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ABSTRACT 

 
In this paper, by using a database of Portuguese and Brazilian firms, where the Latin 
Corporate Governance Model is traditionally predominant but increasingly out of fashion, 
we investigate whether the Latin Corporate Governance Model performs worse or better 
than others (variants of the Continental or Anglo-Saxon Models) in preventing earnings 
management. We conclude that, in general, companies with the Latin Model have lower 
levels of earnings management than the other companies, and that changing from the Latin 
Model to another model does not cause a decrease in the level of discretionary accruals. 
We also conclude that the firms that move away from the Latin Model are not necessarily 
those with the higher levels of discretionary accruals. Finally, we conclude that firms that 
are dual listed (through ADR) have lower levels of discretionary accruals, but firms which 
have the state as a qualified shareholder do not usually differ significantly from others. 
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Introduction 

The several accounting scandals which took place both in Europe and in the United States 

early this century made it even more evident that the information disclosed by companies 

may be far from rendering their true reality. Such scandals, resulting from fraudulent or not 

very correct accounting practices that can only happen with the connivance of several 

agents (such as executive directors, non-executive directors, auditors and financial 

analysts), show once more that the corporate governance tools for inspection and control of 

executive management are not totally efficient.  

Both in Europe and in the United States, the authorities reacted by establishing new 

corporate governance rules, namely in an attempt to ensure the quality of audits and of the 

financial information disclosed to the market. In this context, the Sarbanes Oxley Act 

(SOX) was approved in the United States in July 2002 in order to improve corporate 

governance and ensure the quality of financial reporting. In the same context, as of March 

2003, the Securities and Exchange Commission (SEC) requires that listed companies have 

a member in the audit committee with accounting/financial background and whose name 

must be disclosed. The European Union approved a directive (2006/43/CE) aiming to 

regulate auditing and create conditions for greater and more efficient quality control of 

auditing services. Several other countries have introduced changes to their national legal 

systems with the purpose of updating their corporate governance models and making them 

reach international standards that are considered to be more robust, namely in order to 

ensure the quality of the financial information disclosed.  

Therefore, the issue of earnings management is strictly related to the topic of corporate 

governance and particularly associated with the organization of mechanisms to audit and 

control the financial reporting process. In this respect, there are plenty of studies which 
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seek to associate earnings management with certain features of corporate governance, 

especially those related to the preponderance and the features of independent directors and 

the audit committee. Xie et al. (2003) found that the larger was the professional experience 

of outside directors, the more effective was the control mechanism exercised over 

directors, because those companies had lower levels of earnings management. In another 

paper, Peasnell et al. (2005) showed that the higher was the degree of independence of 

outside directors, the lower were the levels of earnings management. However, they found 

no evidence that the audit committee can influence the levels of earnings management. 

Nevertheless, Klein (2002) concluded that the more independent is the audit committee, 

the lower are the levels of earnings management. Xie et al. (2003) and Beasley (1996) 

reached similar conclusions about the effect associated with the independence of the audit 

committee. Also Agrawal and Chadha (2005) concluded that the manipulation of financial 

information is less likely when the audit committee has at least one member with 

finance/accounting background. Also Klein (2002) states that the more independent and 

the more experienced the members are in the area, the greater is the effective control over 

managers and the more “truthful” is the financial information disclosed. For their part, 

Carcello et al. (2006) evidenced a negative relationship between the levels of earnings 

management and the presence of a member with finance/accounting background in the 

audit committee, and they also showed that the higher is the members’ degree of 

independence, the more effective is its operation. Furthermore, Cornett et al. (2008) found 

that earnings management is lesser when there is greater monitoring of management by 

institutional investors and when the latter are represented in the board. In addition, when 

independent non-executive directors are involved, the level of earnings management 

decreases. Finally, Osma and Noguer (2007) conducted a study on Spanish companies and 

they found that board composition significantly determines earnings management 
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practices. However, the main role in constraining such practices is not played by 

independent directors, as UK and US-based research suggests, but rather by institutional 

directors. According to the same study, no correlation is found between the existence of an 

independent audit committee and the level of earnings management.  

These studies are based on data of companies whose governance model corresponds to 

either one of the two internationally dominant paradigms: i) the Anglo-Saxon model or 

«one-tier-model»; and the ii) continental model, Germanic model, or «two-tier-model». In 

the first model, there is only one board (the board of directors) which is in charge of both 

management and governance (that is, supervision and control) of the company and 

integrates an audit committee composed of non-executive directors only. In the second 

model, there are two boards: one is in charge of the governance of the company (known as 

supervisory board) and one in charge of the management of the company (the management 

board). In this model, the audit committee is framed within the supervisory board. In any 

part of this model, the control of the external audit and the reliability of financial reporting 

are delegated to an audit committee, composed of people without executive duties and in 

charge of governance tasks in the company (i.e. supervision and control), exclusively. 

However, there are some countries that have long used governance models which differ 

from the Anglo-Saxon and Germanic ones. This is particularly the case of Italy, Portugal 

and Brazil and other Latin and Latin American countries where the so-called Latin model 

historically prevails (which does not prevent the respective companies from choosing to 

adopt the Anglo-Saxon or continental models). In the Latin model, the audit committee 

(known as Audit Board) is an autonomous body; hence it is not a part of either the 

supervisory board or the board of directors. This board is specific and independent of any 

other, whose only aim is to supervise the board of directors, check bookkeeping records, 
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accounting records and support documents, and review the management report, the 

accounts for the financial year, the statutory audit or the impossibility of such audit.  

In principle, the specificity and the autonomy of the audit board would favor a higher 

effective control over the audit process, thus causing a decreased level of earnings 

management. The fact remains that because they do not participate in any decision-making 

process, the members of the audit committee of the Latin model have full autonomy to 

decide how operations are reported and business are transacted, as their decisions had no 

intervention (both at the strategic level and at the level of daily management). However, 

the information asymmetry among the executive directors and the members of the audit 

committee is usually larger in the case of the Latin model, because they do not belong to 

the highest governing board of the company, and do not usually keep track of the daily 

business of the company, which places them in severe informative disadvantage. 

Moreover, the audit board members of the Latin model usually devote less time to 

monitoring the company’s activities than the members of the audit committees of the 

Continental and Anglo-Saxon models. For example, in 2009 in Portugal, the audit boards 

of the companies which had adopted the Latin model met 6.5 times on average, and in the 

case of one company, one meeting took place in the whole year. In contrast, the audit 

committees of the companies which adopted the Anglo-Saxon model met 10.7 times, and 

the audit committees of the companies of the Continental model met 16.5 times over the 

year on average. For all these reasons, the extinction of audit boards (i.e. the extinction of 

the Latin model) was recommended by the Corporate Governance White Book prepared 

under the aegis of the Portuguese Corporate Governance Institute (see Silva et al., 2006).  

Therefore, there are reasons which can determine that this third method of organizing audit 

supervision can result in a lower level of earnings management, but there are also reasons 
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indicating the opposite. However, there is no empirical evidence showing which effect is 

likely to have greater weight. This paper aims to contribute to fill this gap, and focuses on 

a sample of companies in Portugal and Brazil, where companies can choose one of the 

several models of corporate governance, including the traditional Latin model and more 

modern models which are based on the internationally dominant models (the 

aforementioned «one-tier-model», typical of Anglo-Saxon countries, and the «two-tier-

model», traditional in continental Europe, especially in Germany). This circumstance 

makes it possible to check whether or not the levels of earnings management of companies 

adopting the Latin model are different from those of companies adopting models 

considered to be more robust; it also makes it possible to check if replacing the Latin 

model with another one is driven by the need to decrease the level of discretionary 

accruals, and whether or not such change can reduce earnings management practices. 

