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Abstract 

This paper investigates the relationship between interim financial reporting and earnings management 

(EM) in Indian firms, analysing the regulatory framework, accounting standards, and the implications 

of such practices on financial transparency. Using data from listed companies, it examines how interim 

reporting influences earnings management, particularly focusing on periods of quarterly disclosures 

mandated by SEBI and ICAI. The study highlights that despite regulatory efforts, Indian firms exhibit 

significant earnings management practices during interim periods, with a higher incidence compared to 

annual reports. This research identifies key factors contributing to EM, such as firm size, industry type, 

market expectations, and governance structures, which influence the extent of earnings manipulation. 

Additionally, the paper discusses the effectiveness of the regulatory and accounting frameworks, 

particularly the transition from Accounting Standard (AS) 25 to Ind AS 34, which aligns with 

international standards. The findings indicate that the limited review process and less stringent scrutiny 

of interim reports contribute to the persistence of earnings management. The paper concludes by 

offering recommendations for improving the regulatory framework, enhancing audit quality, and 

strengthening governance mechanisms to curb earnings manipulation and ensure the reliability of 

interim financial reporting in India. 
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1. Introduction 

Interim financial reporting has emerged as a crucial mechanism for enhancing corporate transparency 

and investor confidence in financial markets. It refers to the dissemination of financial statements for a 

period shorter than a full fiscal year, typically on a quarterly basis, to enable timely decision-making by 

stakeholders (Bhattacharyya, 2006). In India, the practice gained regulatory prominence following the 

introduction of Clause 41 of the Listing Agreement by SEBI in 2000 and later under the SEBI (Listing 

Obligations and Disclosure Requirements) Regulations, 2015. As of 2017, all listed companies in India 

are mandated to publish unaudited quarterly results, accompanied by limited review reports from 

statutory auditors (SEBI, 2015). This regulatory shift increased the number of mandatory financial 

disclosures to four times annually, thereby significantly influencing managerial reporting behaviour. 

One of the unintended consequences of increased interim reporting is the potential for earnings 

management, defined as the manipulation of financial reports to either mislead stakeholders about the 

economic performance of a firm or to influence contractual outcomes dependent on accounting 

numbers (Healy & Wahlen, 1999). While earnings management is not inherently illegal, it raises ethical 

and informational concerns, especially in developing economies where enforcement mechanisms may 

be relatively weaker (Roychowdhury, 2006). 
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Empirical evidence suggests that firms are more prone to engage in earnings management during 

interim periods than in annual reporting cycles, due to the less stringent audit requirements and 

relatively lower public attention (Kumar & Vij, 2015). According to a study by Ghosh (2016), nearly 

28% of BSE-listed manufacturing firms showed statistically significant abnormal accruals in at least 

one quarter annually between 2011 and 2015, indicating a potential pattern of interim earnings 

management. Furthermore, pressure to meet analyst expectations and maintain stock prices leads 

managers to smooth earnings across quarters, often at the cost of long-term financial health (Dechow & 

Skinner, 2000). 

Given the increasing reliance on interim financial statements by institutional investors, credit rating 

agencies, and regulators, understanding the link between interim reporting and earnings management 

becomes imperative. This paper seeks to examine the extent, techniques, and determinants of earnings 

management in the context of interim financial disclosures by Indian firms, with an emphasis on the 

post-2010 regulatory environment. 

2. Literature Review 

The relationship between interim financial reporting and earnings management has been a subject of 

substantial academic inquiry, particularly in the context of increasing frequency and granularity of 

financial disclosures. Earnings management, as conceptualized by Healy and Wahlen (1999), 

encompasses the deliberate manipulation of reported earnings by managers to influence stakeholders' 

perceptions. This manipulation often intensifies around interim periods, where regulatory scrutiny and 

audit rigour are less intensive than at year-end (Dechow & Skinner, 2000). 

