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1. NINTRODUC TION  

1.1 INTRODUCTION AND OVERVIEW 

In the last decade, several large Thai listed companies, such as RoyNet, Bangkok Steel 

Industry, PICNIC Corporation, Didomon group, Cirkit Electronic Industry and Power-P, 

have been under investigation by the Stock Exchange of Thailand (SET), for allegation 

of inflating their earnings by changing accounting methods, concealing material 

misstatement in subsidiary companies (Nicomborirak, Piboonjitaree, Kilhavej, & 

Lerdampinon, 2011; Thaipost Newspaper, 2011). These scandal cases have brought 

serious public awareness for the need of more transparency and credibility in financial 

information and reporting to protect and restore the confidence of shareholders and 

stakeholders. According to Nikomborirak and Tangkitvanich (1999), earnings 

management was very common among Thai listed companies because of the weaknesses 

in both internal and external governance mechanisms. Similarly, Persons (2008) states 

that many Thai listed companies had weak internal control and some of them did not 

have internal audits. To make matters worse, external auditors were not effective in 

protecting minority shareholders because their independence was often compromised 

(Persons, 2008). 

Earnings management occurs when managers exercise their discretion in the process of 

the preparation and reporting of accounting information, with a view to influencing 

stakeholders or altering contractual outcomes to benefit their own interests at the expense 

of other stakeholders (Bhattacharya, Daouk, & Welker, 2003; Schipper, 1989; Xie, 

Davidson, & DaDalt, 2003). Managers or accountants in these instances may use 

accounting practices or policies that are questionable in order to achieve desired earnings 

(Healy & Wahlen, 1999b; Powell, Jubb, Lange, & Smith, 2005). Accounting policies 

usually allow significant flexibility for managers to use their professional judgment in 

financial reporting and, as such, earnings management practices do not constitute legal 

violation of the Generally Accepted Accounting Principles (GAAP) (Healy & Wahlen, 

1999b). At the same time, though, it is plausible that earnings management practices may 

violate the spirit of GAAP. Dechow, Sloan, & Sweeney (1995), Healy and Wahlen 

(1999b) and Xie et al. (2003) show evidence of earnings management practices by firms 

that “create” firms’ performance in order to mislead stakeholders about the real 

economic performance of companies and to ensure that firms meet earnings 

expectations. It could be asserted that earnings management creates investors’ 
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uncertainty about management credibility, competence and overall concerns about the 

quality of earnings. Since earnings management creates information risk for investors, 

investors will attempt to price protect themselves, which increases the cost of equity 

capital for the companies (Bhattacharya et al., 2003; Kim & Sohn, 2013; Levitt, 1997). 

The Thai accounting scandals, along with the East Asian financial crisis in 1997-1998, 

revealed the critical need for Thailand to improve corporate governance (CG) practices 

in order to resolve the negative effect of earnings management on reported financial 

information. It is claimed that better CG improves the quality of internal control, the 

quality of disclosure and the credibility of financial information, which, thereby, 

decreases earnings management (Becker, Defond, Jiambalvo, & Subramanyam, 1998; 

Bédard, Chtourou, & Courteau, 2004; Davidson, Goodwin-Stewart, & Kent, 2005a; 

Klein, 2002; Xie, et al., 2003). Better CG also leads to enhanced investor perceptions of 

the reliability of reported financial information and improved shareholder confidence in a 

company being operated in their best interests rather than in management’s interest. 

Consequently, the cost of equity capital of the companies could be reduced (Cheng, 

Collins, & Huang, 2006; Fernando, Abdel-Meguid, & Elder, 2010; Huang, Wang, & 

Zhang, 2009; Mazzotta & Veltri, 2012; Reverte, 2009; Upadhyay & Sriram, 2011). 

The SET realized the importance of “good” CG, noting that the quality of financial 

information and disclosures made by listed companies before the Asian Financial crisis 

were below acceptable levels and some information even grossly misled investors 

(Jongsureyapart, 2006). Similar to the situation in other countries in Southeast Asia, 

Thailand has high concentrated ownership of companies, low levels of financial 

transparency, and heavy reliance on the banks as the source of funds (Montreevat, 2006). 

These factors indicate that CG standards in Thailand are low when compared to those in 

developed countries. In 2002, the government of Thailand officially designated that year 

as the “Year of Good Corporate Governance”, with a view to emphasizing the 

importance of improving the quality of CG in Thailand. The government believed that 

good CG could improve the quality and transparency of financial reports and thus regain 

investor confidence in Thai capital markets. 

Indeed, CG in Thailand has been a particularly important concern in the light of the 

Asian Financial Crisis during 1997-1998. It remains unclear whether or not good CG can 

mitigate earnings management and the cost of equity capital. Most existing research 
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regarding CG focus on the influence of CG on firm performance, and only a few focus 

on earnings management. To the best of my knowledge, the influence of CG on earnings 

management and the influence of earnings management and CG on the cost of equity 

capital have not previously been investigated in Thailand. Therefore, the direction for 

this study is to focus on issues relating to earnings management, cost of equity and CG in 

Thailand, which could help to fill the gap by illustrating findings from a developing 

country with an emerging capital market.  

The purposes of this study are: to examine the trends in earnings management after 2002; 

to investigate the influence of CG on earnings management; and to investigate the 

influence of earnings management and CG on the cost of equity capital. 

This study contributes to the literature by applying five different discretionary accruals 

models; namely: the Modified Jones model; the Performance Discretionary Accruals 

model (with current ROA); the Performance Discretionary Accruals model (with lagged 

ROA); the Cash Flow Modified Jones model; and the Modified Jones model with cash 

flow and book to market to estimate the value of discretionary accruals as a proxy for 

earnings management. Furthermore, this study contributes to findings from previous 

studies by differentiating the level of earnings management into four approaches (signed 

earnings management, absolute earnings management, two groups of earnings 

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

negative, low and aggressive positive). For the CG variables, this study uses both 

conventional variables, such as: board interlocking, board size, board independence, 

CEO-Chairman duality, board meeting, audit committee activities, audit committee 

independence, audit committee size, audit committee financial expertise, Auditor 

Reputation, audit fees, audit opinion, non-audit service fees, ownership concentration, 

managerial ownership, family ownership, and institutional ownership and CG score as a 

proxy for CG mechanisms. Finally, the cost of equity capital variables are estimated 

across three models including: the Capital Asset Pricing model, Easton model and 

Industry Adjusted Earnings to Price ratio. To examine the relationship between these 

variables, the ordinary least square, binary logistic regression, and multinomial logistic 

regression are used in this study for both pooled and panel data. To the best of my 

knowledge, these various estimations of variables and methodologies have not been 

adopted previously. The conceptual framework of the research is developed as shown in 

Figure 1.1. 
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Figure 1.1: Conceptual Framework 

 

 

Corporate governance mechanisms  

1. Board characteristics 

- Board interlocking 

- Board size 

- Board independence 

- CEO-Chairman duality 

- Board meeting 

2. Audit committee effectiveness 

-  Audit committee activities 

- Audit committee independence 

- Audit committee size 

- Audit committee financial 

expertise 

3. External audit effectiveness 

- Audit reputation 

- Audit fees 

- Audit opinion 

- Non- audit service fees 

4. Ownership structure 

- Ownership concentration 

- Managerial ownership 

- Family ownership 

- Institutional ownership 

 

 

Earnings Management 

 

 

Cost of equity capital 

Hypotheses 1 to 17 
Hypothesis 18 

Hypothesis 19 



 

 

 

5 

1.2 STATEMENT OF THE PROBLEM  

Kiatitsak Jelatianranat, Former chairman, The Institute of Internal Auditors of 

Thailand and Chairman of Audit Committee, Bank of Thailand (Central 

Bank), expressed grave concerns about the possible misconduct of 

management and weakness in Thailand’s CG system at the Asian corporate 

governance roundtable, held in Hong Kong in 2 June 2000.  According to him 

“….the root causes of the crisis originated from mismanagement of companies 

and mismatching of funds namely borrowing short but lending out long. 

Cronyism and nepotism were also common throughout and did exacerbate the 

root causes further. Lack of a strong internal control system, robust internal 

audit practice and convergent accounting and auditing practice, are the five 

main areas of weaknesses. In short Thailand and the whole of Asia had not 

been aware of practicing good corporate governance principles. That is why 

the crisis had happened” (Jelatianranat, 2000, p. 3). 

Despite the recent political turmoil, Thailand has made significant progress in improving 

CG structures and policies after the financial crisis occurred. However, it is not clear 

whether earnings management practices and the cost of equity capital have improved in 

over recent times. Hence this study focuses on analysing trends in earnings management 

for listed firms in Thailand, and the relationship between earnings management, the cost 

of equity capital and CG. 

1.3 OBJECTIVES OF THE RESEARCH 

Before the Asian financial crisis, the concept of CG (Ban Sart Phi Barn) was not widely 

known in Thailand and there was no actual definition of CG at that time. After the Asian 

financial crisis, the public were gradually educated about the importance of good CG 

with the view to improving accountability, credibility and transparency of financial 

reports. In 2002, the Thai Government introduced the CG principles and required all 

listed companies to adhere to the principles. However, unanswered questions relating to 

whether CG can actually improve the accountability and transparency of financial 

reports, as well as reduce the aggressive managerial behaviour, such as engaging in 

earnings management practices, still remain. Therefore, the first objective of this study is 

to estimate earnings management of Thai listed firms after the introduction of 

corporate governance principles in 2002. 
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CG is claimed to motivate management to act in a way that increases both the company’s 

and shareholders’ interests (OECD, 2004). Prior studies indicate that better CG could 

improve the quality and credibility of financial reports and reduce earnings management 

(Abed, Al-Attar, & Suwaidan, 2012; Becker et al., 1998; Bédard et al., 2004; Davidson 

et al., 2005a; Ebrahim, 2007; Klein, 2002; Park & Shin, 2004; Xie et al., 2003). 

However, in Thailand, research in this field is still lacking, especially in the use of 

numbers of CG mechanisms and longer periods of study. Hence, the second objective of 

this study is to investigate the relationship between corporate governance and 

earnings management during 2003-2010. 

The effect of earnings management on the cost of equity capital is also important to the 

accounting and finance community. The use of financial reports to evaluate the share 

price and firm’s performance by investors and stakeholders creates the motivation for 

managers to manage the firm’s financial reports with the view of influencing investors’ 

and stakeholders’ perceptions. It could be asserted that earnings management creates 

unreliable financial information which leads to investors’ uncertainty. In return for 

bearing this uncertainty, higher returns are being demanded to compensate for 

investment risk and adverse selection (Forster, 2003). Since the cost of equity capital is 

the amount that a company pays for the use of its capital, this amount would be higher if 

the company has less quality in financial information (Levitt, 1997). Therefore, the last 

of objective of this study is to examine the influence of earnings management and 

corporate governance on cost of equity capital. 

1.4 RESEARCH QUESTIONS 

Aligned with research objectives, the main research questions this study sets out to 

answer are: 

(i) Has earnings management increased or decreased in Thailand after 2002, 

which was the year that the Thai Government officially designated as the 

“Year of Good Corporate Governance”? 

(ii) Did corporate governance mechanisms constrain earnings management 

during 2003-2010? 
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(iii) Is the cost of equity capital lower when earnings management is inhibited by 

good corporate governance?   

1.5 CONTRIBUTIONS AND JUSTIFICATIONS FOR THE RESEARCH 

The extent of earnings management has implications for regulators, practitioners, 

researchers and academics trying to investigate the motivation, root causes, 

consequences of earnings management and factors that could limit such a practice. This 

study makes a significant contribution towards answering the question: do corporate 

governance mechanisms affect earnings management and the cost of equity capital in a 

developing country such as Thailand. As well, this study increases information about the 

relationship between earnings management and the cost of equity capital. 

This current study contributes to extant studies in four main areas: 

1. A large number of studies concerned with earnings management and CG have been 

investigated using developed countries data. However, studies based on developing 

countries are rare. Particularly in Thailand, most existing researches on CG focus on 

the effect upon the firm’s performance but very few studies have moved beyond to 

the area of earnings management. To the best of my knowledge, there is no prior 

research of Thai companies which examines the influence of earnings management 

and CG on the cost of equity capital. Internationally, research relating to the cost of 

equity capital focuses on the association of disclosure level and disclosure quality. 

However, research relating to the relationship between earnings management and the 

cost of equity capital is lacking. Therefore, the current study could provide 

interesting, new, primary findings from a developing country, such as Thailand, 

where there are different business environments and institutional settings from those 

of developed countries. 

2. To the best of my knowledge, the uniqueness of this study over other studies is that 

this study uses various discretionary accruals models to estimate earnings 

management, and various approaches to distinguish the level of earnings 

management. As well, various models are used to estimate the cost of equity capital. 

These methodologies have not been applied by prior research. The rationale behind 

utilising the various models is to test the robustness of findings of any singular 

model against a range of available models. 
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3. Solomon (cited in Brennan & Solomon, p. 14) defines CG as “an internal and 

external checking system which makes sure that companies fulfil their 

accountability to every stakeholder and are socially responsible in all business 

activity areas” (emphasis added). However, in Thailand, most research on CG has 

investigated only the internal factors, such as board director and audit committee 

characteristics. To cover all possibilities of the CG mechanisms that might influence 

earnings management and the cost of equity capital, a number of CG variables are 

included in this study. In addition, to examine the significant role of external factors, 

this study includes the external audit effectiveness as one mechanism of CG. The 

findings of the current study could provide useful insights for use by external 

auditors and related regulators in their attempts to mitigate earnings management 

practices in Thailand. 

4. Most research on earnings management in Thailand have studied samples over only 

two years (before and after a particular event) or a maximum of five years to explain 

earnings management in Thailand.  Using data that covers a longer period, as in this 

study, may help to provide a more in-depth explanation which could lead to more 

accurate findings. 

1.6 DEFINITIONS 

 Earnings Management 1.6.1 

Healy and Wahlen (1999 page 368) define earnings management practice as “when 

managers use judgment in financial reporting and in structuring transactions to alter 

financial reports to either mislead some stakeholder about the underlying economic 

performance of the company, or to influence contractual outcomes that depend on 

reported accounting numbers” (p. 368). 

 Cost of Equity Capital 1.6.2 

The cost of capital is the value that a company pays for the use of its capital or the return 

that shareholders require from the company as compensation for their contribution of 

capital (Poshakwale & Courtis, 2005). Similarly, Ross et al. (2014) define cost of equity 

capital as “the return that equity investors require on their investment in the firms”. 
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 Corporate Governance 1.6.3 

Solomon (cited in Brennan & Solomon, 2008, p. 890) define corporate governance as 

“….the system of checks and balances, both internal and external to companies, which 

ensures that companies discharge their accountability to all their stakeholders and act in a 

socially responsible way in all areas of their business activity”. 

Chen, Liao, and Lu (2012) refer to corporate governance as the system by which a 

business is directed and controlled. 

The OECD Principles of Corporate Governance mentions that “Corporate governance 

involves a set of relationships between a company’s management, its board, its 

shareholders and other stakeholders. Corporate governance also provides the structure 

through which the objectives of the company are set, and the means of attaining those 

objectives and monitoring performance are determined” (OECD, 2004, p. 11). 

In Thailand, the National Corporate Governance Committee (2013b) defines corporate 

governance as “A system having structure and process of leadership and corporate 

control to establish the transparent working environment and to enhance the company’s 

competitiveness to preserve capital and to increase shareholders’ long-term value by 

taking into consideration; business ethics, the interest of other stakeholders and society”. 

Montreevat (2006, p. xvi) defines corporate governance in Thailand as a “system of 

promoting fairness, transparency, and accountability in a company’s conduct and 

principles”. 

1.7 ORGANIZATION OF THE REST OF THESIS 

This chapter contains an overview of the study, including: background of the research, 

statement of the problem, objectives of the research, research questions, justification for 

the research and definitions. This study consists of seven chapters. 

Chapter two presents the institutional setting in Thailand. This chapter starts with a brief 

history of the Thai economy followed by a description of the impacts of the Asian 

Financial Crisis (Thai Tom Yum Kung Crisis). This chapter also discusses Thai 

regulations relevant to CG and accounting standards. The role of relevant agencies and 

the principle of good CG are also discussed in this chapter. Chapter two concludes with a 

description of the current situation and studies in Thai CG. 
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Chapter three provides the theory, literature review and hypotheses development of the 

thesis. In order to provide a context for the research topic, the theoretical framework –

agency theory and signalling theory – are discussed in this chapter. The primary aim of 

the chapter is to discuss the relevant literature relevant to earnings management, CG and 

the cost of equity capital. The arguments underlying the development of each hypothesis 

are also discussed in this chapter, as is, the justifications for using the control variables 

selected in the study. 

Chapter four details and justifies the research methodologies used in this study. For 

example, it discusses models for detecting earnings management using five different 

discretionary accruals models: Modified Jones model, the Performance Matched 

Discretionary accruals model (with current ROA), the Performance Matched 

Discretionary accruals model (with lagged ROA), the Cash Flow Modified Jones model, 

and the Modified Jones model with cash flow and book to market. The value of earnings 

management estimated from these five models is divided into four different approaches, 

which are explained in this chapter; the measurement of CG variables are also discussed. 

The cost of equity capital variables in this study are estimated from three different 

models: CAPM, Easton model, and Industry Adjusted Earning to Price ratio, are 

discussed in this chapter, as are the control variables used in this study. 

Chapter five presents and discusses the results of the test of hypotheses for the trends in 

earnings management and the influence of CG on earnings management. The descriptive 

statistics and the correlation analysis of the variables are presented. 

Chapter six presents and discusses the test of hypotheses of the influence of earnings 

management and CG on the cost of equity capital. Similar to Chapter five, the 

descriptive statistics and the correlations analysis of the variables related to earnings 

management, CG and the cost of equity capital analysed is presented. 

Chapter seven outlines the major conclusions drawn from the analyses. This chapter also 

discusses the contributions and limitations of the current study, as well as makes 

recommendations for future research. 
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2. INSTITU TIONAL SETTING IN THAILAND  

2.1 INTRODUCTION 

The main purpose of this chapter is to provide a context for understanding the economy, 

accounting standards and practices, and governance institutions of Thailand. Section 2.2 

provides a brief history of the Thai economy. This is followed by a description of the impacts 

of the Asian Financial Crisis (Thai Tom Yum Kung Crisis). There are many different 

regulatory instruments relevant to CG in Thailand; along with accounting standards and 

practices, many of these have been continuously revised and issued since the Asian Financial 

Crisis to regain investor confidence in the Thai Capital Market. Thai regulations relevant to 

CG and the accounting standards and practices in Thailand are discussed in sections 2.3 and 

2.5 of this chapter, respectively. 

