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Table 1 Net Cash Flow Signs in Different Corporate Life Cycle

1 2 3 4 5
+ + + + - - -
- - + + - + +
+ - + - - + -

mg~ fo~ & s mis fis g

° mi~ fi~ &
| EM_CFO,, |« | EM_PROD,, |.
; |EM_DISEXP; | ;oM f/.\ g
3:

|EM, | = hy + h, POWER + h,PS, + h,PS, +

3.1.4
. . h,POWER*PS, + h,POWER*PS, +
’ h; z Conirol var +y; , (9)
. | EM, || | EM_PROXY,, | .| EM_CFO, | -
|EM_PROD, | \\EM_DISEXP, | h, hy ~ b
o h; o
2,
3.2 0 POWER »
PS, 4
EM_CFO, ,« EM_PROD, ,« EM_DISEXP., EM_PROXY., POWER - PS,
o . 4 o
1: 3.3
2003 2014 A
ST "ST.

|EM_PROXY, | =d, + d,POWER, +
0.500%  winsor

d; z Control var+ W, (5) 13 225 .
POWER, POWER, .POWER,. POWER, .
POWER,. POWER,  POWER; Control var 2 2001 2014
; dy ; d °
. 3 4 2003 2014 .
L)
W 3
. 2001 . 3
2: 3 2003 174
2014 1939 .
7 948
|EM_CFO, | = my + m,POWER, +
. . 2014
m; Y Control var +y,, (6) 418 . . . 2014 207
|EM_PROD, | = f, + f POWER, + °
3,
f Z Control var + k; , (7) 4 .
| EM_DISEXP, | = g, + g,POWER, + 4077 509 4 058

g Z Control var + o, , (8)
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Table 2 Variable Definition
ROYCHOWDHURY *
EM_PROXY
EM_PROXY = EM_PROD + ( - EM_CFO) + ( - EM_DISEXP)
EM_CFO ROYCHOWDHURY * (1D
EM_PROD ROYCHOWDHURY * (2)
EM_DISEXP ROYCHOWDHURY * (3)
POWER, 1 0
POWER, 1 0
POWER, 1 0
POWER, 1 0
POWER, 1 0
POWER 5
DICKINSON **
PS, .
“v - 7 PS, 1 0
DICKINSON **
PS, ’
1 5 PS,
1 0
DICKINSON **
PS, .
“p - =7 PS, 1 0
Intop3wage
size
turnover
Inoperdays
roatl
Year
Industry
2003 58 2014 782 2003 58 2014
685 2003 58 2014 472
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Table 3 Sample Industrial and Annual Distribution

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

NEENEEN 0 0 9 14 13 16 16 17 21 28 27 25 186

0 12 27 32 33 37 47 46 43 58 55 58 448

N 10 24 42 46 47 52 53 51 54 66 77 80 602
N N 5 14 16 21 27 31 31 30 39 49 55 56 374
N 1 2 5 5 4 6 6 6 8 9 13 13 78
N 3 4 10 14 16 18 20 17 25 27 32 37 223
N N N 22 38 81 101 100 100 115 124 119 164 190 207 1 361

9 19 31 38 37 42 53 56 57 92 110 113 657

N 16 25 59 79 80 94 93 8 104 135 136 158 1068
N N 25 55 88 134 140 165 192 190 202 305 377 418 2291
N 16 25 49 66 74 76 75 69 84 108 115 126 883

