing
While examples so far refer to the non-discretionary accruals, from now on the

attention will be focused on the discretionary accruals, as means for identifying the
smoothing of income.

Figure 1 illustrates the application of discretionary accruals by management in
order to smooth the income by curtailing (hiding) it in good years and inflating (re-
vealing) it in bad years. The result of this procedure is a manifestation of the Perma-
nent income.

Fig. 1. The use of discretionary accruals within IFRS to adjust reported earnings as a
permanent income (Chaney, Jeter, and Lewis 1998, p. 107).

Notes: Y*t is the Permanent income for year t; the reported income R*t is equal to the Permanent
income for year t; PRjt are the potentially reported income for year t, under scenario j; Rjt are the
reported income for year t in scenario j; Yjt are the income before discretionary accruals for year t
in scenario j (CFOjt + NDAjt); CFOjt are cash flows from operating activities for the year t sce-
nario j; NDAjt are non-discretionary accruals for year t in scenario j.
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Let's assume that Y*t represents the best management's assessment of the level of
Permanent corporate income. The graphic presentation of income before discretionary
accruals in a given year is obtained by adding non-discretionary accruals to the cash
flows. In Figure 1, the 45 degree line represents what should be reported if manage-
ment cannot exercise discretion in reporting. The horizontal line represents what will
be reported, if management can exercise discretion over all accruals and thus reports
income exactly equal to its assessment of Permanent corporate income. The third line
presents the restrictions imposed by IFRS on income reporting1.

Suppose that the level of income for period t is Y1t. In this case, the management
realizes that potential income that the company can report (PR1t) will be increased
and this would lead to unwanted downward trend in future periods. The desire of
management is to report income in section R*t, but the restrictions of IFRS does not
permit it. In this situation, the managers use their right of discretion, without violating
IFRSs and report negative discretionary accruals graphically represented as (R1t,
PR1t).

On the other hand, suppose that the level of income for period t is Y2t. In this
situation, management understands that the current period includes temporary net
negative components and reports positive discretionary accruals to offset (in part)
these components. Again, as in the previous situation, the management would prefer
to report incomes in point R*t, but it was limited by IFRS and the compromise solu-
tion is R2t* reporting. The reported levels, although not as high as R*t, are higher than
PR2t*. Discretionary accruals are represented as R2t, PR2t*. Similarly, as in the exam-
ple, reported real income is unlikely to be equal to the management's assessment of
Permanent corporate income, but will generally be closer to it than in the absence of
discretionary accruals. Thus, the reported values (R1t and R2t) are smoother or closer
to the assessment of Permanent incomes than potentially reported (PR1t and PR2t).

By definition, it is expected that if income smoothing is performed by all accru-
als, the focus is on discretionary rather than non-discretionary accruals. Therefore, it
is predicted that the levels of discretionary accruals in a given year depend on the
relationship between income before discretionary accruals and permanent income
(income smoothing). It is assumed that if income in the current year before discre-
tionary accruals is lower than that reported in the previous year discretionary accruals
will be positive. On the other hand, if income in the current year before discretionary
accruals is higher than that reported in the previous year, discretionary accruals will
be negative.

Based on the important theoretical relationships between income smoothing and
accruals, Hypothesis 1 is presented as follows:
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Companies smooth their incomes by covering the lower incomes of the current
year with higher (unaccounted) from the previous. Alternatively, if the current in-
comes are higher than those in the previous year, companies smooth their incomes by
transferring income for subsequent periods (Permanent Earnings Hypothesis).

3. Methodology for the calculation of accruals and identifying income
smoothing

This study uses a sample of public companies that are part of the segments Pre-
mium and Standard of BSE. There are two objective reasons for constructing the
sample with the most liquid public companies traded on the Bulgarian stock market.

The first is that, according to Watts and Zimmermann's political cost hypothesis,
high incomes are a substitute variable for political and public attention (Watts &
Zimmermann 1978, p. 115)2. Therefore, company management has an incentive to
smooth out incomes and reduce political costs. The second reason stems from the
need for a subsequent study of the relationship between income smoothing and stock
prices. The sample of companies is comprised of 66 companies, using cross-sectional
data for 2012 and 2013 in the test for the permanent income hypothesis.

Since permanent income is practically unobservable, this hypothesis is formu-
lated considering that for the purpose of management there is used the reported in-
come from previous periods. The study of Sibson and Company indicates that most
companies have set specific annual targets as part of their strategic plan (Sibson &
Company 1992). For example, Heinz reports that they set targets that are 115% higher
than previous years or actual results. Although the realization of a target higher than
100% is realistic, the focus of the formulated hypothesis and the results reported in
this study is aimed at a 100% target against the realized income from the previous
reporting period.

