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The Comparison between Conservatism of Financial
Statements under PRC GAAP versus IFRS
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Abstract

Using C_Score developed by Khan Watts(2009) to test the financial statements
of Chinese companies which have both the A-Share and B-Share listed on the stock
exchange marke of Shanghai and Shenzhen during 2001 to 2006, this study aims to
examime whether International Financial Reporting Standards(IFRS) are more
conservative than People’s Republic of China’s generally accepted accounting
principles(PRC GAAP). The empirical results are as follows:

1. The average C_Score of A-Share companies is smaller than B-Share Companies,
which means that, as compared to PRC GAAP-based financial statements,
IFRS-based financial statements are more conservative.

2. Regardless of whether the comparison is between A-Share and B-Share
companies in a specific industry, or between industries in a specific stock market,
the results show some industry effect on the conservatism of financial
statements.

3. Regardless of whether the stock is traded on the A-Share or B-Share market, the
results show that in China, financial statements audited by Big 4 are not more
conservative than non Big 4. In fact, for stocks traded on the A-Share stock
market, financial statements audited by Big 4 are not conservative at all.

Key words: PRC GAAP, IFRS, conservatism, audit firm size
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DxRxMTB -0.688*  0.374 -1.840 0.067 0.141 -0.044 0.747
DxRxLEV -0.129 0.083 -1.550 0.122
SIZE 0.200**  0.096 2.090 0.037
MTB -0.005 0.016 -0.280 0.781
LEV -0.021 0.028 -0.730  0.466
DxSIZE -0.248*  0.132 -1.890  0.060
DxMTB -0.316**  0.127 -2.480 0.013
DxLEV -0.031 0.040 -0.790 0.429
#EETE -3.895** 1975 -1.970 0.049
*rxLoom iR 1%EEFN YA T E 5% 0 Y4 7 iE 10% - A2y B AP35 5 2001 & 7| 2006 & o R :

i)y %i:._ F ﬁjul _$
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% 4-6 o 2 3 jF i % &7 G_Score ~ C_Score

B#- SHAA% (9RO FPBLEmERE)

i % i EEE Ot P& Adj.R*G_Score C_Score
D 7.180 ** 3.133 2.290 0.028
R 5.876 *** 0.847 6.940 0.000
RxSIZE -0.185*** 0.036 -5.140 0.000
RxMTB -0.166 *** 0.039 -4.250 0.000
RxLEV -0.915*** 0.069 -13.170 0.000
DxR -1.396 10.532 -0.130 0.895
DxRxSIZE -0.002 0.498 0.000 0.996
DxRxMTB -0.321 0.652 -0.490 0.625 0.733 -0.929 1.004
DxRxLEV 0.896 *** 0.291 3.080  0.004
SIZE 0.207 ***  0.048 4,290 0.000
MTB -0.419 *** 0.089  -4.720 0.000
LEV 0.366 ***  0.034 10.650 0.000
DxSIZE -0.301 ** 0.147 -2.060 0.047
DxMTB 0.045 0.171 0.260 0.794
DxLEV -0.469 *** 0.061 -7.710 0.000
A FEIE -4.557 *** 1.050 -4.340 0.000

B SHABL (QRAF 52 LRED)

D 6.153 9.351 0.660  0.514
R 4.954 3.543 1.400 0.170
RxSIZE -0.211 0.153 -1.370 0.178
RxMTB -0.229 0.389 -0.590 0.559
RxLEV -0.062 0.074 -0.840 0.409
DxR 5.830 24.339 0.240 0.812
DxRxSIZE -0.172 1.135 -0.150 0.880
DxRxMTB -4.210 4555 -0920 0.361 0.389 0.284 -0.574
DxRxLEV -0.108 0.269 -0.400 0.691
SIZE 0.383 ** 0.145 2.630 0.012
MTB 0.142 0.234 0.610 0.546
LEV 0.166 ** 0.066 2510 0.017
DxSIZE -0.223 0.436 -0.510 0.612
DxMTB -1.691 1.463 -1.160 0.255
DxLEV -0.193 0.121 -1.600 0.117
A FEIE -8.410 ** 3.252 -2590 0.014

ek kor i 1%E FM AT E 5% *A o E 10% - Ay RFEE L 2001 & 3 2006 & o R E

MRS D LB EH SIZE 3 2 PAH MTB 57 §i% B0t > LEV 5 A 50t 5 o
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% 4-6 iE- 2 3 fF % & G_Score ~ C_Score ()