Hence the main purpose of this paper is to answer the following three research questions: 

(1) Does the Latin Corporate Governance Model have worse performance than other 

models in preventing earnings management? (2) Higher or low level of discretionary 

accruals companies: which one leaves the Latin Corporate Governance Model? (3) Does 

the level of discretionary accruals decrease after shifting from the Latin Corporate 

Governance Model to Other Models?  

The database also allows us to compare the level of earnings management evidenced by 

companies subject to a dual listing system (by ADR), compared to companies subject only 

to the rules of reporting and local governance. The sample collected also allows us to test 

other relevant aspects, for example to check to what extent State ownership in the share 

capital of companies can increase or decrease the level of earnings management.  

The modified Jones model was the method used to calculate the discretionary accruals 
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(Dechow et al., 1995), and both the univariate analysis and the panel data regression were 

used to answer the research questions. The sample has a total of 482 observations related to 

56 non-financial companies that were part of stock market indices PSI20 and IbrX50 (16 

companies from Portugal and 40 from Brazil) between 1997 and 2009.  

This paper contributes to the literature not only by increasing the level and knowledge on 

models of governance (thus bridging some of the related knowledge gaps) that are not the 

standards prevailing internationally, but also by adding to the literature which associates 

the issues of earnings management and corporate governance. In this field, in particular, 

the paper shows that the models considered to be more robust theoretically do not result in 

lower levels of earnings management, and that shifting from the Latin model to another 

model does not necessarily reduce the level of earnings management. In fact, we conclude 

that Latin model companies usually show levels of earnings management below those of 

other companies, and replacing the Latin model by other models does not decrease (on the 

contrary, there is evidence of an increase) the level of discretionary accruals. In addition, 

we concluded that the high level of discretionary accruals does not appear to be a 

motivation to choose another model, since the companies with higher levels of earnings 

management are not the ones that change models most often. Finally, we concluded that 

companies with dual listing (via ADR) have lower levels of earnings management 

compared to other companies, but the presence of the State among the shareholders has no 

significant effect on the level of earnings management. 

These findings have regulatory implications because they show that the more robust 

models may occasionally not have the performance expected by legislators and regulators. 

The following sections present these findings in greater detail. The next one describes the 

governance models that can be adopted by companies in Portugal and Brazil, featuring the 
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Latin model in particular. After that we describe the sample, the measures and the 

methodology used to calculate the discretionary accruals. The following section shows our 

findings regarding the research questions, and the last section summarizes the conclusions. 

 

Portuguese and Brazilian Corporate Governance Models 

 

Portuguese Corporate Governance Models 

(i) Corporate Governance Models Admissible 

Portuguese law allows companies to choose one of three models: i) Board of Directors, 

Audit Board and Statutory Auditor (Latin model), ii) Board of Directors, including an 

Audit Committee and Statutory Auditor (Anglo-Saxon model), iii) Executive Board of 

Directors, General and Supervisory Board and Statutory Auditor (Continental model). 

Companies must choose one of these models, and cherry-picking practices are not allowed. 

PICTURE 1 – PORTUGUESE CORPORATE GOVERNANCE MODELS 

 

Until the reform legislation of 2006, both the Latin model and the Continental model 

(which was not adopted by any of the listed companies) were allowed.1 Some companies, 

however, had already informally adopted a structure identical to what came to be known as 

Model

Latin Model

Continental Model

Anglo‐Saxon Model

General and Supervisory Board + Executive 
Board of Directors [including an Financial 
Matters Committee] +  Statutory Auditor

Board of Directors [including an Audit 
Committee] + Statutory Auditor

Board of Directors + Audit Board + Statutory 
Auditor

Boards



9 
  

the Anglo-Saxon model, thereby structuring the board with executive and non-executive 

members and organizing an audit committee within the board (see Silva et al., 2006). 

In the first two models, the board of directors is responsible for managing the company. In 

the third model, it is the executive board of directors that is in charge of management, 

without prejudice to the right of the articles of association to establish that this board has to 

obtain prior consent from the General and Supervisory Board to perform certain types of 

actions. Both in the Latin model and in the Anglo-Saxon model, the Board of Directors 

may delegate powers in an executive committee (management board). 

Supervisory activities are responsibility of the audit board and of the statutory auditor in 

the Latin model; of the Audit Committee and of the statutory auditor, in the Anglo-Saxon 

model; and of the General and of the Supervisory Board and the statutory auditor, in the 

continental model. In any case, the main function of the statutory auditor is to examine the 

financial reporting. 

The General and the Supervisory Board must have an audit committee (called financial 

matters committee) specifically devoted to performing a set of supervisory activities 

identified in the law, whose powers are essentially identical to those of the audit committee 

in the Anglo-Saxon model. 

(ii) Incompatibility, Competence and Independence 

The activities performed by the audit board, the audit committee, the financial matters 

committee and the statutory auditor are subject to a certain number of incompatibilities. 

Besides, in order to ensure that these members devote time and attention to the company, 

their members are only allowed to perform management or supervision in five companies. 

Most members of the audit board and the audit committee have to be independent. Most 
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members of the supervisory board in the continental model and the financial matters 

committee created within it also have to be independent. A person is considered 

independent when he/she is not linked to any group of specific interests in the company, 

nor is in any circumstance likely to affect his/her impartiality of analysis or decision, in 

particular due to: i) holding by their own account or acting on behalf of any holder of a 

qualifying stake equal or above 2% of the share capital; ii) having been elected for more 

than two terms, either continuously or not. Companies must identify the members of their 

boards in their Annual Corporate Governance Report so as to fully comply with the 

incompatibility rules and the independence criterion. 

As of 2007, at least one person among the independent members of the audit board, audit 

committee and the financial matters committee is also required to hold a university degree 

appropriate to the performance of his duties and have auditing or accounting background.  

(iii) Prominence and Problems of the Latin Model 

In 2006, the Portuguese Corporate Governance Institute, under a white book, identified the 

underperformance of the audit boards in the Latin model as one of the aspects that deserve 

increased concern with regards to the governance practices established in Portugal. After 

analyzing their experiences, the Portuguese Corporate Governance Institute concluded that 

their actual importance and true ability to add quality to company supervision (see Silva et 

al, 2006; Alves and Mendes, 2009) were quite lessened. The white book concluded that the 

audit board had limited force, subject to further limitation because, in practical terms, these 

audit boards are composed by a single person in 40% of the cases. For these reasons, the 

document edited by the Portuguese Corporate Governance Institute recommended the 

extinction of the audit boards of the Latin model (in other words, the extinction of the 

Latin model). Companies that have adopted the Latin model are also those that comply the 



11 
  

least with the recommendations of corporate governance (corporate governance code) 

issued by the Portuguese securities regulator (CMVM).2  

Five years after the white book, the Latin model continues to be prominent in Portugal. At 

the end of 2010, 73.3% of the 45 companies listed on the major stock market continued to 

adopt the Latin model, but represented only 4.7% of market capitalization. The Anglo-

Saxon model was preferred by 22.2% of the companies (38.2% of market capitalization) 

and only 4.4% opted for the two-tier model (which represented 19.1% of market 

capitalization, however). Companies in the Latin model are therefore in greater numbers 

but are smaller than the others on average. 

