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Abstract

This study is aimed at examining discretionary accruals in distressed firms that
have undertaken debt renegotiation for debt restructuring with a view to determine whether
managers adopt income-decreasing accruals during debt renegotiation or not. Two established
models were used for detecting discretionary accruals of 38 troubled firms during the recent
financial crisis in Thailand (1998-1999).

The results provided in this paper demonstrate that managers of firms in financial
distress have incentives to adopt income-decreasing accruals during the year surrounding
renegotiations with lenders. We have found evidence that the magnitude of discretionary
accruals is statistically significantly negative during the year. However, these accruals are
not significantly different from those of control firms which have not undertaken debt
renegotiation during the same period but experienced similar financial performance.

The findings suggest that distressed firms, either undertaking debt renegotiation or not
undertaking, adopt income-decreasing accruals during the crisis period.
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