The process of proving the research hypothesis involves the consecutive calcula-
tion, firstly, of total accruals and consequently of discretionary accruals. Next, it is
necessary to calculate the income for the current and the previous period, without any
discretionary accruals, i.e. income before its eventual smoothing (manipulation).

The Chaney, Jeter, and Lewis approach is used in the calculation of the total ac-
cruals as follows (Chaney, Jeter, and Lewis 1998, p. 107):

, (1)

Where:
T – total accruals;
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∆СА – changes in current assets;
∆CL – changes in current liabilities;
∆Cash – change in cash and cash equivalents;
∆STD – change in debt included in current liabilities;
Depit – depreciation costs;
Assetsi,t-1 – total assets.

Taking into account the information available in the annual financial statements
of the companies in the sample, the variables of equation (1) are defined as follows:

СА – Current assets. These are cash or other assets that the company expects to
be converted into cash within one year or a period corresponding to the duration of
the operating cycle of the company. Current assets are presented in the company's
balance sheet in the order of their liquidity, i.e. the ease and time required to be con-
verted into cash. Among the current assets of the company are: Cash, Receivables,
Short-Term Investments in Marketable Securities, Inventory, Prepaid Expenses.

CL – Current Liabilities. These are liabilities of the company, which it is ex-
pected to repay within one year. Examples of current liabilities are: Accounts Pay-
able/Expenses Payable, Notes Payable, Current Maturities of Long-Term Debt and
Interest Payable.

Cash – Cash and cash equivalents.
STD – The current maturities of long-term debt and other short-term debt in-

cluded in current liabilities during period t. These are Current Maturities of Long-
Term Debt and Notes Payable. Here for this variable there are used the debt items that
are part of the current liabilities of the balance sheet - Liabilities to financial institu-
tions (Bonds up to 1 year, Liabilities to financial institutions up to 1 year).

Depit – Depreciation and Amortization

To calculate discretionary accruals there is used Cross-sectional data in the Jones
model (2005), modified by Kothari, Leone and Wasley as follows (Kothari, Leone
and Wasley 2005, p. 13):

, (2)

In the regression equation total accruals, changes in sales and the level of prop-
erty, plant and equipment are weighted with assets at the beginning of the year.

Return on assets is added as an additional control variable, because previous
studies found that the model of Jones is mistakenly specified when applied to samples
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of firms with extreme financial performance. Non-discretionary accruals (NDA) are
predictive values of regression (2), and discretionary accruals (DAP) are the standard-
ized residual values of regression. Income before discretionary accruals is calculated
by deducting discretionary accruals (PDI = NI - DAP) from net income.

To test the Permanent Earnings Hypothesis (income smoothing), it is necessary
to calculate the following regression equation with Cross-sectional data:

, (3)

Where:
DAPi are discretionary accruals for company i and period t;
Fi – a variable for a predictable indicator equal to 1 if the current income before

the discretionary accrual of company i exceeds the income before discretionary ac-
cruals from the previous reporting period; and equal to 0 - otherwise;

Boti – an indicator variable that accepts value 1 if the company's income are
ranked in the lower 10% of the sample in year t; and 0 otherwise. The sample of
companies in the study are classified into 10 groups in ascending order on the basis of
net income.

D/Ei – debt / equity for firm i in period t. The values for this ratio are taken from
the calculated coefficient Long Term Debt / Equity from the site infostock.bg;

MV/BVi – market / book value of equity of company i for period t. The values
for this ratio are taken from the calculated coefficient P/B from the site infostock.bg;

The variable for the predicted F indicator is calculated by comparing the incomes
before the discretionary accruals (cash flows from operating activities plus non-
discretionary accruals) with the income from the previous year. If income before
discretionary accruals already exceeds the income from the previous year, the vari-
able for the predicted indicator F is equal to one. In this case, if managers smooth the
company's income there are expected negative discretionary accruals. On the other
hand, if income before discretionary accruals is smaller than those in the previous
year, predictable indicator F is zero. If managers use their discretion to report in-
comes closer (or even higher) to levels of the previous year, discretionary accruals
are expected to be positive.