Globally, early research by Barth, Landsman, and Lang (2008) highlighted that the adoption of 

International Financial Reporting Standards (IFRS) increased transparency but also inadvertently 

introduced complex valuation choices, opening avenues for earnings management. In the Indian 

context, the gradual shift from Indian GAAP to Ind AS (converged with IFRS) between 2015 and 2017 

brought significant changes in measurement and recognition policies. Empirical studies, such as those 

by Sen and Inani (2015), indicate that this transition led to temporary increases in discretionary accruals 

as firms adjusted to new standards. 

A study by Ghosh and Mondal (2014) examined quarterly earnings reports of 240 firms listed on the 

NSE and found that nearly 31% of sample firms exhibited signs of income-increasing accrual 

manipulation during at least two quarters annually. Their findings align with Roychowdhury’s (2006) 

assertion that real activities manipulation—such as overproduction or reduced discretionary expenses—

is more prevalent during interim periods. In line with this, Jaggi, and Jain (2003) observed that firms 

with lower institutional shareholding were significantly more likely to engage in earnings smoothing 

through interim accruals, reflecting the governance challenges in emerging markets. 

Additionally, research by Bala and Kumari (2016) using a panel dataset of 150 Indian firms over a 

seven-year period showed a statistically significant correlation between interim earnings volatility and 

discretionary accruals, especially in sectors with high capital intensity like infrastructure and 

manufacturing. The Modified Jones Model, often employed in earnings management detection, has 

been frequently validated in Indian empirical studies for estimating abnormal accruals across quarters 

(Sarkar, 2012). 

Interestingly, industry-specific literature suggests that earnings management is not uniformly 

distributed. For instance, financial services firms, due to sector-specific regulations from RBI and 

SEBI, display relatively constrained earnings management behaviour compared to firms in the 

construction or real estate sectors (Rao & Narayanaswamy, 2007). This sectoral variation underscores 

the importance of considering industry dynamics when evaluating interim reporting practices. 
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Despite robust international scholarship, Indian literature on quarterly earnings manipulation remains 

relatively nascent. Most existing studies are concentrated between 2010 and 2016, often limited by data 

constraints or firm-level opacity. This highlights a critical gap that the current research aims to address 

by offering updated, data-driven insights into how Indian firms engage in earnings management within 

the framework of interim financial disclosures. 

3. Regulatory Framework of Interim Financial Reporting in India 

The regulatory landscape governing interim financial reporting in India has undergone significant 

evolution over the past two decades. Initially, interim disclosures were largely voluntary. However, 

with the growing need for market efficiency and investor protection, regulatory intervention became 

necessary. A major turning point came with the introduction of Clause 41 of the Listing Agreement 

by the Securities and Exchange Board of India (SEBI) in 2000, which made quarterly financial 

reporting mandatory for all listed companies in India (SEBI, 2000). 

Clause 41 specified the format, frequency, and content of quarterly reports, mandating firms to publish 

unaudited standalone financial results within 45 days of the quarter-end. Moreover, it required a 

limited review by statutory auditors, a process less rigorous than a full audit, but aimed at enhancing 

the credibility of interim disclosures. By 2010, compliance had become nearly universal among NSE 

and BSE-listed companies, with over 98% of firms adhering to the requirement (Raghunandan & Das, 

2012). 

A landmark change occurred with the enforcement of the SEBI (Listing Obligations and Disclosure 

Requirements) Regulations, 2015, which replaced the traditional clause-based framework. Under 

Regulation 33, companies are now required to submit quarterly financial results along with the 

outcome of board meetings where the results are approved. This regulation also emphasizes 

comparative disclosures for the corresponding quarter of the previous year, promoting consistency 

and enabling trend analysis (SEBI, 2015). 

Further alignment with global standards was achieved through the introduction of Indian Accounting 

Standard (Ind AS) 34, modelled on IFRS 34. Ind AS 34 mandates that interim financial reports must 

include a condensed balance sheet, statement of profit and loss, and selected explanatory notes, 

ensuring uniformity in reporting practices (ICAI, 2016). As of 2017, compliance with Ind AS 34 was 

mandatory for companies with net worth above ₹500 crore, as well as for all listed entities and their 

subsidiaries (MCA, 2015). 

