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Macau Society of Registered Accountants
10" Anniversary Congratulatory Message

The Hong Kong Institute of Certified Public Accountants would like to congratulate
the Macau Society of Registered Accountants upon its tenth anniversary.

Macau's accounting profession has benefited from your leadership and dedication
during this decade. The role of the accountant has evolved tremendously over the
past ten years, particularly in the fast-growing greater China region. Your efforts to
advocate for and enhance the development of the accounting profession in Macau
have left an indelible mark in the world of global accounting.

We wish you many more decades of success.

il 7tSd A

Paul F. Winkelmann
President
Hong Kong Institute of Certified Public Accountants

37th Floor, Wu Chung House, Tel BES . (852) 2287 7228 Web #4t  www hkicpa org hk
213 Queen's Road East, Wanchai, Hong Kong Fax M (B52) 2865 6776 E-mail BE : hkicpa@hkicpa.org hk

HFEMFEEER23RSAEAN=+LE (852) 2865 6603




Reaching the decennial milestone is by no means an easy feet. There are many
distinctive qualities that contribute to such achievement. Enduring the first decade
requires steadfast commitment to integrity and accountability, as well as the visionary,
collective and untiring dedication of your members. These form the virtues of the
Macau Society of Registered Accountants (ACRM).

CPA Australia, who has also endured the peaks and troughs of global economic
activities in the past years, understands this accomplishment deserves praise from
the business community. On behalf of CPA Australia, | congratulate ACRM in
achieving its 10" Anniversary.

From humble beginnings, ACRM has become a pivotal contributor to the accounting
profession and community involvement in Macau. Many of your members have made
their mark as leaders in the profession with some playing key rcles in shaping the
economic and financial landscape of Macau.

Recognising the professionalism of ACRM candidates and their interest in gaining
international accounting knowledge, CPA Australia has been working closely with
ACRM to promote the highest standards of technical competence in Macau's
accounting profession via jointly organised workshops and networking events.

CPA Australia is proud to participate in the celebration of the 10" Anniversary of
Macau Society of Registered Accountants. The next decade holds many new
challenges for accountants in Macau, Hong Kong and other parts of the world. A
bedy of knowledge that informs and inspires like ACRM is of the essence of coping
with these insurmountable challenges and uncertainties. | am confident that the joint
efforts between CPA Australia and ACRM will continue to strengthen the paramount
importance of the accounting profession in Macau. Hong Kong and the rest of the
world.

Mrs Loretta Shuen FCPA {Aust.)
President

CPA Australia

Hong Kong China Division




NEABEEIAR
&

=l




PR A B+ E

Edigao Especial Comemorativa do 10° Aniversario da ACRM:

& B oMo R OB e
& MACAU INSTITUTE OF FINANCIAL SERVICES

13 August 2009

Macau Society of Registered Accountants
No. 2 Rua Gago Coutinho, 2 andar M
Macau

Re: Message of Congratulation

On behalf of the Macau Institute of Financial Services, I would like to convey my
heartfelt congratulations to the Macau Society of Registered Accountants on its | o"
anniversary.

Over the past few years, the cooperation between our two organizations has been
positive and constructive. The joint training programs we organized together have
provided Macao’s financial practitioners with up-to-date knowledge and market
information, which contributed to their success 1n career development. Thus we look
forward to future cooperation with your esteemed organization.

Wish you success and prosperity in your business endeavor!

s b By
i

ANTONIO FELIX PONTES
Chairman of the Executive Board

SRR 2 AT MR 1-B BRI R EH T
Ay, Sidénio Pais, N°. 1-B, Edil. Tung Hei Kok, R/C - Macau
FEL Telephone ; 28356 8280 BT Fax : 2856 9666
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[Abstract] The global financial crisis has caused unprecedented debate between banking
and accounting industries over the pro and cons of fair value accounting (FVA) . This paper
first summarizes the main points of the debate, and then outlines the key areas for further
improvement in the FAS 157, After briefly introducing the report on FVA conducted by SEC,
this paper analyzes the two key compromises by the IASB and FASB due to political pressure
since the financial crisis. The paper concludes with the viewpoint that the FVA will be constantly

improved and continue to serve as the dominant measurement attribute in the 21 century.

[Key words] Financial Crisis Fair Value Accounting Model
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Internal Audit Governance - Now and in the Future

written by Norman Cheng, CGA, FCCA, CPA, MIIA, ATIHK, PhD, MBA,
MSC (Information Mgt.), MSC (Audit Management & Consultancy)

Topical Issues

1. Corporate governance 18 a buzz word that not only everybody talks about it nowadays in the
business arena, but also 1t has been a subject of study over the past two decades and vet the subject s
evolving over time. lnevitably, we are in an era where there is unprecedented focuses on the topical
1ssue of corporate governance from policy makers, regulators, and researchers in economics and
finance. Such intense focus on this emerging i1ssue over the last decade or so 1s primarily due to
an increasing concern over the incidence of corporate scandals and fraudulent financial reporting,
growing organizational investors and increasing bankruptcy filings consequential upon the credit
crunch and sub-prime crisis. The typical example is Lehman Brothers in the US filing for bankruptcy
protection recently. This has indeed heralded a tumultuous state of the financial market, and also sent
shockwaves around the banking world. At the time of writing this article, the FTSE 100 plunged by
almost 400 points, Dow Jones industrial average was tipped to tumble by as much as 4%, and the
Hong Kong HSI by 5% (1,052 points).

2. Recent high profile corporate scandals such as Enron, WorldCom in the US, Kelon Electrical
Holding in Guangdong, Mainland China, Gold-Face Holdings in Hong Kong and the recent incident
invelving a suspected commercial crime committed by warrants and options trader at a local bank,
have put the global and Asian corporate governance regimes back under the spotlight. In particular,
questions have been raised with regard to independence and role of audit committee (AC) and non-
executive directors, external and internal audit (IA). Shareholders, other stakeholders and investors
want prompt but well-informed answers to the many questions which arise, for example:

X  How have recent accounting scandals in the corporate environment impacted the role of AC
as a key component of corporate governance, and thus the role of 1A now and in the future?

Is the firms” operational risk management robust enough as te curb such incidents to recur?

Does the independence of AC, frequency of meetings and attendance, financial expertise, etc.,
have a significant positive relationship with fraudulent financial reporting?

In some cases, non-executive directors in Hong Kong might sit on many boards, thus raising
questions about whether they have time to perform their duties adequately?

Does a higher level of corporate governance lead to higher firm value, and investors are
willing to pay a premium for better corporate governance?

3. These are issues of great importance in the business and 1A community, and vet little 18 currently
known about the consequences.
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Internal Audit Governance within the Corporate Governance Resime

4. There is yet no one best answer to the definition of corporate governance. The World Bank Group
has attempted to define corporate governance in multi-faceted dimensions involving the structure
and processes for the direction and control of companies by means of reputational agents (such
as Accountants and Lawyers) and regulations (such as Laws and standards), internal and external
relationships among the board of directors, the executive management, shareholders and other
stakeholders. A simple definition by HKloD 1s: “Corporate Governance refers to the system of policies
and procedures established by the board of directors to direct and control the company’s performance
and behaviour in order to achieve sustainable shareholder value” (HKloD, 2005).

5. Components of the corporate governance structure typically include oversight activities undertaken
by the board of directors and AC to ensure the integrity of the financial reporting process. Many boards
of directors carry out their duties largely through committees. Each committee can bring specific
emphasis to certain components of internal control. For example, the AC has a direct role relating
to financial reporting...In fact, all board committees, through their oversight roles, are an important
part of the internal control system (COSO 1994/2004). The traditional notion that effective corporate
governance associated with clearly demarcated roles and responsibilities of the board of directors and
executive management has evolved to adding value through monitoring the control environment within
organizations to improve company performance, leading ultimately to optimization of profitability
and enhancing shareholder value.

Governing Internal Audit

6. Corporate governance entails a formal structure of internal controls to promote accountability
relationship and encourage efficient performance. The increasing emphasis on corporate governance
arising from the implementation of new rules of the Hong Kong Code on Corporate Governance
Practices (the Code) effective 1 July 2005 and the Sarbanes-Oxley (SOX) Act of 2002, a United
States federal law passed in response to a number of corporate scandals, includes in one of its major
provisions: “...a requirement that companies listed on stock exchanges have fully independent ACs
that oversee the relationship between the company and its auditors”. The new rules of the Code
implemented on 1 July 2005 puts a new spotlight on ACs and ultimately on the role of 1A in Hong
Kong. Amidst the change in corporate governance regulations as initiated by the Code, expanding
the role of ACs and thus the 1A function would seem to be the most practical approach. The board
AC being a key component of the board with 1A as direct reports is part and parcel key elements of
effective 1A governance. This notwithstanding, not all large conglomerates and private and public
companies in Hong Kong perceive this as a viable solution due perhaps to “cost” grounds, as not
surprisingly most of them regard the IA function as a cost centre.

7. Inthe 2007 Second HSCI Corporate Governance Review conducted by Grant Thornton, the results
of the respondents’ answers to the survey questionnaires showed that:
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@ “The companies fully complied with Listing Rules 3.10(2). But, disappeintingly, none of them
had raised the benchmark from last year by establishing a completely independent AC, as
required by US and UK regulators. ACs provide companies with an “audit” set of eyes. Their
duties demand total independence. Once again, we should ask whether it’s time to raise the
benchmark in this respect”.

@® “Provision C.2.1 of the Code, effective on 1 July 2005, saw a strong improvement in the IA
functions of HSCI companies this year. However, around half of the 63 companies that were
non-compliant last year have still not implemented such a function. Most of them were HSCEI
companies. 1A departments are much more common in HSI companies than in HSCEI ones.
Some 92% of HSI companies have an 1A department, while only 76% of HSCEI firms possess
one. Among the companies that have such a function, 6% disclosed that they have partially or
fully outsourced it to a third party, which s either an independent consulting firm or a professional
accounting body, in order to ensure that it operates fully and effectively.”

8. Thereby, it appears that quite a number of Hong Kong companies at this stage do not fully accept
that employing or expanding the role of 1A to be one of the most viable options towards achieving
compliance with regulatory and reporting requirements. This perhaps may be due to the fact that they
largely view the 1A function as a cost centre, as it may be difficult, 1f not impossible, for them to see
the tangible benefits an 1A function truly brings. However, having an IA function 1s not mandatory for
listed companies yet. Further, albeit the SOX Act spells out the varicus roles of management, the AC,
and the external auditor, it does not specifically address the role of internal auditors. Thereby, without
statutory backing to the regulation changes, difficulty in law enforcements 1s conceivable.

Audit Committee - A Kev Component of Good Corporate Governance

9. AC fulfills a vital role in corporate governance. “The seeds of financial fraud are sown 1n the
combination of business and financial risks facing a company and the inability of existing internal
controls to cope with them... Then, by recognizing that a strong internal control system i1s the key
to risk management, it can create the right tone at the top to foster the growth of suitable controls”
(BDO, 2003).

