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Abstract

This paperinvestigatesthe extentto which managersuse theiraccountingdiscretionto

reducethecosts associatedwith voluntarydisclosurein general,andwith managementforecast

errorsin particular. The empirical findings areconsistentwith the prediction that managers,

fearingcostly legal actionsby shareholdersand loss of reputationfor credibility, usepositive

discretionaryaccrualsto managereportedearningsupwardwhen realizedearningsfall below

their publicly disclosed earningsprojections. Results also suggestthat the magnitude of

discretionaryaccrualsfor thesefirms is associatedwith proxiesfor expectedlitigation costs,i.e.,

thelikelihood of a lOb-5 lawsuitand/ortheamountof damagespotentiallyawardedto plaintiffs.

Furtheranalysisindicatesthat the positivediscretionaryaccrualsidentified for the firms whose

managershave overestimatedearningsdo not seemto reflect the effect of competingearnings

managementincentives,nor the effect of the potential simultaneitybetweenmanagement’s

decisionsto issueanearningsforecastandto managereportedearnings.Contraryto thefindings

for the firms whosemanagershaveoverestimatedearnings,thereis no evidencethat managers

whohaveunderestimatedearningsmanagereportedearningsdownward. In fact, managerswho

haveunderestimatedearningsaretwice aslikely to revisetheirearningsforecaststhanmanagers

whohaveoverestimatedearnings,suggestingthesemanagerspreferforecastrevisionasa wayto

mitigatetheirforecastingerrors.


