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ABSTRACT
UK Cadbury report recommended the split of CEO and Chairman and a higher presence of Non-Executive directors. This paper examines impact of UK Cadbury recommendations by testing the relationship between changes in corporate governance and accounting earnings. We postulate that stronger corporate governance firms tend to practice risk-averse decision making and therefore relatively lower reported accounting earnings as compared to weak governance firms. The results support our hypotheses and show a negative relationship between the Separation and accounting earnings, and also exhibit a negative relationship between firms with higher percentage of nonexecutive directors and accounting earnings. 
INTRODUCTION
The UK Cadbury Committee was formed to provide recommendations on better corporate governance. The Report of the Committee on the Financial Aspect of Corporate Governance (the Cadbury Report, 1992) was issued in 1992. Cadbury report recommended the split of role of CEO and Chairman and increasing the presence of Non-Executive directors. Cadbury Report believed that the basic system of corporate governance in Britain was sound (paragraph 1.7).  Thus, UK did not need major changes in the governance structure, or massive government and regulatory interference in corporations.  Based on this judgment the Report want to strengthen the unitary board system and increase its effectiveness, not to replace it (paragraph 1.8). The Report recognizes that no system can eliminate the whole risk (paragraph 1.9), therefore they adopted compliance with a voluntary code instead of a statutory code (paragraph 1.10).  This approach follows traditional UK self-regulatory approach.  The Report documents that statutory approach would be a greater risk of the boards complying with the letter, rather than with the spirit of the requirement (paragraph 1.10). 
The primary approach by the committee is setting the principle of the balances and checks.  For this, the report recommended that at least three independent non-executive directors on the board, the split of chief executive and chairman and audit committee review of the internal control systems. This recommendation attempts to prevent one person’s dominance in the board. In addition Cadbury committee tried to provide reassurance to the public on quality financial reporting.
This paper examine impact Cadbury recommendations on firms financial reporting practices and accounting earnings. The purpose of this study is to examine the impact of changes in corporate governance on accounting earnings. This paper postulates that stronger corporate governance firms tend to practice risk-averse decision making, leads to conservative financial reporting practices and therefore relatively lower reported accounting earning as compared to weak governance firms.  
HYPOTHESES
It is apparent that previous studies lack in examining the impact of corporate governance changes on accounting earnings. The UK governance change was initiated due to corporate scandals, most of which are driven by poor reporting quality. Little evidence exists on finding the relationship between corporate governance and accounting earnings. Therefore this study contributes and fills the gap in governance literature. Examining corporate governance and reporting quality will provide important evidence to the governance literature. To provide additional evidence on conservatism in strong governance firms, we postulates following hypothesis. 
H1: Firms with separation of CEO and Chair of the Board show lower accounting earnings than that of duality firms.

H2: Firms with a higher percentage (> 30%) of NEDs show lower accounting earnings than that of Firms with a lower percentage (< 30%) of NEDs. 
SAMPLE AND RESEARCH METHODOLOGY
Sample: 
The initial samples are drawn from UK manufacturing firms. Initially 436 firms for the period of 1990-1998 are retrieved from OSIRIS database. The data both contain listed and de-listed companies in UK Stock markets. The Standard Industry Codes (SIC) and number of firms in the sample are shown in Table 1. Based on the 436 companies, Governance data were taken from the several Corporate Registers: The Hambro corporate register (1989-1991), The Corporate register (1991), The Arther Anderson corporate register (1992-1994), The Price Waterhouse corporate register (1996-1998). There are missing for governance data, represented in Table 2A and 2B.  
Method:
For the accounting earnings measure, net income is used. To avoid the influence of extreme observations, the top and bottom 1 percent of earnings are removed. The association between corporate governance and accounting earnings variables is analyzed using Ordinary least square regression (OLS). Accounting earnings, measured by Net Income/Total Assets, will be tested by examining 2 independent variables; separation (SEP) and percentage of non-executive director (PNEDs). Firm size and current ratio are employed as the control variables. The regression equation is as follows: NI/TA = β0 + β1 SEP + β2 PNED + β3SIZE + β4CLCA + ε
RESULTS
Descriptive Statistics:
Table 3A and 3B show descriptive statistics: number of data, Mean, Standard deviation and Pearson correlation. Table 3A displays the data from 1990 to 1992. Table 3B the data from 1996 to 1998. The mean of Separation (SEP) and Percentage of Non-executive office (PNED) are increasing in each period. More companies are separating the role of the CEO and chairman; to 82 percent in 1996-1998 periods from 62.5 percent in 1990-1992 periods.  In addition the percentage of non-executive directors has increased to 45.2 percent in 1996-1998 periods from 34.1 percent in 1990-1992 periods. This indicates that more and more UK firms adopted Cadbury Report recommendations.  
Results of Regression Analysis:

As Table 4 indicates, the association between separation and net income shows negative coefficient for both periods. Though Separation variable is insignificant in pre-Cadbury (90-92) period, the association of separation to deflated net income shows significant and negative relationship in post-Cadbury (96-98) period. The PNED, which indicates firms with more than 30 % of Non-Executive Directors, shows significantly negative relationship for both periods. The results seem to support both hypotheses. It means that firms with separation of CEO and Chair of the board will choose conservative reporting practices and therefore reports lower accounting earnings as compared to that of firms with duality. Firms with a higher percentage of NEDs will also choose conservative reporting practices and therefore reports lower accounting earnings as compared to that of firms with a lower percentage of NEDs.
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