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Ownership of Controlling Shareholders, Bidirectional

Embezzlement of Funds and Earnings Quality
ZHOU Xiao-su, ZHANG Ji-xiu» TANG Yang

(School of Business s Nankai University , Tianjin 300071, China)

Abstract: With the data during 2003-2005 of China’s listed companies,
this study examines the relations among controlling shareholders, bidirec-
tional embezzlement of funds and earnings quality. We find that the rela-
tions between controlling shareholders’ ownership and total accruals are in-
versed “N” curve. When controlling shareholders’ ownership is low, con-
trolling shareholders make use of embezzlement of listed company’s funds to
lower earnings quality, consistent with entrenchment effect. When control-
ling shareholders’ ownership is high, the relations between controlling
shareholders’ ownership and earnings quality are not positive significantly.
If controlling shareholders make use of embezzlement of listed company’s
funds to affect earnings quality, earnings quality is low; if controlling share-
holders don’t make use of embezzlement of listed company’s funds to affect
earnings quality, embezzlement of listed company’s funds also lower earn-
ings quality.

Key words: controlling shareholders; entrenchment effect; alignment
effect; bidirectional embezzlement of funds; earnings quality
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