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Abstract

This study examines the impact of internal control deficiencies on the pricing of
discretionary accruals. Using U.S. data over the period from 2004 to 2011, we find that
internal control deficiencies negatively moderate the association between discretionary
accruals and current stock returns, as well as the association between discretionary accruals
and future profitability. These results suggest that internal control weakness leads the
market to attach less value to discretionary accruals and reduces the ability of discretionary
accruals to reflect future performance. We further find that firms modifying previously
internal control deficiencies exhibit positive implications of discretionary accruals for
current stock returns and future profitability. Moreover, we find the impact of internal
control deficiencies on value relevance of discretionary accruals is more pronounced for
company-level relative to account-level, and when firms engage in earnings manipulation

to meet earnings target.

Keywords: Internal control deficiencies, Discretionary accruals, Stock returns, Future
profitability.

* Corresponding author. E-mail: Ixd3@ulive.pccu.edu.tw; hsuehtienLU@gmail.com. The authors appreciate
National Federation of CPA Associations of the R.O.C. and valuable comments from anonymous
reviewers and the editorial board of Journal of Accounting.

Submitted September 2019

Accepted May 2021

After 2 rounds of review

Field Editor: Professor Chi-Chun Liu
DOI: 10.6552/JOAR.202107 (73).0002



Rusl
T
)ﬂ
-
P

A EH L N S R P 2R 63

IR

% Wi €3 % pl4 B € (Financial Accounting Standards Board > f§ -
FASB) # i e & 1+ 2 3F % — %(Statement of Financial Accounting Concepts
No. 1) (FASB 1978) > ~ ¥ 452 TR A Z4pds » mIL & A#H > { Wi
CEARAARE BSR4 | c BT AFRT RO FRIIER B A Ak
B A RM N B ARER LG £ wamf“$%~ﬁw;%¢maw
i?‘J%’xiﬁ”’fk(Dechow 1994) c 2P E@AAFTE® A d 2B FERILIED

BEF G T - AR FATNN #E RS RAE SR L LN
%Eﬁ;% p /m(Watts and Zimmerman 1986; Bowen Burghstahler, and Daley 1987,
Holthausen 1990; Healy and Palepu 1993) o 53+ 58 B ¥ £ % A 2 25484 gr 50

AR c B ¥ P EER G M A fﬁ r? SR A I
a8 S A ’ﬁiw“%\ AR o BRI R - R E R
LEFEREIN T pd SR RIS S Jfl“iﬁ%?ﬁﬁ o AP AT L A
I o RN RIEIE P oa @MY A iéjéﬁ it # 2_ 7 1 (DeFond and Park
1”ﬂ°§iﬁ%?ﬁﬂ?‘%§ﬂ%® HHF G FMZIE S BAEEFF
AR g P LR R 0 2% UIRIR A KBS

Pl

2 € 3 B B (Generally Accepted Accounting Principles >
# GAAP) = FIZps i * €312 02 > AN F AP g TR BB R
FBRRI A s 2R RPN EERE > EF PR ERZ P Do
BEEEF BT RO RLTRT I R R flE -
PR ET RIS G R RN > VARG L E R
TP 0 R F B R P AA(Watts and Zimmerman 1986; Holthausen 1990;
Healy and Palepu 1993) o #4348 P 72 ¢ B JZPFLMENE » ™72 3 2 41
MR Y B ERT AP FRIA VAR A ARMAEZ o Flpt > gIE
AP P E AR RP R B Fibr e (FlEFE 1999
Mendenhall and Nichols 1988 )

m%ﬁﬂﬁaﬁagﬁﬁméﬂﬁﬁi—°% B &R G
'J‘Eiiﬁ?f%*ﬁ*ﬁ”*ﬁj’é’f%“i“iﬁ ’ iiﬂlﬁﬂl‘i’&?'“*? & Ak
- 3R o ;g.u fRil-lg g e g A A ermiLfl | & R B RE o P IR
FlRG B2 P BRRE 2P FERSFE %% FETA RRE L H R
ERBABEFET IR o 1995 & ¥ R H F 427 (Barings Bank)3T4r 8 A (7 2
LB R FL,_:,'-WF(NICI( Leeson) & & G248 e/ ™ ’4””* N F AR EER
‘i\«t’-}-‘f g = %ﬁqf’fﬂl‘»é_ ' & fsd ING i %@'z’ PE o fs » %

LR

DR R RS DS R SR M % Pl B P a2 R R 2t
R EPATREE  MEREEMBHFEETINY T AR EAINE Y 2 HREL > LR
AL E TR TR -



64 FLEES % T3H 02021 & 70

SEE EES AN S RN IR L N CE S s A v
TN FES T RUTEY TF FRE 21 BN NE U U ES PN
HAE AR e kR E R

EREE-GP ERERL ) FRIEERT AR OFFF ST A
ZEGHEED HFenfe >0 2002 # 7T VS NEE 2RV A EAT
A HERHHBREL L DB AT P 0 DT RE LG
APE RS o B o Rk 302 88 404 &R w0 JHP RG] o Bk
;%hozm4$w§£w%$2ppaﬁﬁéaﬂ<%iﬁgmﬁﬁﬁ’M
Boe g P TIE R HE MR E G M2 %454 (Internal Control over Fmancial
Reporting > @ i ICFR) % »afd » 3 I13= R 4R 2 » ¥ i PR L A 540 ¢
?ﬁﬁﬁo&ﬂ’Q?ﬁﬁﬁf*%ﬁﬁﬁﬁapwfm%rﬁﬁﬁﬁﬁﬁ
3 s BIFAPIT AR RL 0404 2R E > 22004 &£ 11 7 15 p EA
Ak A FWHORS T PR FEEIN KR AT EERE o H
WA ARFELE A EL A FRGHRDOE Y A FE EF ? (Berger, Li, and Wong
2005; Zhang 2007; Li, Pincus, and Rego 2008) -

A2 TP DA REN AT HEHS R AR AR
i@—iéﬁf%#ﬁ;».i{%??&u’\““i’”# = I Sl Nt M R U
WA P S5~ 7 18 5 (Hogan and Wilkins 2005; Bedard 2006; Doyle,
Ge, and McVay 2007a; Ashbaugh-Skaife, Collins, Kinney, and LaFond. 2008;
Donelson, Ege, and Mclnnis 2017) o >t p 2RE2 4] 75 st 2 chTp BT > 05| B3t
WP AR S F AR B MBI ?fml‘ R 7T A AR
MOV - ARk PRI ik R E R AT § B
PPt AR A RFTAL R 0 P E SRR ST TR o PR
?&ﬁ@ﬁﬂéiﬁﬁ’<mﬁW$éﬂﬁdg’%ﬁﬁﬁﬁﬁmfﬁ’?@ﬂ
BRI FEERTAD T8 c AL UEFFPAIEIATRL LY > T
BETH AR R AT G AR o R PR T p 2R
RARFR M 0 2 RGBT B s A R

*P?E%?\'ifi Subramanyam (1996)=#* 3 7% 1 » #-F 437+ = B & % !
iF é@v;ﬁg/ T 2R R IE R 2 LA REIE R o £ 4 A p ‘*fi;}""ﬁf
Tratl el neE- %ﬁd T AR P R LRPRE - 2

oA \;&. 302 & & £ 7 CFO & CEO fo¥ 4R 4R F4pp » 7 HM © $p 304rdl2 § »clhie 7
B S-S gs)l:; RégdhEars @ vend A 444 5 302 &30 2002 & 8 7 29 p B4n4 o
RF vlgkb AP IIEAELEL 2P F RALAGDRKFIED &F (b4 Doyle et al. 2007a; Chan,
Farrell, and Lee 2008; Ashbaugh- Skalfe etal. 2008) > B F AV R BB AP AT EBER
BOFRLE o Bl p REEFIRE R DRE 0 ARG R2FREVAD STHA LRSS ”b’im”y: R
] ’? AP IR A A B REETED &R Pﬁﬁ"’“%/‘ DF G REBORIER A o AT JERITR
%\’i/}?*’ O R S L E U I EEE SR LF")’%’*J@E‘ W ii*’Ll% A2 Bk o

PR ISHAPR AR B P ANE 2 KA 0 TN L BILAER 2P P IR ok

ZHPAL

w



L

o

CHRE EF L P I T P 2 65

?%lﬁﬂﬁﬁﬁﬁ’%ﬁW€Kﬁ%?%E§E%§LH%“ﬁB¢%
FRSEFR PN FEA 0 > PR P EORL T M
B3P FREEAIF 2 P “Kjf”ﬁ LA QP s R Rt B A R ENF

BSOS N AR R P o p Ul A 2R T D F ke
Mo FRHEFaR Efe E'<%1J§ﬁrﬂ34 PR FATAME AL e B

O REE RS 0 F AP B P IR L 0 TRA PP R R PE
W EIE R A R EF a4 o AP anEdR %;"r AN TN NELF s TR
(company -level internal control weaknesses)¥ $ 4 & 4:f & P AR N AR E
32 {7 % (earnings management to just meet or beat earnings benchmarks) > #-{ &
O N ST W oAC R IR E N L TS
FR Y E %m&m#'$,££§¢M@?ﬁgg$;ﬁ%¥%§§%
M2t p ;J‘—x%‘ o j&,{;H;Z hde ~ H s ;j:w# Sl £ATHP A B :?;%_
BERAREE L o

AL EE N I L SRR R e o BT AT e F A
w3 /gk%“ﬁ PN FRE Ak & BRI P o B (Bedard 2006; Doyle, Ge,
and McVay 2007b; Ashbaugh-Skaife et al. 2008; Chan, Farrell, and Lee 2008; Epps
and Guthrie 2010; Choudhary, Koester, and Shevlin 2016; Ji, Lu, and Qu 2017)
B R R I L 2T RB TR AP BEEFRD o 8 AT
Brde o 3B P A % s S RS S R D 0 A2 B 6 AT T

BOTH NN R A T R R P M B g
FAILE G LR S ERERRT Y KRR 0
FARILE B HRBE Fad B E A RFEpEEfla 4 = § = B % (Louis
and Roblnson 2005; Louis and White 2007; Billings and Lewis-Westem 2016) - v
MAEI AR T EEAFE NP RIE P G 7 G AT B 5 (Watts
and Zimmerman 1986; Bowen et al. 1987; Holthausen 1990; Healy and Palepu
1993) c P e T HEPF BRI APL L3 BE T4 > Flm g H &
A RIFPUE A5 # = & % B % (Subramanyam 1996; Lin, Liu, Noronha 2016;
Lin and Wu 2020) o 2% i $ 4 2 5 e /“Jcﬁ ?rr‘k # NI AP IR
Flae B S A FBd g Mo P w R Pd 4 T Fla be g R
TP BT HEE A KRR 4 R B o

