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Abstract

China started its economic reform in 1978. By 1995, China had become the
world’s third largest economic powerhouse after the United States and Japan, with a
total GDP of $720 billion. The development of the securities market and a sound
corporate governance system plays an important role in the progress of China’s
economic reform.  Since 1992, China has made substantial progress in seven areas of
corporate governance: (1) rights of shareholders and rules for shareholders’ meetings, (2)
duties and responsibilities of directors and independence of board of directors, (3)
fiduciary duties, (4) performance assessments and incentive and disciplinary systems, (5)
information disclosure and transparency, (6) insider information and related party
transactions, and (7) the role of the auditor.

This paper describes the recent developments in China’s corporate governance.
In particular, it addresses nine key corporate governance problems in China: (1) highly
concentrated ownership structure, (2) insider control of corporate affairs, (3) weak
protection of shareholders’ rights, (4) frequent insider trading, self dealings and
collusions in market manipulations, (5) falsification and fabrication of financial data, (6)
weak independent board of directors and specialized committees, (7) weak supervisory
board, (8) weak auditing profession, and (9) weak external governance structure.

This paper also provides eleven suggested solutions to improve the quality of
corporate governance in China: (1) gradually floating the un-tradable shares, (2) CEO
certification, corporate governance guidelines, and code of business conduct and ethics,
(3) improving disclosure and supervision of insider and related party transactions, (4)
accelerating the reform of board of directors, (5) clearly defining the functions of the
supervisory board, (6) improving internal controls, audit quality and independence, (7)
requiring an independent audit committee and an internal audit function, (8)
strengthening legal liabilities and enforcement, (9) strengthening shareholder rights, (10)
developing a long-term focus incentive compensation system for directors and

executives, and (11) improving the quality of the external governance structure.
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1. Introduction

China is a giant country with a population of 1.2 billion people. In 1978, China’s
“paramount leader” Deng Xiaoping started a series of reforms in its economic system in
order to stimulate economic growth and to raise the Chinese people’s standard of living.
By 1995, China had become the world’s third largest economic powerhouse after the
United States and Japan, with a total GDP of $720 billion. China’s securities market
and a sound corporate governance system play an important role in these economic
reforms.  The number of listed companies has risen from 14 in the year when China's
two stock exchanges (Shanghai and Shenzhen) commenced operation in 1991 to 1,223
by the year 2002.

Corporate governance is commonly viewed as a system that delineates the rights
and responsibilities of each major group of stakeholders in a company, and sets rules
and procedures for making decisions about company affairs (OECD, 1998). It can also
be viewed as the design of institutions and mechanisms that induce or control board
directors and management to best serve the interests of shareholders and other
stakeholders in a company and to resolve conflicts among them, subject to the
constraints of economic, legal and ethical norms (Ho, 2002). Sound corporate
governance is good for maximizing the shareholder value and productivity of
companies. During the past decade, before and after China's entry into the World
Trade Organization (WTO) in late 2001, the Chinese government has continued to
improve its corporate governance policies to prepare Chinese companies to compete
with their foreign competitors. However, there are still several areas that need
improvement.

The objectives of this paper are to identify key corporate governance problems in
China and to provide suggested solutions to improve the quality of China’s corporate
governance.

The remainder of this paper is organized as follows: Section 2 briefly describes the
recent developments in China’s corporate governance; Section 3 addresses China’s key
corporate governance problems; Section 4 discusses suggested solutions; Section 5

concludes the paper.

2. Recent Developments in China’s Corporate Governance

Since the establishment of China's securities regulator, the China Securities
Regulatory Commission (CSRC), in 1992, more than 300 laws and directives
concerning the securities and futures market have been issued. The key legal
framework for corporate governance in China consists of the Company Law
promulgated in December 1993, the Securities Law promulgated in December 1998,

and the Code of Corporate Governance for Listed Companies issued by the China
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Securities Regulatory Commission and State Economic and Trade Commission in
January 2001.

Since 1992, China has made substantial progress in seven areas of corporate
governance: (1) rights of shareholders and rules for shareholders’ meetings, (2) duties
and responsibilities of directors and independence of board of directors, (3) fiduciary
duties, (4) performance assessments and incentive and disciplinary systems, (5)
information disclosure and transparency, (6) insider information and related party

transactions, and (7) the role of the auditor.

Rights of Shareholders and Rules for Shareholders’ Meetings

The Code of Corporate Governance emphasizes the importance of shareholders’
rights. It includes both rights of shareholders and rules of shareholders’ meetings in
Chapter 1 (CSRC, 2001).

For shareholders’ rights, it states that all shareholders are to enjoy equal rights and
to bear the corresponding duties based on the shares they hold. Shareholders shall
have the right to know about and the right to participate in major matters of the
company set forth in the laws, administrative regulations, and articles of association.
In addition, shareholders shall have the right to protect their interests and rights through
civil litigation or other legal means in accordance with laws and administrative
regulations.

Regarding to rules for shareholders’ meetings, it states that a listed company shall
set out convening and voting procedures for shareholders' meetings in its articles of
association, including rules governing such matters as notification, registration, review
of proposals, voting, counting of votes, announcement of voting results, formulation of
resolutions, recording of minutes and signatories, public announcements, etc. The
shareholders can either be present at the shareholders' meetings in person or they may
appoint a proxy to vote on their behalf, and both means of voting possess the same legal
effect. In addition, institutional investors shall play a role in the appointment of
company directors, the compensation and supervision of management, and major

decision-making processes.

Directors and Board of Directors

The Company Law has the following rules relating to a company's board of
directors: (1) limited liability companies and joint stock companies are required to set
up a board of directors, (2) the number of directors should range from three to 13 for a
limited liability company and five to 19 for a joint stock company, (3) the board of
directors has the responsibility of appointing and removing management, (4) directors

and managers must faithfully perform their duties, protect the company's interests, and
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ultimately answer to shareholders, (5) and a director's appointment should not exceed
three years, subject to re-appointment for a further term.

Chapter 3 of the Code of Corporate Governance discusses directors and board of
directors in six areas: (1) election procedures for directors, (2) the duties and
responsibilities of directors, (3) duties and composition of the board of directors, (4)
rules and procedures of the board of directors, (5) independent directors, and (6)
specialized committees of the board of directors. The following are major rules
relating to directors (CSRC, 2001):

® A company shall establish a standardized and transparent procedure for director
election in its articles of association, so as to ensure the openness, fairness,
impartialness, and independence of the election.

® The election of directors shall fully reflect the opinions of minority shareholders. A
cumulative voting system shall be earnestly advanced in shareholders' meetings for
the election of directors. Listed companies that are more than 30% owned by
controlling shareholders shall adopt a cumulative voting system, and the
companies that do adopt such a system shall stipulate the implementing rules for
such a cumulative voting system in their articles of association.

® Appointment agreements shall be entered into by a listed company and its directors
to clarify such matters as the rights and obligations between the company and the
director, the term of the directorship, the director's liabilities in case of breach of
laws, regulations or articles of association, and the compensation from the
company in case of early termination of the appointment agreement for cause by
the company.

® Directors shall faithfully, honestly, and diligently perform their duties for the best
interests of the company and all the shareholders.

® Directors shall attend the board of directors meetings in a diligent and responsible
manner, and shall express their clear opinion on the topics discussed. When
unable to attend a board of directors meeting, a director may authorize another
director in writing to vote on his behalf and the director who makes such
authorization shall be responsible for the vote.

®Directors shall earnestly attend relevant trainings to learn about the rights,
obligations, and duties of a director, to familiarize themselves with relevant laws
and regulations, and to master relevant knowledge necessary for acting as
directors.

®The board of directors shall possess proper professional background. The
directors shall possess adequate knowledge, skill, and quality to perform their

duties.



®The board of directors shall be made accountable to shareholders. A listed
company's corporate governance framework shall ensure that the board of directors
can exercise its power in accordance with laws, administrative regulations, and the
company's articles of association.

® A listed company shall formulate rules of procedures for its board of directors in
its articles of association to ensure the board of directors' efficient function and
rational decisions.

® A listed company shall introduce independent directors to its board of directors in
accordance with relevant regulations. Independent directors shall be independent
from the listed company that employs them and the company's major shareholders.
An independent director may not hold any other position apart from independent
director in the listed company.

®The board of directors of a listed company may establish a corporate strategy
committee, an audit committee, a nomination committee, remuneration and
appraisal committee, and other special committees in accordance with the
resolutions of the shareholders' meetings. All committees shall be composed
solely of directors. The audit committee, the nomination committee, and the
remuneration and appraisal committee shall be chaired by an independent director,
and independent directors shall constitute the majority of the committees. At least
one independent director from the audit committee shall be an accounting
professional.

®The main duties of the audit committee are: (1) to recommend the engagement or
replacement of the company's external auditing institutions, (2) to review the
internal audit system and its execution, (3) to oversee the interaction between the
company's internal and external auditing institutions, (4) to inspect the company's
financial information and its disclosure, and (5) to monitor the company's internal

control system.

Fiduciary Duties

The Company Law requires directors, supervisors, and managers to execute their
official duties and to protect the company's interests without exploiting their positions
and power in the company. In particular, they must: (1) comply with the company's
constitution, (2) perform their duties faithfully and uphold the interests of the company
and must not use their position in the company to seek personal gain, (3) do not take
bribes or misappropriate the company's property, (4) do not deposit the company's funds
in their personal accounts or the accounts of other persons, and (5) do not use the
company's assets as collateral for the personal debts of the shareholders or other

persons.
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Competition and self-dealing with the company are strictly prohibited under the
Company Law: (1) directors are prohibited from engaging personally, or assisting
others, in the business operation of another company carrying out the same business as
the company in which he is serving a term; (2) directors are also prohibited from
engaging in activities that may adversely affect the interests of the company in which
they are serving, and must account to the company for the benefit so derived; (3)
directors and managers are not permitted to enter into any contract or conduct any
transaction with the company unless the constitution provides otherwise or unless
shareholders' consent is obtained. Sanctions for breach of such duties range from

compensating the company to criminal liability (Doe and Chan, 2001).

Performance Assessments and Incentive and Disciplinary Systems
Chapter 5 of the Code of Corporate Governance discusses performance
assessments and incentive and disciplinary systems in three areas: (1) performance
assessment for directors, supervisors, and management personnel, (2) selection of
management personnel, and (3) incentive and disciplinary systems for management. The
following are major rules relating to these systems (CSRC, 2001):
® A listed company shall establish fair and transparent standards and procedures for
the assessment of the performance of directors, supervisors, and management
personnel.
®The evaluation of the directors and management personnel shall be conducted by
the board of directors or by the remuneration and appraisal committee of the board
of directors. The evaluation of the performance of independent directors and
supervisors shall be conducted through a combination of self-review and peer
review.
® The recruitment of management personnel of a listed company shall be conducted
in strict observation with relevant laws and regulations and the company's articles
of association. No institution or individual shall interfere with a listed company's
normal recruiting procedure for management personnel.
®Employment agreements shall be entered into by a listed company and its
management personnel to clarify each party's rights and obligations.
®The performance assessment for management personnel shall become a basis for
determining the compensation and other rewarding arrangements for the person
reviewed.
®The results of the performance assessment shall be approved by the board of

directors, explained at the shareholders' meetings, and disclosed.

Information Disclosure and Transparency



The basic framework for information disclosure in the Chinese securities markets
has been established with the efforts of the CSRC and other relevant authorities.
These disclosure requirements are described in different government pronouncements
ranging from securities legislation to detailed explanations addressing specific questions.
The requirements can be divided into four levels (Liu and Zhang, 1996).

The first level of disclosure requirements involves the securities trading legislation.
The second level of disclosure requirements involves the detailed rules and regulations
implementing securities legislation. The third level of disclosure requirements
involves the content, form, and criterion of disclosure. The fourth level of disclosure
requirements involves the interpretation and explanation of those specific provisions in
the laws and regulations related to the disclosure of information as well as the answers
to the questions related to the implementation of disclosure requirements.

Chapter 7 of the Code of Corporate Governance discusses information disclosure
and transparency in three areas: (1) listed companies’ ongoing information disclosure,
(2) disclosure of information regarding corporate governance, and (3) disclosure of
controlling shareholders’ interests. The following are major rules relating to these
areas (CSRC, 2001):

® Information disclosure is an ongoing responsibility of listed companies. A listed
company shall truthfully, accurately, completely, and timely disclose information
as required by laws, regulations, and the company's articles of association.

® The secretary of the board of directors shall be in charge of information disclosure,
including formulating rules for information disclosure, receiving visits, providing
consultation, contacting shareholders, and providing publicly disclosed
information about the company to investors. The board of directors and the
management shall actively support the secretary's work. No institutions or
individuals shall interfere with the secretary's work.

® A listed company shall disclose information regarding its corporate governance in
accordance with laws, regulations, and other relevant rules, including but not
limited to: (1) the members and structure of the board of directors and the
supervisory board, (2) the performance and evaluation of the board of directors and
the supervisory board, (3) the performance and evaluation of the independent
directors, including their attendance at board of directors' meetings, their issuance
of independent opinions, and their opinions regarding related party transactions

and appointment and removal of directors and senior management personnel, (4)

the composition and work of the specialized committees of the board of directors,

(5) the actual state of corporate governance of the company, the gap between the

company's corporate governance and the Code, and the reasons for the gap, and (6)

specific plans and measures to improve corporate governance.

7



Journal of Accounting and Corporate Governance

® A company shall timely disclose detailed information about each shareholder who
owns a comparatively large percentage of shares of the company, the shareholders
who actually control the company when acting in concert, and the company's

actual controllers in accordance with relevant regulations.

Insider Information and Related Party Transactions

Doe and Chan (2001) summarized the Securities Law rules on insider information
and related party transactions as follows: persons with insider information relating to
securities trading are prohibited to use such information to conduct securities trading
activities. Company directors, supervisors, managers, shareholders holding 5% or
more of the share capital of the company, and other officials who have participated in
securities trading pursuant to their legal duties are deemed to be persons possessing
insider information for the purpose of the law. When a person with insider
information deals with the related securities, leaks the information, or encourages
another person to purchase or sell the securities prior to the publication of the
information, any illegal income generated will be confiscated, and a fine equal to five
times the illegal income obtained may be levied. The relevant conduct may also
constitute a criminal offense.

When transactions are conducted between related parties, their nature, type, and
other pertinent information (such as the amounts involved and the basis for determining
the transfer/disposal price) must be disclosed in the financial statements. CSRC will
require listed companies to publish supplementary public notices to make up for any
underreporting.

Chapter 1 of the Code of Corporate Governance states the following three major
points for related party transactions (CSRC, 2001):

® Written agreements shall be entered into for related party transactions among a
listed company and its connected parties. Such agreements shall observe
principles of equality, voluntarily, and fair payment for value received.

®In principle, the prices for related party transactions shall not deviate from an
independent third party's market price or charging standard. The company shall
fully disclose the basis for pricing for related party transactions.

® A listed company shall not provide financial guarantees for its shareholders or their
affiliates.

The Role of the Auditor

Since the promulgation of the Securities Law, auditors have been empowered to
review the company's financial statements and records and to request the company's
management to provide all relevant information as they consider appropriate. Auditors

have the right under the law to attend shareholders' meetings and express their views on
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any audit -- related matters to the shareholders at such meetings. Audit opinions are
not only required to be disclosed to shareholders but auditors are also under a duty to
report to CSRC the background and reasons for issuing such opinions (Doe and Chan,
2001).

