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SAMENVATTING 

 

In dit proefschrift onderzoek ik de verslaggevingskeuzes die organisaties maken en de invloed van 

de accountant op deze keuzes. Dit onderzoek ik in twee specifieke sectoren, te weten voor 

ziekenhuizen en voor woningcorporaties. Door onderzoek te doen in deze twee sectoren heb ik de 

mogelijkheid om de invloed van specifieke regelgeving en motieven van verslaggevende 

organisaties en de invloed van de accountant op de verslaggevingskeuzes in kaart te brengen. Dit 

is om twee redenen relevant. Veel onderzoek naar verslaggevingskeuzes richt zich op organisaties 

met winstoogmerk. Onderzoek naar verslaggevingskeuzes door organisaties zonder winstoogmerk 

(non-profitorganisaties) verdiept onze kennis over de vraag in hoeverre deze keuzes afhangen van 

de situaties waarin ondernemingen zich bevinden. Inzicht in deze verslaggevingskeuzes is ook 

praktisch relevant omdat de financiering en governance van ziekenhuizen en woningcorporaties 

zijn gebaseerd op het uitgangspunt dat zij door middel van de jaarrekening juiste, tijdige en 

betrouwbare financiële informatie verschaffen. Naarmate de informatie in deze jaarrekeningen 

meer afhankelijk is van keuzes van het management en de keuzes afhangen van de belangen van 

de onderneming, dan wel de manager, komt dit uitgangspunt meer onder druk te staan.  

In hoofdstuk 2 onderzoek ik winststuring (earnings management) door ziekenhuizen, 

waarbij ik mij voornamelijk focus op winstegalisatie (income smoothing). Winstegalisatie houdt 

in dat managers delen van resultaten van financieel goede jaren verantwoorden in financieel 

slechtere jaren en vice versa. Ziekenhuismanagers kunnen belangen (motieven) hebben om de 

gerapporteerde resultaten in de jaarrekening door middel van winststuring aan te passen. Ik 

onderscheid een viertal mogelijke motieven. Ten eerste, ziekenhuizen zijn sterk afhankelijk van 

banken voor hun financiering. Verondersteld wordt dat banken wisselende resultaten (volatiliteit 

in resultaten) interpreteren als indicatie van meer risico en dat zij hiervoor gecompenseerd willen 

worden door een hogere rente. Ziekenhuizen kunnen trachten dit tegen te gaan door middel van 

winstegalisatie. Ten tweede, zowel grote positieve resultaten als negatieve resultaten kunnen 

leiden tot negatieve aandacht van de media en van de overheid. Ziekenhuizen met grote positieve 

resultaten hebben er daarom belang bij deze resultaten deels uit te stellen en pas te rapporteren in 

jaren waarin het financieel minder goed gaat. Ten derde, ziekenhuizen moeten met 

zorgverzekeraars onderhandelen over nieuwe budgetten. Hoge winsten zorgen er mogelijk voor 
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dat zorgverzekeraars minder activiteiten willen financieren of de vergoedingen verlagen.1 Het 

laatste motief om de resultaten boekhoudkundig aan te passen heeft te maken met de 

arbeidsmarktperspectieven van de bestuurders. Binnen de ziekenhuissector is sprake van een 

zekere differentiatie van bestuurdersbeloningen (met name op basis van de omvang van het 

ziekenhuis). Het is plausibel dat bij een overstap naar een bestuursfunctie met een hogere beloning 

een track record van stabiele resultaten wordt meegewogen.  

Om winststuring2 aan te tonen maakt voorgaand onderzoek vaak gebruik van modellen 

gebaseerd op de aanpak van Jones (Jones, 1991). Deze aanpak is gebaseerd op de gedachte dat 

overlopende posten (accruals) een schattingselement bevatten. Jones probeert door middel van 

haar model de overlopende posten te splitsen in een discretionair deel (discretionary accruals) en 

een niet-discretionair deel (non-discretionary accruals). Dit is gebaseerd op de veronderstelling dat 

geldende verslaggevingsvoorschriften de omvang van deze overlopende posten begrenst, maar dat 

binnen deze grenzen het management een bepaalde vrijheid heeft bij het toepassen van de 

voorschriften. Ik laat zien dat er methodologische nadelen kleven aan de gehanteerde 

onderzoeksmodellen in de literatuur naar winststuring in de ziekenhuissector gebaseerd op deze 

aanpak van Jones. Derhalve moeten de uitkomsten van die voorgaande onderzoeken met de nodige 

voorzichtigheid worden geïnterpreteerd. Ik onderzoek winstegalisatie in de periode 2000-2008.  

De toenmalige financiering van de Nederlandse ziekenhuissector maakt het mogelijk om 

winststuring te onderzoeken zonder het Jones-model met de daaraan klevende methodologische 

bezwaren te gebruiken. Het voorlopige budget van een individueel ziekenhuis werd berekend op 

basis van een aantal parameters. Dit budget werd verantwoord in de jaarrekening. Na enige tijd 

(dit kon vele jaren duren) werd het definitieve budget berekend. De verschillen tussen het 

voorlopige budget en het definitieve budget werden in het jaar dat het definitieve budget werd 

vastgesteld verantwoord in de resultatenrekening onder de post ‘correcties WTG-budget 3 

voorgaande jaren’ (of kortweg ‘correcties voorgaande jaren’). In de toelichting op de jaarrekening 

werd beschreven op welke jaren deze correctie betrekking had. Dit geeft de mogelijkheid te 

berekenen wat de verantwoorde winst in een jaar had moeten zijn, en deze kan dan afgezet worden 

                                                 
1 Daarnaast is het mogelijk dat verzekeraars geen contracten willen afsluiten met financieel zwakkere ziekenhuizen. 

Dit zou een reden kunnen zijn voor ziekenhuizen om winsten boekhoudkundig naar boven aan te passen. Dit motief 

is echter niet uitgewerkt in hoofdstuk 2. 
2 Winstegalisatie is een vorm van winststuring. 
3 Via de Wet Tarieven Gezondheidszorg (WTG) werden de tarieven in de gezondheidszorg gereguleerd.  
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tegen de in dat jaar gerapporteerde winst. Op basis van deze specifieke kenmerken is het mogelijk 

om te onderzoeken of ziekenhuizen winsten egaliseren. Mijn resultaten laten zien dat ziekenhuizen 

inderdaad de ‘correcties voorgaande jaren’ gebruiken om de resultaten te sturen in een patroon dat 

consistent is met winstegalisatie.  

In hoofdstuk 3 onderzoek ik earnings management bij woningcorporaties en focus ik 

specifiek op de keuzes met betrekking tot de waardering van vastgoed. Veel 

verslaggevingsvoorschriften vragen om een toepassing die onafhankelijk is van de specifieke 

omstandigheden van de verslaggevende organisatie. In eerder onderzoek is aangetoond dat 

dergelijke toepassingen toch vaak samenhangen met bepaalde organisatiekenmerken, wat dan 

geïnterpreteerd wordt als een opportunistische toepassing. De keuze tussen de 

waarderingsgrondslagen historische kostprijs versus reële waarde is eerder onderzocht vanuit dit 

perspectief van opportunistische keuzes. In hoofdstuk 3 onderzoek ik of deze keuze voor 

woningcorporaties samenhangt met de schuldpositie en verder of de schuldpositie ook samenhangt 

met het bepalen van de hoogte van de waarde. Een samenhang met de schuldpositie kan duiden op 

een opportunistische keuze en bepaling van de waarde. 4   

Woningcorporaties kunnen hun bezit waarderen tegen a) historische kostprijs (de 

verkrijgings- of vervaardigingsprijs) of, indien lager, bedrijfswaarde (alle verwachte kasstromen 

contant gemaakt), of b) tegen bedrijfswaarde.5 Bedrijfswaarde is niet indentiek aan fair value, 

omdat bedrijfswaarde in tegenstelling tot fair value niet marktconform is. Bedrijfswaarde wordt 

echter bepaald door een contante waarde berekening die duidelijke gelijkenis vertoont met de 

bepaling van fair value op basis van de ‘income apporach’, zodat de bevindingen grote 

overeenkomsten hebben met het in de International Financial Reporting Standards gehanteerde 

begrip fair value (reële waarde). In de literatuur wordt gesteld dat fair value meer informatie 

verschaft aan de gebruiker, maar dat het ook onbetrouwbaarder is dan historische kostprijs. 

Vanwege de verwantschap tussen de bedrijfswaarde en fair value zijn de uitkomsten ook relevant 

voor de discussie over de betrouwbaarheid van fair value. In hoofdstuk 3 onderzoek ik het effect 

van de schuldpositie van woningcorporaties op de keuze van de waarderingsgrondslag (historische 

kostprijs of bedrijfswaarde) en onderzoek ik of woningcorporaties, naarmate zij meer met vreemd 

                                                 
4 Het zou kunnen dat de verslaggevingskeuze ook verklaard kan worden doordat financiers van de woningcorporaties 

met veel vreemd vermogen verlangen dat de woningcorporaties gaan rapporteren op basis van actuele waarde. Dit 

omdat de actuele waarde relevanter is dan de historische kostprijs. In hoofdstuk 3 ga ik hier verder op in. 
5 Met ingang van 2012 zijn de waarderingsgrondslagen gewijzigd. Zie RJ 645 voor meer informatie. 
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vermogen zijn gefinancierd, ook agressiever zijn in het schatten van de parameters die als input 

dienen voor de waardebepaling. Het veronderstelde motief waarom corporaties die met meer 

vreemd vermogen gefinancierd zijn eerder voor bedrijfswaarde kiezen en daarbij agressiever zijn 

in het schatten van de waarde is het volgende: woningcorporaties die met relatief veel vreemd 

vermogen zijn gefinancierd, hebben er belang bij om hun eigen vermogen door middel van 

boekhoudkundige aanpassingen te verhogen. Dit verhoogt de uit de jaarrekening blijkende 

solvabiliteit. Dit kan mogelijk van invloed zijn op de financieringskosten van de corporatie en een 

negatieve beeldvorming van financiële zwakte in de media voorkomen. Dit boekhoudkundig 

verhogen van het eigen vermogen kan onder andere door de keuze van de waarderingsgrondslag 

(de bedrijfswaarde is minimaal gelijk aan de historische kostprijs, maar meestal is de 

bedrijfswaarde (veel) hoger dan de historische kostprijs), of door agressief (boekwaarde 

verhogend) te zijn in het schatten van de parameters ten behoeve van, met name, de bedrijfswaarde 

berekening. Een voorbeeld hiervan is het kiezen van een relatief optimistische schatting van 

verwachte huurstijgingen. Dit leidt tot een hogere bedrijfswaarde en dus een hoger eigen 

vermogen. De literatuur heeft laten zien dat bepaalde bedrijfskenmerken, bijvoorbeeld 

solvabiliteit, invloed hebben op de keuze van de waarderingsgrondslag. Het vernieuwende aan het 

gerapporteerde onderzoek in hoofdstuk 3 is dat ik, voor zover mij bekend, de eerste ben die deze 

bedrijfskenmerken koppelt aan de schattingen gemaakt ten behoeve van de 

bedrijfswaardeberekening. Om dit te kunnen onderzoeken maak ik gebruik van de unieke situatie 

dat de toezichthouder van de woningcorporaties veel data over woningcorporaties verzamelt en 

voor toezichtsdoeleinden zelf ook een bedrijfswaarde berekent. Deze bedrijfswaarde gebruik ik als 

een objectieve benchmark om de gerapporteerde waarde in de jaarrekening mee te vergelijken. In 

lijn met eerder onderzoek laten de uitkomsten van mijn onderzoek zien dat woningcorporaties die 

met relatief meer vreemd vermogen zijn gefinancierd (lagere solvabiliteit) eerder voor 

bedrijfswaarde kiezen. Zowel onder de waarderingsgrondslag historische kostprijs als onder de 

grondslag bedrijfswaarde gedragen woningcorporaties zich opportunistisch in hun waarderingen, 

maar verrassend is dat de uitkomsten suggereren dat onder historische kostprijs woningcorporaties 

zich opportunistischer gedragen dan onder bedrijfswaarde.6 Deze uitkomsten zijn relevant, want 

                                                 
6 In hoofdstuk 3.5.3. geef ik voorbeelden van de wijze waarop ook binnen de bepaling van waarde op basis van 

historische grondslagen het management keuzes kan maken om de waarde opportunistischer vast te stellen. Hierbij 

kan gedacht worden aan de keuze van de afschrijvingstermijnen, wel of niet activeren van bepaalde posten, 

leeftijdverlenging van complexen etc. 
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zij laten zien dat de zorgen die in de literatuur worden geuit over de discretie van het management 

(omgekeerd samenhangend met de betrouwbaarheid) bij toepassing van level 2 en level 3 van de 

fair value hierarchy 7  in de setting van dit onderzoek moeten worden afgewogen tegen een 

kennelijk evenzeer bestaand risico van opportunistische toepassing van de historische-kostprijs 

grondslag.  

