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Abstract

This paper investigates the effectiveness of conservatism in mitigating the
agency problems among stakeholders. The empirical results indicate that
conservative accounting reduces moral hazard caused by managers’ limited
horizons and limited liability, and agency problems due to deviation between
control and cash flow rights and agency conflicts between bondholders and
shareholders. However, conservative accounting cannot mitigate interest conflicts
induced by free cash flows and directors’ shares collateralization. Our results also
show that firms tend to use less conservative accounting when there are other
governance mechanisms in the firms to reduce agency conflicts, such as high cash
dividend payout ratio.
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Lee (001)F I 54+ 3 274 76%% RAEFILA P 2 FE €4 66.45%47
P FRFETR2ER 0 BTN P S F ,__Claessens et al. (2000)#745 &1 f2 )% &
LI RRE (Freo NIRRT T ) o ot S AR LAERIEET Z 2 e
Mg Ko & BRI LFRL R #‘E—?i’ﬁ';ﬂ* zg,fgs‘.(HS)gi? TEEFFTNE S
(H6) 22 48 i 1+ chdp B 12 o A it o™

WA AL FRFEARERE T ERRPARAR S > P AAR € i R
P EmS o BT KPRy 0 2 o F &% < (Shleifer and Vishny 1997,
La Porta et al. 1999; Claessens et al. 2000, Johnson et al. 2000; Wiwattanakantang
2001; B jF 5> > MdRi%ET £ W& 2006 ) - 4 Claessens et al. (2000)4*- %+ L 37 K] e
PP S PREFY R RERSEFRTEREIEFORENERE S o7 07
BEE AR REEYE mf%ﬁﬁﬁ¢m& ERAARR gL 0 2P
A 4rfg Lo Lee and Yeh (2004)fF $» FIRITFPE L THEEAEE RN B D
MEEFEF > 2 HHIRARLERRERETER Frhad AT
- ERFAMIBEWOP IR RF o ARG AT Hm Y £ F iy
TR FE (¢ FRPfES A T8 SRENERHGRERE 43
B hIRA IO P PR T ]‘\é}rs 0

He: 4 £ $0 R AR ARG m EBORAERF > P12 P ZRRIERR
4% -

BEFAFP AL AT AP A RAFETE TR FH
7% rx3 f oo R F(Kao, Chiou and Chen 2004; Lee and Yeh 2004; Kao and Chen
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PR LRGP RAXTRLLFRFE G 2T B R
%f%}’% AR FUBAFTARGEREE  VEFEHIEALELE o F o7 E
FABNERLT A ABREA DEFT Ao L A PEFAKNEF 2
Ao 2P R LG BERFFREEARIFL - FPLFRAPHIRS
3 % ; B0 R R HE A 8 F (Watts 2003b) o fR A > FArE

e U P AR A Rl Pl AT %ﬂ%ﬁ%ﬁ%%
@25@&%%’%ﬁ%ﬁ&m%~&%ﬁa—ﬁfwm‘*%ﬁ‘? SRR
FofIre KA AL g 4 50 f Pl E R 2 Pk F 2 IUFE A @
DT G QU ER R RS - ﬁ%%ﬂ%ﬁ‘ﬁy&iﬁ%%%
AT AR R AR AR AR A A 45T F 4 28 F (Jensen
and Meckling 1976) > F]0* i 4 g ifie = 2 @ % o f85E § 3 R R @ L 5T A
BRAOPETA (P4) FEFEA 2282 L0 3584 2 4% - Ahmed
ctal. (2002)4p 1§ 8+ g% LB FPRAlre i (A £ %)) 472 il E e
§4A,ggﬂﬁ§4ﬁ%%%oEMmdQ%@ﬁJw*ﬂ%fﬁﬁ$$~

ZRBAEBEE D B AR TF S F AR RS VP MR S 6
%1u@w'&ﬁ%ﬁﬁﬁ“#°wﬁpii%§%%%ﬁﬁ$&@ﬁﬁ
Tt e

w2 }iJciT‘E FHEA NI
Watts 2008; Khan and Watts 2009; ﬁ? %
BHp R A RO S A NE R
B E A L] S g
FREOREFHFHREET %ﬂ4%’
P EAGR R F R SRR
i‘w.rs ia%“?%g/\y &xﬁomva\{;»ﬁ
fopF o o Rk BEF TP R G 4°JSUEE’ SR
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AR - m g =7 NERERRIELAE > AT ST REEBET LY
FoR PRy FREG B LR e e BF TRy HRFREA D
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g KA F
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AP FE L AN RP R REE ST K - SRPEREOFE &
’,%’Ni; B A A EER m@:f& v 1R AR 'i;fum EaAy T il | o

TR KRGk AEB

AEE LGB AF ST ST R0 A 47 1998 3] 2007 & L g K
%%%ﬁ’uﬁﬁﬂ&%ﬁ*n-% e e L ;&1@ﬁrﬁ+@ﬁ
(TEDPAA3 ~ i 2 o @ o E « AT 7 #Eu/‘ 3 R Tk S
R L T i St b 0 1%R A
uﬁ ﬁwmmﬂm’u1ﬁw%%ﬁﬁ$ﬁiﬁﬁﬂwﬁﬁ%@’13

i AR RS 4601 BRERE -
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BN YT

R TR €3 FREIE N anus] ~ g1 ffﬂ& R - %o gg*
BRI L 2 SRR BT IR L 2R RE s i i S ARG L
Ok s 2 P~ AR (Basu 1997; Watts 2003a, 2003b) © 1245 12 L2 )I% =
7 &% Basu #& 0 F A4 é‘]‘;ﬁifﬁ“ﬂ:'}ifii‘ oA EEREEME O E
’(Roychowdhury and Watts 2007; LaFond and Watts 2008; #F < %Pf’ EEFF
2008 ; % 73" £ g4e 2007) - Basu (1997)F1] # & B3 v 5 A2 3 #p F L oeradd

