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Literature review 
Introduction 
Corporate governance, the system used in the administration and control of corporate bodies has undergone a history of evolution to the point which it is today. In the last two decades, the advancement in technology have also seen a drastic change in corporate governance where the distinction between ownership and management has become more and more blurred and directors and management are usually now part owners of the firms that they work for. Ideally, corporate governance is a system which involves the establishment of a system of the management and control of companies through complex mechanisms of regulatory frameworks and money market dynamics. However, the simplest goal of corporate governance should be the protection of shareholders interests while the company works towards meeting the ultimate company goal of maximizing the shareholder wealth. 
However, in the last ten years, corporate governance under the established regulatory framework has come under scrutiny as major companies fall from grace and investors lost huge sums of money. The Enron scandal is a case on point where it is estimated that shareholders lost almost $ 11 billion due to an audit failure which misled the company on high risk accounting practices. Other cases which indicate a lapse in regulatory framework for corporate governance include the WorldCom scandal, the Mardoff scandal and the controversies surrounding Olympus and HBOS. This lapses on what is considered the as some of the most effective regulatory frameworks indicated the need for the overhaul of the framework that was employed on the regulation of companies in the field of corporate governance. There have been serious attempts to change the corporate governance regulatory framework to ensure that all the interests of stakeholders are protected. New regulations and legislations have been enacted to expand the accuracy of financial reporting for public corporations. The Sarbanes-Oxley act was enacted and provided for stiffer penalties for the destruction, alteration or fabrication of records in federal investigations or in attempts to cause malicious financial harm to investors. Since many of the failures of companies have been partially attributed to audit companies, the act also provides for the increased accountability of auditing companies to ensure their independence from their clients. 
The efficiency of these new regulations that have been put in place to mitigate against future collapse and loss of shareholder funds due to improper corporate governance are not known and their ability to act as deterrence to future architects and players in such malicious plans is not known. This paper seeks to evaluate the academic works on this question and make an objective evaluation of the chances of success of these measures that have been put in place to assure investors on sound corporate governance practices. 
According to the International Standards of Accounting and Corporate Governance (United Nations Conference of Trade and Development, 2008), corporate governance should be benchmarked on five broad categories for disclosure; auditing, management structures and processes, corporate responsibility and compliance, financial transparency and information disclosure and ownership structures and the exercise of control of rights. It is in these five categories that firms should be evaluated to gauge the level of the effectiveness of corporate governance structures that they have in place and how efficient they are. It also gives a chance for an objective evaluation of the available methods that can be employed to ensure that compliance with the set regulatory framework is kept at its most efficient level. 
The regulatory framework that has been put into place after the major scandals that have occurred in the past decade can be broadly divided into two categories. The first category is the legislations that have been passed to improve accountability and deter potential misfeasors. The other category is the codes and guidelines that have been put in place by the regulatory bodies in existence to ensure that the highest levels of integrity and accountability are maintained in the governance of companies. 
In the legislation part, the most influential law that has been passed to influence positive corporate governance is the Sarbanes-Oxley Act of 2002 (Also known as the Public Company accounting Reform and Investor protection Act of 2002). This law was passed in reaction to the major accounting scandals that had occurred earlier such as the Enron scandal and the WorldCom scandal. This law sought to enhance the corporate governance practices for all the American public company boards of Directors, management and accounting firms. According to this law, it is a requirement that top management in publicly held companies personally certify the accuracy of the financial information that they present to investors and other users of financial information. The act in detail gives the criminal liabilities that will be borne by those who involve themselves in improper corporate governance. 
In determining the effectiveness of the new laws and regulations regarding the improvement of corporate governance, it is important to examine these new regulations against several factors. The role of the board of directors in the effectiveness of the new regulations has been examined by several scholars such as Peasnell et al (2005), Bedard et al (2004) and Osma (2008). One of the critical factors that they note is the need for board independence. Their studies indicate that there is a negative relationship between the presence of external directors in a board and the occurrence of fraudulence in financial statements of a company. By implication this means that for companies to be more effective in managing the affairs of the company to the best interests of shareholders, it is best to have a large proportion of the board as outside directors. Xie et al (2003) also reinforces this view by examining the characteristics of boards and audit committees and comes to the conclusion that companies with a higher proportion of outside directors are less likely to engage in dubious financial reporting than those companies with more executive directors. 
