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: This study investigates the influence of controlling

ownership and the divergence between control rights and
cash-flow rights on a firm" s risk-taking, and the effect
of industry competition on the relationship. The research
results show that controlling ownership and firm risk-
taking presents a U-shaped relationship. When controlling
ownership is relatively low, a firm has high risk-taking.
As controlling ownership increases, controlling
shareholders tend to reduce firm risk-taking to protect
their own interests. If controlling shareholdings exceeds a
certain ratio, they have high control over a firm' s
investment decisions. In consideration of firm
competitiveness and long-term profitability, they incline
to increase firm risk-taking to enhance future firm value.
In competitive industry, firms need to invest more research
and development (R&D) expenditures (i.e. take more risk) to
maintain product competitiveness. Controlling ownership and
the divergence between control rights and cash-flow rights
reduce firm risk-taking in highly competitive industries.
It is worth noting that firm risk-taking due to controlling
ownership is significantly positively related to future
firm value; risk-taking due to control-cash flow rights
does not increase firm value.

controlling shareholders; control right; cash-flow rights;
firm value; product market competition; risk-taking.
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Abstract

This study investigates the influence of controlling ownership and the divergence
between control rights and cash-flow rights on a firm’s risk-taking, and the effect of industry
competition on the relationship. The research results show that controlling ownership and firm
risk-taking presents a U-shaped relationship. When controlling ownership is relatively low, a
firm has high risk-taking. As controlling ownership increases, controlling shareholders tend to
reduce firm risk-taking to protect their own interests. If controlling shareholdings exceeds a
certain ratio, they have high control over a firm’s investment decisions. In consideration of firm
competitiveness and long-term profitability, they incline to increase firm risk-taking to enhance
future firm value. In competitive industry, firms need to invest more research and development
(R&D) expenditures (i.e. take more risk) to maintain product competitiveness. Controlling
ownership and the divergence between control rights and cash-flow rights reduce firm
risk-taking in highly competitive industries. It is worth noting that firm risk-taking due to
controlling ownership is significantly positively related to future firm value; risk-taking due to

control-cash flow rights does not increase firm value.

Keywords: controlling shareholders; control right; cash-flow rights; firm value; product
market competition; risk-taking.
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21 E2RAAERIAR

Panel A @ # B & & & fe

# = #c A (%) .S AR A (%)
2002 470 4.1 470 4.1
2003 683 6.0 1,153 10.1
2004 776 6.8 1,929 16.9
2005 847 7.4 2,776 24.3
2006 901 7.9 3,677 32.2
2007 947 8.3 4,624 40.5
2008 991 8.7 5,615 49.2
2009 913 8.0 6,528 57.2
2010 927 8.1 7,455 65.4
2011 948 8.3 8,403 73.7
2012 948 8.3 9,351 82.0
2013 1013 8.9 10,364 90.9
2014 1044 9.2 11,408 100.0

