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#IE& B : [Financial Slack Beyond Earnings Management: Do Pension Accounting Assumptions Create
Shareholder Values?|  GEiHIZH AFETY)

SEEMEE . Firm managers often use aggressive (high) return assumptions to manage corporate earnings
upwards. Meanwhile, they also use high pension return assumptions to reduce future pension plan
contributions to build internal financial slack that can be invested in growth opportunities. While high
pension return assumptions predict reduced earnings in the following year, they also predict increases in
operating cash flows, capital investments, and R&D expenses, and reductions in external borrowings,
especially among firms with low profitability or/and large pension underfunding. The stock market places
significant values on pension return assumptions, beyond the valuation of forecast earnings. The evidence
is consistent with an argument that aggressive pension return assumptions create shareholder values by
promoting value—enhancing investments and by shifting risk from shareholders to pension beneficiaries.
By building financial slack, aggressive pension return assumptions exert real and persistent effects on

shareholder values beyond transitory effects of earnings management.
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