Ll I

AT RSP RAP AT R R R BRE R AER
PERSFEY O ¢ FRR R R VR R R s

2N G MR AW S O

NG SRR R
- PRI R R L SR
PR PLA BT 1949 EnE R GG 0 SBL BY kR E



66 i ¥ 738 > 2021 & 7

Eﬂzmlﬁiﬂﬁ%—QSﬁM$ﬁ4(@%i&\ﬁﬂﬁﬂ>’iW?*
P B A B (S o N IR S R A o o il A PR
e 2 ZARR G 2002 ELES LR R WRES T RT A e o
o K ERBEF L ¥iﬁ§%mmﬁ@1%%’”W%FW*@*“%'
SR BN IREHIAR S O P E £ 28 A (Herdman 2002; SEC 2002,

= ~w &

fvw

004) o b 8441 7% ~iﬁﬂﬁiﬁﬁﬁ’ﬁﬁﬁﬁﬁﬁm%?’%ikﬁﬁf
ANSPES LA ﬁhaAAg R EA DD E o

w*g&«m%&$&W%r25,rﬁ B MR g M
PERFEAIF ol YR ROBFE AT EP A MBELNE R N
404 H RtV R e :ﬁﬁﬁwﬁ%%(ﬁﬂa%2m5)o‘— ¥
R R FEs s Fon oAk E MR M2 p R ﬁﬁo%
= "CFO & CEO % TMBFEL gRF hH» * EL R ERY 2.
E o VA Fx % 3T

L ﬁﬁﬁ%éw”“ﬂﬂﬁ*ﬁ§“°vﬁﬁ
: ﬁ;”_g = <f\éj;:’,’:" ’ ,l,(.

o

P T
\_.

wﬁ@ma

=

ﬁ“”ﬁﬁ’”ﬁﬂL§<&ﬁa§;$%%mmzﬁao$

FH BRSPS R R 2 R F LG ok ‘

BELD B E ARG 404 BOEHEE > SR

&‘ FMETEFDATIR G~ U E S % F
B R E R AV F R T 0 g3 EE e B P ARR G B2 8

FIRF 2~ B b p G AR (8P ) ~ 2 Mk
WELAFRB- LOWET RG> AR EEERL P FE R

—i=
R

s 4

» :\::\} F\'-{\‘f‘i‘*‘ﬂ—n‘-\
=k A W oW @ o=k oA
&

W

4 T

j}
i
E
=
<.
o
44).
=
\4
> W =
=
[ - N ”J?}\ \4 = \mk
ﬁ'ﬁ oy ) g

'

5

g—é,LE'ﬂ; ,+1—¢'\b"3?;jzg»§j§$;}g Fﬁgmp\ %Ki’oﬁjéﬁl‘% ’{@ﬁ%a%&ﬁﬁﬁﬁ\‘é
oG LA F LR AN RZEDE P FARL FhPFL P
?IE'_ Elbéi]? B! _:Lvip:_l}: g—u_ﬁﬂ;bta PRI A ,ﬁ#&@i;ﬁi;ﬁ » R iR g;J-Eﬂ?mfé

LV EETE o TEY > gL R AP R LRSS 0 T AR S 2T

REROAGEE A4 2L EFiF SBFF2P E3EF LR € (Pubic Company Accounting
Oversight Board » f§ # PCAOB) #2004 & 3 " 3 5 - #R) 24p % - 5L T2 pdaap 5 B2 p
¥4 &+ T A4 2 & 15 (An Audit of Internal Control over Financial Reporting Performed in
Conjunction with an Audit of Financial Statements) | o 1453 E R 23 % - L2 HP > i %
404 & 2T R g AP A W8 R0 2 P pARRAR G M2 N IR 13 RS P B aAn b2
LR YAE P ehz pongrd) o

g (- ) EMAEEG M P SR o *’zr* (2 R REHPN RN AR
kAR (REP) s Bz 3w FiE A PHEFEALLITPN o IR L TR B
ﬁ@ﬁ?&iﬂi%w#’ﬁkﬁ wMOMw’§%WﬁWMﬁ$%$ﬁiw%rﬂmaﬁﬁ
ML AR ET LR CHFEE R TR P IS PREEL (RBP) 2 MBFEL 0§

;Lgmm?ﬂ:g;@ff‘}g’@i o

7 ¥ PCAOB AU Section 325+ p 303444 F 2 a P L A2 b £2)4r > ¥ 78 &
PER AR - Bt ROr 280 R o pRndip i dlar 4 g vﬁ’iﬂi&iiéﬁrwﬁ SR
WnEF 2R e FRFA S R AP AR APEAY > TIRIZ P R L BT F
ARHBBLE o m ARBZHERL c APA RAre WL AR 0 B IR R IRl 2



LA FRE - EHL IR S 2 67

b R LR LA m#ﬁ %ﬂ o Ashbaugh-Skaife et al. (2008)F] *
SRR AP LH R A S P LE B DR A
NS LTS S ER S pﬂ*%%m NSRRI A B

PEFR B3 FHmME . 2P BB Wi b p g AL LR
RAP A ST LR @ BPBYAD ST o F 20 B PH
A1 Bt ?Brr'%ﬁ g e o

WA MY I 0 P F N R nﬁﬁLiﬂ%
pIRFFIE R P & %’*F'“ i % } o B4 > Bedard (2006)F 3 P ﬂ#&v%
PRI HIE A G ER > €7 BB DR RIAP o Doyle et al. (2007a) i
B FEREVAIET HBELOPMNEAFZMEBE B 5T 2
p A AL < —ih*» % EELF M3t P & F £ - Ashbaugh-Skaife et al.
(2008) 3 I FR4- 4L £ P EFHIFRBDOEVRIAD > BEP ST
# % - Doyle et al. (2007a) Ashbaugh Skaife et al. (2008) ~ Chan et. al. (2008) -
Epps and Guthrie (2010) Ji et al. (2017)% &1 § ¥R4F N 304714 % 29 > 3
PR AR PP ERIEDEY > N IREFE A 2 P g R NG R R
%&€°ﬁ%%iﬁpf’%Pf¥ﬁ*ﬁﬁ’%%ﬁ%%@?$w%gﬂ
AP 2 R RIE R o
-~ B E

PRiE k404 EFE A IR E G ML P IR HIER 2 R
Bl > d54eRge o B3 ER S - 5L SR E G M) 0 0 A
B PMR L AT FT R AR AR X g F
Wisk 2 B A REF NEREEMBAERETIN N2 MBRLHEP
E- NN E T RA e Ft o P INERAIFIRERE G RE T 0 B M
F AT R R B o G oonap 3R] 0 T B MR A 7 L2 B (Ge
and Mcvay 2005; Lenard, Petruska, Alam, and Yu 2016; Chen, Dong, Han, and
Zhou 2017; Li, Li, Xiang, Djajadikerta 2020) - % R ¢ & & ¢ 41 % » 24
PRI AR E RV ED ST RSP BB RITH R R
% r‘;}ﬁ F M (U.S. Senate 2002; Donaldson 2005; U.S. House of Representatives
2005) o L p IR A SEE 0 @ AR RIAP S o

M e B AE Y R RP RPN D B - o SRR
Rangan (1998) -~ Teoh, Welch, and Wong (1998) 2 Kothari, Mizik, and
Roychowdhury (2016)cr%= 3 S % &1 > = PR w3 R 3Ep » 2H L ¥
BEFFEIRELRT B H B PHFLSEERL KT RO AL
R0 @ e i $RFFRRLRADEIRT Y o 545

2P P g
= =2
®

11}_‘ l"«\

THAREFREAHOPAPA R RFTEL N RFRT O APARVEGAS I I AR LR
L-af Ry F@FF?I“’Fa’%i’/mr% F AR 2 R F] e hodk £ B2 fRfE 0 AR TR 7
B THA T - AR FEL .



68 FLEES % T3H 02021 & 70

MERFEFT R FTAHEDERR > SEHFEL R %’if?
ﬁ%ﬁﬁfﬂ%’ﬁSH)ﬂﬁ ﬁ@ﬁ%“%’uwﬁmaﬁT%%

3% (Baker and Wurgler 2002) > 7 e iR P g vk o ﬁ‘ru‘rﬁﬂ =g

Piﬁ’»%’iiﬁsm)' ,>ﬂggr@g@%§§ﬁ@yﬁpg
2> 7 4z & (DuCharme, Malatesta, and Sefcik 2004; Cohen and Zarowin 2010) °

-6 SRAL T REEREREPAD v FRLF G TR
(Subramanyam 1996; Lin et al. 2016; Lin and Wu 2020)  * Subramanyam (1996)
FLeRgmf g amp 23 HETAN o ”ﬁ@“*ﬂﬁ“ﬁﬁw
E’v”li‘é Ao RAFROFETHE REFLINFROTANTIHARYE o g2

FER 1% MR E D > BREFF O P PAIT A R FALNE P
DERPEHRGE O KF I F I MY 1",* o Xie 2001y 3 # R > &
MR H A OT R SR MTRT P R HF RN
(k2L r&?‘f‘% ° s@—if—ﬂ’“ﬁﬂ’?ﬁ# APFEREE R A ERRIFAD > IF
ZREI1E s B FEiE o d X KkwF o b4 > Chaney, Jeter, and Lewis
(1998)#% 1 7@ A 3& % 3L § 'H )T‘E;‘:‘LI? Pehi & p o EHT S0P F B
e ?b;}}i% P 1 o Subramanyam (1996)% JL$% & 4 & 3-78 P ac #% 5% ¢
Pm’“?ﬂr%é@?%ﬂﬁ%#ﬁﬁﬁéfrﬁﬂomﬁwmp #

A B R %’%F"FTI%I%L‘E:_@L H'%F"EE %ww%?iﬁﬁjﬁ%ﬁ&’ﬁ
WHR IR H BT %f 4}3 fp“;% > Louis and Robinson (2005)£? Louis
and White (2007)4 %3 I 3% | 2P EE R RN T 0 g U E H Bt

B BEP AR ART FJL ° mek Netter, and Shu (2013)m£5 2 X3
ﬁﬁﬁ%%é?’@@%*%iﬁ@?ﬁﬁﬁmﬁ%v_ﬁﬁ’@ﬁ%%w
Tm oA ka F oo €M BRI T 3 &R 4L o Armstrong, Foster, and Taylor (2016)

N IPO =& 5 g P o @Eﬁﬂi'&%’l?iﬁ%?ﬁ od PR AR A SRR -
Billings and Lew1s-Western (2016)2 IPO = 7 5t > B 5B THFT L € H-2
VR AP DT AF BRI o Y a?&? #ZBBFFR TR AFHEF
AR LT R o

®2 o B RS 2PV AAVRBHBRERIED > 4 TR
Aot L B R SR R T R o F PN T A B I K P 3R
PR AR 0 R g N E R IR APR L 0 T o g Hp R
PN PR A REB SIE c ABE ho 0P P IR H L
%K’H»F‘ﬁ A gfémﬁ Zoo R N Ry 0 | E PR ok -F?;B?}z %ﬁ&@fﬁ—gﬂl
FL REBEFFPROPAMCHRGE £ LS P ITHIR L 2P R
BB PR o B AR SR AR T B R
Ao Ay - BERER