By LR Rie 30 9Ty \EF@B”"%";‘UL'%"*”K'%%% (P i
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ETIN
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Xi,t/ i, t-1 ﬂO+ﬂIDth+ﬂ2th+ﬂ3 XDR it (1)

BY XPiod ey ta2iqsmps (Y ERD) e Zien sy
t# FE 4% I%’R,@’A\\?’Lt-&S”“Jt+1.&4”‘§)\Tﬁ”‘zﬂ;fﬁw » DR R &_
iR FRHZFERFHEL 1 F 20500

* ¥ - BARREM R 9 % #2i% @t (MB ratio) » Basu % dicis 3 18 & 4F 4 G| Bt R S 0 pE

A ARG O ET AN OMERS 507 MBratio'F 5 ¢ 7 %%I;i‘]“i“r TEAEFTAMG

# & 7 ABREDE L& % € (Roychowdhury and Watts 2007) » 32 & € ¢ 2303 ¢ » e iEEd ¥ ¥

Fo& FInGe o iEié 902 MBratio k 78 T A M EFA 4 L - Roychowdhury and Watts (2007) % %

1 MB ratio 7€ & 4 H CARET R 3% T o0 Basucoefficient { 5 3 L c APy FEHF

% - &2 Z & > #* Basu coefficient i #2 % if % o F]yt A4 7 # B LaFond and Watts (ZOOS)WV“’ P
" Basu Coefficients & f& 1% o
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R4 2 fF ek ;?if?&,é’}rs °

FHERA SR A (M%) 2F 2R aEE s - 1 (1)LLTIO * %
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E‘”fﬁrx\}”\ s QCYCLE : % t & 23R & V“I%\;Qﬁt T HAHE "z\»rgr_ﬁﬂuﬁﬂ]rﬁ/\
EES G N Sy R

..C_

6 L FA R L = DI P AL iR o ﬁéu;;,,\;yq*ga,ﬁ;i&a*g,,,g,\xk%;ﬁLr*ﬁ,% TIPS
F= (ERFRFFRIF L) 3 LaPortactal. (1999) 1% » migrdlsab A33Fm 5 5 BN - PHL

R GRS TR A G5 ) L BRA R A f= (5 RPHA LT L PR B R
) LREHES = 3ok A oyt Fok A b & P40 -
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T~ R ERT
¥R HL 3l H6 » 2873 % T 757 ¢

XP=p,+B,DR+ p,R+ B;RxDR
+ Z(ﬂaleemand + B,,Demand x DR + B, ,Demand x R +p,,Demand x R x DR)

+ Z (y,,Control +y, ,Control x DR + 7y, ;Control x R +y,,Control x R x DR)

+ & (2)

Q)¢ FIRBX/P (=X/P;, & X/P;) 2 B39 F (- 2Pz 2P) chi
FHFFEAD DREEGU R YRPASRED B0 5 R (=R, & Ry) RIA
BPYEF (- E#PA =z EW) hE » FFFF P F 0 LEKAT

XP= % tﬁ(t=1998-2007).§%.§§%" ¥ 35 p gt x4 % S tEY AL PRE D

XP= f % t2#3 % t & RFH=Z & (t =2000-2007)2 #e3f 3 ¥ P efiisiE 1% 2 12
EHA S FTRED E

Ry = &R} »3¥f iy (t&#57 2 thHl #4773

Ry =332 f » 345 dvRE4FM (2857 3+l £ 47 )3

DR = ¥ %# > % R(=R;, & R;) 5 f P »DR=1>F% 2. DR=0 -

@

’

(2);% ¥ Demand * % Hl : H6 ¥ 2% RIZ R 4E2 A2 ¥ #Hc» & Demand
% CHANGE ~ FCF ~DEVIA~ PLEDGE ~LLTIO % CYCLE f% > %% i
,@ BN AT R A iﬁ!“iliﬂ’_?;"%\ﬁ + ’iir'%ﬁffé'}'}? R A T e E e
% 0 RI(2)5* ¥ DemandxRxDR i §F (ilic B BB F 5 & > % & $HRRE B3
F3 e 5 % Demand 5 COM2E PEFIAEREM LR > Y B BEF L §
% Demand % DIVEPF > F]15 DIV F ¥ "% M 2irR > FFH P BEF S o
THACT

CHANGE= = #3503 = e o

COM2E = ¥ % % &p/f iz q|

FCF = Pl RMEGENF= (BFFEFHEHTER Y HEH T Y -FLT AR
F-FEFTARE)/AFTA. pIRENE # % Copeland, Koller and Murrin
(2000) - Valuation—Measuring and Managing the Value of Companies — % #1
Fl2 3B o T AL DAL TaFHELI 2 EFTALD o

DIV = AW F= FE R ERA/H E*100% o

>

DEVIA = ip ZAGEE R — P4s i -
PLEDGE = ¥ % % fffu st 5 o

LLTIO = £ § - F o

CYCLE = A& %=k > TI1o8 & X St jotE e = Bo— o 1 MR < B
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(2);4 ¥ Control % ¥4 % 8 > ¢ 3£ 7 1§ 2272 @ v* (Market-to-book ratio, MB )
god R (NRTAFKEFE ) -