Even before the Asian Financial Crisis, the Stock Exchange of Thailand realised the 

importance of CG. However, because of a lack of awareness and weak regulatory controls, 

good CG was not a standard practice at that time. When the financial crisis occurred, 

authorities revised the CG principles in Thailand. The development of CG in Thailand, the 

role of relevant agencies and the principles of good CG are discussed in sections 2.6 to 2.8. 

Section 2.9 concludes this chapter with a description of the current CG system in Thailand 

and studies carried out on the CG system. Section 2.10 provides a conclusion to the 

discussion in the chapter. 

2.2 THAI ECONOMY AND ASIAN FINANCIAL CRISIS (THAI TOM YUM KUNG 

CRISIS) 

The Kingdom of Thailand (see Figure 2.1) or –previously known as “SIAM” – means “the 

land of freedom” (Trianmanuruck, Phongpala, & Chaiyasuta, 2004). Thailand is one of the 

few Southeast Asian countries that has never been colonized by another Western or Asian 

power; quite unique for South East Asia (Warr, 2011). Thai people are known as “Khon 

Thai” and the official national language, which is spoken by almost 100 per cent of Thai 

population, is the “Thai” language. Thais are always taught to be humble and Kreng Jai (to 

be afraid of offending people); the latter norm has strongly influenced the Thai business style. 

The concept of Kreng Jai is still applied to Thai business norms now. For instance, any 

serious business situations can be compromised, especially among those with close 
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relationships, friends or any other persons, in order to repay in return (cronyism) even if it is 

only thought that one’s own interest or both might be reduced. This is in contrast to the 

western business style, where merit is regarded as important and cronyism frowned upon. 

Another important aspect of Thai culture is the requirement to respect elders, especially 

parents, and family ties (Niffenegger, Kulviwat, & Engchanil, 2006). 

In 2012, Thailand’s population was 67.786 million people: consisting of 33.207 million 

males and 34.579 million females (National Statistical Office, 2013). Despite being able to 

freely select and believe in any religion, Buddhism is deeply engrained in Thai culture, with 

statistics showing that, in 2010, more than 94 per cent of Thais listed their religious belief as 

Buddhism (National Statistical Office, 2013). Approximately 4.6 per cent of the population is 

Muslim, with the majority of these people concentrated along the southern peninsula, an area 

adjoining Malaysia. The remainder of the population are Christians and or practice other 

beliefs (National Statistical Office, 2013). 

Thailand is governed by a democratic political system that places the King as the Head of the 

State (The Secretariat of The Cabinet, 2013). Thailand’s constitution requires the King to be 

a Buddhist; the only country in the world to impose this restriction (Leppert, 1997). 

The official currency of Thailand is the Thai Baht (฿) with an average exchange rate, in 2012, 

of 31.18THB to the US dollar. 

At the conclusion of World War II, Thailand was considered to be one of the poorest 

countries in the world. The economy had been stagnating for more than a century (Warr, 

2011). However, from 1958 to mid-1990s, Thailand’s economy experienced stable growth. 

During this time, the economy was characterised by not having one single year of negative 

growth of real output per head of population. By the mid-1990s, Thailand’s economy was 

considered to be one of the fastest growing economies in the world, with an average rate of 8-

9 per cent growth over decade (The World Bank, 2013b). This all changed in 1997 when the 

Asian Financial Crisis hit.  During 1997-1999, this crisis eroded a number of gains from the 

economic growth made in the previous half-century (Warr, 2011). However, the economy did 

recover, and, in the period 2002 to 2007, the Thai economy experienced an average of 5 per 

cent growth per annum. Overall, in the period from the 1950’s to 2007, including the Asian 

Financial Crisis, the Thai economy experienced an average annual rate of growth, in real 

GDP per person terms, of 4.2 per cent (Warr, 2011). 
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Figure 2.1: Map of Thailand 

 

Figure 2.2: Thailand GDP Annual Growth Rate (Source: DataStream) 

Figure 2.2 shows that, with the exception of a slight depression associated with the Asian 

Financial Crisis in 1997/98 and the Global Financial Crisis in 2008, the GDP of Thailand has 

been experiencing a positive average annual growth rate since the mid-1990’s. In 2011, the 

country had a GDP of US$345.7 billion. This equated to a GDP per capita of US$4,972.37 

per person. 
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2.3 THE IMPACT OF THE ASIAN FINANCIAL CRISIS  

As already noted, Thailand did not experienced negative economic growth from the 1950s to 

begin 1997 (Overholt, 1999) with its economic growth rate growing at an average of 9 per 

cent per year; the highest growth rate among Asian countries at that time. Surprisingly, only 

six months after this observation about good growth, Thailand entered into a serious financial 

crisis and, along with several other Asian countries, faced a difficult time over the period 

1997-1998. Thailand, Indonesia and South Korea were the most affected, and there were 

flow-on effects to several other Southeast Asian countries, including Hong Kong, Malaysia, 

Laos, Philippines, China, Taiwan, Singapore, Brunei and Vietnam. 

In early 1997, the Thai Baht was subjected to a series of speculative attacks. By the middle of 

that year, the then Prime Minister Chavalit Youngchaiyudh refused to devalue the Thai Baht. 

This failure of the Thai Government to defend the Baht, which was tied to a basket of 

currencies – the main one being the US Dollar, against the international speculator, is 

considered to have been the catalyst for the Asian Financial Crisis (Khan, 2004). 

As can be seen in the Figures 2.3 and 2.4, during these difficult times the exchange rate of the 

THB plunged more than 100 percent from 24.53 = 1 (US$) in April 1997 to 53.74 = 1 (US$) 

in January 1998 (Jansen, 2001) and the Thai stock market index plunged from 1,415 points in 

1996 to 207 in September 1998 (Overholt, 1999). The failure of the Thai financial system led 

to the closure of 56 financial institutions, including six of the 14 Thai private commercial 

banks. An estimated two million people lost their jobs during this crisis. Many entities had 

their stock prices reduced to almost nothing, more than half of bank assets became non-

performing loans (NPLs) and as well, more than 69,000 companies entered into debt 

restructuring and were under investigation (Viverito, 1998). 

According to Lester Thurow (cited in Lauridsen, 1998, p. 1576) “Bangkok, a city whose per 

capita productivity is about one twelfth that of San Francisco, should not have land values 

that are much higher than those of San Francisco. But it did as other Southeast Asian cities”. 

From Thurow’s statement, it could be asserted that the financial crisis in Thailand was 

generated from many property owners artificially increasing the value of their property and 

continuing to borrow from financial institutions against this artificial value. These problems 

were caused from various situations, such as a close relationship between borrower and 

lender, lack of oversight by lenders that provided borrowers the opportunity to inflate 

commercial land values, the inability to investigate borrower misconduct, and corruption or 
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lack of good governance. Hence, when the economic meltdown occurred, properties with 

inflated prices left only a number on the balance sheet of the firms that had no value and, this 

left only a bad debt to the financial institutions. 

 

 Figure 2.3: Thai Currency (Source: DataStream) 

 

 

Figure 2.4: Thai Stock Market (Source: http://www.tradingeconomics.com/thailand/stock-market) 

Therefore, it was not only the disastrous devaluation of the THB that brought Thailand into 

the chain of the Asian financial crisis, but also careless borrowing/lending practices, 

accumulation of worthless properties by lenders, non-performance of loans of the financial 

sector and poor CG that proved to be the root cause of Thailand’s economic downturn 

(Jansen, 2001; Kanchanapoomi, 2005; Lauridsen, 1998; Overholt, 1999). 
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2.4 THAI REGULATIONS  

Thailand is a civil law system country (Trianmanuruck et al., 2004). Its fundamental law is 

the Constitution. The laws that are essential to Thai corporations include taxation law, 

company and competition laws, bankruptcy law, banking laws by the Bank of Thailand 

(BOT) and the securities laws implemented by the Securities and Exchange Commission 

(SEC) (Stock Exchange of Thailand, 2006). 

Thai corporate laws are found in two main pieces of legislation: one is the Civil and 

Commercial Code (CCC) sections 1012 to 1273/4, Partnerships and Companies (Books I-VI), 

and the other is the Public Limited Company Act B.E.2535 (1992) (PCA) as amended by the 

Thai Public Limited Companies Act (No.2) B.E.2544 (2001) (Pitiyasak, 2006). 

Before the PCA (1992) was issued, Thailand did not have a specific corporations act for 

particular corporations (such as partnership, private company, public company etc.). Every 

case related to these corporations needed to comply with the Civil and Commercial Code as a 

general guideline. In the past, private limited companies could be listed on the SET, however, 

in 1992, this rule was changed because SET realized that the operating systems of the various 

corporations were different. Therefore, SET announced that, if private listed companies 

wanted to be listed on SET, they needed to convert themselves into public limited companies 

by 16 May 1994 (Pitiyasak, 2006). Under this new law, the CCC and PCA rules were more 

clearly defined because their application depended upon the type of companies established. If 

a company is established as a private company, then CCC is the governing regulator; if 

established as a public company, PCA is used as the governing regulator (Stock Exchange of 

Thailand, 2006). 

Although PCA rules are used to support and govern public companies, sometimes issues arise 

which are not covered under PCA rules. In such cases, public companies can also use CCC 

rules as a general guideline. 

Statutory frameworks in Thailand are further discussed in the following sections: 

 The Thailand Civil and Commercial Code (CCC) 2.4.1 

Laws establishing and governing private limited companies are contained in the Thailand 

CCC. Private limited companies may be formed by seven or more shareholders.  Capital must 

be divided into equal shares, with shareholders’ liability being limited to any amount of 

unpaid shares held by them. The CCC requires the subscription of at least one share by every 
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shareholders of the private limited company. No invitation for subscription of shares can be 

made to the public. In improving CG in Thailand, CCC sections 1176-1191 allow 

shareholders the right to attend, participate and vote in shareholders’ meetings. It also allows 

them to authorize other people to vote on their behalf (Pitiyasak, 2006). Section 1173 states 

that, if shareholders request a extraordinary meeting, there must not be less than one-fifth of 

all shareholders of the company requesting and specifying the object of the meeting to the 

Board (Pitiyasak, 2006). Sections 1196-1197 require that companies must prepare a financial 

statement every twelve months, and these statements must be examined by one or more 

auditors and submitted for adoption to a general meeting within four months. A copy of the 

financial statement must be forwarded to all shareholders at least three days before the 

general meeting. 

 The Public Limited Companies Act B.E.2535 (1992) (PCA)  2.4.2 

The PCA Act B.E.2535 aims to instil good corporate practices for public limited companies. 

For example, this act aims to encourage companies to comply with the Accounting 

Professions Act B.E. 2547 (2004); such as it requires public companies to provide a balance 

sheet and income statement at least once during each fiscal year, along with an auditor’s 

report that complies with the Accounting Professions Act B.E. 2547 (2004) (Chapter VIII, 

Sections 109-110 of PCA, 1992). Similar to sections 1196-1197 of the CCC, sections 112-

113 of PCA requires Boards of Directors to prepare all financial statements by the last day of 

the company’s fiscal year to submit to shareholders for approval. These financial statements 

must comply with the Thai Accounting Standard (TAS) and by examined by an auditor prior 

to submission to the shareholder’s annual meeting (Chapter VIII, sections 112-113 of PCA, 

1992). 

The PCA aims to encourage all shareholders to exercise their rights to vote in elections of 

company directors (section 70 of the PCA) and the auditor of the company. The number of 

votes each shareholder has depends on the number of shares held by the shareholder 

multiplied by the number of elected directors. A shareholder can exercise all of his or her 

votes to elect one or several candidates; if to elect several candidates, the shareholder may 

allocate their votes to any candidate in any numbers. After the vote, the candidates will be 

ranked according to the number of votes attained and will be appointed as new directors in 

the order of votes gained (Chapter VI, section 70 of PCA, 1992). If shareholders want to 

remove directors prior the end of their term, based on section 76, a vote of not less than three-

fourths of the number of shareholders attending the meeting and having the right to vote, and 
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a total number of shares of not less than half of the number of shares held by the shareholders 

attending the meeting and having a right to vote, is required (Chapter VI, section 76 of PCA, 

1992). To elect the auditor, section 120 of the PCA empowers shareholders of the companies 

to appoint the auditor and decide the amount of auditor’s fee based on the Board’s 

recommendation in the general meeting (Chapter VIII, Section 120 of PCA, 1992). 

 The Securities and Exchange Act B.E. 2535 (1992) (SEA) 2.4.3 

The Securities and Exchange Act (SEA) specifies that the SEC is the regulatory body for the 

Thai capital market. A requirement of the Act is that all public companies prepare quarterly 

financial statements along with any other financial statements for periods necessary under 

Thai Accounting Standards (TAS). The annual financial statements of all companies must be 

audited, as must the half-yearly financial statements of all security companies. The quarterly 

statements of public companies must also be reviewed by SEC-approved auditors (World 

Bank and International Monetary Fund (IMF), 2008). An amendment to the SEA is the 

requirement that at least 50 per cent of the directors of the SEC should be full-time directors 

and that the number of directors with political appointments should be minimised 

(Vadhanasindhu, 2001). In term of disclosure and transparency, section 58 of the SEA states 

that if incorrect, incomplete or ambiguous company disclosure reports are found by the SEC 

or the SET, the SEC or the SET can request for additional reports from the companies or 

arrange a special audit of the particular matter (Pitiyasak, 2005). 

 The Accounting Act B.E. 2543 (2000) 2.4.4 

Basic requirements in relation to financial reporting by all business entities in Thailand are 

incorporated in the Accounting Act B.E. 2543 (2000). This Act requires that limited 

companies, registered partnerships, joint ventures and foreign entities operating in Thailand 

under the Revenue Code and public limited companies established under Thai Law maintain 

books of accounts as a duty. Under the rules prescribed in the Accounting Act, such accounts 

must be retained for at least the five years following the accounting period. The rules make it 

mandatory for all business entities to maintain TAS for accounting and financial reporting. 

Responsibility for administration and implementation of the Accounting Act lies with the 

Ministry of Commerce, Bureau of Business Supervision of the Department of Business 

Development (World Bank and IMF, 2008). 
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 The Accounting Professions Act B.E. 2547 (2004) 2.4.5 

Thailand’s accountancy profession is governed by The Accounting Professions Act B.E. 

2547. Before the Act was promulgated, the former professional body, known as the Institute 

of Certified Accountants and Auditors of Thailand, operated on a self-regulatory basis. 

Revision of the regulations of the profession resulted in the issue of the 2004 Act. This Act 

brought about a new regulatory framework which placed all accounting professions under the 

supervision of FAP. The Auditor Act B.E. 2505 was repealed and FAP, a self-regulatory 

body, became the supervisor for accounting/bookkeeping, auditing, accounting education and 

technology, tax accounting, managerial accounting and other accounting services. The 

Ministry of Commerce is responsible for overall administration of the Act, while FAP is 

responsible for its implementation. The Act also provided for an oversight Committee on 

Accounting Professions which can oversee FAP activities, provide endorsement for Thai 

accounting standards and rules that FAP’s Accounting Standard Setting Committee develop, 

and is responsible for considering appeals in regard to FAP’s activities. The oversight 

committee comprises 14 members: seven members must be from the government sector, 

three from the private sector, one from FAP, two from the accounting profession and one 

from the legal professional (World Bank and IMF, 2008). 

2.5 ACCOUNTING STANDARDS AND PRACTICES IN THAILAND 

The first accounting profession in Thailand, Accountant Association of Thailand, was 

formally established in 1948 by a small group of accountants (Federation of Accounting 

Professions, 2013). In 1975, it was renamed the Institute of Certified Accountants and 

Auditors of Thailand (ICAAT) and was responsible for issuing Thai accounting and auditing 

standards. In 2004, the Accounting Professional Act B.E. 2547 was enacted and came into 

force in 2005. Under this Act, ICAAT members unanimously voted to disband all of their 

current operations and transfer duties and responsibilities to the FAP under the Royal 

patronage of His Majesty the King as a juristic person (Federation of Accounting Professions, 

2013). Since that time, Thailand’s national accounting professional body has been 

represented by FAP (Narongdej, 2008). Apart from its main responsibility to establishing 

accounting and auditing standards, FAP is responsible for registering, issuing, suspending or 

revoking the licenses of accounting practitioners. It supports research, education and training 

of the accounting professions, arranges welfare and assists its members. FAP prescribes the 

Code of Accounting Profession Ethics and certifies accounting degrees or educational 
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institutions’ certificates, which are used as credentials when applying for membership of 

FAP. It certifies the accounting professions’ knowledge and expertise. All areas of the 

accounting professions’ professional training courses and continuing professional education 

are also certified by FAP. In addition, FAP regulates members’ and registrants’ conduct and 

practices, ensuring that they are compliant with the Code of Accounting Profession Ethics 

(Federation of Accounting Professions, 2013). 

In the past, TAS were based on both International Accounting Standards (IAS) and the 

United States Generally Accepted Accounting Principles (US-GAAP) (Federation of 

Accounting Professions, 2013). This reliance on various accounting standards could be 

considered as ineffective by investors, shareholders, tax authorities and professional 

practitioners. Therefore, after the Asian financial crisis in 1997–1998, there were major 

changes in TAS because FAP, under the Royal Patronage of His Majesty the King, agreed to 

merge TAS with the IAS – now the international Financial Reporting Standards (IFRS) 

(Taesiriphet, 2012).  

The decision by Thailand’s FAP to fully align TAS with IAS/IFRS was motivated by a 

realization that IFRS had been adopted in more than 100 countries, including Australia, 

Singapore, New Zealand, South Africa, Hong Kong, India, and EU countries (World Bank 

and IMF, 2008). FAP also realized the importance of providing a comparable benchmark for 

international investors; it could be argued that, if a company based its accounting practice on 

different standards to those adopted by others, there would be a number differences between 

accounts, making account comparison difficult. The TAS with IAS/IFRS merger became 

effective from 2008 (Deloitte Touche Tohmatsu Jaiyos, 2011).  