Waar ik in de hoofdstukken 2 en 3 onderzoek heb gedaan naar de verslaggevingskeuze van 

organisaties, onderzoek ik in hoofdstuk 4 de rol van de accountant in de verslaggevingskeuzes. 

Hierbij kies ik opnieuw voor woningcorporaties als de setting van mijn onderzoek. Eerder 

onderzoek heeft laten zien dat bepaalde kenmerken van het accountantskantoor (bijvoorbeeld de 

big-4 kantoren versus de non-big-4 kantoren en het marktaandeel van het accountantskantoor) 

positief zijn geassocieerd met de kwaliteit van de accountantscontrole. Ook is bekend dat bepaalde 

kenmerken van de accountant (bijvoorbeeld industrie-expertise) positief zijn geassocieerd met de 

controlekwaliteit. Maar omdat de namen van de aftekenende accountants tot voor kort veelal maar 

beperkt openbaar waren, is de hoeveelheid empirische studies naar de invloed van accountants, 

individueel of gezamenlijk, op de controlekwaliteit vooralsnog beperkt. Tot op heden is er nog 

geen onderzoek gedaan of industrie-expertise van collega audit-partners in dezelfde firma de 

expertise van de aftekenend accountant versterkt. Hoewel dit een voor de hand liggende 

veronderstelling lijkt, is op voorhand  niet te zeggen of industrie-expertise van collega’s positief 

bijdraagt aan de kwaliteit van de aftekenend accountant. Onderzoek in de 

organisatiewetenschappen laat zien dat individuen profiteren van de aanwezige kennis in een 

organisatie, maar aan de andere kant laat onderzoek zien dat beloningsstructuren en cultuur binnen 

een accountantsorganisatie er voor kunnen zorgen dat kennis niet wordt gedeeld. Daarnaast kan 

het zo zijn dat, als de aftekenend accountant zelf een industrie-expert is, de kennis van de collega’s 

niet bijdraagt aan de kwaliteit van de controle om de eenvoudige reden dat de aftekenend 

accountant zelf deze kennis al bezit.  

Controlekwaliteit is lastig te definiëren en hangt sterk af vanuit wiens perspectief men kijkt 

(Knechel et al., 2012). In hoofdstuk 4 ontwikkel ik een nieuwe, contextspecifieke maatstaf voor 

controlekwaliteit, welke voortbouwt op de inzichten uit hoofdstuk 3. Voor corporaties die als 

waarderingsgrondslag bedrijfswaarde hebben gekozen (een aantal corporaties waardert ook tegen 

                                                 
7 De bedrijfswaarde is vergelijkbaar met level 3 van de reëlewaardehiërarchie. Dit betreft de situatie waarin de 

marktprijzen in actieve markten niet direct observeerbaar zijn. 
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historische kosten) vergelijk ik de waarde van het vastgoed in de jaarrekening met de waarde zoals 

berekend door de toezichthouder. Het verschil tussen deze twee vormt de basis voor mijn maatstaf 

van controlekwaliteit, aangezien dit een indicatie is voor agressieve waardering van vastgoed wat 

de accountant dient te beperken, vooral als dit gerelateerd is aan de financiële situatie. Voor de 

berekening van de industrie-expertise van de aftekenend accountant en van zijn collega aftekenend 

accountants sluit ik aan bij de literatuur. Ik meet dit aan de hand van zijn respectievelijk hun 

marktaandeel in de woningcorporatiesector. Vervolgens onderzoek ik of de industrie-expertise van 

de aftekenend accountant, de industrie-expertise van zijn collega accountants en de interactie 

daartussen geassocieerd zijn met de controlekwaliteit. 

De belangrijkste bevindingen van hoofdstuk 4 zijn als volgt. Ten eerste blijkt dat industrie-

expertise van de accountant de kwaliteit van de controle vergroot. Ten tweede dat industrie-

expertise van de accountant belangrijker is, naarmate de woningcorporatie onder meer financiële 

druk staat (gemeten aan de hand van de solvabiliteit). Ten derde laten de resultaten zien dat de 

industrie-expertise van de collega’s bijdraagt aan een hogere kwaliteit van de controle, mits het 

industrie-expertiseniveau van deze collega’s boven een bepaald minimum ligt. Ten slotte blijkt dat 

de bijdrage van de industrie-expertise van de collega’s aan de controlekwaliteit niet afhangt van 

de industrie-expertise van de aftekenend accountant zelf. 

Onderzoek naar de effecten van industriespecialisatie op de controlekwaliteit vinden 

meestal plaats op kantoorniveau en, meer recentelijk, op partnerniveau. In enkele gevallen wordt 

ook de interactie tussen kantoor- en partnerspecialisatie onderzocht. Het vernieuwende aan mijn 

onderzoek is dat mijn onderzoek zich richt op een tussenniveau, namelijk de industrie-expertise 

van de collega’s. Dit kan inzicht geven in of het bijeenbrengen van industrie-expertise in een 

kantoor de controlekwaliteit beïnvloedt. Dit is een potentieel interessant onderzoeksgebied voor 

toekomstig onderzoek en draagt bij aan onze kennis over de invloed van accountants op de 

controlekwaliteit. De resultaten van dit proefschrift laten zien dat ook in organisaties zonder 

winstoogmerk accountingkeuzes opportunistisch worden gemaakt en dat een goede controle van 

de jaarrekening dit kan beperken. Er blijven uiteraard ook veel vragen over. Met name het effect 

van kennisdeling binnen accountantsorganisaties lijkt een belangrijk thema voor toekomstig 

onderzoek waar zowel gebruikers als accountants veel baat bij kunnen hebben. 
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CHAPTER ONE 

INTRODUCTION 

 

This thesis is concerned with determinants of financial reporting practices and the influence of 

auditors on financial reporting outcomes. I study these topics in two specific not-for-profit settings, 

thus enlarging our empirical knowledge of both accounting as well as auditing on the basis of new 

data.  

Chapter 1 introduces the thesis and explains how Chapters 2 to 4 relate to each other. In Chapter 

2 income smoothing by Dutch hospitals is examined. In Chapter 3 the choice of the measurement 

basis and the discretionary valuation of real estate for Dutch Social Housing Associations are 

examined. In Chapter 4, again for Dutch Social Housing Associations, the effects of assembled 

audit partner industry expertise (industry expertise of both the audit partner who signs the audit 

opinion and his colleague audit partners in the same audit firm) on audit quality are examined. 

Chapter 5 provides a general conclusion. 

 

1.1 Accounting choice  

In this thesis I study accounting choices. In the context of research done in the field of determinants 

and consequences of accounting choices a commonly used definition for accounting choices is the 

one of Fields et al. (2001): ‘An accounting choice is any decision whose primary purpose is to 

influence (either in form or substance) the output of the accounting system in a particular way, 

including not only financial statements published in accordance with GAAP, but also tax returns 

and regulatory filings.’ (p. 256). This definition fits the topics in this thesis well as managerial 

intent is key to this definition and, as we will see later in this thesis, managerial intention (choices 

made by the board) is also a central element in this thesis. However, firstly it is important to realize 

that the concept of accounting choices includes all judgments and decisions made regarding 

accounting policies applied in the financial statements and even beyond financial statements.  

Secondly, it is important to realize that accounting choice is not a trivial issue. Preparing the 

financial statements of even a moderately complex organization involves a large number of 
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decisions and judgments in the choice and application of policies for recognition, measurement, 

and disclosure.  

Financial statements are important for both resource allocation and efficient contracting. 

For example, financial statements inform shareholders in their decisions to buy or sell shares, and, 

in many jurisdictions, they serve as the legal basis for declaring dividends. Financial statements 

support banks in the decision whether or not to provide loans, and also provide a basis for defining 

loan terms such as ratio covenants. In the not-for-profit sector, donors may use accounting 

measures to assist them in making donation decisions, and these decisions may, for instance, 

involve explicit or implicit contracts to observe specific expense ratios (see Krishnan et al., 2006 

for a brief literature review). The conceptualization of accounting choice in terms of information 

asymmetry arising in principal-agent settings with costly contracting holds, in principle, the 

promise of powerful explanations of accounting practice. Watts and Zimmerman (1986) were the 

first ones to articulate this under the heading of ‘Positive Accounting Theory’: a theory that predicts 

and explains observed accounting behaviour (Watts and Zimmerman, 1986). 

Principal-agent theory explains how the need for contracting emerges together with 

resource allocation because of the diverging interests of the principal (those supplying the 

resources) and the agent (those managing the resources supplied by the principal), in combination 

with information asymmetry. Financial reporting is among the instruments that principals and 

agents may use to mitigate agency problems, but, like other instruments, it is costly, and more 

fundamentally, it is subject to agency problems itself. Both in managing resources and in reporting 

about the management of resources, the interests of the principal and the agent are not always 

aligned, and as a consequence the agent may report, (i.e. make accounting choices) in a way that 

is not in the best interests of the principal.  

Regulation of the contents of financial statements (in any form, but here referred to 

generically as accounting standards) especially when coupled with enforcement (by auditors or 

otherwise) may of course significantly restrict the scope for accounting choice. From the principal-

agent perspective referred to above, accounting standards can be a form of efficient contracting, 

but the same perspective predicts that accounting standards will leave significant scope for 

managerial discretion because, like any form of contracting, accounting standards are costly. As 

explained by Ewert and Wagenhofer (2005), earnings quality increases as discretion in standards 

decreases with tighter standards, but the costs of such tighter standards might actually be higher 
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than the benefits. Quite often the discretion offered in accounting standards has the negative 

connotation of creative accounting or even fraud, leading to the assumption that less discretion is 

always to be preferred. This is, however, one side of the coin. It is important to realize that any role 

of financial statements in a principal-agent setting is based on their capacity to communicate 

information. Fields et al. (2001) state that accounting choices by themselves may provide 

information to outsiders. Ewert and Wagenhofer (2011) state that prohibiting some forms of 

discretion, such as whether to expense or capitalize R&D costs, might lower the information 

content of financial statements.8 Accounting standards will therefore reduce but not eliminate 

managerial discretion over accounting choice. Significant discretion will always exist, as it is 

neither possible nor desirable to eliminate it in full. 

The literature has analyzed managerial incentives in making accounting choices in several 

different, but related, ways. For example, Fields et al. (2001) distinguish the following three 

categories of incentives: contracting, asset pricing, and influencing external parties. Contracting 

relates to the motive/incentive to influence one or more contractual arrangements of the firm by 

accounting choices. Examples of such contracts are compensation contracts of the board and debt 

covenants. Examples of accounting choices to influence contractual outcomes are managing 

earnings upward to get a bonus or managing earnings upward to ensure that debt ratios in the 

contract are not violated. An attempt to influence prices of assets such as company’s market-traded 

shares, would be driven by an asset pricing incentive. This can, for example, be done by providing 

less well-informed parties with information about the timing, magnitude and risk of future cash 

flows. Of course asset pricing can also be used opportunistically by the manager. For example, by 

self-interested managers in the belief that opportunistic use of asset pricing can result in higher 

compensation and/or higher reputation. The third category of incentives is influencing external 

parties. Via accounting choices managers may for instance try, depending on the situation, to lower 

reported profits in order to influence tax authorities to grant tax-exempt status, to avoid attracting 

the attention of competitors, or to obtain a better position in budget negotiations with health 

insurance companies. Like the influential work on positive accounting theory by Watts and 

Zimmerman (1986) on which it builds, the classification of incentives by Fields et al. (2001) is not 

intended as an exhaustive description of factors influencing accounting choice. The economics-

                                                 
8  Another type of cost is that in case of stricter accounting standards, managers may switch to real earnings 

management. This may have a greater negative impact on the value of the firm more than a lower reporting quality 

because of accruals based earnings management. 