10. AC as a key component of corporate governance, its effective operation involves monitoring
internal and external audit coverage to ensure that all key risks are considered. In particular, the
AC should also assess the effectiveness of the 1A function, including its Audit Charter, adequacy of
resources and its independent standing within the firm. All these factors are key elements of good
IA governance. Further, the Hong Kong Society of Accountants (HKSA) issued the first report of its
Corporate Governance Committee in December 1995 which recommended that a requirement for an
AC with defined functions should be introduced. The Committee believes that while the existence of an
AC1sapre-requisite for good corporate governance, “Effectiveness” 1s the key (HKSA2002). Effective
corporate governance and risk management framework 1s embedded with three layers of defence with
the day-to-day risk management being at the 1st line of defence, risk management oversight being the
2nd line of defence and IA - independent assurance being the 3rd line of defence.



Board’s Supervision of Internal Control Mechanisms

11. The Turnbull Guidance, i1ssued in 2005 in respect of the revised guidance for directors of the
Combined Code, stipulates the following principles:

12. In accordance with Appendix 14 C.3 of the Code (2005), *The Board should establish formal
and transparent arrangements for considering how it will apply the financial reporting and internal
control principles and for maintaining an appropriate relationship with the company’s auditors”. In
particular, the board 18 assuming an increasingly important role in overseeing management and their

@ Principle C.2: The board should maintain a sound system of internal control to
safeguard shareholders’ investment and the company’s assets.

@® PrincipleC2.1: The directors should, at least annually, conduct a review of the
effectiveness of the group’s system of internal control and should report
to the shareholders that they have done so. The review should cover
all material controls, including financial, operational and compliance
controls and risk management systems.

@ Principle C2.2: Companies which do not have an internal audit tunction should from
time to time review the need tor one. (Combined Code 1999)

relationship with shareholders and other stakeholders to alleviate the burden through conflicts of
interest. Therefore, sound corporate governance rests with effective interaction amongst:

® the board of directors (including the board AC),
® the senior executive management,
® the external auditor and

® the internal auditor.

13. The unprecedented numbers of corporate scandals have highlighted the critical role of boards of
directors in promoting good corporate governance. These incidents have also prompted stakeholders’
concerns about full-ime executives (directors) of the company who did not act in the best interest of
stakeholders. Regulators both in developed countries, such as the USA and the UK, and in emerging
capital markets such as Hong Kong, have revised their regulatory requirements in order to increase
the proportion of independent non-executive directors (INEDs) in the board. In Hong Kong, the Code
(2005) recommends that:

® One-third of board members be INEDs,
® At least three members in the AC should be INEDs, and at least one with financial expertise.

14. Corporate governance requirements in Hong Kong are basically followed the UK Combined
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Code/ Turnbull Guidance. It follows a 2-tier structure whereby there are mandatory provisions and
best practice standards recommendations. The Code C2.1 stipulates that annual corporate governance
report, including the board’s report on the review of the effectiveness of the system of internal control
should be compiled. In particular, boards are being charged with ultimate responsibility for the
effectiveness of their organizations’ internal control systems.

The COSO Model

15. Pursuant to the COSO model (Committee of Sponsoring Organizations of the Treadway
Commuission, 1992/2004), the control environment provides an atmosphere in which people conduct
their activities and carry out their control responsibilities. As the core of any business is its people —
their individual attributes including integrity, ethical values and competence — and the environment in
which they operate. They are the engine that drives the entity and the foundation on which everything
rests. The COSO report defines internal control as: “A process, effected by an entity’s board of
directors, management and other personnel, designed to provide reasonable assurance regarding the
achievement of objectives.”

16. The five Components of Internal control (Control Environment, Risk Assessment, Control

Activities, Information and Communication & Monitoring) are depicted in Figure 1 below.

Figure 1 - Internal Control Components
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Internal Control Framework and the SOX Act
17. Figure 2 depicts the internal control framework (HKICPA, 2005):

Figure 2 - Internal Control Framework

18. “Internal control is fundamental to the successful operation and day-to-day running of a business
and it assists the company in achieving its business objectives.....1t’s scope encompasses all controls
incorporated into the strategic, governance and management processes, covering the company’s
entire range of activities and operations, and not just those directly related to financial operations
and reporting. 1ts scope is not confined to those aspects of a business that could broadly be defined as
compliance matters, but extends also to the performance aspects of a business (HKSA - now known
as HKICPA, 2005)”.

19. Sections 302 and 404 of US SOX place emphasis on good corporate governance practices through
internal controls - Corporate responsibility for financial reports - improper influence on conduct of
audits (Section 302); and Enhanced financial disclosures/ Conflict of interest provisions - management
assessment of internal controls (Section 404). Section 906 emphasizes on criminal penalties. Where
companies sought to be listed on the US Stock Exchange, SOX 404 is to be observed which requires
that management need to file an annual report on internal control. Independent auditor must attest
to and report on management’s assessment in accordance with PCAOB’s Auditing Standard No. 2.
The impact of non-compliance with SOX 404 has a far reaching effect. A qualified audit report or
auditor’s disclaimer of opinion may inevitably lead to poor reputational risk, negative publicity, a
drop in credit rating and decline in stock prices.

20. There have been hot debates on the US SOX Act. Zhang (2005) investigates the economic
consequences of the SOX Act and finds that the loss in total market value around the most significant
rulemaking events amounts to some US $1.4 trillion. Shareholders consider both the restriction of
non-audit services and the provisions to enhance corporate governance costly to business. The results
show that Section 404 of SOX, which mandates an internal control test, imposes significant costs on
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firms. This is consistent with the comment of Tony Blair, Prime Minister of UK, that “SOX 404 has
added disproportionately to the cost of corporate governance”.

21. Other Asian SOX such as the J-SOX (Japan), the K-SOX (Korea) and the China SOX contain
requirements that are very similar to US SOX Act. The contents and recommended control framework
of the China SOX (The Basic Standard for Enterprise Internal Control) include management’s
assessment results of the effectiveness of internal controls and a statement that independent auditors
have attested to and report on the enterprise’s internal controls. While the requirements of the Basic
Standard were issued in June 2008 for all Chinese listed companies and CPA firms, the implementation
guidelines are yet in its exposure draft form. It 18 however a mandatory requirement for all listed
Chinese companies with effect from 1 July 2009.

An Integrated Governance. Risk and Compliance Operating Model

22. Organizations are nowadays responding to a rapidly changing and turbulent environment as a
result of technological, political, economical and social changes of unprecedented magnitude and
pace. The degree of responsiveness to the radical change in the business environment is a critical
success factor for the managers to effectively achieve business objectives. While internal control
needs to be responsive to the specific nature and needs of the business, it is one of the principal
means by which risk is managed. 1t 1s essential that the board sets the right tone at the top and that it
communicates a clear message that control responsibilities must be taken seriously (The four pillars
of best practices of corporate governance vest with “Fairness”, Transparency”, “Accountability”
and “Responsibility”). In order to successfully implement a risk and control framework that will
enable a company to maximize the value from successful risk management, there should be effective
communication of organizational risks through a common understanding of a “common language”,
so that the company can register its top ten risks. Figure 3 (adapted from PwC) below shows the
relationship between governance and enterprise risk management:

Figure 3 - An Integrated Governance, Risk and Compliance Operating Model
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23. Inevitably, risk management is evolving as depicted in Figure 4 below.

Figure 4 - Risk Management is Evolving
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Risk Management Perspective

24, The COSO model of internal control advocates that control effectiveness 1s undermined unless
risk i1s a focal point at all levels of the organization. The COSO ERM framework is to be applied in
strategy setting, implemented across the enterprise with pre-defined risk appetite and tolerance levels.
This is so that the system of internal control is designed to manage risk to a reasonable level rather than
to eliminate all risk of failure to achieve corporate objectives. It can therefore only provide reasonable
and not absolute assurance of etfectiveness. Many of our internal control systems, growing out of a
tocus on current financial risk, deal mainly with this short-term negative potential. What is missing
from our control systems are ways to deal with mid-term and long-term risk and opportunity?

Concluding Remarks

25. The narrow view of corporate governance has largely been seen as the province of boards of
directors and legal compliance otficers in the private and public sectors. But that narrow view is
tading tast. Good governance begins with a broadly based organizational perspective which requires
management commitment, leadership, planning, controlling and progressive monitoring throughout
the journey. In particular, monitoring is one area where TA can significantly add value. Inevitably, the
recent focus on corporate governance offers TA the opportunity to become a more active and strategic
team player, while still be true to its mission, objectives and TTA standards. However, TA governance
effectiveness is a complex concept that is ditficult to measure and quantify. The way forward should
give the following factors considerable attention:
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% Firstly, according to the Listing Rule it is enforceable to have a board AC within the corporate
governance regime, and the board is required to submit an annual corporate governance report.
However, consideration should be given to striking a balance between setting more rules or
integration of conflicting rules; minimum compliance and cost benefit effectiveness. Currently,
there is no benchmark as to what constitutes minimum compliance. For example, the conduct of
the annual review may vary in content and depth in the absence of a proper yardstick.

. Secondly, it is not a mandatory requirement for listed companies to set up an 1A function. This
may be due to cost grounds, as implementing any new requirements for corporate governance,
say, setting up an LA function, may impose additional compliance costs on them. In practice,
a company may conduct 1A activities even though an 1A function may not exist. C.3.5 of The
Combined Code on Corporate Governance - July 2003 stipulates that: “The AC should monitor
and review the effectiveness of the 1A activities. Where there is no 1A function, the AC should
consider annually whether there is a need for an 1A function and make a recommendation to the
board, and the reasons for the absence of such a function should be explained in the relevant
section of the annual report”. Thus, in any future move of enhancing the corporate governance
regulatory framework in Hong Kong, regulators need to consider enforcing the mandatory set-
up of an IA function rather than just a recommended best practice. Thereby, boards of directors
can be best placed in a position to make an informed decision for establishing an IA function so
as to strengthen 1A governance as a whole.

26. Overall, the Code also specifies that “The AC established by an issuer pursuant to the Listing
Rules should have clear terms of reference (C3). “Where an TA function exists, to ensure co-ordination
between the internal and external auditors, and to ensure that the TA function is adequately resourced
and has appropriate standing within the issuer, and to review and monitor the eftectiveness of the [A
tunction (C3.31)”. TA performs critical roles in all aspects of corporate governance by:

® Independently reporting to the board AC in respect of achievement of annual plan targets on
auditing, risk and control consulting, and follow-up of TA recommendations to support the AC
in tulfilling its heightened responsibilities;

® Helping assess business risks through a common language and methodology and gauge
performance across the organization through a risk-based auditing approach;

® Monitoring corporate governance activities through formal auditing of compliance to laid down
governance rules and adherence to organization’s polices and procedures;

@® Reviewing the effectiveness of corporate ethical policies and code of conduct to enhance ethical
conduct and mitigate fraud risks.



27. Goodwin and Kent (2004) finds that the existence of 1A 1s positively associated with firm size,
asset composition, the presence of an independent board chair, and in particular presence of an AC.
This study provides empirical evidence that companies with good corporate governance are more
likely to have established an 1A function.

