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Abstract

CFO, as a top manager, has a dual responsibility: the accountability and the
operating responsibility.  Accountability requires CFO to disclose the accounting
information, in a timely and accurately manner, to outside stakeholders; and the
operating responsibility requires CFO to adjust the accounting information to maximize
the interests of the company, even CFO their own interests. The conflicts of
accountability and operating responsibility makes CFO to trade-off the dual
responsibility when they signed and released the annual financial statements, which will
affect the accounting information. In some periods, for example the period surrounding
the CFO changes, the conflict of dual responsibility has more influence on accounting
information. In order to investigate this question, this paper takes the CFO changes as
the event to study the changes of accounting information during the three period:
pre-CFO change period, CFO change period and post-CFO change period. Since
earnings management is the most common way to adjust the accounting information,
this paper uses the extent of earnings management as the proxy of accounting
information.  Specifically, this paper studies the following three questions: first, during
the period before CFO changes, if the outgoing CFO knew that he/she would leave the
firm when he/she signed the last annual report, does he will reduce the extent of
earnings management to obtain a good reputation, which will be benefit him to find a
good job? Second, during the CFO changes period, the incoming CFO are expected to
undertake income decreasing earnings management or take a so-called ‘earnings bath’ in
the year of the CFO change. Third, during the post-CFO changes period, the existence
of asymmetric information between the incoming CFO and the firm makes the CFO to
take a cautious behavior, meaning that they will lower the discretionary accruals. As the
working time increases, the CFOs know the true financial resources of the firm, whether

he will increase the discretionary accruals?

In this paper, we collected the CFO changes event during the period from 2009 to
2012 and retained the event that outgoing CFO and incoming CFO both signed annual
financial statements two or more times during their tenure. Finally, we got 372 CFO
changes event. Using the sample, we got the following conclusions: first, by calculating
the interval between the day of outgoing CFO turnover and the day he released the
last annual report, we define the variable that whether CFO knew he would leave the

position. We found that, the outgoing CFO who knows they will leave will lower the



extent of earnings management to get a good reputation. We also did other two tests to
further prove this conclusion. One test is to divide the CFO who knows they will leave
into two groups: one group includes the CFOs who older than 55 years old, the other
one consists of CFOs who less than 55 years old. We found that the younger CFOs
would like to lower the extent of earnings management. The other test is also to divide
the CFO who knows they will leave into two groups based on the fact whether they get
a job when they leave the firm. We find that the CFOs who didn’t get a job would like to
lower the extent of earnings management. All the tests in this part show that some CFO
that want to get a good reputation will lower the discretionary accruals, and support the
hypothesis 1. Secondly, Evidence is presented of incoming CFOs undertaking earnings
management to reduce income in the year of CFO change. Evidence is also showed that
the external incoming CFOs will reduce more income than the inside incoming CFOs.
Thirdly, the paper documented the higher the extent of information asymmetry between
incoming CFO and the firm, the higher the incoming CFO will increase the
discretionary accruals in the second year of their tenure. Here, we used three dummy
variables as the proxy of information asymmetry. One dummy is the sources of
incoming CFO: external of internal; the second dummy is the turnover of the firm, we
rank the sample to two groups by the turnover; the last one is the days before the
incoming CFO signing the first report. Using the three dummy variables, we get the
conclusion the incoming CFO will increase the extent of earnings management due to

information asymmetry theory.

The contributions of this paper are as follows: first, this paper used the difference
of discretionary accruals in the same firm as the dependent variable, which is different
from the literatures which use the cross section’s discretionary accruals. Using the
difference of DA, we can eliminate the influence of firm and CFO characteristic on the
DA, making our results more accurate. Second, the paper which investigates the
earnings management around CFO changes only focus on CFO changes itself. In this
paper, we focus on three periods, before > during and post-CFO changes, and study
whether CFO’s dual responsibility will affect the extent of earnings management. Our
results expand the existing CFO change theory and earnings management theory. Third,
we present the evidence that the outgoing CFO will lower the DA to get a good
reputation and the incoming CFO will increase the DA due to the asymmetry

information between CFO and the firm. This evidence supports the idea that CFO has
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the ability to adjust the accounting information, and also shows that there are some
problems in our corporate governance. We hope that the conclusion of our paper can
provide some theoretical supportand practical reference for the regulatory
agencies > firms and related interest groups to establish modern corporation governance

system.