Table 2.1 shows a list of revised or newly issued TAS and their effective dates, which are 

aligned with existing IFRS. 
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Table 2.1: Comparison between International Financial Reporting Standards (IFRS) and Thai 

Accounting Standards (TAS) (source: KPMG, 2009) 

IAS/IFRS No. TAS No. Topic TAS Effective Date Significant 

differences 

present 

IAS 1 TAS 35 Presentation of financial statement 1 Jan 2008 Yes 

IAS 2 TAS 31 Inventories  1 Jan 2008 No 

IAS 7 TAS 25 Statement of cash flows 1 Jan 2008 No 

IAS 8 TAS 39 Accounting policies, changes in 

accounting estimates and errors 

1 Jan 2008 No 

IAS 10 TAS 52 Events after the reporting period 1 Jan 2005 No 

IAS 11 TAS 49 Construction contracts 1 Jan 2008 No 

IAS 12 None applicable Income taxes   

IAS 16 TAS 32 Property, plant and equipment 1 Jan 1999 Yes 

IAS 17 TAS 29 Leases 1 Jan 2008 No 

IAS 18 TAS 37 

TAS 26 

Revenue 1 Jan 1999 

1 Jan 1994 

No 

Yes 

IAS 19 None applicable Employee benefits   

IAS 20 None applicable Accounting for government grants and 

disclosure of government assistance 

  

IAS 21 TAS 30 The effects of changes in foreign 

exchange rates 

1 Jan 1996 Yes 

IAS 23 TAS 33 Borrowing costs 1 Jan 2008 Yes 

IAS 24 TAS 47 Related party disclosures 1 Jan 2000 Yes 

IAS 26 None applicable Accounting and reporting by retirement 

benefit plans 

  

IAS 27 TAS 44 Consolidated and separate financial 

statement 

1 Jan 2007 Yes 

IAS 28 TAS 45 Investments in associates 1 Jan 2007 Yes 

IAS 29 None applicable Financial reporting in hyperinflationary 

economies  

  

IAS 31 TAS 46 Interest in Joint Ventures 1 Jan 2007 Yes 

IAS 32 TAS 48 Financial Instruments: Presentation 1 Jan 2000 Yes 

IAS 33 TAS 38 Earnings per share 1 Jan 1999 Yes 

IAS 34 TAS 41 Interim financial reporting 1 Jan 2008 Yes 

IAS 36 TAS 36 Impairment of assets 1 Jan 2009 No 

IAS 37 TAS 53 Provisions, contingent liabilities and 

contingent assets 

1 Jan 2005 No 

IAS 38 TAS 51 Intangible assets 1 Jan 2008 Yes 

IAS 39 None applicable Financial Instruments: Recognition and 

measurement 

  

IAS 40 None applicable Investment property   

IAS 41 None applicable Agriculture   

IFRS 1 None applicable First-time adoption of international 

financial reporting standards 

  

IFRS 2 None applicable Share-based payment   

IFRS 3 TAS 43 Business combinations 1 Jan 2000 No 
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IFRS 4 None applicable Insurance contracts   

IFRS 5 TAS 54 Non-current assets held for sale and 

discounted operations 

1 Jan 2009 No 

IFRS 6 None applicable Exploration for and evaluation of 

mineral resources 

  

IFRS 7 None applicable Financial Instruments: Disclosures   

IFRS 8 None applicable Operating segments   

Framework Framework Framework 1 Jan 2004 No 

As can be seen from the Table 2.1, much of TAS is aligned with IFRS, although there are 

some IFRS, which are currently not covered by the existing TAS because they are not 

practical in the Thai situation. For example: Income taxes (IAS 12); Employee benefits (IAS 

19); Accounting for government grants and disclosure of government assistance (IAS 20); 

Accounting and reporting by retirement benefit plans (IAS 26); Financial reporting in 

hyperinflationary economies (IAS 29); Financial Instruments – Recognition and 

measurement (IAS 39); Investment property (IAS40); Agriculture (IAS 41); Share-based 

payment (IFRS 2); Insurance contracts (IFRS 4); Exploration for and evaluation of mineral 

resources (IFRS 6); Financial Instruments – Disclosures (IFRS 7); and Operation segments 

(IFRS 8) do not currently apply to Thai accounting standards. 

Exemption from applying certain Thai Accounting Standards 

In practice, small business enterprises (SMEs) are not required to fully comply with the 

revised/newly issued TAS; this aligns with the IFRS. This is because FAP realizes that these 

standards may not be suitable for them. To relieve SMEs from the burden of compliance, 

FAP has established a working committee to develop accounting guidelines for SMEs. 

Currently, under the Accounting Act B.E. 2543 (2000), all non-public companies are exempt 

from compliance with eight of the TAS: Segment Reporting (TAS 24); Cash Flow Statements 

(TAS 25); Impairment of Assets (TAS 36); Consolidated and separate financial statements 

(TAS 44); Investments in associates (TAS 45); Investments in joint ventures (TAS 46); 

Related party disclosures (TAS 47); and Financial instruments-disclosure and presentation 

(TAS 48) (PricewaterhouseCoopers, 2008). FAP has released a guideline to non-public 

companies granted an exemption from adopting the eight standards clarifying that it is an 

option for them to voluntarily comply with these eight TAS for financial reporting purposes 

(BDO, 2013). The guidelines note that, if the SME does not comply with the standards, they 

are still required to comply with the Framework of Financial Statement Preparation when 

preparing financial statements (World Bank and IMF, 2008). 
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Non-public securities businesses related to brokering, trading, underwriting, mutual fund 

managing, private fund managing and credit lending are only exempted from two standards: 

Segment reporting (TAS 24) and Related party disclosure (TAS 47). 

In situations where standards are not covered under either TAS or IFRS, the US-GAAP may 

be applied. According to Dr Parporn Akathaporn, Chief of Accounting Standards, “Thai 

Accounting Standards (TAS) comply with the best international practices … (and are … 

based on, if not totally adopting, International Accounting Standards (IAS). (For issues) that 

are not covered by IAS standard, … we have to look at how US GAAP treats those issues” 

(The Nation, 1999 Cited in Kuasirikun, 2005, p. 4). For instance, TAS 42, Accounting for 

Investment Companies, is still based on the “Audit and Accounting Guide: Audits of 

Investment Companies” of the American Institute of Certified Public Accountants (World 

Bank and IMF, 2008). 

2.6 CORPORATE GOVERNANCE IN THAILAND 

The SET realized the importance of “good” CG even before the Asian financial crisis in 

1997-1998. Jongsureyapart (2006) claimed that the quality of financial information and 

disclosure, at that time, was below acceptable levels and this intentionally misled the 

investor. For instance, several large Thai listed companies such as RoyNet , Bangkok steel 

industry, PICNIC Corporation, Didomon Group, Cirkit Electronic Industry and Power-P, had 

come to the notice of SET and were being investigated by SET. These firms were alleged to 

have inflated their firm’s performance by changing accounting methods, concealing material 

misstatement in subsidiary companies and using management’s judgment to avoid 

consolidation and lending money to other companies. The collapses of such large 

corporations with poor accounting practices have highlighted the intentional misconduct of 

managers. 

The past CG system in Thailand was not effective enough to protect investors from 

expropriation. This was particularly evident in Thailand where not only the disastrous 

devaluation of Thai Baht but also the poor CG, low qualities of financial information and 

disclosure brought Thailand into the financial crisis in 1997–1998 (Jansen, 2001; 

Jongsureyapart, 2006; Kanchanapoomi, 2005; Lauridsen, 1998; Overholt, 1999). Even more 

concerning is the fact that CG mechanisms in Thailand were not able to protect investors and 

control misconduct of managers from this detrimental situation. To make matters worse, 
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external auditors were not effective in protecting minority shareholders as the auditor’s 

independence was often compromised (Persons, 2008). 

Accounting scandals, along with the Asian financial crisis in 1997-1998 revealed the critical 

need for Thailand to improve CG practices in order to restore investor confidence. Brennan 

and Solomon (2008) point out that CG plays a crucial role in reducing the divergence of 

interest between shareholders and managers because it is a “system of checks and balances, 

both internal and external to companies, which ensure that companies discharge their 

accountability to all their stakeholders and act in a socially responsible way in all areas of 

their business activity” (p. 890). 

The National Corporate Governance Committee of Thailand (2013b) defines CG from 

various perspectives:  

 Relationship between the Board of Directors of the company, its management team, 

its shareholders and other stakeholders in leading the company’s direction and 

monitoring its operations. 

 Structure and internal process ensuring that the Board of Directors evaluate the 

performance of management team transparently and effectively. 

 A system having structure and process of leadership and corporate control to establish 

the transparent working environment and to enhance the company’s competitiveness 

to preserve capital and to increase shareholders’ long-term value by taking into 

consideration: business ethics, the interests of other stakeholders and society.  

As a starting point in Thailand, 1995 saw the inaugural launch of the corporate governance 

guideline, with the first goal being to help Thai listed companies improve their practice of 

good governance. In December 1997, SET issued the first code of best practices known as the 

“Code of Best Practices for Directors of Listed Companies”. This code of best practice was 

aimed at providing the ethical standard for all board members. SET believed that, under these 

guidelines, the directors could enhance the effectiveness of CG and regain the confidence of 

shareholders and other stakeholders regarding the quality of financial information of Thai 

listed companies (Vadhanasindhu, 2001). 

In 1999, SET published “Best Practice Guidelines for Audit Committee” which required that 

listed companies provide the qualification and scope of work of the audit committee (Periera 

& Sathitsuksomboon, 2012). At the end of the same year, all listed companies in Thailand 
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were required to establish an audit committee composed of no less than three independent 

directors (Periera & Sathitsuksomboon, 2012). 

In 2002, the government of Thailand officially designated the year 2002 as the “Year of 

Good Corporate Governance” with a view of emphasizing the importance of good CG in 

Thai listed firms. In an attempt to reach this goal, SET established the Corporate Governance 

Centre to supervise and assist listed companies, including firms preparing to undertake the 

listing of their securities for trading. In the same year, the preliminary guideline “15 

Principles of Good Corporate Governance” was issued by SET. This guideline was similar to 

the scope of the Sarbanes-Oxley Act of the United States as it covered the important CG 

issues including: equitable treatment of shareholders, structure, responsibilities and 

independence of the board of directors, board committees and each director’s attendance at 

board meetings, disclosure of compensation of directors and top executives, financial 

disclosure and transparency, internal control, rights of other stakeholders, risk management 

policies, connected transactions, investor relations and a code of ethics (Periera & 

Sathitsuksomboon, 2012). In order to evaluate Thai CG, the CG rating project, as a CG rating 

agency, was also initiated; this was a cooperative initiative of the SEC, the SET and the Thai 

Rating and Information Services Co. Ltd. (TRIS). The rating is based on four criteria: 

shareholder’s rights, composition and roles of the board director and management, 

information disclosure, and CG culture of good governance. To encourage the listed 

companies to apply good CG, SET provides a discount on filing fees to the companies that 

make significant improvement in their governance. 

In 2006, after comparing the SET standards with the Principles of Corporate Governance of 

the Organization for Economic Cooperation and Development (OECD), SET revised the 15 

Principles of Good Corporate Governance announced in 2002 and named these guidelines: 

“The Principles of Good Corporate Governance for Listed Companies”. These are voluntary 

guidelines. This new version addresses the recommendations made in the Report on the 

Observance of Standards and Codes related to Thailand CG of the World Bank (The Stock 

exchange of Thailand, 2006). Starting from 2007, SET requires that all listed companies not 

complying with any of these principles must justify their reasons for non-compliance 

(Kouwenberg, 2010). 

In 2012, SET realized that the Thai CG scorecard should be updated, that is, brought to a 

higher level and compared to ASEAN CG standards. Therefore, the 2006 Principles of Good 



 

 

26 

Corporate Governance for Listed Companies were revised to become compatible with the 

ASEAN CG Scorecard criteria that are used to determine the level of CG in ASEAN. These 

new principles are called the 2012 Principles of Good Corporate governance for Listed 

Companies. (The Stock Exchange of Thailand, 2012).  The development of corporate 

governance in Thailand is shown in Figure 2.5. 

 

 

Figure 2.5: Timeline outlining the development of Corporate Governance in Thailand 

2.7 THE ROLE OF CORPORATE GOVERNANCE AGENCIES IN THAILAND 

To improve CG in Thailand, the independent corporate governance agencies have been set up 

with the intention of helping the Thai Government to encourage good CG practice. These 

include the SET, the SEC, National Corporate Governance Committee (NCGC), Corporate 

Governance Centre, Thai Institution of Directors (IOD) and Thai Rating Information Services 

(TRIS). 

 The Stock Exchange of Thailand (SET) and the Securities and Exchange 2.7.1 

Commission Thailand (SEC). 

The Stock Exchange of Thailand (SET) is the sole national stock exchange which was 

enacted in May 1974 after the failure, in 1971, of the Bangkok Stock Exchange (BSE). Under 
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SEA of 1992, SET was established to serve as a trading centre while providing the systems 

required for facilitation of securities trading for both primary and secondary markets. Under 

the SEA (1992), the SET’s primary roles are: “1. To serve as a centre for the trading of listed 

securities and to provide the essential systems needed to facilitate securities trading; 2. To 

undertake any business relating to the Securities Exchange, such as a clearing house, 

securities depository centre, securities registrar, or similar activities; and 3. To undertake any 

other business approved by the SEC” (Stock Exchange of Thailand, 2014, para.3). In the 

same year, the SEA also established the SEC as an independent state agency to perform the 

functions of a capital market supervisor. Its primary role is to be responsible for the legal 

aspects and regulations to support SET (Securities and Exchange Act B.E. 2535, 1992). 

In other words, SET is the trading centre while SEC is responsible for legal and regulatory 

matters. It should be noted that SEC does not concern itself with the day-to-day operations of 

SET and only provides approval for SET’s major regulations. 

The SET mission is “to be one of the most attractive capital markets in Asia by providing 

quality products, representing the Thai economy truthfully, employing effective risk 

management tools and complying with international standards of enforcement and corporate 

governance” (Stock Exchange of Thailand and The Office of the Securities and Exchange 

Commission, 2002, p.2) SEC’s mission is to “Develop and Supervise the Thai Capital Market 

to Ensure Efficiency, Fairness, Transparency, and Integrity” (The Securities and Exchange 

Comission, 2014, para.2). 

SET and SEC aim to encourage high quality financial information and CG from Thai listed 

companies as part of their mission. This is demonstrated by the following:  

Firstly, in order to improve the quality of an auditor’s work, auditors of listed companies are 

not only required to have a licence from the FAP but also need to be approved by SEC to 

audit regulated entities (approval is granted for a maximum of five years). In addition to SEC, 

responsibilities for regulatory and legal aspects of corporate governance, another of SEC’s 

responsibilities is to review the performance and outputs of SEC-approved auditors to ensure 

that they comply with the laws and regulations issued by SEC and the accounting and 

auditing standards issued by the FAP. Re-approval of the licence is granted by SEC after 

SEC and FAP review and determine that the quality of the auditor’s work meets acceptable 

requirements (World Bank and IMF, 2008). To ensure auditors’ independence in auditing and 

examining a listed company’s financial statements, from 2006, SEC and the BOT have 
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required that listed companies rotate their licenced auditors (not audit firms) every five fiscal 

years. It should be noted that, the previous auditor can be returned after an intervening period 

of at least two years (Corporate Affairs Department: SEC, 2005). 

Secondly, to improve the quality of financial information and disclosure of listed companies, 

the quarterly and annual financial statements of listed companies must be audited by SEC-

approved auditors and submitted to SET and SEC (Montreevat, 2006). To enhance the 

confidence of shareholders and investors in the quality of all information disclosed, SET and 

SEC require listed companies to provide the names of suppliers which supply more than 30 

per cent of the company’s transactions (Cheung, Connelly, Limpaphayom, & Zhou, 2005). In 

addition, SET requires the board of directors to be responsible for the accuracy, the 

completeness and the transparency of both the company’s financial reports and the non-

financial reports (The Stock Exchange of Thailand, 1999). 

Thirdly, to improve the quality of corporate governance, SET, in conjunction with the SEC 

has been continuously supporting GC by listed companies in Thailand by revising and 

releasing new versions of the CG guidelines. These steps are being taken in order to promote 

a more thorough understanding of good CG. Commencing in 1995, SET and SEC studied the 

roles of governance in Thailand. After the financial crisis in 1997–1998, SEC made 

regulatory changes to improve CG. For example, SET and SEC issued the code of best 

practice for directors of listed companies in 1998. In this regard, SEC revised the regulation 

from requiring at least two independent member of the board of directors of the listed 

company in 1993 to requiring at least three from 1998 onward (Periera & Sathitsuksomboon, 

2012). In addition, in 1999, SET and SEC issued the best practice guidelines for the audit 

committee. In 2002, in the “Year of Good Corporate Governance”, SET issued the 15 

principles of good corporate governance to which listed companies should comply. This 

required listed companies to provide evidence in their annual disclosure report concerning 

additional information (Form 56-1) and an annual report which demonstrates their 

compliance with the 15 principles starting from the fiscal period ending 2002. In 2006 and 

2012, SET revised the 15 principles to “The principles of Good Corporate Governance for 

Listed Companies”. 

Another role of SET is the preliminary investigation of listed companies suspected of having 

violated the SEA and PCA or any other of SET and SEC’s rules. However, when SET finds 
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that further investigation is required, SET refers these cases to SEC for in-depth investigation 

(Hongcharu, 2006b). 

 National Corporate Governance Committee (NCGC) 2.7.2 

Apart from the two main Thai regulators, SET and SEC, the NCGC also plays a key role in 

improving CG in Thailand. The NCGC was established in the “Year of Good Corporate 

Governance”, 2002, by the Thai Cabinet and is chaired by the Prime Minister or the assigned 

deputy prime minister. The NCGC’s goals are to set out policies, measures and schemes to 

upgrade the level of CG in Thailand (National Corporate Governance Committee, 2013a). 

The NCGC’s major responsibilities are: (1) to set up the policies, measures and schemes to 

improve the quality of corporate governance of institutions, associations, corporations and 

government agencies in the Thai capital market; (2) to require related organizations, whether 

persons, private and government sectors, to testify any information to the NCGC; (3) to 

advise the related agencies to develop their policy schemes and operational processes along 

with legal reforms, material regulations, rules and enactment; (4) to enhance the investor’s 

confidence by promoting the guidelines of good governance to the public and related 

agencies; (5) to authorize five subcommittees to study and help any operations; and (6) to 

evaluate the performance and progress of the subcommittee (National Corporate Governance 

Committee, 2013a). 

Under the NCGC’s supervision, there are four subcommittees, consisting of representatives 

of various private and public parties, which are responsible for CG in different aspects. These 

four subcommittees and their responsibilities are summarised in Table 2.2. 

Table 2.2: Subcommittees under NCGC’s supervision and their responsibilities (National Corporate 

Governance Committee, 2013a) 

 Subcommittees  Responsibilities 

1. Subcommittee on Best practice of Listed 

Companies 

- Introduce/Review/Suggest/Revise the code of best 

practice among listed companies. 

- Encourage related parties to comply with the code of 

best practice. 

