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5.. onclusion 

The growing importance of free trade agreements together with 

the recent financial and economic crises and high profile 

corporate collapses has engendered considerable debate on the 

quality of reported earnings and financial reporting. In this 

study, we scrutinize the relationships between FCFLG and 

earnings management and the direct and moderating effect of 

national culture and audit quality. In our paper, we control for 

Leverage, RCFO, Size and Absolute Value of Total Accruals and 

provide three explanations for the relation between FCFLG, 

earning management and culture and audit quality. The first 

explanation is based on agency theory. Managers of companies 

with excessive free-cash-flow will make investment decisions 

that are not always in the best interest of the shareholders and 

use accounting discretion to increase reported earnings. 
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