4 
 

based accounting literature has made it abundantly clear that concrete incentives for accounting 

choices, e.g., to increase, decrease, or smooth income in a given period, are very much contingent 

on complex and potentially unstable configurations of the costs, benefits, and constraints faced by 

the various interested parties. These variable incentive configurations combined with a wide range 

of potential accounting choices, under the different accounting standards regimes observable in 

practice, allow an almost infinite variety of financial reporting patterns. It is therefore not surprising 

that accounting choice is a much-researched field. The determinants and implications of accounting 

choice have been examined empirically since (at least) the 1960s. In the 1990s about 10% of the 

papers in the three top journals addressed questions related to accounting choices (Fields et al., 

2001), and there is no reason to assume that the interest in this topic has decreased in more recent 

years. 

 

1.2 Research on accounting choice: between the general and the specific 

The paradigm of Positive Accounting Theory sets an agenda of economics-based empirical 

research to test hypotheses relating variance in accounting practice to proxies of relevant decision 

variables (incentives, costs, constraints). At a high level of abstraction, this theoretical framework 

provides a complete explanation of accounting practices in the sense that, if all incentives and costs 

are known, all variation in accounting choice, barring perhaps residual random variation, can be 

explained. As Watts and Zimmerman (1986, p. 10) acknowledged, ‘the world is complex and 

changing’, so they naturally disclaimed to expect a perfect theory. They foresaw multiple partial 

and competing theories, but even so they were confident about the possibility of economically 

significant results of reasonable stability and generalizability. 

As indicated above, the paradigm and frame of mind of Positive Accounting Theory has 

been extremely fruitful in generating a large body of research, even as the label of ‘Positive 

Accounting Theory’ itself has fallen into disuse. This literature has documented some well-

established regularities, such as the relationship between income-increasing accounting choices 

and debt ratios (Brown et al., 1992; Choi et al., 2013; Cotter and Zimmer, 1995; Dietrich et al., 

2000; Lin and Peasnell, 2000). Nonetheless, it can hardly be said that the literature has resulted in 

a relatively parsimonious set of propositions that persistently explain a significant proportion of 

variance in accounting practice. Rather, the literature has tended to branch out to investigate even 

more specific patterns of accounting choice in a widening range of specific settings. Whether this 
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implies that empirical accounting research is inherently of low generalizability because research 

based on the positive accounting paradigm is by definition dependent on time- and situation-

specific conditions is rarely discussed in a fundamental sense.  

Most research on earnings management, earnings quality, or audit quality has been carried 

out among for-profit firms. Researchers have attempted to find relationships between choices made 

under the discretion offered by Generally Accepted Accounting Principles and various incentives 

for earnings management. A large proportion of this research has attempted to capture the 

aggregate effect of multiple accounting choices by using aggregate accrual models. To study 

earnings management many papers based their methodology on the Jones model and the modified 

Jones model (Stolowy and Breton, 2004). These models have made important contributions to the 

literature and have the advantage of applicability across a wide range of firms. Their drawback is 

that these models, used to divide total accruals in discretionary and non-discretionary accruals tend 

to have a low explanatory power (low R2) and that, generally the relation between the estimated 

discretionary accruals and the proxies for assumed incentives is not very strong. Moreover, little is 

known about the behaviour of accruals in the absence of discretion. Significant doubts have been 

expressed about the ability of such general models to detect earnings management (See McNichols, 

2000; and Fields et al., 2001, for research design issues in earnings management studies). It may 

be noted in passing that while her study provided the literature with a widely used proxy for 

accounting choice, the setting examined by Jones in the paper which introduced her seminal model 

was very specific.9   

Consequently, many researchers have examined accounting choices (including earnings 

management) in specific settings which may be characterized by unique regulation or incentives, 

as well as opportunities to observe accounting choices with much more specific and presumably 

more precise measures than aggregate (discretionary) accruals. Well-researched settings include 

the banking and insurance industries, with significant and specific accruals such as loan loss 

provisions, claim loss reserves for property-casualty insurers, or classification of securities as 

trading or investment (Ahmed et al., 1999; Barth et al., 2017; Healy and Wahlen, 1999; 

Kanagaretnam et al., 2004). Such settings may also have specific principal-agent problems, 

allowing the formulation of precise hypotheses.  

                                                 
9 She examined earnings management during import relief determination by the International Trade Commission 

(Jones, 1991). 
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As indicated above, the extent to which empirical accounting research aims to find stable 

and generalizable results is a fundamental but not frequently addressed question. It is beyond the 

scope of this dissertation, in which I pragmatically take the position that, in the present state of the 

literature, research in specific settings, allowing specific hypotheses and precise measures of 

accounting choice, is likely to result in the most useful contributions. Such usefulness will be 

correspondingly greater as the economic significance of the reporting issues in the setting under 

investigation increase.  

 

1.3 Contents and contribution of the thesis 

 

This thesis consists of three studies on accounting choice in not-for-profit settings in the 

Netherlands, in particular Dutch hospitals and Social Housing Associations. The hospital sector 

(Chapter 2) and the social housing industry (Chapter 3 and Chapter 4) are both economically and 

socially highly relevant. For example, in 2008 (the last year of the examined period in Chapter 2) 

20 billion euros were spent on the hospital sector10 and in 2011 (the examined year in Chapter 3) 

more than a third of the total housing stock in the Netherlands was classified as social housing, 

owned by Social Housing Associations.11 

In essence, principal-agent problems also exist in the not-for-profit sector, with the same 

types of incentives as in the for-profit sector. Despite the fact that their financial reporting 

implications cannot be analyzed in terms directly copied from the for-profit sector, for instance 

because the not-for-profit sector does not typically have shareholders, equivalent analyses are 

certainly possible. According to Helmig et al. (2004) p. 104 ´The direct link with the financial 

economics literature is to be found in the treatment of the “cost of capital,” the average cost of 

using the funds present in the organization, be it debt or other funds.'. My specific settings allow 

me to examine accounting choices, to develop more precise measures for accounting choices than 

traditionally applied in accounting research, and to utilize new data on auditors to provide the 

accounting and auditing literature with new insights. 

 In Chapter 2 income smoothing by Dutch hospitals is examined. Hospitals depend for their 

funding on banks, and their revenue depends to a considerable extent on budgets negotiated with 

                                                 
10 http://www.eengezondernederland.nl/heden_en_verleden/zorg/zorguitgaven 
11 http://www.aedes.nl/content/elementen/feiten-en-cijfers.xml 

http://www.aedes.nl/content/elementen/feiten-en-cijfers.xml
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health insurance companies. One can therefore view the board of the hospital as the agent, and 

banks and health insurance companies as the principals. For funding reasons hospital boards have 

an incentive to smooth their income stream, while for budget negotiations hospitals have an 

incentive not to report high profits. The latter incentive is also supported by the political cost 

hypothesis as formulated by Watts and Zimmerman (1986). Excessive profits will attract media 

and government attention, which might influence, amongst others, the level of funding or increase 

pressure to spend more money on care. The labour market for hospital CEOs also provides an 

incentive to report stable and moderately positive earnings as this increases current job certainty 

and increases CEOs’ labour market value. To examine income smoothing I use a specific feature 

of the funding system of Dutch hospitals which allows hospitals to postpone revenue (both positive 

and negative) to future periods and to choose the moment of recognition of these postponed 

revenues. One of advantages is that the measure for earnings management based on this feature has 

fewer methodological limitations than models based on the Jones approach. I find that hospitals 

manage their earnings in line with their incentives. 

Social Housing Associations are mainly funded by banks, so that one can view the board 

of the Social Housing Association as the agent and the banks as principals. To the extent that banks 

base their funding decisions on the reported values of the housing association’s real estate portfolio, 

boards might have an incentive to adjust the reported numbers. In Chapter 3 I examine the influence 

of leverage on the choice of the measurement basis (historical cost versus current value) as well as 

on the carrying amount of the real estate of the Social Housing Associations. The influence on the 

carrying amount is measured by a specific feature of my research setting. All Social Housing 

Associations have to file information about the current value of their portfolios with the Dutch 

Social Housing supervisor and based on that information, the supervisor assesses and adjusts the 

reported values. These adjusted values provide an independently assessed benchmark to compare 

the reported values to. This value is compared with the value reported in the financial statements 

and this comparison is the basis for the research done in Chapter 3. This approach yields a more 

direct and precise measure of the impact of accounting choices than often used accruals models. I 

find that Social Housing Associations that are more highly leveraged are more likely to choose 

current value than historical cost as their measurement basis. Both under historical cost and current 

value Social Housing Associations influence the carrying amount in line with their incentive 

implied by leverage. Surprisingly, Social Housing Associations that use current value as their 
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measurement basis are less opportunistic in determining the carrying amount than Social Housing 

Associations that choose historical cost as their measurement basis.  

Besides information needed to calculate the value of the real estate, Social Housing 

Associations have to report the name of the audit firm and the name of the audit partner who signs 

the audit opinion. The names of the audit firm involved in the audit is disclosed in the financial 

statements. However, in general, the names of the signing audit partner were not available in both 

the not-for-profit sector and the for-profit-sector (although there is a recent tendency disclosing 

this information in many sectors and many countries). For the Social Housing Associations, the 

names of the audit firm as well as the names of all individual audit partners are known. This turns 

out to be a unique feature of my specific setting that offers the opportunity to examine the influence 

of both the individual audit partner industry expertise, the collegial partner industry expertise as 

well as their combination on audit quality. This research question has, to the best of my knowledge, 

not been examined yet. It is relevant in the context of accounting choice, as it provides more insight 

into the mechanisms that determine the extent to which auditors constrain accounting choice. I find 

that audit partner industry specialization is positively associated with audit quality. Partner industry 

specialization becomes more important when Social Housing Associations have more incentives 

to be opportunistic in their financial reporting. Only in those situations that the industry expertise 

of audit partner colleagues is sufficiently high, audit industry expertise spills over. There is weak 

evidence that if the audit partner himself is an industry expert the spillover effect is lower.  

To conclude: the examined specific settings provide the opportunity to develop more 

precise models for accounting choices than most traditional models. Moreover, the settings 

examined have their own incentives and costs. This yields the opportunity to examine accounting 

and auditing questions from a different angle. The measures of accounting choice used in this thesis 

as well as some of the incentive structures are specific to the settings under investigation and are 

in that sense not easily generalizable. Yet, research in accounting choice is likely to advance in the 

manner of carefully adding new pieces to a jigsaw puzzle. This will sometimes lead to a more 

complete understanding of known regularities, as is the case for the confirmation in this thesis that 

the relationship between leverage and accounting choice also holds in the context of Dutch Housing 

Associations. It may yield results that seem worthwhile to explore in other settings, such as the 

notion that historical cost measurement of property may be as susceptible to discretionary 

accounting choices as current value measurements. And it may lead to findings that may indeed be 
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purely of a local character, such as earnings management by means of revenue budget forecasts by 

Dutch hospitals. Yet even these results contribute to our understanding of the richness of the 

phenomenon that is financial reporting practice. Or it may open the way to other research questions 

related to an empirical observation, such as the collegial partner industry expertise spillover raising 

the question how this process takes places. I want to end this introduction with a metaphor from 

Bloomfield et al. (2016), to bring out the importance of using new data. Those who gather new 

data are building lampposts that allow them to find insights they think will contribute to the 

literature, rather than looking under existing lampposts to find whatever contributions are already 

illuminated. (Bloomfield et al., 2016 p. 390). 
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CHAPTER TWO 

INCOME SMOOTHING BY DUTCH HOSPITALS 12 

 

 

 

Abstract: Research indicates that hospitals manage their earnings. However, these findings might 

be influenced by methodological issues. In this study, I exploit specific features of Dutch hospitals 

to study income smoothing while limiting these methodological issues. The managers of Dutch 

hospitals have the opportunity not only to postpone revenues to future periods but also to choose 

the moment of recognition of the postponed revenue. These postponements and recognitions can 

be positive as well as negative and have to be disclosed in hospitals’ financial statements. I show 

that the patterns found with respect to postponing revenue and the recognition of postponed revenue 

are consistent with the expectation that hospitals attempt to smooth their income. 

