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0000 OO0 Managersmayinstead choose less extreme actions to increase reported profits. They
mayincrease current sales by offering customers discounts that cause them to accelerate purchases fromfuture
periods to the current period, or offer better credit terms that are costly to the compathrough increased financing
costs or increased credit risk. Managers may cut discretionary expenditures, such as research and development
(R&D) and advertising, trading future sales for currentprofits. These short-term actions allow managers to achieve
their current bonus, but cheat the company and its shareholders whenever the actions are not in the company's best
long-run interests. There are also incentives to decrease profits when the manager sees actual profits
exceeding120% of the profit target in Exhibit 7-1 or when profits fall so far short of the 80% profit targetthat there is
no hope of achieving a bonus. Why would managers take actions to decrease cutreatreported profit? First, moving
this year's sales into next year or moving next year's expenses intothis year increases next year's income, ensuring a
higher level of reported profit (and probably ahigher bonus) next year. Second, by decreasing this year's income,
the manager may avoidincreasing performance expectations for the next year-and thus may avoid a higher
budgetedprofit target for next year. Managers may move current sales into the next year by encouragingcustomers
to defer purchases until the next year, thus effectively transferring current income tothe future. They might also
speed up actual expenditures (for example, moving maintenanceplanned for future years into the current year) or
accelerate recognition of expenses (for example,writing off costs of equipment that remains in use), taking as
current period expenses some coststhat rightly belong to future periods.
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