Panel B : # ¥4 » & fe
A% S B A (%) S A E A (%)
kir % 63 0.6 63 0.6
& ¥ 276 2.4 339 3.0
E) 273 2.4 612 5.4
ks 563 49 1,175 10.3
TR 693 6.1 1,868 16.4
TETH 134 1.2 2,002 17.6
RIFE R 53 0.5 2,055 18.0
B E 79 0.7 2,134 18.7
s 440 3.9 2,574 22.6
B ¥ 111 1.0 2,685 23.5
A 49 0.4 2,734 24.0
iy i 636 5.6 3,370 29.5
AT ¥ 84 0.7 3,454 30.3
Bk 136 1.2 3,590 31.5
FAERE 178 1.6 3,768 33.0
H 640 5.6 4,408 38.6
(-3 362 3.2 4,770 41.8
2 F g 411 3.6 5,181 45.4
L ] 126 1.1 5,307 46.5
TFE 5,951 52.2 11,258 98.7
v iR 136 1.2 11,394 99.9
BEFH 5 0.0 11,399 99.9
TR 9 0.1 11,408 100.0
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N=11,408
R =R E S B B Bt Q1 Q3 WA
RiskTaking (%) 3.42 1.40 0.00 107.12 0.16 3.71 6.73
ControlOwn (%) 30.06 27.89 0.16 97.74 16.13 41.55 17.47
ControlOwnS 305.23 166.05 0.00 4580.07 40.31 407.79 431.54
Dev (%) 5.69 1.65 0.00 91.58 0.26 6.01 9.82
OHHI 0.86 0.91 0.08 0.98 0.84 0.94 0.16
FConstraint 14.61 -2.96  -78,444.95 87,819.78 -57.65 37.14 3,366.72
Board 6.87 7.00 0.00 27.00 5.00 7.00 2.19
Duality 0.32 0.00 0.00 1.00 0.00 1.00 0.47
IndB 0.16 0.00 0.00 0.67 0.00 0.29 0.17
BlockShare (%) 19.19 17.29 0.00 88.78 11.35 24.81 11.48
MgrShare (%) 1.73 0.60 0.00 39.17 0.10 2.22 2.75
InstShare (%) 34.63 30.86 0.00 98.41 16.80 50.12 22.07
Lev (%) 41.99 42.28 1.55 99.31 28.93 53.97 17.37
ROA (%) 4.13 4.46 -105.75 95.78 0.83 8.75 9.64
MB 1.72 1.28 0.08 219.79 0.86 1.99 3.08
NetSales (F¥) 1571197 2,872.66 2.78 1,950,481.36 1,246.26 7,896.70  66,709.87
IndustryDummy 0.52 1.00 0.00 1.00 0.00 1.00 0.50
AvgQ 1.32 1.12 0.44 13.78 0.94 1.46 0.67
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% OHHI < OHHI
(AFHEF)  (RERS i)

(N=5690) (N=5718)
%K TiaE TiaiE t e
RiskTaking 4.00 2.84 9.19%**
ControlOwn 28.38 31.74 -10.30%**
Dev 595 5.43 2.81%**
FConstraint 80.38 -50.84 2.08**
Board 6.70 7.03 -7.92% %%
Duality 0.34 0.30 4.93%H*
IndB 0.18 0.14 13.63%*%*
BlockShare 18.70 19.67 -4.53 %%
MgrShare 2.00 1.45 10.77%%%*
InstShare 32.99 36.26 -7.95%**
LnSales 14.82 15.21 -13.87%**
Lev 41.05 42.93 -5.78%H*
ROA 4.23 4.03 1.16
MB 1.81 1.63 3.13%*
IndustryDummy 0.66 0.38 31.28%**

31 RERp<0.01, **: p <0.05, *: p <0.1
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N=11,408
RiskTaking RiskTaking RiskTaking RiskTaking
s SUR SR SR E PR E
Intercept 17.593%** 15.865%** 15.202%** 13.404***
(26.29) (21.28) (23.46) (18.57)
ControlOwn -0.05] *** -0.050%** - -
(-12.60) (-12.36)
ControlOwnS 0.000%** 0.000%* - -
(3.05) (2.56)
Dev - - 0.009 0.007
(1.36) (1.03)
OHHI - 1.843*** - 2.058***
(5.30) (5.90)
OHHI Control - -0.070%** - -
(-3.74)
OHHI Dev - - - -0.055%*
(-2.04)
FConstraint 0.000 0.000 0.000 0.000
(0.44) (0.40) (0.44) (0.38)
Board -0.017 -0.011 0.012 0.018
(-0.61) (-0.40) (0.44) (0.63)
Duality 0.350%** 0.346%** 0.407*** 0.380%**
(2.85) (2.82) (3.28) (3.07)
IndB 3.360%*** 3.350*** 3.275%** 3.238%**
(9.55) (9.54) (9.26) (9.17)
BlockShare -0.010%* -0.009%* -0.024*** -0.025%**
(-1.85) (-1.65) (-4.51) (-4.65)
MgrShare 0.102%** 0.097%* 0.075%** 0.071%%*
(4.80) (4.54) (3.34) (3.14)
InstShare 0.017*** 0.017*** 0.003 0.004
(5.36) (5.50) (0.97) (1.28)
LnSales -0.659%** -0.656%** -0.564*** -0.562%**
(-13.91) (-13.85) (-11.96) (-11.92)
Lev -0.106%** -0.106%** -0.107%** -0.108***
(-28.82) (-28.68) (-28.98) (-29.11)
ROA -0.161*** -0.160%** -0.165%** -0.165%**
(-24.38) (-24.35) (-24.86) (-24.86)
MB 0.182%** 0.182*** 0.190%** 0.189***
(9.80) (9.84) (10.16) (10.13)
IndustryDummy Yes Yes Yes Yes
F value 226.55 201.34 228.51 201.17
Pr>F <.0001 <.0001 <.0001 <.0001
Adjusted R? 0.217 0.219 0.206 0.208

