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Abstract 

This study examines the association between the level of corporate social 

responsibility (CSR) activities and earnings quality on firms shared by blockholders and 

managers, based on the level of donation expenses and the voluntary issuance of CSR 

reports filed with the Global Reporting Initiative (GRI) as proxies for CSR activities. 

Donation expenditures would be the most direct measure of managers’ willingness to 

conduct CSR activities, while the voluntary filing of CSR reports with GRI captures a direct 

signal of managers’ willingness to conduct CSR activities. The results of this study provide 

evidence that firms active in CSR activities are likely to report high earnings quality. More 

specifically, after controlling for firm-specific factors, we find that firms with more 

corporate donations, lower stock owned manager ratio, and lower blockholder ratio have 

lower discretionary accruals and greater accounting conservatism. Furthermore, this 

positive relationship between donation and accounting conservatism is enhanced when 

firms shared with higher blockholder and manager shareratio voluntarily file CSR reports 

in detail. This study adds to the existing literature on CSR by providing evidence of the 

role of CSR on earnings quality and helps academics and practitioners to understand the 

role of corporate donations and voluntary CSR disclosures in earnings quality of 

blockholder and manager shared firms. 

INTRODUCTION 

Due to recent issues on mutual benefits between companies and society, 

investors and managers are more aware of the importance of corporate social 

responsibility (hereafter CSR). Reflecting this movement, some firms exert more effort on 

CSR activities than others. CSR activities may represent the way of managers’ willingness 

to use CSR activities. Some managers may have incentives to use CSR activities 

opportunistically. In particular, managers who lack integrity may use CSR activities to 

compensate their opportunistic behaviors. If so, CSR activities are positively associated 



 
The 2013 IBEA, International Conference on Business, Economics, and Accounting 

20 – 23 March 2013, Bangkok - Thailand 

 

with managers’ discretion over financial reporting with lower quality. On the other hand, 

ethical and philanthropic managers tend to actively involve CSR activities (Hood, 2003). 

These managers are likely to provide more accurate and reliable financial reports. 

Moreover, Edmans (2009) shows that blockholders may encourage managers not to 

report low quality of earnings because blockholders have incentives to monitor and to 

care about firm’s fundamental value. These blockholders may influcence earnings quality 

of firms with CSR activities.In this study, we examine whether CSR activities are 

associated with earnings quality of blockholder and manager shared firms. 

To test our prediction over earnings quality, we use two voluntary CSR activities, 

monetary donation and the issuance of CSR report. We gain the voluntary CSR report 

from the Global Reporting Initiative (GRI) website. Earnings quality is measured using 

discretionary accruals or accounting conservatism. We use discretionary accruals (Jones, 

1991; Kothari et al., 2005) and accounting conservatism (Penman and Zhang, 2002) as 

proxies for earnings quality of firms with donation and the issuance of CSR reports. 

Prior studies on CSR (e.g., Carroll, 1999; Kim et al., 2012; Dhaliwal et al., 2012) 

discuss theoretical background of ethical behavior by firms. According to the stakeholder 

hypothesis presented in Carroll (1999), Freeman (2010), Garriga and Mele (2004), firms’ 

decision over monetary donation is heavily influenced by interests of customers, 

employers, managers, government, local communities and stockholders. These 

stakeholders’ influence collectively on firms’ decisions on CSR activities represents overall 

stakeholders’ philanthropic view (Bentham, 1996; Carroll, 1999). For simple analyses, we 

use only the level of donation in financial reports as a proxy for CSR expenditures (Card, 

2010). 

Lev et al. (2010) suggest that firms may conduct CSR activities to develop 

reputation because they believe the reputation results in increased sales. Dhaliwal et al. 

(2012) report that CSR disclosure completes financial disclosure and affects analysts’ 

behavior in a more favorable way. Managers may have incentives to misuse CSR 

disclosures to compensate poor quality of earnings (Hobson and Kachelmeier, 2005). On 

the other hand, managers in firms that voluntarily file CSR reports may have greater 

integrity over financial reporting (Hood, 2003). To test whether integrity or opportunistic 

motivation by managers, we set up hypotheses about the association between the 

voluntary issuance of CSR report and earnings quality of blockholder shared firms. 