28. In conclusion, internal auditors of the next decade will be experts in the management of risks,
because oversight of risk management 18 what corporate governance is about. To add value this must
be done proactively, before the risk becomes effective. “The ideal 1A shop assists management with
emerging problems. It is aligned with management’s concerns, and it looks forward, focusing on
potential risks. In this respect, 1A is changing, and we will see some resistance to that on both sides,
but it is believed that management will embrace a risk-focused internal audit shop. Companies that
don’t change will essentially be misallocating resources.” “Management will have to begin to look at
internal audit as an objective consulting group rather than a compliance group. Straight compliance
will remain relevant in a lot of industries- certainly for those that are highly regulated-but for many
organizations, the biggest risk 1s change”. “Best practice ACs will be seen as using 1A to review the

way management manages business risk as well as how they protect and enhance shareholder value”
(KPMG, 2005).
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Asian liquidation: DELOITTE'S DEREK LAIl, ASIA LEADER, REORGANISATION
SERVICES, ADVISES COMPANIES IN FINANCIAL TROUBLE TO TAKE ACTION
BEFORE THE PRESSURE OF INSOLVENCY EMERGES,

The GLOBAL FINANCIAL CRISIS has led to the collapse of financial institutions and other
corporations worldwide. Hong Kong, as an open economy, is not immune to the crisis. Corporate
tailures are starting to emerge and are likely to continue. A slew of listed companies have been placed
in provisional liquidation since September 2008, including fashion retailer U-Right International, toy
manufacturer Smart Union Group, watch retailer Peace Mark Holdings, and jewellery retailer 3-D
GOLD Jewellery.

Provisional liquidators have been appointed to these companies by the court to take control of their
asgets and businesses.

In Hong Kong, after a petition is pre—sented against a company, a provision—al liquidator can be
appointed to the company under Section 193 of the Companies Ordinance and have the powers set out
in the court order appointing him. The main objective of appointing provisional liquidators in the past
was to preserve the assets of the company and to maintain the status quo pending the hearing of the
winding up petition. More recently, provisional liquidators havebeen appointed with additional powers
of exploring the pos—sibility of restructuring the company’s businesses, operations or indebted—ness,
and it it’s considered to be in the interests of creditors, entering into negotiations perhaps resulting in
the implementation of a scheme of arrangement for the benefit of its stakeholders.

Once a winding-up petition has been presented, the company or any creditor or contributory can
apply to the court to stay any legal proceedings against the company. This can provide the space
within which a scheme ot arrangement can be developed and approved. For a listed company, its
list—ing status may be a valuable asset whose value could be maximised for the benefit of creditors
{and sharehold—ers) via a restructuring rather than in an actual liquidation.

Notwithstanding the advantages of appointing provisional liquidators in rescuing a (listed or unlisted)
financially troubled company, the appointment ot provisional liquidators is generally a last resort in
an effort to rescue the company. The company should consider alternative strategies to cope with
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expected financially tough times ahead.

To survive in the financial downturn, the company should implement measures to ensure it has
a healthy cash flow

Strategic options

In order to survive in the financial downturn, the company should implement measures to ensure
it has a healthy cash flow and it should ensure it has the ability to detect any potential cash flow
problems at an early stage.

The following are tips for manage—ment on how to survive the downturn:

Cash flow

1. Review the short-term cash flow requirements and forecast long-term cash flow.

2. Negotiate longer credit terms with suppliers and/or seek acceptance of discounted settlement of
the liabilities due to them.

3. Negotiate for shorter credit terms to be granted to customers.

4. Pay attention to the financial ratios that matter, such as debtors’ and creditors’ turnover.

5. Manage stock cycles efficiently to generate cash.

Cost control

1. Conduct cost structure analysis.

. Pay particular attention to variable costs.

. 1dentify the cost drivers that can influence the value of the business.

. Renegotiate the terms of leases/contracts where possible.

. Keep staffing requirements under review as the level of business changes.
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Revisit your business strategy

1. Identify the core capabilities of the business and where your business opportunities exist.
. Consider the disposal of non-core assets and business streams.

. Consider the acquisition of assets, expertise or competitors if financing is available.

. Keep a close eye on shifts in currencies.
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Establish and maintain a good relationship with your bank

1. Maintain regular contact with your bank on the current state of your business.

2. Consult your professional advisers on ways of improving a plan’s acceptance and success.
3. Consider alternative sources of finance.

Revisit investment plans

1. Defer new plans if they are not critical to the business.
2. Negotiate more favourable terms for critical assets.

3. Try borrowing money instead of using all cash.



Considering these steps may help a company to maintain a healthy cash flow and cope with the risks
brought about by the financial crisis.

It 1s vitally important for the manage—ment of a company to recognise and tackle problems at an
early stage and to take effective corrective action before the pressure of insolvency or near insolvency
emerges. The earlier action is taken, the higher the chance a company can survive.

When a company has cash flow prob—lems, it s likely to receive pressure from lenders and creditors
demanding repay—ment. Bankers are likely to call for updated financial information and may seek
full/partial repayment of loans. At this point, the company in financial difficulties may consider
employing an independent finan—cial adviser {IFA) who can seek the cooper—ation of creditors
pending a review of company’s financial position and a plan by management on how to deal with the
cur—rent financial pressures. The next step will be for the IFA to conduct a business/finan—cial review
and report on its assessment of the current and prospective financial posi—tion of the company and the
underlying viability of its operations. Then, based on the business/financial review, the 1IFA can make
recommendations to management as to the way forward.

1f the company has substantial financial problems but has a viable underlying busi—ness with an ability
to generate sufficient cash flow to service debt, there will nor~mally be a basis for a restructuring.
However, if the underlying business is not deemed to be viable, a restructuring becomes less likely
and the other options may be orderly winding down of business and assets, or liquidation of the
company.

In a restructuring scenario, the compa—ny’s projected cash flows from its new restructured entities may
be sufficient to form the basis for restructuring proposals regarding its existing debts. In such a case,
the debts could be rescheduled over a period of time that matches the cash flow projections. On the
other hand, if the company’s projected cash flows are insuf—ficient to repay all existing indebtedness
in full, then the restructuring proposal would require the creditors to accept something less than full
repayment. If the creditors do not accept a haircut, the only alternative option available to them may
be the liquidation of the company, which in most instances would produce an even lower return.

Financial adviser’s role

The role of the independent financial adviser during the period of financial diffi—~culty is to help the
troubled company find a way out of its problems and to help reassure the company’s lenders that the
problems are being addressed and the banks are being kept informed. Services that the financial adviser
can provide in relation to the restructuring process include but are not limited to the following:

1. Lead the restructuring process and coordinate the work of all other profes—sionals involved;

2. Advise the appropriate form and struc—ture of the company’s restructuring plan with a view to
negotiating the continued support of the company’s lenders;

3. ldentify, and negotiate on behalf of the company, with new investors and potential buyers of
group assets/businesses; and

4. Assist with the raising of new capital for the troubled company.



The financial crisis has forced many companies into financial difficulties. However, if a company is
able to recognise problems in time and take appropriate action promptly (such as seeking the advice
of an experienced financial adviser, taking cost control measures, etc), it may survive in the present
financial turmoil. Of course, the determination of the compa—ny’s management and employees’
cooper—ation during hard times are also important factors. n
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The Effect of the Management Certification Requirements of
the Sarbanes-Oxley Act on Earnings Management

ABSTRACT

The passage of the Sarbanes-Oxley Act in August 2002 mandated a management certification
requirement for certain corporate financial statements, a deadline (D-day) for this certification, and
harsher criminal and civil penalties for an officer or a director of any publicly traded company convicted
of accounting or reporting violations. 1 argue that if the Sarbanes-Oxley Act induces increases in
higher levels of earnings quality, then I should expect discretionary accruals to be insignificantly
different from zero or income-decreasing right after the D-day. 1 also expect that management revised
earnings downwards well before the event period in light of the shocking downfall of Enron and
WorldCom to forestall political scrutiny. The Act might also affect auditors’ incentives to prefer
conservative accounting choices. In particular, high technology firms pose the greatest litigation risk

threat to auditors should exemplify this thesis.

1find the majority of a selected sample of 603 firms had booked significant negative discretionary
accruals in and preceding the event period, and increasing magnitude of income-decreasing accruals
as more corporate frauds were convicted in the fourth quarter of 2002. As anticipated, this study also
identifies that high-tech firms exhibited more negative discretionary accruals during periods of rising

political pressure.

KEYWORDS: Accounting D-deyy, Earnings Management, Litigation Risk, Political Costs, Sarbanes-
(Oxley Act

1. INTRODUCTION

On June 28, 2002, the US Securities and Exchange Commission (SEC) required the chief
executive officers and chief financial officers of 940 US publicly listed companies with revenues in
excess of $1.2 billion to certify by August 14 that their recent financial statements were complete and
accurate.! In response to an unparalleled plague of accounting irregularities and corporate failures,
the US Congress quickly passed the Sarbanes-Oxley Act which imposes severe criminal penalties on
chief executive officers and chief financial managers who sign false filings to the SEC. Moreover, the

Act prescribes fundamental changes in how audit committees, senior management, and independent

1. Only 687 firins had August 14 ag the cortification deadline. Others had Aug 29, Scpt 14, 28, Oct 15, 29 and Nov 29, A company tnay also apply for
late [iling and receive a live day exiension on the due date lTor 2 Form 10-Q or a (illeen day extension on the due dale for a Form 10-K,
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accountants perform their respective responsibilities and interact with one another.

The certifications are intended to reassure panicking investors and restore public confidence in
the wake of executive misconducts and accounting scandals at several U.S. companies®. The sentence
could be as much as 20 years in prison on the Sarbanes-Oxley violation alone before any additional
civil charges. An executive could also be banned permanently from serving as a public company
officer or director. An astounding number of companies had restated earnings® and financial position,
and made supplemental disclosures to previous financial statements since the Enron fiasco.* This
signals the degree to which companies have been blatantly aggressive in reporting their financial
position and operating results. The intended purpose of the Act is to provide safeguards against false
or misleading financial reporting in the public’s interest and to repair American corporate governance
as a protection of management’s integrity. The Act explicitly raises the accountability of CEOs and
CFOs that prompts them to improve the quality of financial reporting. There are also specific disclosure

requirements. Taken together, time and resources becomes an immediate concern.

1 attempt to examine empirically the effect of the management certification requirements of
the Sarbanes-Oxley Act. I argue that if the Sarbanes-Oxley Act induces increases in higher levels
of earnings quality, then I should expect discretionary accruals to be insignificantly different from
zero or income-decreasing right after the D-day. Moreover, auditors are motivated to insist on
conservative accounting choices due to client litigation risk. In particular, auditors would curtail
earnings management by client managers in response to the heightened scrutiny of the Act. This
study documents the possible use of conservative accounting choices which are the joint outcome of
both auditors’ client litigation risk and rising political pressure. In this analysis, 1 expect that levels
of political scrutiny are likely to vary across companies. In particular, 1 am interested in the relation

among litigation risk, regulatory environment and subsequent magnitude of earnings management.

