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ABSTRACT

This study aims to investigate whether corporate governance affects earnings
management and if so whether such effect is moderated by age, gender, and educational
background of board of directors. Using Moderated Regression Analysis, this study
examines a sample of 55 companies listed in the Indonesia Sock Exchange for the period
of 2005 to 2009. The results show that corporate governance negatively affects earnings
management. Further analyses reveal that the association is moderated by age, gender,
and educational background of board of directors.
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INTRODUCTION

Earnings management has long been at-
tracting the attention of accounting researchers
to study. Healy and Wahlen (1999: 368)
stated:

“Earnings management occurs when man-
agers use judgment in financial reporting
and in structuring transactions to alter fi-
nancial reports to either mislead some
stakeholders about the underlying eco-
nomic performance of the company or to
influence contractual outcomes that de-
pend on reported accounting numbers.”

A study conducted by Dechow and
Skinner (2000) concludes that earnings man-
agement in the financial reporting process oc-
curs in many ways due to the availability of
choices of accounting method to use and those
of judgmental operational decisions like faster
recognition of sales, slower recognition of
research and development expenditures, and
alter the shipping schedule.

Earnings management can be identified as
one of the effects of agency conflict. This con-
flict exists when principal cannot perfectly
verify and monitor the whole activities done
by the agent so that the principal cannot see
whether the activities can fully meet the prin-
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cipal’s goals (Imhoff, 1978). Previous studies
(e.g. Chtorou et al. 2001; Klein, 2006) indicate
that corporate governance may mitigate such
conflict (for a recent review with meta-
analyses approach see Garcia-Meca and
Sanchez-Ballesta, 2009).

Ethics literature (e.g. Elias, 2004) indicate
that ethical values are associated with earnings
management perception. Elias’ (2004) study
shows that CPAs employed in organizations
with high (low) ethical standards viewed
earnings management activities as more un-
ethical (ethical). Other studies within ethics
literature (e.g. Deshpande, 1997; Henle et al.
2005; Campbell and Minguez-Vera, 2008;
Lane, 1988; Mayer, 1988; McCabe et al. 1991,
Gray et al. 1994) found that age, educational
background, gender may affect ethical values.
Deshpande (1997) found that older managers
(40 plus) perceived five practices (giving
gifts/favors in exchange for preferential
treatment, divulging confidential information,
concealing one's error, falsifying reports, and
calling in sick to take a day off) significantly
more unethical than did younger managers.
Henle et al. (2005) found that men are more
likely to conduct an ethical deviance than
women. Campbell and Minguez-Vera (2008)
found that the gender composition can affect
the quality of monitoring and company’s
financial performance. Lane (1988), Mayer
(1988), McCabe et al. (1991) and Gray et al.
(1994) suggest that business and accounting
education has a negative effect on ethical
development.

Having observed the literature on corpo-
rate governance, earnings management, and
ethics, this study argues that corporate govern-
ance negatively affects earnings management
and such effect is moderated by age, gender,
and educational background of board of di-
rectors. Hence, this research aims to examine
the moderating effect of the aforementioned
demographic factors of board of directors on
the association between corporate governance
and earnings management. The results show
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that corporate governance negatively affects
earnings management, and this effect is mod-
erated by age, gender, and educational back-
ground of board of directors.

This paper is expected to contribute to the
corporate governance and ethics literature as
this paper combining those two different
topics by empirically examining the impact of
the demographic factors on the relationship
between corporate governance and earnings
management. The rest of the paper is organ-
ized as follows. The next section is relevant
literature and hypotheses development. This
will be followed by research method. The pa-
per ends with conclusions, limitations and
suggestions for future research.

LITERATURE REVIEW
Agency Theory and Information Assymetry

In the agency theory, principal is the com-
pany’s stockholder, and agent is the com-
pany’s manager. The main goal of companies
in common is maximizing the stockholders’
welfare. So, ideally managers should do any-
thing to fulfill stockholders’ interests. How-
ever, this ideal situation is not necessarily met
and often there are conflicts between manager
and stockholder. This conflict is caused by
different interests between the manager and
the stockholder.