B 1T EA%R (B8 Rred 23298 mBRiE)

i % i EEE Ot P& Adj.R*G_Score C_Score
D 1.778 2.398 0.740 0.459
R 0.055 1.072 0.050 0.959
RxSIZE -0.019 0.047  -0.400 0.687
RxMTB 0.251 ** 0.101 2490 0.013
RxLEV 0.130 * 0.072 1.820 0.070
DxR 8.738 6.527 1.340 0.182
DxRxSIZE -0.382 0.306 -1.250 0.214
DxRxMTB 0.014 0.955 0.010 0.989 0.288 0.312 0.576
DxRxLEV -0.132 0.112  -1.180 0.240
SIZE 0.082 0.084 0970 0.333
MTB -0.170 ** 0.074  -2.300 0.022
LEV -0.028 0.028  -1.020 0.309
DxSIZE -0.093 0.114 -0.820 0.415
DxMTB 0.167 0.156 1.070 0.285
DxLEV 0.011 0.039 0.290 0.775
A FEIE -1.274 1.773 -0.720 0.473

Bwm- 1¥B% (58 %ed »3404maiE)

D 4472 2.856 1570  0.118
R -2.538 2109 -1.200 0.230
RxSIZE 0.107 0.095 1.130 0.261
RxMTB 0.073 0.102 0.720 0.475
RxLEV 0.083 0.062 1.350 0.178
DxR 12.134 * 6.835 1.780  0.077
DxRxSIZE -0.529 0326 -1.620 0.106
DxRxMTB -0.381 0.420 -0.910 0.365 0.136 -0.072 0.892
DxRxLEV -0.105 0.084 -1.240 0.214
SIZE 0.197 0.123 1.600 0.111
MTB -0.057 0.096 -0.590 0.556
LEV -0.133 0.087 -1530 0.127
DxSIZE -0.220 0.142 -1550 0.122
DxMTB -0.114 0.150 -0.760 0.449
DxLEV 0.110 0.088 1.240 0.214
£ FEIE -3.560 2439 -1.460 0.145

kg x ik 10085 F

AL ;12_ g; lgjul _’5

**4 om i 5% -
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% 4-6 iE- 2 3 fF % & G_Score ~ C_Score ()

B OSrEEAR (BROF 3BT EERE)

i % i EEE Ot P& Adj.R*G_Score C_Score
D 201.239 *** 36.255 36.255 0.000
R 300.908 *** 53,654 53.654 0.000
RxSIZE -14.600 ***  2.585 2.585 0.000
RxMTB 4,076 *** 0.544 0.544  0.000
RxLEV 2.920 ***  0.475 0.475 0.000
DxR -233.183 *** 60.357 60.357 0.001
DxRxSIZE 11.427 ***  2.895 2.895 0.001
DxRxMTB -5.548 ***  (.888 0.888 0.000 0.819 10.491 -10.365
DxRxLEV -3.081 *** 0.479 0.479  0.000
SIZE 9.356 *** 1.748 1.748  0.000
MTB -3.336 ***  (0.469 0.469 0.000
LEV -2.708 *** - (0.438 0.438 0.000
DxSIZE -0.847 *** 1,756 1.756  0.000
DxMTB 3.045 *** (0.489 0.489 0.000
DxLEV 2.653 ***  0.439 0.439  0.000
A FEIE -190.519 *** 36.070 36.070 0.000

Bi#—- 2*FZEBR (67 M IipmziE)

D -6.130 9.819 -0.620  0.540
R -6.869 14,152 -0.490 0.633
RxSIZE 0.325 0.693 0470 0.644
RxMTB 0.399 0.269 1.480 0.153
RxLEV -0.059 0.181 -0.330 0.746
DxR -48.239 41,719  -1.160 0.261
DxRxSIZE 2.575 2.106 1.220 0.236
DxRxMTB -4.751 3.077 -1540 0.138 0.707 -0.548 0.458
DxRxLEV -0.175 0.217 -0.810 0.429
SIZE 0.061 0.333 0.180 0.856
MTB -0.337 0.306 -1.100 0.284
LEV 0.048 0.118 0.400 0.690
DxSIZE 0.371 0.492 0.750 0.459
DxMTB -1.891 1560 -1.210 0.240
DxLEV -0.141 0.125 -1.130 0.273
£ FEIE -0.908 6.753 -0.130 0.894

ok ik 1% F 1
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% 4-6 iE- 2 3 fF % & G_Score ~ C_Score ()

