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Summary

This paper investigates the existence and influéact®rs of consolidated earnings management in
consolidated subsidiaries. | examine consolidagskdd abnormal accruals and the consolidated/
non-consolidated ratio using data on Japanesel listas from 2004 to 2014. The results show thatwhile
the relative size of the subsidiaries in a consdiid group is positively related to the extent afhégs
management by consolidated subsidiaries, the nuofbernsolidated subsidiaries in a consolidatedigris
negatively related to the earnings managementnsalmated subsidiaries, (2) if the parent compargy pure
holding company, income-increasing earnings manageétwy the subsidiaries is restrained, (3) the remolp
listed subsidiaries to the number of subsidiaegsasitively related to the weight of the earninggnagement
in consolidated subsidiaries in a consolidated graumd (4) the establishment of an internal corepbrting
system does not only restrain the earnings manageimeonsolidated subsidiaries. These findings eagyg
that the attributes of subsidiary and the subsidiaanagement by a parent company influence earnings

management in the consolidated subsidiaries.
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APPENDIX #MREITHW-ZEHO—ELERZOUME

BHA EROBE
FlaE=R A MCETHEEK
|AAC C] HFE A — 2 O BR SF A R ONHE (AT R S 1 2 TR UE L)
IAAC_NC| B — 2 0 B iR A m oMkt (AT ELRE R i E ¢ L L)
|[AAC|_CPR |AAC NC| IZxf9 % |AAC C| OfF3E GEHFER) o BIREUE (Ln (JAAC_C|)-Ln (JAAC_NC))
R &AL S 2 T2 O DEE
Num_Sub HE 24O B AR E

HREPE T D TRt OREEO R

S AIAO (g — W A LIATOE) RS
HLD WMEERR AL THIUL L, €5 TRITIIE0 & 55 I —2¥
Foreign Sub ARMETEYE L ELTOUE L, 25 ThiFhuio 354 I —%%K

LS Num ratio TSI S 5 BTt EoEE
LS Size ratio WA TS OBRE KT D LG TStk oREEOEIE

J-S0X 20084F 4 H 1 AUMZFERGA LT oETHIUE L, 95 TRITIUZ0 L3543 —4%
ay bu—/VE

Num_Aff B2 & FEE Tt - BRI OREHT 1 20 2 7ol o> B ARk E

Sze HAAGE R PE O B SR 5l

Debt HAEA R AR (RS AR A RS R PE)

MTB Wil - GEERS) @Mt (WK ReiRAE I AGE RS U PERRARD

Big N RHBEREANOEELZIT T A5H 1, £ TROWEEIZ0 T4 I -8

Cash VOLA HEITEIL DX vy v o T —OFEERE OHNS t-4#1FET)

REV_VOLA 7t FINA O ERZE O 5 t-4 #1FE ©)

Suspect NI DRI (W 2 CAE ML L7 EoRliFIZE2Y 0 LWkE<, 0.00510/h&V) %83 ELT-

FY % 1, Z9 TRV FY % 0 L5434
Debt_CPR BHFAM RO HEED B SR HEE
Cash VOLA CPR Cash_VOLA Ol HifE 20> H S8 BfiE
REV_VOLA CPR REV_VOLA Oi#HAEED H 8k il

INDU RO - POBEICESERY I —EK

* BIEROFALH 3HiZ M,
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x1 EFHEHE