0 0 0 0 0 0 6 6 6 9 10 10 47

17 24 38 52 68 64 67 67 63 75 75 78 688

0 0 15 16 19 22 34 29 34 33 49 45 296

N 1 14 26 36 51 56 59 57 56 67 67 74 564

1 8 39 48 50 55 63 66 82 124 143 159 838

29 46 69 93 94 97 98 94 9% 108 109 103 1036

19 36 80 83 76 83 97 91 95 88 86 76 910

0 2 12 26 28 14 32 26 32 43 53 54 322

0 0 9 10 9 13 16 15 22 27 33 32 186

0 8 15 17 17 18 15 11 17 18 14 17 167

174 356 720 931 983 1059 1188 1157 1259 1633 1826 1939 13225

2001 C2.C3.09
C2.

4
Table 4 Samples Distribution in Life Cycle Stages

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

58 118 165 227 270 292 349 379 407 514 613 685 4077

58 123 291 369 347 391 400 382 386 774 787 782 5090

58 115 264 335 366 376 439 396 466 345 426 472 4058

174 356 720 931 983 1059 1188 1157 1259 1633 1826 1939 13225
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4 5 .
4.1
5 EM_CFO.EM_PROD.
EM_DISEXP.EM_PROXY 0.016. —0.012. VIF 4 Pearson
0.002. - 0.029. 5 .
1 0. 5 POWER, 0.229 4.2
22.900% 6 (5 POWER, \POWER, .
POWER, 0.182 POWER, .POWER, .POWER .POWER
18.200% ; POWER, 0.737 .
73.700% . POWER, |[EM_PROXY,| 2 ~ 7
0.128 0.000 POWER, \POWER, .POWER, .POWER, .POWER,
12. 800% ; POWER, POWER. POWER, | EM_PROXY, |
0.541 1.000 0.016 5% . POWER, | EM_PROXY, , |
54.100%; POWER 0.031 1% . POWER,
1.816  2.000. | EM_PROXY, || 0.017 5%
Ps, 0.308 : POWER, |EM_PROXY, | 0. 047
30.800%; PS, 0.307 1% . POWER, |EM_PROXY, |
30. 700% ; PS, 0.385 0.020 1% . POWER | EM_PROXY, |
38.500% . 0.022 1% .
5

Table 5 Results of Descriptive Statistics

EM_CFO 0.016 -0.029 0. 009 0. 056 -0.277 0. 351
EM_PROD -0.012 -0.109 -0.024 0. 049 -0.842 0.352
EM_DISEXP 0. 002 - 0.040 -0.012 0.019 -0.213 0.453
EM_PROXY -0.029 -0.162 - 0.025 0. 089 -0.439 0.277
POWER, 0.229 0. 000 0. 000 0. 000 0. 000 1. 000
POWER, 0.182 0. 000 0. 000 0. 000 0. 000 1. 000
POWER, 0.737 0. 000 1. 000 1. 000 0. 000 1. 000
POWER, 0. 128 0. 000 0. 000 0. 000 0. 000 1. 000
POWER; 0. 541 0. 000 1. 000 1. 000 0. 000 1. 000
POWER 1. 816 1. 000 2. 000 2.000 0. 000 5. 000
PS, 0.308 0. 000 0. 000 1. 000 0. 000 1. 000
PS, 0. 385 0. 000 0. 000 1. 000 0. 000 1. 000
PS, 0. 307 0. 000 0. 000 1. 000 0. 000 1. 000
Intop3wage 13. 813 13.316 13. 855 14. 369 11.277 16. 047
size 21. 447 20. 638 21.302 22. 067 13. 076 28. 482
turnover 0. 666 0. 366 0.575 0. 864 0. 039 1.708
Inoperdays 5.083 4. 430 5.091 5.701 1.535 8.679