Ba- PEAR (10527 56 L@mAEi)

i % i EEE Ot P& Adj.R*G_Score C_Score
D -2.027 1.722 -1.180 0.246
R -3.648 2769 -1.320 0.195
RxSIZE 0.167 0.143 1.170 0.249
RxMTB 0.065 0.211 0.310 0.760
RxLEV 0.076 ** 0.030 2,500 0.017
DxR 5.358 3.499 1530 0.134
DxRxSIZE -0.243 0.181 -1.340 0.188

DxRxMTB -0.347 0.248 -1.400 0.171 0419 -0.135 0.064
DxRxLEV -0.087 0.071  -1.240  0.223
SIZE 0.039 0.054 0.730 0.473
MTB -0.023 * 0.012 -1.870 0.069
LEV -0.019 0.021  -0.920 0.365
DxSIZE 0.086 0.090 0.960  0.345
DxMTB -0.098 * 0.058 -1.690 0.099
DxLEV 0.059 ** 0.023 2,550 0.015
A FEIE -0.402 1.006 -0.400 0.692

B BFEBKR (1037 BBIpnE)

D 0.150 2.001 0.070  0.941
R -1.584 1.667 -0.950 0.347
RxSIZE 0.069 0.082 0.840 0.405
RxMTB 0.023 0.028 0.810 0.421
RxLEV 0.083 ***  0.024 3.430 0.001
DxR -3.409 3.714  -0.920 0.364
DxRxSIZE 0.258 0.188 1.370 0.176

DxRxMTB -1.108 * 0.602 -1.840 0.072 0.623 -0.027 0.366
DxRxLEV -0.149 0.096 -1560 0.127
SIZE 0.129 0.088 1.470 0.148
MTB -0.011 0.010 -1.070 0.290
LEV -0.028 0.028 -1.000 0.323
DxSIZE 0.003 0.100 0.030 0.979
DxMTB -0.425 0.273 -1560 0.126
DxLEV 0.029 0.030 0970 0.335
£ FEIE -2.300 1.744 -1.320 0.194

kg x ik 10085 F

AL ;12_ g; lgjul _’5
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% 4-6 iE- 2 3 fF % & G_Score ~ C_Score ()

Bws HFEAR (3F2F 16LRBE)

i % i EEE Ot P& Adj.R*G_Score C_Score
D (omitted)
R (omitted)
RxSIZE -0.257 ** 0.090 -2.870 0.035
RxMTB (omitted)
RxLEV 3.625 ** 0.991 3.660 0.015
DxR 0.714 15.500 0.050 0.965
DxRxSIZE 0.125 0.983 0.130 0.904
DxRxMTB 1.941 4.118 0.470 0.657 0.944 2571 -1.743
DxRxLEV -2.786 1409  -1.980 0.105
SIZE 0.090 0.237 0.380 0.721
MTB -2.684 1.569  -1.710 0.148
LEV -1.723 ** 0.450  -3.830 0.012
DxSIZE -0.221 *** 0.041 -5.400 0.003
DxMTB 2.987 *** 0.705 4,240 0.008
DxLEV 1.885*** 0.337 5.600 0.003
B FER 2.438 3.142 0.780 0.473

B#wm- SFEBR (3@ 1658pmar)

D 60.293**  6.331 9.520 0.011
R 266.917 *** (0.000 330000000000 0.000
RxSIZE -12.318 *** 0.000 -4100000.000 0.000
RxMTB -20.273 ***  0.000 -6600000.000 0.000
RxLEV -4.002 . : :
DxR -242.068 **  29.079 -8.320 0.014
DxRxSIZE  11.040 ** 1.383 7.980 0.015
DxRxMTB  20.675*** 1.253 16.500 0.004 0.998 -1.239 1.748
DxRxLEV 4,516 *** 0.389 11.600 0.007
SIZE 2.099 *** (0.000 3400000.000 0.000
MTB 16.242 *** 0.000 3800000.000 0.000
LEV 1.340 *** 0.000 1200000.000 0.000
DxSIZE -2.485**  0.299 -8.320 0.014
DxMTB -16.133 *** 0.347 -46.550 0.000
DxLEV -1.153**  0.117 -0.840 0.010
A JETE -52.700 *** 0.000 -5600000.000 0.000

kg x ik 10085 F

AL ;12_ g; lgjul _’5
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% 47 Bz 2 3% §F i % ¢ G_Score ~ C_Score