The reduced size of companies and the consequent reduced size of the management and 

supervision bodies that they can support is the most commonly argued reason why they 

retain the Latin model of corporate governance. In fact, companies in the Latin model also 

have smaller management bodies than other companies (the board of directors has an 

average size of 8.8 compared to 14.6 members in an identical body in companies using the 

Anglo-Saxon model). Furthermore, independent and non-executive directors have 

substantially less weight in companies in the Latin American model than in companies 

using the Anglo-Saxon model. In the first case, only one third of the board of directors 

consists of non-executive directors and only 16% of the total can be considered 

independent. In the second case, these percentages are respectively 54.3% and 35.2%. 

Also with regard to the supervision and control body, companies in the Latin model are 

those with the lowest average size, and on average they meet substantially less than the 

audit committees of other models. In fact, as mentioned previously, the audit boards of 

companies that have adopted the Latin model met an average of 6.5 times in 2009. In one 

company, members met once only. The audit boards had an average of 3.5 elements, 
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ranging between a minimum of three (in 20 companies) and a maximum of six elements 

(in one company only). In contrast, the audit committees of the Anglo-Saxon model had an 

average of three members who met around 10.7 times throughout the year. The financial 

matters committee, which is the supervisory body specialized in financial affairs within the 

companies in the two-tier model (that is, the audit committee of the supervisory board), 

integrates the designated body by the General and Supervisory Board. The average size of 

the financial matters committee in companies in the two-tier model was 3.5 members, who 

met 16.5 times on average, with a total attendance of 89.5%. 

Independence, attendance and suitability of the curriculum to the position were aspects that 

do not seem to produce relevant difference. Indeed, 95.6% of supervisory board members 

were considered independent, while the non-independent ones spread over five separate 

companies. The overall average attendance at audit board meetings was 92.6%. The audit 

board members have adequate academic qualifications to perform their duties from the 

perspective of their respective companies, almost without exception. Among the members 

of audit committees of companies in the Anglo-Saxon model, only one of them was not 

considered independent, and all members have suitable background to perform their duties, 

in the opinion of the companies. The overall average attendance was 87.9%. 

Brazilian Corporate Governance Models 

(i) Corporate Governance Models Admissible 

Brazil, just as Portugal, is ruled by the Latin model. Recently, however, other forms of 

governance are available. Unlike what happens in Portugal, the choice of model depends 

crucially on the fact that it is not guided by legal induction, but by a self-regulating market, 

stemming from the choice of the market where the company intends to be listed. 
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In particular, there are three models that differ substantially from the Latin model and that 

are closer to the Anglo-Saxon standards. The so-called «New Market», which is seen as 

having higher requirements than the others in terms of transparency and good governance 

rules; the so-called «Level 2», which is seen as having an intermediate level of 

requirements; and «Level 1», which is said to have lower standards than other models, but 

still ensuring governance practices which are more demanding and more aligned with the 

standards internationally recognized as good governance compared to traditional standards. 

In fact, by mid-2000 there was only the traditional market, but BM&FBovespa (São Paulo 

Stock Exchange) introduced different levels of corporate governance in December, 2000: 

Level 1, Level 2 and Novo Mercado («New Market»), with increasing levels of 

requirements for the participation of companies. These segments were developed and 

implemented in order to stimulate the interest of investors and corporate valuation. 

It should be noted that Brazilian companies must comply with the guidelines of the CVM 

(Brazilian Securities and Exchange Commission) in terms of corporate governance. The 

regulated issues refer to the transparency, structure and operations of general meetings; the 

structure and responsibility of the board of directors; and the audit and financial 

statements. Companies in the New Market, Level 2 and Level 1 are supposed to have 

higher levels of compliance with regulatory codes than traditional companies. 

Alongside the creation of markets with different levels and orientations of the CVM, a 

strong stimulus for Brazilian companies to adopt governance models came from the U.S. 

SEC, which advised (Vicente et al., 2007) all companies with securities traded in the USA 

to adopt the regulations of the SOX as of 2005 (Paine and Weber, 2004). Thus, companies 

with securities (ADRs) traded in the American market, which in Brazil adopt the rules of 

the New Market, had already adopted some of the practices of the so-called Anglo-Saxon 
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model, structuring the board of directors into executive members and non-executive 

members and organizing an audit committee within the board. 

With regard to specific requirements, for example, a New Market company must have a 

board of directors with at least five members, of whom at least 20% must be independent. 

This is also the case of Level 2 companies, while Level 1 companies are required to have a 

minimum of three members only. The New Market and Level 2 companies must submit 

financial statements in compliance with U.S. GAAP or IFRS. For traditional Latin 

corporate governance model there is no requirement on the minimum proportion of 

independent directors on the board of directors, nor is there a requirement to report 

accounts in accordance with any international standard. 

Another very important aspect that distinguishes traditional companies from those adopting 

reputedly more robust corporate models is the fact that the latter companies establish audit 

committees that complement the work of audit boards. The audit boards are obliged to: i) 

supervise the actions of directors, checking their compliance with legal and statutory 

duties; ii) opine on the directors' proposals for share capital, issuance of debentures, 

investment plans or capital budgets and distribution of dividends; iii) report to the general 

meeting when they discover errors, fraud or offences related to the board of directors and 

suggest useful measures to the company; iv) call for ordinary and/or extraordinary 

meetings, should this call be delayed, or in case of serious or urgent reasons; periodically 

analyze the balance sheet and other financial statements prepared by the company and 

examine the financial statements for the fiscal year and opine on them. 

Audit committees, in turn, have the responsibility to support the board, monitor the actions 

of its members as regards the preparation of financial statements, accounting choices and 

the quality of internal control systems; monitor the activities of the internal auditor; hire 
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the external auditor; discuss the external auditor’s duties; discuss relevant issues, risks; and 

discuss the report with the external auditor. 

In practice, however, for companies that adopt more robust models, supervision activities 

are eventually the primary responsibility of the audit committee, for example, the support 

of external auditors, even in cases where these companies still formally maintain audit 

boards. In traditional companies, by contrast, supervision activities continue to be the 

exclusive responsibility of these audit boards, with the support of external auditors. 

(ii) Incompatibilities, Competence and Independence 

Similar to what happens in Portugal, the performance of duties in the audit board, the audit 

committee, the financial matters commission and the independent audit is subject to a wide 

range of incompatibilities. Moreover, in order to ensure that their time and attention are 

devoted to company matters, members are only allowed to perform management or 

supervision duties in five companies. 

Most members of the audit board and audit committee must be independent, without 

conflicts of interest between their participation in these bodies and their concerns as 

investors. There is no legal obligation to disclose, in the respective Corporate Governance 

Report, the identity of the members of the bodies that fully comply with the rules of 

incompatibility and the independence criterion. 

Another requirement, effective as of 2007, is that at least one person among the 

independent members of the audit committee, supervisory board and the financial matters 

committee is also required to hold a university degree that is appropriate to the 

performance of their duties and to have auditing or accounting background. 
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(iii) Prominence and Problems of the Traditional Model 

The core issue of Brazilian companies refers to the current corporate law, which allows the 

existence of two classes of shares: with and without voting rights (common shares and 

preferred shares, respectively). The Brazilian Institute of Corporate Governance (IBGC) 

recommends the practice of «one share, one vote», a practice adopted only by companies 

participating in the New Market. The question is directly related to the participation of 

minority shareholders in the decision-making process, allowing the use of cumulative 

voting, so that they can concentrate minority voting rights in the same director and balance, 

thus, the power of the majority shareholders. The IBGC does not take a critical position 

with respect to the audit board, but differently from the orientation of the U.S.SEC, it 

believes that the Audit Committee and the Audit Board should work towards 

complementing each other (IBGC, 2010:45). 