roatl 0.045 0.026 0.046 0.071 -0.373 0.268
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Table 6 Regression Results of Managerial Control Power and Real Earnings Management
| EM_PROXY, I
*%
POWER, 0.016
(2.092)
*kk
POWER, 0. 031
(3.761)
POWER, 0.017
(2.223)
Kkk
POWER, 0. 047
(4.652)
*kK
POWER; 0. 020
(2.699)
0. 022"
POWER
(4.556)
-0.052™ -0.051™* -0.052™* -0.051™ -0.052™" -0.050™*
Intop3wage
(-9.172) (-9.001) (-9.156) (-8.822) (-9.078) ( - 8.656)
. 0. 031 0. 028 0.031 ™ 0. 027 0. 028 0. 025
Size
(8.462) (7.501) (8.467) (7.122) (7.178) (6.111)
0. 065 0. 063 0. 064 ™ 0. 063 0. 061 0. 060
turnover
(5.153) (5.072) (5.151) (5.004) (4.922) (4. 800)
0. 038 0. 038 0. 038 ™ 0. 039 0. 038 0. 038
Inoperdays
(8.651) (8.754) (8.656) (8.845) (8.633) (8.731)
" -0.030™* -0.030™* -0.030™* -0.030™* -0.030™ -0.030™*
roa
(-3.178) ( -3.145) (-3.173) (-3.271) (-3.124) (-3.133)
0. 245 0.195™ 0.267 0.196™ 0. 178 0. 121
(2.679) (2.431) (2.753) (2.122) (2.878) (3.244)
/
13 225 13 225 13 225 13 225 13 225 13 225
R 0.046 0.046 0.046 0.047 0.046 0.047
. 5% 1% ; t
6 7 (6) (7) (8)
; POWER,\POWER, .POWER,.POWER,.POWER;
POWER IEM_CFO, ,| \IEM_PROD, | \| EM_DISEXP. , |
; 3
; o Ta 2~ 7
; |EM_CFO;, | ;o Tb 2~
7 | EM_PROD, | 8
o 5 ~ 13 | EM_DISEXP, ||
o Ta |EM_CFO, | POWER, .
1% . H,

POWER, \POWER, \POWER,\POWER; .POWER
0. 002.0. 004.0. 002.0. 012.0. 005.0. 005

5

POWER, \POWER,
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6 H, . b | EM_

PROD, | |EM_DISEXP, | Ta
POWER, \POWER, .POWER, .POWER, .POWER; .

POWER POWER,

| EM_DISEXP, |

Ta

Table 7a Regression Results of Dimensions
Variables of Managerial Control Power and
Different Variables of Real Earnings Management

| EM_CFO,, |
0.002
POVER,
(1.061)
POVER, 00
(1.73)
POVER, b
) (1.203)
POVER, b0
(5.434)
POVER 0.0
(3.06)
) 0.005 ™
POWER
(2.003)
= 0,009 - 0,009 - 0.009 ™ - 0.008 ™ - 0,009 ** - 0,009
Intop3wage
(-6.988) (-6.832) (-6.928) (-6.474) (-7.214) (-6.791)
. 0,005 0,005 00057 0,005 0,005 0,005
size
(4.85)  (4.903)  (4.940)  (4.522)  (4.031)  (4.904)
0.0187™7 0,018 0,018 0.018™ 0.09™* 0.018"**
Lurnover
(6.964)  (6.943)  (6.962)  (6.814)  (7.233)  (6.849)
0.01070.000™ 0,000 0,000 0.010™ 0,010
Inoperdays
(9.754)  (9.745)  (9.733)  (9.885)  (9.840) (9.7
" = 0,006 - 0,006 - 0006 ™ - 0.006 ™ - 0,006 - 0.006™
o
(-3.453) (-3.463) (-3.453) (-3.443) (-3.435) (-3.43)
0,047 00427 004577 0,045 0,030 0,043
(2.857)  (2.94) (2765  (2.861)  (2.967)  (2.709)
/
13225 1325 1325 1315 B3NS 13205
¥ 0.068 0.008 0.068 0.070 0.009 0.068
o 10%
5
6 7

H,.