Jensen and Meckling (1976) argued that
agency theory is directed at the ubiquitous
agency relationship, in which one party (the
principal) delegates work to another (the
agent), who performs that work. Agency the-
ory attempts to describe this relationship using
the metaphor of a contract. The main conflict
occurs when: (a) there are conflicts between
the principal’s and the agent’s goal, (b) it is
difficult and expensive for the principal to
verify what agent is actually doing (Eisen-
hardt, 1989). Eisenhardt shows three assump-
tions of the human nature to explain the
agency theory: (1) human generally like to
fulfill their self interests, (2) human has a lim-
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ited perception (bounded rationality), and (3)
human always prevent themselves from risks
(risk averse).

Warsono et al. (2009) stated that stock-
holders are able to do such ways to minimize
the agency conflict using:

1. the voting right in the stockholders’ general
meeting to influence the composition of
Board of Directors (BoD) and Board of
Commisioners (BoC).

2. the lobbying approach to the managers
about the unsatisfying issues.

Managers are assumed knowing the inter-
nal information and the company’s prospect
better than stockholder. So, manager should
give the stockholder signals about the com-
pany’s condition in many ways such as by
providing financial reporting. The information
known by stockholders are often not similar to
the information managers have. This condition
is so-called information assymetry. This in-
formation assymetry possibly gives manager
the chance to conduct earnings management in
order to mislead the stockholder about the
company’s economic performance.

One of the ways manager can do to mini-
mize the information assymetry is by disclos-
ing information transparently because both
principal (stockholder) and agent (manager)
need to gain the symmetric information. In the
situation of symmetric information exists,
manager has less chance to conduct earnings
management. The transparent information dis-
closure is in conformity to one of corporate
governance principles: transparency.

Corporate Governance

Corporate governance arises when there is
a separation between the company’s owner-
ship with the company’s management. Corpo-
rate governance is necessary to reduce the
agency conflict. Warsono et al. (2009) de-
scribed the corporate governance as a system
which includes functions operated by particu-
lar parties to maximize the value creation of
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the company as both as economic and social
entity through the generally accepted princi-
ples.

So far, there is no single agreed model of
corporate governance. Nevertheless, most of
developers of corporate governance model use
the similar basic principles, such as transpar-
ency, independency, and accountability
(Warsono et al. 2009). Anand (2008), for ex-
ample, proposed four principles of corporate
governance, namely:

1. Independency. Company can obtain good
corporate governance when it has a good
independency among the members of its
board. Without independency, there will
not be an effective management of
executives nor a good BoD’s duties ac-
complishment to the stockholders.

2. Accountability. Each person of the whole
company should be accountable and show
accountability of the mistakes which
caused by his/her dereliction.

3. Responsibility. The responsibility of each
person of the whole company is to make
sure that all information which is required
in decision making is available.

4. Reputation. Corporate governance is not
only related to the development of a good
business practice, but also related to a
strong relationship creation between the
corporation and social.

In terms of corporate governance as a
system, according to the United Nations
(2006), it is described that the word “board”
has a different meaning between the one-tier
system and two-tier system. In the one-tier
system, “board” consists of executive and non-
executive directors, while in the two-tier sys-
tem, “board” means the executive directors. It
also means the supervising directors who re-
sponsible to monitor the managers. Warsono
et al. (2009) explained the unitary/one-tier
system and the two-tier system as follows:
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=  One-tier system is applied by the United
States and the United Kingdom. In this
system, there’s no Board of Commisioners
(BoC). Companies only have BoD who is
the combination of executive directors and
non-executive directors.

= Two-tier system is applied by most of
European countries (Denmark, Germany,
and Holland), Japan, and Indonesia. In this
system, there is Board of Commisioners
(BoC) who perform supervising fuction to
the BoD. The BoC is formed by the stock-
holders to oversee management in achiev-
ing the company’s goals.