We find evidence that firms active in CSR activities are positively associated with 

earnings quality; less discretionary accruals and greater accounting conservatism. This 

study uses only the level of donation expenses, which would be a more direct measure of 



 
The 2013 IBEA, International Conference on Business, Economics, and Accounting 

20 – 23 March 2013, Bangkok - Thailand 

 

managers’ willingness to conduct CSR activities rather than CSR index measures in prior 

studies. After controlling for firm-specific factors, we find that firms with more corporate 

donations, lower stock owned manager ratio, and lower blockholder ratio have lower 

discretionary accruals and greater accounting conservatism. Furthermore, this positive 

relationship between donation and accounting conservatism is enhanced when firms 

shared with higher blockholder ratio voluntarily file CSR report with GRI. 

We believe that this study adds to the existing literature on CSR by providing 

evidence of the role of CSR on earnings quality and helps academics and practitioners to 

understand the role of corporate donations and voluntary CSR disclosures in earnings 

quality of blockholder and manager shared firms. 

The rest of the paper is organized into four sections. The second section proposes 

study background and develops hypotheses. The third section suggests research method 

and data selection. The fourth section discusses empirical results, and the last section 

presents conclusions. 

BACKGROUND AND HYPOTHESES 

Corporate donation 

Hess et al. (2002) report that people have more favorable impression over 

monetary donation as forms of provision of products and services, and cash than 

volunteering employees to help. These monetary provisions are recorded as donation 

expenses in income statement. According to the stakeholder hypothesis presented in 

Carroll (1999), Freedman (2010), Garriga and Mele (2004), stakeholders’ influence 

collectively on firms’ decisions on CSR activities represents overall stakeholders’ 

philanthropic view (Bentham, 1996; Carroll, 1999). For simple analyses, we use only the 

level of donation in financial reports as a proxy for corporate donation (Card, 2010). 

Nonfinancial disclosure 

Lev et al. (2010) suggests that firms may conduct CSR activities to develop 

reputation because they believe that developed reputationsinduce increases of sales. 

Dhaliwal et al. (2012) report that CSR disclosure complements financial disclosure and 

affects analysts’ behavior in a more favorable way. 

Earnings Quality 

Although a number of prior studies have focused on the relation between CSR and 

financial performance, few studies examine the role of CSR on earnings quality. Prior et 

al. (2008) examine whether firms use CSR strategically in financial reports, and find a 
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positive relation between earnings management and CSR for regulated firms. Using CSR 

index, Kim et al. (2012) find a negative relation between earnings management1 and CSR 

firms including unregulated firms in the U.S. However, Chih et al. (2008) and Reinhardt et 

al. (2008) find inconsistent evidence on earnings management by CSR firms. Unlike prior 

studies, we employ donation expenditure and the level of voluntary issuance of CSR 

report which we believe more appropriate proxies that directly related to earnings 

quality. 

FASB (1980) defines conservatism as a prudent reaction to recognize uncertainty 

and risks in business situations. Prior studies on conservatism use the level of asymmetric 

accounting methods for prudent recognition to uncertainty (Penman and Zhang, 2002; 

Watts, 2003a & 2003b). Watts (2003b) provides pervasive evidence on conservative 

accounting and important aspect of conservatism reducing agency and other social costs. 

Thus, conservatism would be used as earnings quality with lower costs over financial 

reporting. 

Blockholders 

Edmans (2009) shows that blockholders may encourage managers not to report 

low quality of earnings because blockholders have incentives to monitor and to care 

about firm’s fundamental value. These blockholders may influcence and monitor earnings 

quality of firms with CSR activities. 

As corporate donation represents two different aspects of managers’ motivation, 

we investigate the role of corporate donation and thelevel of voluntary issuance of CSR 

report on earnings quality of blockholder shared firms. The hypothesis described in null 

form is as follows: 

H1: Ceteris paribus, donation expenditure is not associated with earnings 

quality of blockholder shared firms. 