 

 

  

  

                                                 
12 This chapter is based on Boterenbrood, R. (2014). Income smoothing by Dutch hospitals. Journal of 

Accounting and Public Policy, 33 (5), 510-524. 

 

http://www.sciencedirect.com/science/journal/02784254
http://www.sciencedirect.com/science/journal/02784254
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2.1. Introduction 

 

Financial statements can be of great importance for the governance and funding of hospitals, 

depending on the specific institutional context and the funding arrangements in place. In the 

hospital sector, these statements are often used for accountability and funding decisions because 

they are expected to provide an objective view of the hospital’s financial resources and 

performance. However, the objectivity of accounting numbers can be affected by a form of 

manipulation known as earnings management. Typically, accounting relies on estimates and 

managerial discretion which typically provides some scope for managing reported numbers within 

the confines imposed by a regulatory framework and a financial audit. As a consequence, earnings 

management can affect funding decisions that could result in the misallocation of funds and wasted 

resources. In turn, earnings management can lead to a loss in social welfare (Jegers, 2010). 

Despite extensive research on earnings management in for-profit enterprises (for a review 

see Healy and Wahlen, 1999; for a discussion of the commonly used research designs see 

McNichols, 2000), there is relatively little research on earnings management in nonprofit hospitals 

(see Ballantine et al., 2007, p. 421), or in the nonprofit sector in general (as concluded by 

Verbruggen et al., 2008, p. 17). The few empirical studies in this area investigate a diverse group 

of methods for earnings management. Blanchard et al. (1986) examine the effect of incentive 

schemes on the accuracy of hospital information in the state of Washington. The regulation in force 

at that time provided incentives to bias forecasts of costs and volume. They find that hospitals 

biased the budgeted data in line with the incentives. Eldenburg and Soderstrom (1996) extend the 

research carried out by Blanchard et al. (1986) and also find that hospitals bias information in line 

with the incentives. 

More recent studies on earnings management at hospitals include those carried out by 

Leone and Van Horn (2005) and Ballantine et al. (2007). Both of these studies report evidence of 

earnings management, or to be more precise income smoothing by hospitals.13 Eldenburg et al. 

(2011) extend the literature on earnings management by examining the real operating decisions of 

nonprofit hospitals. 

                                                 
13 Income smoothing is one of the patterns of earnings management (see Scott, 2012).  
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Both Leone and Van Horn (2005) and Ballantine et al. (2007) use approaches that are 

problematic under certain conditions. Both studies find evidence that nonprofit hospitals smooth 

income to just above zero by using two widely applied research approaches to for-profit earnings 

management. One approach is to consider the shape of the frequency distribution of the earnings 

and to look for indications that the incidence of ‘small losses’ is unusually low. This approach has 

gained considerable popularity since it was first used by Burgstahler and Dichev (1997) but has 

since then lost favor following the fundamental criticisms by, among others, Durtschi and Easton 

(2005, 2009). The second and more traditional approach used by Leone and Van Horn (2005) 

involves making an estimate of the so-called discretionary accruals. Accruals are elements of profit 

that are not directly tied to cash flows, such as depreciation and provisions. Discretionary accruals 

are those accruals that are not simply mandated by accounting standards. While some depreciation 

is inevitable, the amount of depreciation expense recorded in a given year depends on the 

depreciation method as well as on the estimates of the useful life of the assets that are, within limits, 

discretionary. In this traditional approach, discretionary accruals are estimated by the researcher 

and subsequently ‘backed out’ of the reported earnings to estimate the ‘unmanaged earnings’. 

Inferences about earnings management are made on the basis of the properties of the discretionary 

accruals and the unmanaged earnings that depend on the specific pattern of earnings management 

(i.e., maximizing, minimizing, or smoothing reported earnings) that is hypothesized in a specific 

setting.  

While widely used, this ‘backing out’ approach is not without its problems, especially when 

used to investigate income smoothing, a type of earnings management that seems to be the most 

relevant for hospitals (Ballantine et al., 2007; Leone and Van Horn, 2005). In a critical review of 

the earnings management literature, Elgers et al. (2003, p. 406) state that:  

“... unmanaged earnings, defined as the difference between reported earnings and 

an error-prone (emphasis added) discretionary accrual estimate, creates patterns of 

measured discretionary accruals that appear to support the anticipatory income 

smoothing hypothesis, even in the absence of earnings management”. 

As I discuss in greater detail in Section 3, these problems are particularly acute in the 

investigation of income smoothing in a nonprofit setting. Although Leone and Van Horn (2005) 

try to mitigate this problem, I show that the possibility exists that their results are influenced by 

problems inherent in the ‘backing out’ approach. Consequently, their results therefore do not 



13 
 

provide an unambiguous indication of income smoothing. In order to address these methodological 

issues, I use a specific discretionary item to calculate the amount of earnings management as well 

as statistical tests that are insensitive or less sensitive to estimation errors. In this paper, I study 

income smoothing at nonprofit hospitals in the Netherlands based on a specific element of the 

funding system and on the financial reporting requirements. On this basis, I find that hospitals 

smooth their income.  

The remainder of my paper is organized as follows. In Section 2.2, I describe the 

institutional setting of the Dutch hospitals, discuss the opportunities for income smoothing by 

means of so-called prior-year realized revenue corrections, and state the hypotheses. In Section 2.3, 

I discuss the issues raised with respect to the ‘backing out’ approach based on an estimation of 

discretionary accruals and describe the research design used in this paper to test the hypotheses. 

Section 2.4 comprises the data collection and descriptive statistics. Results are in Section 2.5, 

followed by a conclusion in Section 2.6. 

 

2.2. Institutional setting and development of hypotheses 

 

2.2.1. Institutional background 

 

Generally speaking, hospitals in the Netherlands are nonprofit institutions whose main source of 

funding is provided by a system of mandatory health insurance. The insurance is provided by 

private, mainly for-profit, insurance companies that are required by law to insure all inhabitants of 

the Netherlands against the costs of basic medical treatment. The insurance companies compete 

over the premium that they charge for the basic package, and the insured can choose their own 

insurance company (Van Kemenade, 2007, p. 108). If desired by the insured, (s)he can opt for 

supplementary insurance. Although in this respect healthcare is hardly funded by taxes, the Dutch 

government attempts to control the costs of healthcare by capping aggregate spending by hospitals 

(a limit known as ‘macro border’). The sum of all individual hospital budgets must not exceed the 

macro border. The individual budget is the maximum amount a hospital can spend. The individual 

hospital budget is based on a set of parameters relating to its infrastructure costs (for example, 

energy, maintenance, and depreciation), the availability of facilities (based on the number of 
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inhabitants in the region), capacity (fixed prices for beds and medical specialists), and volume 

(based on the agreed-upon volume of treatments rather than the real volume). These parameters, 

relating to capacity as well as to the expected number of treatments, are determined ex ante in 

negotiations between the hospital and the insurance company, leading to a preliminary budget. The 

preliminary budget is the amount of revenue that is recognized for that year. However, it is possible 

for the hospital and the health insurance company to negotiate ex-post adjustments to the 

parameters, and hence of the budget, if, for instance, the health insurance company believes that 

additional treatments should be reimbursed. The final budget (actual revenue) is determined after 

the year end. This process is explained in greater detail in section 2.3. 

  Each hospital treats clients from different health insurance companies. To prevent hospitals 

from having to negotiate the volume of the medical services, and hence the preliminary budget, 

with several insurance companies and to control the costs of the process, the insurance company 

with the highest market share in a specific hospital conducts the negotiations. The other health 

insurance companies follow the agreements made by this health insurance company. The outcome 

of the negotiations is then approved by the Dutch Healthcare Authority. From 1988 until 2005, all 

of the revenues were determined on the basis of this system.  

Since 2005, some treatments have been based on a new system, the so-called b-segment. In 

this segment, both volume and prices are freely negotiable between the hospital and the health 

insurance company. As such, the incremental volume increases the total amount of revenue. This 

system was implemented to liberalize price setting with respect to hospital care and to obtain a 

better insight into hospital costs and performance (Brandenburg, 2008, p. 76). Under the b-segment, 

hospitals do not have the opportunity to shift revenue, so these modifications are ignored for the 

purpose of this paper.  

 

2.2.2. Smoothing incentives 

 

Within the context described above, several incentives for income smoothing exist.14 The first is 

related to the cost of debt. Dutch hospitals are to a large extent responsible for raising their own 

                                                 
14  The reader is referred to Jegers (2010) for a general overview of agency conflicts in nonprofit 

organizations and their effect on earnings manipulations.     
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long-term funding. Because Dutch banks use the financial statements of hospitals for funding 

decisions (see Schaepkens, 2001), reporting a smoother income stream can lead to lower interest 

rates or other more favorable borrowing conditions, as shown analytically by Trueman and Titman 

(1988). Cheng and Subramanyam (2008) show empirically that a larger variance in earnings leads 

to a lower credit rating. While these findings relate to the for-profit sector, similar considerations 

might well provide incentives for income smoothing in the Dutch hospital setting.  

A second potential incentive for income smoothing can be derived from the political cost 

hypothesis, first formulated by Watts and Zimmerman (1986). Watts and Zimmerman (1986) 

expect that the greater the risk of a firm facing a costly political intervention, the more likely it is 

that the management of that firm will try to postpone current profits to a future period. Again, the 

rationale can be extended to the nonprofit sector. After all, the media and the general public pay 

increasing attention to the profitability of nonprofit entities funded by taxpayers’ money or, in the 

case of hospitals, mainly by insurance premiums of a quasi-tax nature. To lower the political costs 

associated with unfavourable media and government attention, managers of highly profitable 

hospitals might try to lower their reported income. Interviews with the heads of the financial 

departments of hospitals have provided anecdotal evidence in support of this hypothesis.  

A third incentive lies in the wish to obtain a better position in budget negotiations with 

health insurance companies. Health insurance providers use financial statements of hospitals for 

funding decisions (Schaepkens, 2001). Again, on the basis of anecdotal evidence from interviews 

with employees of health insurance companies, large reported profits might increase the probability 

that the health insurance companies will refuse to raise the hospital’s budget or fund extra activities. 

This refusal means that the hospital has to fund its extra activities from the existing budget.  

The fourth incentive for income smoothing is related to the labor market rather than the 

funding system. In their study of US hospitals, Brickley and Van Horn (2002) find a negative 

relation between the turnover of chief executive officers and the financial performance of the 

hospitals. Eldenburg et al. (2004) find the same results in a sample of Californian hospitals. In a 

different study Eldenburg and Vines (2004) hypothesize that nonprofit managers care about their 

reputation. This hypothesis was tested at nonprofit hospitals in the state Florida. They show that 

managers use disclosure decisions in response to a change in accounting rules to mitigate its 

negative effects. Therefore, the expectation is that hospital managers perceive an incentive to show 
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a stable, or at least moderately, positive earnings pattern, both with a view to their current position 

and to increase their labour market value. 

 

2.2.3. Development of hypotheses 

 

As explained above, the preliminary budget is based on a set of parameters. These parameters are 

multiplied by the corresponding agreed volume to determine the preliminary budget. Inevitably, 

the real volume will differ from the agreed volume. In addition, hospitals and health insurance 

companies may disagree on the interpretation of the rules underlying the parameters. To determine 

the final budget (the actual revenue), hospitals have to report their realized volume, which forms 

the basis for the final negotiations. The volume underlying the set of parameters on which the 

budget is based has to be reported in a special form, the so-called annual form. This form has to be 

audited by an independent auditor and has to be approved by the insurance companies that 

conducted the negotiations as well as by the Dutch Healthcare Authority. After all parties agree on 

the parameters and the volume, the actual revenue is settled. Because this process can take several 

years, the final amount of revenue for any given year is determined several years after the financial 

statements for that year have been published. This time difference means that in any given year, 

the income statement contains the total actual costs of all activities in that year but with an estimate 

of the budget (revenue) that will be received to cover these costs.  

