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ABSTRACT 

This study has three main objectives: (i) estimate earnings management of Thai listed 

firms during the period 2003 to 2010, (ii) investigate the relationship between corporate 

governance and earnings management, and (iii) examine the influence of earnings 

management and corporate governance on the cost of equity capital. The population of 

this study comprises all listed companies on the Stock Exchange of Thailand during the 

period 2003-2010, with the exception of financial and insurance groups, listed companies 

on the Market for Alternative Investments (MAI), listed companies under rehabilitation 

and companies under property fund. The final sample for this study consists of 3,120 

firms-years. 

Earnings management in this study is measured using five different models: the 

Modified Jones model, Performance Matched Discretionary Accruals model (with 

current ROA), Performance Matched Discretionary Accruals model (with lagged ROA), 

Cash Flow Modified Jones model, and Modified Jones model with cash flow and book to 

market. As well, the level of earnings management is divided into four different 

approaches including: signed earnings management, absolute earnings management, two 

groups of earnings management (low and aggressive), and three groups of earnings 

management (negative aggressive, low and positive aggressive). In terms of the cost of 

equity capital, three models; namely, the Capital Asset Pricing model (CAPM), Easton 

model, and Industry Adjusted Earnings to Price ratio model are employed to estimate the 

cost of equity capital in this study. To examine the relationship between earnings 

management, cost of equity capital, and corporate governance; the ordinary least squares 

(OLS) and binary logistic regressions are used in both pooled data and the fixed effects 

panel regressions. In addition, multinomial logistic regression is used in the pooled data 

regressions but not in panel data estimation. The advantage of panel data is the ability to 

control for individual specific, time-invariant, unobserved heterogeneity, omitted 

variables which could lead to bias when using pooled data. Therefore, preference is 

given to panel data regressions when summarising the results of this study. 

This study provides several interesting findings. With regard to the first objective, trends 

in earnings management, there are consistent trends in earnings management in the five 

discretionary accruals models. These trends show that, overall, the level of earnings 

management in Thailand fluctuated from 2003-2010. Compared to other emerging and 

developed market, this study reveals that, on average, signed earnings management is 

higher for Thailand than Singapore, Hong Kong, Malaysia and China. However, it is 



 

 
 

xv 

lower than for Indonesia. For absolute earnings management, the results of this study 

show that the level of earnings management in Thailand is similar to that in China but 

lower than those in Hong Kong and Singapore. 

With respect to the second objective, the influence of corporate governance on earnings 

management, based on panel data, this study finds strong evidence that board size, board 

independence, audit committee activities, and audit committee financial expertise are 

significantly negatively associated with earnings management. These results are 

consistent with previous studies which suggest that firms with larger board size, higher 

proportion of board independence, higher frequency of audit committee activities, and 

higher proportion of audit committee financial expertise are less likely to engage in 

earnings management. Also, the results of this study strongly show that audit opinion is 

significantly positively associated with earnings management. This result is consistent 

with prior studies, showing that firms receiving a modified audit opinion (qualified, 

adverse, or disclaimer opinions) are more likely to engage in earnings management. 

In contrast to prior studies, CEO-Chairperson duality, audit fee, and ownership 

concentration are significantly negatively associated with earnings management. 

Furthermore, audit committee size, and Auditor Reputation are found to have a positive 

relationship with earnings management. However, only weak evidence was found 

relating to these variables. Board interlocking, board meeting, audit committee 

independence, non-audit service fee, managerial ownership, family ownership, and 

institutional ownership are found to have both negative and positive relationships with 

earnings management. 

The last objective is to examine the influence of earnings management and corporate 

governance on the cost of equity capital. As expected, the results reveal a positive 

relationship between earnings management and the cost of equity capital. This is 

consistent with findings of other studies, suggesting that earnings management decreases 

the accuracy and transparency of financial reports, which increases investor uncertainty 

and the cost of equity capital. In addition, most corporate governance variables have a 

significant influence on the cost of equity capital. Only board size is found to have 

insignificant relationship to the cost of equity capital. This result suggests that the 

number of board members does not affect the cost of equity capital in Thailand. 



 

 
 

xvi 

According to Agency Theory, in situations where the ownership (shareholders) and 

control (management) are separated, corporate governance is an important factor for 

monitoring management and directing firms to achieve their corporate goals on behalf of 

shareholders. The results of this study show that the most powerful corporate governance 

mechanisms in reducing earnings management and the cost of equity capital in Thailand 

are the board characteristics and audit committee effectiveness. External factors of 

corporate governance, such as external auditors, also have an influence on earnings 

management. However, only weak evidence between ownership structure and earnings 

management is found in the current study. In terms of Signalling Theory, this study also 

reveals that board characteristics and audit committee effectiveness may signal the 

effectiveness of controlling and monitoring systems, which thereby decreases earnings 

management and cost of equity capital. For example, board independence and audit 

committee financial expertise are important signals of the integrity, credibility and 

informativeness of a company. 

Finally, when using CG score as a proxy for good corporate governance in the robustness 

test, results provide evidence that earnings management and the cost of equity capital are 

negatively associated with the CG score, suggesting that good corporate governance 

reduces earnings management, which thereby decreases the cost of equity capital. 

 