SRR AR AP TR TAIRAL P EAIULLE T S AR
B 32 chd 1 & > jx (Healy and Palepu 2001) -



L FRE  EFL PR R o0 P 2T 69

T

b

o

1: p3Fdld 2% 27 > BRABRIE P EUREFHPR LML <
WP/ F AR P

5 IR,

¥

£y

Nb

Subramanyam (1996)F* 7 2 4 A I8P > B A RFHA ¥

g E 2 RAIgE > E 1 ﬁ%°“%”*%%a’%Lﬁ@“ﬁB
#\j\jé‘f rr!f;:‘;‘ BE e RA o ER LTy A gz T o &
@15‘1_.4 ?WF }éi"t’ P‘m#}»'ﬁ\&ﬁ& TI%I'P)‘SKK#" | 4 IRAE A ’?gfé%
Fl* F SR R MR M AR IR P 2 1 BT M % o Ashbaugh-
Skalfe et al. (2008)’?%13\ ?Kﬁ'ﬁ'lé%% SR FRA R RPED 2 REFY
@?ﬁ@?ﬁﬁ’ﬁﬁ?ﬁﬁééﬁzfm,a@ﬁg?iﬁwﬁi\m
s ARDIERE o 322 BHmE D pIngd rr"?’ﬂbif}%)‘l'ﬁgrf?‘r
HERR - FEIHERE A2 - B PRKHETT N g/ %7"*—'}3
PABREFEPE D AREFIZ B o p Iy e ? o AR LR
IR RRIA REAI A o RPN TSR 27 o ?P\ TR oo
PR AR AP EAREPIFREERSG > 7SR AE N f@:’LI?
Pen@din Ll A ERFFIEE o A2 i ,;;, i i

EL
21
BN

‘\1J fka ;“fq \?«

H2 @ posdsdl g ses 2
S L L R

o

PR RTR R A KBTI L MY
2_=af

A
z

S EREFAY 3

THRHXRZ 4

AT L2004 #3 2011 AR FRF O ZFTHEHR O RFEPN IV
FlIEFER AR =R R SE&HEER - %7 10430 B4 o
P13 F 4P~ p Compustat Databases » b #8474 342 % B~ p Audit Analytics »
WA F L P~ p Center for Research in Security Prices e ? Audit Analytics p
2004 #zdx) N2 R 404 S AP F AL Flet o AT HF p 2004 £ B4 £
1 AT g Rz 2 %%ﬂwv\ﬁo o Panel A G AT HRAMEREAR 2004 2
2011 & B > 3] * SOX 404 =2 £ 3 19,198 £ 4+ o :}*”f i 23T RlR AT
%%%?%ﬁ’#7ﬂ0“ﬁﬁodﬂgﬁ% (&ccm%waﬁ301w
"ﬂ*z) vz ¥ (SIC Codes 70 & % 5 15-17 "F*f) >+ E ¥ (SIC Codes
WS s 49 "ﬂk) s E R iR E (SIC Codes # & % % 60-69 *‘*z) 2 REE
(SIC Codes # % % % 99 —‘ﬂk) ¥ ERTER Q’L@“’frﬂ PR EG TR
o i - ﬁ#”ﬁ% 1,248 4 4 & o ﬁx...; A 5 10,430 5 - j¥_Panel B & # & %

’ Doyle et al. (2007a, 2007b)sph $R4z#l4k 4 gk & - K A 3t 4 2 1 * M 4 F “material weakness” &
“material weaknesses”#7&F 10-K Wizard F #L & (www.10kwizard.com)#7# ° Ashbaugh-Skaife et al.
(2008)P] r2 Compustat I 8y 44k % $ & 5 A #F o & < gk 2 #3F 2 Chen, Knechel, Marisetty,
Truong, and Veeraraghavan (2017) » £.% Audit Analytics FHLE # > 5 %'Iiﬁ 75 SOX 404 R % (=@
P At EATHE 7500 § E ) 2 P NGl A AP 5 A



70 FLEEH 0 % T3 Hp 5 2021 £ 7 ¥

A fe o FEATN Ml A R AF A 0 iR E T AR4 o Panel C 5 kA
AELR GHEILFERFAERZEBHET L FER Lf&}f&—‘i;gg 21
o AT L E R A ERE L A (SIC Codes)w @ 25 » T3 A £ 442 &
§,%ﬁ?ﬁﬁﬁ§$%ub”oﬁﬁﬁﬁ$%%§$5ﬁﬁi‘ﬂw#
ERLF P FFE TR FRRGE PR AR AR F A
Lo G E o EG15%)EF 0 HA E(3.09%)E 4 o

’

21 Hriopi

Panel A iE #ki§A2

2004~2011 & ¥ 55 413§ * SOX 404 2 2 19,198
EUE
LT RENTE %&F’ # (7,520)
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2011 1,546 35 1,511 2.26
&3 10,430 445 9,985 427
Panel C #* 3 ¥ A fe
T
A% LH e gEnh pmasna pgpoenas ERIES
A FE 10~14 453 14 439 3.09
B ¥ 20~39 4,506 190 4316 4.22
Ep ¥ 40~48 794 30 764 3.78
P ¥ 50~51 337 13 324 3.86
FEE G 52~59 854 44 810 5.15
PRI 70~89 3,486 154 3,332 4.42
&3k 10,430 445 9,985 427

SRR R 2R
PR RORY > U AT S FRE RS o L UHAEFENALR
:+38 p > Modified Jones Model £ "f Padl gE o MR LB R B
S E MR D R _'rﬁ%s’”fi‘l (Dechow, Sloan, and Sweeney 1995) - 7%
» % Modified Jones Model i& * % B47% 5 sxflsd o @ BF > € I ILHCAIK 245
WA P e 53R EAT O FREFREFEOGF B F P
i 2 5 »x4p M (Dechow et al. 1995; Ashbaugh, LaFond, and Mayhew 2003;
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Kothari, Leone, and Wasley 2005) » ¥ ¢t » 32 % 404 a5 (P F & &> F
BEERAFITA G f3 A R B P R
#AF 7 % Kothari et al. (2005)#73& ! » % £ 5t & 2§ %o  Modified
Jones Model iz # FAM R P oo 1345 Kothari et al. (2005) 5% 5 > 5 2xid A
3R A Eﬁ; A4l (hnear regressmn -based approach) B g s fie
(performance-matched approach) ° T EH Efs:}"" #1072 > & Modified Jones
Model 72 4c » % mmm(ROA)m %p@wx’ B g Lw:%**iw TR
R S L R et SRR R LS 2
Gtk FAWMF LGB EF FEE % :’ﬂjﬁa @E #F, 1% (Barber and Lyon
1996) o A 3 * Hrxpedtiz » £d ’“ﬁ"dﬂﬁgi ARFFRE S
iE # M 3% (selection basis) ° Kothari et al. (2005)5,11:; I Ay o R EH
HoxfedtiE > g E S 2 A NET2AFT (spemﬁed event study) o &
PRSP GF AT o E R A2 ARGE 5 ST L R e R ES Y o e
B P BT RENMDPART AT a2 «ﬁ m2 RTRR
PRRRRR A o AT AR P TR AT

T4;, 1 ASales; -AReceivables; ,
— =agtoy | —— | +a : :

Assets; ssets; ;| Assets;
PPE;,
03| ———— | a4 ROA; , Fe;,. (1
Assets;
A 1 _ [ASales; -AReceivables;,
NDA Ci =0 +0c1 +a2 - :
’ Assets; ;1 Assets;
. ( PPE;,
o | +04ROA,; Fe;,. (2)
ssets; ;.1
DAC; = -NDAC;,. 3)
’ Assets,”
TA;, = (2P FESBFYENRPEQRFELSBRESE
Assets; . = i H -1 ERFTE S
ASales;; = @27 % t &8 o5 1 &M F o
AREC,, = i27% (% BICEHRT t-] & ffctE 2 ;
PPE;, = i2@%t&#MA > >2%KFRHE
RO4;, = i2@ % tEFAEPS "
NDAC,, = i@ §ti& 2288 B y2t55 p ;
DAC;, = i2@ % t#H£LMRPHED

O FAWMF(ROA) = 2LH TP & B £ H -9 2 fI+T T AR5 -
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&iy = [P RrEMNELIE o

f—i—;—l‘i\‘. ;i_.y} }@%LIE p oo 'FT ;{;}g,_*;ﬁj\ AL ﬁ&;ﬁ_ﬁr 4_}_;7. AN %3“:”'](1) ?
B T3 E(OLS)mtag~ o) ~0p ~az~ay 0 s 2 280, ~ 0 ~ @y ~ O3 >
%%*+uﬂmfﬁ«é\bﬂ@ﬁﬁﬂ o 2 s o M HIR| ()M BT IE P g 2R
AR R OE B AR 0 AFEV A R AR D o Bt b E R F Rk
%‘@‘%‘%%’%%Fﬁﬁkﬁ»Apiﬁﬁ/’gﬁmﬁyV44m
o wmAFE LR ERT LSRR ASPLAL
= R K
(=) BRI - 2 #3)

Subramanyam (1996)# | % & 7 3¢ 44 -1 3t 78 P a2 77 0 2
MR P E 5 FpRIA REAZ LI g 2 o A3 3P Subramanyam
M98 B & FERI A ROEAI 2 A% 1 hit 4 o 247 F 1345 Sub y
(1996) 2 ff » #-Fapds = BR £ FERHFRETE ~ 2R3 A P
R REIIED o R Ar PR HF AR EF 0 UERHREE o T
WFHCRI R B o P IR s PR R P R R R 2 B
i R a2 2 7

RET ) +(X1 OCFZ t+(X2NDACl t+(X3DACl t+(X4 WICl ,+a5 W]Cl i XDACI ¢
+Firm_FE+Industry FE+Year FE+e;,. 4)

H RETHIJ#F P eF tE B2 RFREFR S OCF, Tidp i
S %@é%ﬁ$iﬁﬁuﬂwﬂﬁﬁ L NDAC;, edy i 27 % 1 & »
%¢M@“mp,amw4ﬂzﬁ %tﬁ P $ MR P NDAC %
DAC %3 * Kothari et al. (2005)#7# ! §rxd 18 2 f ¥7e Modified
Jones Model 3+  WIC;, 42— 7 m# % ¥ > —*E’E_Erw‘ 1> A& A¥r ¢ irdy
Dk k404 & 0 hop 2R

’ ;&_

b VI L AL L SN Bl R LE S TR
(BFELL) 5 F2 -’EE‘% 0> RIRZAPEFFFT AFRLE P04
$19 44 (BFFRL) - Eipm- 1\3:1@?;1: A > %@ * $o] T3 2 (OLS) 7

