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Corporate Value Assessment at the
Intersection of Earnings Management,
Internal Information Leakage,

and Public Disclosure:
An Integrated Mathematical Model for
Optimal Policy

Takanori Suzuki

Abstract

This study theoretically investigates how the optimal strategy for maxi-
mizing corporate value shifts when earnings management (accounting manip-
ulation), internal information leakage (through insider trading), and public
disclosure (accounting information) coexist. By integrating the traditional
principal - agent problem with the Kyle model, we analytically demonstrate
how the leakage channel and public disclosure may complement or conflict
with each other when managers have the freedom to engage in both effort and
earnings management. According to the analysis, earnings management can
be effective for firms with lower productivity or a more risk-averse manage-
ment, whereas in high-productivity firms such manipulation tends to amplify
noise and distort stock price formation. In addition, while public disclosure
can offset the noise generated by manipulation and thus enhance corporate
value, in some scenarios excessive manipulation could distort disclosed infor-
mation and cause market confusion. These findings offer new practical and
policy-related insights into how much manipulation to allow, how to optimize
disclosure, and how to ensure consistency with insider trading regulations.

Keywords: earnings management, internal information leakage, public dis-

closure, stock price formation, compensation contract
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