The difference between the revenue originally recorded in the financial statements and the 

final budget is recorded in the financial statements of a subsequent year in a separate line item 

(realized revenue corrections) in the income statement for the year in which the budget is finally 

settled. The financial statements disclose whether the budget for a given year is final. If it takes 

more than one year to settle the final budget, then in the subsequent years ‘interim’ realized revenue 

corrections can be added that relate to items that the parties have already agreed on. Because there 

is no restatement of the previous financial statements and because the costs relating to the realized 

revenue corrections are already reported, one extra euro of revenue correction leads to one extra 

euro of net income. Due to recent regulatory pressure, there has been a tendency to handle these 

corrections more swiftly, which has led to the finalizations of the budgets sooner.  

In principle, hospitals can manage the realized revenue corrections in two ways. First, they 

can influence the magnitude of the postponed corrections by reporting revenue in any given year 
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more or less aggressively and thus create or limit opportunities for future corrections. Although the 

financial statements are subject to an external audit to verify whether the amount of revenue 

recognized is a reasonable estimate of what can be recovered, the auditor is not be able to predict 

the outcome of the final budget negotiations with certainty. Thus, a conservative bias in the audit 

should create revenue corrections that are, on average, positive (i.e., postponements of revenue). 

Second, management can influence the timing of the recognition of the corrections by speeding up 

or slowing down the administrative processes and the negotiations relating to previous fiscal years. 

If a hospital manager knows the approximate amount of the likely realized revenue corrections for 

any past year, then (s)he can within limits choose the year to conclude the negotiations.   

Because the realized revenue corrections have a euro-for-euro impact on net income and 

because these corrections (and the years to which these corrections relate) are disclosed in the 

financial statements, they provide the opportunity to study income smoothing. In this study, I use 

a three-step approach to examine income smoothing. First, I investigate whether the recognition of 

the realized revenue corrections in a year is related to the reported revenue minus the costs for that 

year. Second, I investigate whether the amount of revenue postponed in a given year is related to 

the real (unmanaged) profit for that given year. And third, I study the relation between the real 

profit and the combined effect of recognition of realized revenue corrections and the postponement 

of revenue. Therefore, I test the following hypotheses: 

 

H1: Realized revenue corrections are negatively associated with the reported revenue minus the 

costs. 

H2: The amount of postponed revenue is positively associated with the real profit.  

H3: The amount of revenue management is negatively associated with the real profit. 

It may be noted that the hypotheses assume that the users of the financial statements cannot easily 

undo the effect of income smoothing by hospitals using the disclosures about realized revenue 

corrections. Not all hospitals disclose the information in their financial statements. Furthermore, 

the amount postponed can only be discovered retrospectively after several years so that earnings 

management using realized revenue corrections is not fully transparent. Moreover, it seems 

unlikely that the market for hospital funding and insurance are so efficient as to ensure that financial 

statements users fully anticipate income smoothing by adjusting contracts. 
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 2.3. Research design  

 

In this section, I describe the difficulty with the ‘backing out’ approach. I then introduce this 

paper’s approach and describe the models used to study income smoothing. 

 

2.3.1. Difficulties of the ‘backing out’ approach 

 

The main problem in studying earnings management is that researchers typically lack the 

opportunity to directly observe the managed part of earnings. To solve this problem, research often 

relies on estimates of the discretionary accruals. The total accruals over an accounting period are 

the difference between the profit and the operating cash flow for that period.  Accounting standards 

and conventions can be assumed to determine a part of these accruals therefore making them 

nondiscretionary, whereas the other part of these accruals is discretionary. Particularly through 

estimates of items such as provisions, the useful life of assets, or the likelihood of default on 

receivables, management can within limits influence the amount of accruals during an accounting 

period.  

The distinction between discretionary and nondiscretionary accruals is a conceptual 

distinction generally made in the accounting research literature. Although accounting practitioners 

recognize that accounting standards offer a degree of flexibility, they are not necessarily capable 

of providing a precise breakdown of an accrual number into its discretionary and nondiscretionary 

parts. Accounting researchers tend to estimate the discretionary accruals as the residuals of a 

regression of the observable total accruals on one or more variables that are believed to correlate 

with the nondiscretionary part of the accruals. The research frequently uses revenue as a variable 

because it is likely that an increase in revenue is associated, through a straightforward application 

of accounting standards, with increases in items such as receivables and inventories. This family 

of models is typically referred to as Jones models because of their application in Jones (1991). 

Regardless of which estimation procedure is used, the estimates of discretionary accruals 

are then used to derive an estimate of unmanaged or real earnings, as follows: 

Real Earnings = Reported Earnings - Discretionary Accruals.           (1) 
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The following regression model is then used to study income smoothing: 

Discretionary Accrualsit = α + β1(Real Earningsit) + ε.          (2a) 

Researchers assume that β1 < 0 indicates income smoothing. 

However, as pointed out by Elgers et al. (2003) among others, this inference is 

problematic, because (2a) can be restated as: 

Discretionary Accruals = α + β(Reported Earnings - Discretionary Accruals) + ε 

(2b) 

Because the discretionary accruals appear on both sides of the equation it follows that β1 < 

0 might also result for a random number for the discretionary accruals with a sufficiently large 

variance, relative to the variance of the reported earnings. This problem, the so called mechanical 

relationship between discretionary accruals and real earnings, is particularly acute for entities in 

the nonprofit sector with earnings close to zero.  

Another way of stating the problem is in terms of the correlation between the discretionary 

accruals (DA) and the reported earnings (E) minus the discretionary accruals (equation 2b). If it is 

assumed that the earnings for all observations are near zero, then  

𝐶𝑜𝑟𝑟 (𝐷𝐴, 𝐸 − 𝐷𝐴) ≈ 𝐶𝑜𝑟𝑟(𝐷𝐴, −𝐷𝐴) = −𝐶𝑜𝑟𝑟(𝐷𝐴, 𝐷𝐴) = −1. 

As stated by Lim and Lustgarten (2002, p. 276), income smoothing can only be concluded upon if 

the real profit is directly observable, or at least if it can be assumed that the measure for 

discretionary accruals does not contain a large error component. The latter assumption is often 

problematic, given the rather crude estimates of discretionary accruals provided by Jones-type 

approaches. In fact, earlier research on hospitals’ earnings management by Leone and Van Horn 

(2005) and Ballantine et al. (2007) might have suffered from this very problem. To show the 

severity of the potential ‘backing out’ problem, I replicate the main analysis of Leone and Van 

Horn (2005) with actual Dutch hospital data for the years 2000–2008 and subsequently with 

randomly assigned earnings. First, the discretionary accruals are estimated as the residuals of the 

following regression:   

ACCit /TAit-1 = δ0t /TAit-1 + δ1t∆NET_REVENUEit/TAit-1 + δ2tPPEit/TAit-1 + ωit, (3) 
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where ACCit is hospital i’s total accruals calculated as the change in non-cash current assets minus 

the change in current liabilities from year t-1 to year t minus the depreciation expenses for year t;  

∆NET_REVENUEit is hospital i’s change in net revenue from year t-1 to year t; PPEit is hospital 

i’s net property, plant, and equipment at the end of year t; and ωit  is the residual and the measure 

of discretionary accruals. All of the variables are scaled by total assets of the previous period to 

mitigate size effects. 

Second, following Leone and Van Horn (2005), the discretionary accruals for hospital i in 

period t (DAit) are regressed on the earnings before the discretionary accruals for hospital i in period 

t (EBDAit), the operating income in period t-1 (INCOMEit-1), and the DA for period t-1 (DAit-1). 

EBDAit is calculated as INCOMEit minus DAit. All of the variables are scaled by the total assets 

(TA) of the previous period. This gives the following model: 

DAit = λ0 + λ1EBDAit + λ2INCOMEit-1 + λ3DAit-1 + ε.           (4) 

To investigate whether the results might be driven by a mechanical relationship, this regression is 

run for the observed data (equation (4)) and subsequently for the randomly assigned earnings:  

 DAit = λ0 + λ1(INCOMEjt - DAit) + λ2INCOMEit-1 +λ3DAit-1 + ε,         (5) 

where INCOMEj indicates the income of hospital j that is randomly assigned to the DAi of hospital 

i. 

The results of these two regressions are presented in Table 2.1. 

As expected, model (4) yields a significantly negative λ1. However, the model is also 

significant for the randomized discretionary accruals; and, again, λ1 is significant and negative.15 

These results indicate that it is potentially dangerous to draw conclusions when the discretionary 

accruals contain a large error component and the ‘backing out’ approach is used. 

                                                 
15 The fact that λ1 changes only marginally is caused by characteristics of the data set. The relatively high variance in 

the DA compared to the earnings explains the small difference in λ1 in model (4) compared to model (5): the mean of 

INCOME is 0.0071 and the standard deviation of INCOME equals 0.01997, while the mean of DA is 0.0001 and the 

standard deviation of the equals 0.1333.  
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Table 2.1: Regression of estimated discretionary accruals on estimated unmanaged earnings. Actual versus 

randomized data.  

Variable Model (4), actual data Model (5), randomly assigned earnings 

α 0.006*** 0.006*** 

    (7.239) (7.274) 

 EBDAit -0.987***  

  (-166.631)  

INCOMEjt -DAit  -0.982*** 

  (-180.796) 

INCOMEit-1 0.236*** 0.234*** 

  (6.248) (6.243) 

DAit-1 0.012** 0.013** 

  (2.038) (2.238) 

Adj. R2 0.980 0.983 

F-stat (9.532) *** (10.938) *** 

N 578 578 

Notes: The sample consists of 578 hospital-year observations. Model 4 (DAit = λ0 + λ1EBDAit + λ2INCOMEit-

1 + λ3DAit-1 + ε) is based on the actual data. Model 5 (DAit = λ0 + λ1(INCOMEjt -DAit) + λ2INCOMEit-1 + 

λ3DAit-1 + ε) is based on randomly assigned earnings. DA = Discretionary Accruals, EBDA = Earnings 

Before Discretionary Accruals, INCOME = Operating Income. The *,**, and *** indicate significance at the 

10%, 5%, and 1% levels. The t-values are in brackets. 

 

 

2.3.2. Research approach 

 

As indicated above, in the Dutch setting hospitals have a specific opportunity to shift revenue: the 

difference between the revenue originally recorded in the financial statements and the final budget. 

These realized revenue corrections (RRCs) are recorded as a separate line item in the income 

statement for the year in which the budget is settled. The total revenue in year t equals the reported 

revenue in year t (RevRept) plus the RRCs from earlier periods:   

Tot Revt = RevRept + RRCt.                    (6) 

Hospitals have to disclose what year(s) the RRCs relate to. This disclosure leads to a unique 

setting in which income smoothing can be examined. To calculate the amount of revenue 

management, I define Correction(m,n) as the amount recognized and disclosed in period m that 
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relates to period n. So, Correction(2010,2008) = 6 means that six is recognized in the profit and 

loss for 2010, which relates to the operations from 2008. 

The Correction(m,n) can be related to the RRCs in the income statement of year t for the 

prior year corrections as follows: 

           RRCt = ∑ Correction(t, n)

𝑡−1

𝑛=1996

.                                                                                                   (7) 

The year 1996 is purely illustrative. It was selected because the oldest corrections in the data set 

relate to 1996.  

The detailed disclosure also allows, through hindsight, the inference of the amount that was 

postponed in a given past year. I define this as the postponed part of revenue (PPR) and is given 

by 

 

           PPRt = ∑ Correction(m, t)

2008

𝑚=𝑡+1

.                                                                                                  (8) 

The year 2008 reflects that 2008 is the last year in the data set for which the observed 

corrections are available. The real profit (ProfReal) equals the reported profit minus the RRCs and 

the amount of PPR that relate to this period: 

ProfRealit = ProfRepit – RRCit + PPRit.                                                        (9) 

Appendix 2.1 lists a more detailed explanation of the main variables of interest based on a 

numerical example. 