Earnings M anagement

According to Healy and Wahlen (1999),
earnings management is motivated by many
reasons, such as persuading the capital market
perception, increasing management compen-
sation, reducing the possibilities of contract
violation, and preventing from intervention of
regulation. Degeorge et al. (1999) stated that
earnings management arises from the game of
information disclosure that executives and
outsiders must play.

Jiraporn et al. (2008) proposed two per-
spectives of earnings management:

1. Opportunistic

Earnings management is said to be oppor-
tunistic when managers use the flexibility
given by GAAP but there is distortion in
the reported income. This opportunistic
activity is reflected through financial
manipulations and doing such income
increasing or income decreasing
discretionary accrual.

2. Beneficial

Earnings management is said to be benefi-
cial because it can increase the information
value of income by disclosing private in-
formation to stockholders and society.
Besides that, the other benefit of earnings
management is reducing the agency cost.
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Hypotheses Development

We argue that earnings management can
be mitigated by the implementation of good
corporate governance because good corporate
governance may limit the scope of managing
income. A research conducted by Chen et al.
(2007) showed that supervisor’s independ-
ency, independent director’s financial ad-
vance, and voluntary formation of independent
directors are related to low possibility of
earnings management. Similarly Murhadi
(2009) stated that good corporate governance
(GCG) is significantly related to the low
earnings management.

The lower earnings management is attrib-
utable to various factors found by several pre-
vious studies. First, institutional ownership
(Murhadi, 2009) and family-owned shares
(Siregar and Utama, 2006). The presence of
institutional ownership contributes to de-
creased earnings management practice, while
share-ownership by family gives a positive
impact to earnings management. Second, the
composition of audit committee and the fre-
quency of board’s attendance in meeting (Xie
et al. 2001). The composition of audit com-
mittee may affect the sucessfulness of error
and fraud detection. Additionally that, the
board’s activities and frequency of board’s
attendance in meeting (board and committee
meeting) may lead to more effective monitor-
ing. Consequently, it is likely that the more
boards attend the meeting, the less earnings
management will be. Third, the presence of
outside shareholders in the audit committee
(Klein, 2006). The more outside shareholders
present in the audit committee, the less possi-
bility of earnings management occurence.
Fourth, ethical perspective (Wensheng and
Jie, 2001; Kavousy et al. 2010). The tendency
of manager to manage the earnings is related
to his/her ethical perspective. When manager
has a high perspective of ethics, s/he is not
willing to do the earnings management. Con-
clusively, a meta-analysis by Garcia-Meca and
Sanchez-Ballesta (2009) and a research
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conducted by Chtorou et al. (2001) showed
that corporate governance can effectively pre-
vent earnings management. Consequently, the
following hypothesis will be tested.

Ha;: Corporate governance negatively affects
earnings management

Borkowski and Ugras (1992); Elias
(2004); and Henle et al. (2005) showed that
age has a negative impact on ethics. The older
age of managers, the less ethical they behave.
Borkowsi and Ugras (1992) said that the de-
creasing number of ethical behaviour is an
effect of the reduction in idealistical view and
the increasing in real life experience. Older
people tend to use empirical variable while the
youngers use fewer empirical variables and
more theoretic variables. This is in conformity
to Marques and Azevedo-Pereira (2009) who
identified the causes of decreasing number of
ethical value and showed that as managers get
older, the self passion to obey the company’s
rule gets lower. Marques and Azevedo-Pereira
(2009) also said that age is positively related
to relativism.

Thus, the second hypothesis of this re-
search is:

Ha,: For higher value of directors’ average
age, the effect of corporate governance
on earnings management is less negative.

McPhail and Walters (2009) stated that
accounting students become less ethical as
they progress through their accounting educa-
tion. Accounting students are less ethically
aware than other students. Trevino (1992) ex-
plained that education is a proxy that can show
the other kinds of life experiences. Hence, it is
likely that people with a sufficient under-
standing related to the major s/he focuses on,
in this case is accounting and business, they
have high ability to use their knowledge about
methods of financial reporting. This may raise
a possibility to do a discretionary accrual that
encourages the earnings management.
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Chandra (2009) analyzed some factors
that determine the voluntary disclosure in an-
nual reports published in Indonesia Stock Ex-
change. He found that education level posi-
tively affects the voluntary disclosure on the
annual report. The level of education is bor-
dered by terms of economics and business.
The presence of voluntary information disclo-
sure reflects that the company has a better
transparency than companies that do not vol-
untarily disclose additional information.
Transparency is one of the corporate govern-
ance principles. When there are some princi-
ples followed by the whole company, they can
reduce the earnings management.

