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stats Discl N min p25 pS0 mean p75 max sd T K 56
ADA 0 4356 0.001 0.023 0.054 0.084 0. 106 0.586 0.098 5 15
1 1149 0.001 0.021 0.051 0.077 0.102 0.586 0.086 '
0 4356 -0.324 -0.041 0.007 0.007 0.06 0.302 0.099
DCFO -1.96"
1 1149 -0.324 -0.034 0.014 0.013 0. 066 0.302 0.097
0 4356 -0.447 -0.084 -0.019 -0.015 0.046 0.517 0. 145
DPROD 271 e
1 1149 -0.447 -0.093 -0.033 -0.027 0.038 0.517 0.133
0 4356 -0.163 -0.018 0.003 0.009 0.032 0.248 0.059
DDISEXP -0.34
1 1149 -0.163 -0.019 0.003 0.009 0.035 0.248 0.062
0 4356 -0.736 -0.153 -0.032 -0.03 0.081 0.807 0.244
DREM 2.43 ™
1 1149 -0.736 -0.171 -0.056 -0.049 0. 066 0.807 0.236
Panal B J& 75 i [ bR PR SRR # T 5 R AR E IS SR S I E T K%
stats Bigd N min p25 p50 mean p75 max sd T K 56
ADA 0 5203 0.001 0.023 0.054 0.083 0. 106 0.586 0.096 5 335
1 302 0.001 0.018 0.045 0.07 0.088 0.586 0.085 '
0 5203 -0.324 -0.041 0.008 0.007 0.059 0.302 0.098 )
DCFO —4.82
1 302 -0.324 -0.017 0.032 0.035 0.093 0.302 0.099
0 5203 -0.447 -0.085 -0.02 -0.016 0.046 0.517 0.142 ]
DPROD 4,25 "
1 302 -0.447 -0.13 —-0.048 -0.051 0.03 0.517 0.152
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DDISEXP _4.68%
1 302 -0.118 -0.009 0.007 0.024 0.038 0.248 0.067
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DREM 5 50
1 302 -0.736 -0.241 -0.099 -0.108 0.032 0.807 0.254
Panal C. =il 28 SR G 5R
stats N min p25 p50 mean p75 max sd
Discl 5505 0 0 0 0.225 0 1 0.417
Top4 5505 0 0 0 0.054 0 1 0.227
Top10 5505 0 0 0 0.334 1 1 0.472
Size 5505 13.204 14.557 15. 151 15.255 15.844 18.246 1.037
Cycle 5505 2.429 4.318 4.952 5.004 5.597 8.393 1.089
Income 5505 -0.245 0.012 0.039 0.049 0.078 0.422 0.087
H5 5505 0.012 0.071 0.136 0. 166 0.239 0.561 0.119
Issue 5505 0 0 0 0. 106 0 1 0.308
M&A 5505 0 1 1 0.781 1 1 0.414

Eoowwr wx xR 1% 5% 10% St R ERF, TR
(=) AR
T UL 3 RS HE 1Y Pearson Fl Spearman AHC R AL, 45 REW], BT H B S BRI 40
i R A RN AR B 2 RN LSS Bl B AR T (R AE B B AR DG OC 2R , RS R S B g A
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EIRRREE . AR S R ) AR d 2 RN AH DG PESAE 0.4 LUR R UIEAE ™ 2 H LR LR nT REPER /D

%3 Pearson(Spearman) }i % Rk

ADA DCFO DPROD DDISEXP DREM Discl Bigd Size Cycle Income H5 Issue M&A
ADA 1 —0.099 *** 0.087 *** —0.041 *** 0.096 *** -0.016 —0.042 ***  0.006 0.151 *= 0,091 *** 0.005 0.069 ***  0.064 ***
DCFO  -0.179 *** 1 —0.450 ** 0,164 ***  —0.719 *** 0.035**  0.072*** 0.126 *** —0.111 *** (0.233 **  0.030 **  -0.031 ** -0.059 ***
DPROD  0.164 *** —0.450 *** 1 —0.447 = (0,887 *#*  —(.042 *¥** —0.058 *** —0.135 *** (.064 *** —-0.296 ***  -0.008 0.025 * 0.032 **
DDISEXP  —0.059 *** 0.166 *** —0.479 *** 1 —-0.548 **  —0.002  0.050 *** 0.099 ** 0.094 *** 0.063 *** -0.063** -0.015  0.032**
DREM 0.190 **#  —0.713 *** 0,912 *** -0, 602 *** 1 —0.042 % —0.070 ** —0. 147 0,065 ** -0.282 ***  0.002 0.043 **(.034 **
Discl -0.023% 0.025*  -0.034 ** 0.003 -0.031 ** 1 =0.021  0.148 ***  —0.030 ** 0.141 ** 0.112 % (.080 ***  —-0.026 *
Bigd -0.033 ** 0.067 *** -0.061 *** 0.066 *** -0.078 *** -0.021 1 0.259 ***  —0.126 **+* 0.076 *** 0.142**  0.023*  -0.027 **
Size 0.01 0. 119 ***  —0. 111 *** 0.107 ***  —0.136 *** 0.142 *** 0.32] *** 1 —0. 141 *#% 0.432 % 0.266 *** 0.203 *** -0.019
Cycle 0.237 % —0.119 *= 0. 111 *** 0.043 *= 0. 107 *** -0.035 ** 0. 108 *** (. 132 *** 1 -0.077 ** —0.115 ***  0.013 0.067 ***
Income  0.136 *** 0.193 ** —(.179 *** (.053 *** —0. 188 *** (.097 *** (.049 *** 0,370 *** —0.068 *** 1 0. 184 *#* (0.204 ***  -0.025 *
H5 0.035 ***  0.025 * 0.011  -0.048 ***  0.015 0.100 *** 0.161 *  0.331 *** 0,092 *** 0,191 *** 1 0.078 ***  —0.100 ***
Issue 0. 122 *#*  ~0.050 *** 0,073 *** —-0.009  0.073 *** 0.080 ***  0.023*  0.193 *** 0.015 0.207 *** (. 088 *** 1 0.018
M&A 0.071 **  —0.064 *** 0.036 *** 0.021 0.042 *** — —-0.026 * -0.027 ** -0.02  (0.073 *** -0.004 -0.092 **  0.018 1