Certified public accountants (CPAs) and their firms in China were historically
affiliated with the government finance bureau, thereby seriously impairing their
independence and clouding risk management concepts. In order to rectify these
shortcomings, the CSRC and the Ministry of Finance started in 1993 to require CPA
firms to be separate and independent from their former bosses, i.e., finance bureau or
other governmental agencies, and to obtain licenses to provide independent audits and
related services, as well as to improve the quality of information disclosed by

companies.

3. Key Corporate Governance Problems in China

Although China’s government and companies have made substantial progress in
recent years to improve corporate governance, many problems still exist. This paper
identifies the following nine key corporate governance problems in China: (1) highly
concentrated ownership structure, (2) insider control of corporate affairs, (3) weak
protection of shareholders’ rights, (4) frequent insider trading, self dealings and
collusions in market manipulations, (5) falsification and fabrication of financial data, (6)
weak independent board of directors and specialized committees, (7) weak supervisory

board, (8) weak auditing profession, and (9) weak external governance structure.

Highly Concentrated Ownership Structure

Corporate governance problems in the Western World originate from the agency
problem of the separation of ownership and control within a company, which gives rise
to information asymmetry and agency costs (Fama and Jensen, 1983a & b). Agency
theory assumes that human behavior is opportunistic and self-serving in nature;
therefore, the fundamental function of the board of directors is to control managerial
behavior and ensure that top managers act in the interests of shareholders (Fama, 1980;
Jenson and Meckling, 1976).

The first key problem in China’s corporate governance is the highly
concentrated ownership structure in Chinese companies (Cha, 2001; Doe and Chan,
2001; Lin and Tang, 2001; SSE, 2003; Tam, 2002; Tenev and Zhang, 2002; Wei, 2003).
Currently only individual shares are traded on the securities markets. The fact that
state shares and legal person shares are not traded on the securities markets means that
more than 60% of the outstanding shares have been excluded from the market. For
example, at the end of 2000, the total shares in both the Shanghai Stock Exchange and

Shenzhen Stock Exchange were 374.628 billion shares, and only 35.62% belonged to
9
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individual shares while state shares and legal person shares were 37.35%, and 27.03%
shares, respectively, with a total of 64.38% non-tradable shares (CCX International
2001). This has reduced the liquidity of the secondary market and has become the

main obstacle of operating the market efficiently.

Insider Control of Corporate Affairs

The second key problem in China’s corporate governance is the insider control of
corporate affairs (Cha, 2001; Doe and Chan, 2001; Guan, 1998; Lin and Tang, 2001;
SSE, 2003; Tam, 2002; Wei, 2003; Zhang, 1998). The resulting lack of separation
between ownership and management, together with the potential for conflicts of interest,
make it even more problematic to establish a high level of corporate governance.

Despite its majority ownership, the state does not exercise effective control over its
companies. The control of China's companies rests primarily with the
insider-managers who are often in turn controlled and supported in various forms by
their Communist Party and ministerial associates, who do not always act in the interest
of the shareholders. The controlling authorities have no incentives to select the best
managers or to ensure companies are efficiently and profitably operated. As a result,
these managers run the business as usual to produce poor operating performance.

The Chinese government and the party organization can exert a critical influence
on company affairs. Documented abuses by controlling shareholders include soft
loans from listed companies on a long-term basis; the use of listed companies as
guarantors to borrow money from banks; and the sale of assets to listed companies at
unfair prices, usually without an appraisal by an independent evaluator (Tenev and
Zhang, 2002).

Weak Protection of Shareholders Rights

The third key problem in China’s corporate governance is the weak protection of
shareholders’ rights (Cha, 2001; Lin, 2001; Schipani and Liu, 2001; SSE, 2003; Tam,
2002; Tenev and Zhang 2002).

In Chinese companies, majority shareholders are typically very strong and
individual minority shareholders are extremely weak to counter the influence of the
majority shareholders. Related party transactions between controlling shareholders or
a group company and the listed company are often detrimental to minority shareholders.
Minority shareholders are often regarded as speculators expecting to gain a “free ride”
on the company’s performance.

Chinese Criminal Law, Company Law, and Securities Law relatively neglect civil
liability and compensation, and have not provided a procedure and specific clauses for

enforceable civil actions. In addition, there is no provision for a class action lawsuit
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under Chinese law and it is very cumbersome for an individual shareholder to sue a

listed company for fraud.

Frequent Insider Trading, Self Dealings and Collusions in Market Manipulations

The fourth key problem in China’s corporate governance is the frequent insider
trading, self dealings, and collusions in market manipulations (Lin and Tang, 2001; Tam,
2002).

Although the Chinese government promulgated against insider trading, cases are
still reported in the news media. The spread of inside information is not uncommon; it
has been the object of speculators to gain windfall profit. One security company was
severely punished by the CSRC in 2001 because it made use of inside information
concerning an intended takeover. The punishment included confiscation of all profit
from the trading and a fine for the insider trading. That security company was
suspended from operation for several months. The deterrent effects of the case are
obvious but great efforts still need to be made in order to regulate inside trading in the
Chinese Securities Market (Lin and Tang 2001).

Tam (2002) reported a famous fraud case from the Beijing Securities Times (1999)
as follows: During a 9-month period from March 1997, a listed property development
company in Shanghai was reported in China's premier business newspaper to have
utilized 46 individual investors’ accounts to engage in self dealings and insider trading
in shares of a related company. By December 1997, the company was alleged to have
employed over 180 million Yuan to acquire 29% of the target company's stocks,
manipulating the latter's share price from 9.50 Yuan per share at the beginning of this
period to 18.97 Yuan.

The BBC News (2001) also reported that in 2001, the CSRC found that half of the
56 companies that issued shares on the Shenzhen Stock Exchange misled shareholders;
these companies advertised new shares to raise funds to expand their businesses, and

then ploughed the money into stock market speculation.

Falsification and Fabrication of Financial Data

The fifth key problem of China’s corporate governance is the falsification and
fabrication of financial data by listed firms (Doe and Chan, 2001; Lin, 2001; SSE, 2003;
Tam, 2002). Although Chinese laws on corporate governance appear to generally
follow international standards on paper, mandatory disclosure of company information
does not necessarily result in greater transparency, since investors cannot be assured of
the truthfulness and accuracy of company reports. Information disclosure are in many
cases not timely and accurate, and not easily understandable by investors.

Doe and Chan (2002) cited a Ministry of Finance survey reported in the China
Reform Daily on May 5, 2001, that alarmingly indicated approximately 98.7% of
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Chinese companies falsified their earnings in annual reports for the past accounting year.
This demonstrates how a company’s management usually enjoys a high degree of
autonomy and often operates outside the confines of the government and CSRC. This
weak link permits some companies to hide their inefficiencies and mismanagement as
well as dubious dealings by somehow overlooking the mandatory disclosure
requirements.

Tam (2002) cited a major illegal incident reported in the Beijing Youth Daily on
November 11, 2000 as follows: An established state owned television manufacturer
planned to modernize with new injection of funds and sought successfully to obtain
listing in May 1997. In its application for listing, the company was alleged to have
falsely reported an annual profit of 54 million Yuan while in fact it had incurred a loss
of 103 million Yuan. It raised 410 million Yuan in the IPO. After its listing, it was
reported that the company had again falsified its income statements by claiming a profit
when there was a loss, and reporting a much lower loss than was the actual figure. The
company was alleged to have utilized only 16.5% of the raised capital according to its
share prospectus, with 34% being diverted to speculating on the stock market through
200 personal investor accounts.

The BBC News (2001) also reported that in 2001 the Finance Ministry ordered
checks on the accounts of listed companies after a tour operator admitted reporting 128

million Yuan ($15.47 million U.S.) of non-existent profits over a three-year period.

Weak Independent Board of Directors and Specialized Committees

The sixth key problem of China’s corporate governance is the weak independent
board of directors and specialized committees in listed firms (Tam, 2002; Schipani and
Liu, 2001; Tenev and Zhang, 2002). Company law stipulates that the shareholders’
general meeting is responsible for selecting and removing directors, but it does not state
who is responsible for nominating directors. Schipani and Liu (2001) cited a report
from the China Daily (1999) that a survey in early 1999 revealed that most company
officials were still nominated by government departments instead of the board of
directors. Zhang (2000) also reported that many company directors found it difficult
to exert any substantial influence, other than symbolic, on the board. Tenev and Zhang
(2002) reported a 1999 survey result that only 3.1 percent of all directors had some
degree of independence.

CSRC overhauled insider-controlled board structure by promulgating a regulation
in August 2001 requiring each listed company to have at least one-third of the board to
be independent directors by June 2003. CSRC’s regulations require that independent
directors must spend enough time on the companies they hold directorship; one person
cannot hold more than 5 directorship positions concurrently. But according to a 1999

survey conducted by the OECD, the average percentage of independent directors on
12



companies’ board of directors was 62% in the U.S. Therefore, China needs to increase
its percentage of independent directors.

The Code of Corporate Governance states that the board of directors may establish
special committees. But Tenev and Zhang (2002) reported a 1999 survey result that
only 5.4 percent of the companies have established special committees and only 14

percent plan to set up such committees.

Weak Supervisory Board

The seventh key problem in China’s corporate governance is the weak supervisory
board in listed firms (Cha, 2001; Doe and Chan, 2001; Schipani and Liu, 2001; Tam,
2002; Tenev and Zhang, 2002). In the Chinese system, companies operating under the
country's Company Law have a two-tier board. In addition to the board of directors,
Chinese companies also have a supervisory board. The supervisory board usually has
labor union, party, and major shareholder representation. However, it only has a
loosely defined monitoring role over the board of directors and managers. Cheng
(2000) reported a 1999 survey that showed that board of supervisors in some companies
had difficulty performing their supervisory duties.

The supervisory board in China has so far not played any effective
governance role. Supervisors are not involved in the selection of directors and
managers and have no means of disciplining them. In many companies, the
supervisory board duplicates the authority of the board of directors but without

corresponding responsibilities.

Weak Auditing Profession

The eighth key problem in China’s corporate governance is the weak auditing
profession (Lin and Tang, 2001). Li (2001), an official with the Chinese Institute of
Certified Public Accountants (CICPA), stated that Chinese accounting firms are lagging
behind international standards regarding qualifications, services, and management.
Many Chinese CPAs do not have enough knowledge about international accounting
practices and are not well equipped with computer skills, due to a lack of proper training.
Moreover, Chinese CPA firms have many problems in their operations because of lack
of sound supervision mechanisms, which gives rise to serious fraud cases in the
securities market.

Management is accountable for fair presentation of financial information while the
independent auditors are accountable for their audit report. However, the CPA’s
responsibility is not defined clearly. The only place where the CPA’s legal liability is
prescribed is in the decision of the People’s Congress on the implementation of the
Company Law. According to the decision, criminal charges could be imposed if

auditors intentionally provide false documents concerning asset valuation, capital
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verification, and examination that resulted in serious consequences. The punishment
could be imprisonment for up to five years and fines for up to 200,000 Yuan.

Several empirical studies found some unique auditing situations in China. For
example, Abdel-Khalik et al.’s (1999) study found that independence and social
acceptance of auditing in China appeared to be making slow progress due to
government controlled domestic CPA firms. DeFond et al.’s (2000) study found a
surprising situation in China’s audit market, i.e., the increase in modified audit reports
in recent years is followed by a decline in audit market share among large audit firms.
Xiao et al. (2000) illuminated some major features of the Chinese audit market, such as
the lack of audit independence, the shortage of well-qualified auditors, and an

environment of massive corruption.

Weak External Governance Structure.

The ninth key problem in China’s corporate governance is the weak external
governance structure (Lin, 2001; SSE, 2003; Tam, 2002; Tenev and Zhang, 2002).
This paper identifies four areas of weakness in the external governance structure: (1) the
market for corporate control is weak due to the lack of professional management and its
market, obstacles in regulations, and lack of information transparency; (2) the legal
enforcement is weak due to the lack of an independent judiciary in China, weak legal
culture, and weak enforcement system, (3) weak or absence of monitoring role by banks,
professional organizations, and the mass media, and (4) small and insignificant number

of institutional investors that do not play a major role to improve corporate governance.

4.Suggested Solutions

To solve these problems, the following eleven suggestions are proposed: (1)
gradually floating the un-tradable shares, (2) implementing CEO certification, corporate
governance guidelines, and code of business conduct and ethics, (3) improving
disclosure and supervision of insider and related party transactions, (4) accelerating the
reform of the board of directors, (5) clearly defining the functions of the supervisory
board, (6) improving internal controls, audit quality, and independence, (7) requiring an
independent audit committee and internal audit function, (8) strengthening legal
liabilities and enforcement, (9) strengthening shareholder rights, (10) developing a
long-term focus incentive compensation system for directors and executives, and (11)
improving the quality of the external governance structure.

In 2001 and 2002, the exposure of several corporate scandals in America such as
Enron and WorldCom led the U.S. Congress to pass the Sarbanes-Oxley Act of 2002,
and the SEC to approve the New York Stock Exchange’s (NYSE) proposed New Rules
to Strengthen Corporate Governance Standards for Listed Companies in 2003. These

two sets of new rules and regulations have strengthened the corporate governance of
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U.S. firms. Some of these new rules and regulations can be applied to Chinese

companies to improve the quality of their corporate governance.

Gradually Floating the Un-Tradable Shares

The first suggestion is to gradually release state shares and legal person shares to
be traded in the market (Lin and Tang, 2001; SSE, 2003; Tenev and Zhang, 2002; Wei,
2003). One method is to sell off the un-tradable shares to existing owners of tradable
shares at proper prices. The second method is to transfer state shares to trusts
administered by trust investment companies. The third method is to transform
government equity claims into preferred nonvoting shares. These three methods can

be combined with a ten-year, three-phase timetable to implement.

Implementing CEO Certification, Corporate Governance Guidelines, and Code of
Business Conduct and Ethics

CSRC can learn from the recent U.S. Sarbanes-Oxley Act (2002) and NYSE (2003)
corporate governance rules to require CEOs of listed companies to attest to the accuracy,
completeness, and understandability of information provided to investors, and mandate
that listed companies adopt and publish corporate governance guidelines as well as a
code of business conduct and ethics.

The Sarbanes-Oxley Act (2002) requires that the CEO and CFO of each issuer
shall prepare a statement to accompany the audit report to certify the "appropriateness
of the financial statements and disclosures contained in the periodic report, and that
those financial statements and disclosures fairly present, in all material respect, the
operations and financial condition of the issuer."

The NYSE (2003) requires the CEO of each listed company to certify to the NYSE
each year that he or she is not aware of any violation by the company of the NYSE's
corporate governance listing standards. It also requires each listed company to adopt
and disclose corporate governance guidelines, and to adopt and disclose a code of
business conduct and ethics for directors, officers, and employees, as well as to

promptly disclose any waivers of the code for directors or executive officers.

Improving Disclosure and Supervision of Insider and Related Party Transactions
The following Sarbanes-Oxley Act (2002) rules can be modified and used to
improve the quality of China’s company corporate governance:
®“Each annual and quarterly financial report . . . shall disclose all material
off-balance sheet transactions" and "other relationships" with "unconsolidated
entities" that may have a material current or future effect on the financial condition

of the listed company.
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® Directors, officers, and owners of 10% or more must report designated transactions
by the end of the second business day following the day on which the transaction
was executed.