Bz w ATtz AT (I25mRE)

i % i EEE Ot P& Adj.R*G_Score C_Score
D -1.189 3.547 -0.340 0.738
R 1.187 2.231 0.530 0.596
RxSIZE -0.073 0.120 -0.610 0.545
RxMTB 0.328 0.287 1.140 0.255
RxLEV 0.203 0.182 1.110 0.268
DxR 16.433 12.373 1.330 0.187
DxRxSIZE -0.755 0.624 -1.210 0.229
DxRxMTB -0.404 0.922 -0.440 0.662 0.404 0.434 -0.566
DxRxLEV -0.467 0.339  -1.380 0.171
SIZE -0.088 0.132 -0.670  0.504
MTB -0.638 ** 0.311  -2.050 0.043
LEV -0.189 0.166 ~ -1.140 0.257
DxSIZE 0.027 0.176 0.150  0.880
DxMTB 0.354 0.361 0.980 0.330
DxLEV 0.071 0.184 0.380 0.701
A FEIE 3.025 2.727 1.110 0.270

Bz wARAcr2 BUE© (160 LREE)

D 4.827 3.487 1.380  0.168
R -0.367 1.954 -0.190 0.851
RxSIZE 0.006 0.108 0.060 0.954
RxMTB 0.128 0.297 0.430 0.666
RxLEV 0.135 0.102 1.330 0.186
DxR 24.707 * 12.570 1.970 0.051
DxRxSIZE -1.108 * 0.600 -1.850 0.067
DxRxMTB -2.138 ** 0945 -2260 0.025 0.391 0.155 0.508
DxRxLEV -0.108 0.152 -0.710 0.479
SIZE 0.124 0.119 1.040 0.301
MTB -0.361 0.275 -1.310 0.192
LEV -0.094 0.098 -0.950 0.341
DxSIZE -0.235 0.173 -1.360 0.176
DxMTB -0.187 0.365 -0.510 0.608
DxLEV 0.083 0.104 0.800 0.428
A FEIE -1.917 2.269 -0.840 0.400

ok ik 1%EE F 1

LI lgjul B

**4 om i 5% -

38

*3 5% i 10% o A7 ) 5 % 2001 & 7] 2006 # o R 3
'D 5B %HSIZE 3 2 FRH MTB 53 @t > LEV 5 M50 & o



% 4-7 Bz 2 3 jF & % &2 G_Score ~ C_Score ()

Bz bw X Fiaerz ARE S (358 L)

i % i EEE Ot P& Adj.R*G_Score C_Score
D 1.546 1.713 0.900 0.367
R 0.893 1.465 0.610 0.543
RxSIZE -0.041 0.072 -0.580 0.565
RxMTB 0.046 0.031 1.490 0.138
RxLEV 0.051 0.061 0.840 0.403
DxR 2.418 5.734 0.420 0.674
DxRxSIZE -0.066 0.286 -0.230 0.818
DxRxMTB -0475* 0.279 -1.710 0.089 0.298 0.294 0.542
DxRxLEV -0.069 0.085  -0.810 0.419
SIZE 0.128 ***  0.046 2.790  0.006
MTB -0.020 0.023  -0.870 0.386
LEV 0.007 0.020 0.360 0.717
DxSIZE -0.063 0.085 -0.740 0.459
DxMTB -0.162 0.124 -1.300 0.194
DxLEV -0.027 0.030 -0.910 0.363
A FEIE -2.504 *** 0.958 -2.620 0.009

Bz 2w A it BRE S (260 YRR E)

