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5. Concluding remarks

This research provides new evidence regarding the characteristics
of firms that commit fraud. It contributes to the body of research that
describes the antecedents of fraud, and therefore also facilitates fraud
detection. More specifically, we examine the relation between
previous earnings management and the propensity to commit fraud
and in doing so develop three new measures: Aggregated Prior
Discretionary Accruals, Meeting or Beating Analyst Forecasts, and
Unexpected Revenue per Employee. The first new measure, Aggregated
Prior Discretionary Accruals, sums discretionary accruals over the three
years prior to the first fraud year to capture the pressure of earnings
reversals and earnings management constraints. We find that firms
that have previously managed earnings are more likely to commit
fraud even when there is no evidence of earnings manipulation to
meet or beat analyst forecasts or inflate revenue. We also perform
more in depth analyses of the earnings management reversal and
constraint hypothesis and find that measures of prior discretionary
accruals summed over three years have more predictive ability than
those summed over two years or one year.
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