4.3 .
8 (9)
4
H, H,. 8
2~ 5 | EM_CFO, | .
|EM_PROD, | . | EM_DISEXP,, | | EM_PROXY,, |
POWER 4 0. 003
0.007.0.003  0.004 POWER 1 EM_CFO, |
5% .
. PS, PS, 4
PS, | EM_CFO.,|. | EM_

PROD, | \EM_DISEXP,,| |EM_PROXY, |
-0.036.-0.029.- 0.004 -0.069 PS, |EM_
DISEXP, | 5% 1%

. PS, | EM_CFO,,|. | EM_PROD,,| .
|EM_DISEXP,,| | EM_PROXY, |
0.098.0.135.0.022  0.255 1%

28

4 |EM_CFO, | .\ |EM_PROD, ,

| \|EM_DISEXP,,| |EM_PROXY, |

o

EM_CFO, ,.\EM_PROD, ,\EM_DISEXP, ,

EM_PROXY, , .
8 POWER-PS, |EM_CFO, | .|EM_PROD,, .
|EM_DISEXP, | |EM_PROXY, |
0.005.0. 007.0. 004  0.016
POWER + PS, |EM_PROD, ||

. POWER-PS, |EM_CFO,, |.|EM_PROD,,!.

|EM_DISEXP,,| | EM_PROXY, |
0.003.0.029.0.004  0.036
POWER + PS, |EM_CFO, |
Ps, 4
POWER - PS, 4
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Table 7b Regression Results of Dimensions Variables of Managerial

Control Power and Different Variables of Real Earnings Management

| EM_PROD, ,| | EM_DISEXP; |
) l *kk ) *x
POWER, 0.019 0.005
(2.878) (2.183)
? *kk *xk
POWER, 0.023 0.005
(3.189) (2.661)
019 0.003
POWER, nop
(2.833) (1.033)
POWER, 0.027 0.008
(3.167) (3.611)
), *kk Kk
POWER, 0.04 0.006
(3.362) (2.100)
0,018 0,003
POWER
(4.211) (3.00)
S0.0267 = 0,005 <0.0067 -0.025 0,025 - 0,037 —0.018 ~0.018™ -0.018™ -0.018 0,018 -0.018™
Intop3wage
(-4.855)  (-47%)  (-4885) (-4689) (-47%) (-444) (-17.23) (-17.036) (-17.221) (-16.765) (-17.234) (-16.843)
. 0.02777 0,047 0,087 0,047 0.0 0,027 0,004 000477 0,004 000477 0.0047 0,004
size
(7.839) (6.942) (7.809) (6.734) (6.441) (5.634) (6.628) (6.511) (6.728) (6.412) (6.578) (5.739)
. 0.099 777 0,098 0,097 00987 0.095 0,095 0.0 0.0 0.0 0.0 0,087 0.0
urnover
(8.435) (8.369) (8.459) (8.34) (8.183) (8.156)  (22.769)  (22.873)  (22.758)  (22.904)  (22.636)  (22.920)
0.0337°7 0,047 00337003477 0,087 0047 0,006 0,005 0.0067 0,005 0,006 0.006™
Inoperdays
(7.915) (7.948) (7.962) (8.402) (7.83) (7.93) (7.961) (7.855) (7.932) (7.765) (7.965) (7.8%)
" 0,030 = 0,030 ~0.0307" -0.030 -0.030 - 0.0 -0.006 0,006 -0.006™ -0.006™" -0.006™ - 0.006™
roa
(-7.045)  (-7.601) (-7.0m) (-7.628) (-6.8%0) (-6.5%) (-3.085) (-3502) (-3.08) (-3251) (-3.603) (-3.044)
047777704087 0,500 04327 03987 03647 0190 00917 088 0192 0191 0,200
(5.544) (5.066) (5.549) (5.067) (4.576) (4.04)  (1.334)  (1.68)  (10.779)  (1.746)  (1.653)  (11.73])
/
13205 13225 13225 13225 13225 13225 13225 13225 13205 13225 13225 13225
R 0.005 0.065 0.065 0.065 0.066 0.066 0.091 0.092 0.091 0.093 0.091 0.092
8

o

POWER, .POWER, .POWER, .POWER, .POWER,

4.4

10
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Table 8 Regression Results of Managerial
Control Power Corporate Life Cycle

and Real Earnings Management

EM_CFO. | IEM_PROD, | IEM_DISEXP, | |EM_PROXY, | o
0.003** 0.007  0.003  0.004
POVER 2.111) (1.573) (0.042) (0.812 )
(2.111) (1.573) (0.042) (0.812) (170) (SE0)
Ps —0.036™-0.029™ -0.004 -0.069"* PO SEO
1