AR IR yes

gt SR

AR BHEEGES D XP, B XP; A H AR ER (Rt oot
—1998 2007) ERAMZE (R 283 % 8> t=2000-2007) M 5 £55 P 1
FREGEEHA ST RED Bt & R W Ry AR a 5 ERE A ERE
F o X/P,; if’i’X/P3 L g s 4.36%27 18.31% R, 22 R; L 58~ B = 13.03%
$4643% 3 UEH/F E o REHEP I IRETEINAS T3 A RBET
{ =T L i’! 049 % » FEEFFPEMRD FAVETIHL 1.17% pd R
B RRETAVFIIEL 125% RERFIFATIEL 269% < %L (I
B L) Bl AR o i KR RS P A A e A L T 55
524%~ FE FRVFLIEDL 1279% s A AREERINA 0 R f F KT
25 8.64% EREFRABETIHES 117 X o« L8 § § v F 30 F F (Ahmed

and Duellman 2007, 21.9%) > % 77 s B E P F & F R E PR dE 7 o § 3
E -

SN 5 1997~2007 E BARAE i AR R

AFE g % Basu(1997)3% 1 en@ 4% AP 0T (30(1)) R R
R gﬁﬁﬁw,@ (3 &) B Fa¥ R (i L) mﬁf@-m Br’ %
FEE R OGRP L) B R LF G PP Y BAFE LY

/}J,@\F@&_ﬂm Bs > 2‘5;"‘}5 x%‘x,..p.éf?%’%lkf’}’ﬁ B3 = 0 &
(BotB3)/By * ¥+ 1o £ = 7]5% 1997-2007 & # B AR T 3FFE f 3R ehF iy
2R ",’TT"J 2003 2 b A E By FEFLL T ”\%"‘/’v\ﬁ}iﬁ”(ﬁz"‘ﬁs)/ﬁz"‘%?
1o B S g3 h s R PR .
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Variable N Mean Std Min Max
X/P; (%) 5,847 4.361 17.251 -325.412 199.914
R, (%) 5,847 13.025 70.735 -89.653  2,220.810
X/P;5 (%) 4,601 18.307 42.889 -551.855 501.394
R; (%) 5,524 46.434 119.212 -201.524  2,157.000

Agency Problem Proxy

CHANGE 5,847 0.493 0.766 0.000 5.000
COM2E (%) 5,847 1.166 1.471 -8.170 28.410
FCF 5,847 0.125 0.158 -0.969 0.941
DIV (%) 5,847 2.688 2.851 0.000 30.910
DEVIA (%) 5,847 5.237 9.189 0.000 76.140
PLEDGE (%) 5,847 12.793 21.115 0.000 100.000
LLTIO (%) 5,847 8.643 9.471 0.000 57.378
CYCLE (Day) 5,847 117.323 175.985 -888.000 1,774.000

Control Variable
MB (%) 5,847 158.956 123.273 -96.361 1,968.260
ASST 5,847 14,792,409 40,901,068 221,895 620,941,755

Corporate Governance proxy

OBOARD 5,847 0.375 0.219 0.000 0.917
INDBOARD 5,847 0.092 0.146 0.000 0.625
BOARDOWN (%) 5,847 24.083 13.383 0.610 95.330
INSTI (%) 5,847 35.146 21.504 0.000 98.850

Khan and Watts (2009)4% i 14 =&
C SCORE 5,847 0.185 0.440 -9.768 3.126

G_SCORE 5,847 0.040 0.200 -0.756 7.557

EIXPEAR R R (MY ERP ) Dl EREEN/DARED Bt £ o X/P= Yl w (Y Y ERP)
3 EARMREEN/DARED B -R=FERF » T HFF ! (t&ES5 Tt £ 47 ) R=3£FF » &
Fpoehdppd (12 # 50 P thl & 4 7 ) CHANGE=iT = & 3, /538 B & = dc - COM2E=% & % ¥/ g 2 {1 -
FCP=pd g m g F=(MFF EnPH i HrEr vt ¢ v - A FTARE FETE%E)/AT A -
DIV=3. &£ %415 < DEVIA="% 1> ZAR B L > W4 — P44 el - PLEDGE=8 £ ¥ 4 ¢ & o LLTIO=
L f Fr o CYCLE=2 TR & J5h < fic > T304 & % ot Rjete e 2 e — LR H IR #c o MB=7 @&
g o ASSET='3,F A& - OBOARD=* %% § % * & o« INDBOARD=#* % £ % +* & - BOARDOWN=% % % 3*
oL & o INSTI=i% % #5300 5 o C_SCORE= Khan and Watts (2009)#& it 22 7% o G_SCORE= Khan and Watts
(2009)47 3 & 3 pF1L2 HFE o




120 g7 T $ 528 2011 & 11

Lo AEAT PRERILAEE
X, /Pltl IBO+IBIDRi,t+ﬂ2Ri,I+ﬂ3Ri,txDRi,t+gi,t

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

By -1.577  2.076  4.166  2.652 11.190 -4.545 -3.192 6.029 -0.627  -0.082  2.963
B2 0.022 0.020  0.007 -0.360 -0.105 -0.124  0.019 0.130 0.038 0.058 0.031
Bs 0.067*  0.091%* 0.261*** 0.676*** 1.015%** 0.501** 0.199  0.264*** (0.205%** (0.165** (.284***

Ba+B3 0.089 0.112  0.268 0.316 0910  0.378 0.218  0.394 0.333 0.223 0.315
(B21B3)/ B2 4.019 5529 39.669 -0.879 -8.675 -3.049 11.607 3.023 8.764  3.830 10.249

Adj R’ 0.267 0.087 0.235 0.179 0.061 0.093 0.030  0.249 0.163 0.102 0.180
F-value 18.66%*** 7.96%** 32 20%*** 24 8OH** 4 22%** 10 (0*** 3 44%* 50 3 HH* 3] THk* 2D 9QFHk 2D oF*F*
N 189 285 333 409 435 634 710 785 773 742 801

Tl biExsd OLS 2 “L‘Pfi,%f;.? @i d % OLS B3t % %5 B FRE > Flo 4571 & * Huber-White %
PHEFEE LY RR B P
2 RBE AT A -
3% 3Rk RN w8 £ 5] 10% ~ 5% ~ 1% E R o