Results are consistent with auditors’ litigation risk concerns as well as political costs hypothesis.
Nonetheless, firms depressed earnings well before the announcement of certification requirements
in order to forestall potential political actions. Interestingly, the shocking downfall of Enron and
WorldCom in the 4 quarter of 2001 and the 2" quarter of 2002 respectively precipitated the use of
income-decreasing discretionary accruals. Discretionary accruals were not observed one year prior to
the event period. This strongly indicates that the sample firms used accruals proactively in response
to imminent legislative actions. Also, the magnitude of income-decreasing accruals grew bigger as
more accounting frauds were convicted in the fourth quarter of 2002.

1. Onlv 687 firms had Aupust 14 as the certification deadline. Others had Aug 29, Sept 14, 28, Oct 13, 29 and Kow 292, A company nay also apply for
lLate iling and receive a live day extension on the due date [or 4 Form 10-0 or a [ilieen day exiension on the due date for a Form 10-K.



The remainder of this paper is organized as follows: Section Il provides background on the
Sarbanes-Oxley Act. Section Ill develops the research hypotheses. Section 1V describes the data
and method. Section V reports the empirical results and the final section contains our summary and

conclusions.
2. RAMIFICATIONS OF THE SARBANES-OXLEY ACT

The passage of the Sarbanes-Oxley Act in August 2002 18 the most significant overhaul of federal
securities regulation since the Securities Exchange Act of 1934. The legislation established a system
for federal oversight of public auditors through the founding of the Public Company Accounting
Oversight Board. It also imposes harsher criminal and civil penalties on an officer or a director of any
publicly traded company convicted of accounting or reporting violations. Section 302 requires the
CEO and the CFO of a company to certify quarterly and annually that, “ based on his/her knowledge,
the report does not contain any untrue statements or omit any material facts necessary to make the
statements misleading in light of the circumstances in which they were made.” Moreover, section 305
of the act says the SEC may prohibit a person who has violated section 10(b) of the 1934 Act from
serving as an officer or a director of a public company. The most contentious provision 18 its section
404 which demands that managers maintain an “adequate internal control structure and procedures
for financial reporting.” Auditors also have to attest to the management’s assessment of internal
controls and disclose any material weaknesses. The legal ramifications of the Sarbanes-Oxley Act
have speeded up and intensified corporate-fraud prosecutions through real-time enforcement. Armed
with the onerous new provisions of the new Sarbanes-Oxley Act, prosecutors do not have to nail
down every shred of evidence and to prove every crime.” Solely under section 906, “this certification
carries with it direct criminal penalties with fines up to $5 million and up to 20 years in prison.” The

conviction of corporate fraud may also lead to additional counts of fraud.
3. HYPOTHESES AND MOTIVATIONS

Political costs can be imposed by adverse political actions involving regulations, prosecutions,
taxes, tariffs, etc. (Watts and Zimmerman, 1978). As suggested by Watts (1977), the chances of political
action largely hinge upon the presence of “crises.” To rebuild trust in corporate America, the SEC
conducted investigations which were chosen as the political action of interest. The heightened political
scrutiny resulted from the certification requirements has prompted CEOs and CFOs to undertake

greater due diligence in order to ensure accuracy and completeness of their financial reports. 1 argue
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in this section that, in order to mitigate the chances of direct criminal penalties due to the politically

imposed wealth transfers, managers have incentives to prefer conservative accounting numbers.

Changes in the legal environment motivate auditors to curtail earnings management by client
managers. Prior studies suggest that when faced with client litigation risk, auditors would prefer more
conservative accounting choices (Hirst, 1994; DeFond and Subramanyam, 1998). Lee and Mande
(2003) document a shift in the nature of discretionary accruals following the changes in the political
environment caused by the Private Securities Litigation Reform Act. The attestation requirement with
respect to client managers’ assessment of internal controls ostensibly increases auditors’ litigation risk.
While auditors are more likely to be sued for clients’ income-increasing accruals, no cases are found
of auditors being sued for income-decreasing accruals (St. Pierre and Anderson, 1984). Presumably,
the Sarbanes-Oxley Act provides leverage for auditors to insist that their clients should engage in

more conventional and conservative financial reporting.

Managers may also have reputational incentives to air out their dirty linen by restating earnings
downward. The convictions of corporate fraud could incur huge costs in cases where executives
are barred from serving again as officers or directors of any public company. Also, as suggested by
articles in the financial press, fund managers would only buy shares of companies that are not tainted

by accounting fraud.

The above arguments generate three empirical implications. First, if managers are motivated to
forestall growing political pressure, income-decreasing accruals are expected well before the initial
certification requirement date. Second, if both managers and auditors hold common view about
the application of conservative accounting choices during the heightened scrutiny in relation to the
Sarbanes-Oxley Act, discretionary accruals in the event period are expected to be insignificantly
different from zero or incoming-decreasing. Finally, if auditors prefer income decreasing discretionary
accruals due to litigation risk, discretionary accruals will be more pronounced among high-tech
firms which pose a greater litigation risk threat (O’Brien and Hodges, 1991; Philbrick and Schipper,
1994).

4. RESEARCH METHODOLOGY

1) Sample Selection

The sample in this study consists of 687 U.S. publicly traded companies with sales greater
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than $1.2 billion in the initial search ¢ These firms with calendar fiscal years were required to file
sworn statements by August 14. They accounted for 73% of all firms whose financial reports were
required to be certified by both CFOs and CEOs. Other affected firms had different deadlines and
were not included in the sample due to the potential for confounding factors. Six firms had been
eliminated from the sample as they failed to submit their statements by the deadline. Having met the
data availability requirements on the COMPUSTAT database for the computation of discretionary
accruals, the selection process gave rise to 14,107 firm-quarter observations from 1996 through the
second quarter of 2003. As the sample firms are the largest in terms of sales figure in their respective
industries, the use of a control group is problematic and it is difficult to match the sample firms on
both industry and size.

11) Accruals Models

An estimate of the discretionary component of total accruals is used to detect earnings
management. Total accruals are measured using COMPUSTAT quarterly data and are computed as
follows (Key 1997)":

TAit 3 —Deprecit o Amortit + (CAit - CAit—l ) - (CLiz - CLit—l )’ (])

where TA is total accruals: Deprec, depreciation expense, Amort, amortization expense; CA,
current assets excluding cash and short-term investments and excluding items with no related income
statement effect; CL, current liabilities excluding debt in current liabilities and excluding items with
no related income statement effect; and t, quarter.

Using data pooled across all quarters from 1996 through the second quarter of 2003 for sample

firms, 1 estimate discretionary accruals as the prediction errors, € , from the following model:

TAit /Ait I Bo + BI(AR'EVI’I/Ait)J'_BZ(PPEit/Ait)+ |33Q1 +"'+BSQ3 + (2)
B()Y% +"'+B||Yoz +€,,

where AREV, is the change in revenues for firm 1 in quarter t (REV, — REV, ). The expected
sign for AREV  1s positive because changes in working capital accounts, part of total accruals, are
positively related to changes in revenue. A_ 1s total assets for firm 11in quarter t. PPE, 1s net property,
plant, and equipment for firm i in quarter t. The expected sign for PPE is negative because fixed

assets level 15 positively related to nondiscretionary depreciation expense. (t 18 dummy-coded as

i

P
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1 for the quarter t (t = 1,2,3) of the calendar year and 0 otherwise, and Yt is dummy-coded as | for
the year t (t = 1996,...,2002) and O otherwise. These dummy variables are used to account for any

variation in total accruals due to differences in quarters and years.

To test firms would forestall potential political actions (before the Act) as well as the application
of conservative accounting choices in period of heightened political scrutiny (right after the D-date),
equation (2) 18 expanded to include five dummy variables to verify whether estimated abnormal

accruals are associated with changes in legal environment.® The model is written as:

TAit/Ait = Bo + BI (AREViz/Aiz )+ Bz(PPEiz/Aiz )+ B3QI tot BSQ3 +
BGY% +eet BuYoz + Ble4 + BUTI + BHTZ + BlSTS + Bl6T4 +&,, (3)

where E_ 13 a dummy variable with 1 for the fourth quarter of 2001 and 0 otherwise. This
period marked the heightened concerns about accounting irregularities exposed in the Enron fiasco
and the general public suspected more skeletons might still be in the closet. T, through T, are dummy
variable with 1 for the first, second, third and fourth quarter of 2002 respectively and 0 otherwise. The
coefficients for T, and T are expected to be insignificantly different form zero or negative right after

the certification requirements.

The inclusien of a control group is problematic because the Act affects all SEC registered
and US listed public companies. Encountering similar problems as Cahan (1992), I did not match
the sample firms on both industry and size. Rather, both event and non-event quarters are examined.
Moreover, earnings management practice 18 pronounced at the 4th quarter (Givoly, Dan and Joshua
Ronen, 1981; Das, Somnath and Pervin K. Shroff, 2002). In order to provide sufficient evidence for

the exclusive impact of the Act, equation (4) 1s estimated as follows:

TAit /Ait = Bo + BI(AREV:?/AH )"’ Bz(PPEn/An)"' B3Ql PoPoF Bst + (4)
Bsy% +eoot BnYoz + B12E4 i B13T1 + B14T2 + B15T3 + B16T4 + B17NE1 + BlsNEz i
BwNEz o BzoNE4 +€,,

NE, is a dummy variable with 1 for the fourth quarter of 2000 and O otherwise. NT, through NT,
are dummy variable with 1 for the first, second, third quarter of 2001 respectively and 0 otherwise,
The accruals of the event pericd are compared with that of the non-event year, after controlling for

the seasonality effect.
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O’Brien and Hodges (1991) and Francis, Philbrick and Schipper (1994) document that
high technology firms are exposed to higher litigation risk and these firms use aggressive
accounting techniques more often especially at the early stage of operations. Cahan et al. (1997,
p. 46) contend that the magnitude of earnings management likely show cross-sectional variation.
Consequently, high technology firms pose a greater litigation risk threat to auditors. In order to mitigate
future litigation and potential damages, auditors would curtail the reporting flexibility of their client
managers. ] hypothesize that high technology firms will exhibit more income-decreasing discretionary
accruals in periods of high litigation risk. On the other hand, firms in regulating industries might have
different incentives other than those of unregulated industries.9 The relation between different levels
of political exposure across firms and the magnitude of earnings management is tested by estimating

the following equation:

Disdcc, =B, + B, HT, +B,RE, +¢,, (5)

[isAcci1s the discretionary accrual for firm 1 in quarter t (t = the fourth quarter of 2001 and the
first, second, third and fourth quarters of 2002 respectively) based on the maximum likelihood estimate
parameters from equation (2). Consistent with Kasznik and Lev’s (1995) definition, #¥ (high-tech
firm) is dummy-coded as | when it belongs to: Telephone (SIC codes 2833-2836), R&D Services
(8731-8734), Programming (7371-7379), Computers (3570-3577), Electronics (3600-3674); and 0
otherwise. RE (regulated firm) is dummy-coded as 1 when it belongs to: Telephone (SIC codes 4812-
4813), TV (4833), Cable (4841), Communications (4811-4899), Gas (4922-4924), Electricity (4931),
Water (4941), Financial firms (6021-6023, 6035-6036, 6141, 6311, 6321, 6331), and 0 otherwise.