~4

N T N T Ty

BPERERPE M ISR o AT B a‘ft4 SR LE IR A
%Lﬂ@“ﬁﬁﬁﬁfﬁwﬁwﬁw’mwmfﬂ P P53 0 T AR D as
< 0 agtas® F p I Hlak4 o F - L LH@»L;gg RIS ﬁuﬁ&y B o

Bofs o AP ARIAl Y o 4 2 P F w2k % (Firm FE) ~ A2 % ﬂix
(Industry FE)¥ & B H 2 3t% (Year FE)%# > IrHl& 2 BB D ho @ ~ A ¥
BERRFLR -
(=) RlsFiEFRs 2 #53]

Subramanyam (1996)% 3 #4741 ﬂ‘f'P FEERIR AR B /’@"L 1?
P 2P AP RIED  BARFHE S FERERFRETEZ LR

Sk
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T

b

B ERFMIEE o SR LG IR A RE R LR E g 4 o
& % 12 Subramanyam (1996) -7 5 A # > 4o » PP 4 BB TR
BEE amBEBEHRD PR G oee F3AE *IEB *’%lééf R B
BAE 0 AT IREEAlEA L 2 F 5 A PR A T e i) o

OCFi,t-‘rl =0y +a1 OCF,-’,+0£2NDA C,-),+a3DA C,-),+a4 W]Ci,t+a5 WICi,t xDA Ci,t
+Firm_FE+Industry FE+Year FE+g;,. (5)

NI; 111 =ay+a,OCF; ;+0,NDAC; ,+0a3DAC; ,+o4 WIC; ,+asWIC; ; xDAC;,
+Firm_FE+Industry FE+Year FE+e;,. (6)

CDII/I',H-I =(X0+(X1 OCFL['{‘(XQNDACth+OC3DACi’t+OC4 W]Cl-’t+a5 WICI',I XDAC”
+Firm_FE+Industry FE+Year FE+eg;,. (7)

RIFR B - 23w g icd] o 2 B[N OCE; 1 ~ Nl > 102 CDIVZ i+ » R
Ve P A REJIZHE o HY OCF 4 Bdp® tH]l #FEFEFRER
’ ,f'l ot EHARKTAE o N g% 1l &?E# Bp &R 45 fwn
IR FtEHPA QT A o CDIV;yyy Ty % VAR - A mERE
’Ju“z+13@ﬁ ﬁavpﬁﬁﬁd«iﬁ*%?o’ﬂjﬁm%ﬁlél;ﬁz.’
? P ES 00 B CDIV iy % 00 Bz B 2 FFEHCA Y MOCE,
NIy 5 B #icz it 03] » % o) T % 5 (OLS) B3+ 5 X CDIV,py 5 fs
%ﬁi EFERCA o o B gt ﬁ?(logistic regression) fz 3+ o b i i fF 5
g LR N SRR A 2P RO p IR e 2 P R
IR B A kI M s Bk s o AR RS R L :KM %
%ﬂ%#ﬁ@f@@ﬁ%X&ﬁﬁw%w’mmmrﬂpz»aﬁ 7] 5
Has < 0 aztosf] & P FRPF1ax 4 0 F 0 BRI AE P 2 A K é'f' ﬁ??&é
ML b3 SEIGRE  LRNE) @R e Eedl 2 P A e
(Firm_FE) ~ &2 ¥ H 2% % (Industry FE)Z & & ¥ 3% % (Year FE) °

e

.r?“%—’“

B R A

-~ #Cii;,ﬁ.ﬁ‘}’- S _,H,

02 MEPRER Y & if\i%i%ilfi%f%% o % iF Rz Tiogk o ¥V RET
RIREmA A L (WIC)H » 0 5 ¢ zaﬁ;j\ 4% o H ¢ ?}tﬁﬁp\;dﬁm% s
(account-level) pr 8474145 £ > X 4 Bk & 3% & & K & (company-level) p 3%
AL o LBk s 1% ﬂf’f‘? AR LE W%&%'Lmﬁ *;K rﬁ‘ﬁg‘&}iﬁ
B - R TR A e Tl p E‘WE‘L# s f % 1 4p B % B (UNQ_UNQ -

"' {5 4 4 Krishnan (2003) ~ Robin and Wu (2015)# Pham, Chung, Roca, and Bao (2019)‘54‘%H R
Subramanyam (1996)¥>" # £ M 5 P 2 A k> P e 2 MA M w7 3
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ADV_ADV ~ UNQ _ADV £ ADV UNQ)2 ¥ A .45 > d 4 ﬁ; 110,430 £ > T
K?u8488 T oo FEP IS TR AP FHcz Tiof o VRED G ERY

- &R IR Pﬂ%;& I}i'vé;’ 2 L (UNQ UNQ)¥ ik 92% » FEZF TR L
(ADV_ADV)5y ik 2% > mHF L L% 5 F LL L(UNQ_ADV)H ik 2% F TR
9% 5 & %F R L(ADV_UNQ)% ik 4% o

32 BALEII-2IEA

33 HAfic Tl HEZ whz- @ Yl v Azl
RET,, 10,430 0.19  0.78 -0.12 0.12 0.39
OCF, 10,430 008 035 0.04 0.10 0.16
NI 141 10,430 006  0.15 0.01 0.06 0.11
CDIV, ., 10,430 034 047 0.00 0.00 1.00
OCF,, 10,430 007 035 0.03 0.09 0.17
NDAC;, 10430  -0.03 0.1 -0.01 -0.03 0.03
DAG,, 10,430 002  0.08 -0.02 0.01 0.07
SIZE,, 10,430 296 078 2.43 2.91 3.45
BIG4,, 10,430 085 035 1.00 1.00 1.00
MB,, 10,430 259 215 1.16 1.83 3.16
WIC,, 10,430 0.04  0.20 0.00 0.00 0.00
WIC A;, 10,430 003  0.17 0.00 0.00 0.00
WIC C,, 10,430 001  0.12 0.00 0.00 0.00
UNO UNQ,, 8,488 092 027 1.00 1.00 1.00
ADV _ADV;, 8,488 002  0.10 0.00 0.00 0.00
UNO ADV;, 8,488 002  0.19 0.00 0.00 0.00
ADV _UNO,, 8,488 004 0.4 0.00 0.00 0.00

L ORBCRE CRET=€ 7 E R 2 ARRLEM  cOCF=¥ $MENE/F -1 2P XEFT A o NI=22F 58 p 5 24/
BA BT A o CDIV= t+1 #5A4pT ¢ F%A1F F 42 F55 10 FRE 0o NDAC=2440 -1 3t g
B o DAC=#* A4 3+ 78 p o SIZE=1 5% 5§ @ fH#ic - BIG4=d = A T 3978F a5 10 2 R15 0
MB=1f 57 5 B/AEZ RS H & o WIC=p 34zl 4+ % (FELLR) 5 1> 2R (AEFEFLAL) 5 0
WIC A=1> 512 K spipit4 » R 5 0 WIC C=1> 3 2@ K spiritd » 2R 5 0° UNQ_UNQ= 1
APRFEHAPEFL S RFTLL 2 ESAFTLAS 10 FRG 00 ADV_ADV= -1 # P {0241 4
FELSFLLL Dt ELSFXELAS 1 BRGS0 UNQ ADV= t-1 Ep Mgzl a PR S & FT R L
Rt ELFELALS 1 FRIZ 0°ADV UNQ= -1 #P 04yl &P 4R 2 5 FRL AL e r EL ARTRLA
21> 2850

Fo 3 VBN IRpTHA A E IR d] G ok AT 0 Rl Togs Y =
B o T8k 5‘1 f% * ik T ¢ »#c£Z 2 Mann-Whitney U & 2_o 4 TF"?’% IR
PERFEFIAA A 0 P RGP s S PR E SR PG S P oo pE
?'I.ﬁi*@%“”m ’ \*\?WZZ‘FFJ#\-%AE CAREIT G A P 0 Ry “’#IFL?M
T EEAR PRI AP > Ly RFFPELRAD o
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23 HAAERI P I HE L B REHF RO TEERL AR

A A e B S i3

8 (N=445) (N=9,985)

T o LIS 3 T o LIRS 3 T pafk LIRS
RET;, 0.08 0.01 0.20 0.13 -0.12" -0.12"
OCF; 111 0.04 -0.01 0.08 0.11 -0.04™ -0.12°
L/ 0.02 0.02 0.06 0.06 -0.04™ -0.04™
CDIV; 4, 0.12 0.00 0.35 0.00 -0.23™ 0.00"™"
OCF;, 0.03 0.00 0.07 0.10 -0.04"™ -0.107
NDAC;, -0.05 -0.04 -0.03 -0.03 -0.02" -0.01"
DAC;, 0.04 0.05 0.02 0.01 0.02° 0.04™"
SIZE;, 2.51 243 2.98 2.93 047 -0.50""
BIG4;, 0.85 1.00 0.85 1.00 0.00 0.00
MB;, 2.14 1.61 2.66 1.84 -0.52"™ 023"

L BEEE CRET-€3 ER2 AR NEAF c OCF=% £ &R 8/% 1 EHRAQFTA - N=2LF B p 5 %
FI/8p 4= 2T A o CDIV= t+] & | p s ¢ & L] 7‘: FH A FA 51 FRE O NDAC— ULt
P o DAC=3" A 3 78 P o SIZE=1 £ & 3} B2 8k - BIG4=d v = IR EFATE 10 BRE
0 MB—g 57 B @/ 5 & i @ -
2. T3ofc L B R Y rHkFs¢Y kAL R #* Mann-Whitney U # 2_-
3.7BEE K] 0.01 ; TEEE KL 0.05; BEEF KL 01

- ~FEER

# 4 Model (D4F3F ] 04 dla & > 3034 3b 30 B & 0% £ 47 pY B 95
B2 B o AR B R T B (0y)2 Glcs T o id 1% ERE o B
FRAM A SR ERMIBY > TII AR o 2RI A%
E#H¢ » B f%" BTRE M o P IRIEHAE A B R E P R R (as)F LT
Bﬁﬁﬁhﬁ%iA"#NE*?&A"i\LW%&Hﬂﬁa LI i o
M2 i!‘gi'”“‘{%o_u.% a;l‘rasl,ﬁi:pé R 4 ]%&F.«u S «;34% g
- o P IEA G o P A P "’t”g;’i—,-fﬂ;’ﬁm?“f’ﬁgﬁ?;?}é e LT

B T R Ty
pos ﬁ&.‘a—r_,% o N FREEH A & BTE PN A R IE P mx%’ BT R o aztos B
ey
= ]

2

3i(0%’éiW63§k§)’%ﬂ&%*né’ﬁwrﬁ%ﬁ”ﬁmﬁﬁl
4 NP MRTER WA G & 3= o ,§§¢¥ﬁ%i250

>

%
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4 BEFRFAARERHRFEZRHFREE ~ PP REP -
SLE A R P 23§ % (N=10,430)