The inexpediency of what people do with
the ethics can contribute to a disrupt of good
corporate governance in a company. By prac-
ticing this disrupted good corporate govern-
ance, the ability of corporate governance roles
to reduce earnings management can be in-
creased. Thus, the third hypothesis of this re-
search is

Ha;: For higher proportion of directors whose
educational background is economics
and business, the effect of corporate
governance on earnings management is
less negative.

The presence of women often considered
to be a “glass ceiling” (Daily et al. 1999).
Glass ceiling is a metaphor of the barrier that
prevent women to reach a certain position in
an organization. According to Burgess and
Tharenou (2002) there are only few women
placed in the board room all around the world.
A research by Francoeur et al. (2007) about
gender diversity in a corporate governance and
top management of 200 US big companies
showed two results: (1) operating activity of a
business with complex environment results
abnormal returns when it has a big proportion
of female officers. (2) the presence of women
on the board room can solve complex prob-
lems in the company. However, there are no
significant relationship between percentage of
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women in top management and company per-
formance.

Deshpande (1997) argued that females are
more ethical than males. Female managers
perceived the acceptance of gifts and favors in
exchange for preferential treatment signifi-
cantly more unethical than did male managers.
Although Borkowski and Ugras (1992) did not
find any significant relationship between gen-
der and idealism nor relativism, they showed
that females expressed more definite ethical
positions than males when assessing specific
ethical behaviors. McPhail and Walters (2009)
explained various women’s nature that
supports ethical business, such as willingness
to blow the whistle, as follows:

“One theory of women as whistle-blowers
is that of the insider—outsider. They are
less likely to be part of the ‘old boy net-
work’, so they don’t risk being pushed out
of the club. Women may not be as sensi-
tive as men to status in the workplace.
And if they are not as committed to the hi-
erarchy, they are more able to see the
ramifications of a situation. Women may
be natural whistle-blowers, because of the
way they think and how they learned to
play as children. Girls choose games with
far fewer rules, which change if someone
gets upset. Subsequently, as adults,
women may be less likely to play by the
rules if they don’t think the rules are right

(page 28).”

By those images of women, we can as-
sume that the nature of women is acting as
whistle blowers who inform their bosses when
there is a violation of the company’s regula-
tions. Because of this regulations appreciation,
the practice of corporate governance of the
company thus can be improved by the exis-
tence of women on the board. Accordingly,
the fourth hypothesis is:

Ha,: For higher number of female directors,
the effect of corporate governance on
earnings management is more negative.
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RESEARCH METHOD
Population and Sample

The population of this study is manufac-
turing companies listed in the Indonesia Stock
Exchange for the period from 2005 to 2009.
The sampling method used is purposive sam-
pling with the predetermined criteria. The cri-
teria are:

1. The companies listed in Indonesia Stock
Exchange (IDX) and publish annual reports
for the period of 2006 to 2009 and financial
reports for the period of 2005 to 2009.

2. Disclose the profile of Board of Directors
particularly age, educational background,
and gender in the annual reports.

The samples obtained based on the criteria
above are as few as 55 companies. The ac-
counting numbers in financial statements are
obtained from OSIRIS database due to the
more consistency in presentation compared to
accounting numbers in financial statements
published by IDX. This is used to measure the
discretionary accrual which reflects earnings
management. The annual reports for the period
of 2006 to 2009 are obtained from the IDX.
This is used to evaluate the quality of corpo-
rate governance and get information about the
BoD’s age, educational background, and gen-
der.

Variables and M easur ement

To measure earnings management, discre-
tionary accrual is used as the proxy. The dis-
cretionary accrual model used is Kothari’s
model (Kothari et al. 2005) which is a modi-
fication of Jones model but it is better than the
modified Jones model because it includes Re-
turn on Asset (ROA) which represents com-
pany performance.