5. RESULTS

Table 1 reports the results for the regression of equation (2). The F statistic for the model 1s
significant at the 0.0001 level and the adjusted R* is 24.5 percent. The residuals were examined for
heteroscedasticity and autocorrelation. The mean residual 1s zero (s.d. = 0.066). The correlation
between the squared residuals and squared total assets is -0.06, which is not significant at conventional
levels. Despite the model was highly significant, the Durbin-Watson statistic (1.298) indicated
evidence of serial autocorrelation due to the use of time-series data. Accordingly, the model was

10

re-estimated using maximum likelihood estimation.'® The signs for coefficients on the change in

revenues and net property, plant and equipment are in the predicted direction. The coefficients are all

_
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statistically significant at the .0001 level. This suggests that the variation in accruals can be mostly
explained by these two variables. The coefficients on the quarter dummy variables are all positive
and significant. On the other hand, coefficients on the year dummy variables are not statistically

significant at conventional levels except for the year 2000.

In figure 1, the mean discretionary accrual for the third and fourth quarters of 2002 combined 18
-0.019. The residuals are plotted 4 quarters (4th quarter of 2000 through 3rd quarter of 2001) prior to
the Enron fiasco (4th quarter of 2001). The use of income-decreasing discretionary accruals is evident
well before the accounting D-day. Specifically, mean discretionary accruals are negative in the third (-
0.0016), fourth (-0.0060) quarter of 2001, second (-0.0018) and fourth (-0.0021) quarters of 2002. No
income-decreasing behavior is observed in prior quarters. The negative discretionary accruals reverse
in the first quarter of 2003 (0.00001). Moreover, the steep decline of discretionary accruals in the

fourth quarter of 2001 exhibits a sharp contrast with the neutral discretionary accruals one year ago.

Table 2 reports the test of changes in political environment by estimating equation (3). Asl
hypothesize that firms made more conservative accounting choices in the wake of the sudden downfall
of Enron (the fourth quarter of 2001), actions to forestall political intervention arose in periods of
growing political pressure well before the certification requirement in August 2002. The coefficients
forE, T, and T, are all negative and statistically significant at 0.01, 0.10 and 0.04 levels respectively.
Firms became more vigilant in the second quarter of 2002 (T,) which was marked by the appalling
WorldCom’s fiasco. The negative but insignificant coefficient for T, is indicative of the curtailment
of earnings management precipitated by the conservative accounting choices of management and
auditors. The mounting concurrent pressure continued in the fourth quarter of 2002 (T,) as more
corporate frauds were convicted. Consequently, firms exhibited more pronounced income-decreasing

discretionary accruals.

The robust results of Table 3 report no earnings management practices for the sample firms
prior to the event peried. The coefficients for NE, (4 quarter 2000), NT1(1* quarter 2001) and NT,
(2™ quarter 2001) are all positive and insignificant. The sharp contrast of the significant income-
decreasing accruals at the 4th quarter of 2001 and 2002 versus NE, explains the underlying impact of

the Sarbanes-Oxley.

Table 4 presents the results of the relation among the levels of discretionary accruals, litigation

risk and regulatory environment. The coefficient for HT is negative and significant. This indicates



that high-tech firms took more negative discretionary accruals in periods of high political pressure
(from the fourth quarter of 2001 through the last quarter of 2002). On the other hand, the regulatory
environment does not affect the level of discretionary accruals. The low adjusted RZ (0.005) suggests

that discretionary accruals could be impacted by other factors.
6. CONCLUSIONS

The paper presents descriptive results regarding the nature of firms’ discretionary accrual behavior
in the periods surrounding the Enron/World Com scandals leading up to D-day for certification. In
particular, the sample firms used income-decreasing accruals proactively in response to imminent
regulatory threats. The changes in political environment also affected auditors’ incentives to curtail
earnings management by client managers in order to protect against or mitigate future litigation and
potential damages. Evidently, the Act triggered a defense reaction which motivated firms to report
conservative income numbers. Also, the magnitude of income-decreasing accruals increased as more
corporate frauds were convicted subsequently. While regulatory environment does not impact the level
of discretionary accruals, this study exemplifies the thesis that high-tech firms took more negative
discretionary accruals given their higher litigation exposure. Unlike previous studies, my analysis
examines periods with rising political pressure triggered by the downfalls of Enron and WorldCom.
Consequently, the focus was not only restricted to the analysis of one event period (the Accounting
D-day).

My results, however, are limited. First, the study focuses on the reaction of firms to a single
form of political action, 1.e. congressional legislative actions. There might be numerous events around
the end of 2002, which may have affected the earnings manipulation but are not covered in the
study. Second, there are many institutional arguments against (and for) the political cost argument.
Future research could be extended to better understand and explore other responses to a wide range
of political actions. Third, the empirical design has the recognized limitation that the measure does
not capture the entire set of accounting techniques that managers can employ to manipulate earnings
(Jones, 1991).

The Act prescribes fundamental changes which brings profound impact on the accountability
of senior management. Any incentive to report net income away from its true economic value would
seem to undermine the levels of earnings quality. The aim of the Act is to provide safeguards against

false or misleading financial reporting. However, the evidence of the study indicates that sudden and



onerous provisions could defeat the intended purpose and managers might react otherwise given
inadequate adjustment period. Future research is clearly warranted to explore the behavioral and

ethical aspects of the legal ramifications.

REFERENCES
Asian Wall Street Journal. 2002a. SEC to list CEOs certifying results on new web site. (July 30).
__.2002b. Sunbeam ex-CEO to pay fine ot $500,000 to U.S. regulator. (September 6).
Burgstahler, D., and 1. Dichev. 1997. Earnings management to avoid earnings decreases and losses.
Journal of Accounting and Economics 24: 99-126.
Cahan, S. 1992. The effect of antitrust investigations on discretionary accruals: A refined test of the
political cost hypothesis. The Accounting Review 61: 713-725.
Cahan, S., B, Chavis, and R. Elmendorf. 1997. Earnings management of chemical firms in response
to political costs from environmental legislation. Journal of Accounting, Auditing and Finance: 37-
65.
Christenson, C. 1983. The methodology of positive accounting. The Accounting Review 58:1-22.
Das, Somnath, and P. Shroff. 2002. Fourth quarter reversals in earnings changes and earnings
management. Working paper, University of lllinois, Chicago.
Dechow, M., R. Sloan, and A. Sweeney. 1995. Detecting earnings management. The Accounting
Review 70: 193-225.
DeFond, M., and K. Subramanyam. 1998. Auditor changes and discretionary accruals. Journal of

Accounting and Economics 25: 35-67.




' I.
1 Ll .‘

Economist. 2002. Swearing by the numbers. (August 15)

Francis, J., D. Philbrick, and K. Schipper. 1994. Shareholder litigation and corporate disclosures. The
Journal of Accounting Research 32: 137-164.

Givoly, Dan, and J. Ronen. 1981. Smoothing manifestations in fourth quarter results of operations,
some empirical evidence. Abacus 17:174-193.

Han, C., and 8. Wang. 1998. Political costs and earnings management of oil companies during the
1990 persian gulf crises. The Accounting Review 73:103-117.

Hirst, D. 1994. Auditor sensitivity to earnings management. Contemporary Accounting Research 1:
405-422.

Jones, J. 1991. Earnings management during import relief investigations. The Journal of Accounting
Research 29: 193-228.

Kasznik, R., and R. Lev. 1995. To wam or not to warn: Management disclosures in the face of an
earnings surprise. The Accounting Review 70:113-134.

Key, K. 1997. Political cost incentives for earnings management in the cable television industry.
Journal of Accounting and Economics 23: 309-337.

Kmenta, J. 1986. Elements of Econometrics. New York, NY: Macmillan Publishing Co.

Lee, H., and V. Mande. 2003. The effect of the private securities litigation reform act of 1995 on
accounting discretion of client managers of big 6 and non-big 6 auditors. Auditing (March): 93-108.
Makar, S., and P. Alam. 1998. Earnings management and antitrust investigations: political costs over
business cycles. Journal of Business finance and Accounting 25: 701-720.

Mensah, Y., J. Considine, and L. Oakes. 1994. Statutory insolvency regulations and earnings
management in the prepaid health-care industry. The Accounting Review 69: 70-95.

Northcut, W., and C. Vines. 1998. Earnings management in response to political scrutiny of effective
tax rates. The Journal of the American Taxation Association 20:22-36.

(O’Brien, V., and R. Hodges. 1991. A study of class action securities fraud cases. Law and Economics
Consulting Group. Berkeley, CA.

Patten, D., and G. Trompeter. 2003. Corporate responses to political costs: An examination of the
relation between environmental disclosure and earnings management. Journal of Accounting and
Public Policy 22: 83-94.

St. Pierre, K., Anderson, J., 1984. An analysis of the factors associated with lawsuits against public
accountants. The Accounting Review 59, 242-263.

Wall Street Journal. 2002a. Deciphering the blank box. (January 23)

. 2002b. Is Aug 14 filing deadline a nonevent? (August 13).

107



. 2003a. Healthsouth case unveils a shock strategy—U. 8. prosecutors announce round of guilty

pleas in investigation; New scrushy team denies charges. (April 4).
. 2003b. Leading the news: MCI to pay investors $500 million—Fraud-charge settlement
follows audit scandal of historic proportion. (May 20).
Watts, R. 1977. Corporate financial statements, a product of market and political processes. Australian
Journal of Management 2 (Apnl); 53-75.

, R., and ). Zimmerman. 1978. Toward a positive theory of the determination of accounting
standards. The Accounting Review 53: 112 -134.
Wong, J. 1988. Political costs and intraperiod accounting choice for export tax credits. Journal of

Accounting and Economics 10: 37-51.



_—

emorativa do

0.008

0.006 /\
0.004

0 T L T T T T *
000, Q1. Q2 \Q3 as / ai, \ga/a
’ 72000 2001 \ / 2002 2003
-0.004

-0.006

Mean Residuals

-0.008

Table 1
Estimates for Equation (2) Maximum Likelihood Estimation (n = 14,107)

Variable Predicted sign Coefficient Signific
(t-statistics)

Model :TA, | 4, =B, + BI(AREVit/Ait )+ BZ(PPEit/Ait )+ B3Q1 St BsQ3 '
BsY% +"'+B11Y02 +&,,

Intercept None -0.07764 0.000
(-24.363)

AREV:/ Ay (+) 0.07811 0.000
(13.453)

PPE;/ A; (-) -0.05655 0.000
(-23.174)

0 None 0.09227 0.000
(58.019)

0> None 0.06773 0.000
(42.719)

0; None 0.04049 0.000
(25.501)

Yoo None 0.00760 0.018

(2.372)




Total accruals are measured using COMPUSTAT quarterly data and are computed as follows (Key 1997):
T4, =—-Deprec, — Amort, +(CA, —CA,_,)—(CL, —CL,_,), (1)

where TA 1s total accruals: Deprec, depreciation expense; Amort, amortization expense; CA, current
assets excluding cash and short-term investments and excluding items with no related income statement
effect; CL, current liabilities excluding debt in current liabilities and excluding items with no related
income statement effect; and t, quarter. AREV. 1s the change in revenues for firm 1 in quarter t (ltem
2)(REV, —REV, ). A 1stotal assets for firm 1 in quarter t (Item 44). PPE. 1s net property, plant, and
equipment for firm 1 in quarter t (Item 42). Qt 18 dummy-coded as 1for the quartert (t = 1,2.3) of the
calendar year and O otherwise. The coefficients for the year dummy variables, except year 2000, are
not reported because they are not statistically significant.

aSignificance levels are two-tailed for all independent variables.