®Prohibit the purchase or sale of stock by officers and directors and other insiders
during blackout periods. Any profits resulting from sales in violation of this
section "shall inure to and be recoverable by the issuer." If the issuer fails to
bring suit or prosecute diligently, a suit to recover such profit may be instituted by

"the owner of any security of the issuer."

Accelerating the Reform of the Board of Directors

A survey of 145 U.S. CFOs by PricewaterhouseCoopers (2002) showed that
company board of directors plan to have more input in the following areas: identifying
and managing risk (57%), the company’s business structure and transactions (55%),
auditor independence (55%), and the code of conduct (47%). These areas are also
important for Chinese company boards to focus on.

The following NYSE (2003) rules can be modified and used in China to
improve the quality of its listed company boards’ operations:

®Require the board of directors of each listed company to consist of a majority of
independent directors.

®Require each listed company to have a nominating/corporate governance
committee composed entirely of independent directors. It also requires such a
committee to have a written charter that addresses, among other items, the
committee's purpose and responsibilities, and an annual performance evaluation of
the nominating/corporate governance committee. In addition, the committee
would be required to identify individuals qualified to become board members,
consistent with the criteria approved by the board.

®Require each listed company to have a compensation committee composed entirely
of independent directors.

®Require the non-management directors of each listed company to meet at regularly
scheduled executive sessions without management.

O®Require listed companies to disclose a method for interested parties to
communicate directly with the presiding director of such executive sessions, or
with the non-management directors as a group.

Shultz (2003) suggested the following ten common mistakes to avoid when
choosing board members: (1) failure to recruit strategically for board members to add
value to the company, (2) too many inside directors, (3) too many members who have
some previous association with the company, (4) too many friends and colleagues, (5)
too much like a family, (6) getting the money wrong by either rewarding mediocrity or
hiring board members to give management a blank check, (7) fear of diversity in board
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members, (8) information block between board and management, (9) passive boards,
and (10) failed leadership by the board.

Epstein and Roy (2004) suggested that companies use a balanced scorecard to
measure and improve corporate board performance. They showed an example of a
board’s strategic objectives as: (1) financial dimension: long-term financial success,
short-term financial success, and long-term success of major organizational changes; (2)
shareholders dimension: high level of ethical behavior and legal compliance, high level
of corporate governance and accountability, and successful identification and
management of various stakeholders’ needs; (3) internal process dimension: effective
risk and crisis management, effective performance evaluation systems, effective review
of strategic plans, structures, and major investments, and effective functioning of the
board; and (4) learning and innovation dimension: strong succession for CEO and
senior management, improving board’s information system, and improving board’s
skills and knowledge.

Clearly Defining the Functions of the Supervisory Board

The board of supervisors was created to monitor insiders and management.
However, in reality, most Chinese companies have strong management but weak and
non-independent supervisory boards. Starting in June 2003, all listed companies have
at least one-third of board of directors are independent directors due to the new CSRC
rule. There are some duplicated functions between independent directors of the board
of directors and supervisors of the supervisory board. Therefore, a new rule is needed
to clearly define supervisors’ functions and increase a supervisor’s independence (SSE,
2003).

Improving Internal Controls, Audit Quality, and Independence
It is imperative to upgrade the Chinese auditing profession such as to establish the
auditor’s independent status, to increase the professional competency of CPAs, and to
focus on the importance of Chinese CPA’s professional ethics (Lin and Tang, 2001).
The following Sarbanes-Oxley Act (2002) rules can be modified and used in China
to improve internal controls, audit quality, and independence:

®Require each annual report of a listed company to contain an internal control
report.

@]t shall be "unlawful" for a registered public accounting firm to provide any
non-audit service to an issuer contemporaneously with the audit, including: (1)
bookkeeping or other services related to the accounting records or financial
statements of the audit client; (2) financial information systems design and
implementation; (3) appraisal or valuation services, fairness opinions, or

contribution-in-kind reports; (4) actuarial services; (5) internal audit outsourcing
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services; (6) management functions or human resources; (7) broker or dealer,
investment adviser, or investment banking services; (8) legal services and expert
services unrelated to the audit.

®Prohibit relationships between independent auditors and their clients that would
affect the fairness and objectivity of audits.

® Grant the audit committee sole authority to hire and fire independent auditors and
to approve any significant non-audit work by the auditors.

® Establish an annual or periodic independent review of all public accounting firms.

®The lead audit or coordinating partner and the reviewing partner must rotate off of
the audit every 5 years.

® Auditors are required to maintain “all audit or review work papers” for five years.

Requiring an Independent Audit Committee and an Internal Audit Function

CSRC can learn from the recent U.S. Sarbanes-Oxley Act (2002) and NYSE (2003)
corporate governance rules to require each listed company to have an independent audit
committee and an internal audit function.

The Sarbanes-Oxley Act (2002) states that the audit committee of a listed company
shall be directly responsible for the appointment, compensation, and oversight of the
work of any registered public accounting firm employed by that company.

The NYSE (2003) requires each listed company to have a minimum three-person
audit committee composed entirely of directors. It also requires the audit committee of
each listed company to have a written audit committee charter that addresses: (1) the
committee's purpose; (2) an annual performance evaluation of the audit committee; and
(3) the duties and responsibilities of the audit committee. In addition, at least one
member of the audit committee would be required to have accounting or related
financial management expertise.

The NYSE (2003) also requires each listed company to have an internal audit
function.

A survey of 145 U.S. CFOs by PricewaterhouseCoopers (2002) showed that
companies have or will make changes in their audit committees in these ways:
more-frequent audit committee meetings (32%) longer audit committee meetings (31%),
and additional education of audit committee members (26%). These areas are also

important for Chinese company boards to focus on.

Strengthening Legal Liabilities and Enforcement
China’s government needs to strengthen legal liabilities and enforcement.
Especially, the enforcement of laws and regulations must be effective enough to deter

irregularities (Lin and Tang, 2001).
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The following rules form the Sarbanes-Oxley Act (2002) can be modified and used
to improve the quality of China’s company corporate governance:

® engthen the statute of limitations on securities fraud to five years.

®Prevent company executives from receiving company loans unavailable to
outsiders.

®Prevent chief executive officers from selling stock during “blackout periods.”

® Make securities fraud a crime subject to a 25-year jail term.

® Make it easier for whistleblowers to sue.

®Permanently bar officers and directors of public companies from holding office

again after violating their duties to shareholders.

Strengthening Shareholder Rights

To improve corporate governance, efforts are needed to strengthen the mechanism
for shareholders to enforce their rights (Lin, 2001; Schipani and Liu, 2001; SSE, 2003;
Tenev and Zhang, 2002). Several measures can be implemented: (1) enhancing
shareholders’ voting mechanism; (2) entitling shareholders to seek answers from the
board of directors, the board committees, the board of supervisors, and the senior
management; (3) lowering the minimum requiring number of shares for shareholders to
raise proposals; (4) safeguarding the interests of minority, outside shareholders; and (5)

increasing legal obligation of controlling shareholders.

Developing a Long-term Focus Incentive Compensation System for Directors and
Executives

It is essential to improve the current fixed and relation-based compensation
mechanism, and develop a long-term focus incentive compensation system for directors
and executives (Lin, 2001; Schipani and Liu, 2001; SSE, 2003; Wei, 2003). This new
system should have a close linkage between compensation and performance, and at
lease 50 percent should be in the form of stock options or performance shares based on

the company’s long-term performance.

Improving External Corporate Governance Structure

It is imperative to improve the quality of the external governance structure in
China (Gillan and Starks, 2003; Lin, 2001; Lin and Tang, 2001; SSE, 2003; Tenev and
Zhang, 2002; Wei, 2003). The following areas of the external governance structure
should be improved: (1) developing the market for corporate control by introducing
foreign and private capital to acquire state shares, and improving the legal
environment for mergers & acquisitions; (2) improving and promoting an independent
judiciary and legal culture in China; (3) strengthening the regulations and improve
administration efficiency, as well as enforcing punishment for illegal trades; (4)
accelerating reforms in banks and professional organizations, and the mass media; (5)
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increasing the number and size of institutional investors, and improving related
regulations; (6) promoting the market for professional managers; (7) allowing the civil
class action lawsuits; and (8) establishing a nationwide training center and conduct

training programs for professionals in the securities market and investors at large.

5. Summary and Conclusion

China started its economic reform in 1978. By 1995, China had become the
world’s third largest economic powerhouse after the United States and Japan, with a
total GDP of $720 billion. China’s securities market as well as corporate governance
structure and rules play an important role in these economic reforms. Since 1992,
China has made substantial progress in specifying rights of shareholders, duties and
responsibilities of directors and independence of board of directors, and emphasizing
the importance of information disclosure and transparency and the role of the auditor, as
well as providing guidelines to guard against insider information and related party
transactions.

Although there are already rules governing many aspects of the corporate
behavior of companies, there is a great deal to be done. This paper has identified nine
key problems and suggested eleven solutions to improve the quality of China’s
corporate governance. All parties involved, such as the CSRC, listed companies,
auditors, investors, and banks, other creditors, and public media, should cooperate to
speed up the changes and reforms in China’s securities market and corporate
governance structure, as well as to improve the standard of living for all Chinese

people.
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Abstract

This study tests predictions relating to the role of financial analysts in helping
investors’ assessment of the different valuation implications of cash flows and the
accrual components of earnings. We directly evaluate the magnitude of the weights
attached by analysts to earnings components (i.e. their estimates of persistence) relative
to the weights implied by the earnings process (actual persistence). Our findings suggest
that analysts’ forecasts do not appear to fully incorporate the information in prior
earnings. Analysts do distinguish between accrual and cash flow components;
discretionary and non-discretionary accrual components; current and non-current
accrual components; and various accrual components of earnings although they
generally underweight the information in these earnings components. We also find that
disaggregating earnings into cash flow and the major components of accruals (change in
accounts receivable, change in inventory, change in accounts payable, depreciation and
amortization, and other accruals) significantly enhances earnings’ predictive power.

Keywords: Analyst forecasts, Accruals, Earnings components, Earnings persistence.
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Sloan(1996)45 4 &3+ B #Hr A R B B A BRIKZ TARIAE 1 » HIE H AR A
RABEBRALAZTRAEZSINBAREZEIRAE  BRATHERLAFTES AR
R B AL OB ATRARREABR A X ARFZ FEIEAB - Sloan §H 4
%@ﬁﬁ@zk$ﬁ&ﬁ$ﬁzﬁﬁﬁMiém%’@Tﬁﬂ ZHIFHEALE

A BhERTZRABERALSATAEAFEN AT IHFBEF

4%' é&ﬁé#iﬁ B AEBRBEAMOGHSARARIIABARIBEHLBERE > MmE
BRAT—SERETEA2H > WBERERZGHEZAES LS > sbefb T 5o
THPATE B4h3 R BEAIF4 M 5 Collins and Hribar(2000) 75 %5 38,7 35 A 18 & 3F1%
YaEsHIE B 2B o f Xie(2001)35 & Sloan(1996)/7 32 4 % 77 35 i i 3748 44 JE 3178
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BRI THRNBRELACEITEB R AFEMEZHAMESIEE - R DeFond
and Park(2001) /R 48 F) 463 > RAT B EFERAMEFBEARELETA
HiZLENRE X ARAROETAI T RATE °

Barth et al. (2001)4£31 B3 B B A FRBARRRALSREFEZA L - FHEBET
BEEFEAEZEAREETHRELMAPARALREIAR TN AR LB
ERHGAMZALRER N BLFATEEAARTLEAR BT EH A M TAN
ARBELREEN - MmN wBZ BHAREFEERTHEELLSARE TR LM
B> Bk e iiig i -

ABRBEATHFAMRASAERENRAEMBAEANANBZIR AT @ — &
B EBRAELHKZEFTHRAZENNE L ARERRLRE AR
BB RIEAGMEABYBEAMBEENNE (FFF 1992 Mkt 199 ; &
B 2000) KM EHAE (1997) EABRABTEMRZERATLHARLAEA
HABHM S EAMBENNGE - REE (2001) TILBEHBES RS LTS
RERETHARNBERTETHR LA TR AGMIEIAL ~ FAHMEEE
EREAMBERNG  EREAHBLETHRAL R EXITIEHNEIELR - R
Hed (1999) RIBRABHKEFHENE  MBREAREEFIRRAREENIFSE
MARRE - BHEBHFERBALATAMK - MABER (1999) # A Sloan(1996)Fr
BROBEX HERERBLENBLRZEABAFEL  L2EFTHRLREZ
BARFEMESWRITIER REMNES -

Z M ERRBHEEBFEEZ R4

BATH S AEBRAREHANRBEALGHRAE TR CHBF I AALEZ
ER B PR 1E D AR SR o R A S HCEIRB R WIE R T g R R
Bpa A 4E 4 AL S8 B B A RE B Ik 2 2 B0 B S G 3 kIR A R B
HIR AR EZIHR o 4o Sloan(1996)5 R &M AH S A B KEZ N3 @&
ARBHEZRE > MBREHORBRIFGZIZEALRBARI ARELZRE > R
BEARERELSAGSHEL TR BEEAR AR EEAREEZE N -

Sloan(1996) 64w % 3] 4 — i B IE B A B MR LA T2 ETEM R T hof
R JE LB A2 % o Bradshaw et al. (2001)Bp 4t & A B AT T EE B RN T N
Z 3T ER S BF > ISHE AR T AE $9 527 2] JE 31 7R B X 34 #4857 (mean-reversion)
HH o R MR E AN EE B SRR EHF MR B X F 3R o Bradshaw et
Al ST 6T VR AR T RIS 0 i kSRS B 2 M B B MAE S 0 B4
EETMERERGZEAD S F A @ein R o L E BRI R G
WA A5t EAMMNES EERBRAASHENR R Z BTN -

Ahmed et al. (2001) SL# R AT BT B F H BN A B HR LR EFFPZIERARK
TR AL DWEFHEET PR EBARLAETHIESZE M - RAMEPEHR R
PR B B IE AR B S B R L AL 1 60 A TN B ARTE IR AR R
Pl A FATRS & H NS LR o
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Teoh and Wong(2001)F 345 i AL Z#H AT FE X 5 ETIE B AcBa £ 1T A
HEGFEZ AN METTARGRE > P oA B A S A B 203 BERTAR
BAELE  FTRANWHEREEEETHENEE PXTHRANMAD » RF0H
Bt B ARIEFE MBS LEAFAN NG ZTRR ) LGRS EFEEZFRRL
BEHMBATRZA M - S ATER @ ¥ e R B AF sk X Hl W - BpJESHIR B 142
B FARBEM A GG —RRE > AT HIEITIE B 29813 7T ¥ B) B A B FE
BABREANGTH N AMBTBEZIER -

Kothari(2001)45 & J& 3t 38 B £ 4¢ 91 547 67 S8 0 B AR 18R] 2 A 5 1R 9A Ba b 14
B ZAEAET RS S 0 M5 RARRAR A AN EITIA B S5 6 FaR ¢
ZEBMRFR ERGRFEIHETIHEERAR  RBRRH T THLHEEHF
B GEE S > B35 5035 5T A B A 4 AT & (herd behavior) & A 18 £ © 4w
Dechow et al. (1995)45 & #% Securities and Exchange Commission (SEC)44 &€ A % £k
FBUE W2 NG e bE R €3BT B MY IR S AE o ™ Xie(2001)% 37,5
ERRTRREAEE 2 BB BMU-FTERDBAEHE -

