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ABSTRACT 

Earnings management arises when managers manipulate financial reports for personal 

gain or to present performance more favorably. This issue is particularly significant in 

Indonesia, where the two-tier board system may intensify agency conflicts between 

managers and shareholders. Grounded in agency theory, this study underscores the 

importance of strong governance mechanisms to curb managerial opportunism and 

safeguard financial integrity. The study investigates the effects of ownership 

concentration, Board of Commissioners (BOC) characteristics, and CEO characteristics 

on earnings management in Indonesian publicly listed companies. Using 955 firm-year 

observations from 2015 to 2019, the analysis applies the modified Jones and 

Roychowdhury models to measure both accrual earnings management (AEM) and real 

earnings management (REM), with static panel estimation and robust techniques 

ensuring reliability. Findings show that higher ownership concentration is positively 

associated with abnormal production costs, indicating that concentrated ownership may 

facilitate earnings management through operational activities. In contrast, larger BOC 

size significantly constrains REM by reducing abnormal discretionary expenses, while 

gender diversity—particularly female commissioners—decreases abnormal cash flows 

from operations. BOC financial experience and CEO age also mitigate REM, especially 

concerning abnormal cash flows and discretionary expenses. However, several proxies, 

including certain aspects of BOC diversity and CEO traits, show limited or no 

significant effects, highlighting that governance mechanisms vary in their effectiveness 

in constraining managerial opportunism. By integrating agency theory, positive 

accounting theory, and agency cost perspectives, this study advances understanding of 

how ownership concentration, BOC attributes, and CEO characteristics collectively 

influence earnings management. The findings contribute theoretically by clarifying the 

differential effectiveness of governance mechanisms and practically by offering 

guidance for regulators and firms in strengthening governance frameworks to enhance 

accountability, improve oversight, and ensure credible financial reporting. 
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CHAPTER 1 

INTRODUCTION 

 

1.1 Chapter Overview 

This chapter provides an overview of the research. Section 1.2 presents the 

background of the study. Section 1.3 examines the key players in corporate governance, 

including shareholders, the Board of Commissioners (BOC), and the CEO, and explores 

opportunistic managerial behavior in earnings management. Section 1.4 outlines the 

research questions and objectives, while Section 1.5 defines the scope of the study. 

Section 1.6 highlights the significance of the study and discusses earnings management 

within a two-tier board system. Finally, Section 1.7 summarizes the thesis structure. 

1.2 Background of the Study 

Quality financial reports are crucial for maintaining accountability, 

transparency, and trust in financial markets. They provide accurate and reliable 

information regarding a company’s financial health, enabling investors, creditors, and 

regulators to make well-informed decisions. In addition, quality financial reports help 

prevent financial fraud, ensure compliance with accounting standards and regulations, 

and even mitigate earnings management behavior (Ronen & Yaari, 2008). On the other 

hand, poor-quality financial reports can have severe consequences, including a loss of 

investor confidence and legal sanctions. For instance, The recent scandals from 2015 to 

2019, including Wells Fargo (USA) in 2016, General Electric in the USA in 2018, 

Luckin Coffee in China in 2019, and Toshiba in Japan in 2015, highlight high-profile 

cases of earnings management on a global scale (Bentley et al., 2025; Peng et al., 2022; 

Taleatu et al., 2020; Xinyan Jiang, 2022). Wells Fargo created millions of fake customer 

accounts to meet aggressive sales targets, inflating revenue figures. Luckin Coffee 

inflated its revenue by $310 million to meet growth expectations and boost its stock 

valuation. Meanwhile, General Electric (GE) was accused of accounting fraud 




