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ABSTRACT
Graduate Institute of Accounting
Tung Hai University

Name : Tai-Lin, Liu Month / Year : June, 2004
Adviser : William W. Sheng, Ph.D

Title  : Incremental Information content of Corporate Governance

Since The Asian Financial Crisis arose in 1997, the government body
of financial has noticed the issue of “Corporate Governance”, and after
the scandal of Enron and WorldCom erupted, the importance of Corporate
Governance has been more confirmed. From the end of 2001, Taiwan has
begun to amend The Corporate Law and built some relevant system.
Because the system was just established, it was still in doubt whether the
Corporate Governance might work.

According to conception and structure built by OECD and World Bank,
the function of Corporate Governance could be divided into two scopes:
“to promote what is beneficial” and “to abolish what is harmful”. As far
as the former is concerned, domestic and foreign literature had the same
conclusion that effective corporate governance can enhance the value and
performance of the corporations.

The function stood out although Corporate Governance has just been
put into practice. As far as the latter is concerned, it includes
inappropriate policy, inefficiency and earning management, and etc.
Because they are not easily quantified, this paper is focus on earning
management which could be quantified. In the literature whether
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Corporate Governance could inhibit earning management had different
conclusion and the reason is that one segment of Corporate Governance
was discussed but each had inconsistent conclusion. It could not show the
overall effect of Corporate Governance; therefore, this paper is used to
test “what is harmful” by Corporate Governance Integrative Index.

Many elements can affect earning management, such as debt contract,
financial forecast and so on. Corporate management is perhaps one of
those. In Taiwan, Corporate Governance has not become a significant
element to inhibit earning management yet; accordingly, not only was the
relationship between Corporate Governance and earning management
researched but Corporate Governance was attached to financial forecast
of corporations in thee first half year to indirectly test the incremental
effect. The conclusions are as follows:

(1)In the direct test, there is not remarkable effect in “what is
harmful”. It proves under the circumstances of Taiwan, Corporate
Governance 1s not a significant factor to affect earning
management.

(2)In the indirect test, the variable of Corporate Governance attached
to financial forecast error, the result showing that better Corporate
Governance has incremental effect which can inhibit earning
management of financial forecast in the second half year and the 4™
quarter.

(3) The indirect test shows that institutional shareholdings have
incremental effect in 4™ quarter significantly. The outcome is
similar with foreign literature, and in Taiwan its effect is especially

in 4™ quarter.



Key Words : Corporate Governance * Earning management ~ Financial

Forecast Error

VI



>
»

N
o~

b
9

......................................

............................

.....................................................................

Iy
s

St TR

S LY RS

B 2 R R Y

FEE B

VII

...............

........................

...........................

...........................

...........................

...........................

HR s 2 H

[E—

~N N B

16

20
22
32
34

35
42
47



B o & BT B, 49

e BIMIRERIZ FEFT EE R FRZE T 61

VIII



Bl 11 2 A EF2PIEEE R, 3
Bl 12 A5 ZHE o, 8
Bld-1 2P SR Fe Bl 39
Bl C-1 B3ROl 67
Bl C-2 2R 458 bl 67
B C3 AR ERRESHR..... 68
Bl C4 o BRIL M. 71

IX



=] . _E-, ]:'K ; ‘ - E//ﬁ‘ .
he 3 LN { i‘d'; &«l 71V e e e e e e
'7 /P