D 3.561 3.512 1.010  0.312
R -4.478 4078 -1.100 0.273
RxSIZE 0.205 0.193 1.060 0.289
RxMTB 0.117 0.092 1.270 0.204
RxLEV 0.053 0.060 0.880 0.380
DxR 16.925 ** 8.329 2.030 0.043
DxRxSIZE -0.765 * 0.404 -1.890 0.059
DxRxMTB -0.521 0.475 -1.100 0.274 0.099 -0.112 0.724
DxRxLEV -0.162 * 0.087 -1.860 0.064
SIZE 0.068 0.118 0.580 0.565
MTB -0.037 0.033 -1.120 0.266
LEV -0.064 0.067 -0.960 0.340
DxSIZE -0.157 0.170 -0.920 0.357
DxMTB -0.264 0.161 -1.640 0.102
DxLEV 0.004 0.071 0.050 0.960
A FEIE -1.177 2450 -0.480 0.631

ek kor i 1%E FM AT E 5% *A o E 10% - Ay RFEE L 2001 & 3 2006 & o R E
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118 * L 45~ 4 46~ % 4-7Ten
FaREN SRR FES (AT )

Xi=B1+B2Dirt Rit (Wt1eSIZE; crusMTB; - LEV ) (5]
+D; (Rit M+ASIZE; (+AsMTB; (+A4LEV; )
+ (61SI1ZE; +6,MTB; (+33LEV )
+D;j t (04SIZE; +6sMTB; +06LEV; 1) +€i ¢

B (30T ) RFRFRACT

X =P1+P2Di R tH2(Ri ixSIZE; ) +13(Ri ixMTB; ) +pa(Ri exLE Vi )
+M1(Di ixRi)+A2(Di xR ixSIZE; 1) +A3(D; 1xRi xMTB; 1)+ A4(Di 1xRi xLE Vi 1)
+ 01SIZE; +6,MTB; +33LEV; ¢
+084(Dj xSIZE; 1)+65(D;j ;xMTB; 1) +06(Di xLEVi )i ¢

Flpb b GF B ps A g E A fffﬁﬁ:’?‘%ﬂt—?‘-ﬁfu{% 4-5~ % 4-6 ~
47T tadc | P ent B#cE o B9 > 4ok =  #7if - G_Score ¥# C_Score 7
W EF A S

G_Score=Ps=p1+u2SIZE; i+usMTB; s LE Vi ¢ (4 2]

C_Score=s=h+A:SIZE; +AsMTBi A LEV [(#3)
Fopo Ghog LA~ N Gl @ FUt R B2 4R A e SIZE
MTB ~ LEV & » 3-8 » ¥ f48 & 2 4% & ¢ G_Score #2 C_Score » #-% 4-5 -
2& 4-6 ~ % 4-7 & w A1 G_Score~C_Score % ® & > % 4-8~ 4 4-9 & w5
¥ &k &~ 2. G_Score ~ C_Score #xif f+ suzt

% 4-8 & 'mik & 2. G_Score 4citt f st

Bk AR ﬁé”%t&i TiaiE Bl s B B Bt B
B A % 489 0.272 0.269 0.005 1.826
- B % 504 -0.044 0.091 -0.217 0.767
e 5 A A % 51 -0.929 2.639 -11.949 1.116
iy B % 52 0.284 0.180 -0.209 0.655
1 ¥ A % 329 0.312 0.498 -0.172 3.134
B % 340 -0.072 0.235 -0.405 1.532
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S EE A % 33 10.491 13.365 -4.675 43.273
B % 34 -0.548 1.196 -4.387 0.569
P¥E A % 56 -0.135 0.263 -0.529 0.931
B % 58 -0.027 0.185 -0.237 0.597
F& A % 16 2.571 4.398 -3.217 10.595
B % 16 -1.239 5.236 -11.933 7.886
B v * ¥ A % 132 0.434 0.495 -0.100 2.422
= TR 2 B % 160 0.155 0.261 -0.156 1.212
e A A % 358 0.294 0.224 0.052 1.448
AT E 2 B % 269 -0.112 0.302 -0.766 2.012
Lz G_Score 3 % 45~ 4 46 £ 4T 2w FRRE A o 7P 20012006 E -
4% 4-9 % ik A2 C Score 4cit it t |
i At BERE ToE HEI A ]E Kk E tie
B3 A % 489 0.369 0.461 -1.917 2.031 -19.504***
- B % 504 0.747 0.829 -5.894 3.258
B3R >+ A AKX 51 1.004 2.706 -1.832 11.014 4,99***
= B % 52 -0.574 1.758 -9.304 0.888
1% A% 329 0.576 0.523 -1.908 1419 -49.681***
B % 340 0.892 0.511 -1.118 2.104
SR EOAK 33 -10.365 13.622 -46.042 3.940 -6.311***
B % 34 0.458 3.938 -10.314 4.152
FE A % 56 0.064 0.954 -6.322 1.320 -1.095
B % 58 0.366 2.467 -17.426 2.680
e A % 16 -1.743 3.747  -8.391 3.694  -8.376***
B % 16 1.748 5153 -6.838 11.973
Bl X E5E AR 132 -0.566 1.262 -4.873 1512 -24.561***
= ATE S B 160 0508 1.129 -3.306 2.909
e 2+ F A% 358 0.542 0335 -1.121 1944  -5520*%**
I=HTE 2 Bk 269 0.724 1.093 -6.715 3.288

