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Abstract

This book examines how accruals affect the accounting conserva-
tism in each firm life cycle stage. My research is based on data from
Chinese listed companies between 1998 and 2005, the results reveal ;

In Chinese listed companies, the firm characteristics in each
stage of life cycle, such as profitability, investment expenses and other
financial ratios typically follow a systematic variation. Firm-specific
life cycle and industry life cycle are different, and a simple industry
control variable fails to capture the distinct economic differences during
each firm life cycle stage. Evolving process of the firm life cyele is not
determined by the sequential manner. Its path is less predictable from
these origin states. In the shakeout and decline stage, there are higher
frequencies of delisting warnings in Chinese stock market. In the
mutual fund practice, investment strategies adopted by growth style
fund have similarities with the classification of the life cycle stage.

The research results show that proxy based on a combination pattern of
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firm’s cash flows can accurately classify different stages of Chinese
listed firms, and has a parsimonious practicality characteristic, which
can be employed in large-sample analysis.

In Chinese lasted companies, changes in managerial operating
decisions and operational outcomes directly determine how acecruals
evolve. The corperate life cycle is the combined result of business
strategies and allocation of resources, comprehensively reflecting the
company’s innate factors and has a signifrcant impact on accruals.
The dominant role of auruals differs ateach stage of the life cycle,
changes in corporate fundamentals as well as application of accounting
standards result in normal variations in accruals, which are not caused
by the opportunistic bahavior of management. Accruals properties are
far more adequate and complex than those reflected by current empirical
models. Adding life cycle factor into current accruals model can
considerably improve the specification and power.

In Chinese listed companies, the accruals of those companies
present a systematic variation as the the firm life cycle passes through
different stages. Moreover, the degree of accounting conservatism is
affected by a firm’s fundamentals and also follows systematic variation
with changes in accruals over the firm life cycle. The dominant role of
accruals differs at each stage of the cycle. Thus, in line with the
matching priciple, accruals are mostly positive and much more
numerous during the early stages of the cycle. The primary role of
accruals is to defer recognition of revenue and losses. Accruals can
thus smooth earnings, and the firm’s conditional conservatism will be
weaker. In contrast, according to the fair value concepte, accruals
are often negative during the end stage of the cycle. The firm promptly

recognizes any losses, and its conditional conservatism will be

___A




stronger. Preliminary evidence suggests that throughout the firm life
cycle, overall accounting conservatism generally shows U shaped
distribution. Since accruals play different roles, their contribution to
overall conservatism varies with the different life cycle stages; during
the early stages, their contribution is mainly the result of deferring
recognition of income, while during the end stages it is mainly due to

the timely recognition of losses.
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1.1 ARG ERHRQE

Mt (Accrual) M4 SiFMEZL, IS RL NI
PFBERR SR E R R, Neg M RPRE, B0
WEMMBREMER, B2d T4itaW, Bl e R
PRI U A, 3 R T R i B P R R i R T ke S BT
o MOTHER SRR . RANSGHEE T AE THE
YER, A NRBTHE R R EM M AR AT R .0
(Ball and Shivakumar, 2006) ,

A 2 O KM B A9 55 ( Measurement Perspec-
tive) FFSEMTFROR I IER (BB EME) , BDRNITTFRRART
B ISR e, AEALA  TEA L 4 BE RAR AR R R 2
TH (Dechow, 1994), JREME X, Rt & T Slkay#
TR, Eflais el kmERm 2k, HERA KT
Ryt 2 7T BRI R R, BN AR 4ol i 2R A R
BARE, R E Al K 2 b AR A S R R A T
REemm AR, MaRPMER, KBmNs, 83 7 rinas
HIYER (Zhang, 2007),