Ten years after the Special Corporate Governance Levels were implemented, the 321 

companies listed on BM&FBovespa - to adjust, 127 (56%) - still belong to the traditional 

market. The traditional market represents 49% of the market value, a total of US3 trillion, 

approximately, which clearly shows that the market still has not reached the NDGC 

(different levels of corporate governance) in terms of value. 

Dataset and Discretionary Accruals 

Dataset 

Our sample includes the companies that are members of the major indices of Brazil 

(IBrX50) and Portugal (PSI20). The sample period covers the years 1997 to 2009. It is an 

unbalanced panel because some companies were listed at a later date to the beginning of 

the sample. The information needed for the research was obtained from the CMVM’s 

website, the CVM’s database, Economática, SABI, Datastream and also from the financial 
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statements published on the respective websites of the companies. 

While selecting the sample, we excluded financial sector companies, as well as those with 

insufficient data for a behavior analysis of financial results, particularly because they had 

not been listed throughout the sample period. The final sample consists of 46 Brazilian and 

16 Portuguese companies, a total of 347 companies per year, 198 observations on the 

companies in Brazil and 149 observations on the companies in Portugal.  

 

Brief Review of the Literature on Earnings Management in Portugal and Brazil 

Although there are several studies on the subject of earnings management, we have not 

found any one based on Portuguese and Brazilian companies. Leuz (2003) examined the 

systematic difference in earnings management in 31 countries in Europe, including 

Portugal, and also in Asia and North America, but he has not included any Latin American 

country in his study. However, there are several studies that deal with earnings 

management in Brazil. There are also several studies focusing on Portuguese companies. 

(i) Evidence of Earnings Management in Brazil 

There are different studies on Brazilian companies. Martinez (2008) used the KS model 

(Kang-Sivaramakrishna, 1995) and had findings that corroborate the hypothesis of 

earnings management, both in order to avoid reporting losses and to sustain recent 

performance, as well as to worsen the present result for the sake of future results. Almeida 

and Almeida (2009) also used the KS model, and concluded that companies audited by the 

so-called Big Four have lower levels of discretionary accruals than others, suggesting that 

such companies are able to mitigate audit practices of earnings management. 

There are also studies that provide evidence of earnings management practices by using the 
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regression of the Jones Modified model (JM) (Dechow et al., 1995) to obtain the 

discretionary accruals. This is the case of Vassoler (2010), who sought to identify whether 

or not there is a relationship between executive compensation and earnings management in 

Brazilian companies that are listed on BM&FBovespa and issue ADRs. Dechow concluded 

that, in a sample of 41 companies, there is evidence of a relationship between 

compensation schemes and the level of earnings management. 

Nardi et al. (2009) investigated the relationship between accounting earnings management 

and cost of equity and third party equity of publicly-traded Brazilian companies. They used 

the JM, Teoh and KS models to calculate discretionary accrual, and found a positive 

relationship between accounting earnings management and cost of the debt, but they found 

no relationship between earnings management and cost of equity. 

Baptista (2008) investigated 19 hypotheses concerning the features of 124 companies 

traded on BM&FBovespa in 2006, and evaluated the behavior of these features when the 

companies were compared in groups as for different levels of accruals, using the Pae 

(2005) model (emergency response plan). The researcher concluded that there was a 

difference, for debt alone, between companies with higher levels accruals and companies 

with lower levels of accruals. Thus, it is not yet possible to draw a profile of the companies 

with higher levels of accruals and more likelihood of earning management practices. 

In another study, Formigoni et al. (2008) investigated whether or not there are significant 

differences in the evidence of earnings management between public and private companies 

in Brazil, in a sample with the 500 largest companies operating in Brazil in 2005. They 

used the JM and KS models, and observed the existence of earnings management in both 

types of companies, although it was more frequent in public companies (probably in order 

to avoid the disclosure of accounting losses, as inferred by the authors). 
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Finally, Tukamoto and Lopes (2005) investigated whether there were differences in the 

levels of management as a result of type of accounting standard adopted. Using data of 

listed companies registered on BM&FBovespa between December 1995 and December 

2003, they concluded that their findings showed no statistically significant means when the 

structured groups were compared, contrary to initial expectations. 

(ii) Evidence of Earnings Management in Portugal 

There are also studies that show evidence of earnings management practices in Portugal. 

Fernandes (2009) evaluated whether the entry into force of the IFRS would have an impact 

on the earnings management of listed companies in Portugal and Spain. The study 

concluded that the levels of discretionary accruals, measured in absolute value, practiced in 

the post-IFRS period (2005-2006) were similar to those in the pre-IFRS period (2002-

2004). The researcher identified, however, that the companies of the PSI20 index had 

higher levels of discretionary accruals in the post-IFRS, and inferred that such finding 

indicates that these companies took the entry into force of the new rules as an opportunity 

to increase the practice of earnings management. 

Carmo et al. (2010) linked quality of financial information to the additional risk factor 

associated with the company, and measured this quality by means of discretionary accruals 

obtained with the Dechow-Dichev model (2002). The researchers concluded that the 

relationship between quality of financial information and cost of borrowing is largely 

influenced by company size, and for larger companies they found a positive relationship 

between the inverse measure used for accruals quality and the cost of financing. 

Martins and Moutinho (2007) tested whether the role of corporate governance mechanisms 

inhibit earnings management practices; based on empirical tests performed on a sample of 

152 listed companies between 2002 and 2004, they concluded that there is no association 
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between governance mechanisms and the reduction of earnings management practices. 

However, the researchers explained that they found evidence of a positive relationship 

between the practice of earnings management and the major presence of institutional 

directors in companies with an Anglo-Saxon type of governance. 

In short, there are several studies that provide evidence of earning management practices 

both in Portugal and in Brazil, using different methodologies to measure discretionary 

accruals. However, none has sampled Brazilian and Portuguese companies simultaneously, 

and none has proposed to relate the issue of earnings management to the replacement of 

the Latin model of corporate governance (which is traditional in both countries) with 

reputedly more modern and more robust governance models.  

Discretionary Accruals Methods 

In this paper, the «accruals», used as measures of earnings management, were calculated 

by means of the Modified Jones model (Dechow et al., 1995). We chose the JM model 

because it is the most widely used in international studies. To calculate discretionary 

accruals, we also followed the steps developed by several reference works, such as Jones 

(1991), Paulo and Martins (2008), Martinez (2008), Dechow et al. (1995), Nardi and 

Nakao (2009), Martins and Moutinho (2007), Formigoni et al. (2008) and Vassoler (2010). 

The first step was to calculate the total accruals, according to the following expression: 
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where: TAccit= total accruals of company i in the year t; TAcur = total current assets; TA = 

total assets; DA = depreciation of assets; Cash = cash and short-term marketable 

investments; DEBTst = short-term debt; TPcur = total current liabilities.  
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The second step was to calculate the coefficients of the JM model by OLS regression. The 

equation used was as follows: 
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where, in addition to the above-mentioned notation: Rev = Sales and other operating 

revenues; AcRec = Accounts receivables; C = Constant; NFA = Net fixed assets; α, β1 and 

β2 are the regression coefficients; ε is the random disturbance term. 

Therefore, the original premises were adopted, so all accounting variables were weighted 

by the total assets at the end of the previous period, in order to eliminate the impact of the 

different sizes of companies (Martinez, 2008).  