Managers of firms with greater donation may be aware more of the value of 

integrity and may also desire to signal their integrity to the market. One way to signal 

integrity is to file voluntary reports with GRI. We investigate whether the level of CSR 

disclosure is associated with earnings quality. Following Dhaliwal et al. (2012), we use the 

number of pages as a proxy for the level of CSR signaling efforts because managers, who 

                                                             
1 Kim et al. (2012) also employ discretionary accruals by Kothari et al. (2005) for a proxy form 

earnings management. 
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exert more effort to conduct CSR activities, may issue more volume of CSR reports. Thus, 

the second hypothesis written in a null form is as follows: 

H2:  Ceteris paribus, the volume of CSR report is not associated with earnings 

quality of blockholder shared firms. 

RESEARCH METHOD AND DATA SELECTION 

Earnings Quality 

We use discretionary accruals (DA) as a proxy for the quality of financial reporting, 

earnings management. DA are subject to estimation errors. Thus, this study utilize the 

performance-matched DA (PMDA) model suggested in Kothari et al. (2005). DA are 

computed as Eq. (1) as in Kothari et al. (2005). 
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   

 
     0 1 2 3 4 1

1 1 1 1
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(1)it it it it

it it

it it it it

TA REV AR PPE
ROA

A A A A
 

Where, 

TA  is the total accruals in year t for firm i as the difference between net 

income and cash flow from operations;  

A  s total assets in year t–1;  

∆REV  is the difference between revenues in year t and in year t–1;  

∆AR is the difference between accounts receivables in year t and in year t–1;  

PPE2  is net depreciable property, plant, and equipment in year t;  

ROA  is a return on assets in year t–1; 

PMDA  is estimated as residuals from model (1); 

Conservative Accounting Measure 

Penman and Zhang (2002) suggest a conservatism index, C-Score, which indicates 

that more conservative firms may have more reserves relative to net operating assets or 

choose accounting methods resulting in low net operating assets relative to estimated 

reserves. As in Penman and Zhang (2002), we use balance sheet items for estimating 

                                                             
2 PPE excludes land and construction in progress (Culvenor et al. 1999). 
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accounting conservatism (CONS_PENMAN) with both estimated reserves (ER) and net 

operating income (NOA). 

 

_ / (2)it it itCONS PENMAN ER NOA
 

 

where, 

CONS_PENMAN is a conservatism measure which utilizes Penman and 

Zhang(2002)’s approach;  

ER  is the sum of depreciation expenses, amortization expenses, bad debt 

expenses, R&D expenses, and advertising expenses;  

NOA  is the sum of equity and financial obligations including short-term 

borrowings, current portion of long-term liabilities, long-term bond, long-

term borrowings, and capital lease liabilities less than financial assets 

including short-term securities, short-term loans, and short-term financial 

instrument. 

 

Abnormal Donation Measure 

Amato and Amato (2007) suggest that the level of corporate donation has 

significant relations to cubic firm size, advertising expenditures, ROA, and industry 

membership. To control endogenous effects of donation expenditure (DONAT) by firm 

specific factors, we estimate residuals between DONAT and estimated DONAT following 

Eq. (3) and utilize residuals as abnormal DONAT in our analyses. 

 

            2 3
0 1 2 3 4 5 (3)it it it it it it itDONAT ADV ROA SIZE SIZE SIZE

 

 

Where, 

DONAT  is donation expenses scaled by total assets in year t;  

ADV  is advertising expenses scaled by total assets in year t;  

ROA  is net income scaled by total assets in year t;  
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SIZE  is the natural log of total assets in year t. 

 

RESEARCH MODEL 

We examinewhether corporate donation and CSR disclosure are associated with 

financial reporting quality. We use Eq. (4) to test H1 and H2: 
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itIND and YEAR dummy

 

Where:  

DA  is PMDA from Eq. (1);  

CONS  is CONS_PENMAN from Eq. (2);  

abnDONAT is abnormal donation amount scaled by total assets from Eq. (3);  

PAGE  is the natural log of total page of CSR reports; 

HMGT is 1 if the share ratio by manager is over the median value in each Industry 

and 0 otherwise; 

SIZE  is the natural log of total assets;  

LEV  is leverage as total debt scaled by total assets;  

GRW  is sales changes scaled by prior sales;  

ROA  is net income scaled by total assets;  

BIG  is 1 if the auditor is a big4 auditor and 0 otherwise;  

SWITCH is 1 if the auditor is changed and 0 otherwise;  

OPINION is 1 if the auditor’s opinion is unqualified opinion and 0 otherwise;  

INVREC is the sum of inventory and accounts receivables scaled by total assets;  

LOSS  is 1 if net income is less than zero and 0 otherwise;  

PTA  is the prior total accruals scaled by prior total assets;  
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PCONS is the prior conservatism measures by Penman and Zhang(2002) from Eq. 