iE:(1) £ F 7 # Pearson 48X % 44, A& £ 7 # Spearman 8% Z $; (2) s | s (% 9 HATE 1% 5% 10% %t KT T 2%,
(Z) =\EH#
Lo e S M i s I ] AR B R R OC R
ARSCR T B B A PEASON B TR AR L [ 3t ok () Ml 2, A 0 A 5501 PR RS 4 ol e 08 0 ) 2 A B
AL 75 e TR B A A2 w) [ RSk Bl 8 N S il Sk i A8 2 g o 2 4 9K TR W
B B Ak BGOSR AT [ I I 45 2R
F4 HEEHGERSTERTENH B TETRERHERER

Treatment-Effect Model [B])345 R

(1) (2) (3) (4) (5) (6)
ADA DREM DCFO DPROD DDISEXP Probit
Discl -0.234 " -0.248 " 0.080 *** -0.160 ** -0.016
(-7.91) (-3.99) (3.22) (-4.32) (-1.10)
Bigd -0.011* -0.053 " 0.019 *** -0.023* 0.012 "
(-1.76) (-3.24) (2.83) (-2.37) (2.97)
Discl x Bigd 0.022 " 0.061" -0.029 ™ 0.032 0.001
(1.89) (1.72) (-1.99) (1.53) (0.06)
Size 0.007 *** -0.017 " 0.004 * -0.004 0.010 *** 0.125 "
(2.91) (-3.11) (1.72) (-1.35) (7.54) (5.90)
Cycle 0.013 " 0.014 = -0.007 " 0.012 ™ 0.007 ***
(8.72) (3.70) (-4.88) (5.60) (7.69)
Income 0.201 " -0.474 " 0.207 = -0.270 " 0.022
(10.28) (-10.99) (11.87) (-10.52) (2.10)
H5 0.026 " 0.209 " -0.042 " 0.110 ™ -0.045 "
(2.26) (7.19) (-3.52) (6.41) (-6.13)
Issue 0.028 *** 0.098 -0.031 " 0.056 ** -0.006 **
(7.07) (9.27) (-7.20) (8.99) (-2.24)
M&A 0.009 *** 0.025 *** -0.014 = 0.012 ** 0.002
(2.97) (3.23) (-4.59) (2.72) (0.96)
Con -0.070* 0.205** -0.028 0.021 -0.177**
(-1.88) (2.52) (-0.86) (0.43) (-9.00)
Type -0.384 "
(-3.08)
EPS 0.176 ™
(4.27)
STPT -0.890 "
(-6.23)
Direc -0.005
(-0.87)
Super -0.020 **
(-2.13)
Con_ -2.558 "
(-8.02)
N 0.133 *** 0.138 *** —-0.046 ** 0.088 *** 0.009
(7.77) (3.84) (-3.15) (4.11) (1.09)
Wald x* 910.00 514.80 462.38 461. 60 310. 84
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State-owned enterprises
( Treatment-effect Model )

Non-state-owned enterprises
( Treatment-effect Model )