I

CFAREBERRFEDR

hit- BAPLET HRAEREIET(DR UFEAREAD T DA
RIER » TVRE I 15X 341D & RS (IR RS & (K
5 Xo/Prs» 2288 A X/P~ X/Ps) A fAf78 » p B8N o 4F S ) L0 H
At A 1 &5 R 3 BN AkTE - ()R PR A B4R pooling
regression (¥ ¥ OLS) 12 2 Fama-MacBeth regression (Fama and MacBeth 1973)
A HEEAGN A= > 2= oA 5 (1): 0 pooling regression
estimates > {$ = 1 = Fama-MacBeth estimates (Fama and MacBeth 1973) -

(Dt FHEA? TR AF=EHZRERGFEN > L& LEFL
Roychowdhury and Watts (2007) 1 ! @1"% -0k 42 > Roychowdhury and
Watts (2007):% % Basu #5317 ML fF i f LS AE > A LY R &
AR (rent) 0 2 €3 FA AL F RS AIE DR E o GIRE (tent) F B0
EFABEREB A 4 JT“%{?:F@”E’ SRR E TIAREE > 2 F A G A2
FARPETIE Y A M A PR AR T R RGeS T RGBT
Por R RE R AT RS T A ER S T AL L 0 A
Roychowdhury and Watts (2007);% 5 Bt & G ap B A FH F g
FARRE P4 Basu Rl 2 ¥ o A8 F + i J5 Roychowdhury and Watts (2007)
STREL s R R FRIHC AT FAEEN -
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Lz AEAP PRIEERER
it/ P =B+ BDR, + PR+ PR xDR; +¢

it

OLS Fama-MacBeth (Fama and MacBeth 1973)
dependent variable X/P, X/P; X/P, X/P;
) ) Y=1 Y=3 Y=1 Y=3
variables pred. sign
coeff.  p-value coeff. p-value  coeff. p-value  coeff.  p-value
intercept ? 6.859 0 16978 0 7.109 0 14.208 0
DR (B1) 2075 0 -4.608 0.017 -1.671 0.312 0.184 0.868
R(B) + 0.012 0.002 0.104 0 -0.030 0.511 0.092 0.021
RxDR (B3) + 0256 0 0.099 0.001 0.353 0.004  0.212 0.010
Adj R’ 0.080 0.129 0.144 0.237
F value 169.43%** 228.36%**
N 5,847 4,601 10 10
L% -~ Z %% Y pooling ;‘ﬁfi,w’a"‘fé?ff»’fr PR -l B o~ TG R ;_;»E%f}r i
B3 ER T B R s AR AR B 2 & e’v’viﬁﬁ“’ cF - SRR R
‘51§ Huber-White % £ i+ # e L 3 1 %8 7 A - R4 -
2.% = ~ e %% d Fama-MacBeth i Fn; (Fama and MacBeth 1973) fz 3+ 18 & (1998-2007 + 10 # ) » % = {f %

o1 _&ﬁ}!m% x T*é—;s;mﬂ;ﬁw“ B[_\}ij—t fglk ) q,\lﬁﬂu 3 _&ﬁﬂm% )»Tj'é’;»‘ h—:}*,;ﬁw Eg_ggr 7f§|;‘
[EARRE: Uvﬂﬁ—i Zﬁmiﬁﬁi’” o Bz s HEE Y it 51 Newey-West 3 3555 B T 5 51 4p M R 38 -

3%&&% Ft - o
4% wE ***/,,\ ) A EE'J 10% ~ 5% ~ 1%@%*2& o

%= ¢ B %k * pooling & Fama-MacBeth (Fama and MacBeth 1973)
GE RS 1L EZE 3EDRFRE YT o4 1998~2007 £ YR T A
FAEEE o d AP VUF R B RFL § P AR L aF
& 4% & (B,=0.104 for pooling ~0.092 for Fama-MacBeth) % »* - & #§ & 4443 4
SF AR (B,=0.012 ~ -0.030) > * adj R’ # % (0.129 >0.080 for pooling ~ 0.237>
0.144 for Fama-MacBeth) » ¢t ¢t » = & 8 % AT ~ | L F RALR iaﬁl
(B5=0.099 for pooling ~ 0.212 for Fama-MacBeth) 14>+ — & # 2 4443 ~ 3 4 F
AR chE B (B; =0.256~ 0.353) c £H R (3 &) f;, @ AR E AR R ]
®HF (1 £) higt > 1L &R W@mﬁ LA E PR LF o fe‘ﬁ*f
WA #Eﬁ*ﬁi?ﬁ SREGFEFE FRFUELGIDER R ffE €L§%§'ﬁ?
Wi LOiIBIip el g > &a § AR R ZARFNE RGP LR
AL R PE > 3~ By LA R B)sg -l o FHA T > RERFLEE)LHE
AR S e o R LB L2 B i b T lic L BESE )

B AT LS P AR M

Hl T HO R4 ¢ AN R 7 A 4 1 @ éﬁxww%%ﬁ»%%%%ﬂm
Wdow o ArFRQ) MR FR S 0 ¢ R §F fhdie(coeff) ~ B 5 OLS
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)

t-statistics ¥7 Petersen t-statistics’ o %2 % (4 ) L% 2228 | & (3 &) b

[T

iz & 3= B ﬁzﬁﬁfg—"ﬁ-

X/P, X/Ps

variables® pred. sign cooff. OI.JS‘ Petersefl (20(39) cooff. OITS. Petersefl (.20(39)