(-9.821)( - 1.989) ( - L. 211)( - 4. 167)

0.098 ™ 0. 135 0.022** 0.255"*
(22.901) (5.822) (6.000) (10.492)

. *kk X 7 . *% X *k o
POWER » PS, 0. 005 0.00 0. 004 0.016

(3.111)  (1.050) (2.122) (2.067)

0.003  0.029* 0.004™ 0.036"**
POWER * PS, 0-02970.004 0. 036 2003 2014 CSMAR
(1.489) (2.745) (2.100) (3.245)

- 0. 009~ 0. 024~ 0. 018 = 0. 050 ** @D
Intop3wage °

(=7.781) (- 4.511)( - 16.933)( - 8.911)

0.003** 0.025** 0.005™ 0.033**

(3.612) (6.523) (7.256) (8.100) L@
0.019™* 0.095** 0.054** 0.060** 3

(7.961) (8.203) (23.183) (4.933) \
0.007** 0.031** 0.006™ 0.032"* - ®
(7.622) (7.267) (8.711) (7.267)

~0.006™ = 0. 030 ***~ 0. 006~ 0. 030 ***

roatl °

(=2.078)( - 8.456) ( - 3.556) ( — 4. 367)

0. 045 0,470 0.175* 0. 340"
(2.820) (5.189) (10.222) (3.521)

PS,

size

turnover

Inoperdays

13 225 13 225 13 225 13 225

R 0. 101 0. 047 0. 101 0. 059

. POWER . .
|EM_CFO, . \EM_PROD. |. |EM_DISEXP, |. |EM_PROXY. |

° o

| EM_CFO,, | | EM_
PROD, | . |EM_DISEXP, | \|EM_PROXY, ||
H?. H3
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Table 9 Regression Results of Sub-samples
|EM_CFO, | |EM_PROD, ,| | EM_DISEXP, | | EM_PROXY, |
POWER 0.013™* 0.003°  0.023™ 0.016™ 0.008" 0.034™ 0,02 0.011"™ 0.035* 0.020™* 0.016™ 0.039™*
(2.922)  (L931) (3.163)  (2.524) (1.743) (2.9%9)  (3.503) (1.993) (5.331)  (2.864) (2.542) (3.322)
= 0,004 = 0,012,008 ™ - 0.033 ™~ 0.038 ™= 0.033 ™ - 0,019~ 0,021 = 0.011 " -0.056 ™~ 0.072"*~ 0. 066
Intop3wage
(-2.014) (-6.775) (-3.568) (-4.759) (-5.146) (-5.242) (-10.137)(-11.876) (-5.953) (-7.104) (-8.806) (-7.275)
. 0.003™ 0,003 00027 0.024™ 0,027 0.023™  0.008™ 0.005 0.009 ™ 0.034™ 0.035™ 0.026™*
size
(2.840) (2.686) (2.132)  (4.941) (5.130) (2.2%2)  (6.906) (4.579) (5.989)  (6.399) (6.280) (2.363)
, 0.0307 0.015™ 0016 0.064™ 0,063 0.158™ 0,063 0.061 ™ 0,037 0,031 0117 0.137
urnover
(7.084) (4.054) (3.664)  (3.745) (4.275) (6.184)  (13.796) (15.498) (10.597)  (8.667) (5.064) (5.250)
0.009 ™ 0,007 0,005 0021 0,032 0,039 0.006™ 0.007 0.004™ 0,024 0,033 0.040™
lnoperdays
(5.250) (4.782) (3.684)  (2.884) (4.073) (5.877)  (5.427) (5.468) (3.851)  (3.058) (4.923) (5.658)
" = 0.150™7-0.006 ™ - 0,005 - 0.306™~ 0,033~ 0. 044 ™ - 01037~ 0007~ 0,005 - 0.558 "~ 0. 032"~ 0. 044 ™
roa
(-4.164) (-2.677) (-2.581) (-2.667) (-7.788) (-6.864) (-3.181) (-7.386) (-3.588) (-4.005) (-4.546) (-4.765)
0.070777 0. 11477 0,047 0.178™7 03077 0.2277 01587 0.221 0.156™  0.191™ 0. 172 0.047 ™
(6.177)  (8.478) (3.677)  (11.360) (2.684) (3.363)  (4.986) (7.793) (5.461)  (4.651) (4.545) (2.495)
/
4077 5090 4058 4077 509 4058 4077 509 4058 4077 5090 4058
R 0.074 0.059 0.045 0.045 0.043 0.048 0.121 0.115 0.073 0.045 0.044 0.046
. @ Finance and Economics 2014 35(6):45-52 58.
(in Chinese)
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7
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Managerial Control Power
Corporate Life Cycle and Real Earnings Management