The size of the board of directors in relation to the efficiency of corporate governance has also been examined. Notable works on this include Alonso et al (2000) who argues that samller boards are ideal for better corporate governance since they exhibit proper coordination and easy decision making processes unlike large boards which exhibit poorer coordination and communication among members, resulting more often than not in significant negative effects on the corporate governance policies. 
The effect of the regularity of boards of directors meetings to the efficiency of the application of the existing regulatory framework for corporate governance has also been studied. It is the general agreement among most of the studies that regular meetings by the boards of directors of companies more often than not translate into better and effective corporate governance. This is because boards that meet regularly have more time to discharge their duties in accordance with the interests of shareholders. The opposite is also true, boards that meet rarely have little or no time to make complex decisions on issues that are related to corporate governance and such companies, and as a result the effectiveness of the regulatory framework on corporate governance is low. Xie et al (2003) in his study on this issue found the above arguments to be true. 
The quality of corporate governance can also be based on the gender diversity of the board. Clikeman, et al (2001) investigated on whether gender impacts n the quality of decisions that are made by a board and found there was no relationship between the gender composition of a board and the quality of corporate governance decisions that were made. A similar study was conducted by Krishnan and Parsons (2008) and found out that companies with more female directors were more profitable, thus to an extent implying high efficiency levels of corporate governance decisions. This study is however constrained because of the different perceptions of women in different culture. It is however arguable that more women representations in boards of directors of companies would result in better and more effective corporate governance decisions. With more women representation in the board of directors, the effectiveness of the existing regulatory framework would be considerably improved. 
The characteristics of the board of directors in terms of expertise, independence and activity on the effectiveness of corporate governance decisions were investigated by Bedard et al (2004). The study found out that independent and expert boards were more likely to make effective corporate governance decisions which were in conformity with the existing legal framework. Bradbury (2006) examined the relationship between board an audit committee characteristics and the quality of accounting information presented and found out that higher independence of a board of directors is related to higher quality of decisions made regarding corporate governance issues. The same findings were arrived at by Davidson et al (2005) who conducted his study in Australia and Pit and Janin (2007) who conducted a similar study in France. It can thus be conclusively said that the quality of the composition of the board of directors in a company in terms of expertise and independence is a critical factor in the direction that a company takes regarding the quality of corporate governance decisions and thus determining the effectiveness of the regulatory framework in place. 
Since many of the regulations that are envisioned in most of new rules and codes involve audits, it is also important to determine their effectiveness in light of the audit committees that exist in the companies. Osma and Noguer (2007) investigated this in a study conducted in Spain and found that audit committees do not act as deterrence to the manipulation of accounting records. The same findings were found by Baxter and Cotter (2009) who conducted a similar study in Australia. This implies that the mere existence of audit committees in companies cannot guarantee the quality of decisions regarding corporate governance without examining their composition in terms of independence and efficiency. 
The GAAP have been in instrumental in giving precise directions on the accounting principles that are to be applied in the collection of data and preparation of financial accounting reports. The proper application of the GAAPs would generally result in the preparation and presentation of proper accounting records. However, bending the requirements of the GAAPs to suit particular situational needs of companies is the major reason that companies have collapsed in the past. To ensure efficiency of the improved regulatory framework, the application of the GAAPs should be done in good faith and industry standards formed to ensure that there is no deviation from the norm in the presentation of financial records and that no improper accounting practices are allowed to pass through as proper and presented to shareholders and other consumers of accounting information. 
The application of the International Auditing Standards should also be improved in the quest for efficiency of the new regulatory frameworks. In conducting audits, care should be taken so that the independence of the auditor is never compromised and the audit report is an unbiased opinion of the material truthfulness of the accounting records presented by a company to its shareholders. High liability costs for those who deviate will ensure that full compliance with IASs contributes positively towards improving efficiency in corporate governance. 