t-statistics t-statistics t-statistics t-statistics
Intercept ? 0.289 0.06 0.04 -14.619 -1.19 -0.85
DR 8.212 1.03 1.12 2.430 0.10 0.13
R + -0.168 -3.00 *** -1.00 -0.334 -3.37 *** -1.32
RxDR + 1.151 5.82 *** 4,15 *** 0.874 2.50 ** 2.53 ***
CHANGE -0.650 -1.31 -0.85 -1.576 -1.24 -1.16
CHANGE xDR 0.559 0.70 0.57 -0.702 -0.31 -0.41
CHANGE xR - -0.013 -2.29 ** -1.29 - -0.032 -3.30 *** -1.16 -
CHANGExRxDR + 0.078  4.32 *** 249 ** 0.077 2.91 *** 2.27 **
COM2E 0.762 2.98 *** 2.26 ** 1.863 2.82 *** 2.72 ***
COM2EXDR -0.046 -0.10 -0.12 0.107 0.09 0.11
COM2EXR + 0.005 1.83 * 1.23 0.014 2.32 ** 1.08
COM2ExRxDR — -0.022 -1.76* -2.76 *** -0.018 -0.82 -1.29
FCF 6.796 2.73 *** 1.81 * 36.663 5.96 *** 3.28 Hkxk
FCF*xDR -14.544 -3.55 #** -5.43 *x* 1.659 -0.13 0.10
FCFxR -0.036 -1.33 -1.01 -0.006 -0.14 -0.08
FCFxRxDR + -0.66  -7.08 *** -5.80 *** -0.268 -1.54 -1.05
DIV 1.189 8.70 *** 7.03 *** 2.557 7.52 *** 9.00 ***
DIVXDR -0.015 -0.06 -0.06 0.867 1.21 1.43
DIV*R + 0.012 5.88 #** 11.96 *** 0.026 9.80 *** 4.12 ***
DIVxRxDR - -0.019 -2.69 *** -3.49 *** -0.005 -0.38 -0.37
DEVIA -0.027 -0.81 -1.18 0.081 0.88 0.67
DEVIAXDR -0.012 -0.18 -0.42 0.166 0.85 0.98
DEVIAXR - -0.000 -0.35 -0.27 -0.002 -3.35 ®** -1.76 *
DEV1AxRxDR + -0.001 -0.77 -1.13 0.006 2.09 ** 1.72*
PLEDGE -0.004 -0.18 -0.19 -0.168 -3.59 *** -1.70 *
PLEDGE xDR -0.050 -1.55 -1.36 0.014 0.17 0.17
PLEDGE %R — -0.001 -3.30 *** -1.12 0.0006 1.64 0.71
PLEDGExRxDR + 0.001 1.49 1.80 * -0.002 -191~* -1.04
LLTIO 0.052 1.24 0.52 0.101 0.96 0.44
LLTIOXDR -0.014 -0.20 -0.13 -0.065 -0.34 -0.24
LLTIO*R — -0.002 -3.32 #** -0.72 -0.003 -3.80 *** -1.04
LLTIOXR*DR + 0.005 3.08 *** 1.74 * 0.005 1.80 * 1.31
CYCLE -0.005 -2.55 ** -1.49 -0.014 -2.58 *** -1.54
CYCLExDR 0.005 1.35 1.25 0.009 0.94 0.69
CYCLE*R — -0.000 -0.70 -0.32 0.0001 3.53 #k* 1.45

" The Pertersen t-statistics are based on standard errors double-clustered by year and firm to control for cross-sectional
and time-series correlation (Petersen 2009).
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Zr AmEge ARl (F)

X/P; X/Ps

variables® pred. sign coeff. OI.JS. Petersel.l (.2 029) coeff. OI.JS. Peterset.l (.2029)

t-statistics t-statistics t-statistics t-statistics
CYCLExXRxDR + 0.000 1.37 1.01 -0.0002 -1.38 -1.51
MB 0.014 5.11 *** 2.04 ** 0.024 2.74 *** 1.43
MBx*DR -0.013 -2.25 ** -1.86 * 0.021 1.15 0.93
MBXR + 0.000 0.20 0.17 0.000 1.35 1.03
MBxRxDR —/+ -0.0005 -2.82 *** -2.61 *** 0.0007 2.03 ** 2.65 ***
SIZE -0.132 -0.44 -0.28 0.773 0.95 0.72
SIZExDR -0.218 -0.41 -0.40 -0.444 -0.29 -0.38
SIZE xR + 0.013 3.46 *** 1.08 0.025 3.86 *** 1.56
SIZExXR*XDR — -0.063 -4.76 *** -3.56 *** -0.061 -2.65 *** -2.82 ***
ADJ R’ 0.2467 0.3392
F 45.53 55.90
N 5,847 4,601

T lade o %%H‘ifrvin SR)EER R (FR)FERR A FLREFTE 2 t & (%R Petersen 2009) -

2488 F 5 AR ‘Qﬁﬂi\%&’ﬁ-—*ra‘?ﬁ'!& HH R
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o LLTIO=E 3 § vt & o CYCLE=# & f7k % #c> T3040 & < fctu ol 3 fc i % fie— o B L=
Boo B RE MB=7 % @ o SIZE=RF APHIEKE -
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EHEEPYEFROELR  FEFRELILA § G P ik @ enfl ¥
A% TR LEREASTIFEF] RIS RT A g MEMY oD
w$’ﬁ§ii€*%“ﬂ&ﬁ$ FARRIL LR iR o X
o AP RELEF AL FTEIPFRBRERIR T L 0 5B
@A BT E I F RN AEMRERE LGS A T F AL ERM

®
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SRR G K s HHBA QU HEREL FHPLELIRFF
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T R L FLEF L PR Y R B E L pE LR
Medf A > SRR AFIREREEARZHREL  REFITE TR EEREAD

FARHp et ApRE o

& H6 48 4 IR AR g R0 > LLTIOXRXDR ¢hiafic b &
= 2y F’“EU\, TR FL L o & CYCLEXRXDR enti e 7 ¥ » M £ i
A AT RaokiR o ?ﬂWéT”ﬁ@%’éi%%%&mﬁ$
EEIHERBEBRRZAF M Ft s RERFER DR FREF L IF
H6 (a)» E Ay - R 2 EREFR KL BERELER  HrE
R ARS HEREAEL T R