Table 2

Estimates for Equation (3) Maximum Likelihood Estimation (n = 14,107)

Variable Predicted sign Coefficient Significance®
(t-statistics)

Model : T4, / 4, =B, + BI(AREVit/Ait )"' BZ(PPEit/Ait )"‘ B0+ + B0 +(3)

BsY% toeet B11Y02 + B12E4 + B13T1 + B14T2 + BISTS + Bl6T4 €,

Intercept None -0.07522 0.000
(-22.766)

AREV Ay (+) 0.07825 0.000
(13.477)

PPE;/ Ay (-) -0.05653 0.000
(-23.170)

0 None 0.08968 0.000
(48.948)

0, None 0.06603 0.000
(36.158)

0F None 0.03859 0.000
(21.044)

Yoo None 0.00673 0.037
(2.090)

E, (4”’ 0 2001) (-) -0.00956 0.010
(-2.568)

T (I* 0 2002) (-) -0.00072 0.859
(-0.178)

T, (2" 0 2002) ) -0.00710 0.095
(-1.669)

T3 (3rd 0 2002) () -0.00483 0.266
(-1.113)

Ty (4”’ 02002) (-) -0.00910 0.039
(-2.062)

Total accruals are measured using COMPUSTAT quarterly data and are computed as follows (Key

1997):
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TA, = —Deprec, — Amort, +(CA4, —CA,_)—(CL, —=CL,_)), (1)

it T

here TA 1s total accruals: Deprec, depreciation expense, Amort, amortization expense; CA, current
assets excluding cash and short-term investments and excluding items with no related income statement
effect; CL, current liabilities excluding debt in current liabilities and excluding items with no related
income statement effect; and t, quarter. AREVit is the change 1n revenues for firm 1 1n quarter t (Item
2)(REV, - REV_ ). Aitis total assets for firm i in quarter t (Item 44). PPEit is net property, plant, and
equipment for firm 1 1n quarter t (Item 42). Qt 138 dummy-coded as 1for the quarter t (t = 1,2,3) of the
calendar year and 0 otherwise. The coefficients for the year dummy variables, except year 2000, are
not reported because they are not statistically significant. E_ is a dummy variable with 1 for the fourth
quarter of 2001 and O otherwise. T through T, are dummy variable with 1 for the first, second, third
and fourth quarter of 2002 respectively and 0 otherwise.

aSignificance levels are two-tailed for all independent variables.



Table 3
Estimates for Equation (3) Maximum Likelihood Estimation (n = 14,107)

a

Variable Predicted sign Coeftficient Significance
(t-statistics)

Model:TA, | 4, =B, + BI(AREV;t/Ait )+ BZ(PPEit/Ait )+ B0+ + P05 +
B6Y96 tooot BuYoz + Ble4 + B13T1 + BI4T2 + BLSTS + B16T4 + B17NE1 + BISNEZ + (4)
B19NE3 + BzoNE4 +€,,

Intercept None -0.07441 0.000
(-21.804)

AREV;/ 4; ) 0.07820 0.000
(13.469)

PPE;] Ay () -0.05652 0.000
(-23.169)

0, None 0.08867 0.000
(43.398)

0; None 0.06605 0.000
(32.437)

0; None 0.03923 0.000
(19.162)

E; (4™ 0 2001) (-) -0.01477 0.001
(-3.323)

Ty (I O 2002) ) -0.00053 0.897
(-0.130)

75 (2" 0 2002) ) -0.00793 0.065
(-1.846)

T3(3 0 2002) ) -0.00628 0.153
(-1.429)

T, (4" 0 2002) ) -0.00987 0.027
(-2.206)

NE, (4" 020000  None -0.00054 0.886
(-0.143)

NT(I* Q 2001) None 0.00019 0.963
(0.047)

NT; (2" 0 2001)  None -0.00602 0.161
(-1.403)

NT; (3" 02001) None -0.009413 0.032

(-2.149)




TA, = —Deprec, — Amort, +(CA, —CA,_)—(CL, —CL,_)), (n

it T

where TA 15 total accruals: Deprec, depreciation expense; Amort, amortization expense; CA, current
assets excluding cash and short-term investments and excluding items with no related income statement
effect; CL, current liabilities excluding debt in current liabilities and excluding items with no related
income statement effect; and t, quarter. AREVit is the change 1n revenues for firm 1 1n quarter t (Item
2) (REV, —REV_ ). Aitis total assets for firm i in quarter t (Item 44). PPE_ is net property, plant, and
equipment for firm 1 1n quarter t (Item 42). Qt 138 dummy-coded as 1for the quarter t (t = 1,2,3) of the
calendar year and 0 otherwise. The coefficients for the year dummy variables are not reported because
they are nof statistically significant. E, is a dummy variable with | for the fourth quarter of 2001 and
0 otherwise. T, through T, are dummy variable with 1 for the first, second, third and fourth quarter
of 2002 respectively and 0 otherwise. NE, is a dummy variable with 1 for the fourth quarter of 2000
and 0 otherwise. NT, through NT, are dummy variable with 1 for the first, second, third quarter of
2001 respectively and O otherwise.

aSignificance levels are two-tailed for all independent variables.



Table 4
Parameter estimates for the ordinary least squares regression analysis of levels of litigation

Variable Predicted sign Coefficient Significance”

(t-statistics)
Model : DisAcc,, =B, +B,HT, + B,RE, +¢,, Q)

Intercept None 0.00107 0.548
(0.601)

HT () -0.01838 0.000
(-3.751)

RE None 0.00046 0.937
(0.079)

F-statistic = 7.161 (significant at 0.001 with two-tailed test); adjusted R2= 0.005.

DisAccei 18 the discretionary accrual for firm 1 in quarter t (t = the fourth quarter of 2001 and the first,
second, third and fourth quarters of 2002 respectively) based on the maximum likelihood estimate
parameters from equation (2). HT (high-tech firm) is dummy-coded as 1 when it belongs to: Telephone
(SIC codes 2833-2836), R&D Services (8731-8734), Programming (7371-7379), Computers (3570-
3577), Electronics (3600-3674); and O otherwise. RE (regulated firm) is dummy-coded as 1 when it
belongs to: Telephone (SIC codes 4812-4813), TV (4833), Cable (4841), Communications (4811-
4899), Gas (4922-4924), Electricity (4931), Water (4941), Financial firms (6021-6023, 6035-6036,
6141, 6311, 6321, 6331); and 0 otherwise.

aSignificance levels are two-tailed for all independent variables.
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FOOTNOTES

1.Only 687 firms had August 14 as the certification deadline. Others had Aug 29, Sept 14, 28, Oct 15,
29 and Nov 29. A company may also apply for late filing and receive a five day extension on the due
date for a Form 10-Q or a fifteen day extension on the due date for a Form 10-K.

2.See the Asian Wall Street Journal (2002a), the Wall Street Journal {(2002b) and the Economist
(2002).

3.There were 330 restatements in 2002, compared to 233 and 270 restatements filed in 2000 and 2001
respectively. A report summary 18 posted at www.huronconsulting.com.

4 See the Wall Street Journal (2002a).

5.8See the Wall Street Journal (2003a).

6.The list of companies and certification deadlines was published at www.sec.gov/rules/extra/ceocfo.
htm.

7.Key used annual data.

8.The problem of multicollinearity arises in E(3) and E(4) due to the inclusion of together with .
Dropping the YR variables is the simplest way to do. However, a specification error could arise. Ca-
han (1992) pointed out that the individual YR and FIRM variables are difficult to interpret per se and
are meaningful only when combined to form intercepts. The dilemma is that multicollinearity may
prevent precise estimation of the parameters whereas dropping a variable may not yield the true val-
ues of the parameters. I choose to tolerate the multicollinearity problem as OLS estimators are BLUE.
1 have also estimated E(3) by dropping all YR variables except YOO and the results are still robust.

9 For instance, Burgstahler and Dichev (1997) excluded regulated firms from their sample as they be-
lieve that regulated firms might not manage reported earnings to avoid earnings decreases and losses
whenever there are economic benefits from reporting lower earnings to regulators.

10.Han and Wang (1998) and Patten and Trompeter (2003) used the maximum likelihood method.
See Kmenta (1986, pp.175-183).
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7 AT | 6.00 3.10 11.00 7.00 1.00 2.10
M 55 1) 5
{EF R ot

AN A3 AL | 25.00 | 13.00 14.00 8.90 8.00 17.00
TR
1S5

WATHK | 6.00 3.10 3.00 1.90 1.00 2.10

BOHE N | 7.00 3.60 7.00 4.50 2.00 4.30
HEM

ST | 3% & — F | 32.00 6.70 25.00 5.60 12.00 8.30
T H W45 | Bk

HATHIA | 7 e 164.00 | 34.50 143. 00 31.80 51.00 35.20

F A LLAE 4L | 98.00 | 20.60 103.00 | 22.90 34.00 23.40
T BLAh I
i 7 A A
P 2% 4R AT
M55

"] DA B OB | 113.00 | 23.70 118.00 26.30 35.00 24.10
1 R AT
i

Al BLy 4 | 60.00 12.60 49.00 10.90 13.00 9.00
AT T 4
i

A 18 5 13 | 9.00 1.90 11.00 2.40 0.00 0.00
AE 5 1 H
T
AN
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18-30 % 31-50 % 50 XL
SEEME | bRdE2E | CPIME | bRdEZE | P | bRiEE

NTED Sl WA NI i ) 1.95 1.89 1.72 1.61 1.51
M | 5 2.73 2.11 2.52 1.94 2.41 1.69
AT | moa i | 3.52 2.75 3.08 2.53 2.83 2.64
£ TR

WATINGEH | 3.01 2.43 2.42 2.40 2.30 2.55

P 3.98 3.00 3.50 3.26 3.59 3.80

fEIERE | 5.20 3.49 4.55 3.93 3.35 3.85

AT FH:%% | 3.76 2.74 322 2.99 3.35 3.06

By

WATIR % | 4.18 3.30 3.28 2.96 2.68 2.73

BATEH | 4.82 3.51 4.58 3.33 2.68 2.96
W28 44T | B mPEeE 2% | 2.70 2.03 245 1.94 1.99 1.61
W5 T 2 | USROS i
et | B . %ok
Ty | PR BHEN

H

R E | 3.71 2.43 3.68 2.58 3.12 2.40

FIFRAE 51

InsE RS | 2.18 1.69 1.90 1.32 1.69 1.22

i,

TN

Bl HE

BEEEIE | 3.73 2.32 3.40 2.35 3.72 2.27

FIERE A

P ARAT AR

%

AR RE R | 3.92 2.27 3.68 2.60 3.96 2.78

PR T 4R AR

P A1) H

2.

