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Unexpected Core Earnings,
= Reprted Core Earnings, — Estimated Core Earnings,
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5l ).\.La.uﬂ_a Cago L;\_u\;.d\ c_u‘ﬂ\ Conservatism L;\_u\;.d\ Ls;_x_n Jad

Rlagle Bala oy miaaay ‘@AY\QABM\QAM\&@} (s Al B il

Statement of Concepts Al A€ Y1 aliall Aaill Cread ad 3 aa g xllacadl)
aeaill ) oy jatl) LaSaaY) gieria 4 No.2

“ A prudent reaction to uncertainty to try to ensure that uncertainty and

risks inherent in business situations are adequately considered “
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Ladaill Ul Cay jaill Aaglidll Adadia 4 Basu (1997)

“Accounting Conservatism as a tendency on the part of Accountants to

require a higher degree of verification for recognizing good news as gain

than bad news as Losses in financial statements, resulting in accounting

Earnings being timelier in its recognition of bad news than in its

recognition of good news *
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“Conservatism 1s that it i1s a selection criterion between accounting
principles that leads to the minimization of Cumulative reported earnings
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by slowly revenues recognition, Faster expense Recognition, Lower
Assets Valuation, and Higher liabilities valuation
Aol (Jilaall) (salual) Jsa alaiall 5 bmall JUY) sa oailaall Jainill
YL el Cal i) A (e lgie il DaS) ) 2L,V sl ) ga58 )
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r U sl e daal) Jaésll Cay 2% Watts (2003, Part one, P.3) 285

“Conservatism is defined as the deferential Verifiability required for
recognition of profit versus losses, its extreme form is the traditional
conservatism adage: Anticipate no profit but anticipate all losses.”
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Abstract:

This research aims to formulate a multi-dimensional view for
measuring and evaluating the earnings quality, through the
conceptualization modeling methodology, based on converting
conceptual frameworks into mathematical models that can be applied
empirically. The research is based on what is available in the relevant
accounting literature, and the researcher recommends conducting more
research efforts in the field of studies based on descriptive mathematical
modeling. The research includes four sections, the first presents the
general framework, the second discusses the relationship between
conceptualization and earnings quality, this section identifies seven
dimensions; persistence, accrual quality, earnings management, income
smoothing, timeliness recognition and conservatism, consistence and
comparability, and prediction ability power. The third section includes
empirical mathematical modeling for the earnings quality, including all
the dimensions mentioned in the second section with the exception of the
predictive power that does not belong to the scope of this research. The
fourth section provides empirical evidence, which includes formulating a
multi-dimensional model for measuring and evaluating earnings quality
based on three main dimensions; persistence, comparability, and accrual
quality. The model is applied on eleven companies which belongs to the
pharmaceutical sector during the period 2013-2018, the empirical study
is based on four main models and “one” significance test, the persistence
test 1s based on two models; the first of which includes time series
analysis through expert modeling, the second is based on multivariate
linear regression model, both of the two models depend on twenty-seven
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financial ratios. The comparability test is based on the significance
difference test, the testing of accruals quality depends on two models,
both of them is based on working capital as a dependent variable, the first
model includes six independent variables while the second includes three
independent variables. The main theoretical indications include the
adoption of a wide range of models that dealt with the assessment of
earnings quality on the components and volatility of working capital. The
main findings of this research include lack of both persistence and
comparability characteristics at the level of all indicators combined, and
their availability at the level of profitability alone, With the availability
of the quality of accrual accounting, the researcher recommends
conducting more empirical studies dealing with measuring and
evaluating the quality of earnings based on various multiple dimensions.

Keywords:

Earnings Quality, Conceptualization Modeling, Persistence,
Consistence, Timeliness, Earnings Smoothing, Conservatism.
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