AEBNEBE AT @ FFausk (2001) 48 Bradshaw et al. (2001)77 25 37,64 3,
O BRALEGHELENBT NI N H OIF AR > R FAENER BHRTEAR
REBRENEAGEIVE NN BASE PR  LE2BRBHEY (FEH) &
MERNGBABABR LA BTEAREETUAHLEMNS Y EP o R R B4AY
TARREA G ABKREZ AN AT HEAAREETEZNETHSE
HEEBRERAREINBBRAR LA ER EREE T BATAR B BN LE
MAEFEEHBEMATBELTEARAKZTARRE » REI BB X BA4EE LA
BWRLRE A

S~ IR F R

— ~ F R

B BRI B E AL KREFAER NG A T BRAFZHHREE N
K 7808 8) K R B #h % % (Maines and Hand 1996 ; Sloan 1996) - Bradshaw et al. (2001)
FHRABRRASNEGE G EFEZEN T RER L CLREZFFTRBROENAT - Bp
BB BAFEREBK - NI EEATHTHEZ T AT N H o
FTERAE MAIXBETONENFAR NG RREARE  TEZEINEL Wi
EEESPHEBHRAREEFFHNEIAESLR LR EMZENNE > B4R E
FEEHRRLAEZEARFEMN c AN LB AxREBR— (Hl) fo0F
Hl : 7 BB RAAEARTEREEEBAREFTRLAEZBEAIFTELSN

JEstIE B X BARIF M -

B RFT BT EZ MY > NAAFEARERHETE  B—REUE
HHEBXHEAART TR EEGR G F AN ELABEAMBRET
BHWIN ARG BN RIEALHRAEITIER ZHE > e b —KaR
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G RA > B AR B ARG RABAAX R H AR - B T 73 6k
i@ ra#t(blocked communication) » 2 BB B R A TR LTI E A A R BY B4
W) TR o MM SHER S HIEMEEZERNT N E - AT AR 2 3 X BER
EIRATA 0 ARIEL NIRRT AL T RAL S RRBARTRERZ A -
PR SBAR T2 o4 67 LEN B ey > RerE &0k EaE 91l B3R B P MK
RMERIER AR A B R E R X B INAE 0 BPAR 3 SRR M S I R R R
BBZRBARFEM AN Eilins  AXREMBR= (H2) &F:
H2 : p#fbF BARTARIE R X2 RIEH B BB AR EE PR AR EABZE
BRI RSN E A RITIA R Z BAFEN -
B AIENEIEB BB AR ELTMMNEZI XTI L » BB AR
RERE ABHENEBRFEAGLEFEAE »HRT  HRETARRELE
BMAE; BB EAREEFFPZAGHHERIEREG R EE HEZ A MAET
#E A £ %|(Bernard and Stober 1989 ; Pfeiffer and Elgers 1999) - Barth et al. (2001)3% A
TR E RN EERAREF > LI ERRIRARE I - BARRGE B
HEGHB CWEER MY EARALENER > EHEERTARE YR
RRALRERA TR Z B2 o Blho BYCIRARILAF & 238 ho 3R AT PR 2R 2 &R D
HARRBRZHZHELREA MBI BARIE R L4483k (MacDonald 1999)45 & 37 %
PSS B R 3 EIATAR N 8 R R& % K Barth et al. 2 B34 Rap 53 k4 et
BEYZHEAMEER > THERARBRSZALSA AWM > THEABREZXTA
BIRRIAERERA o AR 2 04767 2N B dr > REATHE B0k Bk o
PHENEE PN ASERIE RS RN IEE An T EF R EMNE > BPEE
ek MEi R A B X BARIT M o AN e > AR BB = (H3a #1H3b )
I
H3a : p# e B4R AERTERBEE B BB AREZT P2 AEGHHEFEEZ
BARFEESWIEASMERIT AR X BARITEN -

H3b @ B8 B PANARRIRER JHEAMELZIFIEERANEZTESASEE
ZHREF > MAVGAKRTAANEATARBLEEEAREEHAR
BB BEAREZBAFEN -

— -~ EHmEATEMRTY

AXBES AN ABEIRBE s MO TAR BRI TARREZ ARG > R E
HAEBHA LT UREEABRIEIVGH EREREETHEM2/E > b s
MMHNERBRITEEZ LR -

PBAHSAERS RV MR - TRPENNARBBZ NG RANTREY T LR 4D
Ahmed et al. (2001)8) B 3# & R T WA B G HE L RBF UG R EZTHLER > BioAdEH
YHATRZEHEE RN A —3% B Ahmedetal. i35 HiEH| 9 3o EF —RH B A2 HA
B2 MAXZEEMA R o AIE B G 8 -
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1. &30 H1 Z 33
AE,  =o,+a, T4, +a, CF, + &,
FE, =B+ P T4, + B, CF, +v,,
Forecast error ,, =y, +y, T4, +y, CF, +®
o

AE, =i »3) B t+ 1 BIZHIRBMRRUL I N8 F t A REE &
FE,, =i N3 % t+ 1 M oW BRI BB RN i N8 A REEE
Forecast error =i N3 % t+1 X A enfARIR £ ( AE,,, - FE,,, ) BRYA i
NEF BB R T &
TA, =i na % t A2 BREHEE (2R REE GEREAEFZTA, RAL
ME R 2 TA2, %) TR i N8 I REE B
CF,=iNa)F t Mz RLRE(DHNUEEBREZMEHZCFL, ARER
BRI Z CF2, 858 ) ML inal F t A RATE &
2. B H2 Z 8
AE,., =a,+a, DA, +a, NDA, +a, CF, +¢,,,
FEir+1 = ﬁo + 131 DAn + ﬁz NDAn + ﬂ3 CFit T Vi
Forecast error ,,,=y, +y, DA, +y, NDA, +y, CF, + o
AP RGBT EF LA > mMASHERT -

it+1

0

it+1

DA, =i 3 % t X AR B (2R E & A AR ZTAL, &
RAMBEAAEST 2 TA2, 3t B P43 2 DAL, B DA2, #5% ) Trud i 2 3)
F ARG E

NDA, =i %3 % t M RARBIAR" (23T E G ELEPTETZ
TAl, BRI A R B EAEST 2 TA2, 3t B P43 2 NDAL, B NDA2 , # & )
PREA i a) 5t BB R A E

CF,=inal % tHZRELRE(HHAREEBREEIEIFZCFL, RRER
BRI ZCF2,88) R iNal & t A RBTE &
3. B3 H3a Z B3
AE,, =oa,+a, C4A, +a, NCA, +a, CF, +¢&

it+1
FEit+1 = ﬂO +ﬂ1 CAit +ﬂ2 NCAit +ﬂ3 CE[ +Vit+l

Forecast error ,, =y, +y, CA, +y, NCA, +y, CF, + @
EPREBCRF LAMA > MmASEHE R T -

it+1

PAXM NG I s RARBR(FE,, ) REASWEN I XANEREER (F1
BOMBREBE SHH I N F+ 1 X E —RBAETRAGR NI N F IR RATE -
B REAR AT BN TR R BAREE T M N B R FE M B R ARG R A B AR LA ETE BbLAR
ZEZHMEN REHAHUARAFELERDELZE AGARSI G F —RBATRMBIRIE -

PAXBIRRAT RN AR BAMIIER | — AR XBR P AR MR E A AT RES
% — & Collins and Hribar(2002) A2 tH Z SR AM % » Wb THEM R ERBH N REEE FH L
Tz B —BUREZ B -

* K x4 Dechow et al. (1995)#2 £ % Modified Jones Model & 463t JE Kzt E3tE B -
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CA, =i N F t P2 ARG EI BB R 28 M REE A
NCA, =i N8 % t M2 IF ARSI A B R i NAF t AR E A
CF,=i nal% t M2 RERE (URERBEHEIFZCF2,HE) R |
NEF AR RAEE
4. 183 H3b 2 33
#¥5 Barth etal. (2001) » & &A1 Bt R B 2 MR KB ERFB - S RIKIK
REHBMANAR) - FREHH(AINV) ~ EARRESGHE(NAP) ~ 375 B &R
(DFA) A& H 4t & 338 B (OTHER) > FAER#F =T R JE 7R 5] 2 B 3N ik 3839 /v B 2 TR 78
FES c N ELIE B AT S X ANNBIERAEE > FAFH SR > TR g I%8)
BB BAAEGN > Rtk At — S HIa 2 EHEMAUBREA ¢
AE,, =a,+a, AMAR, +a, AINV, + a; AAP, +a, DFA, + a; OTHER,
+a, CF, +¢

it+1
FEit+I = ﬂo +ﬂ 1AAR,'; +182 NNVit +ﬂ3 AAP:‘: +IB4 DFA[I +ﬂ5 OTHERit
+ B, CF, +v

it+1

Forecast error,,, =y, +y, AAR, +y, AINV, +y, AAP, +y, DFA, +y, OTHER,

+7s CF, + @,
HEPREHTRF LAY  MAEZB TR T
ANAR, =i X3 F t I AR R L B IR i N3 Bt A RE T A
NINV, =i a5t A2 FRE BB U I NG F R RERE
NAP, =i 28 % t A EAIRR G BB i 28] F t IARB T &
DFA, =i ns) F t BIZHT B BB E R i N Bt A REE A
OTHER, =i N3 t Mz HA BB BRI i Na) 5 t I RBE &
CF,=i nal% t M2 ReRE (URRERBEHEINZCF2,H2) R |
NI F AR BEEE

Z - R ERRR

AXNEEKELET NG ARREE R ohaadNdEFEMBRER
FHREMEZ A UEAREERATABNZ AR  HARTHHZHBEREABTR
BRE 84 FZ 88 F AL MOyMEmZBATARBFARA KRR 85 £% 89 4%
ik g3t 5 B o KAXATER 89N 3 BB B R R T ER BARTARI B R > AR A

SRR E B CA; = ACA;, — ACASH ;, — ACL;, + ACLD;, » $ 9 ACA;, =i 28] % 1 $A 52
Rt 1Mz R RAERLGY - ACASH ;=i N3 Kt R FE (— 1 MZRE RN ERLL I

FREMEM A AL -
SR IFABVEIE IR B NCA;, = TA2;, — CAyy > B P TA2; AR R AR BIEA 3T 0 BPALAT BAR

(AE)BM R B % ¥7ZHR 4N B(CFO)Z £% -
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NEBBBENBAZ LT NG MBENE - MEBEHEMMAETHE T 85 HEm
TR ZEAMBACOMAAF c MAWERRIFWER  AXERE SR
WAL » KRR 4 ARG M ERILFEMBRE BRZE — Ea e
BARTRARBAF AN A% F R BATAA S -

o REAELR

— ~ FBZ SR

12 RSB @ 0 3N 3) B I BAR(AE) #4547 67 T80 B AR (FE M Lb 3 B3 M5
AW ERTAR BT AR AL 2 G BN R BT B AN N TRE
B 0 5 H B 8R]3R £ (Forecast error) & A 3t 2 % -

EBGHITE > RRERE M E S LT A2 8B E 8 (TAL $1 TA2)
ABLE A EE ARG Z TAl FHEL aH 2HRARLRELMFHZ
TA2 PHBAES REMI I L LB ALGYRT OB REBARA =8 -
Collins and Hribar(2002)4 304k A & & & A R AR 2L BB B(TADT e &
EAETRIMERE  MPVARLARELABRIT XA LR EB(TA2) F ik » #&
ASUREA 3 BA 4 BB o PR B A AT EEA AR EE AR 2
¥ R IE -5

WA AT A B (DA) S IE R A ETAE B(NDAAELLE » B8 m T > JER
FMEJEST R BABAA RS IR B X bR K 5 B RSyt BT IR B P R IR R B M R
st78 8 5 2 Barth etal. (2001)— 3 » % 4548 /B 3+ 78 B AKIER ) &35 5 1L 9 A
SHEESIER > BE P EKERESHH(AAR) ~ 55 % HH(AINV) R AR 2% 4
B B(AAP)Z T3 34 47 % Sk 55 & A (DFA) » {24% 2 £ 8p3 todf 8 i &
A (DFA) Ry K

= RBERSH

1. BHABARLATZEBHEAMLLEE (BR1)

2R 1 AR 6 BRTARAFEAT SARE S BAAREE Y 2R AR
E(CHREIEB(TA S B F BASEM -TEEA | SR HA T A aFEEERR
SREEREELRIIAD > SRR TA & CF #RIZ TR BER(AE) ~ 5 #7
&R 78 8] B #2(FE) & o #7 67 T8 Rl 3% % (Forecast error)i4T3@6F 547 ° & brbix TA &
CF 2@ h# @FABRAAEATEREHRIFTELEL S ARLBAET R B H(AE)
BEAA AR BBFEA T > dE2 TA & CF 2 AREHERLEAMAR > &
27 B 1 Z@EFER -

TRARRAETAEAEEEFEHZTAl YOS N R T EHR BT EY AL ZIER ©
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1 482 4lik#mE (n=1,948)

BHLHE° FHHE P RO O RAE O REE
R (855289 F)
AE 0.0550  0.0468  -1.0409 09185  0.1173
FE 0.0806  0.0632  -0.1689 0.9028  0.0855
Forecast error -0.0256  -0.0129  -1.2523 0.2880  0.0781
B##H (84 FE884F)
Model1 TAIl -0.0080 -0.0154 -1.0595 0.6768  0.1139
CF1 0.0557  0.0602  -1.1198 1.1924  0.1258
TA2 0.0104  0.0040  -2.0807 0.6951 0.1151
CF2 0.0373  0.0404  -1.1580 1.5801  0.1105
Model2 DAl -0.0017  -0.0003 -1.1118 0.6405  0.1171
NDAI1 -0.0062 -0.0114 -0.3154 0.7380  0.0645
CF1 0.0557  0.0602  -1.1198 1.1924  0.1258
DA2 0.0049  0.0060 -1.0747 0.4274  0.1084
NDA2 0.0055  0.0012  -1.0060 0.6306  0.0642
CF2 0.0373  0.0404  -1.1580 1.5801  0.1105
Model 3a CA 0.0192  0.0132  -0.9698 0.7055  0.1112
NCA -0.0088  -0.0080 -1.4021 09213  0.1184
CF2 0.0373  0.0404  -1.1580 1.5801  0.1105
Model 3b AAR 0.0187  0.0093  -0.4424 0.3982  0.0589
AINV 0.0166  0.0061 -2.2297  0.6748  0.0947
AAP 0.0118  0.0044  -0.2065 0.3466  0.0407
DFA 0.0272  0.0238 0 0.1322  0.0191
OTHER 0.0141 0.0114  -0.5496 0.4461  0.0638
CF2 0.0373  0.0404  -1.1580 1.5801 0.1105

Y APRYHZ T ELT AE=2 3 TS R4 FE= 454767 780 B4k 5 Forecast error= 247 & FARI% £ 5 TAl
=HEEaEAKFE2EEFNER CFI=REZARALFEXIRLARE  TA2=HKRALRIEHEX
WA B  CR2=HAL MBS EX AR E DAI=4 TAl 3t £ HaMHEE B ; NDAl=4k TAI
FEZIERAMENED s DA2=3 TA2 3t B 2 $a M 3178 B 5 NDA2=4k TA2 3t & 2 JE A BB
B CA=REMHEEE s NCA=JEns B3t E R ; AAR=EWIEZR S 3 AINV=2 5% &3 A
AP=B ARk %93 s DFA=4r ¥ g1 45 & B ; OTHER=H 4 E:t38 8 -

