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2% Wald Chi-square  p-value Z%  Wald Chi-square  p-value 2% Wald Chi-square p-value

BB -3.169 553.704 0.000***  -2.897 1448. 54 0.000**  —7.966 708.5 0.001 =

A 0. 087 15. 657 0.000**  0.098 1. 400 0.118 0. 909 11. 100 0. 001 ***

AREC 2.126 18.874 0.000**  0.206 0. 760 0.192 1.731 7. 400 0. 003 ***
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Misstatement Risks, Legal Environment and the Reliability of Restatements
CHEN Liying', LI Wanli'?
(1. School of Accounting, Shanghai University of International Business and Economics, Shanghai 201620, China;
2. School of Management, Xi’an Jiaotong University, Xi’an 710049, China)

Abstract: This study examines the reliability of restatements to analyze the reasons of the lower rate of restatements, which
can represent an absence of errors or a lack of detection and disclosure of errors. We construct the misstatement detection mod-
el and get the misstatement risk index( F-score). The result shows a less significant relationship between restatement frequency
and F-score, and lower sensitivity suggests less prudent detection of existing accounting errors and irregularities. A further a-
nalysis finds that the legal environment affects companies’ restatement selection. Firms from strong rule of law regions have less
frequent restatements and show a positive relationship between restatement frequency and misstatement risks. It can indicate a
lack of accounting errors and irregularities. Firms from provinces with a weak rule of law are more likely to restate, which can
be a signal of opportunistic reporting. When a company has a high misstatement risk, a better legal environment helps the
company to correct and disclose accounting irregularities. Our study highlights that a positive relation between restatements and
financial reporting quality depends on the reliable detection and disclosure of misstatements.

Key Words: misstatement risks; legal environment; accounting restatements; accounting errors; irregularities; information

reliability ; opportunistic disclosure; misstatement risk index
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