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Earnings Management and its Relationship with Stock Returns

An Empirical Study on a sample of industrial companiesin the
United Arab Emirates
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Abstract:

This study aimed to reveal the relationship between the practices
of earnings management and stock returns of industrial companies. We
tried to identify the extent of the existence of this phenomenon to the
UAE industrial companies and their relationship with stock returns of
these companies by applying Jones model to calculate the total dues and
non-optional dues.

By using the financial data for a sample of 14 United Arab
Emirates industrial companies for a period of 9 years from 2006 to
2014, and through a sectional analysis of time series to reveal the
relationship between the practices of earnings management and stock
returns, the study reached to several conclusions:

- Companies have exercised earnings management in the years 2006,
2010.2011 and there were no practices in other years, and the highest
year in the practice of earnings management was in 2006.

- There is not significant negative relationship between earnings
management and stock returns of industrial companies in the United
Arab Emirates, it may not return to the practice of the UAE industrial
companies to total to earnings management.

The study provided some recommendations and proposals, which would
assist managements of UAE industrial companies and investors in the
stock market.

KeyWords: Earnings management, stock returns, Total Accruals, Non-
Discretionary Accrual
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