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Summary
Tazawa (2010) examines the earnings management behaviors through inventory item. One of the features
of his paper is to present the empirical model distinguishing accounting earnings management from real
earnings management. He finds that (1) firms adopting LCM (lower of cost or market) conduct accounting
earnings management to avoid losses by using inventory item, and (2) firms do not engage in real earnings
management on inventory to avoid losses. The paper has clear contribution in that it presents the unique
model to capture earnings management behaviors. However, we should carefully interpret the results since

we cannot deny the possibility that the model used in the paper has the estimation error.
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