(2);  

IND dummy is for each industry and YEAR dummy is for each period. 

Consistent with prior studies (e.g., Jones, 1991; Penman and Zhang, 2002; Kothari 

et al., 2005), earnings quality is measured through the level of discretionary accruals and 

conservatism. We include an interaction term of abnDONAT and PAGE since firms with 

increased abnDONAT and the level of voluntary CSR disclosure are expected to choose 

more conservative accounting methods and lower earnings management than others. 

Based on prior research, several control variables are added.  

SIZE may reflect effects from omitted variables on earnings quality (Becker et al. 

1998). LEV may capture managers opportunistic behavior for earnings quality since 

managers may manage earnings for avoiding violation of debt covenant (DeFond and 

Jiambalvo, 1994). Ahmed et al. (2002) report negative relation between negative accruals 

and GRW or ROA. Penman and Zhang (2002) suggest that conservatism decreases 

accounting rate of return. Together, we expect that GRW and ROA have positive relations 

to discretionary accruals and negative relations to accounting conservatism. As in DeFond 

and Subramanyam (1998), auditors, who concern litigation risk, may decrease 

discretionary accruals or increase conservatism. We predict that BIG and OPINION 

increase an auditor’s litigation exposure, and therefore negatively related to discretionary 

accruals and positively related to conservatism. We expect that SWITCH shows opposite 

direction to BIG and OPINION, consistent with hope by managers (Ahmed et al., 2002). 

INVREC, associated term with GRW and ROA (Ahmed et al., 2002; Simunic, 1980), may 

show same negative direction since high sales growth rated and high returned firms are 

prone to have greater inventories and/or accounts receivables. The effect of LOSS on 

earnings quality is controversial. As in Becker et al. (1998) financial distress leads to 

reduce earnings for contractual renegotiation, but DeFond and Park (1997) argue that 

managers with poor performance have incentive for income increasing earnings 

management in order to reduce the threat of being dismissed. 

We use the OLS to gain regression results. When we use the Generalized Least 

Squares (GLS) model for excluding heteroscadastic and auto-correlated estimates as in 

LeClair and Gordon (2000), results ofmain variables by GLS yield qualitatively similar to 

results by OLS.  

Data Selection 
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The sample used in this study is firms listed on the Korean Stock Exchange3 from 

2004 to 2010. We exclude firms in financial service industries, those with insufficient 

financial data and non-December fiscal year-end, and firms with fewer than ten 

observations within a respective industry. Firm-year and firm-industry distributions (not 

tabulated) are well-balanced, and we control for year and industry fixed effects in our 

analyses. Financial and donation expenditure data are available from the KIS-VALUE4 

database, and the volume of issuance of CSR reports is accessible in the Global Reporting 

Initiative web site and each web site of companies. 