 

2.3.3. Empirical Models for hypothesis testing 

 

In this subsection, the hypotheses are operationalized and the models used to study income 

smoothing are explained. To prevent results that are driven by size and in line with Leone and Van 

Horn (2005), all of the variables are scaled by property, plant, and equipment (PPE). Based on 

Robbins et al. (1993) who examine the relation between economic incentives and accounting 
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strategies applied by nonprofit hospitals, two control variables are added to all of the regressions. 

First, the organization’s size (measured in terms of total assets) is added. Larger hospitals are 

generally speaking more complex and hence are more likely to have budget corrections. Second, 

hospitals with higher debt ratios are more likely to choose income-increasing corrections (see 

Robbins et al., 1993). Some of the research (e.g., Eldenburg and Soderstrom, 1996) relates the type 

of hospital (e.g., profit or nonprofit government hospitals to other hospitals etc.) to the incidence 

of earnings management. However, because all hospitals in the Netherlands are nonprofit hospitals, 

mainly funded in the same way through the national system of health insurance, this control 

variable is not applicable in this study. 

 Because of the recent tendency to handle corrections more swiftly and because of the 

uncertainty a priori that the relation between the variables is stable over time, year dummies are 

added. In addition, errors may be correlated cross-sectionally and may not be homogeneous. To 

overcome these problems, all of the models are run with panel-corrected standard errors (PCSE) 

and again run with White-adjusted standard errors (Beck and Katz, 1995). 

Hypothesis 1 posits that hospitals smooth income by recognition of the RRCs. If hospitals 

successfully smooth income, then the RRCs should be negatively correlated with (RevRepit – 

costsit). The higher the (RevRepit – costsit), the more hospital managers should try to shift revenue 

to the future. These conjectures lead to the expectation of a negative value for β1 in 

RRCit = α + β1(RevRepit – costsit) + β2TAit + β3Debtit/TAit + ε.                  (10) 

Hypothesis 2 tests whether hospitals smooth their income by postponing revenue. To do so, 

the PPR is regressed on the real profit (ProfReal). PPR is a measure for the amount of revenue 

(positive or negative) that hospitals shift from period t to future periods. The model is specified as 

follows: 

PPRit = α + β1ProfRealit + β2TAit + β3Debtit/TAit + ε.                               (11) 

If hospitals use PPR to smooth their income, then β1 should be positive: the higher ProfReal, the 

more hospitals should postpone their revenue and the higher PPR should be. 

 However, model (10) captures only that part of the possible earnings management that is 

based on the recognition of RRCs, and model (11) only captures the effect of the postponements.  
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 In the third hypothesis, income smoothing by means of the combined effect of  RRCs and 

PPR on the real profit is tested: 

Inc_ eff_RCit = α + β1ProfRealit + β2TAit + β3Debtit/TAit + ε,                         (12) 

where Inc eff_RCit is defined as RRCit – PPRit. A negative value for β1 should again be indicative 

of income smoothing.  

 Although the numbers are directly observable from the financial statements and are 

therefore not estimated, all of the regression models might suffer from the ‘backing out’ problem 

if the timing and/or the amount of revenue corrections and postponements are not fully at the 

discretion of the management. To allow for some of these corrections being nondiscretionary, three 

sensitivity tests are run for the third (and main) hypothesis. These tests assume conservatively that 

only the direction (positive, negative, or zero) of the corrections and postponements is 

discretionary, and make no assumptions regarding the amounts. A logistic regression is run to 

examine whether hospitals shift earnings to the future if the real profit is positive and vice versa. 

The dependent variable has a value of one if the total income effect of the earnings management is 

positive. In the second sensitivity test, a variation of model (12) is used in which (Inc_eff_RCit) is 

mean-centered by hospital. I thus define that 

Inc_ eff_RC*it = (Inc_ eff_RCit –  
1

𝑇
∑ Inc_ eff𝑇

𝑡=1 _RCit),          (13) 

and estimate the following model: 

   Inc_ eff_RC*it = α + β1ProfRealit + β2TAit + β3Debtit/TAit + ε.          (14) 

Model (14) amounts to the inclusion of fixed hospital effects in the estimation, which can capture 

aspects that are not related to earnings management, such as procedural constraints on handling 

corrections and the overall administrative efficiency, or a more or less conservative tendency. 

 In a third sensitivity test, the standard deviation of the reported earnings (ProfRep) and the 

standard deviation of the estimated unmanaged earnings (ProfReal) are calculated for each hospital, 

and whether these standard deviations are significantly different is examined. In the case of income 

smoothing, the standard deviation of the unmanaged earnings should be significantly higher than 

the standard deviation of the managed earnings:  

  SD(ProfReali) > SD(ProfRepi)                         (15) 
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2.4. Data collection and the descriptive statistics 

 

The data analyzed in this paper span a period of nine years from 2000–2008. All of the general 

hospitals in the Netherlands (86 in 2008) are selected for inclusion in the sample. Because there is 

no publicly available database containing financial data on Dutch hospitals with the level of detail 

required for this research, the data are hand-collected from the financial statements of the hospitals 

concerned.16  

In 2000, Dutch hospitals were mandated to file their financial statements on the website of 

CIBG, an operational branch of the Ministry of Health, Welfare and Sports. However, not all of 

the hospitals filed financial statements over 2000 and 2001. In some cases, insufficient disclosure 

made it impossible to determine the years to which the RRCs relate. In all cases where data are 

missing, attempts have been made to complete the data set by contacting the hospitals for additional 

information.  

To calculate the real profit, this study uses a minimum of three consecutive years of data. 

If fewer years are available, the hospital is removed from the data set. In case of a merger of 

hospitals, an attempt is made to relate the RRCs back to the individual hospitals involved in the 

merger. If this proves impossible, then the affected hospital-years are removed from the sample. 

Further, two hospital-years are removed as evident outliers. One hospital nearly went bankrupt in 

2008 after which it was taken over by a private party. Another hospital suffered from 

mismanagement and incurred a huge incidental loss in 2004. 17  Ultimately, the data from 69 

hospitals could be used. In total, the study comprises 453 hospital-year observations.  

Table 2.2 provides the descriptive statistics for the data sample. The data definitions apply as given 

earlier. All of the variables are scaled by PPE unless otherwise indicated. The mean(median) of 

RRC is 0.010 (0.005), the mean of the reported profit is 0.013 (0.010), and the mean of the 

unmanaged profit is 0.012 (0.010). Even if these numbers are unsurprising given the expectation 

of low profit margins, it should nevertheless be noted that the RRCit is sizeable compared to the 

profits, and the managed RRCs could have a significant impact on the reported profits: the largest 

negative RRCs divided by the total revenue amounted to -6.6%, and the maximum positive RRCs 

divided by total revenue amounted to 8.4%.  

                                                 
16 Financial statements can be downloaded from: http://www.desan.nl/net/DoSearch/Search.aspx 
17 Equity divided by total assets was 8.2% in 2003 and 0.77% in 2004.  
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Table 2.2: Descriptive statistics of Dutch hospitals 2000–2008 

Variable N18 Mean St. Dev. Minimum Median Maximum 

Reported profit       

ProfRep (*1,000) 453 1,025 2,164 -7,816 663 9,226 

ProfRep/PPE 453 0.013 0.032 -0.177 0.010 0.134 

Real profit       

ProfReal (*1,000) 453 859 2,538 -12,628 653 12,898 

ProfReal/PPE 453 0.012 0.037 -0.184 0.010 0.171 

Total revenue       

TotRev (*1,000) 453 94,739 51,69 9,081 77,949 242,465 

TotRev/PPE 453 1.242 0.424 0.392 1.191 3.443 

Property, Plant, and Equipment       

PPE (*1,000) 453 82,249 49,497 10,628 64,722 269,732 

Equity       

Equity (*1,000) 453 9,110 7,235 -8,161 7,501 61,064 

Equity/PPE 453 0.125 0.087 -0.088 0.111 0.623 

Earnings management       

(Inc_ eff_RCit) 453 167 1,958 -9,293 39 11,862 

(Inc_ eff_RCit)/PPE 453 0.002 0.023 -0.096 0.001 0.140 

(Inc_ eff_RCit)* 453 19 1,928 -9.828 14 11,326 

(Inc_ eff_RCit)*/PPE 453 -0.001 0.023 -0.103 -0.000 0.130 

Postponed Revenue       

PPR 387 752 1,416 -6,516 416 7,979 

PPR/PPE 387 0.009 0.018 -0.076 0.006 0.117 

Realized Revenue Corrections      

RRC (*1,000) 453 815 1,927 -6,516 307 14,892 

RRC/PPE 453 0.010 0.021 -0.076 0.005 0.153 

RRC/TotRev 453 0.008 0.015 -0.066 0.004 0.084 

Other       

Total assets (*1,000) 453 123,139 74,438 5,536 98,487 421,107 

Total debt/total assets 453 0.918 0.054 0.558 0.928 1.055 

 

Further, the variable Inc_ eff_RCit, which is based on RRCs and PPR, becomes noisier 

towards the end of the 2000–2008 interval because of the corrections to be reported in the financial 

                                                 
18 Note that the number of observations used for the replication of Leone and Van Horn (2005) in subsection 2.3.1 

does not match the number of observations in the descriptive statistics of Table 2.2. This is caused by the fact that the 

real profit numbers reported in Table 2.2 are based on a minimum of three consecutive years. To calculate the 

discretionary accruals in subsection 2.3.1 only two consecutive years are required. 
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statements beyond 2008. The severity of this shortcoming is difficult to assess. The analyses are 

performed on the 2000–2008 sample as well as on a 2000–2007 and 2000–2005 sample. The effects 

are likely to be relatively small because the duration of postponements tends to decline in more 

recent years (i.e., a tendency can be observed pointing towards a faster handling of prior year 

corrections). 

 

2.5. Results 

 

Table 2.3 reports a correlation matrix to give a first impression of the relations between the main 

variables of interest scaled by PPE.  

Table 2.3: Correlation matrix of main variables scaled by PPE  

Panel B Correlation matrix scaled [1] [2] [3] [4] 

[1] ProfRep     

[2] ProfReal 0.776**    

[3] TotRev 0.202** 0.183**   

[4] PPR 0.128** 0.439** 0.228**  

[5] RRC  0.258** -0.232** 0.171** 0.232** 

Notes: Where ProfRep = Reported Profit, ProfReal = Unmanaged Profit, TotRev = Total Revenue, PPR = 

Postponed Revenue, RRC = Realized Revenue Corrections, PPE = Property, Plant, and Equipment. The 

*,**, and *** indicate significance at the 10%, 5%, and 1% levels.   

 

The variable PPR is positively related with the unmanaged earnings (ProfReal, 0.439) and 

to a lesser degree with the reported profit (ProfRep, 0.128). RRCs are positively correlated with 

ProfRep (0.258) and negatively correlated with ProfReal (-0.232). These correlations support the 

assumption that income smoothing takes place.19 

Table 2.4 presents the results from estimating model (10). The model is highly significant 

and demonstrates a negative relation between RRCs and the sum of the reported revenue minus 

costs (-0.256, t-value -5.991). Thus, the RRCs are higher when the difference between the net 

revenue and the costs is lower; and the RRCs are lower, or even negative, when the difference 

                                                 
19 The same conclusion can be drawn on the basis of the correlation between the unscaled variables of interest (not 

reported). 
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between net revenue and costs is higher. As stated in subsection 2.3, recent years have seen 

regulatory pressure to handle the corrections more swiftly. To test for any year effects, year 

dummies are included. Unless otherwise mentioned, all of the reported results hold when using the 

White-adjusted standard errors and using the unscaled variables.   

Table 2.4: Regression of realized revenue corrections on reported revenue minus costs  

Variable Predicted sign Model (10) 

α  0.074*** 

  (3.795) 

(RevRepit  – costsit) - -0.256*** 

  (-5.991) 

TAit  2.90E-08** 

  (2.384) 

Debtit/ TAit  -0.070*** 

  (-3.238) 

Year dummies   included 

F-stat  (9.936)*** 

N  453 

Adj. R2  0.179 

Durbin-Watson  1.65 

Notes: Model (10): RRCit = α + β1(RevRep it  – costsit) +  β2TAit + β3Debtit/TAit + ε in which RRC = 

Realized Revenue Corrections, RevRep = Reported Revenue,  and TA = Total Assets. All variables are 

scaled by PPE (Property, Plant, and Equipment), except the variables TA and Debt/TA. The *,**, and *** 

indicate significance at the 10%, 5%, and 1% levels. The t-values based on the Panel Corrected Standard 

Errors are in brackets. 