References 
Ball, R. and Shivakumar, L. (2006). The Role of Accruals in Asymmetrically Timely Gain and Loss 
Recognition. Journal of Accounting Research, Vol. 44, No. 2: pp. 207–42. 
Ball, R., Kothari, S. P., and Robin, A. (2000). The Effect of International Institutional Factors on Properties of 
Accounting Earnings. Journal of Accounting and Economics, Vol. 29: pp. 1-51. 
Balsam, S., Krishnan, J., and Yang, J. S. (2003). Auditor Industry Specialization and Earnings Quality. 
Auditing: A Journal of Practice & Theory, Vol. 22, No. 2: pp. 71–97. 
Baltagi, B. (2001). Econometric Analysis of Panel Data, 2nd Edition, John Wiley and Sons. 
Barclay, M. J., and Holderness, C. G. (1991). Negotiated Block Trades and Corporate Control. Journal of 
Finance, Vol. 25: pp. 861-78. 
Barkess, L., and Simnett, R. (1994). The Provision of Other Services by Auditors: Independence and Pricing 
Issues. Accounting and Business Research, Vol. 24, No. 94: pp. 99-108. 
Barth, M., Cram, D., and Nelson, K. (2001). Accruals and the Prediction of Future Cash Flows. Accounting 
Review, Vol. 76: pp. 27-59. 
Barth, M. E., Landsman, W. R., and Lang, M. H. (2008). International Accounting Standards and Accounting 
Quality‟. Journal of Accounting Research, Vol. 46: pp. 467–498. 
Bartlett, R. W. (1991). A Heretical Challenge to the Incantation of Auditor Independence. Accounting Horizons, 
Vol. 5: pp. 11-16. 
Bartov, E. (1993). The Timing of Assets Sales and Earnings Manipulation. Accounting Review, Vol. 68: pp. 
840-855. 
Bartov, E., and Mohanram, P. (2004). Private Information, Earnings Manipulations, and Executive Stock 
Option Exercises. The Accounting Review, Vol. 79, No. 4: pp. 889-920. 
Chang, J., and Lian Sun, H. (2009). Crossed-listed Foreign Firms' Earnings Informativeness, Earnings Management and Disclosures of Corporate Governance Information Under SOX. The International Journal of Accounting, Vol. 44: pp. 1–32. 
Chau, G., and Leung, P. (2006). The Impact of Board Composition and Family Ownership on Audit Committee Formation: Evidence from Hong Kong. Journal of International Accounting, Auditing and Taxation, Vol. 15: pp. 1. 
Chen, C. J. P., Chen, S., and Su, X. (2001). Profitability Regulation, Earnings Management, and Modified Audit Opinions: Evidence from China. Auditing: A Journal of Practice & Theory, Vol. 20, No. 2: pp. 9–30. 
Chen, K. Y., Wu, S. Y., and Zhou, J. (2006). Auditor Brand Name, Industry Specialisation, and Earnings Management: Evidence from Taiwanese Companies. International Journal of Accounting, Auditing and Performance Evaluation, Vol. 3, No. 2: pp. 147-181 
Chen, K. Y., Lin, K. L., and Zhou, J. (2007). Audit Quality and Earnings Management for Taiwan IPO Firms. Managerial Auditing Journal, Vol. 20, No. 1: pp. 86–104. 
Cheng, C. S., and Reitenga, A. (2009). Characteristics Of Institutional Investors And Discretionary Accruals. International journal of Accounting and Information Management, Vol. 17, No. 1: pp. 5-26. 
Cheng, Q., Warfield, T., and Ye, M. (2010). Equity Incentives and Earnings Management: Evidence from the 
Banking Industry. Forthcoming at Journal of Accounting, Auditing and Finance. 
Chung, H., and Kallapur, S. (2003). Client Importance, Non Audit Services, and Abnormal Accruals. The 
Accounting Review, Vol. 78, No. 4: pp. 931–955. 
Clarke, T. (2004). Theories of Corporate Governance. The Philosophical Foundations of Corporate Governance. 
Routledge Taylor & Francis Group: London. 