Table 1. Descriptive Statistics 

Panal A. DA (N=4,198)            
  MEAN  STD  Min  Q1  Median  Q3  Max 

PMDA  0.0001 
 

0.0920 
 

-0.3591 
 

-0.0448 
 

0.0003 
 

0.0455 
 

0.3366 
AbnDONAT  -0.0001 

 
0.0020 

 
-0.0037 

 
-0.0009 

 
-0.0005 

 
0.0000 

 
0.0097 

PAGE  0.1185 
 

0.7205 
 

0 
 

0 
 

0 
 

0 
 

5.0173 
HMGT  0.4969  0.5001  0  0  0  1  1 
HBLOCK  0.4986  0.5001  0  0  0  1  1 

SIZE  26.4377 
 

1.4836 
 

23.5517 
 

25.3759 
 

26.1499 
 

27.2904 
 

30.591
0 

LEV  0.4457 
 

0.1923 
 

0.0737 
 

0.3027 
 

0.4516 
 

0.5844 
 

0.9683 
GRW  0.1204 

 
0.3431 

 
-0.6954 

 
-0.0195 

 
0.0803 

 
0.1943 

 
2.5837 

ROA  0.0349 
 

0.0863 
 

-0.4114 
 

0.0107 
 

0.0415 
 

0.0767 
 

0.2489 
BIG  0.6984 

 
0.4590 

 
0 

 
0 

 
1 

 
1 

 
1 

SWITCH  0.2032 
 

0.4024 
 

0 
 

0 
 

0 
 

0 
 

1 
OPINION  0.9983 

 
0.0408 

 
0 

 
1 

 
1 

 
1 

 
1 

INVREC  0.2733 
 

0.1543 
 

0 
 

0.1583 
 

0.2648 
 

0.3782 
 

0.6646 
LOSS  0.1677 

 
0.3736 

 
0 

 
0 

 
0 

 
0 

 
1 

PCONS_PENMAN  -0.0182 
 

0.0995 
 

-0.3891 
 

-0.0637 
 

-0.0187 
 

0.0297 
 

0.3338 

 

 

 

 

                                                             
3
The KOSPI is the representative stock market index for South Korea, the market capitalization of 

which was around $1.2 trillion in 2011. Refer to http://www.world-exchanges.org. As of 2011, the 

market capitalization is ranked seventeenth in the world. 

4
 KIS-VALUE databases in Korea is equivalent to COMPUSTAT and CRSP in U.S. providing 

financial and stock price data for firms listed in Korea Stock Exchange and KOSDAQ markets.  
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Panal B. CONS (N=4,257)            
  MEAN  STD  Min  Q1  Median  Q3  Max 

CONS_PENMAN  0.0792 
 

0.0813 
 

0.0009 
 

0.0327 
 

0.0568 
 

0.0956 
 

0.5692 
AbnDONAT  0.0000 

 
0.0020 

 
-0.0036 

 
-0.0009 

 
-0.0005 

 
0.0000 

 
0.0097 

PAGE  0.1181 
 

0.7196 
 

0.0000 
 

0.0000 
 

0.0000 
 

0.0000 
 

5.0938 
HMGT  0.4989  0.5001  0  0  0  1  1 
HBLOCK  0.4982  0.5001  0  0  0  1  1 

SIZE  26.4367 
 

1.4831 
 

23.4713 
 

25.3784 
 

26.1501 
 

27.2865 
 

30.573
3 

LEV  0.4453 
 

0.1930 
 

0.0627 
 

0.3015 
 

0.4516 
 

0.5846 
 

0.9677 
GRW  0.1322 

 
0.3744 

 
-0.7090 

 
-0.0185 

 
0.0818 

 
0.1993 

 
2.5837 

ROA  0.0352 
 

0.0862 
 

-0.4114 
 

0.0107 
 

0.0415 
 

0.0769 
 

0.2558 
BIG  0.6911 

 
0.4621 

 
0 

 
0 

 
1 

 
1 

 
1 

SWITCH  0.2023 
 

0.4017 
 

0 
 

0 
 

0 
 

0 
 

1 
OPINION  0.9984 

 
0.0405 

 
0 

 
1 

 
1 

 
1 

 
1 

INVREC  0.2728 
 

0.1549 
 

0.0000 
 

0.1576 
 

0.2647 
 

0.3783 
 

0.6696 
LOSS  0.1675 

 
0.3735 

 
0 

 
0 

 
0 

 
0 

 
1 

PCONS_PENMAN  0.0821 
 

0.0822 
 

0.0009 
 

0.0349 
 

0.0599 
 

0.0991 
 

0.5692 

Variable definitions are in table 2. 
 