CHEN Chen' LI Zhe’ WANG Lei'
1 Business School Nankai University Tianjin 300071 China
2 School of Business Remin University of China Beijing 100872 China

Abstract: Separation of ownership and control lead to managers” and shareholders” interests inconsistent with each other. While
information asymmetry blocks corporates” real operating information flow information users could not effectively distinguish the
facticity and reliability of earnings information. Based on rational— economic man hypothesis managers have self-interest driven
motivation. Managerial compensation incentive largely depends on operating performance and managerial control power increases
its control capability on corporate production sales and costs. With the improvement of the external environment and the en—
hancement of internal control costs of accrual earnings management have been largely increased and this type of earnings man—
agement would be detected easily and then bring self-costs to managers. However real earnings management in essence refers to
manipulating corporate real activities such as manipulating corporate operational activities costs and discretionary expenditures
to achieve earnings target.

Based on the theory of corporate life cycle and from the perspective of managerial self-interest this paper empirically investigates
the influence of managerial control power on real earnings management in different corporate life cycle. Using the samples of Chi—
na A-share listed companies from 2003 to 2014 in Shenzhen and Shanghai stock exchanges this paper adopts ROYCHOWDHU-
RY model to measure real earnings management and adopts symbol combination of net cash flow in operating activities invest—
ment activities and financing activities to measure corporates” life cycle stage. Then this paper uses STATA 11.0 and multiple re—
gression method to make our analysis. This paper systematically investigates the relationship between managerial control power
and real earnings management as well as the moderating effects of corporate life cycle on the relationship between managerial
control power and real earnings management.

Based on empirical results we find that first there is a significant positive relationship between managerial control power and re—
al earnings management. We also find that dimension indicators of managerial control power and aggregate indicators of real earn—
ings management has significant positive relationship. What’s more the relationship between dimension indicators of managerial
control power and that of real earnings management is also positive. There is a significant mediating effect of corporate life cycle

on the relationship between managerial control power and real earnings management. Results show that the positive influence of
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managerial control power on real earnings management is much more prominent for samples in growth and recession stage. This
paper verifies the necessity of investigating the relationship between managerial control power and real earnings management from
the perspective of corporate life cycle. The finding of this research enriches relative empirical researches on corporate life cycle
managerial control power and real earnings management. It also has some significance to enhance investor protection to reduce
negative economic consequences of managerial control power and to improve accounting information quality.

Keywords: corporate life cycle; managerial control power; real earnings management; investor protection; accounting information

quality
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