2. Subcommittee on Improvement of Corporate 

Governance of Commercial Banks, Finance 

companies and Insurance companies 

- Establish principles which raise the standard of 

corporate governance of commercial banks, finance 

companies and insurance companies. 

- Encourage other businesses related to commercial 

banks, finance and insurance companies to realize the 

importance of having good corporate governance. 

3. Subcommittee on Improvement of Corporate 

governance of Securities companies 

- Establish principles to improve the quality of corporate 

governance of securities, investment management 

companies and derivative business operators. 

- Encourage other businesses related to securities, 

investment management companies and derivative 

business operators to realize the importance of having 

good corporate governance. 

4. Subcommittee on Investors Education and - Provide corporate governance knowledge to related 
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Public Relations and on Corporate 

Governance 

parties through documents, campaigns, schemes, 

projects, training programs and seminars. 

- Set guideline to evaluate and monitor a promotion plan. 

 

In order to improve CG in Thailand, the NCGC introduced three disciplines: “Regulatory 

Discipline”, “Market Discipline” and “Self-Discipline” (see Figure 2.6). NCGC believes Thai 

CG will be improved, if these three disciplines work together (National Corporate 

Governance Committee, 2013c). 

 

 

 

 

 

Figure 2.6: Three disciplines to strengthen Thai Good Corporate Governance  

(Source: http://www.cgthailand.org/SetCG) 

 

Regulatory Discipline 

The first discipline is regulatory. The framework for this discipline is based on the SEA, the 

PCA and the regulations imposed by SEC and SET (National Corporate Governance 

Committee, 2013c). The main purpose of this discipline is to: empower the investor to 

investigate the public limited companies; set up the scope of the director’s duties and 

responsibilities; give authority to the SEC to control and supervise listed companies; and 

enable settlement of offences by fines or the imposition of administrative sanctions without 

the need for taking criminal action (Montreevat, 2006). Apart from the SEA and the PCA 

providing a legal environment for encouraging good corporate governance, SEC and SET 

have also imposed many regulations for enhancing the quality of Thai CG. These include 

Best Practice Guidelines for Audit Committee, Code of Best Practices for Director of Listed 

companies, Best Practice Guidelines for Shareholders, and Corporate Governance Issues for 

Financial Institutions. In addition, all listed companies are required to submit quarterly and 

annual financial statements along with an annual registration statement (Form 56-1) to SET 

Regulatory Discipline 

  Self- Discipline Market Discipline 
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and SEC. Quarterly financial statements need to be reviewed while the annual statement 

needs to be audited by SEC’s approved auditors.  

Market Discipline 

The objectives of market discipline is to promote the corporate governance rating and to 

motivate companies to comply with good corporate governance principles by giving 

incentives or awards to companies with outstanding corporate governance scores 

(Montreevat, 2006). 

For example, the corporate governance rating program of the TRIS is incorporated with the 

SEC and SET rules. This program is used to encourage listed companies to undertake rating 

services by offering incentives to the companies that achieve satisfactory scores on the CG 

rating (Pitiyasak, 2005). In terms of good corporate awards, numerous corporate governance 

agencies have introduced various awards to the companies that have made significant 

progress in improving their CG; these include, SEC’s disclosure award, Institute of Internal 

Auditor’s Awards from the Institute of Internal Auditors of Thailand (IIAT), Institute of 

Director’s Board of the Year Awards from the Thai Institute of Directors Association (Thai 

IOD), Thailand Productivity Institute’s Best Practice Awards from the Thai cabinet and Q-

Mark award (both listed and non-listed companies with “good ethics”) from the Thai 

Chamber of Commerce and the Federation of Thai Industries (Pitiyasak, 2006). 

Self-Discipline 

Self-discipline is another important factor of good CG. For self-discipline to work, the 

directors of the company need to act in ways that protects shareholders’ interests and treat all 

shareholders fairly and ethically. Therefore, to support self-discipline SEC, SET and other 

institutions have issued guidelines, principles and codes of best practices of good corporate 

governance to which listed companies should comply. These include the Principle of Good 

Corporate Governance, Corporate Governance Self-Assessment, Best Practice Guidelines for 

the Audit Committee, Code of Best Practices for Directors of Listed Companies, Guidelines 

for the Disclosure of Information on Financial Statements and the Summary Results of 

Business Operations of Listed Companies, Guidelines for Listed Company Shareholders, 

Director’s handbook, Nomination Committee Guidelines, and Remuneration Committee 

Guidelines (Pitiyasak, 2005). In addition, to assist listed companies to set up corporate 

governance systems, SEC and SET have also established the Corporate Governance Centre to 

serve as the corporate governance advisory and information centre. Finally, training 
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programmes such as Director Certification Programmes (DCP) and Chairman 2000 

Programmes were also established to help listed companies achieve good corporate 

governance through self-discipline.  

 Corporate Governance Centre  2.7.3 

One of the policies of the SET is to enhance investor confidence in the Thai capital market by 

improving corporate governance among Thai listed companies. Therefore, in 2002, SET 

established the Corporate Governance Centre to promote and encourage listed companies to 

realize the importance and advantages of having good CG and to educate the company and its 

stakeholders in the understanding of CG practices. 

The main roles of the Corporate Governance Centre are: 1. to provide consulting services and 

ideas exchange with directors and executives of a company that is preparing to be a listed 

company to set up good GC systems; 2. to evaluate the company’s performance based on 

good CG guidelines; 3. to help educate the company’s directors and executives about good 

CG; and 4. to support the activities that enhance CG development (Stock Exchange of 

Thailand, 2013).  

Since 2002, the Corporate Governance Centre has experienced significant output in 

improving Thai CG. For example, since 2007 it has requested listed companies to disclose 

their implementation of the principle of good CG for listed companies, visited listed 

companies and other organizations that are interested in setting up a CG system, supported 

CG researches/studies by other organizations, encouraged listed companies to participate 

with the rating agency of good governance and issued a variety of information and guidelines 

of good CG, such as Good Governance Assessment, Guidelines for Risk Management, The 

Examples of Fifteen Principles of Good Corporate Governance Report and Best Practices for 

Shareholders (Stock Exchange of Thailand, 2013). 

 Thai Institute of Directors (IOD) 2.7.4 

In 1999, two years after the Asian financial crisis, the Thai IOD was established as a not-for-

profit organization with the support of SET, SEC, the BOT, the Foundation for Capital 

Market Development Fund, and the World Bank (Thai Institute of Directors Association, 

2013). IOD’s mission is to “Develop and Support Company Director to Implement Good 

Corporate Governance” and the objective is to improve professionalism in directorship and 

CG in Thailand. To achieve its objectives, the Thai IOD plays an important role in 

developing professional standards, knowledge and skills that enhance the performance of 
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corporate directors, such as issuing best practice guidelines for directors based on accepted 

international standards. 

Thai IOD also offers director training courses, including: directors certification program 

(DCP), chairman training program, finance for non-finance director program, effective audit 

committees, best practices program and company secretary program. To exchange and 

stimulate ideas between various areas of expertise, Thai IOD undertakes numerous seminars, 

conferences and workshops as well as promoting networking for its members to share their 

knowledge and experiences (Thai Institute of Directors Association, 2013). 

In addition, since 2001, Thai IOD has been continually conducting an annual survey on the 

CG of certain listed companies. These Thai IOD surveys have been used by SEC and SET to 

guide the development good CG in Thailand. For future planning, the NCGC has 

recommended that the Thai IOD expands its survey include all listed companies (Montreevat, 

2006). 

 Thai Rating Information Services (TRIS) 2.7.5 

In 1993, with the support of the Ministry of Finance (MOF) and the BOT, the TRIS was 

established as a Thai credit rating agency. In 2002, SEC entrusted TRIS to conduct a rating 

service. TRIS worked with SEC and SET to develop the rating criteria and rating processes 

for Thai listed companies (Hongcharu, 2006a). In this year, TRIS conducted a ranking of CG 

scores of the three voluntary listed companies: Thai Farmer Bank PLC, Electricity 

Generating PLC and Bangkok Aviation Fuel Services PLC, using the criteria and procedures 

adopted by international models (The Office of the Securities and Exchange Commission, 

2002). Thai listed companies now encouraged to have a CG rating but they have the option of 

not subjecting themselves to such a rating (The office of the Securities and Exchange 

Commission, 2002). 

In order to encourage listed companies to comply with the TRIS CG rating system, SEC 

provides an incentive of a 50 per cent discount on its offering annual fee. Furthermore, the 

names of companies with good CG scores are announced via SEC’s website. In addition, 

SET also provides a further incentive by providing a 50 per cent discount in their annual 

membership fee for listed companies that receive good to excellent CG ratings for two 

consecutive years (Hongcharu, 2006a; Pitiyasak, 2005). 
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2.8 THE PRINCIPLES OF GOOD CORPORATE GOVERNANCE FOR THAI 

LISTED COMPANIES 

“The Principles of Good Corporate Governance for Thai Listed Companies 2012” has been 

revised from “15 Principles of Good Corporate Governance for Listed Companies”, issued in 

2002, and “The Principles of Good Corporate Governance for Thai Listed Companies Issued 

in 2006”. The newest version contains a number of principles from previous versions. They 

are divided into five parts: rights of shareholders, equitable treatment of shareholders, the role 

of stakeholders, disclosure and transparency, and responsibilities of the board. 

 Rights of Shareholders 2.8.1 

Shareholders, as owners of the companies, do not run the day-to-day businesses of the 

companies. However, as owners of the company, shareholders are eligible to control the 

company through their appointed board director, who acts as their representative and is 

eligible to make decisions on major changes that may affect the company. Therefore, the 

company should (a) encourage shareholders to exercise their rights and (b) avoid any actions 

that may violate shareholders’ rights. 

These rights include: 1) the right to buy, sell or transfer their shares to the others; 2) the right 

to share in the benefit of the company; 3) the right to obtain any information relating to the 

company in a timely manner and on a regular basis; 4) the right to nominate or eliminate 

Board members; 5. the right to employ the external auditor; and 6) The right to make 

dividend payment decisions, company bylaws or articles of association amendments, capital 

decreases or increases, or extraordinary transaction approvals or any transactions that affects 

the company (The Stock Exchange of Thailand, 2012). 

 Equitable Treatment of Shareholders 2.8.2 

All shareholders, including those who are in the majority or minority, those who are domestic 

or foreign, and those who are managerial or non-managerial, should be treated fairly and 

equally. The management team and board directors are hired to maximize and protect all 

shareholders’ wealth. Therefore, the board should provide equitable treatment for all 

shareholders. For example, the board should establish a policy to allow minority shareholders 

to elect board directors. If there are any shareholders who are unable to vote in person, the 

board should allow them to vote by proxy. In addition, all shareholders should be allowed to 

change/propose/add/remove any advance agenda item before the shareholders meeting date. 
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To reduce the information asymmetry and prevent abusive self-dealing, such as insider 

trading or related party transactions, the board should establish the rule to prevent the use of 

inside information. Moreover, if the director and executives of the company have a 

direct/indirect interest in any transaction of the company, they should disclose this 

information to the board and should not participate in any decision-making where conflicts of 

interest may occur (The Stock Exchange of Thailand, 2012). 

 Role of Stakeholders 2.8.3 

Stakeholders of the company can be shareholders, investors, customers, employees, suppliers, 

creditors, government, etc. In order to improve wealth, performance, financial stability and 

sustainability of the company, the board of directors should create mechanisms to enhance 

cooperation between its stakeholders and the company. As well as this, board directors 

should fairly disclose all relevant information to all stakeholders. Transparent policies on fair 

treatment for every stakeholder should be set by the board. The lawful rights or mutual 

agreements of stakeholders should not be violated by the company. There should be a ways 

for stakeholders to communicate their concerns with regard to dishonest, illegal and unethical 

practices occurring in an organization, corruption, fraud, misconduct, unappropriated 

accounting practices, insufficient internal control of the company, etc., and the stakeholder’s 

rights as a whistle-blower should be protected (The Stock Exchange of Thailand, 2012). 

 Disclosure and Transparency 2.8.4 

Both financial and non-financial information are important to all stakeholders to enable 

decision-making. Therefore, the board of directors should ensure that this information is 

disclosed correctly and accurately on a timely basis, and that all financial information 

presented is audited by licensed/registered SEC external auditors. For each quarterly financial 

statement, the company should be encouraged by the board to make a Management 

Discussion and Analysis (MD&A). This would provide investors with a better understanding 

of changes in the financial status of the company and its quarterly performance, and would 

not just present stakeholders with unsupported figures. The board should encourage the 

company to disclose audit and non-audit fees. It should also disclose remuneration policies 

and the amounts of payments to each of the directors and executives. In addition, the annual 

report and the annual statements (Form 56-1) should be disclosed in both Thai and English 

languages. Finally, all information disclosed should be provided easily accessed channels for 

every party (The Stock Exchange of Thailand, 2012). 
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 Responsibilities of the Board     2.8.5 

For the best interest of the company and all its shareholders, the board should have 

leadership, communication, critical thinking skills and independence in making its decisions. 

As a main duty, the board of directors are presumed to provide the monitoring role on behalf 

of shareholders, which may help to reduce the potential for agency problems between 

managers and shareholders. However, in reality, board members may be executive directors 

who have active day-to-day management roles as well as monitoring roles. Therefore, both 

these roles should be clearly separated by the board to ensure that all actions made do not 

violate the law and ethical standards (The Stock Exchange of Thailand, 2012). 

The effectiveness of a board’s activities could also depend on how the board is structured and 

organized. In this regard, the board’s structure should consist of directors with various 

qualifications and skills, such as critical thinking skills, communication skills, experience and 

expertise in business affairs that involve dealing with the complexities of the company’s 

problems, knowledge and expertise in accounting or finance (The Stock Exchange of 

Thailand, 2012). Processes for the nomination of directors should be credible to the outsider, 

transparent and uninfluenced by controlling management or shareholders. 

For efficiency and effectiveness, the board should establish a committee to conduct the 

special tasks for them, especially problems that need unbiased judgement. The working 

scope, roles, responsibility and procedures of this committee should be clear (The Stock 

Exchange of Thailand, 2012). To be ready to convey the ideas effectively and independently, 

the board of directors should understand their roles, responsibilities and the company 

business affairs. Directors of the board should conduct their duties in the best interests of the 

company and all its shareholders. They should also conduct their duties with due care and 

diligence and in good faith, attending and interacting in all board meetings (The Stock 

Exchange of Thailand, 2012). 

Finally, the board should not intervene in the approval process and in the setting of 

remuneration policy for its own remuneration. These processes should be transparent and 

shareholders should be the ones who approve the directors’ remuneration. The level and 

composition of remuneration should be appropriate, comparable to the same industry level 

and substantial enough to retain experienced and qualified directors without overpayment 

(The Stock Exchange of Thailand, 2012). 
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2.9 THE CURRENT SITUATION AND STUDIES OF CORPORATE 

GOVERNANCE IN THAILAND 

After the Asian financial crisis, Thailand has made significant progress towards improving 

CG. Internationally, according to the Report on the Observance of Standards and Codes 

(ROSC) of the World Bank, Thailand is one of the regional leaders in improving a 

comprehensive framework and complying with key CG guidelines (The World Bank, 2013a). 

ROSC shows that in 2012, Thailand received a total corporate governance score of 83 from a 

possible total of 100, which is equivalent to that achieved by Malaysia. This score is broadly 

based on implementation of the OECD principle.  

Domestically, the IOD and NCGC, with the support of SET and SEC, issued the Corporate 

Governance Report (CGR) of Thai Listed Companies, which contains the CG scores of Thai 

listed companies. The IOD had continuously evaluated corporate governance practices of 

Thai listed companies since 2001. At present, the corporate governance practices of Thai 

listed companies are evaluated based on 148 criteria in the five groups: rights of shareholders, 

equitable treatment of shareholders, role of stakeholders, disclosure and transparency, and 

board responsibilities, derived from the OECD principles on CG. As can be seen in Figure 

2.7, an average score for 2012 is 77 per cent. This score is considered as satisfactory and is 

equivalent to the average score of 2011. For each group, the results for 2012 show that the 

rights of shareholders and disclosure and transparency groups received the highest score of 

88 per cent. 

Figure 2.8 shows the overall corporate governance score from 2001 to 2012. It can be seen 

that corporate governance in Thailand has continuously improved. In 2001, after the Asian 

financial crisis, Thai corporate governance was scored at only 50 per cent due to lack of 

education and promotion of the related agencies. From 2002 “The Year of Good Corporate 

Governance” to 2010, Thailand has made significant improvements in the score, increasing it 

in every year. However, due to political turmoil, the CG score dropped to 77 per cent in 2011. 

In 2012, the CG score in Thailand is 77 per cent, which is considered as satisfactory. 
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Figure 2.7: Average CG Score in 2011-2012 (Source:  Thai Institute of Directors Association and National 

CG Committee, 2012) 

 

Figure 2.8: Overall Thai Corporate Governance Score during 2001-2012 (Source:  Thai Institute of 

Directors Association and National CG Committee, 2012) 

Currently, with the exception of companies under rehabilitation, all companies listed on the 

SET acknowledge the importance of CG by undertaking the CG rating. Figure 2.9 shows the 

number of listed companies that undertook the CG rating in 2012 was 513 companies out of 

total 583 companies (88%). 
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Figure 2.9: Number of companies that undertake CG rating (Source:  Thai Institute of Directors 

Association and National CG Committee, 2012) 

Even though Thailand has made significant improvements in CG, research in this field is 

lacking. Most of existing research on CG in Thailand focuses on the effectiveness of firm 

performance (Connelly, Limpaphayom, & Nagarajan, 2012; Dhnadirek & Tang, 2003; 

Rachpradit, Tang, & Khang, 2012; Yammeesri & Herath, 2010), and a few focus on earnings 

management (Sukeecheep, Yarram, & Farooque, 2013). 

Using data about industrial companies traded on the SET in 2005 to examine the relationship 

between the quality of CG practices (shareholder’s rights, equitable treatment of 

shareholders, role of stakeholders, disclosure and transparency, board responsibilities) and 

firm value (Tobin’s q) for Thai family firms, Connelly et al. (2012) found that, in the 

situation of Thailand after the financial crisis of 1997-1998, Thai family firms sold more of 

their ownership to outside investors but engaged more in pyramidal structures to maintain 

their control, even though their ownership concentration was reduced. Their finding shows 

that the pyramidal ownership structure among Thai family firms is negatively related to firm 

value. This finding is similar to that of Dhnadirek and Tang (2003), who also examine the 

situation of the Thai CG system prior to the 1997 crisis. However, Dhanadirek and Tang only 

used data about listed companies in the finance industry. Their results consistently show that 

managerial ownership is negatively associated with firm performance.  