DESCRIPTIVE STATISTICS 

Table1, Panel A and Panel B present descriptive statistics of the main variables and 

control variables. We winsorize all firm-year observations at the 1st and the 99th 

percentiles to control outlier effects by extreme observations. The mean value of 

performance matched discretionary accruals (PMDA) is 0.0001, Conservatism measure by 

Penman and Zhang (CONS_PENMAN) has a mean value of 0.0792. Notably, Big4 auditors 

audit about 69.0 (or 69.1) percent of firms in our final sample, and 20.3 (or 20.2) percent 

of firms changed their auditors during the sample period. Qualified opinion posit on 

about 0.2 percent of firms in our sample, and 16.8 percent of over of firms record 

negative net income.  

The correlation matrix among variables (not tabulated) shows that the highest 

correlation is -0.68 between ROA and LOSS5. The correlation coefficients of rest of the 

variables are not very high. 

 

 

                                                             
5
 Dropping either ROA or LOSS does not change our conclusion and provides qualitatively the 

same results. 
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EMPIRICAL RESULTS 

Table 2, Panel A and B, presents the results of empirical analysis using HMGT and 

AbnDONAT in HBLOCK and LBLOCK firms. AbnDONAT with HMGT is significant in PMDA 

(t-value: 2.88, sig. at the 1% level) and CONS_PENMAN (t-value: -3.72) models from only 

LBLOCK samples. These findings suggest that firms with low blockholder shares, 

additional donation expenditure, and higher stock owned managers are prone to more 

engage in earnings management through discretionary accruals and to choose less 

conservative accounting methods. These results may imply that low blockholder owned 

firms may experience less effect by blockholder and more managers’ opportunistic 

behavior. However, we find no evidence in HBLOCK samples that higher stock owned 

managers are engaged in earnings management by an increase of additional donation 

expenditure. 

The issuance of voluntary CSR report in detail, PAGE, shows a significant 

coefficient only in CONS_PENMAN (5%), and the result of interaction with HMGT and 

PAGE implies that managers with higher share ratio may exert effort to signal CSR 

activities by the level of CSR report and provide better financial reports in high 

blockholder shared firms. 

We find that LEV, ROA, INVREC, are positively related with discretionary accruals, 

suggesting that more leveraged, more efficient with high return on assets, and firms with 

more inventory and accounts receivableare likely to engage in earnings management 

consistent with results in prior studies(DeFond and Jiambalvo, 1994; Ahmed et al., 2002; 

Simunic, 1980). However, unlike our expectation, LEV, GRW, and OPINION are contrary 

associated with CONS_PENMAN. 

Table 2. The relation between AbnDonat with Disclosure and Earnings Quality 

    PMDA  CONS_PENMAN 

Variables  Pred. Sign  HBLOCK  LBLOCK  HBLOCK  LBLOCK  

Intercept    -0.0499  0.0046   0.3708  0.0359  

 
   -(0.51)  (0.08)   (7.31) **

* 
(0.86)  

AbnDONAT  ?  -2.3454  -4.9621   1.2426  4.7450  

 
   -(1.78) * -(3.68) **

* 
 (1.82) * (4.83) **

* 
PAGE  ?  0.0016  -0.0025   -0.0010  0.0015  
    (0.39)  -(0.79)   -(0.46)  (0.62)  
AbnDONAT×PAGE  ?  -6.2568  -0.0409   -1.4731  0.2208  
    -(1.36)  -(0.02)   -(0.62)  (0.16)  
HMGT  ?  0.0047  0.0094   -0.0028  -0.0138  
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   (1.24)  (2.30) **  -(1.43)  -(4.59) **

* 
HMGT×AbnDONAT  ?  0.0245  5.8938   0.9532  -5.5957  

 
   (0.01)  (2.88) **

* 
 (0.96)  -(3.72) **

* 
HMGT×PAGE  ?  -0.0035  -0.0023   0.0093  0.0034  
    -(0.48)  -(0.40)   (2.52) ** (0.81)  
HMGT×AbnDONAT×PAGE  ?  4.7922  4.5667   -0.0003  0.7365  
    (0.86)  (0.82)   (0.00)  (0.18)  
SIZE  ?  -0.0025  -0.0021   0.0001  -0.0001  
    -(1.42)  -(1.27)   (0.14)  -(0.11)  
LEV  +(-)  0.0237  0.0298   0.0145  -0.0050  
    (2.04) ** (2.38) **  (2.41) ** -(0.55)  
GRW  +(-)  0.0081  0.0002   0.0053  0.0118  