T % i T % i Tl % i T % i
RET;, OCF ;1 NI 111 CDIV; 11
PR Model (1) Model (2) Model (3) Model (4)
Intercept (o) 0.13 0.20 -0.04 -0.50
(16.26)" (8.56)™" (-1.45) (-10.49)™"
OCF;, (ay) 1.13 0.92 0.96 5.29
(18.74)" (27.01)™ (27.45) (13.34)™
NDAC;, () 1.28 0.14 0.79 3.71
(19.70) (5.50)™ (13.44)™ (19.10)™
DAC;, (a3) 1.04 0.36 0.68 4.03
(18.15)" (8.99)™ (11.35) (20.54)"
WIC;, (as) -0.92 -0.08 -0.02 -1.29
(-9.95)™ (-3.59)™ (-0.68) (-4.31)™
WIC;, x DAC;, (as) -0.64 -0.17 -0.22 -2.09
(-3.87)" (-6.43)™" (-1.91)" (-2.86)™"
Firm FE Included Included Included Included
Industry FE Included Included Included Included
Year FE Included Included Included Included
Adjusted R 0.05 0.49 0.40
Pseudo R? 0.05
F-value 107.66™" 482541 1634.85""
r 687.65""
o — 03 0.24™" 022" 0.11 032"
L RITE CRET=§-E R2 AHORE M c OCF=4 ¥ ENE/F 1 £ % 3 p“fz’ NI=22% 38 p % %
U4 R F A o CDIV= t+1 & %A Apdt ¢ E%A1F F H 42 255 10 F RIS 00 NDAC=2-4 At

TR o DAC=# - 338 B oo WIC=p %447 # 42 (FEZ&L L) 5 10 F ﬂ'J (,m EFLL) 5 0
Firm FE 5 = @ B %2%% o Industry FE 5 2 ¥ B 22%% o Year FE % & B ¥ T3t %
232N A r o TTREE ORI 001 TR F R 0.05; BEEFRE 01 -

Model (2) (4)4F 7 P 0424144 2 > $30 3 B3t om p & A R E IR M
B B e RREA N LY 4] EYEERR AR E e E R
B AL BT D ()2 Pl BESY P AR 2 1% FRE
AR R T R A KETIR AR BB R P AR P2 P A
R N LR Ty b S R AR & SNt
WA 2P AR D P o PR P g A R R I R 3
oo BERT as R 0220 10%REERE o LR A A FFERS
R 2D P S R B A ORI M T 5 2R A

=]

BT

b

}
Ao e tasrt? S BFLD (019046 2 194 3 5 iE 5%k %K
B) vas GETHEFLE > AP IR A PR AR 0 MR
B A REITIA S 0 REF PG oen D 50 AR R R
Bk B (variance inflation factor » f§ # VIF) 2 P|3& % % (%J' 14) » A
FIRP REE I A% E VIF E5 8357 (VIF £>10) o s 27 &35
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W2 AERET > ANREF L R
= ‘gﬁfPﬁﬁwéé
(-)ixr %#%#%Iﬁ%LH%”ﬁBL%’ s

BRI ST T PIRRT A H R AR P R B2 X T
%@oémuwa@—i:rﬂ;ﬁ*%’ﬂ\J%ﬁ#ﬁﬂwﬁwﬁ%#%“”’
WAPBE AL PR F A LT fRAHE ISR AD 25
Boo 2B IRl Afs 0 AE S grnd NP PSRRI A REI 2
W4 o Ak 3+ %% Ashbaugh-Skaife et al. (2008):47 % » **H-4(4) ~ (5)
(6)22(7) » ©4 ADV_ADV ~ UNQ_ADV % ADV UNQ % miz%¥# > TR R T
WIC m#%#c - #FREFERMNTIZFNEEFESL Y 23 TR A
ADV ADV %5 1> F 2 45 0o - ERPNMITHEPHFL LA ETIL A%
ERLERZLL BIUNQ ADV 4 19 F 2 5 0 w0 — & BN 3MI4] 4 4R 2
AEPIARAL O AFERLAAFTILL M ADV UNQ 5 1> F 2.5 0 535=
R AEPREZIHRA FEF - ERPEVAEFL > Fla kAR
d 10,430 2P & 5 RS 8488 NP E oqy HHFETE P IEHIF A4 o @
AP R AA A 2 NF o PRI P R R 0 2 R REJR
B2 gk » W EE c FREEFREF L SR FREHT 0¥
ENY O PHFLL AT PPN HG AL (S R
) o F AP RB AP ITHIG AR R RT D R E T
MEE > 2o K KB M B F 550 \wrﬁﬁgpmé-o%m,%
MELT O BIARPPREHF A7 AT L > pTRAR
%ﬁ%?ﬁﬁﬁ%%$W?M%ﬁ’5§%%&?@M%ﬁ°
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25 B3I PRI A 152 % (N=8,488)

T % B - T % i T % B T % B
RET;, OCF; vy NIy CDIV; 14
IRk Model (1) Model (2) Model (3) Model (4)
Intercept (o) 0.43 0.20 -0.04 -0.51
(16.05)" 8.37)™ (-1.28) (-10.58)""
OCF;, (ay) 1.13 0.92 0.96 5.31
(4.62)™ (27.02)™ (27.36) (13.57)
NDAC;, () 1.27 0.13 0.79 3.77
(19.52)™ (5.28)™ (13.35)"" (19.23)™
DAC;, (a3) 1.00 0.36 0.68 4.03
(18.09)" (8.94)™ (11.39)™ (20.55)""
ADV _ADV;, (as) -0.62 -0.06 -0.14 -1.02
(-6.01)™ (-2.46)" (4.00)™ (-3.08)™"
UNQ _ADV;, (as) -0.23 -0.06 -0.06 -0.51
(-2.33)™ (-2.43)" (-1.76)" (-2.52)"
ADV_UNQ;, (o) 0.08 0.10 0.02 0.11
(0.29) (1.44) (0.18) 0.27)
ADV _ADV;, x DAC;, (07) -0.17 -0.08 -0.11 -1.22
(-1.74)" (-2.10)" (-2.14)" (-3.58)""
UNQ_ADV;, x DAC;, (o) -0.20 -0.14 -0.20 -1.73
(-2.44)" (-2.80)™ (-2.63)™ (-4.06)™"
ADV_UNQ;, x DAC;, () 0.24 0.19 0.16 1.50
(3.12)™ (3.49)™ (2.41)" (3.51)™
Firm FE Included Included Included Included
Industry FE Included Included Included Included
Year FE Included Included Included Included
Adjusted R’ 0.05 0.49 0.40
Pseudo R’ 0.05
F-value 60.53"" 2682.65 908.60"""
r 697.87""
0 — 03 027" -0.23"" 0.11 026"

]l R EE CRET=¢3 &R 2 H*B;MEMDOCF:*‘%&IM%;T 1% -1 EHRBFA - NF2LF 5 p 5
FU A 8 F & o CDIV= t+1 & B Al4p s ¢ & %13 F H 4oz F255 10 A5 00 NDAC— AR =Y e
IE P o DAC=H - u32 58 P o ADV ADV=t-1 & p 3 a»‘;’;—"f: APHLLEERL P ELFRALE
TRZ 0-UNQ ADV= t-1 Ep3pdlapfF2 AT AL - ¢+ FRAF XL L5 10 FRIG 0
ADV UNQ= t-1 E P 3RE4 6 P32 A2 24 Rt E L AT ALS I TR A 00 Firm FE & 2
FHE Tk o Induvtry FE 5 A2 ¥ R 2 z% Year FE % 415:‘7&{% °
2425 N 5ot TUREEORE LT 0.01 5 TAEE KB )22 0,05 TR K] 3 0.1 0

B oerit #w*w”d%ﬁﬁ“Ei%’ﬁ e
2 3R 0 A AFL R PIETE SR L
%F@’?ﬁ4§¢%@“ﬁﬁ
HO PR A RFE D 232 -
(Z) MR dlar 4 —E 2 f s 00 9 K 2 LR

e R R dlaE A o B g IR S RN EREARA G B 0 B3 A AR
?%%mﬁﬁﬁﬁi’%%Mﬁﬂiﬁwiwm%m+ooﬂ@&mﬁ%
Ao REPREFIRET M FPARRBEFRAE R WL T FRH
IR 4 h j’ariaziﬁn« Doyle et al. (2007a)% 3 o> @ K B p IR Hl4E £ 0 &
NPFHRETOE e BT RE S E R T AP BRI L
DR R Ry PRl A o R R R R B R

4
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LR SR ARL E® ki N N %Zéf'lﬁfﬁﬁﬁ'h‘_é‘ v R

Ui o e 2 kR 2 R B IR A m BB E(WIC_A)E 2 PR B 384
%#%ﬁﬁ%&mﬁfﬁEWW”%@(@(@EmﬁmPWK%#%@ﬁ
FEWIC) » T2 BB R E P REDAOL F > FREEFRE L
mhmkuné%%%%?%&wiﬁﬁﬂﬁ@ﬁﬁﬂ FF (ag) 0 &2 2P K
B A ERERETED LR (ay) RETEF LS L o 3T 2T K sp
CRL I S A Y L R ﬂWW%%H’“$ﬁ®%§O%
a’aé—am&ﬁ S n (0260 i SUMEKE) 470 ER ENE LAt b

4 S J_;J} )’@;;J-ﬁf’ - i}-’f—f%’ mﬁ B 25 ééﬁ L 3 hE 2 ;é] & o

Model (2)% (4) &% @ » & = B sir 2 2R P B350 p 2 LI (o) 0 A
BB A REJIE > E 5 10%E EKE o LR K aikd o g MAE
ﬁ@?ﬁﬂ}ﬁiiéﬂmﬁ%oQ‘@&kiﬁﬁ B RER LA
(a7) > ey 5 f B> T3] 1% FRE o 2 Fapiidd > #3483
%?ﬁ@ﬁ%%ﬁﬁé—ﬁ’ﬁﬁﬁw%ﬂ’*ﬁ@%é@ﬁm°%—w?ﬁ

A1 (0.12-0.14 2 197 3 5 F 10%E F k&) > Apgostte = & & 2
a@&pg%%,ggmﬁmg%%fﬁ%1&f P e B

%t 6 F\ "«K#Q#J 4 _tE )% f&,l'ﬁ A2 % &2l .ﬁL(N—IO 430)
Rt RET,  e%%: OCF,., %% Nl %% CDIV,.,