1. Original Jones Model, developed in 1991
TA;=Bo + B1 (1/ATie1) + B2 AREVj +

B3 PPE; + &
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One of the weaknesses in this model is the
assumption that there is no discretionary
accrual comes from changes in revenue, so
this model cannot detect earnings man-
agement that is occurred by manipulating
sales.

2. Modified Jones Model
TAj=Bo + B1 (1/ATiy) +
Bz (AREVn — AARH) + B3 PPEi[ + Eit

To identify the existence of earnings man-
agement that has done by manipulating
sales revenue, credit sales are popped out.

3. Modified Jones Model with ROA
TA;=Bo+ B1 (1/ATyy) +
B> (AREV; — AARy) + B; PPE; +
Bs ROA; + g;

One of the advantages of using this model
is the possibility of accepting the wrong
Hy or stating that there is no earnings
management can be minimized. TA; is
total accrual, ATy is company’s assets in
the beginning period, AREV is changes in
sales from year t-1 to t, PPE is gross prop-
erty, plant, and equipment, AAR is
changes in account receivables from t-1 to
t. ROA; is income before extraordinary
items for the year t. The first step to cal-
culate the total accrual is to regress the
whole items in the equation above then the
residual can be found from this regression.
Second, this residual has to be converted
into absolute value. The absolute value of
residual represents earnings management.

Corporate governance can be measured in
many ways such as LLSV model (La Porta et
al. 1999) as explained by Martynova and
Renneboog (2010). This model was developed
in USA, focused on corporate governance as a
system that can provide protection to share-
holders. This model is ignored because the
LLSV model referred to national law envi-
ronment in 1995 and did not reflects the actual
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changes in the national legal system since
1996 so it needs reformation.

Martynova and Renneboog (2010) them-
selves developed three indexes of corporate
governance that reflects national law qualities
in each country researched in protecting
shareholders and creditors. Comparing to
LLSV rating model, this governance index has
a larger scope of countries, those are USA and
European countries. Most government system
in USA and Europe followed Anglo-American
model where the main ownership characteris-
tic is widespread. This model is also ignored
because Indonesia is a developing country
where the most companies’ characteristic of
ownership is dominated by one concentrated
major shareholder.

There is an index used to evaluate corpo-
rate governance in Indonesia that was devel-
oped by Indonesian Institute of Corporate
Governance (IICG). IICG produced a meas-
urement of corporate governance which is
called Corporate Governance Perception Index
(CGPI). The CGPI program has been con-
ducted since 2001. But, companies that were
willing to participate in this rating are only a
few; moreover, they were not consistently
participated from year to year. Therefore, we
do not use this index.

In this study, we use an index of corporate
governance (IGOV) developed by Da Silveira
and Barros (2007). Initially, this model was
used to get informations about corporate gov-
ernance quality in Brazil. Brazil is a follower
of one-tier model, while Indonesia follows the
two-tier. In the IGOV, there are questions
about segregation of duties between Chief
Executive Officer (CEO) and chairman. In
one-tier model, which has no board of com-
missioners, there are possibilities that CEO
and chairman are not separated. The other
way, in two-tier model, chairman is the head
of commissioner, which called president
commissioner. In Indonesia, almost none of
the companies have the same person sitting as
president commissioner and CEO because
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president commissioner performs monitoring
function while CEO performs executing func-
tion. CEO is so-called president director.

The characteristic of companies in Brazil
is almost the same as companies in Indonesia.
Brazil is a developing country and the most
companies there is publicly opened companies
with dominations of family-related ownership
(Rabelo and Vasconcelos, 2002). Thus, we
argue that the IGOV model is the best measure
to asses Indonesian manufacturing companies’
corporate governance quality with certain
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Generally Accepted Accounting Principles
(GAAP) is modified into a question about con-
formity to Indonesian GAAP We use a nomi-
nal scale of 1 to answer “yes” and 0 to answer

. 29

no .