T EERZE RME Bt i 3N RKIE N
AC C -0.02¢ 0.051 -0.36¢ -0.05¢ -0.03( -0.00¢ 0.37¢ 30,660
1/Assets (Gif5) T 0.00¢ 0.00¢ 0.00( 0.001 0.00¢ 0.00¢ 0.04¢ 30,660
ASales (GELRE) 0.02¢ 0.15( -0.45¢ -0.041 0.01¢ 0.081 0.54¢ 30,660
AAR GELAE) 0.00¢ 0.04: -0.13¢ -0.01¢ 0.00: 0.02( 0.14¢ 30,660
PPE (i) 0.18( 0.12( 0.00¢ 0.08¢ 0.161 0.251 0.57( 30,660
ROA (HfE) 0.021 0.04: -0.14¢ 0.00¢ 0.021 0.04: 0.12¢ 30,660
AC_NC -0.02¢ 0.06¢ -0.321 -0.05¢ -0.02¢ 0.00¢ 0.36( 46,750
ad AC_NC -0.02¢ 0.05° -0.13: -0.05¢ -0.021 0.00¢ 0.08¢ 46,750
1/Assets (Higm) T 0.011 0.02( 0.00( 0.00: 0.00¢ 0.011 0.13( 46,750
ASales (Hifh) 0.031 0.191 -0.55¢ -0.04¢ 0.01¢ 0.08¢ 0.85] 46,750
AAR (Hij) 0.00¢ 0.05: -0.16¢ -0.01¢ 0.001 0.02( 0.201 46,750
PPE (Hijm) 0.15¢ 0.12¢ 0.00: 0.05¢ 0.12¢ 0.21¢ 0.611 46,750
ROA (HUjm) 0.02( 0.05¢ -0.197 0.00¢ 0.02( 0.04: 0.17¢ 46,750
AAC C -0.001 0.04( -0.13¢ -0.02¢ 0.00( 0.021 0.14¢ 19,773
|AAC C| 0.03( 0.02¢ 0.00( 0.01( 0.02: 0.041 0.14¢€ 19,773
AAC_NC -0.02¢ 0.04: -0.25¢ -0.04¢ -0.02: -0.001 0.19: 17,818
|AAC _NC| 0.03¢ 0.031 0.00( 0.01¢ 0.02¢ 0.051 0.25¢ 17,818
ad AAC_NC -0.02¢ 0.04¢ -0.16¢ -0.04¢ -0.02: 0.00: 0.12( 17,818
|ad_AAC_NC| 0.04( 0.03¢ 0.00( 0.015 0.031 0.05¢ 0.16¢ 17,818
|AAC|_CPR1 0.03¢ 1.11¢ -3.59¢ -0.521 0.031 0.60¢ 3.61¢ 17,818
|AAC|_CPR2 0.09: 1.057 -3.37¢ -0.41F 0.07¢ 0.60( 3.58¢ 17,818
AC CPR 0.39¢ 1.29: -3.58¢ -0.34: 0.37: 1.141 4.32¢ 17,818
Num_Sub 2.30( 1.00¢ 0.69: 1.60¢ 2.197 2.99¢ 4271 19,773
Size Sub ratio 0.25¢ 0.171 0.04: 0.11: 0.20¢ 0.35¢ 0.66¢ 19,773
HLD 0.07¢ 0.26( 0.00( 0.00( 0.00( 0.00( 1.00( 19,773
Foreign Sub 0.66¢ 0.471 0.00( 0.00( 1.00( 1.00( 1.00( 19,773
LS Num ratio 0.005 0.01¢ 0.000 0.00( 0.000 0.000  0.12¢ 19,773
LS Sze ratio 0.01¢ 0.051 0.00( 0.00( 0.00( 0.00( 0.21( 19,773
J-SOX 0.66¢ 0.47: 0.00( 0.00( 1.00( 1.00( 1.00( 19,773
Num_Aff 0.50¢ 0.90¢ 0.00( 0.00( 0.00( 0.69¢ 5.31¢ 19,773
Sze 10.93: 1.38( 8.701 9.90f  10.78¢  11.84(  13.79: 19,773
Debt 0.20¢ 0.16¢ 0.00( 0.051 0.181 0.32¢ 0.53¢ 19,773
MTB 1.07¢ 0.651 0.34( 0.591 0.88¢ 1.36¢ 2.77¢ 19,773
Big N 0.69¢ 0.461 0.00( 0.00( 1.00( 1.00( 1.00( 19,773
Cash_VOLA 0.03: 0.02: 0.00¢ 0.01¢ 0.021 0.04¢ 0.09( 19,773
REV_VOLA 0.08( 0.06¢ 0.011 0.03: 0.05¢ 0.107 0.25: 19,773
Suspect_NI 0.05¢ 0.22¢ 0.00( 0.00( 0.00( 0.00( 1.00( 19,773
Debt_CPR 0.001 0.03( -0.071 -0.012 0.00( 0.01¢ 0.06¢ 17,818
Cash VOLA CPR -0.22¢ 0.651 -1.671 -0.59¢ -0.16: 0.16¢ 1.011 17,818
REV_VOLA CPR 0.28¢ 0.67¢ -0.98¢ -0.121 0.22¢ 0.647 2.02¢ 17,818