TEZ5IT 3k, Sloan (1996) KL HL, & AN I9FE
ZMELMTELHAER, THLEEMGARTMIITEA,
Mgk TR S (Accrual Anomaly) RIFRSIBFSE, fEfEA
TR BENAT B FIA BT, ST SCERN F R F 8 IR T8
W BRE HF S 1 R B KBRS 4 AWK 2 (Hribar, 2002), —
RIERN N B2 £ LERH N T, DT 35 I s B AR 2 &
ERL T D R SL PR R, MG WEST, 4N Sloan, 1996; Xie,
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2001 ; Richardson et al. | 2006 %, 5 —2EFAN, NitHy4s4L
R TR ARAGRELF S, SO EERIM IR KL,
MAZEZEAT BRANE R, MKXBBIS, W Faifield,
Whisenant and Yohn, 2003a; Fairfield, Whisenant and Yohn,
2003b; Desai, Rajgopal and Venkatachalam, 2004 %,

RORIBEGE, Zhang (2007 ) B RTEMBER 157 20T, #iR
G RE RN R GeME  r B ok, R A T A ik
BRKr R BANK, A, IMNTREMEEK. |
TRAANBURAESITE R, A2 BRI EE—IRZE R,
M, AR KR, MMABRTEHRALR, NITRERE
HEF RO & A R R R AR S B T8, MR =R,
HBRARZL, b, RERREN-MERX, 2ol
KOGYLEBIR . HE RO BWRE, WIRBA 76 ol A2
ATEE R, NiFEA (40 Jones (1991) #5 %! Fl Dechow and
Dichev (2002) #E%Y) 7R B 55 RiTHRT RSB E A 0l A 3 4
R R AR A B0 R R T Al o

Francis et al. (2004) A9 RIE B HNAERZ DM
PR AV B B R, DA R B8 N W 385 1 S 2 1 oE U #y 3
PUREHRER . B TRRBIESR LW NERZRE, Dechow
and Ge (2006) AR ECE RIFFS R T Al 38 4 A FL
R FEAT (Fundamentals) PR30 H) B4R BRO, X T A [ 3%
AT A, IS ARSI EN bR EA B B 2R, MRS
£ (FCHEW) AR, it < S8OER R, MRFE
(W) 8, STHENS SRR, BaiHERN 4%

O HEAWAMHE. Any factor that could be considered important to the understand-
ing of a particular business. Fundamentals are usually considered outside the context of the
market as a whole. Some examples of fundamentals include a company’s growth, revenues,
earnings, management, and capital structure. The use of fundamentals as an investment
strategy is called fundamental analysis. http; //www. fxwords. com/f/fundamentals. himl,
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W A FRSE M, SRR T R R 2SR, B bR R
b7 B st MR &R i RN g R, HRK
TR, EG, SN RS A s e T R K
FHRAEA, DRSS KAER, W LURR R T R st
PEEUASEHREI 2 EXWTR, KRBT RS HAR ER
BT A FEAEDR O, it R AR B AR 2 O 8% 3 AR 25 4
RERMA MW EE B, Fairfield (2006) A4 A
Bl YR T A R T 2% T B AR R e R R R B T Y B L
Z—

XFNITH H B R B R AR A4, ESTHEE RS
BT AP AIREM A . ST IREMH = R RS
IR AT E B2 So i (8 A S0 R R B B P M {3, 48
RS 3 SO R P B E AR (AT L), FEX AR
T, BREMENENSERBEFRERIEM; SiFRA
TS EESR AR T SEBLY, D B S 00 K A 3 S A B
FIM R ABRIA (W), TEXFWAET, BRLeH
SZEAGHERME R, EXMELT, BHRBET B
T0I g RO FHERON T B 7 S0 5 2% 7P BE S AR A B (LA T R A R
STHEN R AR BB T st MBI TE
AR S RIIEE (Dechow and Schrand, 2004), i, M
SITHHET B Af B, WS Bk T 2318 B EE A b AR A T R AR Ak
(HMKEHIR) MAETK,

B FRIFBE O DR REHEM T H, Wl LIBIES LY
KR, XA MERR X 7. W 28 4k 3 [R] B 52 3]
B AR Z N (Richardson et al. , 2006) , K, HHES]
ABSEFERY () K RS ERENER, A
AOSCHER T, sl A= i JRT A 1 A8 RN S BT HE SR T A7 2 JX SR BEK

Al — AN S TR A S AR, T T O B AR M R T e F
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