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Abstract

Jensen and Meckling (1976) proposed the concept of agency problem. Agent
problem could be divided into traditional agency problem and core agency problem.
Because of self-interested motivation, the managers and controlling shareholders may
use discretionary accruals for earnings management which would reduce firms’ value
and harm the interests of minority shareholders. Quality of accruals is one of the most
important indicators to measure the earning quality. This study uses quality of accruals,
as a proxy for earnings quality, to explore the agency problems in corporate
governance. In the situation of traditional agency problems, our empirical results
show that no significant relationship exists between free cash flow and quality of
accruals. And, the larger the size of the board, the higher the ratio of outside directors
and directors’ shareholding, the quality of accruals will be better. In the situation of
core agency problems, the relationship between separation of control rights and
cash-flow rights and quality of accruals is consistent with our predictions but not
significant.
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