Ik B | 3.40 2.17 3.05 2.06 3.50 2.18

) M

IsREATE | 3.72 2.47 3.33 2.44 3.74 2.32
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RETANCEFLAINEL - MRARBBEFEIFEELGIRE  AEETRETH
Y RIEFE R NNEE - AT BIRENEERTIRET  ERMRETANERIDRBH
K o

AXAEFREEEHET RETALTHPEERETBTAEZENRE - BFEERAH
R TFEBEDEANT BIREAMEREMEN ST ESA - BIANHRRE Y BT ABN
ThaXMAERKE CRNMEENRECHEE  BERESXBEAIAENEE » HEKRE
32 (Lord and DeZoort, 2001; DeZoort and Lord,1994) « BE=EMMMNTERITAR » HI5TA
SREEMETEIA RS —BENEARZE  RAEEALUGEMEEEHETINESEE
IR (Lukka, 1988) o [tb5h » SMEB DD E (R B R RIFE AR ENNSEXABRELS
BEXE - WMENBETRETS ATy —EREERNESENEERL - (F2F
1)

TIERIRFEN

H4(a)| + %x

BETEREH [0,

A \ +
HS|+ RETS T" i
E

EPNEEMX

H2(a) |- @@

Fwat AR




FiHRETR

FETARXEIRE > S REBSIAFRAENEE > SEPBRERSBNERTE
SHEMK BTN NEENFLERES - DIENRRERA  /NEESEE a2 REENIER
(Lightner et al., 1982; Dirsmith and Covaleski, 1985) « 38zt A BETEBAEINE TN FIR
RIS B LARAGEES) » DeZoort A Lord (1994) #BIRBET A B H— B EEEIRTNIT
HROERE CHERNEFHES o MfERR CAREONSEESE N BFEE ERE
% - —B FBHEAGIRIT LR TIERE - S5t LIENERTA SR « TRIFETTA
SHEFEBEHRESAIOBRRLIEAHNED r ENSEEXERBERESFIRFE
2o

ATEHYRHNEESE  STEEMEEREALKMANERSRENRE - B2
LEERBERENEEZIFEREN - EE L SEHETES LEMNERSRH 2L AT
o AFRHREEMET AT RE AN B e W EETEN T FEHRELARARY
& o FEAHNREAENE A AN TARSE -« —EIFEABRRER - BRETABETE
TEE=Z - BEZEMnstivE AR E m(e.g. Otley and Pierce, 1995; Lightner et al., 1983; Alderman
and Deitrick, 1982487 R T EHRET AR BHRIETEBANRIE - EETAERIAEEIE
BENWREERT TFNEE - ANEEFESHH T FEENTABR  BETHEEHNIIE
S EMmm BT (Otley and Pierce, 1995; Rhode, 1978), EBEERN AT E(Alderman
and Deitrick, 1982), dEFZ R A9LIR(McDaniel, 1990) » A ¥ ERHD et B A 2 BE (Margheim
and Pany, 1986) - MEIEFTHARBML EHNTER » FEAENEESETRE(Smith, 1995;
Lightner et al., 1982) - REAMNATEER T IEEENMWASASE » BE 7 HTEEBFI WS
£ AARKIFTT LIFRR Y NMEB A MREES] -

TEFCHIRIATZE ™ » Kelley and Margheim (1990)5%5% 1 Fr IR D H B R =TT RAVE
H o TERARABEGTH » Tsui and Gul (1996)FABEMIRET A B L IRER HER G
MRS ERBENEZBNEEER « IH » Herrbach (200237 7 —@EER "LEE
" FHENERAGRL RS LIFBENMEE - LHRBHENSETSAERETA
WIRE - BB TN IE LESE - KEEE L8] - Fr8EIENESE
EREZANERE - EREREATAHET LEFEEFENMRLEE Ny —EZER - EFX
ERENENERNEERFRNNER EETRETANET ASNBERER
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BEERENHFT T - BRF oSl ARERMNTIRAER - BRI 8ENa
YRR RER o ARETBENGNR » AT EASKENIERS - #A
—EERTEARIINWEEER  BREMMIFAAREAZERED  EHEHT ARRS B
o (FIRAVEHN » KREEBD  AREFNEEM, DIRESTRINE S I S S R =T AN
Bt ELFE  BEA TP g EFMAETaE -

FtABEFHNERM

EAREPNERMAILUBAE P WARTIREERAREE - 55t REZFRENE
BEA QAR TIBHEELNRAREE - X IS EAgHESTABNIFELS
P& SREAGESEFETHEERENES  ARFEFAREHE N — B BEEEIRE
FAFRE DU RERETT AR RERHEHNETRE - —REETEEIEBIANEE
ABEENMEZEPHERTEER— -

B EATEA N IENEEHESBERELRANSE - BIFEEN T FFEEELY
BHIERE - EREERES]  BIrZEROFCFETIRE MZT ELNBEI ML ©
LarkerflIRichardson(2004) B R EM B AN L DB BT RRRBUANKE - 5—7
[ - RaniF ATE2007F R EFA BUEF IREGEENM S - I — A Aga8RT
ARG ETERAGAAP)MZ R EF P NS AT - RaniZF ARIFRIBERE BB R
ERE—EEENSHEEN - FSrATNERSERERARAEREF » ALERMMAAT
BRREFPENFNERTHBERE - BN Lillam - £—EURBIRRA

Hl : TEPHEZM DN ET RETANEE L EFELREY -

TR0\

1B #EDeAngelo (1981) MIEE » Bt AEMNB UM EEZSHERERLNEDFEER
MERANILERE - BEstAEREEERHEANF REMMREBEREBE CHANF
[ (Moore etal. » 2006) o BTt ABEEWBIRENTZTEBEZN —TMNHZE - FTEESEA
A BREREEBSARARIMNEE (Levitt and Dwyer, 2002) o & T @A HIREREE
RtamETERNMNE » FarATHEL TR (Moore  etal, » 2006) - IEE T A B



' I.
1 Ll .‘

EPHA @Ry - HBNATNER - BRI IR ATESNER) (Goldman  and
Barlev,1974) o EK [ » EREZIATFBMNERMMIESZSPEETREHNERISNE
STEER - ERNERTESEETABRANEREETFMERMBEMBRSHF D
MNARTHE - MRFESABNWEEA T B0 - B T ABHEAT Y EFPR
RN R IEFIZFTAD

H2 : () EEFPMEBEEENE BBz BT aEEME

E—BARCAREEEEAREL Y ZFENEPER - EALIAATT ABNEN T
WOBTEHIESS o BRIELZ 5D + GeigerfllRama (2003)MAT ST REAERTE AMNZ DB EIEMER
ERAAIREI s B EAREME - EERNB T » —EEAREVEAEEREEBIESE
GEMRE o IRE LALE R BT IR MR

H2 : (b)EERTEMNELENERETR DAL EFEEHEENE -

EFARREE

frY CALAERRS - B LIEMBEEMEHR RN ET ABNTREREEMNZE -
Prahbu(1987) 2 ZARE — Le RANR M AR AR S TER BB ETAE - (IR
MHFAZARREQREFTRENEP ZBNAERE - RAZFPAIREAREENLEE
%o REMBARNEFNASEE  EEaETABNLFRERY RE -

FLEERIRABEMEMNEANA BT ALBEGEEEEENEE o Benford (2000) 1214
Bt LIFMERBEESZEAEARARPARBRANEGED - TERIOWEMEEEINE
TEABRLESE  FHAREHETIRIETHILEMEZEAREE TE - RNEAN
BRI RARGE—FTNMEBFABNOEEE - ERETEERET AR BBRREETRRRE
PIFTASZRIEE D Nz RHERIRY » E=EREFRTAT ¢

H3 - EBREUANRETALEE EEBERNEE -

FFEITEERIE D

AEEE TERER - ot LIERERGE LIFERE  FEEENEBOTES
F938AN o (DeZoort and Lord, 1997) - FAAKEBEENER - BESETARGHAETAER
EERENSE AT LTS - HARARFEBE oHEnETEEAER LTELNE
7 AAEEFAMEFE —EEHES - MBWFEAEE T (FRIEW—E T E(McNair, 1991) -
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BN R ER&EE VAR EBEONERESEHNETRETANEE - BEFTRETAE
EREEMEETET LEBEENTA  PINRALEEENFELEMERET AR RR
ZE=TAFMA (Lightner et al., 1982) » Kelley and Margheim (1990) AR 25 RO 2L 1% A9 45 52 55 DA A ]
BEEAENE T LFEERTARERTRERE « W ZRIFTIREIR - £BHEFMAIEE
AMERTERERESN - fl - B ARSFAEEHZINER  BERPAREKE AT
FRENEFENERTBERE - AANEFANEEESARNE  HEET LIFEEXIIRE
(AICPA, 1992) > IS FIAER B F LA ATHAR RS - BN E/REE

H4(a): £ T/EpRR I IRSRIIRENE D s B EE —BEHERT

EEERNBRT O T FERRRDENERGRETENED - ELEHMRER
RETH - OA - BOSENTEE  HBNTEZP ENNHETISENIEAER
(Herrbach,2001) = Choo and Firth (199N EEE BT EENHENED THEEEBN
RIS HE NS AT - MANEREESS Y BMANER - L E5E Y ESERE
ATEARBHBEERBNEH R G FRIBENE TR - FHIEENERRNAT

H4 (b) : RETEEEANET RETAZEGELEHERE -

THEBENREFEEARS » HREAIER EREFAABNBAFEZENTFRE
ETRS - EREBEHR 2P BERFEEA LENETTENSREE - IRBELEER
AEBETATRAN - TP AIREREZEEMAVETAQE » Loeb (195N IREEIEREFER
HER - HTAGRIREZFPHEBINZE - (LEEHIBMERZSE

H5 : RPNERMNSETRENERE EAERENIEEE -

S E SR AR

B LER—MEARBREBONES - W HEAERNSEBETHAAENTE - TF
S EREEDRIEES| B LIF EMRMAETAm o EMEL T REBAEH - PorterF A(1974)1R 4L Y
588 N RIEIERR A EARRE AR T EERI T AR - HIEALDNEEARNIE TR
B ElREFEN AL LERENRFEAZRY « PorterF A(197HR AN —ERIREMEEZER
BREMHPZHRTFNITERER - REEEER » SEASESEERATMNHE - HRFEL
DEEEEME TR - MANANARRENE - —BEBHEHARY - SEAZEGE
EESNE IR MM B IR E AR « 5540 > Satina(2003)F5 ¥ /A B YR B /R B BER = )
BHEE RNEHE o RPIEEREHMUNER - RHBEEETE - BIREBHTIZER YRS
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BEE - EEERENEEREN X ERTEREEX - RaREXFRITHETTAESNE
ETREARE