In this research, the moderating variables
used for analysis is the average age of BoD,
proportion of directors whose educational
background is economics and business, and
the presence of women on the BoD. The
proxies to measure the moderating variables
can be seen in the table 1 below.

modifications, such as a question about
Table 1. Modified Index of Governance
Goyernap ce # Governance Index (IGOV) questions
Dimension
Content of public 1 Does the AR contain a specific section describing the corporate
information governance model and/or current governance practices?

2 Does the AR or another document explain the executives' global
remuneration (incentives system in place for executives)?

3 Are the financial statements presented in Indonesian GAAP?

4 Does the AR of the website include a section with profit estimates or
forecasts of financial return (ROA, ROE, etc.)?

5 Does the AR or some other corporate document present the value
added destroyed by the business during the period based on
economic profit measure (EVA, etc.)?

Board od directors 6  Does the firm have a board of directors comprised from 5 to 9
structure members?

7  Does more than 80 percent of the board consist of external directors?

8  Does the board of directors have a unified one-year term?

9  The firms do not have a Sharcholder Agreement (such agreements
between large shareholders are often used to restrict board's
independence and to lot management positions among these
shareholders).

Ownership and 10 Does the firm only issue common stock (voting shares - ON)?
control structure 11 Does preferred stock correspond to less than 50 percent of total

outstanding stock?

12 Does the controlling stockholder possess less than 70 percent of total

common stock?

13 Is the difference of controlling shareholder's control rights (percent
voting shares) and cash flow rights (percent of total shares) lower
than 23 percent (controlling shareholders' wedge)?

14 Does the firm voluntarily grant tag along rights to preferred

shareholders?

Source: Da Silveira and Barros (2007)
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Table 2. Moderating Variables Measurement

Moderating Variables

Measurement

Average Age

Proportion of directors whose
educational background is
economics and business

The presence of women on the
Board of Directors

The average ages of whole Board of Directors.

The total number of directors whose educational back-
ground is economics and business devided with total
number of whole directors (in percentage).

Dummy variable: give 1 as the code for “present” and 0
for “not present”.

We analyze the variables using multiple
regression analysis (to find the discretionary
accrual) and Moderated Regression Analysis
method (to examine the hypotheses). Before
running the regression, the classical assump-
tion test was performed to assure BLUE (Best
Linear Unbiased Estimator). We find no
problem with the classical assumptions. The
equation for our Moderated Regression
Analysis is

Y:a+b1X1+b2X2+b3X3+b4X4+
bs (X1*X5) +be (X1%X5) +
b7 (X]*X4) +e

Y is the dependent variable (earnings
management), while X, is corporate govern-
ance, X, is average age of BoD, Xj is the pro-
portion of directors whose educational back-
ground is economics and business, and X, is
the presence of women on BoD.

Results of Empirical Test

Our empirical findings are presented in ta-
ble 3. From table 3, it can be seen that R
Square value is 0.128 meaning that 12.8 per-
cent variation of earnings management can be
explained by our independent variables, while
the rest is explained by other factors not in-
cluded in our model. Additionally, the table
shows that F-test coefficient is 3.231 (p<0.05)
meaning that the regression model can be used
to predict earnings management. In other
words, the regression model is feasible for use.

Table 3. The results of Moderated Regression
Analysis with Earnings Management
as Dependent Variable

Indepfsndent Coeffeicient P-value
Variable

Constant 18.015 0.434
CG -0.378 0.004
Age -0.051 0.047
EB 0.188 0.017
Gender -0.281 0.038
CG_Age -0.273 0.044
CG EB 0.088 0.021
CG_Gender -0.269 0.047
Adjusted R Square 0.128
F-test 3.231 0.020
Where:

CG : Corporate Governance

Age 1 Average age of Board of Directors

EB : Proportion of directors whose

educational background is eco-
nomics and business
: Presence of women on Board of
Directors
CG_Age : Interaction between corporate gov-
ernance and average age of Board
of Directors

Gender

CG_EB : Interaction between corporate gov-
ernance and proportion of directors
whose educational background is
economics and business

CG_Gender: Interaction between corporate

governance and presence of women
on Board of Directors

Based on the findings above, several explana-
tions can be outlined as follows:
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1. The coefficient of corporate governance
variable is negative with p<0.05. This im-
plies that the higher the value of corporate
governance, the smaller the value of earn-
ings management. Thus, the first hypothe-
sis "Corporate governance negatively af-
fects earnings management" is supported
by our data.