Clikeman, P. M., Geiger, M. A., and O‟Connell, B. T. (2001). Student Perceptions of Earnings Management: The 
Effects of National Origin and Gender. Teaching Business Ethics, Vol. 5: pp. 389-410. 
Davidson, R., Goodwin-Stewart, J., and Kent, P. (2005). Internal Governance Structures and Earnings Management. Accounting and Finance, Vol. 45: pp. 241–267. 
Dixon, J., and Dogan, R. (2003). Corporate Decision Making: Contending Perspectives and their Governance Implications. Corporate Governance, Vol. 3, No. 1: pp. 39-57. 
Dunn, K., and Mayhew, B. (2004). Audit Firm Industry Specialization and Client Disclosure Quality. Review of Accounting Studies, Vol. 9, No. 1: pp. 35–58. 
Ferguson, M. J., Seow, G. S., and Young, D. (2004). Nonaudit Services and Earnings Management: UK 
Evidence. Contemporary Accounting Research, Vol. 21, No. 4: pp. 813–841. 
Ferreira, Miguel, Pedro, P., and Matos. (2007). The Colors of Investors' Money: The Role of Institutional 
Investors around the World. The Journal of Financial Economics. Vol. 56: pp. 311-325. 
Fich, E. M., and Shivdasani, A. (2006). Are Busy Boards Effective Monitors? Journal of Finance, Vol. 61, No 2: 
pp 689-724. 
Johnson, D., and Rock, S. (2005). Earnings Management to Minimize Superfund Cleanup and Transaction Costs. Contemporary Accounting Research, Vol. 22, No. 3. 
Krishnan, G. V., and Parsons, L. M. (2008). Getting to the Bottom Line: An Exploration of Gender and Earnings 
Quality. Journal of Business Ethics, Vol. 78: pp. 65–76. 
Krishnan, J., Sami, H., and Zhang, Y. (2005). Does the Provision of Non audit Services Affect Investor 
Perceptions of Auditor Independence? Auditing: A Journal of Practice & Theory, Vol. 24: pp. 111– 
135. 
Nelson, M., Elliott, J., and Tarpicy, F. L (2003). How Are Earnings Managed? Examples from Auditors. Accounting Horizons. Vol. 17: pp. 17-35. 
OECD. (2004). OECD Countries agree new Corporate Governance Principles. From 
2649 34813 31558102 1 1 1 1, 00. html. Oehmichen, J., 
Osma, B. G. (2008). Board Independence and Real Earnings Management: The Case of R&D Expenditure. 
Corporate Governance: An International Review, Vol. 3: pp. 231-260. 
Othman, H. B., and Zeghal, D. (2006). A Study of Earnings-Management Motives in the Anglo-American and 
Euro-Continental Accounting Models: The Canadian And French Cases. The International Journal 
of Accounting, Vol. 41: pp. 406–435. 
Park, Y. W., and Shin, H. H. (2004). Board Composition and Earnings Management in Canada. Journal of 
Corporate Finance, Vol. 10, No. 3): pp. 4 31-457. 
Peasnell, K. V., Pope, P. F., and Young, S. (2005). Board Monitoring and Earnings Management: Do Outside Directors Influence Abnormal Accruals? Journal of Business Finance and Accounting, Vol. 32: pp. 1131-1346. 
Pergola, T. M. (2005). Management Entrenchment: Can It Negate the Effectiveness of Recently Legislated Governance Reform? Journal of American Academy of Business, Vol. 6, No. 2: pp. 177-183. 
Persons, O. S. (2006). Corporate Governance and Non-Financial Reporting Fraud. The Journal of Business and Economic Studies, Vol. 12, No. 1: pp. 27-40. 
Salman, F. M., and Carson, E. (2009). The Impact of the Sarbanes-Oxley Act on the Audit Fees of Australian 
Listed Firms. International Journal of Auditing, Vol. 13: pp. 127–140. 

https://assignbuster.com/a-consideration-of-the-expected-efficiency-of-proposed-new-structures-for-corporate-literature-review-examples/
image1.png




image2.png
Q ASSIGN

BUSTER