ADA DREM Probit ADA DREM Probit
Discl -0.214 " -0.061 -0.199 = -0.298 **
(-4.79) (=0.64) (=6.09) (=4.07)
Bigd -0.003 -0.026 -0.027" -0.134 "
(-0.45) (-1.49) (-1.90) (-3.81)
Discl x Bigd 0.013 0.069 * 0.046 " 0.073"
(1.01) (1.66) (1.79) (1.72)
Size 0.010 *** -0.021 " 0.119 0.003 -0.027 ** 0.147 =
(2.91) (=3.24) (4.63) (0.75) (=2.85) (3.75)
Cycle 0.019 ™ 0.020 0.021 0.018 ™
(13.64) (5.57) (10.06) (3.52)
Income 0.196 ** -0.611"" 0.180 " -0.304
(7.90) (-10.68) (6.17) (-4.59)
H5 0.011 0.129 ™ 0.083 ** 0.297 "
(0.84) (3.76) (3.99) (5.72)
Issue 0.033 ™ 0.118 ™ 0.026 *** 0.073 ™
(6.81) (9.07) (3.72) (4.15)
M&A 0.010 ™ 0.026 0.012 ™ 0.031 ™
(2.70) (2.83) (2.12) (2.24)
Con -0.152 " -0.061 -0.058 -0.298 **
(-3.49) (-0.64) (-0.97) (-4.07)
Type ~0.224 ~0.622 "
(-1.42) (-2.87)
EPS 0.186 *** 0.142"
(3.76) (1.88)
STPT -0.660 " —1.254 "
(-3.73) (-4.55)
Direc 0.003 -0.012
(0.53) (-1.18)
Super 0.002 -0.062
(0.15) (=3.46)
Con_ -2.734 " -2.550 "
(-6.99) (-4.33)
A 0.123 " -0.059 * 0.108 ** 0.167 ™
(4.79) (-2.51) (5.67) (3.89)
Wald x* 402.36 228.96 282.35 149.45
2. AR AR

(1) ARMp PR
HE— 2P 4, AR SORE AR AR H R Al A B 70 oA [ A Al 2R A lb 2L, R T B Bk Pk
AT AT (7 ) B (B0 20, LA LEBSAE AN [R) BT A A 5 04 Aol o, PR g il R i 2 il o i
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e A A R FRSCR I A AR, FAA A BT ) mT L 5 4 000 A B, T 2 e
HBA KA AR, Frb A SR R BEJE « oy T A Al 7= 18y T BE /0, o 30 118 3 2R IBOXL
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High market development
( Treatment-effect Model )

Low market development
( Treatment-effect Model )

ADA DREM Probit ADA DREM Probit
Discl -0.208 0.098 ™ -0.159 ** -0.009
( -6.08) (3.17) ( =2.70) (-0.16)
Bigd -0.013* 0.024 = 0.015 -0.063 "
(-1.69) (3.02) (0.48) (-1.82)
Discl x Bigd D 0.026 ** -0.032"
(2.07) (-2.02)
Size 0.005 0.005* 0.128 *** -0.002 0.011°* 0.131*
(1.49) (1.70) (4.71) (-0.43) (1.85) (2.13)
Cycle 0.017 == -0.012** 0.019 -0.003
(8.65) ( =5.49) (4.76) (-0.57)
Income 0.274 0.199 = 0.084 " 0.227
(10.52) (7.96) (2.11) (5.64)
HS5 0.034 ** -0.048 " 0.094 *** 0.001
(2.38) (-3.07) (2.85) (0.02)
Issue 0.035 "™ -0.035 " 0.019 ™ -0.027 ™
(6.78) (-5.98) (2.11) (-2.48)
M&A 0.010 *** -0.011* 0.011 -0.014
(2.68) (-2.50) (1.51) (-1.58)
Con -0.055 -0.037 0.017 -0.101
(-1.17) (-0.86) (0.19) (-1.10)
Type ~0.391* 0.065
(-2.24) (0.26)
EPS 0.231 " 0.014
(4.21) (0.14)
STPT -0.740 " -1.279 ==
(-3.87)
(-2.93)
Direc -0.019 ** 0.035 ™
(-2.64) (2.17)
Super -0.021" -0.061 **
(-1.68) (-2.27)
Con_ -2.423 " -2.968 **
(-5.91) (-3.22)
A 0.119 ™ —0.054 ** 0.091 ** -0.005
(5.96) (-2.97) (2.71) (-0.14)
N 3158 3158 674 674
Wald x* 682.33 318.35 231.76 209.12

QTET G BE AR, (VA 4 Z A (7 A WINE) W75 [ br PO R BEAT T4 BEMR R W i, ELE TR A B o i il 4
TEAR A, BT EL Discl x Bigd B2 9% AN EA 7 R34 B o
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Internal Control, Independent Audit, Accrual-based and Real Activities

Earnings Management
ZHANG Jiaxing, FU Shaozheng

(School of Business, Tianjin University of Finance and Economics, Tianjin 300222, China)

Abstract ;. The existing study indicates that the internal control and the independent audit restrain earnings management. How-
ever, what kind of relationship is in the process of inhibition of earnings management? What’s more, is this relationship influ-
enced by institutional background? We study this relationship of the internal control and the independent audit on an accrual-
based and real activities earning management by using A-share listed companies of China from 2007 to 2010, and by adjusting
self selection bias. In addition, we find the evidence of institutional background influences this relationship. Our study not on-
ly enriches the theory of corporate governance patterns, but also has an enlightening significance in this field.

Key Words: internal control; CPA audit; accrual-based items; accounting information quality; earnings management; substi-

tution relationship
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