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The Effect of Adopting the Balanced Scorecard (BSC) to
Limit Earning M anagement “Applied Study”

Abstract: The main purpose of this study is to explore the effect of the
adoption of balanced scorecard and its four perspectives and earning
management used Palestinian Economic Entities (PEE).

In order to achieve the objective of this study, eight of economic entitieswere
selected. A survey for Stratford probability sample from managers and head
of department was carried out to obtain information about independent
variable (balanced scorecard). The response number was 96. Whereas the
information about dependant variable (earning management) obtained from
entities financial reports published. Descriptive and analytical statistical
techniques were used to analyze data and discuss the results.
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The findings of the study indicate that Palestinian Economic Entities adopt
balanced scorecard in different ratios. In addition the study showed that
Palestinian economic entities used earning management approach.

The study also revealed a significant opposite relationship between adoption
of balanced scorecard and its four perspectives and limited of earning
management in Palestinian Economic Entities.

The study provided a set of recommendations, foremost of which are to
encourage all Palestinian Economic Entities to adopt balanced scorecard for
itsrole in performance evaluation and minimize of earning management. In
addition, to encourages all Palestinian Economic Entities to limit their using
of earning management.

Keywords: Managerial Accounting, Balanced Scorecard (Financial,
Customer, Internal operations, Learning & Growth), Earning Management.
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EDACit = TACit / Ait'l

Where:

EDAC;; = Estimated discretionary accruals for firmi in year t.

TAC;; = Total accruals for firm i at the beginning of year t.

Ait— 1= Total assetsfor firm i at the beginning of year t.

" 1" refers to the firm or the industry depending on whether the analysis is

time series or cross— sectional.

Gl Goh oo LY 5 sl 1w asy DeAngelo, (1986) giga -2
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EDACit = TACit - TACit-l / Ait-l

Where:

EDAC;; = Estimated discretionary accruals for firmi in year t.

TAC;; = Total accruals for firm i at the beginning of year t.

Aii— 1 Total assetsfor firm i at the beginning of year t.

" 1" refers to the firm or the industry depending on whether the analysis is
time series or cross — sectional.
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TACi:/ Ai-1 = ail (VA1) Bil ( REVi:/ Air-1) + Bi2 (PPEi/Ai-1) + €u

Where:

TAC;; = Total Accruals for firmi in year t,

Ait-1= Total Assetsfor firm | at the beginning of year t,

REV; = change in revenue for firmif fromyear t- 1 toyear t , and
PPE i; = Gross property, plant, and equipment for firmi in year t.
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All variables are deflated by beginning total assets to adjust for
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