Regarding CEO duality and using data from 1,036 firm-years of non-financial companies that 

are listed on SET over the period 2003-2007, the study of Rachpradit et al. (2012) shows that 
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CEO duality is positively associated with firm performance. However, Sukeecheep et al. 

(2013) do not find any significant association between CEO duality and earnings 

management. Additionally, when Sukeecheep et al. (2013) investigated the relationship 

between board interlocking and earnings management, they found that board interlocking is 

negatively associated with earnings management. This result suggests that boards of directors 

who hold multiple directorial positions in Thai listed companies are more likely to restrain 

earnings management because their knowledge and expertise in business affairs can assist the 

board to carry out their monitoring function effectively. 

As a general expectation, Connelly et al. (2012) find that the level of corporate governance in 

Thailand is positively associated with firm value. Their result suggests that high corporate 

governance can increase the value of firms. However, Connelly et al. (2012) conclude that it 

is difficult to obtain a relevant measure for good CG in Thailand where there are very 

different institutional settings. For example, the conventional variables of CG that have been 

used broadly, such as board independence, may not be effective in the Thai context. To 

support the argument of Connelly et al. (2012) regarding the ineffectiveness of board 

independence, Rachpradit et al. (2012), Yammeesri and Herath (2010) and Sukeecheep et al. 

(2013) also conjecture that adding board independence in Thai listed companies may not 

improve the quality of Thai corporate governance because board members may lack both real 

independence or actual power to investigate management’s misconduct as well as inadequate 

knowledge to focus on specific problems in particular companies. Their arguments are 

supported by empirical evidence: 1) Rachpradit et al. (2012) investigate the relationship 

between CEO turnover and firm performance in Thailand. They find that the likelihood of 

CEO turnover is negatively associated with family firms where the CEO is a part of the 

family members. Since 60 per cent of Thai public companies in Thailand are controlled by 

the family (Rachpradit et al., 2012), this result signals the ineffectiveness of board monitoring 

because the CEO, as a part of the controlling family, may impede the monitoring functions of 

outside directors or the independence of directors. Contrary to conventional theory, high 

levels of board independence decreases firm performance. 2) Using 245 Thai non-financial 

listed companies in 2004 to examine the association between board characteristics and Tobin-

q as a proxy for firm performance, the study of Yammeesri and Herath (2010) indicates that 

the level of board independence does not increase firm performance. This is because 

independent or outside directors are only employed in order to meet the SET’s requirement. 

Similarly, Yammeesri and Herath (2010) find that inside directors are more likely to enhance 
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firm performance than independent directors. Their result suggests that most Thai listed 

companies are controlled by the family and, usually, inside directors are family members. 

Therefore, as a family business, inside directors would do their best to operate and maximise 

firm value, which simultaneously increases their own family interest. 3) In the area of 

earnings management, Sukeecheep et al. (2013) examine the effects of Board characteristics 

on earnings management of 550 Thai listed firm-years in 2006-2010. Using both the 

Modified Jones Model and the Performance matched discretionary accruals model to estimate 

discretionary accruals as a proxy for earnings management, their findings show that board 

independence is positively associated with earnings management. Their result consistently 

suggests that the outside director in Thailand may lack real independence and actual power to 

investigate management’s misconduct effectively. It could be argued that targeting the board 

of directors may not be the best way of improving CG in Thailand. With this argument in 

mind, Khongmalai, Tang, and Siengthai (2009) examine the importance of CG in 38 Thai 

state-owned enterprises. They also posit that the board of directors in state-owned enterprises 

is not the most important factor to improve CG practice in Thailand. 

To sum up, the results of the studies mentioned above consistently show that adding board 

independence in Thailand may not achieve the goal of good CG because it is unable to 

improve firm performance and mitigate earnings management practice. This is because it 

may be difficult for outsiders to understand the complexities of the company, thus unable to 

effectively monitor activities (Estes, 1980). Additionally, increasing the number of 

independent directors could increase conflict within the board of directors because of 

differences in knowledge about the company, ideas or perspectives between independent and 

executive directors. Therefore, it is crucial that the SET consider these issues rather than 

continue on a path of implementing methods used to instil good CG in developed countries 

where operating environments and institutional settings are different. The encouragement of 

SEC to increase the board independence from one-third (current regulations) to 50 per cent in 

future, as foreshadowed by Mr.Vorapol Socatiyanurak, Secretary-general of SEC of Thailand 

(Royal Thai Embassy Washington D.C., 2013) may not be the best choice to impress foreign 

investors. Trading off between cost and benefit, and having more board independence in 

Thailand will increase costs to companies and may be ineffective as a means of improving 

the quality of CG based on the results of Thai current studies. SEC and SET may need to 

reconsider its current measures for attempting to improve CG and investigate alternatives for 
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improving the quality of CG in Thailand where the concentration of family ownership of 

companies is high. 

2.10   CONCLUSION  

This chapter provided background information of the Thai economy, accounting standards 

and practices, as well as the governance institutions in Thailand. Before the Asian financial 

crisis, Thailand had a long history of economic success and had not experienced negative 

economic growth. Thailand’s economy was considered to be one of the fastest growing 

economies in the world in 1990. The Asian financial crisis eroded a number of gains from the 

economic growth of the previous half-century and significantly and negatively impacted the 

whole country: an estimated two million people lost their jobs; in addition, many entities saw 

their stock prices fall to almost zero; more than half the assets of banks turned into non-

performing loans; and 56 financial institutions closed and 69,000 companies went into debt 

restructuring. It is claimed that, not only the disastrous devaluation of the Thai Baht, but also 

poor corporate governance, low qualities of financial information and disclosure, a weak 

legal system and lack of investor protection were the root causes for the chain of events that 

led to Thailand’s financial crisis. In the light of lessons learnt about the causes of the 

country’s financial crisis, significant changes were made with regard to Thai regulations, 

accounting standards and practices, and the corporate governance systems, including the 

development of guidelines and principles for good CG, and specifying the role of related 

agencies. In addition, this chapter discusses the current situation and studies on corporate 

governance in Thailand. 
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3. THEORY, LITERA TURE R EVIEW AND HYP OTHESIS DEV ELOPMEN T 

3.1 INTRODUCTION 

The previous chapter provided an overview of the institutional background in Thailand and 

the current situation and studies on Thai CG. This chapter discusses the theoretical 

framework that will be used in this study. Section 3.2 discusses issues on the separation 

between ownership and control. Since company ownership is dispersed, there is a heightened 

possibility for agency conflict and problems of earnings management. Greater earnings 

management increases the cost of equity capital of the firms because investors price-protect 

themselves against the increased risk to trading that earnings management practices of 

managers might bring. To discourage earnings management, companies can implement good 

CG practices as a mechanism to mitigate information asymmetry and thus help reduce the 

cost of equity capital. Section 3.3 discusses the literature on earnings management, corporate 

governance and cost of equity capital. The arguments underlying the development of each 

hypothesis for this study are discussed in section 3.4. Section 3.5 lists the control variables 

used in this study. Finally, section 3.6 summarises the chapter’s discussion. 

3.2 THEORETICAL FRAMEWORK 

There is a prevalence of corporate governance theories commonly discussed in the literature. 

These include stakeholder theory (Donaldson & Preston, 1995; Freeman, 1994), stewardship 

theory (Donaldson & Davis, 1991), resource dependency theory (Boyd, 1990; Davis & Cobb, 

2010; Drees & Heugens, 2013; Hillman, Withers, & Collins, 2009), social contract theory 

and legitimacy theory (Branco & Rodrigues, 2006). For a review of these alternative theories 

related to corporate governance, the interested reader is referred to Clarke (1998) and Yusoff 

and Alhaji (2012) who provide a comprehensive review of these alternative theories.   

Of the theories related to corporate governance, earnings management and cost of equity, 

Agency Theory is the most widely accepted and adopted by both academics and practitioners 

(Yusoff & Alhaji, 2012). Although some of these other theories are growing in prominence, 

some studies have questioned their explanatory power (for example, Guthrie & Parker, 1989). 

Therefore, this study focuses on the widely accepted Agency and Signalling Theories. 
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 Agency Theory 3.2.1 

The changing operating environment for companies in modern times involves significant 

changes in control patterns between ownership and management. Agency theory describes 

the contractual relationships between at least two parties. If there are mutually optimal 

benefits for all parties, agency theory predicts that there will be no problems in the 

relationship; however, if there are conflicting interests concerning assets, then an ‘agency 

problem’ will occur (Jensen & Meckling, 1976). It could be argued that the agency problem 

is an inherent problem caused by the separation between ownership and control. According to 

Crutchley and Hansen (1989) and Heinrich (2002), the agency problem does not only derive 

from the conflict of interest between shareholders and corporate managers but also from 

conflict between shareholders, and shareholders and bond holders. Agency conflict, 

therefore, is of three types: principal and agent, principal and principal, and principal and 

third party. 

3.2.1.1 Principal and Agent Conflicts 

An agency relationship between shareholders (principal) and corporate managers (agent) is 

defined by Jensen & Meckling (1976) as “a contract under which one or more persons (the 

principal (s)) engage another person (the agent) to perform some service on their behalf 

which involves delegating some decision making authority to the agent” (p. 5). Since the 

owners of companies do not perform the day-to-day operations, managers have control and 

power to make decisions on behalf of the owners. These decisions may not increase the 

owners’ wealth as these managers may act in their own interests, which may not necessarily 

align with those of the owners. 

3.2.1.2 Principal and Principal Conflicts 

Apart from traditional principal and agent conflicts, principal-principal conflict is also 

recognized as a major concern for corporate governance (Jiang & Peng, 2011). This type of 

agency conflict refers to conflicts between two groups of principals, one being the majority 

shareholders (controlling shareholders) and the other being the minority shareholders (non-

controlling shareholders). The recent studies of Jiang and Peng (2011), Ward and Filatotchev 

(2010), Su, Xu, and Phan (2008) and Young, Peng, Ahlstrom, Bruton, and Jiang (2008) assert 

that, particularly when a company’s ownership and control rights are concentrated in the 

hand of one family, there can be a problem when controlling shareholders use their 

concentration of power to achieve their own interests at the expense of minority shareholders 

(Jiang & Peng, 2011). Especially in emerging economies, minority shareholders often suffer 
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from the expropriations of controlling shareholders, who control the decisions made at the 

board meeting through their nominated directors (Young et al., 2008) and have an 

information advantage over minority shareholders (Anderson & Reeb, 2003). 

Forms of this expropriation include: transferring under-market value assets to individual 

controlling shareholders (Su et al., 2008), merging the company with another private firm of 

the controlling shareholders (Jiang & Peng, 2011), and impairing the independence of 

nominated board directors (Al-Fayoumi, Abuzayed, & Alexander, 2010). Furthermore, 

Young et al. (2008) argue that during times of economic crisis, controlling shareholders have 

higher motivation to expropriate from minority shareholders, especially when they suffer 

from the significant losses. 

3.2.1.3 Principal and Third Party Conflicts 

Another form of conflict can occur between the different interests of shareholders (principal) 

and bondholders (third party). Bondholders, characteristically, prefer risk-averse strategies to 

increase the probability of successfully getting back their investment. On the other hand, 

shareholders may be more willing to accept risky projects. This risk acceptance asymmetry 

occurs because, with risky projects, the shareholders will receive all of the profits themselves 

if the project succeeds but, if the projects fail, risk is shared with the bondholder. In effect, 

shareholders are transferring some of the risk to bondholders while maintaining upside 

potential (Jensen & Meckling, 1976; Mauer & Sarkar, 2003).  

 The Signalling Theory 3.2.2 

The concept of signalling theory is generated from information asymmetry (Spence, 1973). 

Signalling theory occurs when two parties have access to different information and one party 

knows more information than the other. The essence of signalling theory describes the 

situation in which the management team (signaller, insider), who know the real economic 

performance of (Allen & Faulhaber, 1989) and the products or services (Akerlof, 1970; 

Spence, 1973) of the company have the opportunity to convey (signal) or not convey this 

information to investors (receiver, outsider) (Connelly, Certo, Ireland, & Reutzel, 2011). 

Signalling theory also describes situations when informed investors have better information 

than uninformed investors (Allen & Faulhaber, 1989). When managers’ (signallers’) 

incentives are tied to the market value of the company, managers may be motivated to signal 

information that increasing their own interests. Spence (2002) suggests that one natural 

market response to adverse selection is “signalling” causing an adverse selection problem. 
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For example, Akerlof (1970) describes an example of where used cars salesmen deliberately 

withholds private information regarding the quality of their cars and do not signal this 

information to the buyer. Due to the lack of knowledge and experience of the buyer, quality 

differences may not be discerned before purchase. Allen and Faulhaber (1989) and Higgins 

and Gulati (2003) argue that without the historical financial information for investors in 

young firms to observe, the best information will be held by observing the firm itself. 

From a CG perspective, a board comprised of outside directors may signal the effectiveness 

of controlling and monitoring systems (Fama & Jensen, 1983). The board independence, 

board size and their reputation, which could signal the quality and performance potential of 

the firms, may also increase the investors’ confidence (Certo, Daily, & Dalton, 2001). 

Furthermore, when top executives increase their ownership by holding a substantial number 

of the company’s share, they signal to the market that they align themselves to the interests of 

the owners of the company (Goranova, Alessandri, Brandes, & Dharwadkar, 2007). It could 

be argued that as the owners of the company, top executives would do their best to increase 

the company’s interest. Therefore it should follow that the strategies created by them would 

be in the best interest of all owners. Goranova et al. (2007) argue that when management 

increases their ownership concentration, they are signalling to the capital market that their 

diversification strategies are set up based on all owners’ best interests. The background of the 

chief executive officers (CEOs) is also an important signal of the integrity of a company’s 

financial statement, which leads to an increase in the firm’s market value. For example, 

Zhang and Wiersema (2009) imply that the CEO’s background serves as a signal to the 

market regarding CEO certification credibility, and hence the firm’s financial statement 

quality. 

In terms of disclosure, firms benefit by signalling a credible commitment to continuously 

providing more open disclosure (Diamond, 1985). Gelb’s (2000) research suggests that when 

companies have a more open disclosure policy and use ratings disclosure, they signal 

transparency to the market and, consequently, lower their cost of capital. 

Signalling theory can also explain the role of board characteristics in communicating a firm’s 

quality in the initial public offering (IPO) context (Allen & Faulhaber, 1989; Certo, 2003; 

Certo et al., 2001; Cohen & Dean, 2005) where historical information of the company is not 

available for investors. Under the condition of information asymmetry between the existing 

company’s owner and potential IPO investors, the opportunity is created for the top 
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management team to signal some information to potential investors with the view to 

increasing the firm’s value in the IPO process (Cohen & Dean, 2005). 

Allen and Faulhaber (1989) point out that in the new IPO firms where no historical data is 

available, all important information will be held for only internal users. They posit that IPO 

firms signal underpriced shares in the market to allow future share prices to look more 

attractive to investors in the future. That is, if the IPO share price is lower than the real 

current share price, a lower than the current share price value could still be viewed as 

favourable by investors if it is above the IPO share price. Certo et al. (2001) show an 

association between board characteristics and IPO underpricing; that is, firms with larger 

boards and more prestigious outside directors are engage in less underpricing of IPOs. As 

well, they find that the board reputation reduces IPO underpricing. Cohen and Dean (2005) 

note that increasing the level of legitimacy of the top management team by only one unit 

reduces underpricing practice of IPO firms by 5.3 per cent. They conclude that the level of 

legitimacy of the top management team is the important signal of value in IPO firms. The 

findings of Certo (2003) support this view and offers evidence of a positive relationship 

between organizational legitimacy and firm performance of a prestigious board of directors. 

He postulates that the board structure has a symbolic role in influencing the decision-making 

processes that IPO investors use when purchasing shares. In other words, when IPO investors 

make their investment decisions, prestigious board structures are used as a sign of the quality 

of the non-financial information available. Based on signalling theory, Certo (2003) 

concludes that, without historical financial information for investors to access, companies can 

signal their organizational legitimacy and firm performance through a prestigious board 

director. 

Relying on the signalling theory of Spence (1973), Certo et al. (2001) explain that IPO 

companies are unknown to investors and, often, therefore, inherently suffer due to their 

market newness. Therefore, IPO firms signal the quality and performance of the firms 

through board characteristics as they believe that board characteristics increase the investors’ 

confidence. Consistent with their expectations and the signalling theory, they find that 

potential investors view the larger board as a signal of increased access to intangible and 

tangible resources of the company. 

In the corporate finance area of research, dividend policy and capital structure policy have 

been analysed as signals. For instance, Ross (1977) believes that the mixture of a company’s 
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capital is one of the signalling mechanisms in the market. One of the best-known signals is 

the undertaking of debt. He posits that companies retain debt in an effort to signal the quality 

of the firm. He suggests that increases in leverage lead to an increase in the market’s 

perceptions of value because high-quality companies are able to repay their debts. On the 

other hand, in low-quality firms, increases in leverage can also signal the possibilities of 

bankruptcy (Koumanakos, Siriopoulos, & Georgopoulos, 2005). This action could be called 

costly signalling as it increases the cost of financing and bankruptcy of firms. 

Company insiders have private information to determine whether their firm is a high or low 

risk firm, while outsiders do not have the information to make such a judgement. 

(Chemmanur & Fulghieri, 1997). Under circumstances where outsider have insufficient 

information about a company’s risk profile, the company may approach the capital market to 

raise capital in IPOs in the following ways: a high risk firm may issue a package that includes 

underpriced equity and warrants to signal higher expected value of future cash flow; and low 

risk firms may only issue underpriced equity to signal lower expected value of future cash 

flow. 

In the case of equity, Bhattacharya (1979) postulates that under conditions when investors 

receive imperfect information about the profitability of companies, cash dividend functions 

are used as a signal of expected cash flows. This is because only high quality companies can 

afford to pay the dividends consistently. However, DeAngelo, DeAngelo, and Skinner (1996) 

find that dividends have a tendency to be unreliable signals because of; i) overestimation of 

future earnings created by the overoptimism (behavioural bias) of managers when prospects 

of growth decline; and ii) weakening of the signal reliability by managers making only 

modest commitments of cash to the increase of dividends. As a result, they find no supporting 

evidence for the concept that decisions on dividends assist in identifying firms with higher 

future earnings. Koumanakos et al. (2005) suggest that a rise in equity could be viewed as a 

signal of risk. However, in their study on the Greek Stock Exchange, they fail to find 

evidence this argument but suggest that the failure to find the evidence may be due to the 

small sample size in their study. Bhattacharya and Dittmar (2003) place the signal of share 

repurchase into two different categories: one is costless signalling, when firms announce 

share repurchases but do not repurchase; the other is costly signalling, when firms announce 

and also repurchase. They address the fact that some companies announce a share repurchase 

but, because the signal succeeds – that is, there is an increase in share prices – they never 
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repurchase any stock; the announcement of a share repurchase attracts scrutiny, so the share 

price increases. 