%t w2 C_Score % % 45~ % 4-6~ % 4-7 Lﬂﬁﬁf.&#%gi}ﬁ m 18

LI = F o %L R E 1% R F 1

*REhE SRR F I X

o 13 8 B ¥a % 2001~2006 £ o

47 it 10%5 3t B F 1 o

Tl FARF AT L2 pani i ATy 2 £ 8 0 F] G_Score #iciE (T # %

oy aEesEL 4 C Score o

BLE %

AT UER AAFETHRAC A TR ET AP Z A2 - o
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1. B3h— (4R IFRS 5 B4 303 8 MR 2 2 B g4 o
MEwhi- T 28 g % 2§ fad 2 RE - BTG fx o Chen, Gul, and
Su #1999 # é87 7 4 3.1k B PRC GAAP 37| n@ 4L ik BB IAS 27| ch @ 42 &
B 20%~30% ; MiFiAE ~ 3 F (78 AR 2006 & T A IR IAS 2 B4k B
U AR P 0T B R PRC GAAP 5% AR ¥ IAS ehF 3 5 7 PRC GAAP
5 0F AP+ < % 2006 # mﬁﬂ"’?iﬂuiﬁﬁh’*ﬁ B }G‘EAM‘ FH 2 0@ s e pE b

FAANBIRZ DT 0 PAE AR R sz»ﬁﬁ%\ﬁn]&:r ; MuE g 2009
EFETFRI PSR B2 H Y EEH R AR b 8 ik
WA R EA B AL P E AB L2 4Y ”:}ae?* IFRS & ¢ 3+ c‘%?’rﬁili’
EFFEFATIEEENEE D G > BB ST aE* IFRS L3n7 ) fEE 2

BEM o A gé SRR AR TR A A AR S G B ARD
P2 ASBI RSP adkt IFRS (40 TR dE4E 2 mﬁ&:i&% v dom €
e RG] %3 62009 & G R IAS 2 IFRS Ap#t4k * PRC
GAAP g & 85 R G 1}1 B3 & L2 1%‘ ERES X P Ao #2007 & ritsdx
IFRS 4p .2+ 2006 4 12 % £ % PRC GAAP ¢ i 175 %tk ff 2 5 5 k2
ACYE ek RAREIN J‘Mﬂi‘%’*‘ 2008 & T 7 F R FHALARF A P AR BT R
PFORFRD B 2010 EoRT A R £ BT S0 T E 6 3R] gk
%ﬁyﬁﬁﬂﬁﬁ$@ﬁ°

B - TR kT R A 49 T ToE S TtiE | o Ak
#-2_ C_Score L35 5 0.369 > /|3~ B 3% #® 32 C_Score T35 0.747 > * & ﬁ
£ B2 tiE 5-19.504,:F 3] ¥zt 1%z B F oK (N & qp it ik B PRC GAAP »
=R IFRS @2 pMissF 2 H FEMRE 7 LG IFRS ~tg3* o Lif &5
e zéﬁ # ”rif&“‘ e B e F LT B R 0 2 F AT T e B
Flpt @Rk H7 IFRS /R 3 B4t B MR A 2 B -
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DEARYAEAE  BRRSEAFFFHFENL » Bi- LF BRI 20
AR AT E TR AR I F RARE A 49 T T oE o THE ) e
> A ¥ AT 32 C_Score T32E 5 1.004> £ 3 &E-gmgﬂ Mo @
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