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Discussion of “Cash flow asymmetry:

Causes and implications for conditional conservatism research”
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(c) Givoly et al. (2007) propose three categories of conditions that could create measurement error (noise) and/or bias in
earnings AT as a measure of conditional conservatism: (1) non-uniformity in the content of the news during the
estimation window (i.e., offsetting good and bad news); (2) multiple events in the estimation window that reflect
different levels of discretion-related conditional conservatism; and (3) firms' disclosure policies, which can be
asymmetric. As one example, Givoly et al. show that the earnings AT measure does not behave as expected for “big
issuers” (big equity issuers) if it is measuring conditional conservatism. Givoly et al. do not investigate whether accruals
AT does display expected variation, but neither does CHT.'® Clearly, some of the “situations” in Givoly et al. will generate
the type of asymmetry in CFOs that CHT assert does not represent conditional conservatism. But the overlap does not
imply that an accruals-based AT measure mitigates the potential situational biases noted in Givoly et al. In assessing
construct validity, researchers need to carefully consider whether eliminating CFO AT sufficiently addresses the
situational biases noted in Givoly et al. If the situations that produce biases are not important for a study's
generalizability, eliminating the situations could be a viable alternative.
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