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Share Pledge of Controlling Shareholders, Industry Expertise of

Auditors and Comparability of Financial Reports

WANG Yufeng, LIU Ying
(Business School, Hunan University , Changsha 410006, China)

Abstract: Using the data of Chinese A-share listed companies from 2007 to 2017 as research object, this paper empirical-
ly tests whether the share pledge of controlling shareholders will affect the comparability of financial reports of listed com-
panies. The study finds that the financial reports of listed companies after the share pledge of controlling shareholders are
less comparable, and this negative correlation is mainly reflected in the group with lower industry expertise of auditors.
Further research reveals that in the context of share pledge, controlling shareholders in the short term may manipulate
earnings in order to avoid the industry supervision and maintain the stability of stock price, which is the intrinsic motiva-
tion to reduce the comparability of financial reports, but this is only a stopgap measure during the share pledge period.
Combining the two types of agency problems, when the first kind of agency problem (between the shareholders and man-
agers) is low and the second kind of agency problem (between major shareholders and minor shareholders) is high, the
negative effect of the controlling shareholder’s share pledge on the comparability of financial report is more obvious. The
conclusions of this paper enrich the economic consequences of the controlling shareholders’ s share pledge and the influ-
encing factors of the comparability of financial reports, and provide theoretical and empirical evidence for the government
and regulatory authorities to formulate relevant policies.

Key Words: controlling shareholder; share pledge; comparability of financial reports; industry expertise of auditors;

agency costs; earnings management; equity financing; manipulation of earnings
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