 
   (1.54)  (0.03)   (2.11) ** (2.85) **

* 
ROA  +(-)  0.4056  0.3989   -0.1372  -0.2515  

 
   (11.49) **

* 
(12.77) **

* 
 -(7.55) **

* 
-(10.96) **

* 
BIG  -(+)  -0.0055  0.0017   0.0014  0.0056  
    -(1.24)  (0.37)   (0.59)  (1.62)  
SWITCH  +(-)  -0.0003  0.0038   -0.0063  -0.0063  

 
   -(0.07)  (0.78)   -(2.61) **

* 
-(1.75) * 

OPINION  -(+)  0.0808  -0.0124   -0.3464  0.0335  

 
   (0.96)  -(0.33)   -(7.89) **

* 
(1.22)  

INVREC  +(-)  0.0379  0.0662   0.0103  0.0082  

 
   (2.48) ** (4.13) **

* 
 (1.30)  (0.71)  

LOSS  ?  0.0029  0.0091   -0.0034  -0.0147  

 
   (0.43)  (1.23)   -(0.97)  -(2.68) **

* 
PTA  +  0.0296  -0.0501   -  -   
    (1.50)  -(2.55) **  - 

 
- 

 
PCONS_PENMAN  (+)  -  -   0.6594  0.6066  

 
   -  -   (45.97) **

* 
(36.38) **

* 
IND & YEAR dummy    Included  Included   Included  Included  
F-value     8.45  10.88   94.00  62.08  
(Pr>F)    (<.0001)  (<.0001)   (<.0001)  (<.0001) ) 
Adj R square    0.1051  0.1341   0.5914  0.4856  
N    2,093  2,105   2,121  2,136  
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Notes: ***, **, and * represent a significance at 1, 5, and 10 percent level, respectively. Pred. sign in 
parentheses for CONS_PENMAN. 
HBLOCK is an subsample if the ratio of block stockholder is over the median value in each industry and 
LBLOCK otherwise, HMGT is 1 if the share ratio by manager is over the median value in each industry and 0 
otherwise, AbnDONAT is abnormal donation amount scaled by total assets from Eq. (3), PAGE is the natural 
log of total page of CSR reports, SIZE is the natural log of total assets, LEV is leverage as total debt scaled by 
total assets, GRW is sales changes scaled by prior sales, ROA is net income scaled by total assets, BIG is 1 if 
the auditor is a big4 auditor and 0 otherwise, SWITCH is 1 if the auditor is changed and 0 otherwise, 
OPINION is 1 if the auditor’s opinion is unqualified opinion and 0 otherwise, INVREC is the sum of inventory 
and accounts receivables scaled by total assets, LOSS is 1 if net income is less than zero and 0 otherwise, 
PCONS_PENMAN is the prior conservatism measures by Penman and Zhang(2002) from Eq. (2), IND dummy 
is for each industry and YEAR dummy is for each period. 
             

From regression results, evidence is consistent with the notion that firms with 

more corporate donations, lower manager share ratio, and lower blockholder ratio may 

provide higher quality of earnings. Moreover this positive relationship between donation 

and accounting conservatism is enhanced when firms shared with higher blockholder and 

manager share ratio voluntarily file CSR report in detail. 

CONCLUSIONS 

This study examines whether corporate donation and voluntary issuance of CSR 

report are associated with earnings quality in blockholder owned firms. This study uses 

only the level of donation expenses which would be a more direct measure of managers’ 

willingness to conduct CSR activities. After controlling for firm-specific factors, we find 

that firms with more corporate donations, lower stock owned manager ratio, and lower 

blockholder ratio have lower discretionary accruals and greater accounting conservatism. 

Furthermore, this positive relationship between donation and accounting conservatism is 

enhanced when firms shared with higher blockholder and manager share ratio voluntarily 

file CSR reports in detail.  

Overall, our results suggest that CSR activities are associated with less earnings 

management and greater conservative accounting choices, and therefore better earnings 

quality in blockholder shared firms. We believe that this study contributes capital markets 

to understand the effects of CSR activities and the role of blockholders and managers. 
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