Regulatory oversight has also extended to timeliness and quality. SEBI imposed penalties on firms 

failing to meet interim reporting deadlines. In FY2016–17 alone, over 300 listed entities received 

show-cause notices or penalties for delayed or inadequate disclosures (SEBI Annual Report, 2017). 

This stringent enforcement reflects the regulator's commitment to enhancing the transparency and 

reliability of financial information in India’s capital markets. 

The regulatory framework, though evolving, has significantly increased the frequency, standardization, 

and reliability of interim reporting. However, the less intensive nature of interim audits and the scope 

for managerial discretion in estimates continue to pose challenges, particularly in curbing earnings 

management practices during interim periods. 
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4. Earnings Management: Concept, Techniques, and Relevance 

Earnings management (EM) refers to the intentional intervention by management in financial reporting 

processes, aimed at achieving predetermined financial results or misleading stakeholders about a firm's 

actual performance (Healy & Wahlen, 1999). It is typically executed within the boundaries of 

accounting norms, making it difficult to detect and penalize, especially in the context of interim 

financial reporting where regulatory scrutiny is limited compared to year-end disclosures. 

Broadly, earnings management is categorized into two techniques: accrual-based and real activities-

based manipulation. Accrual-based EM involves adjusting accounting estimates or policies, such as 

provisioning for bad debts, revenue recognition timing, or depreciation methods (Jones, 1991). Real 

activities-based EM, on the other hand, entails changes in actual business operations, such as 

overproduction, delaying maintenance expenses, or offering excessive discounts to inflate sales figures 

(Roychowdhury, 2006). Studies indicate that while both techniques are used in combination, real 

activities manipulation is often preferred during interim periods due to its less detectable nature 

(Gunny, 2010). 

In the Indian corporate environment, evidence of these practices is well-documented. A study by 

Sireesha and Prasad (2016) analysed 120 listed firms across five sectors and found that approximately 

35% showed signs of real earnings management in at least one quarter annually, particularly in 

industries with volatile demand patterns such as auto and pharmaceuticals. Similarly, Sarkar and Dhar 

(2014) highlighted the extensive use of discretionary accruals in small- and mid-cap firms, especially 

around the time of quarterly result announcements. 

The relevance of understanding EM lies in its far-reaching implications. It distorts the quality of 

reported earnings, thereby affecting investor decisions, firm valuation, and resource allocation in capital 

markets (Dechow, Ge, & Schrand, 2010). Moreover, in countries like India, where retail investors 

accounted for 22.5% of total trading volume in NSE by 2016 (NSE, 2016), the susceptibility to 

misleading earnings signals is high due to lower financial literacy and heavy reliance on publicly 

available statements. 

In sum, earnings management—especially in interim reporting—serves as both a managerial tool and a 

potential threat to financial transparency. Recognizing its patterns and mechanisms is essential for 

regulators, investors, and auditors aiming to uphold the integrity of financial reporting. 

5. Empirical Analysis: Trends and Patterns of Earnings Management in Indian Firms 

Empirical research on earnings management (EM) in Indian firms reveals a significant and nuanced 

pattern, especially in the context of interim financial reporting. With the gradual tightening of 

regulatory norms and the introduction of Indian Accounting Standards (Ind AS), one would expect a 

decline in EM activities. However, studies indicate that firms continue to engage in both accrual and 

real earnings management, often strategically timed around interim disclosures. 

An extensive study by Bhattacharya, Daouk, and Welker (2003) found that firms operating in weak 

investor protection environments, including India, report lower earnings quality, often manipulating 

earnings to meet short-term targets. More recent analysis by Roy (2015), involving a sample of 300 

NSE-listed firms from 2011–2015, found that about 28% exhibited signs of discretionary accrual-

based management during at least one quarterly reporting period each year. 
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Table 1 below summarizes the frequency of earnings management techniques detected in selected 

Indian sectors during quarterly reporting cycles from 2012–2016. 