Bo DR - RINEHAREREEEBENERT » SRR BT 7 BTER
Z BB RCRAOI AT - ARFJAE LFREARENERT - 80 TIEHEE FEEdE 88
BIRHIEE{A(Zuraidah and Takiah, 2007) - fEFHEMME LFNFTERBARKNWEDZH -
—BEIIEBAEAREESAE LFEN - MfRJEEBKEH S EER A EENITRED
TELMEN - AEER  NRBABEBLEALEENTR  BHRE G AS —ERER
1 ESEEERREAGE S -

EETERNE LFNERR - MM Al A BT LF LRACHZHIRE - 57
E—FEINY BETANEL  REWROMELRETA - M EGREDBRER -
BRAVBIEE T BoEREAESL

BE
=

Ho : BB BEERETRT - BETHNBBETEAENER -
B

EIRMREEIMEMRE o E—ERERAERENETNEPIARMIM KT BB (728K
hE) BELNARMIFUAEETEHBATH 32 FRNE) BLETRY - RUHE T2EFT
ABETYEHENRD - BRES Y HEREMBESTASRREERNERRA - [ R —
R R T T IEA - ERMAEEGEIIAEREA - XRSEER/NEZSEN AR
i BEANEEESRAHEEMN RPEEM - BEEE R « SEIBERS - BFEEIIML
RRETH - MR ARLEHEEREETHREH - S0 FBERIRN X Bi(referring to Q8 & 9 from
Moore et al., 2006; Q5 from Kelley and Margheim, 1990; Q16, 17, 19 & 20 from Herrbach, 2001) -
ELEBLRERG YV IUERETALS PR ELMEETEE WL ¥V HEMNES
K RAEMESNERHED L2 UEMBMAN - THET ARHE2UANBERERFFT
FEEHET T SRFE - ARFTEHEEES Y 13335 S A LUREE LR E R
EENEEE - MEANKEFREREREESHET - 2HASHIREGCHEL
FREMRE » AI-SHIBEFRERAR LK

BTERREFFI4AMETABERENRAEHNS - EU4IMETABKRERUAE
ST RIS E A I EHEAT - ERERSEED - BIRBLT Y L EAHIALIFERAT
BLHEEHEIENER ERENE ﬁﬁf@ﬁ%ﬁ’]@ﬂﬂ"%ﬁ@%{%ﬁ A ATHUS Y
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A2 HEEHENE R B EHNZNREETRMANESEHRASE - TR —BREE - BRMEE
EITHWEREREZMERARETANRRE - HI35PESETHEMNTG  BEEEL
BEYWEI3 22 MENEFEFDS - ERMAERETARTEE - 24 1HHE - u&%%ﬁ
I 2ER AR AR EETTRRAA o

UAWETTABELIEMANEITALE  BRERESLEMNSETIRYE (NEERARE
HEMBNETTRIE) - BIANIS AR Y K (Palmrose 1988; Becker et al. 1998; Teoh
and Wong, 1993) o B2 HAFVAFINTISHEEE/) - MAETEHTNE TAEEBENESA
Ko FTRIEEEMRF  REAMETTHBEANE LRSEMAB RN - REEKEH
FTN B854 » REEMWAKSEHEFTNGS 0L - BEENZERRZMNETAE » M4ZEFEAR
MR TEAL » AFEESRII0ARBTAMBSRERNEEIRBONSHEE -
FHEMLEEERRS - 2219%6% » AJDIRREHISHRIBATERNIRESSD

SAEBNAGRTEERT I AR EFRERT - 2EENTELERETAL - RN
BTRA 0 FAERFEER ERNRARSMMAEHEMTRPREAESFRBEE -
EREE  BRFECHBERERSENLERE BN R FMAEBRNESEEEN
%%%%’!L « RPEBHFEFEBEARBE - XAENTRHFRENWFEL285 ( Ef&#
4.55F) BEFR R PR = B AR K E@E@%HFETJJ%E%%L%@J ARERAL © FER
E@%Eﬁ%ﬂﬁﬁkgv%ﬂ%ﬁl‘i (92N) WRIERIUAGETAIEFELT (82%)
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F— I RBABMABEX

IWRESTE FAREBFAE

A % AE %

S 28 32.9% 15 30%
g 57 67.1% 35 70%
FEHA 22-30 58 682% 28 56%
30 Db 27 31.8% 22 44%
BHKE AR 85 100% 50 100%
AR E 47 55.3% 15 30%

B3Ok AE RETAR 55 64.7% 27 54%
FEAER 20 23.5% 14 28%

2RIEAE 10 11.8% 9 18%

S AR [A]
BMEMESERIEHBEEN - MMHAERZRE RN AHERTER « RFXR
2 . ARG M EN ST AIET T HERS - K ESEA TR GR
ISR TSR SEST LEMMER (Q1) > FJerAiER LENEE (Q2) » BiZERUE (
Q3) - =ELEM LEAMRKEBRRISEREBANESE (04) - DEHARNEBR
(Q5) - HIEABURIVEE - R ER ¥ —80.63 N nl{5ECronbach %2 » i51{H
AEAEENEE CEAZESA (Numnally,1967) -

s YA S B )

BB ERI—ERE (Q6) - HEEHRAKEFRLIE < HAEERMENYE
EREERETNL - ERBASHET TER - ERZHER RS LLTAE SRS
B R EREATIRIE - (RIS P Kelley and Margheim (1990) #IRHZE IR - BIZAZEAI(S
ERET 2T EAN - BAAETAREEEBE -

| ‘ ] P R
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BUEEREZEFPEEREENHEE  BEEITEFAPFNAEZER (Q7) » ERHEE
STATIHIEEER (Q8) - BETEP EFFAMNEGR (Q9) » LIAEFEECHEPMEE
(Q10) - Q7TAMQSZERI0ZZE ABTRFIAELTRASHETERSH - QUMQIOZEME
MooreZF A (2006) FIFFFTHT HAY - EIVEMERABF RN ARMERER LK - 2R
R EE M FE RS2 —@%0.55/Cronbach  ofRE} » EEEBEETRANEE L2AILER
iOl

AEESHIE - EEER I ERPNEEMEEN  BREHETATRKRHEAPWNE
ZE (Qll) > HEFTABEREEFLWEEM (012) » DUEEBFHAELFELRHERELN
HBEX (Q13) -~ FLMBERUEEIVUET ABZRTNESTHESY - EHRIAEE
WEIEH » 53 Y —{E80.5858Cronbach aff&Z] o

Eﬁm@ﬁé

EEEAAEMERE - FHEMTEEEEMERFEN - —BEENEEHE T
X EEXKE (Q14) » Z—E=EBEAE » AREFEXNERL Ko BB,y
AT (Q15) -« ELUMABERBARRNBEEE 0BT ABNMESHES - EREFAIEEF
Cronbach qfZ27.20.701 -

A

QI6EQRIFHZEN BT AERETAN - ERITAAIBEAESTTABFFNEREEF
FKILHA (Herrbach,2001) - FBE TIERTRAMVEN TFEERHEREFTEE - BT
WEWNBETT R EAEREE RIBEAT BHEERAETETES 20T
HERRERE TFEENAE - LNEREFPNMEENSHET L(F - E/NERFERAT
FESRIFEHAR - FABERIEEF » 72/ Cronbach ofZ 27720853 -

HERIH

FRRNERSRNEL - R PRR TR ENTEEREERARNEE - AREE
ERRZZEHBN - ERAHFEXRAZHEISEMTIEESEN - EERMERERY
ZERHFRY (RER=) - ARAMRESHE-REE (RETH) NEEBIEEE
1TEIAHT - FTLIBRZEMENMIR D ERSEN - 2 EREEAARDTALIEL » E—
—EHRETRIB VAR ENRNZEHERMLEE -



= IEALMEAEAE (N=135)

FHH  =ME &KNE A EREE  ZREE

17.541  1.17 4.17 3.727 6- 30 6-30
E@‘%E
TO  EEEEM 16208  2.20 4.60 2.468 5-25 5-25
TBP RRETEERD 3.015 2.00 5.00 0.828 1-5 Gl
IND &3t 12.341  2.00 4.50 1.833 4-20 8- 20
CIP EFEMEEM 9.37 8 2.00 4.67 1.740 3-15 6- 15
TC EHEMMN 6.2962  2.00 4.50 126416  2-10 4-8

== ' HEFEEE
DB TO TBP IND CIP TC

DB 1
TO Do) e = 1
TBP 197 ** 302 Hkx 1
IND - 304 **k 158 * -.021 1
CIP 278wk 06 1 1 75 %% [SIETRAAGT # %5 1
TC 238 #xk 243 wak 193 *x =l ] Jlgalgs 1

*FE10VRYERRE KE TEER B
= SURYERE R MEBRRR
FRIEIVHERE R E TRERERE




U BEEREMRET HEBERNZELRFRILER

Rz=.297
Adjusted R = .254
F Significance = .000

Number of significant coefficients = 4

N =135

Explanatory Coefficient Std Error Betat - values Significance
Variable

Constant -.678 308 -2.197 030 *
TBP 225 .099 2.273 025 *
IND 192 .090 -2.141 034 *
CIP 189 .090 2.086 039 *
TC 135 .083 1.632 .105

*TESYRI AR K E TR RRE R
TBP = BETEEED

IND =5 Am& 14

ClP = ERFEEH

TC = EEEEM

TS SRR  Hl Regidba8 (p<0.1) » HBHXFF YRani FA (2007) HUERRS » Al
BESTABNEFIRWE Y AEMRBER - ASRBEPNWEHET LE - KHHE
BE=gEr ARME - MY REEREEESTEERNS @ FNNREERS
MEMATICA Y2 - ERSSHESN LFEEENTE - BIR L FAARAREREES
B A ELASHRPIRYER 2 T - 353800 Y Oliver (2001) EAFVOER WIFE - RZEENERE
BHIRET/ °

WAEEEAREUREENRAERRIE - H2 (a) REFEEMRET ABBRUENEFREZS 28
EMAHKE (p < 001) - EHEERZAEEHRIER - REEDeAngelo (1981) » FBEF ASFTER
FFHB DR E LERAEHIREROVHE - AISEstAREREREHBZERSM - B
= BREPINARENERR - tHELEARARMATENWAIRERR - s~ —E
SREREEEAIRATEMTIEY o AN TN EREIEESRERENERI R TRRE - &
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B R E R EANESAB LR B EE M - 5 —FERHR - BESABHIEEAEP
ETRBWEREF A DIES BB -

B HZ (b)YBREURIAHE BB A BB MNEETAREaBRERR - EEBR
EEA RSB NEET BIEAT - ERAAERESTT Y Geiger ] Rama (2003)fIHF5% « AE
Bk WKREE MEBEMAGHEEARESRENER & 525 B %18 B iR
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