P Model (1) Model (2) Model (3) Model (4)
Intercept (0,) 0.13 -0.20 -0.04 -0.50
(16.29)™" (-16.57)"" (-1.39) (10.50)"
OCF;, (o) 1.13 0.92 0.96 5.29
(18.77)™ (26.93)™ (27.46)"" (13.36)""
NDAC;, () 1.29 0.14 0.79 3.71
9.74)™" (5.51)™ (13.34)™ (19.10)"
DAC;, (a3) 1.03 0.36 0.68 4.03
(18.14)" (8.99)™ (11.35)™ (20.54)"
WIC_A;, () -0.88 -0.08 0.01 -1.18
(-7.72)"" (-3.15) 0.17) (-2.04)”
WIC C;, (as) -1.01 -0.07 0.05 -1.64
(-6.37)"" (-1.79)" (0.94) (-2.65)™
WIC A;, x DAC;, (ag) -0.19 -0.07 -0.17 -0.43
(-1.92)" (-0.96) (-1.70)" (-0.77)
WIC C;,x DAC;, (ai7) -0.45 -0.19 -0.31 -2.40
(2.96)™ (-4.18)" (-2.10)" (-3.39)7
Firm_FE Included Included Included Included
Industry FE Included Included Included Included
Year FE Included Included Included Included
Adjusted R 0.05 0.49 0.40
Pseudo R* 0.05
F-value 77147 3446.49" 1167.817
r 688.07°"
0 — 03 026" -0.22"" 0.11 -0.32""

L RIEEE CRET=§ - ER2Z AHREFM c OCF=¥ M4 B/% ] EHRAFA - N=2F 5 p 9%
/8 4= B F A o CDIV= t+1 E R AUAPERAT ( £ F F H4e 2 H355 10 F RIS 00 NDAC=240 s i3t
P o DAC=# - 3t 38 p o WIC A=1> 2= R pirisd > FRIG 0o WIC C=1> 5 27 & sp iy
% 2 BRI E 0 Firm FE 5 2 @ B 2% o Industry FE 5 & £ BT c% o Year FE % & B Fl¥2%%
235N G ptE o TR K001 TR FORE 2005 BEE R0 .
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(Z) BEFHFRESFLRPE

EIAT ) R o IR R F R o Aa o S g
MPHITRE o fry T NP RE P 2RER f’ﬂg""‘ 2t 4 é’.—(Donelson et al.
2017) - Bartov, Givoly, and Hayn (2002)517“a EEHRApD P EENEEFHRE
Wik X AP P 0§ RIGER o Ak E o AP ﬁﬁﬁ TIPS
PG AN SR L PR PR o N Ea 2 B T B
foe B2 £ - Beatty, Ke, and Petroni (2002)%2 Altamuro and Beatty (2010)
ﬁﬁu” FEREREEIREE > FIAFE N HFRAILAFALRERIZ
B oo S é}ﬁ%’z Beatty et al. (2002)22 Altamuro and Beatty (2010)77 3% » -
% ROA &2s- #&% ROA £ 8 > &£ 0% 00008 22 Fenas @ &% 5 10 Z R
éowMWMMw”*%’ﬂ ﬂm\u (6) 22 (7) v » % #
BENCHMARK (as) » ¥ #1 WICXDAC 2 % (a7) * it ff s % 4o 7 %57 o

s

v

327 4R PHYEE SR PN=10430)

T % Tl % i Tl % e Tl % i
RET;, OCF;+, NIy CDIV;,+,
pogdk: Model (1) Model (2) Model (3) Model (4)
Intercept () 0.14 0.20 -0.03 -0.49
(16.52)™" (8.44)™" (-1.13) (-10.23)™"
OCF;, (ay) 1.14 0.91 0.96 5.25
(18.95)™ (26.64)"" (27.65) (12.87)""
NDAC;, () 1.30 0.14 0.79 3.56
(19.84)™" (5.34)™ 13717 (18.59)™"
DAC;, (a3) 1.03 0.36 0.68 4.03
(18.20)™ 8.97)™ 11307 (2.55)
WIC;, () -0.41 -0.03 -0.09 -1.28
(-3.25)" (-0.98) (-2.25)7 (-2.76)""
BENCHMARK;,(as5) 0.17 -0.05 -0.11 -0.50
(1.34) (-1.10) (-2.14)7 (-1.51)
WIC;, x DAC;, (ag) -0.55 -0.14 -0.22 2.12
(-3.24)7 (-2.10)” (-1.90)" (-3.26)""
WIC;, x DAC;, x -0.21 -0.06 -0.14 -1.11
BENCHMARK;, (a) (-1.74) (-2.46)" (-4.14)" (-1.81)
Firm_FE Included Included Included Included
Industry_FE Included Included Included Included
Year FE Included Included Included Included
Adjusted R 0.05 0.79 0.49
Pseudo R 0.05
F-value 8236 3448317 1169.70"
r 718.79"
0 — 03 027" -0.22"" 0.11 -0.47""
R - - ‘RET=§$¢&)§1%1§%%§E§MOCF—*“ixﬁ,ﬁm%/‘aﬁ -1 EH A% p* NI=2L% 38 p 0 %

F/ AT A o CDIV= t+]1 &R AAPEIT ¢ £ 01T F H 42 F—W,: 1> EFRE 00 NDAC=2-4" i1 2t
I P o DAC=# -t o338 p o WIC=P 304545 4% % (@ L) s 1R (ﬂxM"%FL) s 0-
BENCHMARK=7% # #2% - # & ROA £ %] > 0.0008 3 . He5 0 Firm FE 5 29 B 2%k o
Industry FE % & ¥ F 2 c% o Year FE 5 & B F23c%k o

285N LoriE o TR R Y 0.01 5 TETEOKE L2 0.05 BEEOKE 00 -

vy 2 e Kanagaretnam, Lim, and Lobo (2010)# BENCHMARK 1% 3% 1% i< % 4 & B ROA &% -
EFREROAZ R A0 000052 Feha@ &% 2 1 FR 505 % &K ROA 0% 0.002 2 fF e
PERE L BN 00 ARLT RRAT 0 & T B0 LR
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T
)ﬂ
-
P

L RN TR Y s 81

—

&% 7 Model (1)? > a8 s -0.55 > ¥ 1% F K& > ¥ g, chik#ic
5-021> 23 10%3F-kE 272 E2HFERFESFRPEDDD
PR Al A R R P T e BB o & Model (2)1 (4)¢
O B o PHRETHF L O SEFAEERFE S FHEMEOSD P
TRIZFN4E & - A 4T PR P R KRB D w B

o f,%f;é't’iiﬁ'léé
() PIEHSFLT R EY TR RMEN B LA AP BT 237

%
k& f’%%iﬂ@&ﬁpk’*ké@m$mib SRR eV i
e R K mr#¢?7%§ e BPE R E) ~ (5) - (6)
2 (T)% o b r PRI L B EEBRAENER %Ji(as)i P\ EhEE IR

PEFA M R IR P R R (o) © a5u PR WA R el N P 1] E S A 2
FEEFRENEE AP RIED > BULFEMEMEME 2 2 A KK

SR M B2 WAEock - RS R RHTL 8o

28 ber PR RYEEFREAE AR RTED LR
2_3% ﬁfﬁ% % (N=10,430)

VR VR I % B % B
RET;, OCF; 11 NI 111 CDIV; 11
P Model (1) Model (2) Model (3) Model (4)
Intercept (o) 0.14 0.20 -0.04 -0.51
(16.58)" (8.72)™" (-0.67) (-10.64)"
OCF;, (o) 1.14 0.91 0.96 5.31
(18.93)™ (26.74)™" (27.64)"" (13.57)""
NDAC;, () 1.22 0.14 0.80 3.78
(19.10) (5.64)"" (13.52) (19.16)
DAC;, (a3) 1.00 0.37 0.69 4.03
(17.66)" (9.07)"" (11.58)" (20.50)"
WIC;, (as) -0.96 -0.08 -0.00 -1.20
(-10.69)™" (3.52)" (-0.71) (-3.62)
WIC;, x OCF;,(as) -0.24 -0.09 -0.11 -0.62
(-1.92)" (-1.68)" (-1.12) (-0.59)
WIC;, x NDAC;, (a) -0.29 -0.06 -0.08 -0.70
(-1.97)" (-0.78) (-0.81) (-0.56)
WIC;, x DAC;, (a7) -0.66 -0.19 -0.24 212
(-3.81)™ (-6.41)™" (-1.98)" (-2.33)"
Firm FE Included Included Included Included
Industry FE Included Included Included Included
Year FE Included Included Included Included
Adjusted R 0.05 0.49 0.40
Pseudo R* 0.05
F-value 80.14™" 3448.80"" 1171.94
r 693.98""
0 — 03 0.22"" -0.23"" 0.11 -0.25""

LT R CRET=¢ V2R 2 A UNEHP cOCF=¥ £ & E/% -1 EPABTA - NE22F I p w2
U4 8 F A o CDIV= t+1 & % AAp S ¢ #9515 ’ﬁigﬁ4c7 FA55 1> 2R A 0o NDAC=2-4% i1 g3+
P o DAC=# i 3t 58 p o WIC=p 3R/4541F ﬁ%%(@ TERA): 1> BR(EEFLL)E 00 Firm _FE &%
NP EEIE o Induvtry FE 3 A2 ¥ F 3 z% Year FE L & R q"f;’z% o
2N At TREE R 0.01 5 A E KB 3T 0.05; TR K] 0.1 0
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A Model (l)rl ’as o B2 a7 T EE T3 E 10%E RS R 3N
- E T *f*“ FEEFIRENE ~ 2P R E P SRR R 2
HEER ¥ é?' JE o R ’065—067‘066—067/”\ %0422 037 I
F 1% % J\-? Bom p3Rqndlar A o SR AR P B S e B
B A FEEFIRENT B LR LF“T%”I?E o VoA R AL PO
RAIF P IR L cha @ > vd KB A pd fE2 FHTFF (FEH
JE3IE P ) o AR TR Fla @"‘ ﬂﬁifﬁﬁ”’éﬂlfﬁ °

& Model )2 ()Y o582 ag'd & f > “,/T? 3 # Model (2)3\ 10%%8 ¥
KA R RERE R AP > HETEBREES
ZEN M R IE P o2 A Kk i*zm?‘/ﬂc X REFEE ra»ﬁ o Rm oo B
MMd@i@W’?FﬁT¢“¢5%%*L$°$wm%#ﬂ#% A
BRZEPEAREHM G EF T 6B P Irdlad s i
AR A RS T b fS op BERY SHF S f 0 A
SR Bl FRAIMEHA A HY B ER &R ARR
LIEp 2 I% R R e ""‘ 1 g 2”’3“‘3 v 17 g% 15’—%3355 (£
(=) B A9

W v T PRI A ST FREFRTEER RSP
(Bedard 2006; Doyle et al. 2007b; Ashbaugh-Skaife et al. 2008; Chan et al. 2008;
Epps and Guthrie 2010; Ji et al. 2017) » = P #Rp4lat 2 3524 A & > $309 8
3 F 4 (Beneish, Billings, and Hodder 2008; Myers, and Shakespeare 2008;
Ashbaugh-Skaife, Collins, Kinney, and LaFond 2009; Li, Yu, Zhang, and Zheng
2016; Hammersley, Jacoby, Li, Li, and Zheng 2018) » F]* » p R34k £ » §_

++¢~$\ﬂ MR D 2 BT RMEE S 25 ¢ Ak L - FHEE
o A N xf'ﬂ &% S 42155 (structural equation modeling) * # B3 £
P AP S FERBIRETTE A R P T 0 E N ARY
LR F R & a? LIIP Mg AlaE L 2P A RE