The model includes variables to control the level of leverage, the potential for
growth (measured as in Collins, Kothari, Shanken, & Sloan, as a ratio between market
value and book value of equity (Collins & Kothari 1989, p. 166) and the effect of
performance within the selected sample (measured via the Bot variable).
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The control variable for leverage is included because firms with high values of
the debt / equity ratio are more likely to manipulate their accruals in order to avoid
the suspension of payments on debt (See Daley & Vigeland 1983, p. 198), while the
probability of debt manipulation in low leverage companies is unlikely (Ahmed,
Godfrey & Saleh 2008, p. 121). On the other hand, it should be borne in mind that
companies with very high values of the debt / equity ratio are usually more closely
monitored and managers may not have enough freedom to report positive discretion-
ary accruals (Jung, Soderstrom and Yang, p. 650).

If a company has significant growth opportunities, increasing the company's
working capital may lead to positive accruals. For example, when a firm grows, re-
ceivables and inventories may grow at a higher rate than current liabilities. In order to
control the performance of a particular firm with respect to the rest of the sample, the
variable Bot is added to the regression equation. If incomes are ranked in the lower
10% of the industry, the company could be a candidate for "taking a bath" in account-
ing for the current period.

4. Results
Descriptive statistics
Table 1 presents the discretionary accruals from the regression model (3) for the

data sample divided by the predicted indicator F. Overall, about 68% of companies
have earnings before discretionary accruals lower than those in the previous year. As
predicted discretionary accruals are positive for companies whose income before
discretionary accruals is lower than income in the previous year (hereinafter called
the sample with lower incomes) and negative for companies whose income before
discretionary accruals is higher than those in the previous year (hereinafter called the
sample with higher incomes). The average discretionary accruals for the lower-
income sample are 0.552, while those for the higher-income sample are -0.9701.
Table 1 provides evidence that 100% of the companies in the selected sample report
discretionary accruals, according to the forecast of their direction in the particular
year.

Table 2 illustrates that companies in the higher-income sample (F = 1) have a
slightly larger debt than companies in the lower-income sample, while they, on the
other hand, have higher average values for the MV / BV ratio.
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Table 1
Descriptive data for discretionary accruals

according to predictable indicator F

0 1 2 3 4/ /i i i i i iDAP F Bot D E MV BV          

Notes: F = 1 if current income before discretionary accruals of i exceeds income before discretionary
accruals from the previous reporting period.
F = 0 if current income before discretionary accruals of the company i is less than income before
discretionary accruals from the previous reporting period.