3.3 LITERATURE REVIEW 

 Earnings Management   3.3.1 

In today’s modern operating environment, company ownership is dispersed, resulting in a 

separation of ownership and control (Fama & Jensen, 1983). Since the owner is not running 

the business, a group of managers is employed to operate it. So, when the interests of 

managers are not satisfied, they may be motivated to increase their own interests by 

decreasing shareholders’ interests (Jensen & Meckling, 1976). This separation between 

ownership and control creates a possible conflict of interest between the management team 

and shareholders, also called the agency problem (Fama & Jensen, 1983; Hart, 1995). 

Consequently, when one party can access information that is not available to other parties – 

especially if the information is needed for the exercise of judgment in the process of 

preparation and reporting of financial information – information asymmetry will occur. The 

discretion of parties with good access to information may affect the process of preparing 

financial information in a way that influences other parties for self-interested outcomes.  

Accounting usually involves flexibility or scope for professional judgment or discretion that 

allows companies to adopt policies that help them best capture their costs and revenues as 

well as the value of assets and liabilities. This flexibility in policies or possible discretion 

gives rise to earnings management practices employed by companies. For example, the 

scandal cases of inappropriate accounting practices involving corporate firms such as Xerox, 

Enron, WorldCom, Aldelphia, Tyco, Parmalat, One-Tel, and HIH raised serious concerns 

about the quality of financial reports and the inappropriate practices of management. 

(Ebrahim, 2007; Johl, Jubb, & Houghton, 2007; Kanchanapoomi, 2005). The collapses of 

such large corporations in the past have highlighted the intentional misconduct of managers. 

These concerns are likely to be much more significant in emerging markets where many 

market imperfections continue to persist. 

The well-known practice that naturally follows from the agency conflicts between related 

parties is called “earnings management”. According to Healy and Wahlen (1999) earnings 

management occurs “when managers use judgment in financial reporting and in structuring 

transactions to alter financial reports to either mislead some stakeholder about the underlying 
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economic performance of the company, or to influence contractual outcomes that depend on 

reported accounting numbers” (p. 368). Discretionary accruals have been extensively used as 

a proxy for earnings management over the last two decades. Subramanyam (1996) suggests 

that managers manipulate their earnings through accounting accruals because accounting 

accruals are associated with firms’ performance measures. Furthermore, Healy (1996) states 

that managers select accruals to make reported earnings a precise signal of the firm’s value, 

enhancing the value of accounting as a language for communication with investors. For 

example, managers may use their reporting discretion to write-down impaired assets on a 

timely basis if they believe that the long-term performance of those assets has declined. As 

well, managers use their discretion to conceal poor performance or exaggerate good 

performance for their own job security and compensation reasons and to transfer wealth from 

one group of shareholders to other groups of shareholders. For example, if managers are 

aggressive they are less likely to recognize asset impairments on a timely basis because it 

might lead to technical default on debt covenants (Healy, 1996) or reduced firm values. 

In addition, Healy & Wahlen (1999b) describe that if financial reports are to convey firms’ 

performance by managers then standards have to permit managers to exercise judgment in 

financial reports. Normally, managers exercise their judgment through accruals account. For 

example, judgment is required to estimate numerous future economic events that are reflected 

in the financial statements (lives and salvage values of long-term assets, deferred taxes, bad 

debts, asset impairments). Moreover, managers must exercise judgment in working capital 

management (inventory level, the timing of inventory shipments or purchase, account 

receivable policy), which affects cost allocation and net revenues. For these reasons, it is 

always possible that managers have access to information that is not available to 

stakeholders. Therefore, the firms’ earnings are unlikely to be transparent and informative to 

stakeholders. Thus, for the above reasons, this research will be focusing on discretionary 

accruals as a proxy for earnings management. 

Earnings management is widespread and can have serious and harmful effects on the future 

prospects of companies (Kao, Wu, & Yang, 2009a; Stehle, Ehrhardt, & Przyborowsky, 2000; 

Teoh, Welch, & Wong, 1998a). Additionally, investors may receive false information about 

the real economic performance of companies, causing wrong decision to be made, resulting 

in adverse selection and requiring higher returns to compensate for information risk 

(Bhattacharya et al., 2003; Chen, et al., 2011). 
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 Earnings Management Incentives 3.3.2 

Earnings management occurs for many reasons. For example, managers may manage their 

earnings with a view to influencing stock market perceptions, increasing their own 

compensation, reducing the likelihood of violation of lending agreements or avoiding 

regulatory intervention (Healy & Wahlen, 1999b; Teoh et al., 1998a). Motivations to engage 

earnings management practice can be divided into four categories: to influence stock market 

perceptions, to increase management compensation, to reduce the likelihood of violations of 

lending agreements, and to avoid regulatory intervention. 

3.3.2.1 Influence Stock Market Perceptions 

Reported earnings are the accounting language that management uses to report firms’ 

performance to stakeholders. Ideally, the financial reports should be relevant, reliable and 

transparent. However, since financial reports are conveyed by managers, the accounting 

standard usually permits managers to choose accounting choices to make financial reports 

more informative for users (Healy & Wahlen, 1999a). Managers may also use this 

opportunity to manage financial reports with a view to influencing stock prices. One clear 

example regarding the use of earnings management to influence stock market perceptions is 

that of “window dressing” to influence stock price in IPOs firms. Window dressing is an 

earnings management practice that makes financial reports appear more attractive to investors 

and stakeholders in the short-term; but this practice cannot hide poor performance of firms 

for long periods. Studies have examined whether managers manage firm’s earnings in periods 

prior to equity offers. For example, Teoh, Welch, and Wong (1998) show that IPO firms’ 

earnings management are high around the offering periods and that firms with higher 

discretionary accruals have poorer performance in the subsequent three years. Similarly, Kao 

et al., (2009b) and Stehle et al. (2000) find that IPO firms that report higher stock price 

performance have larger declines in post-IPO period. 

3.3.2.2 Increase Management Compensation 

Fixed salary, performance-based bonuses, compensation, and employee stock options are 

mainly paid to the top management by the company. Fixed salary is a fixed cost of the 

company, but performance-based bonus, compensation, and stock options are often tied to the 

firm’s financial performance. Since the manager’s bonus, compensation and stock options are 

tied to the reported earnings of the company, managers may be motivated to exercise 

earnings management in order to increase those personal gains that are aligned on firm’s 

accounting performance. Laux and Laux (2009) argue that accounting-based compensation 
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schemes encourage managers to manipulate earnings. Bergstresser and Philippon (2006a) 

indicate that managers often use accruals to temporarily manage reported income because 

accruals are part of earnings that are not reflected in current cash flows and they can use their 

own discretion to manage them. Laux and Laux’s result shows that companies with 

compensation that is tied to the company’s share price are likely to have high levels of 

earnings management. Carter, Lynch, and Zechman (2009) find that, before Sarbanes-Oxley, 

executives had an incentive to manage earnings upward to increase executive bonus 

compensation. Using US data from 1993-2000, Cheng and Warfield (2005) find that 

managers with high equity incentives are more likely to manage earnings for two reasons: 

one is to beat forecasts by analysts; and the other is to increase the value of the shares that 

will be sold in subsequent periods. Similarly, the study of Guidry, Leone, and Rock (1999) 

shows that managers usually manipulate earnings to maximize their short-term bonus plans. 

Using a UK sample, Kuang (2008) shows that when managers hold a larger proportion of 

compensation in performance-vested stock options they are more likely to manage earnings. 

Moreover, Meek, Rao, and Skousen (2007) and Gao and Shrieves (2002) find that CEO stock 

option compensation are positively associated with earnings management, suggesting that 

earnings management is more likely to appear in firms with a larger part of CEO 

compensation. 

3.3.2.3 Reduce the Likelihood of Violation of Lending Agreements 

Reported earnings are used for conveying management’s information not only stock 

investors, but also to debt investors. The motivation for manager to engage earnings 

management practice is to reduce the likelihood of violation of lending agreements which is 

often imposed by creditors. Kim, Lei, and Pevzner (2010) indicate that the avoidance of debt 

covenant violations can give manager incentive to commit earnings management activity. 

DeFond and Jiambalvo (1994) argue that debt covenant violations increases re-contracting 

cost. Healy and Wahlen (1999a) argue that lending contracts are written to limit manager’s 

opportunity to increase their own interest at the expense of creditors. Therefore, these 

contracts generate motivation for managers to engage earnings management practice to 

maintain the situation under restrictions imposed by creditors and this practice is likely to be 

costly to mitigate by compensation committees and creditors (Watts & Zimmerman, 1990). 

Previous studies have investigated whether companies that are close to violation of lending 

agreement manage their earnings. For example, DeAngelo, DeAngelo, and Skinner (1994) 

show that in year before the dividend reduction, firms with binding covenants are likely to 
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have higher accruals than firms without binding covenants. This is because the managers 

have strong motivation to increase earnings to reduce covenant violations. Holthausen and 

Leftwich (1983) find that firms that close to their dividend constraints are likely to change 

their depreciation accounting policy to straight-line depreciation method. DeFond and 

Jiambalvo (1994) find that firms manage its earnings upwards one year prior to the covenant 

violation. Jaggi and Lee (2002) find that in financial distressed firms, managers manage 

earnings upwards if they are able to obtain waivers for debt covenant violations, and manage 

earnings downwards if debt restructuring takes place or debts are renegotiated because 

waivers are denied.  

3.3.2.4 Avoid Regulatory Intervention 

Listed companies are usually disciplined by a number of regulations. To avoid regulatory 

intervention, companies need to satisfy certain regulatory requirements. Especially, if these 

requirements are linked to the accounting–based performance of the companies, managers 

may be motivated to manipulate accounting figures to meet the requirements. It could be 

argued that such regulations create incentives to manipulate the financial information of 

interest to regulators. 

A good example of this is the case of companies in Thailand who have been placed in a 

rehabilitation sector by SET, who manipulate accounting information to enable the company 

to be returned to the normal sector. In Thailand, listed companies who have been placed in 

the “REHABCO” (rehabilitation) sector can transfer to the normal sector if they completely 

resolve their financial and operational problems. The most important criteria that the SET 

will look at is the company’s accounting-based performance of the companies, which need to 

have: a positive shareholders’ equity and a net profit from core business in three consecutive 

quarters or one year prior to the submission of applications; the ability to demonstrate the 

company’s strong financial position and performance on continuous basis; and so on (The 

Stock exchange of Thailand, 2003). It could be argued that since the main criteria of the SET 

are aligned to the accounting-based performance of the firm, managers may be the motivated 

to manage reported income in order to meet the SET’s criteria. Unfortunately, there is no 

study examine the level of earnings management in companies under rehabilitation plan. 

Sukeecheep (2006) found that Thai private companies with higher corporate tax are likely to 

manage earnings downwards to reduce tax expense and this activity declined after the 

government announced decreases in the tax rate. In New Zealand, Bowman and Navissi 
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(2003) examine the relationship between earnings management and price control regulations. 

They show that firms are likely to engage in earnings management in order to show evidence 

financial hardship. Their study suggests that firms engage in income-decreasing earnings 

management to increase the likelihood of price increase approval caused by the introduction 

of a “Price freeze regulations”. As well, they find that the affected firms with this regulation 

are likely to manage earnings more aggressively compared to unaffected firms. In China, 

Chen, Chen, and Su (2001) indicate that companies subject to asymmetric profitability 

regulations are more aggressive in earnings management. They find that, to meet the 

regulatory target profitability level, managers significantly engage in earnings management 

practice. They also find that the accounting methods used in managing earnings by mangers 

are associated with an increased frequency of modified audit opinions. In Taiwan, Jaggi, 

Chin, Lin, and Lee (2006) find that the disclosure regulation resulted in more optimistic 

forecasts than conservative forecasts. However, firms disclosing optimistic earnings forecasts 

are more likely to engage in earnings management. Guan and Pourjalali (2010) examine the 

effect of accounting regulations on earnings management in 27 countries. They find that 

debt-to equity ratio affects both income-decreasing and income-increasing earnings 

managements. 

 Corporate Governance 3.3.3 

The importance of CG in improving monitoring functions and aligning the interests of 

shareholders and managers so that firms are operated in a manner that benefits shareholders 

have been widely discussed in the literature. However, there is no specific definition of what 

CG means. Shleifer and Vishny (1997) define corporate governance as the mechanisms to 

maximise stakeholders’ wealth. La Porta, Lopez-de-Silanes, Shleifer, and Vishny (2000) 

explain that the key to CG lies in protecting outside investors through legal systems. 

Similarly, Solomon (cited in  Brennan & Solomon 2008) define CG as “an internal and 

external checking system which makes sure that companies fulfil their accountability to every 

stakeholder and are socially responsible in all business activity areas” (p. 8). CG can also be 

referred to as the system by which a business is directed and controlled (Chen et al., 2012). 

The OECD Principles of Corporate Governance (2004) notes that “Corporate governance 

involves a set of relationships between a company’s management, its board, its shareholders 

and other stakeholders. Corporate governance also provides the structure through which the 

objectives of the company are set, and the means of attaining those objectives and monitoring 

performance are determined” (p. 11). 
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In Thailand, the National Corporate Governance Committee (2013b) defines CG as: 

A system having structure and process of leadership and corporate control to 

establish the transparent working environment and to enhance the company’s 

competitiveness to preserve capital and to increase shareholders’ long-term value 

by taking into consideration; business ethics, the interest of other stakeholders 

and society. 

It is claimed that good CG should motivate management and the board directors to act in a 

way that increases both the company’s and the shareholders’ interests. Good CG should also 

improve the effectiveness of the monitoring of the company’s operations (OECD, 2004). 

Therefore, better CG helps companies in different ways. It establishes effective internal 

controls, enhances the quality of disclosures, improves credibility of information and reduces 

earnings management (Abed et al., 2012; Becker et al., 1998; Bedard, Chtourou, & Courteau, 

2004; Chen et al., 2012; Davidson, Goodwin-Stewart, & Kent, 2005b; Ebrahim, 2007; Klein, 

2002; Liu & Lu, 2007; Park & Shin, 2004; Xie, et al., 2003). This leads to enhanced 

investors’ perceptions of the reliability of a company’s reported financial information and to 

improved shareholders’ confidence in a company being operated in their best interests rather 

than in the interest of management. This, thereby, decreases the cost of equity capital. 

 Earnings Management and Corporate Governance 3.3.4 

3.3.4.1 Board Characteristics  

In the situation where the ownership (shareholders) and control (management) are separated, 

the board of directors is one of the most important internal governance mechanisms for 

monitoring and reducing the agency problem between shareholders and managers (Fama & 

Jensen, 1983). As a primary responsibility, the board of directors is required to provide a 

monitoring role on behalf of shareholders (Klein, 2002) and to direct the firm towards 

achieving its corporate goals and complying with the relevant regulations (Abdullah, 2004; 

Chen et al., 2012; La Porta et al., 2000). However, Saleh, Iskandar, and Rahmat (2005) argue 

that, even though the directors are responsible for ensuring that the reported financial 

statements are compliant with the accounting standards, in practice, accounting standards are 

flexible and allow companies to adopt their own policies to serve the needs of managers. In 

this regard, Saleh et al. (2005) suggest that compliance with accounting standards may not be 

a guarantee that financial statements are free from manipulation. 



 

 

56 

Under an appropriate CG system, the existence of the board directors’ characteristics should 

protect investors from management’s misconduct (Bedard et al., 2004; Hashim & Devi, 

2008a; Vafeas, 2000); that is the experience of board members, their independence and the 

board’s composition should act to monitor management functions (Bradbury, Mak, & Tan, 

2006; Brickley, Coles, & Jarrell, 1997). In order to enhance the effectiveness of the 

monitoring role, the board of directors needs to be comprised of outside board directors (non-

executive board) who do not have an active day-to-day management role (Klein, 2002; 

Peasnell, Pope, & Young, 2005). For example, using 692 firm years from the S&P 500 list in 

the period 1992-1993, Klein (2002) found strong evidence that board independence reduces 

abnormal accruals as a proxy for earnings management in US firms. Peasnell, Pope, and 

Young (2003) infer that outside directors will effectively control agency costs when the level 

of managerial ownership is low. However, they are unsure about the effectiveness of the 

outside directors when the managerial ownership is high. Another study by Peasnell et al. 

(2005) focused on the effect of the monitoring role of the outside director and the audit 

committee on abnormal accruals. They found that outside directors reduce the possibility of 

managers fabricating abnormal accruals, which show an increase in income in order to 

circumvent the reporting of a loss or a reduction in earnings. However, they could not find 

evidence that the presence of an audit committee has any affect which manipulatively 

increases a company’s earnings. Similarly, the study by Saleh et al. (2005) also evaluated the 

effectiveness of board characteristics in monitoring management’s behaviour. They found 

that, with the exception of the duality role between the CEO and the Chairman, board 

characteristics are negatively associated with earnings management, especially when the 

trend of avoiding losses of companies are high. However, in Thailand most studies did not 

find evidence that board independence can improve the quality of CG. Contrary to 

conventional expectation,  the studies find that an outside board reduces the quality of CG, 

which, consequently, decreases the firm’s performance (Connelly et al., 2012; Rachpradit et 

al., 2012; Yammeesri & Herath, 2010) and increases earnings management (Sukeecheep et 

al., 2013). 

The number of board seats occupied by directors and their monitoring ability could also be an 

important characteristic of CG. This board characteristic is called “board interlocking”, which 

refers to the directors who perform their duty as a board member in two or more companies. 

Concerns regarding the effectiveness of directors with multiple outside directorships have 

been given attention by several studies. There are previous studies which infer that directors 
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who simultaneously serve as a director in other firms signal their reputation, knowledge and 

experiences which could constrain information asymmetry and earnings management (Fama 

& Jensen, 1983; Markarian & Parbonetti, 2009; Saleh et al., 2005; Sukeecheep et al., 2013). 

Beasley (1996) utilises the interlocking directorships as a measurement of a board’s 

reputation, which could enhance the effectiveness of monitoring functions. From this point of 

view, board interlocking should mitigate the earnings management practice of managers. For 

example, using listed companies in the Philippines as a sample, Banderlipe (2009a) found 

that the interlocking of both independent directors and managerial directors is the most 

influential governance mechanism in mitigating earnings management in that country. 