T REPRFAREIL ML R D P ERg

VIR P TS E ARG R p AT o AR IR (h3R) T F
WA FELEELTHLEZCEOT ¥ § AT F 4500 S (¢ F‘*Kﬁiéfﬂ“ lf“-“')

SET R R R REPE 2P RS M R R

P BTSN ET S Z AR D 4p B (Beekes, Pope and
Young 2004; Ahmed and Duellman 2007; Garcia Lara, Garcia Osma and Penalva
2007) » 7 & @3 B & R § 4p B (Bushman, Chen, Engel and Smith 2004; LaFond
and Roychowdhury 2008) » 7 & |+ Q] B o 54 > Beekes et al. (2004)% 3F
HIRFFE R T F A% 0 Rlod 4R ER 4 F 5 Ahmed and Duellman
(2007)dg P FREF I FEARRE TR APY o PN F T IR F R EEMEE
MDA R E e ARG PR RIE RN E A S P aE
R AR R e FE FEER - EF R Y CEO A3 @
A8t & & ¥ 4p M 5 LaFond and Roychowdhury (2008)3p 41 & & ¥ 3% i vt & &
LTI AR 2 PR FT E T O A FAAM o
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427 AERPESREH_EiL R

X/P, X/Ps

arabled predsign eooll. e et O s e
Intercept 9 1202 021 -0.12 14861 -0.99 -0.46
DR 9.450  0.95 1.16 11759 -0.42 -0.33

R + 0235 331 *x -1.04 0525 -4.27 118
RxDR + 1.276  5.33 *** 271 %% 0037  237** 1.81 *
CHANGE 0708 -1.42 -0.98 1905 -1.51 -1.44
CHANGEXDR 0593  0.74 0.58 0704 031 -0.41
CHANGE*R - 0012 -1.93 % 123 - 0,027 -2.82 116
CHANGEXRxDR  + 0.077  4.26 *** 2.65%%* 0069  2.63** 2.28 **
COM2E 0772 2.97 ##x 210 % 1.943 2.95 *#% 2.63 *xx
COM2EXDR -0.006  -0.01 -0.11 0.178 0.15 0.17
COM2ExR + 0.005 177 * 1.10 0.013 231 ** 1.17
COM2ExRXDR — 0021 -1.61 225*%  .0016  -0.74 -1.03
FCF 7264 2.88 ¥ 179 % 32851 5.3] ##* 2.84 ¥k
FCF*DR 14.892  -3.59 #xk 479 %% 3566 0.29 021
FCFxR - 0.054 -1.86* -1.45 0.013 0.32 0.15
FCFxRxDR + -0.626 -6.54 *** 431 % .0308 -1.76* -1.18
pIv 1225 8.62 ¥ 841 *** 2683 7.68 *H 7.91 *oxx
DIVXDR 20.061  -0.25 -0.25 0.533 0.73 0.86
DIVXR + 0.010  4.74 ##x 636 ¥+ 0,021 7.78 *x% 3.44 *x
DIVxRXDR — 0.017 -2.27 ** -3.29 %% 0000  0.00 0.0
DEVIA 20.009 -0.23 -0.19 0.159 1.49 0.85
DEVIA*DR 0.036  -0.48 -0.78 0042 -0.19 0.20
DEVIAXR - 0.001  -2.18 ** -1.03 0.004  -5.62 #* 23,01
DEV1AxRxXDR + 0.000 0.11 0.22 0.008  2.52** 2.41 **
PLEDGE 20.009 -0.44 -0.44 0170 -3.59 -1.46
PLEDGE*DR 20.045  -1.36 -1.40 0.041 0.51 0.55
PLEDGE*R - 0.001  -2.09 ** 0.79 0.001 2.68 *x 0.97
PLEDGEXRXDR  + 0.001 0.86 1.10 -0.002  -2.07 ** -1.01
LLTIO 0.044  1.04 0.47 0.024 0.23 0.12
LLTIOXDR 20.001  -0.01 -0.01 20.001  -0.00 -0.00
LLTIOXR - 0,002 293 *¥* 0.71 0,002 -2.44 -0.91
LLTIOXRXDR + 0.005 3.11 *** 1.80 * 0.003 1.32 1.12
CYCLE 0.005  -2.52 ** -1.55 0016 -3.08 #* 167 *
CYCLEXDR 0.005 138 1.23 0.012 1.28 0.95
CYCLEXR - 0.000  -0.71 0.32 0.0001 4.04 #xx 1.58

CYCLExRxDR + 0.000 1.50 1.08 -0.0001 -1.38 -1.39
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7 FEPEIREEIZILP0E (F)

