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PRI BT ST A ML T BB — R B L R4 BT
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HAFEEN RS ETAARREENZ ., XMHa
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BHEN TR ARE N R RRE; TRIBRASTHENR
HTAREEOZRE, FHEETEES A R MEN RN A
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Abstract

Under conditions of asymmetric information, management
of listed companies as “economic man” are inevitable to choose to
conduct earnings management in the space permitted by
accounting standards based on the combined action of self-
interested demand and avoiding risk. At the same time, the
“incompletion” of accounting standards provides the possibilities
to interest arbitrage of management. Based on goal of avoiding
risk, the measures of earnings management will be changed with
the changes of accounting standards. And with variation of
restriction regulation of accounting standards, the extent of
earnings management will be changed. The relevant provisions
of accounting standards will affect the actions of management of
listed companies and the extent of earnings management.

Based on the financial data of listed companies before and
after the implementation of new accounting standards in 2006,
this paper analyzes its impacts to earnings management measures
and its extent, The aim is to provide basis for accounting
standards optimization further and measuring the actions of
earnings management scientifically and reasonably. Conclusions
have been reached through normative research and empirical

analysis.
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1. In this paper, on the basis of analysis ideas of
stakeholder's gaming, it proves that the process of developments
and changes in accodnting standards is not a purely technical
process, but a gaming process of rent-seeking of stakeholders,
Rent-seeking activities of various stakeholders around accounting
standards are in the whole process throughout the development
and implementation of accounting standards.

2. In order to restrict earnings management, active changes
in accounting standards are an important tool. Meanwhile, it is
also indispensable to monitor behaviors of earnings management.
However, under conditions of asymmetric information,
monitoring cost is very high and it's efficient to conduct is too
poor. Bayesian analysis has been applied into monitoring
earnings management in this paper. We find It will be a lower
cost and high efficient method to establish monitoring mechanism
on earnings management,

3. Corporate governance is very important mechanism to
restrict and constrain self-interested management behaviors.
Compared with other external supervision means, such as CPA
and government supervision, corporate governance should be
direct means to affect and constrain earnings management. If
corporate governance is effective, it can effectively constrain
earnings management caused by incompletion of accounting
standards, In this paper, it is confirmed by Panel Data Analysis
that present corporate governance is bad effective on restriction
on earnings management, especially poor role of independent
directors and the combination of chairman and general manager,

It needs a set of effective and scientific accounting standards to
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constrain earnings management of listed companies.

4. From the process of changes of accounting systems and
accounting standards since reform and open, the changes of our
accounting system and accounting standards are based on changes
of accounting system which is capital market-oriented and
government-led mandatory “incremental” changes. However, in
2006 the implementation of new accounting standards has its own
characteristics. It is the same as the international acconnting
standards in total and has totally reformed old accounting
standards system., Aimed at the whole and violent reform, we
theoretically analyze the possible impacts on earnings
management from new accounting standards combined with
traditional measures of earnings management, This paper argues
that some reforms, such as cancellation of LIFO, no reversal of
impairment of long-term assets and business combination
accounting treatment based on asset book value, will push down
space of earnings management of listed companies in some
extent. But in new accounting standards, some new regulations
will enlarge space of earnings management, such as fair value
valuation model and revenue from debt restructuring credited on
profit.

5. In this paper, Group Method of Data Handling (GMDH)
confirms that listed companies with different requirements and
motivations of earnings management have big differences on
source and composition of profit. Listed companies with small
profit have motivation to increase their profit, and their profit
source is from operating revenue, non-operating revenue and loss

of asset impairment, Among them, major components are debt

7



BFSitil/ zaniraomsnmms 000

restructuring income and gains & losses of non-current assets
disposal. At the same time, as a control sample, profit of non-
small-profit business comes from difference between operating
revenue and operating cost. This shows that income of debt
restructuring, gains & losses on asset impairment and income of
non-current assets disposal are major measures to conduct
earnings management in these listed companies with motivation
of earnings management, In the meaning tirﬁe, it is noticeable
that fair value focused by researchers has not become important
measure to increase profit by accounting adjustment. ‘

6. Through using panel data analysis method, this paper
confirms that income of debt restructuring credited profit has
become a very important method to increase profit in listed
companies and no-reversal of long term asset impairment
restricts space of earnings management. In the mean time, the
extent of using current asset impairment to conduct earnings
management is reducing obviously. The reason may be that it is
much easier to use debt restructuring principal than others to get
profit. And efnpirical study has proved again that fair value
model has not become an important measure for listed companies
to adjust profit,

7. Based on motivation differences of earnings management,
we establish a multi-dimensional measurement model of earnings
management to reflect earnings manipulation, profit smoothing
and loss avoiding. And this model has been applied to measure
the extent of earnings management of listed companies in six
industries before and after complementation of new accounting

standards. The conclusions show that earnings management
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behaviors of listed companies are universal. Except individual
industries and specific index, overall situation shows that
earnings quality is downward trend compared with the previous
three fiscal year before complementation of new accounting
standards in 2007, and the earnings quality in 2008 has
improved, but not obvious.

8. This paper studies comprehensive impact of combined
function of changes in accounting standards and corporate
governance upon earnings quality, Because above three variables
can not simply rely on direct measurement of a single indicator,
need more indicators to depend on. Traditional method of
mathematical modeling can not study relationship between
multiple independent variables with multiple dependent
\}ariables. So this article uses Structural Equation Modeling
(SEM) to study. The results show that implementation of new
accounting standards has no effect to restrict and constrain
behaviors that listed companies with small profit increase profit
by accounting adjustment and listed companies with losses
decrease profit by accounting adjustment. In 2007 and 2008 after
complementation of new accounting standards, the behaviors of
earnings management with different directions pushed by
different motivations of listed companies are an upward trend.
Meanwhile effect binding of corporate governance is very low,
but is going up in 2007 and 2008 after complementation of new
accounting standards, This should have nothing with
complementation of new accounting standards, and it is the
result of obvious effect of various measures of corporate

governance in recent years,
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1.1 ZEEEFEh

HATGNERER, USHMESERAEN EHARMSR
BB T fEAER . ERSTEENEEARES, SHAR
HFR—HBZRA. GAASLHMFZALERE. TBEai
ERRNARRERSITEENFEHS N, SHRARERTHHE
EMHAENAG., HE, EEEAXNKNELT, IMI&IHHE
BERAETES EHAAEHERAENRARERRR. HIR&WM
HEENR ERHRESEEMELT, WEERYEA RS
m, BREERNILEANER , EEERBRNIEFR ﬂﬂ%lﬁ
BEREBESTREAET B 2 HEK LR

BAE M (earnings management) JE2H & 7F 4 il W 511
SRS P A B B ERENBET S IRE, RS
HMER AN AR EAZT G AINT, W5 R Em
SHBEEAEMEITHAE AT RME R (Healy and
Wahlen. 1999), BABHELITERNREINAET AT EENES
B, REWEHEW T SIHMERNESH, BaitsfEdal

EEAER . B ETERFRETEGABIHEN. MAKE
TR R Al 3R 35 b3z R T B AU ME U B T BB R X e T R SE e
A, WECHNTEREAERR EAERANX S, BATHEER
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