* B DOERRITE 3 Hik LN APPENDIX 22, ad AAC_NC ZHEE T 5 72 DL OREHRITEM Lz,
T IZOWTITENEDTH D Z &b, 1,000 L T3,
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&2 HERE

1 2 3 4 5 6 7 8 9
1 |JAAC C| 1
2 |AAC|_CPR1 0.313 1
3 |AAC|_CPR2 0283  0.704 1
4 Num_Sub -0.139 -0.054 -0.038 1
5 Sze Sub_ratio -0.017  -0.056 -0.043 0.523 1
6 HLD 0.004 - - 0.103 0.480 1
7 Foreign_Sub -0.044 -0.007 -0.004 0.416 0.273  -0.052 1
8 LS Num ratio -0.004 0.007 0.009 0.046 0.086 0.031 -0.024 1
9 LS Sze ratio -0.045 -0.024 -0.016  0.289 0.240 0.037 0.081 0.626 1
10 J-S0X 0.007 -0.005 0.003 -0.001 0.034 0.122 0039 -0.025 -0.031
11 Num_ Aff -0.065 -0.031 -0.033 0.330 0.147  -0.064 0.116 0.051 0.150
12 Sze -0.149  -0.040 -0.024 0.785 0.307 0.028 0.284 0.107 0.306
13 Debt -0.014 -0.010 -0.018 0.132 0.137 0.040 -0.087 -0.002 0.069
14 MTB 0.054 -0.011 -0.001 0.182 0.115 0.039 0.057 0.021 0.063
15 Big_N -0.020 -0.021 -0.008 0.108 0.032 0.003 0.059 -0.008 0.028
16 Cash_VOLA 0.386 0.032 0.018 -0.199 -0.036 0.011 -0.040 -0.023 -0.076
17 REV_VOLA 0.188 -0.002 0.001 -0.115 0.087 0.074 -0.016 -0.001 -0.029
18 Suspect_NI -0.010 -0.004 -0.004 -0.024 -0.021 0.010 -0.036 -0.002 -0.014
19 Debt CPR 0.009 0.014 0.018 -0.107 -0.017  -0.162 0.006 -0.026 -0.081
20 Cash VOLA _CPR 0.018 0.083 0.108 -0.093 -0.098  -0.050 0.007 -0.014 -0.055
21 REV_VOLA CPR 0.018 0.028 0.030 -0.018 -0.003 0.231 -0.011 0.017 0.016
10 11 12 13 14 15 16 17 18
10 J-S0X 1
11 Num_ Aff -0.515 1
12 Sze -0.035 0.344 1
13 Debt -0.053 0.093 0.104 1
14 MTB -0.328 0.232 0.164 0.123 1
15 Big_N 0.187  -0.106 0.106  -0.038 -0.023 1
16 Cash_VOLA 0.095 -0.178 -0.243  -0.043 0.044 0.011 1
17 REV_VOLA 0.072  -0.107 -0.191 0.011 0.087 0.008 0.400 1
18 Suspect NI -0.026 0.006 -0.020 -0.020 0.119 -0.033 -0.069 -0.023 1
19 Debt CPR -0.155 0.079 -0.092  -0.042 -0.011 -0.085 -0.002 -0.021 -0.023
20 Cash VOLA _CPR 0.076  -0.133 -0.098 -0.073 -0.045 0.021 0.367 0.073 0.021
21 REV_VOLA CPR -0.029 -0.001 -0.024  -0.026 0.101 0.021 0.029 0.212 -0.012
19 20 21
19 Debt CPR 1
20 Cash VOLA CPR 0.035 1
21 REV_VOLA CPR -0.002 0.058 1