Company DAP F = 1 Company DAP F = 1 Company DAP F = 0 Company DAP F = 0

ALCOMET -1.7644697 1
MOMINA
KREPOST -0.1310275 1

AGRIA GROUP
HOLDING 0.7287694 0

St. St. Constantine and
Helena Holding 0.6644979 0

BIOVET -1.0984869 1 PETROL -0.0482128 1 ALBENA AD 0.2270735 0 SVILOSA 0.6447752 0

ELHIM-ISKRA -0.2222891 1
SPARKY
ELTOS -0.0955862 1

ALBENA INVEST
HOLDING 0.4196505 0

SEVERCOOP GAMZA
HOLDING 1.1588662 0

EMKA -0.2834128 1 SPEEDY -2.4059749 1 AROMA 0.1557255 0 SINERGON HOLDING 0.3687182 0

ENEMONA -0.8684113 1 TK-HOLD -0.0575393 1 ASENOVA KREPOST 0.509557 0 SYNTHETICA 0.1434771 0

ETROPAL -0.4845062 1 UNIPACK -0.3895387 1 BG AGRO 1.1182423 0 SUNNY BEACH 0.4927361 0

INVESTOR.BG -0.111138 1 UNIPHARM -2.6800265 1 BILLBOARD 0.3794464 0 SOLARPRO HOLDING 0.1317253 0
KORADO-

BULGARIA -1.6956395 1 FAZERLES -0.9114754 1 BIOIASIS 0.1928104 0 SOPHARMA 0.4329052 0

LAVENA -1.6498446 1

HYDRAULIC
ELEMENTS

AND SYSTEMS -1.5385661 1
BULGARTABAC

HOLDING 0.8162963 0 SOPHARMA TRADING 0.1392607 0

LOMSKO PIVO -3.6005023 1
HOLDING NOV

VEK -0.1240599 1 VARNA PLOD 1.7116337 0
SOFIA COMMERCE-
PAWN BROKERAGE 2.2353186 0

M + C
HYDRAVLIK -0.2105122 1

VELGRAF ASSET
MANAGEMENT 0.8615089 0

STARA PLANINA
HOLD 0.2978202 0

MEAN 32% ENERGONI 0.3209264 0 TODOROFF 1.754575 0
ENERGOEMONT-

HOLDING 0.0674887 0 TOPLIVO 0.2695602 0

GOLDEN SANDS 0.3441993 0 TRACE GROUP HOLD 0.4979741 0
ZARNENI HRANI

BULGARIA 0.0462196 0 FAVORIT HOLD 0.3696327 0
INDUSTRIAL CAPITAL

HOLDING 0.2935902 0 FORMPLAST 0.0961933 0
INDUSTRIAL HOLDING

BULGARIA 0.7126641 0 HYDROIZOMAT 2.0581408 0

INTERSOLAR VARNA 0.8859714 0 CHIMIMPORT 0.1155374 0

IHB ELECTRIC 0.2199954 0 HIMSNAB BULGARIA 0.3215658 0
ODESSOS SHIPREPAIR

YARD 0.5465172 0 HOLDING VARNA 0.2895604 0

MONBAT 0.6939287 0

TCHAIKAPHARMA
HIGH QUALITY

MEDICINES 0.2833974 0

NEOCHIM 0.0733468 0 YURI GAGARIN 0.1825676 0
BULGARIAN RIVER

SHIPPING 0.5635157 0

MEAN 68%

-0.97

0.552
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Table 2
Descriptive statistics of the average

Variables, according to the predictable indicator F

0 1 2 3 4/ /i i i i i iDAP F Bot D E MV BV          

Notes: F = 1 if current income before discretionary accruals of i exceeds income before discretionary
accruals from the previous reporting period.
F = 0 if current income before discretionary accruals of the company i is less than income before
discretionary accruals from the previous reporting period.

F=1 F=1 F=0 F=0 F=1 F=1 F=0 F=0
0.35 0.07 0.23 0.32 1.16 1 1.81 0.62
0.49 0.27 0.16 0.04 0.45 0.18 0.61 1.29
0.03 0.34 0.06 0 2.01 0.36 0.48 0.3
0.15 0.53 0.21 0.12 1.59 9.31 0.5 0.22
0.19 0 0.54 3.63 0.65 1.44 1.24 25.05
0.03 0.27 0 0.03 4.29 1.03 1.41 0.21

0 0.09 0.42 0.01 2.25 1.16 0.84 0.35
0.04 0.03 0 0.16 0.25 0.97 44.94 1.64
0.76 0 0.01 0.12 2.13 10.23 7.27 2.4
0.07 1.74 0 0.27 0.32 3.57 1.11 0.21
0.02 1.03 0 9.35 3.73 2.81

0.01 0.45 0.01 0.37
0.83 0.04 1.15 0.24
0.02 0.19 0.08 2.45
0.07 0 0.43 0.2

0 0.92 2.76 2.78
0.18 0.06 0.64 0.21
0.18 0.21 0 0.13
0.08 0.04 0.38 1.03
0.03 0.18 0.74 0.61
0.07 0.08 2.28 0
0.21 0.08 1.58 0.96
0.07 0.46

MEAN 0.26047619 0.252444444 2.557142857 2.634

Debt/Equity MV/BVi
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Regression results
Tables 3 and 4 present the results of evaluating the regression model (2), which

displays discretionary accruals such as residues of regression. First of all, there is
checked the adequacy of the evaluated regression model. Assumed is significance
level α = 0,05. The assumed reference level of significance α = 0,05 and the calcu-
lated level of significance αemp. are compared. In calculating the model with data for
2013 and 2012 it is found that α = 0,05 is greater than αemp. = 0,000. It proves that the
model is adequate. From the 2013 data model, it is clear that 71.5% of the variance of
the dependent variable is triggered by the independent variables, whereas in the calcu-
lation of the 2012 data model, 83.7% of the variance of the dependent variable is
caused by the independent variables.

Table 3
Verification of adequacy of the model

10 1 2 3 4(1/ )t ti i i iT ASSETS SALES PPE ROA            for 2013

Model R R Square

Adjusted

R Square

Std.

Error of

the

Estimate

Change Statistics

R Square

Change

F

Change df1 df2

Sig. F

Change

1 ,715a ,511 ,479 ,72576 ,511 15,932 4 61 ,000

a. Predictors: (Constant), MvBv, F, Bot, DebtEquity

Next, it is necessary to check the reliability of the individual regression coeffi-
cients. From the analysis of the data for 2013 in Table 4 it is concluded that the re-
gression coefficients of the four independent variables are statistically significant. The
variance of the dependent variable is most affected by the variable
1 / Assetsi, t-1. In assessing the regression model with data for 2012 it is found that
all regression coefficients of independent variables except ΔSales / Assetsi, t-1 are
statistically significant. The variation of the dependent variable is mostly determined
by the variable 1 / Assetsi, t-1.
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Table 4
Estimates of regression coefficients

for 2013

Model

Unstandardized
Coefficients

Standard-
ized

Coeffi-
cients

t Sig.