O Bor 2 REE D BRI il RS Tilic o P IRERH14E 2 (WIO)
BOLEARPIRED) S fARME > B EEL L R 0 P IEAIR R B f G g
H-F M %%k (e.g. Beneish et al. 2008) o #* & M &3+78 B (DAC)E p 03445 4
WICO)F » E 4% RHELA0M > HARZ P ERBIED > #ad & p vy
13k 4 o AR P EIE P (DACO)Y S HRP(REDHE Bre%k » 2EFLPH

(e 1.00) 3 PNzl & WIO) B % » B Ef AP M (& dk-
0.16) ; frc% - p%% tB (4B 084) TN E R c AR ERR
?*IEB BHEER GG AP F L e MRk o T AP
AETER L £ r% B3t 78 B (DAC)$ A k3R & i 8 (OCF) ~ = I(ND = %41
(CDIV)mg#&ﬁz% yF L BEED AR (B 043068 & 4.10) 5 poREH]
A (WIC)HE ok » F S BF LM (%8003 --002 2-0.14) ; %%

=
e x



LEACZRE C EFL P e SRR P 2 23

o9 il FLAAM (¥ 040066 2 396) Fo 3 E ik o AT E
M%”ﬁﬁﬁiiéﬁﬁa%ﬁ’ﬁﬁwmﬁﬁ%%%u%i%¥g@@ﬁ
Pk o FIPL A F AT ER 2 FHBEAITET > FREEETE D FiE
ﬂ’ﬁ%ﬁﬁ@#ﬁﬁﬁiiémm%g&”i'mwr¢ %2 ¢ A
}g{so

% 9 B E A $7(N=10,430)

% d
Y B ok \ LE-REE S .
i YR 3 e Bl RAEE :jfi
WIC;, — RET}, -0.74™
WIC;, — OCF,.,  -0.12
WIC,, — NI -0.11
WIC,, — CDIV,., -0.65"
DAC;, — WIC;, 0217
DAC;, — RET, 1.00™"  DAC;,, — WIC,, — RET,, -0.74x021=-0.16"" 084" -18.8%
DAC;, — OCF;., 043" DAC;,, — WIC;; - OCF;. -0.12x0.21=-0.03" 040" -6.4%
DAC;, — NI 0.68"" DAC;,, — WIC;, = NI,;; -0.11x0.21=-0.02" 0.66™"  -3.6%
DAC;,, — CDIV,,, 4107 DAC;,, — WIC;, — CDIV;,,, -0.65x021=-0.14" 396"  -3.5%
NDAC;, — WIC;, 0.07°
NDAC;, — RET,, 0.58"" NDAC;,, — WIC;, — RET;,,  -0.74 x 0.07=-0.05" 0.53""  -9.9%
NDAC;, = OCF;,;, 0.58"" NDAC;, — WIC;;, — OCF;,, -0.12x0.07=-0.01 057" -1.5%
NDAC;, — NI, 0.71"" NDAC;, — WIC;;, — NIzy  -0.11 x 0.07=-0.01 070" -1.1%
NDAC;, — CDIV;..;  3.50™" NDAC;, — WIC;, — CDIV;,;; -0.65x0.07=-0.05 34677 -1.3%
OCF;, — WIC;, -0.01
OCF;, — RET,, 0.80"" OCF;,, — WIC;, — RET;, -0.74x-0.01=0.01 0.81" 1.1%
OCF;, — OCF;., 097" OCF, — WIC;, — OCF;.; -0.12x-0.01=0.00 0.98"" 0.2%
OCF,, — NI, 087"  OCF,, — WIC;, - NIL;;; -0.11x-0.01=0.00 0.87"" 0.2%
OCF;, — CDIV;,,,, 507" OCF,, — WIC;, — CDIV,,, -0.65x-0.01=0.01 5.08"" 0.2%

L REEE CRET=§+ EFR2Z TR EE c OCF=¢ $MENE/Y ] EHPRQLFTA o NE2EF P 5%

/4> B F A o CDIV= r+1 &P EAT 1 % A1F F R 42 755 10 F RIS 00 NDAC=2-48 iofd i3>
P o DAC=3 -2 a3 s P o WIC=p %4540 7 442 (F2LR) 3 1> BRI (RFEFLL) 5200

2 FEHAN L or e TR E R 0015 TR E K3 0.05; REEKE 00 -

3. F’“«‘f »c% % 12 bootstrap blas corrected and accelerated confidence interval # &> A# 7 X T E 4 4 & 1,000

o TTRE K 0.01 5 TR E RIE 22005 BEF R E 0.1 .

4. f{’i‘”ﬁf—}\ R = 14,169 ; vt i 4715 (comparative fit index o f§ 4 CFI) = 0.97 ; #iif# £ 397 2

(root mean square error of approximation > f§ # RMSEA) =0.02

(Z) 4~ B bl Reis > HrFis2 B

&tﬁﬂﬁﬁﬁfd%&’éﬁﬁﬁiﬁwmfﬂwiyi@aagp
Frak % g % @B Mg B B2 o Beneish et al. (2008)3% 1+ o 74
B LRSS BRI 2P MRS TR R o Tl AP e
N\

FOALE G AR a0 AP R J(4)‘()‘(6)£(7)“ v de o D PR
(SIZE) » R4 5+ 3 @iyt 8 > ¥ 8287 WICXDAC 2% ¥ #b » 2

1

Boyehad &9 ST AL FIMASAP EIE D D BT 0 L PIEER 4
ARE a FEEERETED FTRRTE o T b 2RAPRIAp BHYFEBRENE > &
Wl Rk grkz ML PIAS PN MR A PR FRREF cpL kT 24 8 chi ff
BEPI IR

m



84 FLEES % T3H 02021 & 70

uru ﬁ)sg—‘i—gﬂ?gmrf.%‘rﬁ F S AP g’\@ﬂ%‘%\l{ga—gmiggg%
REBIGHHTE € FF & > T8 B 22 WICXDAC % 3% - Krishnan (2003)
ﬁmﬁ%@%’»ﬂ%%%ﬂgﬁwiﬁw,%ﬁ4§ﬂw@?ﬁaaﬁg
B2 A EHRED B A R e BB o Tt APIEY S PR 4
i R S ST N AR LAt IR TR S R el cl - U 4
5o A 2P SR (MB) > B EE D B B p ﬁ&duﬁ;m %
HE » ¥ 28 WICXDAC 2 % - Robin and Wu (2015):15 5% A7 » & H-45
LRI A8 L R Lt T R T T S
*%%gﬂﬁﬁwwmwﬁﬁoﬂw IR I NS L F ok TE o
2PHE BB S e BER o FEEERETL 10

% 10 Model (1)2- & jF.5 % » 37 SIZEXWICXDAC (as) ~ BIG4xWICXDAC
(010) 82 MBXWICXDAC (o) ficss 5 0 » 2 3 5 it 10%:085 % -k & - 4 ﬂﬁ
SOFRB B e A P RE S RPERS DD o RSP I8
LR ESFP D v B8 o 2 Model (2)3 (4)iliEs: 2@ R~ L T
’%“wzﬁﬁé H’u@%ﬁﬁmf##%F?’ﬁﬁﬁ%?ﬁﬁﬁ%
KRG I 23825 AR EFT- %% - 18> % 10 Model (1) (4) %
Pl WICXDAC (0g)2- TaBic > MAFHF L L > T 4o r H i 4%
f6 0 A2 AR EH A FIFAERE o

(m ) $4l A E & Rl AL

BB HEH o A REZ LR R T T i AP I
2 AL @ F PN R dlE 4 o T E 28R 0 b4 Doyle et al. (2007b)
PR R AACHC) P EdRiRE S P4 RS JEAgR SRR AR
EHEEFFEERMER L > &) 7 ﬂ%muw##% PR R
T3 P iy BT R o 4o A p NER R Boodokiifmue Eﬁ‘ﬁ—
Nl pPIRE AL 2 HEREPRIEDR aUE SIS (-
FF Mo 50 PRS- RPE > A3l % Doyle et al. (2007a):5 Logisit 3] o
TR - [ 0 Fe % 5 0 inverse Mills ratio - & 11
Panel A 3 % - ¢ Bt jF i % © 3% > 2 ¥ inverse Mills ratio ¥ 5 1 & 3
@ g A Rl 0 A A A P Z R R F 0 F B8 % 4o Panel B #T e
% 11 Panel B 2 4 4 2. 25T apP LB > NI 4lat 4 chp A EH P
FARATFHREFAIEARE



LA 3RS~ EFL P e LR R P 2 85
% 10 4o » H @ 4|2 @ ﬁfﬁ%% (N=10,430)
T % B T % VR % B
RET, OCF; ., NI 111 CDIV; 1+
P Model (1) Model (2) Model (3) Model (4)
Intercept () -0.11 -0.17 -0.66 -1.06
(-14.14)"" (-14.64)"" (-1.43) (-17.12)™
OCF;, (o) 1.07 0.91 0.97 4.67
(17.53)™ (27.42) (-18.417) (10.43)™"
NDAC;, () 1.19 0.18 0.74 3.04
(18.32)™ (5.74)™ (11.28)™ (8.94)"
DAC;, (a3) 1.01 0.38 0.68 4.01
(18.20)" (9.24)™ (11.18)™ (2.19)"
WIC;, (as) -0.59 -0.23 -0.05 -0.29
(-2.95)™ (-1.70)" (-0.72) (-0.40)
SIZE;, (as) -0.13 -0.02 -0.02 -1.07
(-11.92)™ (-7.08)™" (-6.55)"" (-30.46)"
BIG4;, (ag) 0.03 0.01 0.02 0.02
(1.34) (1.29) (2.22)" (0.35)
MB;, (a7) 0.00 0.00 0.00 0.00
(1.72)" (2.38)" (2.39)" (2.58)"
WIC;, x DAC;, (as) -0.54 -0.15 -0.23 227
(-1.67)" (-5.14)™ (-1.97)" (-1.65)"
SIZE;, x WIC;, x DAC;, (as) 0.11 0.02 0.02 0.31
(2.19)" (1.41) (1.06) (1.74)°
BIG4;, x WIC;, x DAC;, (010) 0.08 0.01 0.01 0.01
(1.76) (1.26) (0.37) (0.02)
MB;, x WIC;, x DAC;, (a1,) 0.04 0.00 0.01 0.10
(234" (1.06) (2.18)" .61)""
Firm FE Included Included Included Included
Industry FE Included Included Included Included
Year FE Included Included Included Included
Adjusted R 0.06 0.49 0.40
Pseudo R* 0.13
F-value 63.15" 2205.00"" 746.89""
r 1802.49"
0 — 03 0.18"" -0.20"" 0.06 -0.97""