* Bold 12 p< 0.01, Italic X p<0.05%Z7=%, S 2D¥ 7 (N=17,818)IZFESW TR ZHE L1723,
SYBF 2 DI TRV D44 (JAACL CPRL. JAAC| CPR2) %[\ = BT 98 1 (N=19,773) DY > 7L THE L=
5ra IR OMBERES B Sz, SO EHRILE 3 LV APPENDIX 25D Z &,
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®3 RIEHER

RENVA BEFER— R DORESEFRAT OMREILR DRILHEFR
|[AAC_Ciy| = fo+ 1 Num _Sub;; + 5, Sze Sub_ratio;, + 3 HLD; + f4 Foreign_Suby; + fs LS Num ratio;,
+ e LS Sze ratio; + 7 J-SOXi; + control variables; +ei,

|AAC C |AAC_C|
IAAC_Cl AAC C>0 D AAC C<0 D
. Predicted | Estimated Estimated Estimated
Variables Sign Coefficient i Coefficient i Coefficient it
Constant ? 0.020 8.50° 0.019 6.34" 0.022 6.32"
Num_Sub +- -0.002 -4.40° -0.002 -4.07" -0.001  -2.40
Sze Sub ratio + 0.004 3.10° 0.004 2.31° 0.005 215
HLD +- -0.002 -2.02 -0.003 -1.99 -0.001  -0.83
Foreign_Sub + 0.001 212 0.001 0.98 0.002 2.10
LS Num ratio +- 0.007 0.88 0.012 0.77 0.004  0.58
LS Sze ratio +- -0.008 -1.78 -0.008 -1.33 -0.008 -1.21
J-S0X - -0.002 -4.50 -0.002 -3.20™ -0.002  -3.26"
Num_Aff + -0.000 -0.10 -0.000 -0.87 0.000  0.62
Sze + -0.000 -0.26 0.000 0.08 0.000 -0.53
Debt + 0.004 2.8 0.011 5.94" -0.003  -1.46
MTB + 0.001 3.08 0.001 1.51 0.001 2.60"
Big N - -0.000 -0.36 -0.000 -0.19 0.000  -0.30
Cash_VOLA ? 0.385 35.67 0.393 25.59" 0.380 25.65°
REV_VOLA ? 0.009 2.45 0.007 1.31 0.011 2.17
Suspect NI + -0.000 -0.28 0.000 0.08 -0.001 -0.64
Industry Dummies | ncluded adj R°=0.169 adj R°= 0.174 adj R°= 0.170
F=70.583" F=37.968" F = 38.302"
Number of Cluster = 2,801 Number of Cluster = 2,504 | Number of Cluster = 2,574
N=19,773 N = 9,838 N = 9,925
SRRV B RERFFEER OMKHE OB TR O T I LR 2 REER R
[AAC|_CPR1;;= yo+ y; Num Sub;; + y, Sze Subratio;; + y3 Foreign_Sub; + y, LS Num ratio;
+ y5 LS Size ratioj; + ys 3-SOX; + control variables +ei;
|AAC|_CPR1
Predicted, Estimated Estimated Estimated
Sign | Coefficient il Coefficient  © 1 Coefficient ™
Constant ? 0199  2.01° -0.168 -1.78 -0.161 -1.64
Num_Sub +- -0.061  4.1f" -0.060 -4.08" -0.061 -4.12"
Sze Sub ratio + 0.674  9.6€" 0.696 10.21" 0.700 10.20™
Foreign_Sub + 0.035  1.7¢ 0.029 1.47 0.032 1.60
LS Num ratio +- 0.897  3.0" 0.825 2.75" 0.835 2.77”
LS Sze ratio +- -0.359  1.67 0311  -1.42 -0.313 -1.43
J-S0X - 0.001  0.0¢ -0.004 -0.22 -0.002 -0.08
Num_Aff + -0.005 0.4 -0.003  -0.27 -0.003 -0.27
Sze + 0.022 2.0 0.023 2.16 0.022 2.05
Debt + 0.027  0.5( 0.053 0.97
MTB + -0.022  1.5¢ -0.022  -1.56 -0.021 -1.49
Big N - -0.044  2.5Z7 -0.044  -2.57 -0.043 -2.57"
Cash_VOLA ? 1525  4.2¢" 0.347 0.94
REV_VOLA ? -0.254  1.97 -0.267 -1.98
Debt_CPR + 0.651 2.25 0.646 2.24"
Cash VOLA CPR ? 0116 918" 0.113 8.50™
REV_VOLA CPR ? 0.037 3.14" 0.043 352"
Suspect NI + -0.030 0.87 -0.024 -0.71 -0.029 -0.84
Industry Dummies Included adj R°= 0.010 adj R°= 0.016 adj R°= 0.016
Number of Cluster = 2,620 F=4.956" F=7.149" F=6.750"
N=17,818 N=17,818 N=17,818