Finally, the discretionary accruals (DAcc) were calculated as follows: 
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Notice that the DAccs are the regression residuals of the second step and our proxy for 

earnings management. Thus, the level of these residues will identify the intensity of 

earnings management, i.e. the farther from zero, the more intense the level of earnings 

management. The DAcc can be positive or negative, depending on the direction where the 

company takes such management. Because this study aims to compare management 

between groups of companies without previously defining the direction of earnings 

management, we will use absolute values (modules) of discretionary accruals and discard 

the average equal to zero, which could be obtained even in the occurrence of management. 

By using the absolute value, we minimize this possibility. We follow, therefore, the same 

procedure adopted, among others, by Warfield et al. (1999), Bartov et al.  (2000), Cohem 

et al. (2005), Carmo et al. (2010), Fernandes (2009), and Almeida and Almeida (2009).  
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EMPIRICAL EVIDENCE 

UNIVARIATE ANALYSIS 

QUESTION 1 - Does the Latin Corporate Governance Model have worse performance 

than other models in preventing earnings management? 

Panel A.I of Table 1 shows that, when the whole sample is considered (i.e. including 

Portuguese and Brazilian companies), on average, companies adopting the Latin model 

have a lower level of discretionary accruals than the other companies (0.086 versus 0.103). 

Moreover, the same panel makes it clear that, when considering the inter-quartile means, 

the average of the two upper quartiles (Q1 and Q2) of the subsample of companies formed 

by the Latin model is substantially lower than the equivalent of the average inter-quartile 

subsample formed by other companies. For the lower quartiles (Q3 and Q4), the average of 

the two subsamples are not statistically different. This means that the highest average value 

observed for the other companies is due to the high values reported by companies that 

focus on quartiles Q1 and Q2, and not because of companies that are in quartiles Q3 and 

Q4; however, this cannot be attributed to possible outliers. 

– Insert Table 1 – 

Moreover, these findings are corroborated by Panel A. II, which shows the level of 

discretionary accruals of the subsample Other models, which exceeds the level observed 

for the subsample Latin model for the maximum (0.808 versus 0.562) for the 75% 

percentile (0.138 vs. 0.106) and the median (0.066 versus 0.059), although the same is not 

true for the 25% percentile (0.029 versus 0.031) or to the minimum (0.000 in both cases), 

confirming that the subsample Other models has higher levels of earnings management 

when compared to the subsample Latin model. 
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Panel A.III, instead of the value of discretionary accruals, reports the proportion of the 

elements of each subsample within each of the four quartiles formed, considering the two 

subsamples combined into one. In other words, firstly we combined the two samples into 

one. Secondly, we distributed the different observations in four quartiles. Finally, for each 

subsample, we calculated the percentage of elements that fell in each of the quartiles. Thus, 

while only 21.7% of observations on the Latin model fell in the top quartile (Q1), the 

percentage of observations in the subsample of Other models was 30.6% and the difference 

between these proportions (Latin model with -8.9% compared to Other models) is 

significant. Therefore, this shows that companies with higher levels of discretionary 

accruals are usually those which adopt a governance model other than the Latin one. 

Center and left panels (B) and (C) report the findings for Portuguese companies, in the first 

case, and Brazilian companies, in the second case. In both cases, the average value of 

discretionary accruals was lower for companies in the Latin model than the others, but this 

difference is not statistically significant in the Portuguese case. In contrast, the null 

hypothesis that the medians are equal (see Panel B II) was rejected for Portugal. Finally, in 

both cases, it appears that companies with higher levels of discretionary accruals are 

usually those which adopt a governance model other than the Latin model (see the 

percentage of observations in quartile Q1 in Panels B. III and C. III, 23.4% versus 38.1% 

and 21.1% versus 29.6%, respectively). 

In short, we concluded that the reputedly more theoretically robust models do not exhibit 

lower management levels than the Latin model; on the contrary, we may infer that the 

companies in the Latin model usually have lower levels of earnings management than 

companies in other models. 
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QUESTIONS 2 AND 3 - Higher or low level of discretionary accruals companies: which 

one leaves the Latin Corporate Governance Model? Does the level of discretionary 

accruals decrease after shifting from the Latin Corporate Governance Model to 

Other Models? 

Companies that have always adopted the Latin model (All Time Latin Model) have lower 

average discretionary accruals than companies that changed models. This is true both for 

the years before the change (Initial Latin Model) and the years after the change (Former 

Latin model) (see Panel I of Table 2). It therefore seems clear that, on average, the firms 

with the highest levels of discretionary accruals are the ones that leave the Latin model. 

However, the level of discretionary accruals did not decrease after changing models. In 

fact, the difference in the average level of discretionary accruals before and after changing 

models is almost zero (0.0004) and not statistically different from zero. Thus, it is not 

surprising that after the change, that companies continue to have significantly higher 

average values than companies that had always had the Latin model (0.093 versus 0.079). 

Looking at quartiles, except for Q1 (where the null hypothesis of equality is not rejected), 

the average is higher in all other quartiles for companies that changed before moving on to 

the All Time Latin Model. The same is true for Q3 and Q4 when the All Time Latin Model 

sample is compared to the Former Latin Model one. Comparing the Initial Latin Model 

sample to the Former Latin Model one, it appears that former has higher average in Q3 and 

Q4, but not in Q1 and Q2. Hence, once again we realize that shifting from the Latin 

governance model to a reputedly more robust model has not caused a reduction in the level 

of earnings management. 

– Insert Table 2 – 

Panel II of Table 2 reports the rejection of the null hypotheses that the median of the All 

Time Latin Model sample is equal to the median of the Latin Initial Model sample ([B] - 
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[A]) and the median of the Former Latin Model sample ([C] - [A]), but the hypothesis that 

their median is identical ([B] - [C]) is not rejected. Hence, once again we conclude that it is 

predominantly companies with higher discretionary accruals that change models, but this 

change does not result in the reduction of earnings management practices.  

Panel III of Table 2 was designed by joining all observations (All Time Latin Model, 

Initial Latin Model and Former Latin Model) into a single sample and subsequently 

calculating and distributing the observations into quartiles. After that, a check was 

performed of the specific percentages for the observations of All Time Latin Model 

companies (first column), the Initial Latin Model companies (second column) and the 

Latin Former Model (third column) companies that fell in each quartile. The null 

hypothesis of the test shown in these three columns is a proportion equal to 25%. The first 

three columns show that the All Time Latin Model and the Initial Latin Model companies 

have a rate lower than 25% in Q1, in contrast to the Former Latin Model companies which 

have a ratio of more than 25%. In Q2, the Initial Latin Model and the Former Latin Model 

switched roles. The last three columns show the difference in proportions in each quartile 

and test the hypothesis that the difference is zero (i.e., the proportions are equal). This 

shows that in Q1, the proportions of the All Time Latin Model and the Initial Latin Model 

do not differ significantly from each other, and they are both are smaller than the 

proportion of the Former Latin Model. However, it is clear that the Initial Latin Model has 

greater weight in Q2 compared to the All Time Latin Model. 

In short, it cannot be concluded that the companies that changed models had lower 

discretionary accruals; on the contrary, on average they had higher discretionary accruals 

than those which did not change models. Moreover, one cannot conclude that after the 

change, they started having a lower level of discretionary accruals. What can be concluded 
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is that, neither before nor after changing models did the companies that shifted from the 

Latin corporate governance model to other corporate governance models have lower level 

of discretionary accruals than companies that continued to adopt the Latin model. 