Key words: CFO Changes; Earnings Management, Reputation Theory, Big Bath,
Information Asymmetry Theory



B ettt e et e et e e te et e e —ee—e e —eeateeateearteahteete e bt e bt eaheeeatesate e ttebeeabeesaeeeraeeteenteens i
PN o3 o = Lot AP RRTTURRR iii
Qualifying Panel and Examination Panel .............coooeiiieininineneeceeeeese e vi
B ettt e e e e e e et e e e—e e et e et e et e s e st esateaeateertenrteatesaesareeeaeenres vii
S = I 1 TR T TR TSRO X
Ed B cveeeeee ettt ettt e e et e et e et et e e e et e eeaeeaat e et e et e e —e s —eaa—eaateeateeatte st e s tesatesareearte et eneennes Xi
L B oot ee ettt ettt ettt ettt et eetesatae—e et e et eate et et e et e et eate st eeteeae et enae et eeaesateetestestenresreenns 1
e = i = OO 1

L2 T FZE R oottt ettt ettt et ettt ee et ee e e eeeeeeeeeaeens 3

1.3 BFGE T TIIFZREET oottt 6

1 4 Eﬁ%‘%iﬁﬁk ......................................................................................................................... 9
I (e ST TR 10

2 jzr;j( Tu ................................................................................................................................ 13
2.1 BRI A oottt ettt ettt ettt ettt et et e anaeens 13
2.0 1 BT ER oottt ettt ee et n e reeeerens 13

2.1.2 IR B ETEER oottt ettt eeeae 16

2.2 IR T B T A oottt ettt e b et 19
2.2.0 BIBR R THIITRESY oot ettt e et en et et s s eanes 19

2.2.2 FOBR R THATTHERIETE oottt ettt 22

2.2.3 FIRRAETHITEIIE .ottt ettt et e s eee e ee s eaeae 24

2.2 A BB T R B TR 2L oottt ettt et ste s 28

2.2.5 BB TR T TEES oottt 32

2.2.6 BB THITET B oottt 35

2.3 B BT IITIIFT oottt 40
== N = =35l == 3 TR R TR 40

2.3.2 _“*”)\ SbeE RS ﬁ{ﬁ% ................................................................................ 47

233 BB A EB I HL R BT et 48

2.4 BN CFO K CFO %;iiﬁﬁﬁﬁju ..................................................................................... 50
2.4.1 CFO YL TE AT cvoveeeeeeeeeeeee ettt sttt n e sanas 50

DS o 0 I e 3L TR 52

3 CFO B T S B A B T B e T oottt 55
3 1 CFO BB s i T IR B AE Tt 55

2 B T ZE = mmZZ DR oottt r e 58

3.2 R N BT T AT oottt 58

3.2.2 ZEARITIA TG IR TEE oot 59

3.2.3 SEHTFTITIEERE ¢ oottt ettt ettt ettt et r e enans 60

3.3 ZEIRFZE . — — T B S FE T LN E] oo e eee s ee e es e s s ees e 61
3.3, ZE N E T 1AL oottt eeen 61
3.3.2 CFO ZEZEITIETE ..ottt 62

3.3.3 ZEMFIETTS covveeeeeeeeeeeeeeeee ettt ettt ettt ettt ettt n s eeae 63

R o g a1 S =3 YT TS OO T OO PO OP U OU TP 64

viii



4.1 CFO METTBIBRE THINEL AT oottt 64

4.2 EEETHEREEIEREETE sttt e et b et nts 66
B.2. 1 BB R oottt ettt ettt ettt ettt ennaene 66
B.2.2 TFFZZEEET oottt s ettt st n e n e n e ene e 67

4.3 CFO SEETHLEIERAETH oo et ee ettt e et e et tee s e s eee et e eeeeeeeneeeeeeensaees 71
B3] B R oottt ettt ettt ettt ettt ennaene 71
B.3.2 TFFZZEEET oottt ettt ettt r et r e 71