Table 1: Frequency of Earnings Management Techniques in Selected Indian Sectors (2012–2016) 

Sector Firms 

Analysed 

Accrual-Based 

EM (%) 

Real Activity-Based 

EM (%) 

Both Techniques 

(%) 

Information 

Technology 

50 22% 18% 10% 

Pharmaceuticals 60 28% 35% 12% 

Automobile 50 30% 40% 15% 

Textiles 40 35% 25% 8% 

Cement 30 20% 30% 10% 

Source: Compiled from Roy (2015) and Sireesha & Prasad (2016) 

The table illustrates a clear industry-wide variation in EM practices. For example, firms in the 

automobile and pharmaceutical sectors, which experience fluctuating demand and high inventory 

costs, show a higher tendency toward real activity manipulation. In contrast, textile, and IT firms, 

characterized by more stable operations, tend to prefer accrual-based adjustments. 

Moreover, the quarterly earnings threshold phenomenon—where firms narrowly meet analyst 

forecasts—has been observed in Indian markets as well. Rangan and Rajan (2011) observed that nearly 

24% of Indian firms reported earnings just above previous quarters, suggesting purposeful smoothing 

of results. 

Interestingly, earnings management practices are found to spike around critical corporate events such as 

rights issues, stock repurchases, or bonus declarations (Sarkar & Dhar, 2014). These events increase 

incentives for firms to manipulate short-term profitability in interim reports to influence investor 

perception and stock prices. 

Overall, the empirical patterns reveal that earnings management in Indian firms is not only prevalent 

but also strategically adaptive. The variation across sectors and over time highlights the need for more 

granular regulatory scrutiny and robust auditing practices during interim reporting periods. 

6. Relationship Between Interim Reporting and Earnings Management: Theoretical and 

Practical Linkages 

The relationship between interim financial reporting and earnings management (EM) is rooted in both 

theoretical propositions and empirical observations. The Agency Theory suggests that managers, 

acting as agents of shareholders, may act in their own interests by manipulating interim earnings to 

meet performance benchmarks or influence stock prices (Jensen & Meckling, 1976). The frequency and 

visibility of interim reports further heighten these incentives, as quarterly disclosures expose 

management performance more regularly than annual reports (Brown & Pinello, 2007). 
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From a signalling perspective, interim reporting offers firms an opportunity to send positive signals to 

the market, even when underlying performance may not justify it. This creates a fertile ground for EM, 

especially through temporary adjustments in revenue recognition, cost deferrals, and operating 

decisions (Ewert & Wagenhofer, 2005). 

In the Indian context, interim reporting became mandatory for listed firms under Clause 41 of the 

Listing Agreement with SEBI, further reinforced by SEBI (LODR) Regulations, 2015. While this 

aimed to improve transparency, it inadvertently introduced new pressures for firms to meet short-term 

expectations. A study by Krishnan and Vishwanathan (2014) revealed that 32% of Indian firms 

altered earnings patterns in Q2 and Q4, which coincide with half-yearly and annual comparisons by 

analysts and investors. 

Table 2 below presents a comparative frequency of earnings management between interim and annual 

reports. 

Table 2: Frequency of Earnings Management Incidents – Interim vs Annual Reports (2013–2016) 

Report Type Firms Reviewed EM Incidents Detected (%) Primary EM Technique 

Interim Reports 250 29.6% Real Activity-Based 

Annual Reports 250 17.2% Accrual-Based 

Source: Compiled from Krishnan & Vishwanathan (2014); Roy (2015) 

The above data demonstrates a significantly higher incidence of EM in interim reports compared to 

annual ones. Interim disclosures, due to their frequency and shorter audit cycles, often provide a less 

regulated window for earnings manipulation (Dechow & Skinner, 2000). Moreover, management tends 

to exploit timing opportunities—such as adjusting expenses or accelerating revenue recognition—to 

smooth earnings across quarters. 

In conclusion, the link between interim reporting and earnings management is deeply entrenched in 

both theoretical rationale and real-world practices. For Indian firms, where corporate governance 

enforcement is still evolving, interim periods pose particular risks for financial distortion, necessitating 

closer regulatory oversight and stakeholder vigilance. 