ok ok
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REVA  RESHIA R OMHESHEDOERAEROSHTICMR DA R (AAC|_CPR2 %3 M)
[AAC|_CPR2;; = yo+ y; Num Sub;; + y, Sze Subratio;; + y3 Foreign_Sub;; + y, LS Num ratio;
+ y5 LS Sze ratioj; + ys J-SOX;; + control variables; +s;,

|AAC|_CPR2
Predicted Estimated Estimated Estimated
Sign Coefficient i Coefficient i Coefficient i
Constant ? 0.198 211 -0.218  -2.49 -0.132 -1.44
Num_Sub +- 0.04: -3.09" -0.041  -3.08" -0.042 -3.147
Sze Sub ratio + 0.63¢ 9.557 0.666  10.36" 0.674 10.427
Foreign_Sub + 0.00: -0.09 -0.007  -0.38 -0.005 -0.27
LS Num ratio +- 0.97:  3.34" 0.892 3.15" 0.888 3.15"
LS Sze ratio +- 0.311 -1.42 -0.250  -1.16 -0.250 -1.1€
J-S0X - 0.01¢  1.07 0.012 0.65 0.013 0.7€
Num_Aff + 0.017 -154 -0.012  -1.11 -0.014 -1.24
Sze + 0.02:  2.26 0.028 277" 0.023 2.3C"
Debt + 0.03: -0.62 -0.003 -0.0¢
MTB + 0.00¢ 0.32 0.002 0.12 0.007 0.5z
Big N - 0.03¢ -2.04 -0.034  -2.06 -0.033 -2.0C"
Cash_VOLA ? 0.48:  1.42 -1.258 -3.5¢™
REV_VOLA ? 0.061 -0.49 0.005 0.04
Debt_CPR + 0.721 2,717 0.686 2.5¢"
Cash_VOLA CPR ? 0.147 12157 0.161 12.71
REV_VOLA CPR ? 0.030 2.69" 0.030 2.5¢"
Suspect_NI + 0.028  -0.77 -0.023  -0.72 -0.024 -0.7¢
Industry Dummies Included adj R°= 0.012 adj R°= 0.022 adj R°= 0.023
Number of Cluster = 2,620 F=4.968" F=9.169" F=8.929"
N=17,818 N=17,818 N=17,818
NV B  RERAEROERMGRE AV SHTICR D RS R
AC_CPR;j;= dp+ J; Num Sub;; + d, Size_ Subratio;; + J; Foreign_Sub;; + 6, LS Num ratio;; +
J5 LS Sze ratio; + dg J-SOX;; + control variables; +¢;,
AC_CPR
Predictec Estimated Estimated Estimated
Sign | Coefficient thi Coefficient i Coefficient i
Constant ? -0.222 -2.55 -0.276 -3.30 -0.168 -1.95
Num_Sub +- -0.023 -1.98" -0.022 -1.84" -0.025 -2.14"
Size Sub ratio + 0.736 11.45" 0.757 12.04™ 0.763 12.11™
Foreign_Sub + 0.014 0.85 0.004 0.27 0.012 0.75
LS Num ratio +- 0.792 2.91™ 0.708 2.62™ 0731 2717
LS Size ratio +- -0.115 -0.64 -0.066 -0.37 -0.084 -0.47
J-S0X - 0.062 4.08™ 0.052 3.437 0.056 3.68™
Num_Aff - 0.003 0.30 0.009 0.94 0.006 0.67
Sze - 0.018 1.94 0.023 252" 0.018 1.95
Debt + 0.104 2.35" 0.122 278"
MTB + -0.010 -0.89 -0.013 -1.17 -0.009 -0.77
Big N + -0.014 -0.97 -0.017 -1.20 -0.014 -0.99
Cash VOLA ? -0.551 -1.79 -1.740 -5.37"
REV_VOLA ? -0.128 -1.07 -0.083 -0.68
Debt_CPR + 0.098  0.40 0.058 0.23
Cash VOLA CPR ? 0.087 8.68™ 0.108 10.26™
REV_VOLA CPR ? 0.016 1.69 0.019 1.89
Suspect_NI + 0.025 0.95 0.037 1.45 0.024 091
ASalesREC_CPR + 0.002 0.47 0.000 0.05 0.000 0.06
PPE_CPR + 0.027 177 0.030 1.98" 0.029 1.90°
ROA CPR + -0.000 -0.02 -0.001 -0.09 -0.003 -0.27
Industry Dummies Included adj R°= 0.033 adj R°= 0.037 adj R°= 0.042
Number of Cluster = 2,612 F=12.600" F=14.254" F =14.45%"
N=17,818 N=17,818 N=17,818
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(B4t - FR4D |AAC| DR/ TKSY)
[AAC|_CPR1;;= yo+ y Num Suby;; + y, Sze Subratio;; + y; Foreign_Sub;; + y, LS Num ratio;
+ 5 LS Sze ratioj, + y5 I-SOX;; + control variables +¢;;