 

 Table 2.5 reports the results of model (11) in which the postponed revenue is regressed on 

the real profit. As expected, the postponement of revenue increases with the level of real profit 

(0.189, t-value 5.387), which supports Hypothesis 2. This finding implies that when the real profit 

is higher, then more revenue is shifted to future periods and vice versa. 
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Table 2.5: Regression of postponed revenue on real profit 

Variable Predicted sign Model (11)     

α  -0.040  

  (-1.616)  

ProfRealit  + 0.189***  

  (5.387)  

TAit  -4.93E-08  

  (-1.149)  

Debtit/ TAit  0.060**  

  (2.176)  

Year dummies   included  

F-stat  (4.950)***  

N  387  

Adj. R2  0.447  

Durbin-Watson  1.82  

Notes: Model (11): PPRit = α + β1RrofRealit + β2TAit + β3Debtit/TAit + ε in which PPR = Postponed 

Revenue,  ProfReal  = Real Profit, and TA = Total Assets. All variables are scaled by PPE (Property, 

Plant, and Equipment), except the variables TA and Debt/TA. The *,**, and *** indicates significance at 

the 10%, 5%, and 1% levels. The t-values based on Panel Corrected Standard Errors are in brackets. 

 

To test the combined effect (Hypothesis 3), Inc_ eff_RC is regressed on the estimated real 

profit (model 12). The results are reported in Table 2.6. The negative and highly significant sign 

of ProfReal indicates that Inc_eff_RC increases as the real (unmanaged) profit decreases. To test 

the possible impact in recent years of the corrections being handled sooner, the regression is rerun 

for the interval 2000–2007. The results do not change (β1 goes from -0.342 to -0.314). When 

shortening the interval to the period of 2000–2005, the results again remain qualitatively the same 

(β1 is -0.333, and the t-value based on panel corrected standard errors is -6.501. Not reported in 

Table 2.6). The highly significant and negative coefficient of ProfReal in the logistic regression 

(columns 5 and 6 of Table 2.6) shows that the higher the unmanaged earnings become, the higher 

the probability of downward earnings management. The same conclusions can be drawn on the 

basis of the results from the regression of model (14) in which the dependent variable is mean 

centered. Coefficient β1 is negative and significant at the 0.01 level. The results indicate that 

hospitals carefully choose the timing of the corrections.  
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Table 2.6: Regression of the combined effect of realized revenue corrections and postponed revenue on 

real profit 

Variabele Pred. 

Sign 

Model (12)               Log reg         Model (14) 

   2000-8 2000-7 2000-8 2000-7 2000-8 2000-7 

α  0.065*** 0.040* 2.112* 1.610 0.066*** 0.044** 

  (3.226) (1.854) (1.823) (1.340) (3.368) (2.047) 

        

ProfRealit - -0.342*** -0.314*** -14.450*** -13.695***  -0.358*** -0.332*** 

  (-8.451) (-7.009) (-6.563) (-5.967) (-9.071) (-7.585) 

TAit   1.33E-08 5.09E-09 1.68E-06* 9.58E-07 1.70E-08 1.05E-08 

  (1.109) (0.372) (1.736) (0.906) (1.432) (0.772) 

Debtit/ TAit  -0.056** -0.036 -1.639 -1.236 -0.061 -0.043* 

  (-2.534) (-1.448) (-1.277) (-0.908) (-2.776) *** (-1.753) 

Year 

dummies  

 included included included included included included 

F-stat  (19.604)*** (16.148)***   (22.273)*** (18.320)*** 

N  453 396 453 396 453 396  

Adj. R2  0.311 0.277   0.341 0.305  

Durbin-

Watson 

 2.13 2.22   2.21 2.26  

McFadden R2     0.143 0.119    

Prob (LR 

statistics) 

   0.000 0.000    

Notes: Model (12): Inc_eff_RCit = α + β1ProfRealit +  β2TAit + β3Debtit/TAit  + ε.  

log reg: Dummy_Inc_eff_RCit = α + β1ProfRealit + β2TAit + β3Debtit/TAit + ε. 

Model (14): Inc_ eff_RC*
it  = α + β1ProfRealit + β2TAit + β3Debtit/TAit + ε.   

Inc_eff_RCit = the total amount of earnings management calculated as RRC - PPR, RRC = Realized 

Revenue Corrections, PPR = Postponed Revenue,  ProfRealit = Real Profit. Inc_ eff_RC*
it = (Inc_eff_RCit 

– Average Inc_ eff_RCi), and TA = Total Assets. All variables are scaled by PPE (Property, Plant, and 

Equipment), except the variables TA and Debt/TA. The *,**, and *** Indicates significance at the 10%, 

5%, and 1% levels. For model 12 and 14 the t-values based on Panel Corrected Standard Errors are in 

brackets. For model log reg the Z-statistics are in brackets. 

 

Panel A of Table 2.7 reports the descriptive statistics for the standard deviations of the 

reported profit and the estimated unmanaged (real) profit per hospital. All variables are scaled by 

PPE. The standard deviation of the real earnings (ProfReali) per hospital is higher than the standard 

deviation of the reported earnings (ProfRepi) per hospital.  



31 
 

Table 2.7: Standard deviation of reported and estimated real earnings  

Panel A Descriptive statistics SD(ProfRepi) and SD(ProfReali) 

 N Mean Min Median Max 

SD(ProfRepi) 69 0.024 0.001 0.017 0.082 

SD(ProfReali) 69 0.294 0.004 0.023 0.109 

Panel B Difference in the standard deviation between the reported profits and the real profits per 

hospital 

  N Mean Rank Z-value 

SD(ProfReali) –SD(ProfRepi)        

Negative ranks 22 27.36***   

Positive ranks 47 38.57***   

  69   -3.620 

Notes: Where the SD(ProfRepi) = the standard deviation of the Reported Profit for hospital i, SD(ProfReali) 

= standard deviation of the Real Profit for hospital i. All variables are scaled by PPE. The *,**, and 

***indicate significance at the 10%, 5%, and 1% levels (Wilcoxon signed-rank test).  

 

To test whether the difference in the standard deviation between ProfReal and ProfRep is 

significant, the nonparametric Wilcoxon signed-rank test is used because the observations are not 

normally distributed. Panel B of Table 2.7 shows that at a 0.01 significance level, the standard 

deviation of ProfReal is higher than the standard deviation of ProfRep. As expected, this indicates 

that RRCs are used to make the reported profits more stable over time, which again is an indication 

of income smoothing.  

 

2.6. Conclusion 

 

With this paper, I contribute to the relatively limited body of literature on earnings management in 

the hospital sector by analyzing the influence of revenue management on earnings of Dutch 

hospitals during the period from 2000 to 2008. I show that methodological issues raised in the 

earnings management literature provide a basis for calling into question the results from earlier 

research on the hospital sector. To mitigate the drawbacks of the commonly used ‘backing out’ 

approach to estimate unmanaged earnings, I study the recognition of the realized revenue 

corrections, a specific discretionary line item reported in the income statement. This approach has 

two major advantages. First, it avoids the need to estimate a noisy measure of the discretionary 
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accruals. Second, based on the disclosure, not only can I study the moment of recognition of the 

revenue corrections but also trace them back to years in which the corrections originated.  

The results reported in this paper suggest that Dutch hospitals smooth their income. In total, 

69 of the possible 86 (2008) hospitals are included in the sample, which makes it representative for 

the Dutch hospital sector. Because of the small sample size, a single hospital may have a relatively 

large influence on the results. To mitigate such an effect, several additional tests are executed. First, 

the difference in the standard deviation between the reported and the real profit is tested. Second, 

the robustness of the results is tested by running the regressions with panel corrected standard errors 

by using a logistic regression and running the regressions with unscaled variables. 

The a priori assumptions concerning incentives for income smoothing in the Dutch setting 

as presented in this paper are likely to be transferable to many other national settings. This is clearly 

not true for the specific research approach used in this study, as it is based on a variable, revenue 

corrections, which may not exist in other settings. Still, at a more general level, the conclusion 

appears warranted that earnings management by hospitals presents a meaningful line of research, 

even though it will be necessary to determine in each specific institutional setting whether 

comparable arrangements exist that create a research alternative to using general estimates of 

discretionary accruals. In addition to the future research documenting additional instances of 

earnings management, further research might also try to arrive at a better understanding of the 

variance in the economic consequences of the hospitals’ earnings management across a range of 

funding and governance systems. This research might also want to consider the different degrees 

of user sophistication. 

  



33 
 

Appendix 2.1: Calculation of the main variables of interest: RRC, PPR, and ProfReal  

 

Table 2.8 presents a numerical example of the main variables of interest. For the year 2010, the 

total revenue is 115 + 10 = 125. The costs are 120, so the reported earnings (ProfRep) according 

to the financial statements equals 5. Assume that it is disclosed that the realized revenue corrections 

(RRCs) of 10 finds its origins for 9 in 2009, 6 in 2008, and for -5 in 2007. These origins imply that 

the revenue was understated by 9 in 2009 (as this revenue of 9 should have been reported in 2009, 

but is now reported as a correction in 2010), understated by 6 in 2008, and overstated by 5 in 2007. 

An estimate of the unmanaged earnings can be made by removing the RRCs from the earnings 

during the years in which these corrections are reported and by allocating these corrections to the 

years to which they apply. The Inc_ eff_RC for 2008 is calculated as follows: the RRC equals -3; 

from the RRC in 2010, 6 relates to 2008 (PPR = 6); and from the RRC in 2009, 1 (PPR = 1) relates 

to 2008. So, Inc_ eff_RC for 2008 equals -3 -6 -1 = -10. Note that the PPR for 2010 cannot be 

calculated yet: to do so, we need to know the financial statements of 2011 and later, if the final 

budget was not settled in 2011.  

Table 2.8: Numerical explanation of the calculation of unmanaged earnings 

  

year 

Net 

rev RRC 2009 2008 2007 2006 2005 2004 2003 Costs 

Prof 

Rep PPR 

Inc_ 

eff_RC 

 (RRC 

- PPR) 

Prof 

Real 

2010 115 10 9 6 -5     120 5 - 10 -5 

2009 112 1  1      110 2 9 -9 11 

2008 110 -3   -5 2    106 1 7 -10 11 

2007 107 4    4    108 3 -10 14 -11 

2006 100 7       7 101 6 6 1       5 

PPR   9 7 -10 6 0 0 7     
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CHAPTER FIVE 

 SUMMARY AND GENERAL DISCUSSION 

This thesis on accounting choice has taken its starting point in the paradigm of Positive Accounting 

Theory, an economics-based approach which aims to explain and predict accounting choices made 

by management of reporting entities. Although explicit references to Positive Accounting Theory 

have become scarce, its basic concepts still pervade many lines of current accounting research. 

However, its aspiration to explain and predict can only be realized in practice on the basis of 

suitable data about the incentives and costs involved in accounting choices. In practice, accounting 

choices are to a large extent dependent on specific circumstances. Even under the assumptions of 

a rational-choice setting, the number of factors to be considered quickly increases if we allow that 

other parties, such as the external auditor, may also play a role in accounting choice. To date, the 

positive accounting research tradition, has therefore yielded just a small number of empirically 

established general regularities in accounting practice. Notwithstanding this limitation, research 

based on the positive accounting framework can contribute to our knowledge if we accept that 

further progress will consist largely of situation-specific findings representing small pieces of a 

larger puzzle that will gradually reveal more of the complex variations in accounting practice. 

In this spirit, in this thesis I report on aspects of accounting choice from an economics-

based perspective in specific settings, including both managerial considerations and aspects of the 

role of the external auditor. As will be explained in the next sections these specific settings (the 

hospital sector in Chapter 2 and the social housing sector in Chapter 3 and 4) allow me to study 

accounting and auditing drawing on specific features of financial reporting in these settings.  