4.4 BRI R I B E TH oo et 73
AL B R oottt ettt ettt ettt e et et neaeas 73
BA.2 TFFZZEEET oottt ettt sttt en e e s s een s 73

D BT G T oottt ettt ettt ettt e sttt e et e et et et e et e ate st esaeaae st enae et enas 76

D B R A B T 2R e ettt et e et et e e et et e e e st et e st e st e etesaeesaesaessesre st eesesreenans 76
5.1.1 AR A A TG AT ZT oottt 76
5.1.2 BIBRAETHINMEIER oottt ettt e et s et e et eee s 78
D L. B T E oo ettt ettt ettt et a et e beete e st e saaesreaans 80

5.2 e L T AR BT T ettt ettt e e et et e sttt eeaeseeenenne 83
5.2.1 HfT: CFO I H O BB B S R E AT e, 83
5.2.2 CFO HYF B Y BIBR T THITEZZE oot 88
5.2.3 CFO X E| TAEE I B BRE HHATRI L e 92
5.2.4 PRI RIAREETH ot sttt 95

5.3 CFO B E E T AR T oottt ettt s e s st e et e et e e st e e st e st e ste e bt e nreeaaes 97
5.3.1 CFO B T HI R B T ettt ettt s et aeas 97
5.3.2 4&{T CFO ZRJFELEE B B IV EIERE T oo 98
5.3.3 CFO ZEET L ETARATTH oot e et eee e eee s eeee e s seenaees 101

5.4 B R BB S BIBR T oo e 101
5.4.1 4&{T CFO ZRJFELEE R 1% —IFEHY RIBRE T oo 102
5.4.2 o EAR/NHEEF G I RIERE T oo, 105
5.4.3 (T CFO (FREIF IR B % — IV EERE T o 108
5.4.4 B AR EIRBELEIBRETE oottt st 113

T T N =0 113

B T eeveeeeie ettt et e et e et et et e et e e te s —e e —eete e tee et e s te s tesateeateeeatesteesaeesraesaeeaeeareens 115

B, 2 B T i oottt ettt ettt e et et e et et e e e neeene et e eneeans 117

(I = L = =SOSR 117

6.2.2 AT HEBIVEER oo 119
6.2.3 ¥ SN FIZE AR B TR oo 119
6.3 THIT PR B AR ARIEFT T TE] e 120
BETETTIER cooevvveee et 122



RES

% 5.1 BANERY AT

(o]

% 5.2 AN EIHY AT e MR T A

#£53 BYER

% 5.4 BT CFO JIiE H CRF ZRETELA NHY Al ipde e e A EE

S O Ol
—

w

% 5.5 HliEH CHHTE R CFO Bl ars

% 5.6 A [F] CFO Fiea I nl el s TAl R 2= E

% 5.7 CFO Fiic Pl aE

7 5.8 CFO % #| T{EEA & MY ARt M s T A2 E

7% 5.9 CFO 8| TR S ¥ e E Hl P 2

7 5.10 CFO & B Hij1& (S HY A HRHE R RES T A

%% 5.11 CFO 4 (AR Bl o] i M FES T A 2=

7% 5.12 H{E CFO AR B8 B R B B e B

7 5.13 (T CFO AR EL mT Rife ME MR ARy 22 (5

7% 5.14 4(t CFO AN E & —F Y MR EH

7% 5.15 ARG EA/ N ARG R T ARy 2 (E

% 5.16 (BIERVER G E A/ NG ERVEHE
% 5.17 H(E CFO SEakHF iR A B ml e M T ARy 2= (E

7 5.18 H(E CFO (R RAT B 12 —FHY MR E



Il H s

1.1 ASCHIRFRREAR

3.1CFO E@Eﬁéigﬁiﬁ%ﬁ%ﬁﬁﬁﬂﬁ%ﬁ

& 4.1 CFO ”E%ﬁﬁéﬁﬁﬁ%

[ 4.2 R ERELE ERE

& 4.3 CFO & Bl KGR E

[l 4.4 ‘ﬁﬂxiﬁﬂaﬁﬁnﬁ/\m@%*ﬁ

Xi