It can be inferred that changing governance levels is much more about a corporate 

marketing strategy than a real change in the management of the company, since the 

companies involved in the markets with allegedly better corporate governance practices 

can use such practices to be accepted in the market of companies participating in different 

governance levels as well as have their shares appreciated (BM&FBovespa, 2000).  

OTHER QUESTIONS - Do companies with ADR perform better than others in 

preventing earnings management? Do companies with state ownership perform 

worse than others in preventing earnings management? 

Twenty-one out of the selected companies (1 Portuguese and 20 Brazilian) are listed, on a 

dual listing system, on the NYSE. As explained above, in the context of the Sarbanes 

Oxley (SOX) Act and the subsequent decision by the SEC, measures were adopted to 

improve corporate governance and ensure the quality of financial reporting documents. 

One would expect that these companies (ADR companies) could have different levels of 

earnings management than the others (Other Companies). And this would happen as 

expected, not only because they have to undergo a new regulatory standard, but also 

because they have to submit their financial reports in a double standard (local and 

American), which in principle reduces the scope for earnings management. 

The results of Table 3 (Panels A) confirm this expectation. In fact, not only the average 

level of discretionary accruals is lower (Panel IA); also the maximum, the 75% percentile 

and the median are lower (Panel A.II) and the proportion of observation of ADR 

Companies in Q1 and Q2 of Panel A. III is below 25% and is lower than the proportion of 
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Other Companies in Q2 (it is not statistically different with regard to Q1). It therefore 

seems clear that companies under dual listing system have lower levels of earnings 

management than the others. 

– Insert Table 3 – 

Another dimension investigated in this study was the relationship between the participation 

of the State in the capital of the companies and the level of earnings management. In fact, 

the State (respectively, Portuguese and Brazilian) have a qualifying holding, directly or 

indirectly (i.e., representing more than 2% of the voting rights) in a total of 11 companies 

in our sample (7 Portuguese and 4 Brazilian). The interference of governments and 

political parties could have an impact on levels of earnings results. However, when 

comparing the averages of discretionary accruals between the two groups of companies, no 

significant overall differences were detected (Panel BI), although the median is higher in 

the case of companies with State ownership (Panel B II). The compatibility between the 

two findings is noticeable by observing that both the maximum and the 75% percentile are 

higher in Other Companies, which indicates that there are more companies of this type at 

the top than Companies with State ownership, but from then on the situation is reversed. 

The same conclusion is drawn with the results shown in Panel B. III, for the proportions 

observed in Q1 and Q2. In short, on average, the Companies with State ownership are not 

distinguished from the others, with higher levels of discretionary accruals being preserved 

predominantly in Other Companies. 

PANEL DATA REGRESSIONS ANALYSIS  

In this section, we performed a regression analysis in order to analyze robustness. In all 

regressions reported in Table 4, the dependent variable is the level of discretionary 

accruals. The explanatory variables are a set of dummies that aim to capture various 
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relevant dimensions of the different companies in the sample. Obviously, the variables that 

are themselves relevant to calculate discretionary accruals are not taken into consideration. 

Thus, the independent variables relate immediately to the nationality of the companies; the 

Country variable is assigned value 1 when it refers to a Portuguese company and value 0 

when it refers to a Brazilian company. Another variable (ADR) is related to whether or not 

there is a dual listing system in the U.S., assuming the value 1 when there is dual listing 

and 0 when there is not. The variable State Ownership is assigned value 1 when the State 

concerned (i.e. Portugal or Brazil) has a qualifying holding and 0 when it does not occur. 

The other variables are also dummies and refer to the type of governance model adopted. 

Thus, the variable Latin takes value 1 if the company it refers to adopts the Latin 

governance model, and 0 otherwise. The variable LatinP takes value 1 if the company it 

refers to is Portuguese and adopts the Latin governance model and 0 otherwise. The 

variable LatinB takes value 1 if the company it refers to is Portuguese and adopts the Latin 

governance model and 0 otherwise. Hence, Latin = LatinP + LatinB. Finally, the variables 

Two Tiers and Anglo-Saxon identify, for Portuguese companies, those which adopt the 

continental model, or the Anglo-Saxon model, respectively. Finally, the variables L1, L2 

and New Market are also dummies and take value 1 if the Brazilian companies adopt, 

respectively, the model Level1, Level 2 or New Market, and 0 otherwise. 

Finally, two variables were also built to signal the changes in governance model, the All 

Time Latin is a variable that takes value 1 if the company has always maintained the Latin 

model and 0 otherwise, while the Former Latin takes value 1 if it is an observation of a 

company that had previously adopted the Latin model, and now adopts a different 

paradigm, and 0 otherwise. 

We estimate our model below by Panel EGLS (Cross-section weights), taking advantage of 
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the pooled characteristics of our sample. 

- Insert Table 4 - 

Equation [1] unequivocally reiterates two findings that univariate analysis had already 

evidenced. On the one hand, companies that adopt the Latin model have lower indices of 

earnings management (coefficient -0.031); on the other hand, the dual listing is also 

inseparable from a lower level of discretionary accruals (coefficient -0.030). Equation [2] 

shows that this is true for both Brazilian and Portuguese companies, making it a more 

robust finding which Table 1 had already shown, although without the statistical 

significance with regard to Portuguese companies (-0.024 for Portugal and -0.033 for 

Brazil). Equation [3] shows that the highest level of earnings management against the Latin 

model is visible in all models considered to be more robust, since the coefficients of the 

variables Two Tiers, Anglo-Saxon, L1, L2 and New Market are all positive, although in 

the case of the variables Anglo-Saxon and L1, one cannot reject the hypothesis that these 

coefficients are zero. It can therefore be concluded that the first three equations 

unequivocally confirm the previously made assertion that the companies in the Latin model 

have lower levels of discretionary accruals than the others. 

Equation [4], in turn, confirms that the companies which have always used the Latin model 

have lower levels of earnings management than other companies. Finally, equation [5] 

confirms that changing from the Latin model to another model does not entail a reduction 

of discretionary accruals; on the contrary: after the change, the companies that changed 

have higher levels of earning management. 

 

 CONCLUSION 

The theme of earnings management, as shown by several studies, is strictly related to the 
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issue of corporate governance. The studies are based, however, on databases of companies 

whose governance model corresponds to one of two internationally dominant paradigms: 

the one-tier Anglo-Saxon model and the two-tier Continental model. Nevertheless, there 

are some countries which traditionally adopt different models of governance from the 

Anglo-Saxon and German paradigms. This is notably the case of Portugal and Brazil, 

where the so-called Latin model historically prevails (although the companies can choose 

to adopt the Anglo-Saxon or continental models).  

The Portuguese and Brazilian companies have introduced new governance models, closer 

to the internationally dominant continental and Anglo-Saxon standards. However, there are 

not any studies reporting whether or not these changes have resulted in higher quality 

financial information. This paper aims to contribute to bridge this gap by answering the 

following three major research questions: Does the Latin Corporate Governance Model 

have worse performance than other models in preventing earnings management? Higher 

or low level of discretionary accruals companies: which one leaves from the Latin 

Corporate Governance Model? Does the level of discretionary accruals decrease after 

shifting from the Latin Corporate Governance Model to Other Models? 

Our findings lead us to conclude that companies adopting theoretical models considered to 

be more robust do not have lower discretionary accruals than the ones achieved by 

companies that adopt the traditional Latin model. Rather, these other companies generally 

have higher discretionary accruals than other companies. Then, the answer to the first 

question is “no”. Companies in the Latin model do perform worse than the other 

companies as regards earnings management. 