2. The coefficient of the interaction between
corporate governance and age (CG_Age) is
negative and significant (p<0.05). Accord-
ing to Hartmann and Moers (1999), the
positive interaction happens when the coef-
ficient of interaction (X; x X;) is positive.
Thus, the second hypothesis "For higher
value directors’ average age, the effect of
corporate governance on earnings man-
agement is less negative" is not supported
by our data. However, our empirical result
is consistent with the previous research
conducted by Peterson et al. (2001); and
Trevino (1986) who found that the older
the managers, the higher the ethical value.
When a manager becomes older, they tend
to be more ethical, which means they tend
to do such earnings management practices.

3. The coefficient of the interaction between
corporate governance and educational
background of BoD is positive and signifi-
cant at p<0.05. This positive coefficient de-
fines a positive interaction (Hartmann and
Moers, 1999). To that end, the third hy-
pothesis " For higher proportion of direc-
tors whose educational background is eco-
nomics and business, the effect of corporate
governance on earnings management is less
negative” is supported by our data.

4. The coefficient of the interaction between
corporate governance and the presence of
women in the BoD (CG_Gender) is nega-
tive and significant at p<0.05. By this
negative interaction, it can be inferred that
the more women in the board, the more
negative effect results from corporate gov-
ernance on earnings management. Thus, the
last hypothesis "For higher number of fe-

Tantri & Sholihin 107

male directors, the effect of corporate gov-
ernance on earnings management is more
negative." is supported by our data.

The final finding is consistent with
Francoeur et al. (2007) who found that women
can bring benefits for the company to solve
many problems. But, this is difficult to iden-
tify whether this problem solving is related to
corporate governance oOr earnings manage-
ment. There are two possible questions related
to this: First, is women performance in the
company increase the corporate governance?
Second, is the problem that women can solve
related to company’s income, so the benefits
here is to manage the earnings? However, the
result of MRA shows that the presence of fe-
male directors strengthen the negative rela-
tionship between corporate governance and
earnings management.

CONCLUSIONSAND LIMITATIONS

The objectives of this study are to investi-
gate whether corporate governance affects
earnings management and if so whether such
effect is moderated by age, gender, and edu-
cational background of board of directors.
Using a Moderated Regression Analysis
method, this study finds that corporate gov-
ernance negatively affects earnings manage-
ment. Further analysis reveals that such asso-
ciation is moderated by age, gender, and edu-
cational background of board of directors.

The findings are able to explain that the
better corporate governance implemented in a
company, the less earnings management
occurred. Further analysis suggests that the
older the directors, the lower level of earnings
management will be. Additionally, the results
indicate that more directors with educational
background of economics and business can
increase the level of earnings management.
Finally, this study finds that with good corpo-
rate governance, the higher number of female
directors can minimize earnings management.
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The results of the study, however, should
be interpreted cautiously for the following
reasons. This research uses IGOV (to measure
the quality of corporate governance) which
originally came from Brazil. This index is
good but it cannot directly be matched with
the two-tier structure. Although we have
modified the index, this may still retain prob-
lems. The use of secondary data on this re-
search has limitation, such as to obtain infor-
mation about director’s age, educational back-
ground, and gender, researchers have to find
them on the annual report. The problem is that
there are a few companies completely present
the information needed for this research.
Moreover, most companies did not present the
pictures of Board of Directors on the annual
reports or websites so many companies are
eliminated. This may affect our results. Future
research can use other measure of corporate
governance which internationally develop for
two-tier system and obtain more reliable and
valid measures for age, educational back-
ground, and gender. Additionally, other vari-
ables which may affect the relationship be-
tween corporate governance and earnings
management should be investigated.
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