3L AEFARN St R **R:p<0.01, **: p <0.05, *: p <0.1
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N =11,408
AveQ AvgQ
A plct i Sl
Intercept 1.939%** 1.778%%*
(26.65) (25.48)
RiskTaking 0.023#** 0.024***
(25.58) (26.63)
ControlOwn -0.003%** -
(-7.79)
ControlOwnS 0.000** -
(2.03)
Dev - -0.002%**
(-2.65)
OHHI -0.092%** -0.074**
(-2.76) (-2.24)
FConstraint 0.000 0.000*
(-1.60) (-1.67)
Board 0.001 0.004
(0.46) (1.36)
Duality 0.011 0.010
(0.90) (0.84)
IndB 0.323%** 0.315%**
(9.56) (9.33)
BlockShare 0.003*** 0.002%**
(5.22) (3.16)
MegrShare 0.012%** 0.013%***
(5.97) (5.99)
InstShare 0.005%** 0.005***
(16.35) (14.59)
LnSales -0.063%** -0.058%**
(-13.80) (-12.81)
Lev -0.001*** -0.001**
(-2.61) (-2.57)
ROA 0.019%** 0.019%**
(29.40) (28.75)
MB 0.05]*** 0.057 #**
(28.74) (28.81)
IndustryDummy Yes Yes
F value 261.42 273.95
Pr>F <.0001 <.0001
Adijusted R? 0.268 0.264

LRI G tE 0 FF*Rp<0.01, **:p <0.05, *: p <0.1
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N =11,408
AvegQ AveQ
e SR E PR
Intercept 2.304%** 2.095%**
(32.29) (30.48)
ExcessRT1a 0.23 *** -
(25.54)
ExcessRT1b - 0.024%**
(26.58)
ControlOwn -0.004%** -
(-10.78)
ControlOwnS 0.000%** -
(2.76)
Dev - -0.002**
(-2.34)
OHHI -0.052 -0.026
(-1.55) (-0.80)
FConstraint 0.000 0.000
(-1.50) (-1.57)
Board 0.001 0.004
(0.37) (1.53)
Duality 0.018 0.019
(1.56) (1.62)
IndB 0.399%** 0.392%**
(11.87) (11.66)
BlockShare 0.002%** 0.001**
(4.73) (2.01)
MerShare 0.014%** 0.015%**
(7.08) (6.78)
InstShare 0.005%** 0.005***
(17.67) (14.89)
LnSales -0.078%*** -0.0771%**
(-17.20) (-15.83)
Lev -0.003%** -0.004***
(-9.64) (-9.93)
ROA 0.015%** 0.015%**
(24.31) (23.31)
MB 0.055%** 0.056%**
(31.20) (31.47)
IndustryDummy No No
F value 261.25 273.72
Pr>F <.0001 <.0001
Adijusted R 0.267 0.264