* 2 @54 REAT 0 JE Panel A 7 83548 B 15 B 4R(AE) 2 4 #7 67 78 8 B #4(FE)
A TF > 2 Wald Coefficient Test #2 & TA1 $1 CF1 4482 T8 % » & R TH AL
512 TAl 1 CFl 2 Bep¥5 Mt a2 2 & (GBABERETTXF A9 74 0.08
B 0.03 ¥R 8a% ); Mm4e Panel B ¥ » £ IR B AR(AE)E A T > TA2 4484 0.6810 >
CF2 2 4% % 0.8201 ; M fe o #7 67 788 BAR(FE)B A F > TA2 143 % 0.5803 > CF2
Z A58 % 0.6687 » Hik A5 2 CF2 48398 % AN TA2 48 (LB ERET
Z FA% 5 % 44.60 & 40.09) BATHRLAEZBAFELSNEIIAL > Lo
RN AR E & ol JEHIE B M3 4R B R 2 B3 M %o M &35 4 Panel A 2 Panel B
o oA EnTAR B AR(FEVE A T 2 44834988 2 NN F IR BARAE)E A > BEST 447 67
BHRBAAMMGHESBEEERA LA EXIRAFTELSH AL LWEHRLERA
Mendenhall(1991) & Ahmed et al. (2001)R#> %47 67 78 R ¥ AT 21 B AR B 3R JE R E
Z 8-k -
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A2 B BERARLAETZBAEEHLR Y

FEMY1:

=a,+a, TA, +a, CF, +¢&
FE,., = po+ B T4, + B, CF, +v
Forecast errvor ,,,=y,+y, TA, +y, CF, + o

AE

it+1

it+1

it+1

it+1

Panel A° Panel B®
F t F t
VIEWS AE, PR, e, T
it+1 it+1
BB 0.0197 0.0510 -0.0313  0.0173 0.0496 -0.0323
t 5 7.91 30.59"" -15.56° 17.08 30.31 -16.24
TAl, 0.7457 0.6175 0.1282
t & 20281 o7 51 3401 585"
CF1, 0.7401 0.6198 0.1203
t & 20281 3615 3790 6.06™
TA2, 1 8182 0.6810 0.5803 0.1007
t & ' 27.12°7 34457 49277
CF2, {8182 0.8201 0.6687 0.1514
t 8 : 3135 38.12"" 7.10
F & 491.63" 762.617" 20.78°" 525.14"" 798.35"" 25.19"
A% R 33.51% 43.89% 1.99%  35.00% 45.03% 2.42%
TA vs. CF © 0.08 0.03 0.25 44.6077 40.097 8.89

a RPEYHUZTRIT AE=2 3 T B4R FE= %47 &7 78] B4k 5 Forecast error= 247 &7 F8 8] 3% £ ; TAl
=HEEAEALFEXORAER S CFI=RETEARASHEXRAME S TA2=HRALA B 5FEx
HWEIEE  CR2=4RALARELFTHEZIRALAE -

Panel A ¥ 2 TAl 2 CF1 #44%k% & &1 & A+ & 5 M Panel B ¥ 2 TA2 # CF2 B4k R &R B E -

#% Wald Coefficient Test tk T B ¥ M P X NGB ATHE » AR PHFEATFME -

Rk E R %X B KE PRI S% X B E KR AT 10%Z RS KE -

A 4 > 4% B B35 B F VIF {&(variance inflation factor)i& 7 10 » BA5T f& H 48 M A8 o

R EHEEBIERAMRHREZXEHRFEHERE (BRR2)

B3R 2 AR 60 B TARI(FE)Z T % & RE B JE 8K A E3H38 B (NDA)
BHRAMEEITBEBDAEBEA BAIFEN - w EERAR > TEEAYN 2 Fo0RE
EOEFFERLRE LA T HZ TAL 81 TA2 6 E HrMB3tE 8 (DAL &2
DA2)$2 3 #% & M JE 3138 B (NDA1 $2 NDA2) » 4 %] 4 & #7 DA ~ NDA & CF $2=k #5
Z F B BER(AE) ~ 547 60 78 78] B 88 (FE) & 4 #7 67 78 8] 3% £ (Forecast error) 47 1® §f
S BN MIEIIRAE S AT g AR AR AMEEER
JEHAMEIEB REBEARFEN K3 TFBA2 ZWHELER -

*k 3@EFsEF B 0 |4 Panel A st Panel B > 24 Wald Coefficient Test #
& DA 2 NDA #4825+ % > &R~ DA 2 G398 % /% NDA 243 > &
RN B BAETRIERAMEIIBERELBEARIFTENE > Mo TET &M
AR PRI B MIE S A M ESTIA B B B A& b FHE L £ 9 Ahmed et al.
Q00BN 4T Eh ERE S AN I BB BIERAMESEERMZE XS
WER—H - ENRALAEXBHRFEHRAR - eV R ALENEE £
37

N a0 o



Journal of Accounting and Corporate Governance

Panel A ¥ > RAREZ BAFEMBAZ RN IR ALEIEB ; M4 Panel B F >
RAREUIERAMEITEE X EAE SN EHBEE LR -

7 3 42 Panel A % Panel B » 44t 69 53 B AR(FE)R A T 2 4 230 % /1
PE R BARAE)B - BT 441 66 B AR TS0 BRI B3R B JERURME
A B RRAREZBAREEMAE T AL  LE L R 5 Ahmed et al. (2001)B
ARATER AR H AT BARE AR ER R &m— 3 -

3. AEME RN EELMREEZBLEEMLEE (B3R 328 3b)

120 3a 91 3b (B OM 6 BT A S 2 ARE R AR EEX B®Y TR
HEBAEREE  REABEMNZ 2R - T4 3a i 3b 2 CF AR AAS
EE R ZCF2 248K 5 535 wR3% 3a 4L 3b 2 @GR -

£ 4 @RI B ESHIE B(CA)~ JEA S M 2T 1E B (NCA) R IR 4 A
F(CF2) iR A RARE A RAE M) - sA Wald Coefficient Test # % CA ~ NCA &
CF2 ¥R BAE » SRBTEGHANIFVET I B EREAEIE KNR
EybEESHIE B AL > B ARSI ESHIE B 1A S E AN JE A S M RSO B a8t o Bt
Pfeiffer and Elgers(1990)2 F# &R —3% > B m B EITB BT RIERILE
BB EBEARBAIFTEMN moNGNET e AN EE B BIEAGHLE
HIBEBRIZENNEZ - 5 —F @ o HETAR BEAAFEVEA T2 AR E AT
P B ARAE)BLEL  BR 47 67 BLAR T M B8 S SHR B - JE S 3R B
BALREZBBRIFERAET AL -

Mk 5 WHERBT > HRFRB AR BERAREFHT TRALF
49 M P9% > 12 Barth etal. (2001) %4 R — 5% SEME 4 KEE YA RN E
R AR A AR RETR B 297 % 4 5 A (DFA) TR L B4 B3
Z TR RN BARAE ) (1430 5-0.5727) > $1 84 424 8% (MacDonald, 1999)#7 45 i 2 47 #
PG B T A ARSI R — B Sk 2 EA S P AER
MEHAEVEAZEEN > TUERUE S 2R A R EBAREERAN 2R
B R B3 (E 36.66%) 0 BARE—F HMA AN ER AR AT G LE AL
TARI KR BEARZAE

Boh o B AEEAD AR E2ABARE o TR S PR3 A B
PN RS B H(AAR)Z B R B (fh3h 08327) RERFZHAE
ME(CF2)Z B #4235 4htE > 4k 24 Wald Coefficient Test 4 & #85~ AAR #1 CF2 Z {4
it mAAE £ R > 91 Barth et al. QDX FHRLRER B BTRTREME
9h > BUIRRE B B(NAARBHN LRI EE AR EERR  TARAARE
BRZEZEERF -
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# 3 HORMIEH R B RIERANERIRE Z BRFREER

FHEMA2:

AE,,, =a,+a, DA, +a, NDA, +a; CF, +¢,,,
FE, = pB,+pB, DA, + B, NDA, + B, CF, +v,,
Forecast errvor ,,,=y,+y, DA, +y, NDA, +y, CF, +w,,,
Panel A b Panel B b
F t F t
VIF {E-e AEiHl F Eit+1 orecds AEim F Eit+1 orecds
error error
# B8 0.0216 0.0524 ~ -0.0308 0.0171 ~ 0.0495 ~ -0.0324
t 8.67 31357 -15.14™ 7.05 30377 -16.26
DAL
i 53100 07046, 0.5877  0.1169
t & 2523 31.43 5.15
NDAL, 13168 0-8961 07246  0.1715
t & : 23.40"" 28277 551
CF1.
p 5745 07197 0.6049  0.1148
t & 29.21 36.67 5.72
DA2.
p 18164 0.6416  0.5521 ~ 0.0896
t & 2418 31.03™" 4.12
NDA2, 12358 0.7998  0.6648  0.1350
t & ' 21.63"" 26.81 4.46
CF?2,
it 1 8287 0.8115  0.6625  0.1490
t 15 31.067° 37.82"" 6.97
F & 342.69™" 527507 15.197" 358.56" 542.63° 17.58""
A% R’ 34.49% 44.79% 2.14%  35.52% 45.49% 2.49%
DA vs. NDA © 3045 347277 374 19.267 21.75 238
NDA vs. CF© 23.22"7 238477 363 0.11 0.01 0.23
DA vs. CF¢ 0.57 1.66 0.02 60.297" 56.66  11.027

a RPEUBZETRWT  AE=2 3 TR B4 FE= 44767 88 B £ ; Forecast error= 247 67 FARIZR £
DAl=4% TAl 3t B2 H A MHEE B s NDAI=43 TAl 3+ B2 k&2 MBtEB s CFI=4% & afi &%
HE2BLHE  DA2=3# TA2 3 B2 82 M EEE s NDA2=4% TA2 3t Ex JEsk2 BB B ; CF2

=KRAAREESEZRALRE -

b Panel A ¥ DAl ~ NDAI ¢ CFl 44 & £ & & k3t E 2 TAI frfsit 5 @ Panel B # 2 DA2 ~ NDA2

#1 CF2 B4 R R &R B A3 H = TA2 prsbst -
¢ %% Wald Coefficient Test 4 & B ¥ H P 2 R AR A THE AR PHFEAFFHE -
d *EORIE 1% BEKE L RRE SUZBEKRE | FERRIE 10%Z BAE KE -
e AUz G EHIERRATF VIF ER 510 BExmtpnpa-
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B — @ BAT T S B AT B TR R BAR(FE)VE AR » A7 ER IR AE R @ 5 9%
BE AR SR B FRZE NN o REMHENIER TR T BARKRESHE(A
AP)Z B AT R BAR(AE)V R A b JE IR AR 4 B B(AAR) 17 B # B B (AINV)
RRLREX GHYBEE NN ETERBHRAEBE ; mif %k B9 & A (DFA)M
H b e 3t 38 B (OTHER)Z AR BRI IR BAR(AE)VE A » {2 3 RER%E » BT 0 #7

Eh BARTAR MRS H A S AREFRALA L BHBITHERAIN TR -
k4 ABHRIABHEIFAHHBIABZBAFHELLR"S
FEHA 3a:

AE,,, =a,+a, CA, +a, NCA, +a, CF, +¢,,,

FE, = pB,+ B CA, + B, NCA, + B, CF, +v

Forecast errvor ,,=y,+y, CA, +y, NCA, +y, CF, +

it+1

it+1

VIF 44 ¢ AE,., FE, fr o ercf"j !
#2578 0.0165 0.0493 -0.0327
t1fa 677" 30.03" -16.40""
C4, | 9996 0.719*5** 0.5989** 0.12 15
t 14 26.48 32.77 5.47
NCA4, 23029 0.6405** 0.561*6** 0.o7§*9*
t 14 23.39 30.53 3.53
CF2, | 8352 0.810*9** 0.664:1** 0.14*6::
t 14 30.95 37.76 6.84
F {& 356.74" 535.78"" 18.76""
WAL R 35.41% 45.18% 2.66%
CAvs.NCA" 133177 6.29" 577"
NCA vs. CF2° 57.53" 46.47"" 13.52°"
CAvs. CF2° 1387 16237 1.55

a RPEEHUZERT  AE= 28 T B4R FE= 244767 788 B 4k ; Forecast error= 247 67 FA813% £ ; CA
=HREHMEFIER  NCA=JERsHEEE © CR2=#\LNELFTEZRLIE -

b 4k Wald Coefficient Test i & B ¥ P 2 MR L FTHE > AR FPHFEATFHE -

C FREEIRE 1%XBEBRE RATE SUZBEERE S FETE 0% B EKE -

d B4Hx8EHPREKREF VIFER R 10 Bwa LA -
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k5 BRI BEBLAREFZIBHBFEHERS

FEMA 3b ¢
AE

it+1

+a,

CF, +¢

it+1

=a,+a, AAR, +a, AINV, +a; AAP, +a, DFA, + a; OTHER,

FEy = Po + B\ MR, + B, AINV, + s AAF, + B, DFA, + s OTHER,
+fs CF, +v
Forecast error,,, =y, +y, MR, +y, AINV, +y, AAP, +y, DFA, +y, OTHER,

it+1

+7¢ CF, + @,
Forecast
d

VIF ,f-é- AEir+1 FEit+1 error .,
R BB IR 0.0117 0.0496 -0.0379
t {5 2.96 18.88 -11.61
AAR, 0.8327 0.6604 0.1724
t {4 1.6275 18.18" 21717 456
AINV, 1.9484 0.6499 0.5468 0.1030
t {8 : 20.84 26.40 4.00
AAP, -0.4933 -0.3377 -0.1556
t & 17429 7187 -7.40"" 2,75
DFA4, 11827 -0.5727 -0.6685 0.0958
t & ' -4.74 -8.33 0.96
OTHER, e 0.5656 0.4960 0.0696
t & : 15.99 21.10 2.38
CF2, 0.8121 0.6630 0.1491
fh 2.1268 20.08"" 35.74"" 647"
F {4 188.81° 293.87°" 10.19™
A% R’ 36.66% 47.44% 2.76%
AAR vs.AINV® 1432 12517 3.03"
AINV vs.AAP® 176.63"" 239.64" 13.29"
AAP vs. DFA"® 0.40 15.56 5.83"
DFA vs. OTHER " 81.73° 193.82°" 0.06
OTHER vs.CF2° 39.497 41.08" 6.03"
AAR vs. CF2° 0.22 0.01 0.42

a RPEEHUZETRWT I AE= 3 TR B4 ) FE= 24760 728 B #% ; Forecast error= - #7 ER FARIZR £ 5 A

AR=JEW IR R %83 s AINV=F K% &3 ; ANAP=EAE
HEEE S CRR=%BAANEXNEZRLRE -

b 824
N

3 s DFA=37 % s134% % A ; OTHER=

b 3k Wald Coefficient Test # € B ## T2 MG B A TRE > A PHFEATFME -
c MRREORE 1%XBAREKE RO E SUL AR KE [ Y EORE 0% AR KE -
d B9H2HEHEFRRF VIF AR 10 BATELKMERA -