95% Confidence
Interval for B

B Std. Error Beta

Lower

Bound

Upper

Bound

1 (Constant) 3,588E-7 ,000 1,287 ,203 ,000 ,000

1/ASSETSt-1 -,031 ,003 -1,740 -10,431 ,000 -,036 -,025

delta SALESt -,025 ,005 -,902 -5,217 ,000 -,035 -,015

PPE -1,107E-6 ,000 -,152 -2,221 ,030 ,000 ,000

ROAt -4,488E-8 ,000 -,241 -2,608 ,011 ,000 ,000
a. Dependent Variable: Т/ASSETSt-1

Tables 5 and 6 present the results of the calculation of the regression equation
(3). First of all, the adequacy of the regression model is proven, which shows that
71.5% of the variance of discretionary accruals is triggered by independent vari-
ables.

Table 5
Verification of adequacy of the model

0 1 2 3 4/ /i i i i i iDAP F Bot D E MV BV           for 2013

Mod

el R

R

Square

Adjusted R

Square

Std. Error

of the

Estimate

Change Statistics

R Square

Change

F

Change df1 df2

Sig. F

Change

1 ,715a ,511 ,479 ,72576 ,511 15,932 4 61 ,000

a. Predictors: (Constant), MvBv, F, Bot, DebtEquity

10 1 2 3 4(1/ )t ti i i iT ASSETS SALES PPE ROA           
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Table 6
Regression results from the relationship between discretionary accruals DAP

and Predictable F indicator

0 1 2 3 4/ /i i i i i iDAP F Bot D E MV BV          

Estimates of the parameters

Intercept F Bot Debt/Equity MV/BV F-value R-Square

0.571* -1.526* 0.051 -0.016 -0.012 15.932 0.511

Notes: * significant at a level of significance of 0.05

F = 1, if the current income before discretionary accruals of company i exceeds
income before discretionary accruals from the previous reporting period;

Bot = 1, if the income of company i are ranked in the lower 10% of those for the
industry in year t;

D / Ei is the debt / equity ratio for company i over the period t;
MV / BV is defined as the market / book value of equity of company i for period

t using the P / B ratio.

The free member's assessment is positive and significant at a level of signifi-
cance of 0.05, while the coefficient of the variable for the predicted indicator Fi is
negative and significant, also at a level of significance of 0.05. The positive assess-
ment of the free member indicates that companies reporting current incomes before
discretionary accruals, lower than those in the previous year (F=0) report positive
discretionary accruals, which is consistent with the formulated hypothesis for perma-
nent income. Accordingly, when companies report incomes before discretionary
accruals higher than those in the previous year (F=1), discretionary accruals are ex-
pected to be negative. The assessment of discretionary accruals is measured as the
sum of the free member and the variable for the predictable indicator F. The negative
value of the predictive indicator variable demonstrates the existence of an inverse
relationship between discretionary accruals and independent variable F, which is in
line with the expectations in the formulated hypothesis 1. The estimates of the remain-
ing three parameters of the regression equation Bot, Debt / Equity and MV / BV are
not statistically significant, which suggests that they do not affect variance in discre-
tionary accruals.

Conclusion
This study provides evidence that managers use accruals to smooth the com-

pany's income. The direction of discretionary accruals in a given year is predicted by
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comparing income before discretionary accruals with reported income from the pre-
vious year. It is found that if current income before discretionary accruals is lower
than reported income in the previous year, discretionary accruals are positive. On the
other hand, when current income before discretionary accruals is higher than reported
income in the previous year, discretionary accruals are negative. Table 1 provides
evidence that 100% of the companies in the selected sample report discretionary
accruals in line with the forecast for their direction in the particular year. This proves
that Bulgarian companies smooth their incomes by covering the lower incomes of the
current year with higher (unaccounted) from the previous year.

Notes:
1. The line of restrictions imposed by IFRS may be different from displayed. In

some cases, IFRS cannot prevent the company's management to account amounts
equal to permanent income, while in others, the restrictions arising from IFRS may be
larger than shown.

2. The hypothesis of the political costs is related to the attention the company
receives from external parties such as environmental groups and competitors.

According to it relatively large companies use creative accounting techniques
that reduce the company's income as opposed to the aspirations of the smaller ones.
This hypothesis implies that the size of the company and the income levels are con-
sidered as variables that indicate a political or public attention. As a result, the man-
agers of companies tend to apply creative accounting techniques that reduce compa-
nies' income to minimize the focus on them.
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