3
X/P; X/P;

. . OLS Petersen (2009 OLS Petersen (2009
variables” pred. sign - coeff. t-statistics t—statist(icsa ) coeff. t-statistics t-sta'[ist(icsa )
MB 0.014 4,93 *** 2.05 ** 0.019  2.15 ** 1.42
MBx*DR -0.013  -2.14 ** -1.90 * 0.020 1.09 0.91
MBXR + -0.000 -0.86 -0.62 -0.000 -0.06 -0.05
MBxRxDR — -0.0004 -2.34 ** -2.55 ** 0.0008 2.27 ** 2.65 ***
SIZE -0.026  0.07 0.04 1.155 1.21 0.69
SIZE*DR -0.379  -0.61 -0.74 -0.270  -0.15 -0.14
SIZEXR + 0.014  3.16 *** 1.06 0.027  3.59 *** 1.12
SIZExXRxDR — -0.065 -4.31 *** -2.57 ** -0.057 -2.27 ** -2.01 **
OBOARD -2.347 -1.14 -0.86 -9.990 -1.94* -1.05
OBOARD xDR 1.595 0.46 0.56 13.549 1.46 1.20
OBOARD xR 0.073  3.02 *** 1.13 0.198  5.12 *** 1.60
OBOARDxRxDR -0.158 -1.95* -1.07 -0.120 -0.98 -0.73
INDBOARD 1.430 0.50 1.05 15.341 1.97 * 1.59
INDBOARD *DR -1.714  -0.35 -0.47 -11.307  -0.70 -1.06
INDBOARD %R 0.019 0.55 0.66 -0.031 -0.52 -0.41
INDBOARDXRxDR 0.005 0.04 0.03 -0.177 -0.61 -1.12
BOARDOWN 0.015 0.46 0.32 -0.011  -0.13 -0.06
BOARDOWNXDR 0.011  0.19 0.25 0.230 1.47 1.10
BOARDOWNXR 0.001 1.17 043 0.001  2.83 *** 1.08
BOARDOWNXxRxDR -0.000 -0.29 -0.19 -0.001 -0.46 -0.43
INSTI -0.020 -0.95 -0.56 -0.055 -1.06 -0.88
INSTI<DR 0.017 047 043 0.076  0.72 0.98
INSTI %R 0.000 1.59 0.54 0.001 3.49 *** 2.33 **
INSTIXRxDR -0.001 -1.29 -1.32 -0.001 -1.15 -1.50
ADJ R’ 0.2467 0.3392
F 45.53 55.90
N 5,847 4,601

o lafR TG (27 ) BEFAES (£ &) FROR A FLREF 2 t & (5% R Petersen 2009) ©

2MFIAFTALEFY 2R AU GE Y RA -

3.FIe P2 AP 5 (MY EAD ) ch | EREEIFUDARED Bt & o XP=2b¥ 5 p 5 (85
HEFP )P EFZRFMREEN/DARLED BoR=FERF » T P (1 &5 3 11 # 4 2 )oR=3
EF A iR (257 D trl 247 Do DRPIEBHFHE F R(RERy) s p@-HEsi 105
2Pl5 0o NIERPH2 AILPE CHANGE=:T= & %/530 B # = i - COM2E=% § ¥ Frpd/faw i£ | o FCF=
pd RAEGE F=(BEYENPHEIHTEF P * - FIAFTAME YEFTLEEF)/AT A D=
REWRANF cDEVIA= > Z# L » W PITHE — F R A feff - PLEDGE=% % % 4+ § o LLTIO=+ #
B o CYCLE=ZR & th%h % fic> T3040 & % et otk e % Bic— i (MR A0 A IR % B o 3] 8 MB=
BOEE AN o SIZE=R T ABHIKE o X 752 R g OBOARD=* "% £ 1 F - INDBOARD=}*
FE %05 o BOARDOWN=F £ #4590 5 o INSTI=fs 42 4 fast 5 o

4%~ RE RN w8 £ E D] 10% ~ 5% ~ 1%5EF % K8 o
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A T (dle @ RE) ex2de (Aldl= @i 8E) 5% >

A BHCA S ®HiE s A0 > 2T ¢ CHANGEXRXDR mr:agn,azg—g Al (- &Y

#2 = &4 )~ COM2EXRXDR ~ FCFXR*DR ~ DIVXR*DR ¥ LLTIOXRXDR 4 #ic

FEF LR (- #8) CYCLEXRXDR chia#cH % izl %5 2 i pk o

R L SRR PR A RS R s E R RS R AP

(—4”'?)’ RET R oM EN R B A AR > AP
TR IPREE L E: 3o 4 SURSE -

2~ FE Rl —3 R

& F Basu (1997)ehe3t > 2 A p w G FABRELE L b * 3 2
(Ryan 2006) > & Basu @ 4pf&atit €3 24 > 715 H G mEXF -
ERPAF O EREEER TR LBERRP - RO P MR ERREE T
pF B 22 % (Khan and Watts 2009) - Khan and Watts (2009)*< & Basu (1997) iz 2+
fg v arig o 5 hie J%ﬁ’rfjt B A B E R P E - & ﬁq}%éf:%’% = 14 (firm-year
conservatism measure) C_Score ° "f 7 $ * Basu (1997)m|§ R EN AT
# * Khan and Watts (2009)#7#% 1} c17 C_Score i i $&5E ]&_mt}v‘:% o

Khan and Watts (2009)=77% 3+ = ;2 » 812 Basu (1997) & 48 % ¥ L5 s e
AN 2 AH > FAEIEHEM (B L) PF BN o By P
‘/‘ﬂ’,\é) ek }@:‘—; I32+B3’ ﬁ v ﬁéﬁ?’}"&* ﬂ .é.—*,’?f’&/ﬁ ;C_.-VF }@gﬁ'—ﬂ (ﬁ 15; H) é‘ B3 °

S E B “v‘J Pt E REE Y L E B E (G Score) 2 FEBE 1
(C. Score) J;, T #& G Score 2 C Score 5 =7 = B #F % M &k !

G Score=pf, = pu, + u,SIZE + u;MB + u,LEV (3a)

C Score= P, = A, + A,SIZE + A,MB + A,LEV (3b)

B SIZE 2 27 JRFAPHBEE - MB 2 2 @B EEWSLEV 5 f F 5 (4
FrHErEPEFF ) - ERMF & "”5’}5 AP ey B Ao e vF L E
By 847 4pk o #(3a);" E(3b);V F » (1)4 Basu (1997)#-3] » ¥t % - Bk
rEREED
(X/P), =a, + B,DR, + R, (4, + 4,SIZE . + 1,MB. + u,LEV,)
1+ DR, x R.(A + 4,SIZE, + ,MB, + A,LEV.)
1 (5SIZE, + 6,MB, + §,LEV, +5,DR, xSIZE, + 5,DR, x MB, + 5,DR , x LEV.)

