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Relationships of Independent Directors,
Independent Supervisors, Accounting
Regulations and Quality of Financial

Reporting: A Multiple Method Approach

Rong-Ruey Duh” Ya-Fang Liu~ Wan-TingWu'

Abstract : This paper examines the effects of installing independent
directors and independent supervisors, and existence of accounting
regulations on the quality of financial reporting. Adopting a multiple
method approach, this study first conducts an experiment and then an
in-depth interview and questionnaire survey for such an investigation. An
experiment using 2x2x2 between-subjects design was conducted, in which
136 EMBA students were randomly assigned to one of the above
conditions. Subjects were given a scenario in which they served as the
CEO of a company that was involved in an accounting dispute with the
auditor in an annual financial statements audit. Subjects were asked to
judge the most likely audited pre-tax earning that was approved by the
board of directors and recognized by the supervisors. The higher the
number, the smaller the adjustment towards the auditor’s proposal, and
hence the lower quality of financial reporting. Results indicate that
authoritative accounting guidance has a significant effect on financial
reporting quality, while neither independent directors nor independent
supervisors have significant effects. But, there is a significant interactive

effect of authoritative accounting guidance and independent directors.
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Other interactive terms are not significant. The follow-up questionnaire
survey with 49 respondents confirms the experimental findings.
Implications for corporate governance policy-making and future research

are discussed.

Keywords: corporate governance, independent directors, independent
supervisors, quality of financial reporting, authoritative

accounting guidance.
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