LRI A tE 0 FFRp<0.01, **:p <0.05, *: p <0.1
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N =11,408
AveQ AvgQ
A SUci B Sl
Intercept 2.301%** 2.095%**
(31.35) (29.57)
RiskTaking due to ControlOwnership 0.000%*
(2.28)
RiskTaking due to Deviation 0.000
(-0.02)
ControlOwn -0.004***
(-10.50)
ControlOwnS 0.000%**
(2.68)
Dev -0.002**
(-2.27)
OHHI -0.052'1 -0.026
(-1.50) (-0.77)
FConstraint 0.000 0.000
(-1.45) (-1.53)
Board 0.001 0.004
(0.37) (1.48)
Duality 0.018 0.019
(1.47) (1.58)
IndB 0.397*** 0.392%**
(11.48) (11.31)
BlockShare 0.003*** 0.001*
(4.65) (1.95)
MerShare 0.014%** 0.015%**
(6.68) (6.58)
InstShare 0.005%** 0.005***
(17.11) (14.45)
LnSales -0.078%*** -0.0771%**
(-16.68) (-15.36)
Lev -0.003*** -0.004***
(-9.36) (-9.64)
ROA 0.015%** 0.015%**
(23.68) (22.62)
MB 0.055%** 0.056***
(30.33) (30.53)
IndustryDummy No No
F value 208.96 213.10
Pr>F <.0001 <.0001
Adijusted R 0.226 0.218

LRI A tE 0 FFRp<0.01, **:p <0.05, *: p <0.1
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14th European Academic Research Conference on Global
Business, Economics, Finance & Social Sciences

Do CEO and directors conspire to manage earnings?

The perspective of compensation structure
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42 P : Do CEO and directors conspire to manage earnings?

The perspective of compensation structure
&

Prior studies have found that stock-based compensation is positively
related to financial statements misreporting (Burns & Kedia, 2008). The
board of directors is to supervise executive officers and formulate
appropriate compensation contracts to reduce agency costs. However,
Brick, Palmon & Wald (2006) argue that board courtesy culture proposed
by Jensen (1993) is related to board compensation. Highly paid directors
go for their self-interests and are often unwilling to rock the boat, so that
they are likely to collude with top executives. Therefore, this study is to
investigate the relationship between the board and CEO's compensation,
and further examines whether performance-based compensation induces

board chair to conspire with the CEO to manage earnings. We show that



V.

the characteristics of board of directors, CEOs, and company have a
significant effect on the compensations of directors and CEOs. When the
board size is large, a CEO also serves as a board chair, the longer the CEO
tenure, then director cash compensation and total compensation are less.
Excess director total compensation has a significant positive influence on
CEOs’ cash compensation, incentive awards, total compensation and the
exercise value of stock options. CEQO’s various compensations and the
exercise value of stock options, related to excess director compensation,
have significantly positive effects on aggregate earnings management. We
infer that the increase in CEO compensations related to excess director
compensation may indicate that the CEO ignores stockholders’ interests
and manipulates earnings to window-dress financial statements for
self-interest. Meanwhile, the board of directors, based on a mutually
beneficial relationship, is unwilling to disclose CEQO’s earnings

manipulation and even colludes with the CEO.
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EAR19France Conference

Program Outline
Friday, July 5§, 2019

Timeline

Description of Events

08.30 - 09.30

Registration

09.30 - 10.30

Inaugural Session/Keynote address

10.30 - 11.00

Coffee Break

11.00 - 12.45

Technical sessions - Paper Presentations

12.45 - 14.00

Lunch Break & Networking

14.00 - 14.30

Panel Discussion

14.30 - 15.45

Technical Sessions — Paper Presentations

15.45 - 16.00

Coffee Break

16.00 - 18.00

Technical sessions — Paper Presentations

Presentation Room | Meeting Room

Saturday, July 6, 2019

Timeline Description of Events
09.00 - 10.30 Technical sessions — Paper Presentations
10.30 - 11.00 Coffee Break
11.00 - 11.30 Invited Lecture Sessions — All Delegates
11.30 - 12.45 Technical Sessions — Paper Presentations
12.45 - 14.00 Lunch Break
14.00 - 15.00 Invited Lecture Session — All Delegates
15.00 - 15.30 Coffee break




15.30 - 17.00 Technical Sessions— Paper Presentations

Presentation Room Meeting Room

Sunday, July 7, 2019

A free day for delegates!

Delegates are requested to make their own arrangements for shopping, local tour,
sight-seeing, meeting with friends & relatives and departure to home country.
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