18 ~ &3

S=200

A A& Bl &% e (Enron) ¥ 354 & R A% > FIRAFHSMEGN AL E L
TR SO — T EARMBRBEEIZIARAR S A—T @B B T2E

-
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ERERBRATER, oM Zx e EA R UL IEARLREZSERMAE
MR ML EA TR B AT B RA T NG THENR 2 —HRBETA
RAGEHEEZBARTRE BGREE AR LB ME o A7) 4% 9 66 7
BATH R MR > A28 IR BARE AT R FAR BARZ I 09 25 > RIRF 047 6P
ﬁfﬁ%iﬁ'g‘”}i ’ j[,—ﬁ—;%ﬁ%%f;ﬁ B #‘*Té%‘]“i:{%,{{%n o AR S B 4 SHIE B 4 AR R 2
IR GRME B A B  RE MR RS AR - AR AR E BB AT
WA G B H R B - R RIS R A R A RE S4TSR R
FZERBHRIFELE > ARSI RARTTARR R E L S RKERE
FRFHRERFZH RN o

REBBRAREFLEREHHEREMT - $OMAED GRRLATEH
O FERERBTHLARAEZIBAFEMSNEIEE 5 R AREEE X
BRAE S B R BRI R B RS IR IA B 2 BRSSO TR B LA
3B MEERBREGER HME 5B ER RE > BT @ HTER
ARBGBZIAFEN ) BIEB PARRGER T 2 BIIRRE S -~ BARRK
GEY - GRYHH - EAMSERARIGENEBYERELAFBEZTAAR
BEGES  BA T REIRAE ML BREEARESNALR S  RERBEE
ARmELRIABGREEARAEEEN > THELRBETENEABARELNAE
2 BBHEMLRBE LR MASR T BHF SR B AN IF R AR
JAH o

BRARXSHEOPRARAETTARERRIEL S BALAREFHFEALETEZE
MAEE  RRBER VA H S BREREELFREMEFTRL - A 6775
HEETPETABEBAARE S B EIER BN EE AR EIERY
WREIER  ARREHER UL 2B AR @R EFMHALZ LR - B4
R TR B BRI R RN @R BN BEMA AT > HTHIRE AN
SRAEAE AR N XM~ Bt R B H ARG REGEAR N AR
RRZEHF -
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5% XRR

IRME1997 BEMRNERBTLRALAEHAERANBIHAR » BERE
G2 AT R ORAR £ X

B3 1995 B H BB EBEREIRERRZAR > BUERE G
2R AT R BRAE 3 L

AR 0 1996 0 B AR T TRRIME SRS 04T BR X FA B £ AR 0 BUE K2 G2
B 52 AT R BRAE 3 X

FEF 1992 REFEHENBEHBENANBIAR > HERZETHETHR
i & IR 78 30 T

FFELE 0 2001 0 BARS HH O RARRE N ERZIDE  BILBRAEHEH
B2 AT R ARAR 3R X

BRELC » 2001 - RAF5 547 BF BARTRAAT B 547 SR 3T > BUS K S M3 % B R AT
* 4 AR AE 3 X

RIEA - 1999 EEBRETHRBEATAERBRITARLAERAEHRRER
BHZAR 0 FRRE G R RATR AR L X

HEE 1999 BEEHRALME - BIEE - iﬁl\#s 52 B BRIF AR M BT 33
RAR > 6B RE G EH AR L IRE LS

FREEw 0 2001 > AR EREITIAEBIMA R NN /u—’i‘;ﬁn R REGHEPR
T R AR AR 3 X

AAKE 0 1996 0 €3 BHRER L BHRAAH T RMNEHZIAR » BEREEITERAR
T R 4 W AR £ 3 X

BRF 2000 g BARETHBERRNGRFEIARL > YPERZTHEAR
T R iR AR 3 X
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and Academic Behavior
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Shu-Ling Yang
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Abstract

The purpose of this study is to examine the ethical attitudes toward accounting

purposes, accounting treatments and academic behavior amongst chief accountants,

CPAs and students majored in accounting. According to the questionnaire responses

from 65 chief accountants in the listed companies, 63 CPAs and 287 accounting

students, the research results are as follows:

1.

Different roles present significant different ethical attitudes.  The chief
accountants and CPAs have higher ethical standards for both accounting practice
and academic behavior than those of students. However, after controlling the
effect of academic ethics, the students exhibit more rigid accounting practice
ethical standard.

The relationship between the ethical attitudes of accounting practice and academic
behavior is significant positive.

The subjects of post-conventional moral development level exhibit a higher
ethical standard on the attitudes of academic behavior, but not on those of

accounting treatment.

Key words: accounting practice, academic behavior, ethical attitudes, DIT
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£ 4%

MEEEHELEER (LARFAHRBERRERTZGHEE) M — &
WRB AR ERGBRAR 0 — A EAEREL RN G R RAEZ
— o BB S 4 D E AR M & B RSB R > (4w Enron ~ WorldCom... % ) iRIRE#
BELRZAFERMENE S FRERLEBHHCE I REZIDEEXE

(Sarbanes-Oxley Act) > # @ K Fb i E L G HEMA B XM E BB HF
REAZTRERRE  FELXEARRE S RGAGCHEFERRAZIERHS
(4w Clarke and Aram > 1996 ; Louwers % - 1997 ; Jakubowski % » 2002) - & # i
FREBEZVHRE -  REAZSF = THRZENRBETRE NG BEMKARE -
FEFERRY ~EIBREFEMENGNEE  HETRE "HEK > FEHRFE
REHBR G > BB EEHRMEAREEH SN LA CEREZHBARE  Hit
CHBEETRTRENESR  AGRECEIHMBEREREABETEAT K
Fo @3B AR T EEREN  HBMELABARFRAEFER -

B #2% 32 (earnings management) & 48IE A B T 44 BARTA A A A 3B 04

@3t 8% (accounting hocus-pocus ) » 3R E & E4niB1% 2 BN A M HR|E L

(Levitt » 1988)  Merchant and Rockness (1994) 24 B4 L &3t L ¥ R T

& % 4418 1% B] A8 > National Commission on Fraudulent Financial Reporting ( 1987 )
CHEEBREETAHMBEREKERAEZABAA BT -HHEREARRNZIANE
1% % F A (Sunder > 1997) > Eib » #3F—BHREEITA  FIAEFARTKR
TRYBRIFFILZEE  RARARPEREBERETRTE Y 5 KB AL
Bl MEREABLZAHNAEEREZITARFTAESLS (Wood % >
1988) > &3tbfta N et 22 A M T > BACHFEIFREEITH - BHNA
TEREETAZRNREAERE (REA= > 1999) « RARE — B LI AR
TR EHTAFLREIIGARZIET (MRELE) REOE EMm ezt (4
HGBEE) BRETHIFERZELE  WIHE— g REBY (TAZE
#) et REFR (TAHAZIMEK) HEBRERTAMEE -

Brooks (2000) 3% 2 AR5 ¥R XA EME R T > 457 X e BERE RIT
BEA CARRUEFELCE AR IR DITATT  HERNZ A KZHMYH
HRESEBIHFTOINREM LR ISR P A ZEIBHEAES - 3 5 S5 01
RI|EHIEL N EHAZARZERT  BAZLERTBILBARKS > HE
eI HFER2HE S H 2z — (4 American Accounting Association * 1986 ;
Armstrong » 1987 ; Ponemon and Glazer > 1990 ; Helps > 1994) - €3t 42252 F &
REFBFASIRE > RREEUBHEORR AR A 9B F ™ @
& M FRAABHRB AR ARAZE AL REHNEERYEZ R 0 FHBZE
Z2RUNEEHRFTTESHZR ERCME AT AEEZZIAEM > BB E
BAENILNETF G L (23520022 4258 EF L 5 2003) - HENEEA
FHEH B ERCEIDREE S URACHAPABEIZMARAEEZ ¢33

49



Journal of Accounting and Corporate Governance

HEBAZ -

tE Ameen % (1996) 3B F 2RI R AUNEE GH E@EEER G
F 7 R R o AR AT R A H R A 2 BB Ao F DU AR AR 0 T AE
HIE AR X EEBIEHT Bl A MM R g2 F 4T A (academic dishonesty )
BB D AR - AR 2AERMMBEZE /T A2 EEEE A1
B4 B35 k2 1648 % 3.4 K (4o Sierles % - 1980 ; Sims » 1993 ; Nonis and Swift
2001 ; Smith % »>2002) MBI N E s — L B LEETREL » B RER
MR T BEZ R BT AFEALREE  ARPARTRAZERAZE
o RAERZEEEARRBIGZ EEEAREA AN 2R E 2 A HN
B AR AL L - ARBE N EI (1999) 895545 & 4 80 B
HNRELBITARELZ G FR G 224  HNBSRE BN EHITA
2R G 2R R R R BRI SRR Bk AR
BBEAUBREAGLCHRZOEIMEITABNLTRERZ AL #
JLEE AR @ B (et RE BB e REF X ) L BT A HEBRE
EMRTHEAMBME LGB RALHHZ = -

AR X ERERRER T ERARZ ERRAZ — I ARHA ER
EIRERERRATAHAREBE (oHRBEREAZEZABRIYBHEEZIRZIE)
P A B (Bernardi > 1991) {2 f L5 HH @t L E M T R LERE
BREREEHMAS T (Lamp and Finn » 1992) » H 81845 & & F AR 4 g3t
EHARLBITAXEBEENEETHRER L AISALAMRAER T Bm3
BARARFAGHHRF A EENEHABRGH A2 A HEBERERA
GHEHREEATAHEEEREOME -

ALl R, AARLZEZB T ¢
— LB EEMEFAL @R AL A HeHAEEMR G AT

FRZEEEE -

S HRBOEEIMEITARBGHASE  HEVITAZEBEE -

S RHCEEMETABRAGHASA HEHREIXALVITAEBEE
Z BB o

o EN AR R RAGHTEE S XA L BITAHEIEEE XM -

A RARIE OS M EPF G AR ~O3 M EHERM 2T @3t ARWEAZA
M AN BRET AR IFECRZEMEO T AR S E 0 2 A Y
GHRFENARIRET AL EBEAFTBRHZIRE CEEIMETABAL
SAHREITHAZEBEREERARE H2A ARSI A2 RTAEBERL &
PHEHRET XA FRELEEMETARF LRSI EERE 2.0¥ 2 M
EIHABARGHARAHGHRE I A AL T TAZEBERLIHE XM
Ml B -_fEEEEMZAREN  SHEBERERARMABIMZIRE {2
BITAR LS EEEE AARREERLUHLETACHRSHEEHE

4 34 4 B :http://tw.news.yahoo.com/2003/05/30/society/ctnews/4019456.html

50



)
v

S AP

R -

AXRFE 0 A THAAAREAIB 095 FH =305 A48 B XK Z = B8
BRI RBR ) B0 RAAR T Z FWATATELERZIRA K
B AR &~ PR RER -

A XA RBIRE

A E AR E BN G E (2 T EMN - FERALTHEAL Aot G EES
£ R 2 VAT HRBG L E AR BB RGEAE R AR SUBK 0 BRI AT
AR, °

— BEERH e R EX F R SUR

WRBN—AFICEMBHREXEAE RERTTRAREATHORE &
HEATRIH G FENCHR HetF AR M ELEBLIIREREZY
FA O FHAERE (2002) BRAEGFEMEA > HBEREHTREBTATIHGER - B
HBEBGPRTHERNEEZEAZIRTASA RELKFH/BACEXZES > ML
B TAAZEGHEEEIE - R BRI (2002) FrE TEEEEEN—2 i
B RAKT > ARBRMEZREY ERBETRGEETEMBEHRRO T
12~ g3tepey B itk @ o) RAEE AR SLEIEA B -

e FEERT @*%5k7%$kﬁ%%°%ﬁ %$k%$@/%@
HEFZERFE ALERNEFABLEAAL T Bl ARBEELBRHITAH S
FIABNITATA AZAEGHABNITAR S EAREZIR FIFGHAB(H
%%’w%)2%2$7ﬂ305&k%/é%$ HNBAT N S 2 2 B £

GIAITHEEREBEI AT HBWEEX R EMRERETALRTZ
ﬂé(ﬁ%#@%%é 2003) RABMEEBAGHEH NG ELM -

GTHBFHAFTZIRRRR  BFAESGITI24 > Ak 2REIHUFTHE
YiHBRAIETEZMN > HAETER - R ETEFIHEN 1988 FHEEITA
# 8] (Code of Professional Conduct) /f K1@15 % » AU F AL E et T £
ITAHANEZHEN FTHRERSMAEETH LA TR T HFT R A R A XS
#Aa (AAA > 1986 ; ArthurAndersen %£51989) AN ZHEELBAEZREMBRE
M B A (IRELFE 2000 5 AR5 7% 0 2002a 5 & F L 0 2002) o BAAZ A AT R
(2003) 9B > BN A MG LA A GRS LB A L L 2MH 8
HEZME AN -

B HBALOEA A EBEE LR

BEHALTHEA KRR AFTAIMRIERF KR THEREZEZR  Ha3t
BAETTREFF R R 69 BB - Wood % (1988) 1R 2,267 frmg £4# £ A B #1205 47
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16 BB EF A > ARERBET BA | ARMAHEREABRARAE
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E EE? EWW *’FE‘ (ﬁﬂ
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A AE R 113 4 MBA 24 R 265 g3t AR AtkA IR == FHn B s e
T ZHFRE  FEaS 13 ERATHENA RAELRET 2AWLEHAR
HEREZBALESTETHEBEAD - Elias (2002) s 338 B @3t B Z B
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PRV ANKA LB FrEERERERS A P2AHT I EZRFRAR
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[—]~ 24 ERE BT AR EAE &I W 5 M8 B TRR
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EREWRBEMN -REBMXEBRETHZT AR BEZ AN B b%s 3R
BER2RZALARNFT T2 ETATARB T ERRK FFREBLEREHNE
3o Sims (1993) # 60 AR A AT R &2 BT AR (range) REAERE
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'EE LB L BETHEESARE —REGEHETERALA TR IR EABAERT
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manipulation’ AX X FAHLELAEF A HEFERRTHOMELAEIBRAEETERALR
ERRZ G ERERSREZ R Hllo$ 3t ik RO ERRREERA AL F 0 5k
B Elias (2002) #7354y accounting manipulation AX X FAM KX Ley#EF -
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BARA PIARELARTRACRITAREETAMAMBIN SR B X
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(2001) 2 1,051 2R RZAMARAE AR FIENT LS 44 BARS
B2l BIEHBZIAREITA HARERLBET  BESIAGHRERRE
THOSEAE AT LEBERFERRETA Bk AR A THRITBEN &3
ANBZEHEHAL VT AHZEEEEATHFAMBM  EXATBHR
B2 HEHREFAREEFAMGZEREE > BARE AR -
B3R 22 DEIWEFABH N REFIAALTITAI A EEEFREL
AAB o
B2 FHARAHGHREFABRLETAI R EEEABREEAHN -
[ =]~ #8455 R 2 48 B Bk
BAHSCHEHRELETAHZEE ThBLIEBEREZEAN RAHSH
3% 2 BB BT 0 4400 Lawrence Kohlberg (1969) 4k £ i3 XALHF 32 H
&) = & R(level )< M Bx(stage )z $A40iB 1878 B A2 ( Cognitive Moral Development
model ; CMD model ) » 3%323% X TR A0y 8183 ITAE N A RIEFS B H X F4E L
R BR B 5 4E 1 K a8 A Lh B 7T AR R BR B AR &Y 38 1847 %) ( Brabeck »
1984) - Kohlberg " 304088 BAEA | 2MATUER | £F2 !