Similarly, Markarian and Parbonetti (2009) find that directors on a board of directors of the 

company who simultaneously hold a board position in a bank are likely to perform the 

monitoring process effectively. In addition, Saleh et al. (2005) found that an experienced 

management team with multiple directorships performs a better monitoring role, which 

reduces earnings management of the companies. Finally, Sukeecheep et al. (2013) found that 

board directors who hold multiple directorial positions in other Thai listed companies are 

likely to have the knowledge, expertise and experience to carry out the monitoring functions 

effectively. 

On the other hand, interlocking directorships can also result in ineffective monitoring. 

Studies with this finding contend that directors holding multiple directorships often find it 

hard to attend board meetings and, therefore, provide inadequate advice or tend to shirk their 

responsibility (Beasley, 1996; Chou, Li, & Yin, 2006; Fich & White, 2003). Beasley (1996) 

argues that multiple directorships are often the reason why financial fraud in firms is not 

detected. In this regard, Sarkar, Sarkar and Sen (2006) emphasize the “busyness” of outside 

directors. They state that directors who hold many positions in other companies may be too 

busy to participate in board meetings and monitor executives effectively. Their results also 

show that boards with busy directors (interlocking directorships) are significantly associated 

with increasing discretionary accruals. Emphasizing the number of multiple board positions 

on firm performance, Fich and Shivdasani (2006) and Santos, Silveira and Barros (2009b) 

suggest that board directors who hold more than three directorships in other companies are 

likely to have less time to focus on the problems of the companies on whose boards they have 

memberships. Their results also show that the work load of the board negatively affects the 

firm value, especially if directors hold three or more directorships in other companies. 

Furthermore, Chiu, Teoh, & Tian (2009) state that the earnings management practice can 
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spread from firm to firm through the social network of the board directors. Their result shows 

that firms with directors holding multiple directorships of other firms that restate earnings are 

likely to restate their own financial statements as well. 

The effectiveness of a board’s monitoring ability could also depend on how the board is 

structured and organised. Ghosh, Marra, and Moon (2010) argue that the effectiveness of 

board size on the board’s monitoring activities is ambiguous. Organizational theory indicates 

that larger groups are likely to require more time to solve a company’s problems (Vafeas, 

2000). In the area of a firm’s performance, the studies of Yermack (1996) and Eisenberg, 

Sundgren, and Wells (1998) conjecture that board size should be inversely associated with 

the firm’s performance. Their study results indicate that smaller sized boards of directors are 

likely to increase the firm’s performance. Furthermore, Xie et al. (2003) show that smaller 

sized boards are more effective monitors than larger sized boards – which could result in 

lower earnings management (Cornett, Marcus, & Tehranian, 2008). An opposing viewpoint is 

that the larger board size can decrease earnings management. Using data from Singapore and 

Malaysia, Bradbury et al. (2006) find that a large board size is associated with lower earnings 

managements. Similarly, Ghosh et al. (2010) examine 9,290 firm-years in the US between 

1998-2005 before and after the Sarbanes-Oxley Act. They find that the board size is 

negatively associated with earnings management. In addition, using a sample from the 

football industry in European countries, the study of Dimitropoulos (2011) shows that larger 

boards increase the quality of financial reporting. 

According to Brennan and Solomon (2008), good corporate governance should increase the 

quality of the systems of checks and balances in the company. However, if the CEO also 

performs the role of chairman of the board of directors, it is more likely to decrease the 

effectiveness of the board monitoring activities. Cornett et al. (2008) indicates that the power 

of the CEO will be concentrated when the CEO and the Chairman are the same person and 

the power could allow the CEO to engage in earnings management. 

Finally, the monitoring functions of the board of directors are less meaningful if board 

members seldom meet, are too busy and have limited time to participate or exchange their 

ideas in the meeting room (Jensen, 1993). With respect to the board meeting, Lipton and 

Lorsch (1992) argue that boards that meet more often could carry out their duty and solve the 

problems of the companies effectively. In this regard, Mousa and Desoky (2012) find that the 

firms with larger boards are more likely to increase the firms’ performance, measured by 
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earnings per share, than firms with smaller boards. Similarly, Vafeas (1999) found evidence 

that the number of board meetings is positively associated with the firms’ performance. In 

terms of earnings management, Sarkar, Sarkar, and Sen (2008) find that the diligence of the 

boards (measured by the number of meetings attended by the independent board directors) 

reduces earnings management. Consistently, Xie et al. (2003) find that frequency of board 

meetings are negatively associated with earnings management. However, Sukeecheep et al. 

(2013) find that there is no association between frequency of board meetings and earnings 

management.  

3.3.4.2 Audit committee effectiveness 

The role of audit committee is an important mechanism of CG. The audit committee is a sub-

committee of the board of directors that is responsible for monitor the financial reporting 

processes of the companies. Audit committees act as an intermediate group between the 

board and the company’s internal controllers, and also between management and the external 

auditors (Bradbury et al., 2006). As well, audit committees are viewed as a primary safeguard 

by external auditors (Birkett, 1986). Therefore, if external auditors are “public watchdogs” 

(Levitt, 1998), the audit committee could be viewed as “internal watchdogs” for monitoring 

the company’s financial reports. 

The degree of audit committee meeting activity signals their responsibility in monitoring a 

company’s financial processes and management’s aggressive behaviour. Xie et al. (2003) 

find that companies with lesser audit committee activity are likely to have high earnings 

management. Similarly, Beasley (1996) finds a positive relationship between the frequency 

of audit committee meetings and fraud. Abbott, Parker, and Peters (2004) find that the 

activity level of audit committee decreases the occurrence of financial restatement. 

To enhance the effectiveness of monitoring systems, audit committee’s independence, 

participation, size and financial expertise are important mechanisms. For example, Bradbury 

et al. (2006) examine the relationship between audit committee characteristics and abnormal 

accruals. They find that audit committees are only effective in decreasing abnormal accruals 

when all members are independent directors. 

In term of size of audit committee, Choi, Jeon, and Park (2004) state that larger audit 

committees with various expertise are likely to perform more intensely in monitoring the 

company’s financial reporting process. Ahmad-Zaluki and Wan-Hussin (2010) investigate 

the effect of the audit committee size on the Malaysian IPO management earnings forecasts 
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accuracy. Their result shows that larger audit committee size leads to greater forecast 

accuracy. Similarly, García, Barbadillo, and Pérez (2012) examine the effect of the audit 

committee and the internal audit on the quality of earnings using 108 non-financial Spanish 

companies that traded on the Madrid Stock Exchange during 2003-2006. They find that audit 

committee size is negatively associated with earnings management. From their findings, it 

could be asserted that a greater number of audit committee members is more likely to detect 

earnings management than a smaller team. Ghosh et al. (2010) examine the relationship 

between audit committee size and earnings management for pre-Sarbanes-Oxley Act years 

compared to the post-Sarbanes-Oxley Act years. Using a sample of 9,290 US firms over 

periods 1998 to 2005, they find that a greater number of audit committee members, with a 

greater breadth of knowledge, are more effective in investigating the company’s financial 

reporting. Covering only post-Sarbanes-Oxley period, Sun, Liu, and Lan (2011) examine 175 

US firms from 2003 through 2005. Contrary to Ghosh et al., their result show that there is no 

associations between the audit committee size and earnings management. 

On the other hand, Karamanou and Vafeas (2005) argue that audit committee size is likely to 

have an unclear outcome on their monitoring function. Although larger audit committees 

have a broader base of knowledge on which to draw, they can also experience the loss of 

process and suffer from responsibility diffusion. In reality, audit committees usually consist 

of four to five members and are understaffed. Xie et al. (2003) examine the role of the board 

and the audit committee and the effect on earnings management of 282 firm years in 1992, 

1994 and 1996 from the S&P 500 index. They find that when an investment banker serves on 

the audit committee, this seems to improve the monitoring function of the committee. 

However, no relationship between the audit committee size and discretionary accruals as a 

proxy for earnings management was found in their study. 

Similarly, Davidson et al. (2005b), indicate that, unlike the financial expertise of the audit 

committee, the size of the audit committee might not be a powerful proxy for audit 

committee effectiveness compared to the experiences and financial expertise of the members. 

This is because the expertise of audit committee members, such as long term experience in 

accounting and financial backgrounds, is the important factor in detecting material 

misstatements and managerial misconducts. Zhou and Chen (2004) argue that the expertise of 

an audit committee enhances the quality of internal control of the company. Abbott et al. 

(2004) document that the companies with an audit committee that includes at least one 

member with financial expertise are less likely to have financial restatement. In terms of 
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market reaction to the financial expertise of audit committee members, DeFond, Hann, and 

Hu (2005) report a positive relationship between market reaction and accounting-financial 

expertise of audit committee. It is suggested that the market views audit committee’s 

accounting-financial expertise as a factor to improve CG. However, no reaction of the market 

is found in non-accounting financial expertise of audit committee members. 

3.3.4.3 External Auditor effectiveness 

One mechanism that might constrain earnings management is the effectiveness of the 

external auditor. Davis, Ricchiute, and Trompeter (1993) indicate that higher audit fees 

received by auditors increase audit effort. Based on a large sample of NSE-traded S&P 1500 

stocks, the evidence of Ascioglu, Hegde, and McDermott (2005)’s study shows that audit 

fees are negatively associated with disclosure quality. Their result suggests that firms paying 

high audit fees are more likely to disclose high quality in both financial and non-financial 

reporting. 

Auditor Reputation can be jeopardized if the companies as their clients are found to have 

overstated earnings (St. Pierre & Anderson, 1984). Therefore, auditors with high reputations 

would work harder if they believe that their clients are trying to manage earnings. Caramanis 

and Lennox (2008b) argue that auditor’s effort in reducing earnings management of the 

companies is higher for Big five firms because these firms trend to provide higher-quality 

audits compared to non-Big five firms. Their result strongly show that audit hours are 

negatively associated with income-increasing earnings management in the Big five audit 

firms. Francis, Maydew, and Sparks (1999) show that firms with higher earnings 

management are likely to appoint high reputed audit firms such as those belonging to the Big, 

6 to provide opinion that their reported earnings are credible. However, they find that the Big 

6 firms can mitigate aggressive and potentially opportunistic reporting of accruals in those 

firms. Francis and Wang (2008) show that when the investor protection regimes are stricter, 

Big 4 audit firms are more alert in detecting client misreporting. To maintain their reputation, 

Big 4 audit firms are likely to enforce higher earnings quality. Contrasty, non-Big 4 audit 

firms are less affective because they have less reputation.  

Larcker and Richardson (2004) examine the effect of fees paid to audit firms on accrual 

choice and corporate governance of 5,103 firm-years during 2000-2001. Their results show 

that the level of audit fees paid to the auditor is negatively associated with the firm’s accruals. 

They suggest that the auditor’s performance varies depending on how much auditors are 
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being paid. Consistently, the study of Frankel, Johnson, and Nelson (2002) also shows that 

audit fees are negatively related to earnings management. 

Geiger and Rama (2003) examine the influence of audit fees and the types of auditor 

reporting in terms of auditor opinion. They find firms that pay high audit fees are more likely 

to receive a going-concern modified audit opinion. This is because auditors that are paid high 

audit fees are more likely to have the time required to detect material errors and to focus on 

the audit process effectively. Similarly, Craswell, Stokes, and Laughton (2002) show that the 

level of auditor fee does not affect auditor propensity to issue unqualified audit opinion. This 

means that there is no guarantee that companies who pay high audit fees will receive an 

unqualified audit report. On the other hand, higher audit fees can affect the impartiality of the 

auditors. Using a sample of 429 public, non-regulated and Big 5 audited companies for the 

year 2000, Abbott, Parker, and Peters (2006) show that audit fees are positively associated 

with earnings management. For example, their results show that firms paying high audit fees 

are likely to manage their earnings upward (positive discretionary accruals). In contrast, the 

firm that pay less audit fees is likely to manage their earnings downward (negative 

discretionary accruals). Consistently, Antle, Gordon, Narayanamoorthy, and Zhou (2006) 

examine whether the audit fee paid to an auditor is associated with abnormal accruals using 

2,297 UK firm-years from 1991-2000 and 1,570 US firm-years in 2000. Their result shows 

that the audit fee is positively related to abnormal accruals. They suggest that higher audit 

fees lead to more acceptance of abnormal accruals. Finally, a positive relationship is also 

found in the study of Gul, Chen, and Tsui (2003) after they examined the links between 

discretionary accruals and audit fees of 648 Australian firms in 1993. 

In terms of audit opinion, Butler, Leone, and Willenborg (2004), Francis and Krishnan (1999) 

and Johl et al. (2007) find that companies receiving modified audit opinion (qualified, 

adverse or disclaimer opinions) have higher earnings management than companies receiving 

unmodified audit opinion (unqualified opinion). For non-audit services fees, Dee, Lulseged, 

and Nowlin (2002), examine the effect of the non-audit fee (as proxy for audit independence) 

on earnings quality, and found that firms with high proportions of non-audit fees have 

reported higher levels of earnings and high discretionary accruals. Bloomfield & Shackman 

(2008) provide evidence of a relationship between non-audit service, auditor independence 

and financial restatements. They find that firms paying higher non-audit services fees are 

more likely to restate earnings. Consistent with this, Gore, Pope, and Singh (2001) find that 

non-audit services impair auditor independence when the auditor is a non-Big 5 firm than 
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when it is a Big 5 audit firm. They also find that the ratio of expenditure on non-audit 

services to total audit fees are positively associated with discretionary accruals whether firms 

use the Big-5 or the non-Big 5 audit firms. Using 254 Taiwan firms during the period 2002-

2003 as a sample, Chin, Tsao, and Chi (2007) found evidence that non-audit service fees are 

positively associated with the bias (accuracy) of management earnings forecasts. Their result 

shows that firms paying high non-audit fees tend to forecast earnings inaccurately. Similarly, 

Frankel et al. (2002) found that non-audit fees are positively related to discretionary accruals. 

Contrary to general expectations, Antle et al. (2006) examine the relationship between the 

audit fee and abnormal accruals of 2,297 UK firm-years from 1991-2000 and 1,570 US firm-

years in 2000, and found that a firm with high non-audit fees is likely to have less abnormal 

accruals. Consistently, Choi, Lee, and Jun (2009) examine the association between the tax 

consulting service by incumbent auditors and earnings management in Korea. Their finding 

show that the provision of tax services by the auditor improves earnings quality. They assert 

that the knowledge and experience of the auditor can mitigate tax avoidance in the 

companies. Krishnan and Visvanathan (2011) also investigate the association between 

auditor-provided tax services and loss avoidance as a proxy for earnings management. They 

also find that tax service fees paid to the incumbent auditor is negatively associated with 

earnings management. They suggest that audit firms providing both audit and tax services to 

their clients can contribute more to audit quality, which, thereby, reduces earnings 

management. Additionally, Koh, Rajgopal, and Srinivasan (2013) examine the influence of 

non-audit services on financial reporting quality. They find that non-audit services are related 

to better quality financial reporting, such as lower earnings management and higher earnings 

informativeness. However, no relationship between non-audit fees and earnings management 

is found. For example, Bloomfield and Shackman (2008) find weak evidence to support the 

assertion that firms with high non-audit fees are more likely to restate their earnings. Using a 

sample of 237 firms-year that are listed on the New Zealand Exchange during 1995-2001, 

Cahan, Emanuel, Hay, and Wong (2008) find that there is no relationship between non-audit 

fee and discretionary accruals as a proxy for earnings management. 

3.3.4.4 Ownership Structure 

The separation between ownership and control can create a conflict of interest between 

principle (shareholders) and agent (managers). This is known as the agency problem (Jensen 

& Meckling, 1976). On the one hand, traditional agency theory suggests that larger 

shareholdings by managers can reduce the agency problem as it serves to align the interest of 
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management with those of other shareholders (Jensen & Meckling, 1976). This is because the 

management team would work hard to increase the shareholder’s wealth, which would 

simultaneously increase their own interest. On the other hand, managers who own a 

significant number of a company’s shares are viewed to have power over other shareholders. 

This controlling power provides an advantage to managerial shareholders to increase their 

own interest at the expense of the other shareholders (Jiang & Peng, 2011). This is because 

they are less likely to be disciplined and controlled by the other managers (Morck, Shleifer, 

& Vishny, 1988). 

In terms of family ownership, Siregar and Utama (2008) report that 85 per cent of firms in 

developing countries are controlled by family owners. In contrast, there is only 10 per cent 

and 20 per cent family ownership in the UK and US respectively. It is not surprising that Thai 

culture has influenced the pattern of the family business, which persists even in the 

companies that are listed on the SET. Two practices dominate how families maintain their 

concentrated ownership in Thailand: holding equity directly under their names, and through a 

pyramid structure (holding a majority of shares in the parent company and, in turn, holding a 

majority share in the subsidiary company) (Dhnadirek & Tang, 2003; Jongsureyapart, 2006; 

Limpaphayom & Connelly, 2004). According to Al-Fayoumi, et al (2010), firms with higher 

levels of family ownership have higher levels of information asymmetry between minority 

shareholders and managers compared to firms that have high institutional ownership. 

Normally, the top manager’s position is held by a member of the family (Dhnadirek & Tang, 

2003), who is also in the best position to set up the policy and nominate the board of 

directors. If both the top management and the board of directors are drawn from members of 

families, there can be less effective monitoring and earnings management could be high. 

Consistent with this, Murhadi (2009) shows that high levels of family ownership has a 

positive influence on earnings management practices. 

Finally, the role of institutional shareholders is considered as an important corporate 

governance mechanism in enhancing the quality of monitoring functions. Prior study 

suggests that when institutions hold a significant number of the company’s shares, they 

become more actively involved in the monitoring functions and disciplining of managerial 

discretion (Choi & Seo, 2008; Gillan & Starks, 2003; Gillan & Starks, 2000; Hadani, 

Goranova, & Khan, 2011; Koh, 2003a; Mitra & Cready, 2005). The study by Jiang and 

Anandarajan (2009) supports this view and shows that external monitoring by institutional 

shareholders restrains the ability of managers to opportunistically manage reported earnings. 
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This is because institutions are likely to be actively involved in influencing the strategic 

direction of companies, which could increase accounting transparency. Similarly, the study 

results of Choi and Seo (2008) confirms that a higher degree of institutional ownership 

enhances accounting transparency in Korean firms. In contrast, Koh (2003b) find that for 

companies with a low degree of institutional ownership, institutional ownership is positively 

associated with earnings management. Hsu and Koh (2005), Koh (2007) and Jiang and 

Anandarajan (2009) find that institutional ownership increases earnings management if they 

focus on short-term performance of the companies. 