|AAC|_CPR1
|AAC|_PS RATIO< 1 |AAC| PS RATIO > 1
Predicted: Estimated 1 Estimated 1
Sign Coefficient Coefficient
Constant ? -0.309 -3.86" 1.199 12.78"
Num_Sub +- -0.040 -3.32" -0.018 -1.25
Sze Sub ratio + 0.139 2.40° 0.212 3.77"
Foreign_Sub + 0.004 0.26 0.017 0.77
LS Num ratio +- 0.398 1.53" -0.214 -0.67
LS Size ratio +- -0.094 -0.52 -0.049 -0.24
J-SOX - 0.024 1.54 -0.011 -0.56
Num_Aff + 0.001 0.05 0.002 0.19
Sze + 0.017 1.88 0.012 1.17
MTB + -0.021 -1.83 0.003 0.20
Big N - -0.012 -0.81 0.020 1.15
Debt CPR + 0.055 5.09" 0.005 0.42
Cash VOLA CPR ? 0.018 1.85 -0.010 -0.89
REV_VOLA CPR ? 0.324 1.37 0.069 0.28
Suspect NI + -0.022 -0.76 -0.048 -1.36
Industry Dummies Included adj R°= 0.013 adj R°= 0.005
F=4.980" F =2.059"
Number of Cluster = 2,536 | Number of Cluster = 1,818
N = 13,802 N = 4,016

|AAC|_PS RATIO iZ, |AAC| O# - +E2HMOMBRER L, 1 RMOEE, BHEEOAACIR 220
[AAC| % E[BID Z &%, 1 %8B 056, TRIEEEO|AACIBBED|AAC|E LIRS Z & 2R,

" p<0.0l TiEp<0.05 1Ep<01F-Y, MK TAL—IC I o THIE S I EERAICHE S
THEEZHEEL TS, EEBROERITE SHEB LUV APPENDIX SO Z &,