% 1 Kohlberg :848 % BN 2 = Bk

J& R 2 ZEXED 20 IRIEATAE R & 2 B 18I IE
8 1% PR AT A 1~2 B &A & B g Ih R HE K
EERC, RN 3-~4 AEBf R BLAK T g A

R AEIACRAIH) 56 Lt R A R R N R %a

%k R R : Thorne, L. (2001). Refocusing Ethics Education in Accounting: An Examination of

Accounting Students’ Tendency to Use Their Cognitive Moral Capability. Journal of Accounting
Education 19(2), p.105.
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BB R R IE R IR EA ] (BP 4S5 M) A AR -

e 9#*%;7E}%%@afﬁ%”f?ﬁnﬁzﬂ%ﬁ&gu*"%%/é’t PRk e FE T B
2 Rest praxst ey T R T FIAR R B | (45718 48 3] B7 8 B’ Defining Issues Test ; §
#% DIT) (4w Lord #1 DeZoort, 2001 ~ Ponemon, 1995 ~ #htx % % 2002 ~ gafs #E 41
4% 2004 %) - DIT EAN A% 6 AN F > BRIXFHMEEE SR &
A 121888 > BREEABEATKXRAFARTHEAZIETENTFE A > MiBTLRMA
%3t £ & X % 48 Kohlberg ¥ 3% ¥ R B Fy ko 8 1& | B - =35 & DIT €% F >
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% RITEIBER B HFTZHA > A DIT =& F 3 R F&ITHED >
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R EBIEITE > BEIE N E AR - Abdolmohammadi % (2002) A €3t 4 &8t
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%~ Rk
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Do B AN E AL EEEREEE RO TR FAEERE G REXZ
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Z MRS X EEMBAN O REHFAZEB MRS EEIMEIA
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% (1996) 2 23 BRI FE R R (2002) 2 30 B A BB EHLEHITAE

N
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E2OoMEFAACEREXA T AEGHECEAE TEH LA G REF X
PRZEE RAEHOELHEEEENEBEREIHE RLEMER AL
A=y By RATHZ I3 EERESRX C B BE—FH LM
HEZEAER (ROE 62 LHELR HFARREAZEHFA2HAELS )
B 6EGTREBRIE > F R AKXREH -

R B3R ET & R BF 0 2L H LA T AT AL B LA B B Bh 3K 2 IS B Z BT R )
HATRR > AR ARG REATE UM EAEREA S - £R BRI ES
B RFSFAIRADTISH > R REFTX - 2F/T4A - €3FREB MR
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M2 B R o
Z N RREEH

ARAREGZRG 2 RE > WEEEMEITAR - 3R 22
Ao EEIMOEFARTE AAT—FEAN LT A MHRE LI EHG
AR AhAk 500 A AR @ ERARARRI AT F ST @A G LT
Koo S00 A FEMAER LR A @ ANFRITH ML 0 B
Bt RELE—F {0 CHFGHEEMBEEARZ G ARDNEL S
AR LR - RBRFERRAARE N i T

[—] ~ 3R] 42

SEIMOITAR C I AGURFFAFE UMM A=ZZ W
B g ALAMARTE R EREARENE BREHERA TR B
FPT R o A8 B AR SRALED W BY 7R IR S I B 0 2R B R 4 20~30 448 o il
BHRAELHUR > AR ZRE LA G EGREE MEARNEEAKAE LE
B2 H R e

[=] HRAEAEH

B AR T DIT % A —TEMEZARBAZES > Hi3f o2 H 848

AU ERBERIEETRL (Bl ER—BBE) —ARABLME &

PHFT LB ETAGE 63 R AAENBLRARERE (412F) REhIERGMEL P
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The Choice of Accounting Methods and Earnings

Management: The Case of Depreciation Method

Yi-Mien Lin Victoria Shao-Pin Wang Shieh-Liang Chen

Abstract

This paper combines asymmetry information and signaling models to show, under
different bankruptcy costs, the conditions of pooling equilibrium for successful and
failed firms that choose the same depreciation method but lead to different operating
results. We also shows the conditions of separating equilibrium, for which successful
firms choose different depreciation method to that of failed firms. To confirm whether
the empirical results are consistent with the theory, the paper sampled initial public
offering (IPO) companies to examine the factors that influence the choice of accounting
methods (using depreciation methods as the example). Furthermore, the paper separate
accrual items into discretionary current, non-discretionary current, discretionary
long-term and non-discretionary long-term accrual items to analyze the relationship
between these variables and the choice of accounting methods.

The results of analytical models are: (1) When investors perceive that successful
firms choose earnings increasing method (straight-line deprecation method) whereas
failed firms choose earnings decreasing method (accelerate deprecation method), they
are able to obtain the conditions of hybrid equilibrium. (2) When investors perceive
successful firms will choose accelerate method, whereas failed firms choose
straight-line method, they can obtain the conditions of separate equilibrium. Moreover,
the empirical results show: (1) The companies that have higher debt-to-equity ratio
before IPO tend to adopt earnings increasing method to gain the trust of the investor. (2)
The companies that have higher assets returns in the year and two years after IPO tend
not to adopt earnings increasing method. (3) Because there are many ways to have
successful PO, the impact of using depreciation methods to manipulate earnings is
minimal. It reduces their motive of utilizing accrual items adjustment to affect
depreciation method. (4) The non-discretionary current and long-term accrual items in

the second year of IPO are significantly positively related to abnormal returns.

Keywords: Accounting method choice, Earnings management, Depreciation method,

Pooling equilibrium, Separating equilibrium
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o AEERER SN BEE BRI B @3 RA - Healy (1985) £+
BLaFFET > TR E Ao AEFEB REBERBH  ERER (1) £
AT G o H3t £ > B FME ARMO ST RAG S - (2) FafiztEy
ERRTREAFHYRAE £ L CEETHREMRGEIIED > AW IwkRF
BEMBRaA e EafHEHERATREED RN > SIEH G EE T8
iRk FEH A B Y o ARIE Lk o T AR TR
B BT BHY A > BATRKAEE mBHRG T T X -

Kumar #v Sopariwala (1992) 35 » XN TF5#Ed 1 (1) XA RBEAFEE

'* Watts Fo Zimmerman (1978) 45 i » /£ HAGARAE RS T » 208 @3t R B A3 o dR 5 B 4005 T H 34
TG RHIFE R L RN AF SRR EAEFTHR LIRS 0 BCTREMBAIRN 3B BRI 218
o EHEREHAME  RERBLEAFIFRBEAFRTBEOTE LM MR o XHE
Hagerman #v Zmijewski (1979) =T 4% %0 4x 43t & 69 740548 8 FL H R I ERAT REAE @3t B4 L
ER

PENAMEGH Y BINNKRAT  FEEEANEL B LANEENESR > HEEE
PG e SR LA G BN TERRS - EENEN NN ZAMAALT AL REH G2
PR E O HMABRENNRAEFEEZMATEA LN T RBMEEFF ol ot EeFen
B o RFFRANT FIATIR * B3R 3] A 46 B E o 207 B R A A5 A st B B A szt A mig o
it HEEEERS KD IR X ARE 0 R TA BBERM D] o H AR BB R
o AFHRERA Bl bR R -
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BBEANBREHZIE  HeBELCELRANARARFTEAREK/RS - (2) &

g RBERA N R BRRGERFM R R EBAMTHEKRRMEE L L4

Mo s8R ERFTARMILOCE  RESETRBEIAGHEL - Aot TEE

BB THIFRBEN—TKRE  BAGHMERERL - -T2 72080 BHEBK

B NEABHEEARTELEINAFHEH AT FeXxERHELAGrmFH

R 691818 B A Bk A AR H B8R 8 F o Teoh » Welch F= Wong (1998) %

e BB ARAHEHEIAE ~ FFHAM T RIIER ~ MAM KL A

BYJERAMKEEITED > BRMMRET NS ZEE G BRI 0 Bt E T

ZHEREH—BAREHEANEE > BRIFVRFFRFTLTANAD  LEHK

RMEHEAB B X M A AR A c Bk TEEAHALFTEA B B3k

RN B EHHRBIHEAT AN c Ao B LBHREIZNHERYE

B a3t HIREFE AR o L BART IMER -

BRE: ERAEEHEHIALD - BAMRIEIEB - R AL EHBHEE
EHRAMEPRTAIWERSBEESSET > HALERHEBREH
HEEBEABENS

BN RANEHRHBAEARAR KRR BAEH L TERERTRMAA
BERE -

&
w

— A HRRFA L

AR RALIL 82 £ 5 87 £ FH BEABHEFYHLBESRE > N E
BEAXGAAMBITETZ NG AARHEH L - AR B QLRI LT A3
ARECLELTAI—FRAT—F > BB AEALRGIT T EFEFEUNLEHRE
o RSEERRTALELTR _FNRBTNHERE > AAXMMARE S £5
80 ot At EMERME 82 £ H Lo N3N LT AT e M % s HAR 3
KRB 79 F&9E# o

BHBTERARBEARZELEEE RELGBAISFHLTREE 582
BB LT AN AHNRE BPRREH - R~ BB - HBAL T
WEE BRI E - BEEMBREBERAKRE  MASLELANKRE T &E A
BEAE -EH - BL - BREEHIBEAEME dNERKTERBABELES
SRR AR OSSR R BRUARIETE - b R EE R
e+ R AP ARELERGKRIEARKBERLEEAR BT 05
BB ACEREB LY BTN O THREARE TETEERTTLE -
= BRARZE

AR EBRY X F T T -

l.oafRiR ¥R L5 ENEHER Ak T HEMMBRA G4 ELAE

B IR e 35T IREE > BB AK FRRBENTE > WARIIABEHERT -
2MEEINEMHREABAE —BREBEERR > R TFHE -
3.ABREMEASERALBAME > LBEZER

83



Journal of Accounting and Corporate Governance

4 Bl AR AR AN  BREEFEHMFEOETRE &AM (LTAMEE) =
F) HEHARALSZ NN T UARB o
L E EFIENIE > oG NG 1A 156 RAF R
=~ BHRR
KRR EZ B RE RIR 4
1. E’ml B 80 F % 89 F kAN é]z#ﬁ%kﬁ'lﬁffiﬁﬁxé EHBENRAETHE-
AR ALTAI—FELT R _FRNZIAAELEFEMEEN  RRALTHE
~$ﬁﬁiﬂ?f§ FTRZHRMEN > HREZEZENBATHE
W BT ETRAEE
(—) BEFERFIFZEEHR K
AT EIVHEE LA A Logit @EHDY > UEHBE @ H 2 REY
EFHARE c L@ 4o T

Y =a,+a,ROA, , +a,COV, +a;SIZE, | +a,DEBT, | +a;PRO,  +e, (13)

t

H o
Y, t ARG Rom e HokeEE o f‘é.?ffad/\é] BIFAAR @3 B ARG o
BRI TR(EGITE RN Y, = 15 5o EIERE &3 BRRD
et AR B IR 0 Y, =0
ROAr-1 - BAEAEHRME » HALATINEATZ FHRUEE E -
COVi1: AR BIREAEE AR L ER w ERATFHNZ o RUFLER -
SIZEi-1 * B/NG A > BP ) G -
DEBT:-1 * A AfAfE s RAGRXIRBBERARRES -
PRO;—1 * BT 4xH] » BaA3t 9B REE -
(=) BHREEAF BRI HRFZHMAL
AR R Logit 3@ §F 85 R sk 5 # BARE B BT B IR 5| H L B 2 B4 A
75740 T

Y.~=a,ta DCA;+a, DLA;+a,; NDCA,; +a,NDLA, + &, (14)

£+

>

DCA;, @i Nal 4% t Aeg R mtmE e -
DLA; i 35 ¢ Héﬁﬁz}’l]‘if‘ﬁﬁﬁé :tIE 8 -

NDCA;, i »al £ 5 t B0 IE 8RR g BAJEST IR B -
NDLA;, i »al {25 t A JE s R R EAE TR B -

g\

R R Z Gt b ik B Logit 4 X AR EF 4T o dAMER Logit B X > w/AH A WAMBK

EP(I)I GHLARSREN(2) AEBLBRRLELRE (3)l FEORE AR E BN (4)
ﬁizr’aﬂﬁﬁ@% M) R A A ERAGESHE 2% - 225 F (RA1#®Z0) Bk

H%Fﬁ/%—fﬂl LA T AT ZTRBR o

2 DCA\DLA NDCA NDLA #43+ % % 4% % 88 DeFond #v Jiambalvo (1994) - Subramanyam (1996)+

Teoh, Welch F= Wong (1998).
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(= ) %Lﬂf’&ﬂﬂﬁ?%#‘#&@ﬂé@ﬁﬁ%%&ﬁzﬁﬁﬁ
BIpHFRABENNLTRE - FRE_FIRIERBMGRF - AHMASR
B &3+ B X4k A Teoh » Welch f= Wong (1998) Frit i eh B / & & # 3B
( Buy-and-hold abnormal returns ) » £ /A X4 F

BH, = } @+4a)—lﬁ(1+nu) (15)

t=0 t=0
Eb rn, BAERAXNSAS LEGMBE - m, BTIHRHE . X ETHE—F
fBoat=1,..,12> B g 2MEAMEARMERGE M ETHMYE_FRUL=
L..,120 Bpe B 12 A M ARBERIHE - Bk BERMEE X OLS
BWHEBEXTHRTX
R.=ataROA.+a.COV, +a,SIZE ..+ a.DEBT .,
+asPRO,,*a.DCA,,+*a,DLA..*asNDCA,.+a,NDLA.,
te, (16)
HP
R, ina Bt HEZHRME =12 1=1 RAFLTHE—F 1=2
EE I Y A
S 4Lt HAGY T A ARE &
COV,, CTNE EF AR A BRI -
S| AR5 t BRuy N B AR o
DEBT,, " ina|fe 5 t A0 A AME 5