As regards the second and third questions, we concluded that the companies at high levels 

of discretionary accruals are the ones that usually change models, and even after changing 
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models, their level of earnings management continues to be above that of the companies 

which remain with the Latin model, and it is not significantly different from the level they 

already had before changing models. Thus, the answer to the second question is mostly 

“higher” and the response to the third question is: No, the level of discretionary accruals 

does not decrease after replacing the Latin Model by Other Models. 

Finally, also as relevant findings, we concluded that the companies equally listed in the 

U.S. under dual listing have lower levels of management than other companies, which may 

be due to the fact that they are both subject to U.S. rules and to double scrutiny. Lastly, we 

concluded that companies in which the State is a qualified shareholder cannot be 

distinguished from the other companies especially with regard to the level of earnings 

management; thus, there is no longer the concern that political influence could make such 

companies achieve higher levels of earnings management than the other companies. 

The findings of this paper have regulatory implications because they show that the more 

robust models may not perform - in terms of quality improvement of financial reporting – 

as expected by legislators and regulators; thus, a new challenge is created: that of 

investigating the reasons why this happens (which we will also try to answer in future 

research). However, the findings also show that more than the model, it is the people and 

actual governance practices that should deserve the attention of legislators and regulators. 
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TABLE 1 - LATIN MODEL VERSUS OTHER MODELS DISCRETIONARY ACCRUALS  

 
Obs.: (i) Panels A, B and C refer to all sample, Portuguese sample and Brazilian sample, respectively. (ii) Panels I (I.A, I.B and I.C) 
report the discretionary accruals averages, and the z-Stat for the test of equal averages between Latin Model firms and Other Models 
firms subsamples. (iii) Panels II (II.A, II.B and II.C) report the discretionary accruals percentiles and Mann-Whitney-Wilcoxon Stat for 
the test of equal median between Latin Model firms and Other Models firms subsamples. (iv) Panels III (III.A, III.B and III.C), in the 
two first columns, report the percentage of observations of Latin Model firms and Other Models firms, respectively, in the complete 
sample (i.e. in the sample formed by the Latin Model firms and Other Models firms) and the third column reports the difference between 
those percentages. In the first two columns the t-Stat refers to the Student t-statistic testing for binomial proportions (under the null 
hypothesis equals 25%). In the third column the null hypothesis is that proportions in each subsample (Latin Model firms and Other 
Models firms) are equal. (v) The symbols ***, **, and * show statistical significance at the 1%, 5% and 10% level, respectively. The 
statistical tests are one-sided.  

 

Latin 
Model

Other 
Models

Latin 
Model

Other 
Models

Latin 
Model

Other 
Models

Sample Average 0.086 0.103 -0.017 * 0.089 0.104 -0.014 0.084 0.103 -0.019 *
z-Stat -1.64 -0.71 -1.64

Standard Deviation 0.086 0.122 0.093 0.085 0.082 0.126
N 299 183 128 21 171 162

Q1 [Top] Average 0.199 0.257 -0.058 ** 0.21013 0.21008 0.000 0.190 0.260 -0.070 ***
z-Stat -2.25 0.00 -2.37

Q2 Average 0.083 0.094 -0.010 *** 0.086 0.120 -0.034 *** 0.081 0.090 -0.009 ***
z-Stat -3.04 -4.32 -2.39

Q3 Average 0.047 0.045 0.002 0.048 0.046 0.002 0.047 0.045 0.002
z-Stat 1.19 0.24 1.00

Q4 [Botton] Average 0.015 0.016 -0.001 0.013 0.019 -0.006 * 0.016 0.016 0.001
z-Stat -0.618 -1.519 0.342

Maximum 0.562 0.808 -0.245 0.562 0.317 0.245 0.439 0.808 -0.368
Percentil 75% 0.106 0.138 -0.032 0.106 0.150 -0.044 0.106 0.127 -0.021
Median 0.059 0.066 -0.006 0.063 0.101 -0.038 0.058 0.065 -0.006

Mann-Whitney-
Wilcoxon Stat 0.95 1.30 * 0.56

Percentil 25% 0.031 0.029 0.002 0.028 0.027 0.001 0.033 0.030 0.003
Minimum 0.000 0.000 0.000 0.001 0.002 -0.001 0.000 0.000 0.000

Q1 [Top]  Sample 21.7% *** 30.6% *** -8.9% *** 23.4% *** 38.1% *** -14.7% * 21.1% *** 29.6% *** -8.6% ***
t-Stat -130.2 223.7 -2.56 -40.8 342.2 -1.37 -119.2 139.8 -2.33

Q2  Sample 27.1% *** 21.3% *** 5.8% ** 25.8% *** 19.0% *** 6.7% 26.3% *** 23.5% *** 2.9%
t-Stat 83.5 -147.3 1.87 20.4 -155.5 0.77 39.7 -46.6 0.83

Q3  Sample 26.4% *** 22.4% *** 4.0% * 26.6% *** 14.3% *** 12.3% * 28.7% *** 21.0% *** 7.7% *
t-Stat 56.8 -103.7 1.28 40.8 -279.9 1.58 110.4 -121.2 2.31

Q4 [Botton]  Sample 24.7% *** 25.7% *** -0.9% 24.2% *** 28.6% *** -4.4% 24.0% *** 25.9% *** -1.9%
t-Stat -10.0 27.3 -0.28 -20.4 93.3 -0.44 -30.9 28.0 -0.55

Difference Difference Difference

Panel C.III -Percentage of 
Observations in Sample Quartiles

Panel A.III -Percentage of 
Observations in Sample Quartiles

Panel B.III -Percentage of Observations 
in Sample Quartiles

Panel A.I -Discretionary Accruals 
Averages

Panel B.I -Discretionary Accruals 
Averages

Panel B. II -Discretionary Accruals 
Percentils

Panel A. II -Discretionary Accruals 
Percentils

Panel B - Portuguese Sample Panel C - Brazilian Sample
Panel C.I -Discretionary Accruals 

Averages

Panel C. II -Discretionary Accruals 
Percentils

Panel A - All Sample
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TABLE 2 - ANALYSIS OF IMPACT OF MOVING FROM LATIN MODEL TO OTHER MODELS  

 
Obs.: (i) «All Time Latin Model» [Column A] refers to firms that adopt the Latin Model during all sample period. «Initial Latin Model» 
[Column B] refers to observations of firms that change from Latin Model to Other Model during the period that they adopted the Latin 
Model. «Former Latin Model» [Column C] refers to observations of firms that change from Latin Model to Other Model during the 
period that they adopted the Other Model. (ii) Panel I reports the discretionary accruals averages, for all sample and for each quartile. 
The z-Stat reports to the test of null hypothesis that the difference between averages is null. (iii) Panels II reports the discretionary 
accruals percentiles and Mann-Whitney-Wilcoxon Stat for the test of equal median between different subsamples. (iv) Panel III, in the 
first three columns, reports the percentage of observations of «All Time Latin Model», «Initial Latin Model» and «Former Latin Model» 
observations in the complete sample, respectively (i.e., in the sample formed by the three subsamples). The last three columns report the 
difference between those percentages. In the three first columns the t-Stat refers to the Student t-statistic testing for binomial proportions 
(under the null hypothesis equal to 25%). In the last three columns the null hypothesis is that proportions in each subsample are equal. 
(v) The symbols ***, **, and * show statistical significance at the 1%, 5% and 10% level, respectively. The statistical tests are one-
sided.  

