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Abstract
This paper examines the relationship between earnings management and management
incentive among public listed companies. The study uses a cross-sectional study where
real activity manipulation on cash flow being used as proxy for earnings management.
Data has been collected from 2010-2012 annual financial statements and DataStream of
public listed companies in Malaysia. The study shows that earnings management
techniques being used among the Malaysian public listed companies and its relationship
with management incentive. Results indicate that management of Malaysian public listed
companies use earnings management techniques in order to report positive performance
of the company over the years. In addition to that result also shows that only free cash
flow incentive has significant relationship with earnings management whereas the study
fails to find any significant relationship between debt covenant and earnings
management. Since there is little research on this area among Malaysian Public Listed
Companies, this study will provide empirical evidence the use of earnings management
and it relationship with management incentive.

TABLE OF CONTENTS
CANDIDATE’S DECLARATION................................................................................ii
ACKNOWLEDGMENT......................................... ...................................................... iii
ABSTRACT.................................................................................................................... iv
CHAPTER ONE : INTRODUCTION...........................................................................1
1.1 Preamble.........................................................................................................1
1.2 Background..................................................... .............................................. 2
1.3 Problem statement...................................... .................................................. 6
1.4 Objectives of the study....................................................................................8
1.5 Significant of the study..................................................................................9
1.6 Organization of the study............................................................................10
CHAPTER TWO : LITERATURE REVIEW............................................................12
2.1 Introduction.................................... ............................................................. 12
2.2 Earnings management..................................................................................12
2.2 Debt covenant................................................................................................15
2.4 Free cash flow............................................................................................... 16
2.5 Conceptual framework................................................................................17
2.6 Hypotheses Development............................................................................19
2.7 Chapter summary........................................................................................ 25
CHAPTER THREE : RESEARCH METHODOLOGY...........................................26
3.1 Introduction..................................................................................................26