1“@ﬁl®@ﬁ%t%%ﬁlﬁﬂ
DCA;, i »al e t B R E A ETE B -
DLA, i 28\ % t Moy RARIETEE -

NDCA4,, *ine] % t ey R g A B -
NDLA,, *in3) a5 t e JE A R BETRE -

SR BB RIH

— - gk Mgt E
A EEBE (ROA)~ A A4S (COV) ~ N a Mt (SIZE) ~ & th4#
#tb (DEBT) #14r#)3t % (PRO) 4% ALFAI—F~ LTA—F > Lh g
FoLETHR-—FAETHE_FPFHBA BRI MESRFEII AR BERT
BT ETEE > TABRME (ROA) 8> ALTATZRE i ALTEEZ
Rixe A 139823 » £ L THZR ZREH T Ea)4% 5 M ROA &)+ did i 37
BeyE® o LT EFERRD A 1248 -
M HFAEHRT UM S HREEE TR (1) R ET N3] Z A7 AR S
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BAIERMEL BRTRIARGEATENMFEEI > N ABERETE
NEE > BEEAENRRAME - Q) NAALTAATER L TRERFCEBER
BREEF X CBRSER L BAURIFRE ARNEIE S BTN TRA
A%a@ETg LD REBEMHAR > E NG EALZHAFHEATY

i L T&EAERMEZHZBR LT 40 0 LT A7 649 B RIS ho 7T sE 3 IF
NI BEERK > MAREEERHEMAULEREAER - F—ELTHEERME
TrYRE  TRRABANNATEI AHETZ B  KeBMERZEFRE
Mol bhxtg o RABARS  RRLRBERS > KETRAI TGRS
FEGHEETERME > KETZREERMEARTRE

o BA EARREEE (COV) 48 m T uERE LA LAY a8
BB TEEAERTEARMER —RAMMY > LRAKMELALTEFEIRS
% 7.038 mAE LR AI 2R T HER - X a8 R e (SIZE) 2 T33P
HETAI—FE2LTHR_FEREFEAGHEYE > HE AN Aremy) LT Mk
AR gRARDETHRZMBERAFTERKZIAL  HEAEBELBECLR
B NT o AN AFEMH B (DEBT) @ 0 #K 817 LR AIKe) A8 » 87T 4
BB AEMLET > Eh R PO TFHE P HBTHER > LTHE A AFELEHFE
T BREAZFERLEB NG AGFELT 2 3 EREAHMBAL ERLFR
SO EmMLETHEE IR AAMBAUAARBE TR RERE S - Bt KRMATH
Ui > ET NG ZAUEBETRAATHRRLAELE  IXZEFTEE LY
R o

1 szt =

g Ny |FETE LG ARFE |2 AREE AR Al E
= I
g N pma |F ROA|##COV SIZE  |DEBT  |PRO

Lt | (11.9433 |12.5214  |6.2680 [1.5786 |2870.23
AT = Fiard [11.4516 [4.6553 6.3226 |1.0973 [808

L Fia# 12,8225 [52.4272 (6.3286 [1.3797 [5376.59
AT— |+fe# [11.6408 [5.9256  [6.4220 [0.9576 [1265
) Fia% [13.9823 [183.6198 [6.5015 (1.2841 |[6178.75
g FAarg [12.4901 [8.0385 6.4999 10.9402 1750
i) Fi% 1129073 [180.5892 |6.6824 [1.1035 [18308.24
B—F |Pm# |11.0001 |7.6915 6.5812 10.8537 2079
iap T8 19.8539 [255.8432 [6.7826 [0.9518 [15338.62
B=F |#a# [9.0105 |7.0307 [6.6807 [0.7253 |1472

S HERFIFHEFLREBFE
A WY R 507 R 4% e Logit @B KX R BLRINK 2 bR FTho
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TR @A PRI G ARFER D - A S (DEBT) BT ETHR_F2
I B FEGBAR—RERIyFEDBAZAKE > B AAT Sweeney (1994) o9
BHRER—H WAFEMHBZLERGH NG > A THEKA R B tkahdr E R
G\ ik MEAEMBME (ROA) £ LT EFRETHZR _FRGAGHRAEE
FBZAMME R TELNCHELETR > HAEEARMEAZY NG LF
BeRARFEZR B RANEERBEBEET AR ETAIEEE AR
FFEBNANEETR LT > BPEEERBMER S > FAEHHAE T BHBHE
&84 ho A T34 7% -

PR M BB RAT R 4o Bl AT PR TARA Y - BB R A8 » A eREEBHRE
KTk RMALTAI—FRETEFRETH —FLRARF —BRYAL -
AR R B T AE ST B B P 8] AR A R AT R GG BUE R AR IE R 4o B S — T R B K
FEE o XA BMAREEH (COV) $IFRLERTEMARMBAT — R » R KAk
FPBEEREMAFRTEMEARS -  ERTELRGEATHRESL - FH LM
FRRABREN NG > A THRKAE G BB T E T L BUAAKLEER
B0 38 o R AR B A B AR AR -

A A3t E (PRO) e LT —F R ETH _FZRARABRGAL
WHEERTRLZBRFEEDCENMARBET  FAAMAREH L RAZEE S > B
HELABRANSRLE AN ER S RERRAHRARG LA T EBAHRR
RUBREFTZET LA > BEEHTRETRLEESAAEFH LAY
N FFUBRAR TR LAE > ERESBRANNETEMRR - Bk &%
% 3% % AT Hagerman Fv Zmijewski (1979) @983 : BP B T& AR 89/~ 38 > A
TTREPR A AR i B ARy @3 ik o

GALHRERE BEAERBEWRE > THRARALFRMWELRELE B
M BRI T EGBFH NN FHABELIARAKR ) A ARNANERLC T4
FETUBRKB BT ERA  LRANERANELAEHEPEELE 5%
BRAG— B > R EARA G R EREREDNBYU NN B RV LEESF -

HEmE > AARHERLERIBIBRA—FEAEIEZH QN LI LT
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B2 HERINFHEEZIHRCAE

Y =a.vraROA. .+a.COV .+aSIZE,.*a.DEBT ..~*as:PRO,.*e,

SR | LTHoE | ETH—% |LTEE | LWR—F | LTRo4

%4
%%08 (13816 |-4.1344  |-1.0673  |-1.8542  |-0.1964
[0.1067] |[1.0328]  [[0.0542] |[0.2228] |[0.0042]
%o (0.7423)  |(0.3086)  [(0.7689)  [(0.6372)  |(0.9642)
¥ AMBE -0.0394  |-0.0568 -0.1175  |-0.0874  |-0.0786
a, [1.3401] |[1.3643]  [[4.6534  |[2.6805] |[0.1525]
(0.2440)  [(0.2358)  [(0.0318)** |(0.1018)* [(0.0928)*
# 84242 (0.0035  0.0050 0.0000  |0.0019  [0.0027

% a, [1.4818] |[2.4909]  [[0.0185] |[2.3145] |[0.6702]
(0.2237)  |(0.1145)*  [(0.4474) [(0.1271)  |(0.4028)

NEARE 04822 (03675 0.1371  |0.1802  [-0.1642
[0.5924] [[0.3164]  [[0.0454] |[0.0777] |[0.0294]

“ (0.4419)  |(0.5741)  [(0.8301) [(0.7756)  |(0.6297)
gfte®  0.8745  [1.1701 0.6542  [0.6782  |0.1564
a, [10.7768] |[11.5042] |[3.6257] |[4.4128] |[0.3852]
(0.001)*** [(0.0007)*** |(0.0542)** [(0.0306)** |(0.5301)
Bx4Al  |0.0000  [0.0000 0.0001  [-0.0012  |-0.0010
5 [0.2245] |[0.5266]  |[0.3541] [[0.0824] |[0.2865]
’ (0.6361)  |(0.8184)  [(0.5273)  [(0.6489)  |(0.4968)
2Log-L [131.05  [123.62 133.59  [133.30  |147.58
x2
, 7.198 3.225 15928  [6.275 14.426
X
Negelkerke- |0.266 0.351 0.238 0.236 0.167
R2
HA%  [156 156 156 156 156

WA 1. PIEINF T A Wald test (Z ) -
2. NERPHF AP
P<0.1 " > P<0.05 %" > P<0.01 & " -
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A ERY FEEEN Logit @B AZXTRLERIINELA3 - d&3 Th
BABANMBNBESENE AMEBEAY I RFIEAZAKE -

AP RIEBERILERAORRATREL | N EEEHEBREITERI F A
DR BN RBRE  LHEHBERRA NSRS LT T L AR CER
BRZIRIE o Blho o FIASH GLHGELE (RAXRIKLENE) ) NEMETHRES
AREHEERR - Bt FEEABR L EANANE T A EEZRRFERE
T MR LEHER -

ERIERG A —EEG AL RAMRFFH LT A)EE NSRBI IR
K> HMAE Bk ZHEEERTETAEALHENHERS  RETEFFHNAHERY X
BHBEZAEFOTEARR ) REAREGRAN AR BEERALEREEN B
Rk EMmERBHREEZBY -
w9~ JE3HIR B SR B &) M1k

AEHBRNETHEETHAT RO BRBUTABETE/FE FTHRH
AP RIAD S ARAEE MR RNEIAE > XA AL 0 RN R
B -BHRELERI TR - Mk 4[4 LR —FREAAET—EE GFEHLTH
BB ZBEEMG > M ETR —FAA ARLLE - ERAMEEE AR S JF
oM BN AR E U GEMBIA BE M % o LA Teoh  Welch fo
Wong (1998) ¢4 EHLEFE KD 4

ERLEEATREL  FEA et EsRnBERAsSwEATHE R
EEBEATIHORBDRLEIFBELZINAARAGTHEERRAMBRAZDE
5 FZEAAEVERBUER FHBERK > REMEIE R0 TAI T oY € E T RN
T HIETIE B A A E 14 (Teoh » Welch = Wong » 1998) » R & L #4% % — <
BIERAMEMAKEEIT BB eREFHRBMABEMNE - B EEBRETREK
LHMBBERAREG  LERBHEDAEZNE  MART BN TN £
BEAGREENNHRGHFHETEMS ~ BERIAURF|IEARR -
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) 3 BRI F EEEX Logit @554

A Y,,=awa 1 DCA;,+ a.DLA,, + as NDCA,,+ a1 NDLA, , +&,,
5
ERH S| LA | ETEE | LT | bR
% #
4.2029 3.7629 3.2382 4.1716 3.5259
Qo [14.3314] | [18.9154] | [15.4064] | [14.8272] | [10.4124]
(0.0002)*** 1 (0.0028)*** | (0.0001)***| (0.0001)*** | (0.0013)***
DCA -0.9802 3.7671 5.9648 0.5060 0.4482
[0.1158] [0.6756] [1.1770] [0.0178] [0.0160]
“ (0.7369) (0.4180) (0.2782) (0.8957) (0.9025)
DLA -0.6524 -3.0048 9.7749 -4.1711 0.0805
[0.0183] [0.3036] [1.2857] [0.6088] [0.0002]
. (0.9207) (0.5815) (0.2579) (0.4345) (0.9912)
NDCA 5.2901 3.9242 8.9492 2.9579 1.1066
[0.1269] [0.2158] [0.5435] [0.4352] [0.0858]
@ (0.7215) (0.64006) (0.4620) (0.5086) (0.7687)
NDLA 10.7302 8.2952 6.5499 16.0155 -2.0102
[1.2271] [0.6336] [0.3431] [1.7020] [0.0110]
. (0.2702) (0.4262) (0.5578) (0.1922) (0.9185)
Negelkerke-
. 0.153 0.164 0.166 0.161 0.141
-2 Log-L
5 26.461 32.851 32.796 39.212 27.971
X
Goodness of
Fit 140.929 100.208 102.566 121.932 118.614
A 156 156 156 156 156

WA L

@i Logit X P A BB S MG EMWRRE X (VIF) 2% > #3814

VIF 55 & % 3.297 &/ A 10 T HEAXLERER B RLGMHEZ % -

2. PN+ & F A Wald-test

(Z1a)-

3. MR FEFES P-value; p<0.15 * ~p<0.05 5 **~P<0.01 & ***.
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R4 RERBZHER F @S H

A

R, =a,+aRO4;, +a,COV,, +a,SIZE;, + a,DEBT,, + a,PRO,, +a,DC4,,

+a,DLA,, + agNDCA,, + a,NDLA, , + e,

P i3 EWg—F rhBE=F
W BB -11.5395 -8.9689
a, [0.5202] [-0.1919]
(0.6046) (0.8492)
EW L EES -0.1000 -0.6251
ROA aq, [-0.4712] [-1.0723]
(0.6395) (0.2860)
F &R AL B -0.0001 0.0012
COV a, [-0.0355] [0.8478]
(0.9726) (0.3929)
N ) AR 2.0135 -3.0862
SIZE a, [0.5734] [-0.4257]
(0.5669) (0.6769)
B R 1.4240 35.2938
DEBT a, [0.6161] [7.2224]
(0.5392) (0.0000)***
B T 4A 0.0000 0.0000
PRO a; [0.1848] [1.2383]
(0.8528) (0.2306)
BoAMEHESEE | -6.7121 -10.6482
DCA a, [-0.8120] [-0.6689]
(0.4129) (0.5057)
BoAMKAESEEB | -3.4605 -32.7723
DLA a, [-0.2323] [-0.9163]
(0.8175) (0.3628)
JEHR AL B R IE| -2.4845 -27.2486
B [-0.2738] [-1.5536]
NDCA a (0.7856) (0.1029)*
JEH R REIE A -12.2012 -204.6457
B [-0.3561] [-2.0352]
NDLA a, (0.7228) (0.0448)**
D-W 2.015 2.026
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R? 0.323 0.6401
AR 156 156
WAL AR AU VIF ERRE B G#MZHLEA L5 TFELER VIF &
HARB 0 AL AGBI M BELREMGeTAE - MK LIANE
SRR Z AR E A4 U Durbin-Watson 443t 2 - BH & RET > HA@HEHE
Az DW B 7 2.015 $2 2.026 2 4 » B~ H 3 K iE RIE LM a9 183k
2. PHNFPEFTAHME -
3. N EINEHF L P P<0.1 & > P<0.05 %" > P<0.01 %

e ~ &P

AXHAREHAEBEAT @A (1) EREEZDA RN G EZFH)3 ho

F k(B AT E )M RN 3 BB AR Fik(hoik 7 8 R  ETHEF R
SEAUNNECER AR ELORLSHEESE REBEEBRENIWETH
BB o Q) SHREZDRARG N G EFE I EAMAM N CEFZARITE L
T A AT R oh N ) R Ak ok T Bk BN B SR IR B R B BRI AR -

B—F@m AEEARI @A (1) L h AT AEHBZLLERESY NG
A THARA R BN ERIN T EUABRMEAGAR Q) ALTEHFEA LT
B_FRNEERMERASZH NG R EZHAGRAE BB eI E S
e (3) BHBEBAW BRI G EAEFLEMOR R TRL - NSRRI LT E T ik
% fpldo o ARG ELMGOERZIKENGUEG TRE T REGHE
BRR D RAHLETANBEREARN BXEELBAS  WEPHEEHNAIE
RPN FEBRRBEZNTTARR)D  REE R ESHA R EE B FAERE L
BRI UERBHBEEEY -4) ETHRE —FOER Mg RERIE T
BB HEEFRMABESN c LR TEARTIHALEL TEE AT RILIES NG
HEEH R &

PSRBT B ETASMESMER RAAEITEE RIBEBEE T 0 mA B
% HR4e B HIRI T Ae £ BRI IR E AMRBIE 0 BORAIR LW AT — 0 % Bl R
BEARFE - At BAEIERW —FACHEEEZECREARFHAELEL
TERZE G EFENARTLETZIE > FEWEE NI BETETA U
BREREBEHZHEIRERH -

RBEZEBELZR G ARNNABESFLTEERAZ ETARE L
TG AT B LB R MBI FEY ALY RN = FEYEZR
MEIR > LHHBFERA A TICHE T —ERE - Ak MRFPFHRELT

ZNETHRRE EABFEARCTZEE > MRRGHEHABHBETE - AXZE
FHREBOTERKA R EEFHRB 0 KRR ETU CAR R3HE > BB
FHRZER - BN EARAXOARERT > AHKRAREHERBEIEL ~
FEHRAREHEERNEIBAERRECUBRE > R FF LT AL LETHE
—FNZRERREZLE > MMAFE— TR -
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