All Time 
Latin Model

Initial Latin 
Model

Former 
Latin Model

[A] [B] [C]

All Sample Average 0.079 0.096 0.093 0.018 ** 0.014 * 0.004
St. Dev./z-Stat 0.081 0.093 0.088 1.74 1.33 0.32

N 172 127 105

Q1 [Top] Average 0.191 0.209 0.215 0.018 0.024 -0.006
z-Stat 0.72 1.18 -0.21

Q2 Average 0.074 0.092 0.094 0.018 *** 0.020 *** -0.002
z-Stat 6.38 4.26 -0.45

Q3 Average 0.039 0.060 0.044 0.022 *** 0.006 ** 0.016 ***
z-Stat 10.79 2.14 5.49

Q4 [Botton] Average 0.011 0.024 0.013 0.013 *** 0.002 0.010 ***
z-Stat 4.52 1.14 3.56

Maximum 0.439 0.562 0.448
Percentil 75% 0.101 0.111 0.136
Median 0.053 0.078 0.065 0.025 0.012 0.013
Mann-Whitney-Wilcoxon Stat 2.81 *** 1.36 * -0.73
Percentil 25% 0.026 0.048 0.024
Minimum 0.000 0.002 0.000

Q1 [Top] All Sample 20.9% *** 23.6% *** 33.3% *** 2.7% 12.4% ** -9.7% ***
t-Stat -123.3 -35.9 197.2 0.57 2.64 2.05

Q2 All Sample 20.9% *** 35.4% *** 19.0% *** 14.5% *** -1.9% *** 16.4%
t-Stat -123.3 271.5 -140.9 3.69 -0.48 -4.08

Q3 All Sample 27.9% *** 26.0% *** 19.0% *** -1.9% -8.9% ** 6.9% **
t-Stat 88.0 25.6 -140.9 -0.49 -2.24 -1.74

Q4 [Botton] All Sample 30.2% *** 15.0% *** 28.6% *** -15.3% *** -1.7% *** -13.6%
t-Stat 158.5 -261.3 84.5 -3.3703 -0.37 3.02

Panel III -Percentage of Observations in All Three Samples Quartiles [A+B+C]

Average Differences

[B]-[A] [C]-[A] [B]-[C]

Panel I -Discretionary Accruals Averages

Panel II -Discretionary Accruals Percentils
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TABLE 3 - DISCRETIONARY ACCRUALS IN FIRMS WITH ADR AND STATE OWNERSHIP   

 
 Obs.: (i) Panel A compares discretionary accruals of firms with listed ADR relatively to all other firms. Panel B compares discretionary 
accruals of firms in which the State (Portuguese or Brazilian) is a qualified shareholder (ie, have a stock equal or above 2% of voting 
capital) relatively to all other firms. (ii) in other aspects, this table is similar to Table 1.

ADR Firms Other Firms
Firms with 

State 
Shareholdership

Other Firms

Sample Average 0.087 0.098 -0.011 0.092 0.093 -0.001
z-Stat -1.16 -0.07

Standard Deviation 0.094 0.108 0.087 0.105
N 225 257 98 384

Q1 [Top] Average 0.211 0.229 -0.018 0.19327 0.22899 -0.036 *
z-Stat -0.81 -1.35

Q2 Average 0.078 0.093 -0.015 *** 0.094 0.084 0.010 ***
z-Stat -5.93 4.25

Q3 Average 0.042 0.051 -0.009 *** 0.060 0.044 0.015 ***
z-Stat -5.48 5.65

Q4 [Botton] Average 0.015 0.015 0.000 0.020 0.014 0.006 ***
z-Stat -0.194 2.519

Maximum 0.562 0.808 -0.245 0.562 0.808 -0.245
Percentil 75% 0.110 0.116 -0.006 0.108 0.116 -0.008
Median 0.058 0.069 -0.011 0.082 0.059 0.024

Mann-Whitney-
Wilcoxon Stat -6.60 *** -54.63 ***

Percentil 25% 0.030 0.033 -0.003 0.039 0.029 0.010
Minimum 0.000 0.000 0.000 0.002 0.000 0.002

Q1 [Top]  Sample 24.0% *** 26.1% *** -2.1% 21.4% *** 26.0% *** -4.6% **
t-Stat -34.6 37.1 -0.73 -81.6 23.8 -1.91

Q2  Sample 21.8% *** 27.6% *** -5.8% ** 39.8% *** 21.1% *** 18.7% ***
t-Stat -111.6 91.0 -2.04 338.3 -89.3 8.04

Q3  Sample 27.6% *** 22.6% *** 5.0% * 19.4% *** 26.3% *** -6.9% *
t-Stat 88.5 -84.2 1.85 -128.3 29.8 -2.87

Q4 [Botton]  Sample 26.7% *** 23.7% *** 2.9% 19.4% *** 26.6% *** -7.2% ***
t-Stat 57.7 -43.8 1.07 -128.3 35.7 -2.97

Difference Difference

Panel A.III -Percentage of Observations in Sample 
Quartiles

Panel B.III -Percentage of Observations in Sample 
Quartiles

Panel A.I -Discretionary Accruals Averages Panel B.I -Discretionary Accruals Averages

Panel B. II -Discretionary Accruals PercentilsPanel A. II -Discretionary Accruals Percentils



38 
  

TABLE 4 – REGRESSION ANALYSIS 

 
Obs.: (i) The dependent variable is the level of discretionary accruals, computed for each firm and year. The independent variables were 
described in the text. (ii) The equations were estimated by Panel EGLS (Cross-section weights); (iii) The symbols ***, ** and * show 
statistical significance at 1%, 5% and 10%, respectively. 

 
 

 

                                                 
1 The legislation has not altered the Latin model substantially, and has introduced the most significant 
changes to the continental model, making it more similar to most international standards. For a detailed 
description of the changes introduced by the legislation, see Alves and Mendes (2009). 
2 See, indeed, CMVM (2010). Also, see (Alves and Mendes, 2004, 2011) for information on the compliance 
with CMVM recommendations. 

[1] [2] [3] [4] [5]

C 0.108 *** 0.108 *** 0.067 *** C 0.077 *** 0.092 ***
47.06 49.73 9.25 0.00 0.00

COUNTRY 0.005 0.000 0.015 * COUNTRY 0.005 -0.012 **
0.75 -0.04 1.63 0.46 0.03

STATEOWNERSHIP 0.003 0.003 0.007 STATEOWNERSHIP 0.003 0.012 **
0.58 0.63 1.11 0.56 0.01

ADR -0.030 *** -0.030 *** -0.021 *** ADR -0.030 *** -0.029 ***
-5.87 -5.86 -3.58 0.00 0.00

LATIN -0.031 *** All TIME LATIN -0.031 ***
-5.31 0.00

LATINP -0.024 ** FORMER LATIN 0.007 *
-1.94 0.09

LATINB -0.033 ***
-5.08

TWOTIERS 0.027 **
1.66

ANGLO SAXON 0.016
0.97

L1 0.028 ***
3.57

L2 0.000
0.03

NEW MARKET 0.037 ***
4.55

R-squared 0.176579 0.18363 0.11355 R-squared 0.17658 0.06344
F-statistic 25.5727 21.4138 7.57344 F-statistic 25.5727 8.07784
N 482 482 482 482

Panel II - Moving From Latin to Other ModelsPanel I - Latin versus Other Models
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