The remainder of this chapter is organized as follows. In Section 5.1 I will discuss the 

findings and implications of my research. In Section 5.2 the limitations of my research are 

discussed together with directions for future research. 
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5.1. Findings and implications  

 

5.1.1 Findings and implications Chapter 2 

 

In Chapter 2, I study earnings management in the Dutch Hospital sector by analyzing the timing 

of recognition of postponed revenue. I show that previous research on earnings management in the 

hospital sector might be influenced by methodological issues and that these results should be 

interpreted with care. The specific rules regarding the funding of the Dutch Hospitals gave me the 

opportunity to develop a new measure for earnings management. The individual hospital budget 

is based on a set of parameters including the expected number of treatments negotiated by the 

hospital and the health insurance companies. This preliminary budget is the amount of revenue 

recognized in the financial statements. Of course, the real volume will differ from the agreed-upon 

volume and the hospital and the health insurance companies will negotiate ex-post adjustments to 

the parameters. The final budget is determined (several) years after the year-end, and the difference 

with the preliminary budget can be positive and negative. These differences or budget corrections 

are recorded as gains and losses in the year of settlement (if it takes more than one year to settle 

the budget, also in subsequent years budget corrections can be added for those items that both 

parties agreed on) and not as restatements of previous years’ financial statements, and have to be 

separately disclosed. This unique feature gives the opportunity to compare the reported profit in 

the financial statements with the amount of profit assuming no budget corrections or if the 

corrections had been recognized in the year they relate to. This new measure of a significant 

discretionary component in earnings is not, or at least less, subject to the kind estimation errors 

that characterize commonly used proxies for discretionary accruals (such those based on the Jones 

model, so some of the methodological issues in earlier research are absent. I used this measure to 

show that Dutch Hospitals smooth their earnings in line with their incentives. 

The contribution of this chapter is fourfold. Firstly, I show that drawing on setting-specific 

features of accounting can help limiting methodological issues in previous research on earnings 

management. Secondly, the earnings management literature on the not-for-profit sector is rather 

limited. In this chapter I add to this literature documenting how earnings management takes place 
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in the not-for-profit sector. Thirdly, the findings give practical insights to auditors, drawing their 

attention to the relationship between specific funding arrangements that may apply to not-for-profit 

entities and management of the reported numbers in the financial statements. Finally, if the 

earnings management influences the funding decisions and results in misallocation of funding and 

wasted resources, my findings are relevant for policy makers and health insurance companies. 

 

5.1.2 Findings and implications Chapter 3 

 

The research setting for Chapter 3 is formed by the Social Housing Associations in the 

Netherlands. Social Housing Associations have the option to value their real estate in their 

financial statements at historical cost, with the current value disclosed in the notes, or at current 

value. The interesting feature of this setting is that all Social Housing Associations have to file 

detailed information, among which information about their real estate and information needed to 

calculate its current value, with the Dutch social housing supervisor. Based on this information, 

the supervisor calculates its own measure of the current value. This independently determined 

benchmark forms the basis of the research reported in Chapter 3. In that chapter I study the 

influence of leverage on the choice of measurement basis (historical costs versus current values) 

as well as on the carrying amount of the real estate in the financial statements of Social Housing 

Associations, in relation to the benchmark established by the supervisor.  

As expected I find that more leveraged Social Housing Associations are more likely to 

choose current value instead of historical cost as their measurement basis. I also find that both 

under historical cost and under current value, Social Housing Associations influence the carrying 

amount of their real estate in line with the incentives implied by leverage. However, those Social 

Housing Associations that use current values as their measurement basis behave less 

opportunistically in comparison to those that use historical cost as a measurement basis. The latter 

result is surprising. Proponents of historical costs tend to argue that historical costs are less 

relevant, but at the same time more reliable and warn for the discretion offered under current value. 

My research does not support that using current values is generally associated with more 

opportunistic reporting. The findings suggest that it is only in cases of inadequate processes and 
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governance that there is ground for fears of discretion and lower reliability associated with the use 

of current values. These findings, if they can be extended to the for-profit sector, provide additional 

insights that are relevant to the ongoing debate about the extent to which financial reporting should 

be based on current value measurements.  

 

5.1.3 Findings and implications Chapter 4 

 

Audit quality is an important constraining factor in accounting choice. Research has shown that 

audit quality is affected both by characteristics of the audit firm (for example by its general audit 

methodology and IT environment) and by characteristics of the individual auditors employed in 

the audit (e.g., competence). One line of research has focused on audit expertise and has shown 

that audit quality is positively affected by both firm expertise and audit partner expertise. The 

interaction between firm expertise and partner expertise has been scarcely examined, however. 

This might be caused by data limitations (in the past the names of the audit partners that sign the 

audit opinions were typically not publicly known), but there have also been few attempts to 

develop hypotheses on the nature of this interaction. Expertise, either at firm level or, to the extent 

that this has been studied, at partner level, is typically proxied by market share. Firm market share 

is just the summation of the market shares of individual audit partners, but it is likely that firm-

level expertise is a more complex concept than just the summation of individual partners’ 

expertise. The partners’ collective experience is also affected by, for instance, in the firm’s general 

audit methodology and the IT environment, and, because of the effects of redundancy and mutual 

reinforcement, will not be a simple addition of individual expertise. In this chapter I begin to 

explore the relationship between firm-level expertise and individual expertise. I study the effects 

on audit quality of individual audit partner industry expertise in relation to the expertise of 

identified colleague audit partners active in the same industry. I introduce the concept of 

‘assembled expertise’ to indicate an different level of analysis between the individual auditor and 

the firm as a whole. I study the effects of individual expertise, collegial expertise, and their 

interaction on audit quality. I use market share as the basis for individual expertise and various 

proxies for collegial expertise. Audit quality is based on the same benchmark as used in Chapter 
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3: for those Social Housing Associations that use current value for balance-sheet measurement of 

their real estate, audit quality is proxied by the difference between the carrying amount of the real 

estate in the financial statements and the value of the real estate as determined by the financial 

supervisor. I find that audit partner industry expertise is positively associated with audit quality. 

Collegial industry expertise only spills over to individual audit partners if these colleagues have a 

relatively high level of expertise. The positive effect of the industry expertise of the audit partner 

and the industry expertise of the colleagues on audit quality are additive. The spillover effects are 

lower when the audit partner who signs the opinion is an expert himself.’. 

 Previous research made a distinction between individual audit partner characteristics and 

firm level characteristics. By introducing the notion of assembled expertise, I point the way to 

analysis at a different level i.e., between individual audit partner expertise and firm level expertise. 

This research approach is relevant to both academia and practice. For academia this is relevant 

because this approach gives the opportunity to do a more refined analysis that goes further than 

the assumption that firm level expertise is the sum of expertise (market share) of all individual 

audit partners within that firm. This opens up many research opportunities like, how do audit 

partners share knowledge and how does this influence audit quality. In practice my results might 

influence a company’s choice of both the audit firm and audit partner. 

 

5.2. Limitations and directions for future research  

 

The different methodologies applied in the different chapters have their own limitations as 

discussed there. In this part I want to reflect on these limitations, as well as on the opportunities 

for further research which they suggest.  Some of the limitations are inherent to economics-based 

research on accounting choice. Others are inherent in my setting, or reflect choices made in my 

research designs. 

The economics-based accounting choice literature assumes that observed accounting 

behaviour can be predicted using economic decision variables. In practice, and in any setting, the 

relevant economic decision variables will not be fully known, and the degree to which accounting 

choice can be explained on the basis of known variables may be relatively low. While I do find 
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evidence of accounting choice consistent with economic incentives drawn from earlier research, 

and while it is plausible that these incentives operate in my settings, not much is known in any 

detail about the economic consequences of accounting choices in my settings, as in the not-for-

profit sector generally. Why would boards of hospitals and social housing associations make 

accounting choices to influence the financial statements? What has the board to gain by choosing 

certain accounting policies? What are the costs and benefits of accounting choices? What role 

does, for example, the health insurance company (Chapter 2) and the regulator (Chapter 3) play? 

More research into the actual role played by financial statements in supporting economic decisions, 

and into the costs and benefits involved in financial statement preparation and financial statement 

use would be welcome.  

A general limitation of economics-based approaches is that accounting choices may also 

be driven by non-rational reasons and/or non-economic factors. Even while the distinction between 

economic and non-economic factors is not necessarily clear cut, it is clear that dimensions such as 

power, legitimacy, culture, competence and knowledge may well be important in accounting 

choice. In my setting, for instance, it is plausible that accounting choice is also influenced by the 

individual preferences of managers or supervisory board members, formed by their diversity of 

experiences within or outside of the sector, and colored by different perceptions of the 

appropriateness of conservatism in the context of the governance of social housing  provision or 

hospitals, or of the appropriateness of transferring reporting values and practices from the for-

profit to the not-for-profit sector. One could for example examine the influence of ‘the level of 

conservatism’ of the supervisory board members on the measurement basis chosen (historical cost 

or fair value) and subsequently ask: do more conservative board members require less aggressive 

reporting?  

A general issue in accounting choice research is that many choices are not easily 

observable, as illustrated by the well-known difficulties of separating discretionary from non-

discretionary accruals. We still do not know much about how accruals behave absent earning 

management (McNichols, 2000). In this PhD thesis I show that using specifics of the research 

setting creates opportunities for observing accounting choices that may not generally be available. 

This is both a strength and a weakness, in that the internal validity of my measures are high, but 
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my measures are not directly applicable to other settings. I suggest that more research into specific 

funding or governance mechanisms in the not-for-profit sector, and their relation with accounting 

choice, is a fruitful path to follow. 

In Chapter 3 I report that more leveraged Social Housing Associations are more likely to 

choose current value as their measurement basis than historical cost. Both under historical cost and 

under current value Social Housing Associations influence the carrying amount of their real estate 

in line with the incentives implied by leverage. However, for Social Housing Associations that use 

current value as their measurement basis, the evidence of opportunistic accounting choice is 

weaker than for those that use historical cost as their measurement basis. As indicated in Chapter 

3, this finding is not in line with general perceptions that current value, or fair value, creates greater 

risks of earnings management compared to cost-based measures. It would be interesting to 

examine this issue in the for-profit sector and see whether opportunistic behaviour is more strongly 

associated with historical cost measurement than with current value measurement.   

In Chapter 4 I introduced the concept of ‘assembled expertise’ and study the effect of 

assembled audit partner industry expertise on audit quality and showed that industry expertise of 

colleagues affects individual audit partner’ audit quality. We still do not know how audit partners 

share knowledge with their fellow audit partners. What roles do other team member play in 

knowledge sharing? This is still a black box. This means I only studied outcomes, but if we want 

to understand what causes the effects of assembled expertise on audit quality we need to know 

more of the process of knowledge sharing within audit firms. And if we know more about the 

process, audit firms can develop policies to improve audit quality using the expertise of the 

colleagues in the firm, via knowledge sharing. Moreover, I show associations between audit 

quality and assembled industry expertise, but this research only limitedly informs us about the 

importance of these factors in relation to other determinants. More and different research is needed 

to add those pieces of the jigsaw puzzle. Finally, in more and more countries and sectors the names 

of the signing audit partners are disclosed. This offers many research possibilities to increase the 

limited number of empirical studies on the effect of audit partner characteristics on audit quality. 

Future research could examine whether (capital) markets and regulators respond to differences in 

audit quality related to individual auditor characteristics.   
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This thesis benefited much from my experience as an auditor. For example, in Chapter 2 I 

study whether hospitals administratively shift revenue (both positively and negatively) to future 

periods. This idea occurred to me because I observed this behaviour at one of the hospitals we 

audited when I was still working at PwC. I also noticed that some Social Housing Associations 

were more aggressive in determining the parameters relevant for calculating the current value and 

that some audit partners spent much more time on reviewing these calculations and asked more 

‘insightful questions’ than others. These observations formed the basis for Chapter 3 respectively 

Chapter 4. So, I think that researchers could benefit more from specialists with field experience, 

like auditors and I plead for more interaction between academia and practitioners. 
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