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The restatement of financial statements does not equal to a financial statement 
fraud. However, it can reflect inferior quality of information disclosed in financial 
statements. Consequently, companies should establish an effective mechanism for 
supervision and governance in order to prevent the occurrence of financial statements 
restatements and to improve the quality of information disclosed in financial 
statement. The Organization for Economic Co-operation and Development（OECD） 
proposed five principles of corporate governance including strengthening the 
responsibility of the board of directors. It also required that the board of directors 
should function effectively. Independent and professional outside directors should be 
engaged to protect the interest of all shareholders. 

 
The study was conducted to investigate the independence and professionalism of 

the board of directors and supervisors. The sample included 35 companies which 
restated their financial statements at the time. Another 35 companies of comparative 
sizes were selected as the comparison group. The following results were conducted. 

 
1. Firms that restated financial statements had significantly lower percentages of 

outside directors on the board than those which did not restate their financial 
statements. 

 
2. Firms that restated financial statements had significantly lower percentages of 

independent directors on the board than those which did not restate their 
financial statements. 

 
3. Firms that restated financial statements had significantly higher percentages of 

institutional directors on the board than those which did not restate their financial 
statements. 

 
4. Firms that restated financial statements had significantly higher percentages of 

institutional supervisors than those which did not restate their financial 



statements. 
 
5. Firms that restated financial statements had significantly higher percentages of 

affiliated institutional directors on the board than those which did not restate 
their financial statements. 
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