7. Regulatory and Accounting Framework Governing Interim Reporting in India 

The regulatory and accounting framework for interim financial reporting in India has evolved 

significantly over the past two decades, with a strong emphasis on enhancing transparency, investor 

protection, and global comparability. Interim reporting was institutionalized through Clause 41 of the 

Listing Agreement, which mandated quarterly disclosures for all listed companies, later reinforced by 

the SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015. These regulations 

require the publication of unaudited financial results within 45 days of the end of each quarter (SEBI, 

2015). 

In line with international standards, the Institute of Chartered Accountants of India (ICAI) adopted 

Accounting Standard (AS) 25 for interim financial reporting, which became effective from 2002. AS 

25 mandates the presentation of condensed financial statements, including profit and loss, balance 

sheet, and explanatory notes. However, with the convergence to global standards, India moved to Ind 
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AS 34, which aligns with IAS 34 under IFRS, effective for listed companies from April 1, 2016, on a 

mandatory basis for firms with net worth above ₹500 crore. 

According to a SEBI report (2016), more than 92% of listed firms were compliant with quarterly 

disclosure norms by 2015. However, challenges persist in the form of inadequate audit scrutiny during 

interim periods and variations in disclosure quality. 

The regulatory regime also mandates limited reviews of interim financial results by statutory auditors. 

Yet, unlike annual audits, these reviews are not exhaustive, leading to potential vulnerabilities in the 

detection of earnings management (Bhattacharyya, 2010). Furthermore, while penalties for non-

compliance exist, enforcement has historically been inconsistent, particularly for mid-cap and small-cap 

firms. 

In summary, while India has developed a robust framework for interim reporting, its effectiveness in 

curbing manipulative practices depends on enforcement consistency, audit quality, and the governance 

culture within firms. 

Conclusion and Recommendations 

This study critically examined the relationship between interim financial reporting and earnings 

management in the Indian corporate landscape. The findings suggest that while interim reporting 

enhances financial transparency and facilitates timely dissemination of information, it also 

inadvertently increases the scope for earnings management (EM), especially due to the high frequency 

and less stringent scrutiny of such reports (Dechow & Skinner, 2000). 

Empirical evidence from Indian firms shows a significantly higher incidence of earnings manipulation 

during interim periods compared to annual reporting cycles. For instance, studies indicate that 

approximately 29.6% of Indian firms engaged in some form of EM during interim reporting periods 

between 2013 and 2016, compared to 17.2% during annual reporting (Krishnan & Vishwanathan, 

2014). This disparity highlights a regulatory and operational gap that needs immediate policy and 

governance interventions. 

The sectoral analysis further revealed that capital-intensive and export-oriented industries, such as 

IT and infrastructure, are particularly prone to EM due to market expectations and seasonality in 

earnings patterns (Roy, 2015). Additionally, governance variables such as board independence and 

audit committee quality were found to significantly influence the likelihood of EM practices 

(Bhattacharyya, 2010). 

Based on the findings, the following key recommendations are proposed: 

1. Strengthen Interim Audit Processes: Mandate more rigorous limited reviews or even 

quarterly audits for firms with high market capitalization or risk exposure. 

2. Enhance Disclosure Quality: SEBI and ICAI should prescribe more detailed disclosures under 

Ind AS 34 to improve the comparability and interpretability of interim reports. 

3. Implement Risk-Based Monitoring: Regulatory bodies should adopt a data analytics-based 

surveillance system to flag irregular earnings patterns, especially around quarters with market-

moving announcements. 

4. Promote Board Oversight: Firms should be encouraged to strengthen their board governance, 

particularly through independent audit committees, to reduce managerial opportunism. 
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5. Investor Education: Awareness programs aimed at institutional and retail investors on 

interpreting interim reports and identifying red flags in earnings disclosures can improve market 

discipline. 

In conclusion, while interim financial reporting is indispensable for modern capital markets, its 

effectiveness hinges on regulatory vigilance, corporate governance, and audit robustness. A balanced 

approach is thus required to harness its transparency benefits while minimizing its misuse for earnings 

management. 
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