A LRBEAR CRET=€3 # A2 A H L HP o

OCF=% £ & #/% -1 W RAFTA « N=2¥ 5 p 0%

/84 B F A o CDIV= 1 EAUAPEIT ¢ ERJ]F F H 42 B35 5 10 E RS 00 NDAC=2-48 5 i3+
P o DAC=# AP 3t am p oo WIC=p 3R4x 413 #4 (FELL L) 5 1> FRA (ARFILAL) 5 00
SIZE={# 5 % %% P48 - BIG4=d = * F 7274415 1> 3R 5 0o MB={g5 3 5§ B/ 5% a
W i@ o Firm_FE 3 = @ B2 2% o Industry FE 5 & ¥ F 2% o Year FE & # R F T oc%k ©

2FEFPN L B0 2B F R 22 0.01 5 TEEF K] 2 0.05; TBEF KB4 0.1
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e A
P
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% 11 Heckman & F§ £ it §F(N=10,430)
Panel A % - FFEEfFes
b s % 8 WIC;,
Intercept (o) -1.04
(-5.24)""
SIZE;, (1) -0.88
(-20.12)™"
AGE;, (o)) -0.18
(-1.32)
LOSS;, (a3) 0.30
(2.98)™"
SEG;, (as) 0.22
(4.00)™"
SPE;, (as) 0.50
(2.02)”
FT;, (ag) 0.12
(2.16)"
ESG,, (o) 0.08
(1.90)
RG;, (a5) 0.42
(1.87)°
Industry FE Included
Pseudo R’ 0.13
¥ 266.78""
Panel B % - PPEmfFR %
[f@%& : RET;‘,t %%ﬁt : OCFi,tH }f@%& : NIi,tH %%ﬁt : CD]V:‘,):H
IR Model (1) Model (2) Model (3) Model (4)
Intercept (o) 0.13 0.20 -0.04 -0.58
(16.20)™ (8.56)™" (-1.47) (121D
OCF;, (a) 1.13 0.92 0.96 5.17
(18.73)™ (27.05)™" (27.46)™ (13.26)™
NDAC;, () 1.28 0.14 0.79 3.77
(19.62)™ (5.51)™" 13.47)™ (19.50)™"
DAC;, () 1.04 0.36 0.68 4.00
(18.15)"" (8.99)™" (11.35)"™ (20.36)"™"
WIC,, (as) -0.92 -0.08 -0.02 -1.25
(-9.94)™" (-3.59)"" (-0.68) (-4.41)"™"
WIC;, x DAC;, (as) -0.64 -0.17 -0.22 -2.08
(-3.87)" (-6.43)™ (-1.91)" (-2.84)™
MILLS;, (o) -0.11 -0.02 -0.06 -0.96
(-0.11) (-0.05) (-0.16) (-0.13)
Firm_FE Included Included Included Included
Industry FE Included Included Included Included
Year FE Included Included Included Included
Adjusted R? 0.05 0.49 0.40
Pseudo R? 0.05
F-value 107.74™" 4828.86"" 1636.02"""
r 688.37"
0 — a3 0.24™" -0.22"" 0.11 -0.23""
L RS WICP A AL (FRAL) 2 1 R (REFLL) A 00 SIZE-fEE D S meH

2.
3.

oo AGE== 72+ B EfpPftic o LOSS=§ # Rfrm - E R WP W 2{1 3 80 )2 F 5 10 F 23
0° SEG== 7 23R i & P-4t #ic - SPE=2 2 2_ 5k P 1% #8(special purpose entity)#c & P~4t#ic - FT=* ik
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Internal Control and the Pricing of
Discretionary Accruals

1. PURPOSE

The FASB (1978) agrees on the superiority of the accrual-basis accounting over the
cash-basis accounting in the prediction of future cash flows. The issue of how capital
markets process accounting information, in particular earnings and its components, is of
interest to participants of the capital market. Accrual earnings is considered superior to
cash flows because it overcomes the timing and mismatching problems inherent in
measuring cash flows (Dechow 1994). In addition, managerial discretion in accruals
enables managers to communicate their private information and thereby enhances earnings’
informativeness (Watts and Zimmerman 1986; Bowen et al. 1987; Holthausen 1990; Healy
and Palepu 1993). Moreover, DeFond and Park (1997) provide empirical evidence that
discretionary accruals provides a better indication of a firm’s subsequent performance than
non-discretionary accruals. Thus, discretionary accruals could be a manager's instrument
for communicating private information to the stock market and improving the value

relevance of reported earnings.

This study examines the impact of internal control deficiencies (ICDs) on the pricing
of discretionary accruals. Weak control environment leads to both intentionally biased
accruals through earnings management and unintentional errors in accrual estimation. Prior
literature suggests that reported material weaknesses is associated with lower accruals
quality (Hogan and Wilkins 2005; Bedard 2006; Doyle et al. 2007a; Ashbaugh-Skaife et al.
2008; Donelson et al. 2017). Internal controls aim to prevent and/or detect errors or fraud
that could result in a misstatement of the financial statements. A good internal control
system is the foundation for high-quality accruals, since strong internal controls likely
curtail both procedural and estimation errors, as well as earnings management. We examine
how internal control deficiencies affect the implications of discretionary accruals for a

firm’s stock returns and future profitability.
2. RESEACH DESIGN

Research Hypotheses

Doyle et al. (2007a), Ashbaugh-Skaife et al. (2008), Chan et. al. (2008), Epps and
Guthrie (2010), and Ji et al. (2017) find that ICDs result in lower accruals quality because
they will lead to errors in accrual estimation. Subramanyam (1996) provides evidence
discretionary that stock market prices discretionary accruals, indicating that discretionary

accruals play a signaling role for communicating managers’ private information. We argue
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that the firms with ICDs exhibit lower quality of discretionary accruals and thus reduce

market pricing for discretionary accruals. Stated formally:

H1: The association between discretionary accruals and stock returns is greater
for non-ICD firms than ICD firms.

Subramanyam (1996) shows that discretionary accruals are associated with future
profitability after controlling for cash flows from operations and nondiscretionary accruals.
We argue that ICDs will lead to lower quality of discretionary accruals and thus negatively
moderate the association between current discretionary accruals and future profitability.

Stated formally:

H2: The association between discretionary accruals and future profitability is

greater for non-ICD firms than ICD firms.
Data

We obtain the ICD data from Audit Analytics, financial information from Compustat,
and stock return information from CRSP. Since the ICW data start from 2004, we restrict
our sample period from the years 2004 through 2011. My final sample consists of 10,430
firm-year observations. The number of ICD and non-ICD firm-year observations are 445

and 9,985, respectively.
Research Methodology: Test of H1

I employ Subramanyam’s (1996) returns model that decomposes earnings into its
three components — operating cash flows, nondiscretionary accruals, and discretionary
accruals as independent variables and add the indicator variable indicating a firm’s internal

control deficiencies and its interaction with discretionary accruals:

RET; ;=0y+0,OCF; ;+0,NDAC; ;+a3DAC; ;+a, WIC; ,FasWIC;  xDAC; ,+Firm_FE

+Industry FE+Year FE+g;,. (1)

where RET;, is the stock return calculated over a 12-month period ending three months
after the fiscal year end for year ¢; OCF;, is cash flows from operations divided by total
assets at the beginning of the year ¢; NDAC;, is nondiscretionary accruals divided by total
assets at the beginning of the year ¢; DAC;, is discretionary accruals divided by total assets
at the beginning of the year ¢; NDAC;, and DAC;, are determined employing a cross-
sectional variation of the performance adjusted model by Kothari et al. (2005). WIC;, equal
to 1 if the firm-year has ICDs, and 0 otherwise. In addition, I use firm, industry and time
fixed effects to control for macroeconomic dynamics and unobservable firm-, industry- and
time-specific characteristics.

The sum of a3 + as represents the association between discretionary accruals and
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returns for ICD firms. Thus, observing as < 0 is consistent with the notion that internal
control deficiencies negatively moderate the association between discretionary accruals

and returns.
Research Methodology: Test of H2

Next, I examine whether the occurrence of ICDs negatively moderate the association
between current discretionary accruals and future profitability. I estimate Model (2), (3),
and (4) to test H2.

+Firm_FE+Industry FE+Year FE+g;,. (2)

NI, 111 =ay+0a,OCF; +0oyNDAC; ;+03DAC; oy WIC; ;+as WIC; ,xDAC; ,+Firm_FE

+Industry FE+Year FE+e;,. 3)

+Firm_FE+Industry FE+Year FE+g;,. (4)

where OCFj,+; is cash flows from operations for year /+1 divided by total assets at the
beginning of the year ¢, NI;,; is income before extraordinary items and discontinued
operations for year t+1 deflated by total assets at the beginning of year ¢; CDIV; +1 equal to
1 if there is an increase in dividend per share in the year #+1, and 0 otherwise. The sum of
a3 + as represents the association between discretionary accruals and future profitability for
ICD firms. We predict that internal control deficiencies negatively moderate the
association between discretionary accruals and future profitability such that as be would be

less than zero.
3. FINFDING

We find that ICDs negatively moderate the association between discretionary accruals
and stock returns, as well as the association between discretionary accruals and future
profitability. These results suggest that internal control weakness leads the stock market to
attach less value to discretionary accruals and reduces the ability of discretionary accruals
to reflect future performance. In additional tests, we find that firms modifying previously
ICDs exhibit an increase in value relevance of discretionary accruals. Moreover, we find
that the negative moderating role of ICDs on the association between discretionary and
stock returns and future profitability is more pronounced for firm-level ICDs as compared

to account-level ICDs, and when the firms take actions to achieve earnings target.
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4. ORIGINALITY/CONTRIBUTION

Our paper makes contributions to the literature of internal control and the pricing of
discretionary accruals. First, we extend the literature on the relationship between ICDs and
accrual quality. Numerous studies investigate the impact of ICDs on accrual quality and
find that reported ICDs are associated with lower accruals quality (Bedard 2006; Doyle et
al. 2007b; Ashbaugh-Skaife et al. 2008; Chan et al. 2008; Epps and Guthrie 2010;
Choudhary et al. 2016; Ji et al. 2017). However, no study investigates how market prices
the lower-quality accruals arising from ICDs. We add to this stream of research by
documenting that ICDs lead to less value relevance of discretionary accruals. Second,
managers are often assumed to use their discretion in discretionary accruals to mislead
investors. Discretionary accruals might be regarded as opportunistic and thereby negatively
associated with future returns and future profitability (Louis and Robinson 2005; Louis and
White 2007; Billings and Lewis-Western 2016). However, some studies argue that
managers could have other motivations to record abnormal accruals, namely, signaling
motivations (Watts and Zimmerman 1986; Bowen et al. 1987; Holthausen 1990; Healy and
Palepu 1993). These studies document that discretionary accruals with the signaling role
are positive with stock returns and future profitability (Subramanyam 1996; Lin et al. 2016;
Lin and Wu 2020). We add to this stream of research by providing evidence that a good
internal control system helps informing the managers’ private information for future
prospects and thus increases the association between discretionary accruals and stock

returns and future profitability.
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