(4)

(DI EFERL > TR Fide™
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(X/P); =a, + p,DR,
+ 1R, + 1, (R, xSIZE,) + 1, (R, x MB,) + 1, (R, x LEV,)
+ 4, (R, xDR,)+ A, (R, x DR, xSIZE,) + A, (R, x DR, x MB,) + A4, (R, x DR x LEV,)
+0,SIZE, + 6,MB, + 5,LEV,
+0,(DR, xSIZE,)+ 5(DR;, x MB,) + 6,(DR, x LEV,)

5)

138 G Score 22 C Score > FAEHEF - B ARG 0 FEE

DFRF AT ELEL (14 EF TGN EG)N  FEEERE AT

gk W SIZE~ MB %1 LEV > @5

C Score- (D) G % s a4 it E RO 7 L ERJER ]“‘L G Score
| 7%

21 C Score sngxit Suit & 7

ETIN

X/P,
Indep. Variable pred. sign N. obs coeff. t-value
Intercept 10 12.90 1.12
DR 10 -8.281 -0.67
R y7A 10 -0.517 -1.29
RxSIZE y7a 10 0.032 1.34
RxMB y7A 10 0.0006 1.50
RXLEV U, 10 -0.0006 -0.28
RxDR A 10 0.953 1.68
RxDRxSIZE A 10 -0.065 -1.83
RxDRxMB A 10 -0.002 -2.80
RXDRXLEV Ay 10 0.012 2.62
SIZE 10 -0.188 -0.28
MB 10 -0.004 -0.34
LEV 10 -0.119 -2.24
DR 10 0.953 1.68
DR*SIZE 10 0.549 0.63
DR*MB 10 -0.009 -0.67
DRXLEV 10 0.090 0.89

© L& 4 23k * Fama-MacBeth i jf(Fama and MacBeth 1973)#7 fz 3+ 1 & 32 fh dfc -

2. X/P=2-%Bpw (%g‘?iiﬁﬁ)mlﬁ;fmw/i*f/ﬁFr’i}i_,-?mmlb‘é‘ RI—J*&E:‘E)\T:% cFER
f(t&ES?P 3t &4 );DRPIA S8 § R(R/&R;) 5 p 25 1>F 2P 5 0;SIZE=
NP,&%&%& MB= ‘T—ix% I L LEV:{,QFE{,% P
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%= C_SCORE # G_SCORE 2_#if %3t §
N Mean Std Dev Q1 Median Q3
C SCORE 5,847 0.185 0.440 0.001 0.174 0.339
G _SCORE 5,847 0.040 0.200 0.007 0.035 0.098

ix @ C_SCORE= Khan and Watts (2009)4& i 44 2_ =€ ; G_SCORE= Khan and Watts (2009)4+ i}’ 4, 2 p¥i+2 =€ -

14 Khan and Watts (2009) C_Score * 7€ F& i+ » LA IEEER HAR
EHP R FHEEEI|FNA N AN :':—‘i—'%*"';‘—'f’fri%“‘»\ I N ot 3 e

ﬂﬁgﬁﬂéﬁwﬂﬁﬂﬁﬁ%’%%*iﬂﬁﬁ’&MQ?%EE?%@N
~ &% 0 4 # HI (CHANGE) ~ H2 (COM2E) ~ H3b (DIV) ~ H5 (PLEDGE) »
Hé6a,b (LLTIO ~ CYCLE) » e % * 3 H3a (FCF)2* H4 (DEVIA) «

2~ APt —45* Khan and Watts (2009)#& it #=& C_SCORE

C_SCORE C SCORE
variables® pred. sign coeff. OLS coeff. OLS
t-value t-value
Intercept ? 1.285  20.16 *** 1.301 16.40 ***
CHANGE + 0.027 4,12 *** 0.025 3.93
COM2E - -0.009 -2.63 ** -0.009 -2.49 **
FCF + -0.150 -4.60 *** -0.157 -4.79 ***
DIV - -0.007 -4,02 *** -0.008 -4.47 ***
DEVIA + 0.001 1.40 0.0004 0.75
PLEDGE + 0.002 6.20 *** 0.002 6.26 ***
LLTIO + 0.005 8.87 *** 0.005 8.83 ***
CYCLE + 0.0002 7.45 *** 0.0002 7.53 ***
MB - -0.002  -37.55 *** -0.002 -36.99 ***
SIZE - -0.059  -13.82 *** 0.061 -12.09 ***
OBOARD -0.001 -0.04
INDBOARD 0.092 2.34 **
BOARDOWN -0.0003 -0.78
INSTI 0.0006 2.13 **
ADJ R’ 0.2763 0.2789
F 224.20 161.15
N 5,847 5,847

321 1.C_SCORE= Khan and Watts (2009)#& it 12 7€ - N IZR 4F2 NI ¥ CHANGE=1T= £ B 50 B > =T fic o
COM2E=% % 1sﬁw/7fmu Bl o FCF=f d Mg B = (SFY L3P 8 FHT 55 » el 3 7 -
B FAME YEFLRE) /ATFA o DIV=R&%nilF - DEV]A Wi PAREL o R
— B AL e o PLEDGE—@IS‘ TE f;ﬁ'#“ & o LLTIO=% #p ﬁ i & o CYCLE=2%. % VLI% X i Ty
8% fot i etE e R e— R R A I X B g Bl MB=7 BiEE o SIZE—i&'ﬁ‘/i Bt iciE o
P a2 N BE OBOARD= g & ¥t & - INDBOARD=#* & ¥ ¥ +* & - BOARDOWN=% &

F L F o INSTI= %;‘Hﬁ AFFELE o

2%~ ek s ko w2 T 10% > 5% > 1%EE F R o
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