Table of Contents

AABSITACE et ses s s RS RS e e eeeooe oo eeeeeee .. 2
ACKIOWIEAZIMENT ...t 3
L. INDTROUIDTION . occcseuseesssssssssesnensesssssssssssesssss 55 sssssssssssssssssstss sseesesmseemsesesee eesessss s soseesetsessosnnnnns . 4
II. BACKGROUND AND LITERATURE REVIEW...............cccoommmmmmmmmmeecmmmmmmmmmoooooooooo 6
11 RESEARCH METHODOLGY .....oocvviiiieeiiinnneeeeseseseeeee oo 17
v FINDINGS.......ovssisssnesmsssnsessrsasssssssnsessssssssssesessssssssssssssssesssssissiossossessssessensessessssesseessossossoessmsseseesnsssseeen e 20
IV.1 DESCHPLON STALSLICS ...vvvvuuuessrrssvsssssesseeesssseneessssssssssssssessssssssssesessessssssessessssssssessssssseeeeeeesesseseeeeessseseeee 20
V.2 REQIESSION TESUIS c.vvvvvvvoooi oo 21
Vs CONCILITSTONIS, ncocvysasisssss orsesssssiess fmmnrseans o soverseosssmsnss s e S55s0578s S 5osammmms s ceemenee e s o EemSS e 22
REFETNCES ...t 24
Table 1: Nationalityvat DOArd Of dIr€CtOTS s, . it ko it i e et e 34
Table 2: Sample by industry and Yar....:........ceww. e i seseescorveneoesoseessselleee oo 35
Table 3: Statics Of VAriables ..o ... stesseesitiesssess i s o558 36
Table 4: Pearson correlation eocfficients between variables................... o 37
Table 5: Regression analysis of earnings management and presence of foreign directors............cocooooovevooiii i) 38
Appendix 1: List of industry group per Worldscope database...........................ocoiiooio 39



Abstract

The board of directors have a responsibility of monitoring management and ensuring earnings quality
(Park and Shin, 2004; Peasnell et al., 2005). Accordingly, the effectiveness of the board attracts much
attention. Specifically, the relationship between the board characteristics and earnings management is

worth investigation.

Nevertheless, the results of the relevant studies are mixed. This study aims at identifying the relationship

between the presence of foreign directors and earnings management in Hong Kong stock market.

This paper documents that corporate boards with higher presence of foreign directors are more effective
in monitoring earnings management in,\Hong Kong companies. The results suggest that forei gn directors

are effective in ensuring high-quality reported earnings.