 Cost of Equity Capital 3.3.5 

The cost of capital is the amount that a company pays for the use of its capital. Understanding 

the association between disclosure levels and the cost of equity capital is important for the 

management of companies and its investors. This is because lower disclosure levels lead to 

higher investor uncertainty. In return for bearing this uncertainty, higher dividend payouts 

may be demanded by investors to compensate for their investment risk. Consequently, a 

higher dividend payout increases the cost of equity of the company because high risk 

premiums are expected by investors (Poshakwale & Courtis, 2005). 

According to Arthur Levitt, former Chairman of the Securities and Exchange Commission, 

firms with higher quality accounting standards are likely to have higher liquidity and lower 

cost of equity capital (Levitt, 1997). Similarly Neel Foster (2003), a former member of the 

Financial Accounting Standards Board, stated that: “More information always equates to less 

uncertainty, and it is clear that people pay more for certainty. Less uncertainty results in less 

risk and a consequent lower premium being demanded. In the context of financial 

information, the end result is that better disclosure results in a lower cost of capital” (p.1). 

From these statements, it could be argued that regulators have agreed that a high quality of 

financial information could lead to the reduction of the cost of capital. 

Biddle, Hilary, and Verdi (2009) argue that higher financial reporting quality reduces moral 

hazard and adverse selection that hamper efficient investment. To determine the quality of 

financial reporting, Jonas and Blanchet (2000) described the two perspectives used in 

evaluating the quality of financial information; one is based on the needs of users who are 

mainly concerned with providing reliability and usefulness for their decision making. The 

other perspective is focussed on the notion of shareholder or investor protection which is 

mainly concerned with providing sufficient, transparent and competent information for the 



 

 

66 

shareholder/investor’s needs (Jonas & Blanchet, 2000). Therefore, the quality of financial 

reporting could depend on the comprehensiveness and transparency of information disclosed 

to all financial users, including shareholders/investors. 

The following sections provide a literature review related to the cost of equity capital. As can 

be seen from these sections, a number of studies focus on the relationship between cost of 

equity and disclosure level. However, the research on cost of equity in the area of earnings 

management is still few. The following sections also discuss the relationship between the cost 

of equity capital and corporate governance. Studies show that good corporate governance 

reduces earnings management and increases the quality of financial information, thereby 

leading to a reduced cost of equity capital.  

3.3.5.1 Cost of Equity Capital and Transparent Disclosure 

At present, there are a number of empirical studies that examine the association between 

disclosure level and the cost of equity capital. This area of research focuses on two streams: 

one is the relationship between financial disclosure and the cost of equity capital; the other 

one is the relationship between non-financial disclosure and the cost of equity capital. 

Firstly, most research in this area investigates the financial disclosures that have influence on 

the cost of equity capital (Botosan, Plumlee, & Xie, 2004; Dhaliwal, Li, Tsang, & Yang, 

2011). Generally, the extant empirical research strongly shows that there is a negative 

relationship between disclosure level and the cost of equity capital (Botosan, 2006; Botosan 

et al., 2004). For example, Poshakwale and Courtis (2005) examined the relationship between 

disclosure scoring model as a proxy for disclosure levels and the cost of equity capital of 135 

banks in Europe, North America and Australia. Their findings reveal that disclosure level is 

negatively associated with the cost of equity capital, especially risk management disclosure. 

Eaton, Nofsinger, and Weaver (2007) argued that there are differences between the US 

Generally Accepted Accounting Principles (GAAP) and the International Accounting 

Standards (IAS) and, therefore, these differences could explain the different results. 

Therefore, they examined the association between 20-F disclosure which reconciles GAAP 

and IAS as a proxy for disclosure levels and the cost of equity capital. They used the 

international companies’ crossing-listing on the New York Stock Exchange as their sample. 

Consistent with Poshakwale and Courtis’ (2005) results, Eaton et al. (2007) find that a high 

disclosure level has the potential to reduce information asymmetry, thereby reducing the cost 

of financing. Lopes and de Alencar (2010) also investigate the association between disclosure 
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levels and the cost of equity capital of 276 Brazilian firm-years on the Sao Paulo Stock 

Exchange in 1998, 2002, 2004 and 2005. Their results suggest that greater disclosure reduces 

the cost of equity capital. Francis, Khurana, and Pereira (2005) examine the relationship 

between disclosure incentives and the cost of capital of 34 countries around the world. They 

hypothesize that the different legal and accounting systems in different countries could 

constrain the effectiveness of the disclosures. Their results reveal that firms heavily relying 

on external financing have higher voluntary disclosure levels and this additional policy leads 

to a lower cost of capital. 

To protect the investing public from unequal access to information, the US Securities and 

Exchange Commission (SEC) enacted the Regulation Fair Disclosure (Reg FD) (Chen, 

Dhaliwal, & Xie, 2010). Reg FD aims to equalize information across investors by prohibiting 

companies from disclosing information to only select groups, which could cause 

asymmetrical information problems. After examining the influence of Ref FD on the cost of 

equity capital, Chen, Dhaliwal, and Xie (2010) find that the cost of equity capital in the post-

Reg FD period is lower than pre-Reg FD period. Similarly, to evaluate the effectiveness of 

Reg FD, Baginski and Rakow Jr (2012) investigate the association between the management 

earnings forecast disclosure policy and the cost of equity capital of 1,355 companies during a 

4-year post-Reg FD period. Their findings show that the management earnings forecast 

disclosure policy is negatively associated with the cost of equity capital. 

Despite the fact that the existing empirical research discussed above tends to support a 

negative association between disclosure levels and the cost of equity capital, other research 

has reached different conclusions. When Botosan (1997) examined the relationship between 

the disclosure level and the cost of equity capital of 122 manufacturing companies in 1990, 

she found no significant association between the two. She suggests that it is because the 

information provided in the annual report may not be the appropriate proxy for overall 

disclosure. Furthermore, Botosan and Plumlee (2002) opine that the use of the annual report 

disclosure for one single year and for one particular industry in Botosan’s 1997 study could 

have been a weak point. In addition, Lopes and de Alencar (2010) suspect that the high level 

corporate disclosure environment in the US could influence the weak results of Botosan’s 

1997 study. 

A latter study by Botosan and Plumlee (2002) uses a much larger sample, which includes 668 

companies over a 10-year period (1986-1996) from various industries and also extends the 
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analysis to include systematic risk and report timing. The results from this study still 

contradicts other theories because they find that greater total disclosure is not related to a 

lower cost of equity capital. Botosan and Plumlee (2002) also suggest that the cost of equity 

capital varies by type of disclosure; therefore, to examine the relationship of one type of 

disclosure without controlling the other types could lead to erroneous results). 

In addition, unrelated relationships between disclosure and the cost of equity are also found 

in Espinosa and Trombetta’s (2007) study. They examined the relationship between 

disclosure interaction and the cost of equity capital using 250 Spanish firm-years in the 

period 1999-2002. They find no significant evidence in favour of an inverse association 

between disclosure and the cost of equity capital. However, when they take into account 

discretionary accruals as a proxy for accounting policy choice, they find that the inverse 

association appears in aggressive companies (companies with positive discretionary 

accruals), whereas there is no significant relationship in conservative companies (companies 

with negative discretionary accruals). 

Secondly, the relationship between non-financial disclosure and the cost of equity capital has 

also been investigated. For example, using the Canadian firms with fiscal year in 1990-1992 

as the sample to test the association between both financial and social disclosure, and the cost 

of equity capital, Richardson and Welker (2001) find that both the quantity and quality of 

financial disclosure is negatively associated with the cost of equity capital. Contrary to their 

expectations and prior research, they find that the quantity and quality of social disclosures is 

positively associated with the cost of equity capital. Unfortunately, there was unclear 

evidence to support this result; however, they conjecture that the social information 

disclosure of companies could be biased as it is only used for self-promotion. As a result, 

these biased disclosures are unable to reduce the company’s cost of equity capital 

(Richardson & Welker, 2001). 

In contrast to Richardson and Welker (2001) results, and using US companies as a sample, 

Dhaliwal et al.(2011) and El Ghoul, Guedhami, Kwok, and Mishra (2011) found a negative 

relationship between Corporate Social Responsibility Reporting (CSR) and the cost of equity 

capital. For example, Dhaliwal et al. (2011) assert that companies with a high cost of equity 

capital in the previous year tend to disclose more CSR in the current year with an aim of 

achieving a low cost of equity capital in the consequent year (Dhaliwal et al., 2011). With the 

larger sample of 12,915 US firm-years over the 1992-2007 periods, El Ghoul et al. (2011) 
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find that better CSR scores, especially in improving responsible employee relations, 

environmental policies and product strategies, reduce the company’s cost of equity. 

3.3.5.2 Cost of Equity Capital and Earnings Management 

The second stream of theoretical research on earnings management suggests that greater 

earnings management increases the cost of equity because the investors “price protect” 

themselves against potential losses from trading with the inappropriate accounting practices 

of managers. The effect of earnings management on the cost of equity capital is a matter of 

considerable interest and importance to the financial reporting community. This is because 

the use of financial reporting by an investor to evaluate the stock price and the firm’s 

performance creates an incentive for the manager to manipulate or manage the company’s 

earnings with the view of influencing the short-term stock price (Strobl, 2013). As such, 

earnings management practices of management leads to less reliable financial reporting, 

which increases the information asymmetry between management and investors, and 

therefore results in a higher cost of equity capital. 

Botosan et al. (2004) argue that precise information mitigates information asymmetry, 

thereby reducing the cost of equity capital. Botosan et al. (2004) examine the relationship 

between public and private information precision and the cost of equity capital. Their key 

finding is an inverse relationship between public information precision and the cost of equity 

capital. However, they also find a positive relationship between private information precision 

and the cost of equity capital (Botosan et al., 2004; Williams, 2004). Li (2005) examines the 

preciseness of eye-catching public information that investors receive regarding the expected 

rate of aggregate dividend growth and the effects of the stock market return. His results show 

that high, precise information results in a decrease of risk premiums and stock return 

volatility. Furthermore, he suggests that the company should provide more precise 

information to reduce the cost of equity capital. 

Contrary to information precision, information asymmetry is found to increase the cost of 

equity capital. Armstrong, Core, Taylor, and Verrecchia (2011) investigate the relationship 

between information asymmetry and the cost of capital. In their study, they also investigate 

the conditions that influence the relationship between information asymmetry and the cost of 

capital. Their evidence suggests that when markets are imperfect, information asymmetry is 

positively associated with the cost of capital, and there is no association between information 

asymmetry and the cost of capital when markets are perfectly competitive. Even though 
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Gray, Koh, and Tong (2009) also posit that information risk is a systematic risk factor that is 

priced by the capital market, in their study they find an insignificant relationship between 

information asymmetry arising from managerial reporting discretion and the cost of equity in 

Australian firms. They postulate that, in this case, the requirement that the public domain 

receive high quality information in a non-selective disclosure and timely manner lessened 

most asymmetry from the information on expected cash flows during the study period. 

Therefore, in developing countries such as Thailand, where non-selective disclosure of high 

quality information in a timely manner to the public domain may not be as strictly enforced, a 

positive relationship between information asymmetry and the cost of equity may exist.  

Kasznik (2004) argues that a company’s accounting restatement creates investor’s 

uncertainty about management credibility, competence, and overall concerns about the 

quality of earnings. Accordingly, Hribar and Jenkins (2004) examine the influences of 

accounting restatement on a company’s cost of equity capital. Their results show that 

accounting restatement is negatively associated with expected future earnings and is 

positively associated with the cost of equity capital. They also find that the accounting 

restatement that is initiated by the auditor leads to the largest increase in the cost of capital. 

In order to investigate the cost of equity capital when earnings management has occurred,  

Bhattacharya et al. (2003) measure the cost of equity by using two proxies: dividend yield 

and the international capital asset pricing model. The earning opacity is estimated from three 

dimensions of reported accounting earnings: earnings aggressiveness, loss avoidance, and 

earnings smoothing. They analyse the financial statement of the companies from 34 countries 

including Thailand in the period 1984-1998 to explore whether earnings management affects 

the cost of equity and the trading behaviour of investors. Their results reveal that higher 

overall earnings opacity increases the cost of equity capital and also decreases trading in the 

stock market by investors.  

Chen, et al. (2011) investigate the effect of the audit quality on earnings management and the 

cost of equity of both state-owned enterprises (SOEs) and non-state-owned enterprises 

(NSOEs) in China. In their study, both the industry method (Gebhardt Lee, & Swaminathan, 

2001) and the PEG ratio method (Easton, 2004) are used as proxies for the cost of equity 

capital, and the audit firm’s size is used as a proxy for audit quality. Using 244 listed firms on 

the Shanghai and Shenzhen Stock Exchanges over the period 2001-2006, Chen et al. (2011) 

show that reduced earnings management, attributable to the quality of the auditor, is 
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associated with reducing the cost of equity. They also find that the high audit quality 

employed in NOSEs has a greater decrement in the cost of equity capital than the high audit 

quality employed in SOEs. 

Additionally, Kim and Sohn (2013) examine the influence of real earnings management on 

the cost of equity capital using data from US firms from 1987 to 2011 as a sample. They find 

that the extent of earnings management through the real activities manipulation is positively 

associated with the cost of equity capital. They also suggest that real earnings management 

activities decrease the information quality of earnings used by the investor, therefore, the 

higher risk premium is required to compensate these activities. 

3.3.5.3 Cost of Equity Capital and Corporate Governance 

In a contemporary operating corporation, capital suppliers are unable to fully control the 

spending system of their money and the decision making processes of the company (Ramly 

& Rashid, 2010). According to agency theory, conflicts of interest between shareholders and 

managers occur when managers exercise operating roles that do not align with the objective 

of maximising the shareholders’ wealth. Of even more concern, dispersed shareholders are 

not able to physically investigate any self-serving interests of managers (Reverte, 2009). 

Since shareholders cannot observe managers’ efforts and cannot discern real economic 

performance of the company, moral hazard and adverse selection problems can occur which 

result in the agency risk (Fama & Jensen, 1983). Consequently, the rational investor may 

require higher returns from their investment in exchange for bearing these agency risks, 

resulting in higher cost of equity capital. 

In order to mitigate the agency risk, CG is introduced as a set of mechanisms that aim to 

improve the effectiveness of the monitoring functions (Bedard et al., 2004; Cornett et al., 

2008; Hashim & Devi, 2008a), limit opportunistic behaviour of managers (Davidson et al., 

2005b; Klein, 2002; Park & Shin, 2004) and enhance the quality of information and 

disclosure (Hermalin & Weisbach, 2010; Jans, Orens, & Lybaert, 2007; Jo & Kim, 2007). 

These studies assume that corporate governance affects the firm’s valuation by constraining 

the self-serving tendencies of insiders, maximising shareholders’ wealth and, therefore, 

resulting in a lower cost of equity capital. 

The supporting view on the effectiveness of corporate governance towards the cost of equity 

is provided in several theoretical studies (Armstrong et al., 2011; Becker-Blease & Irani, 

2008; Cheng et al., 2006; Dao, Huang, & Zhu, 2012; Huang et al., 2009; Mazzotta & Veltri, 
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2012; Reverte, 2009; Upadhyay & Sriram, 2011). For example, Armstrong et al. (2011) 

indicate that when equity markets are imperfectly competitive, the information asymmetry 

increases the company’s cost of capital. Cheng et al. (2006) examine the association between 

strong shareholder rights regimes as a proxy for good CG and the cost of equity capital in US 

firms. They find that firms with stronger shareholder rights regimes are significantly 

associated with a lower cost of equity capital. However, the study of Huang et al. (2009) 

further argues that, in firms with a high concentration of managerial ownership, strong 

shareholder rights are less important because these managerial ownerships’ self-interests may 

act as a substitute for shareholders’ rights. Their study finds that a high concentration of 

managerial ownership of the firm reduces the degree of the agency problem and lowers the 

cost of equity capital. Becker-Blease and Irani (2008) investigate whether CG affected 

adverse selection costs in seasoned equity offerings during 1996-2001. Their results show 

that board independence, audit committee size and managerial ownership are positively 

associated with a firm’s abnormal stock returns. These results suggest that a perception of 

investors is that some particular governance systems are better able to align shareholder and 

manager incentives, improving the firm’s access to the capital market.  

Reverte (2009) examines the relationship between corporate governance mechanisms: board 

independence; board size; existence of both audit and nomination/remuneration committees; 

CEO duality and independence of the board committees; and the cost of equity capital. In his 

study, the median of each variable is used to distinguish between strong governance firms 

(greater than median) and weak governance firms (lower than median). He finds that strong 

CG is negatively associated with the cost of equity capital. Identical to the study of Reverte 

(2009), the recent study by Mazzotta and Veltri (2012) also applies board independence, 

board size, existence of both audit and nomination/remuneration committees, and 

independence of board committees, and uses the same methodology to estimate the CG 

quality index. The study finds that the quality of good CG is negatively associated with the 

cost of equity in Italian firms. 

Using data from 3,018 firm years from the S&P 1500 during 2000-2003 to examine the effect 

of board size on the cost of capital (both equity and bond holders), Upadhyay and Sriram 

(2011) find that firms with a larger board is negatively associated with WACC as a proxy for 

a firm’s cost of capital and positively associated with information transparency. The recent 

study by Dao et al. (2012) examined the effects of the average audit committee’s age and the 

average number of the audit committee’s other directorships on the cost of equity capital in 
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US firms. Their results indicate that the cost of equity capital is lower in companies with a 

higher average audit committee’s age. This is because investors are likely to trust an audit 

committee that has long-term working experiences. However, they found an insignificant 

relationship between the average numbers of audit committee member’s other directorships 

and the cost of equity capital. 

For external CG mechanisms, the auditor quality attributes and client size are examined by 

Fernando et al. (2010) to discover whether these factors influence the cost of equity capital. 

They included as auditor quality attributes: auditor size, auditor industry specialization and 

audit tenure. They found that audit quality attributes are negatively associated with a firm’s 

cost of equity capital. However, this finding appears only in small firms where weak 

monitoring processes and information asymmetry often occur. In addition, Yang, Donald, 

Stephen, and Leon (2009) also investigate the effect of the audit quality on the cost of equity 

capital using all firms that were listed on the ASX of Australia during 1999-2004. They 

hypothesized that firms with a high quality auditor are likely to have a lower cost of equity 

capital. Contrary to expectations, they find that the presence of a qualified audit opinion 

reduces the quality of accruals which increases the cost of equity capital. Finally, Chen et al., 

(2010b) examine the relationship between the audit quality and the cost of equity capital of 

3,310 firm-years in the period 2001-2004 in both SOEs and NSOEs. They find that the 

quality of the auditor reduces the cost of equity capital in both groups of the Chinese firms. 

Contrary to conventional expectations of studies that find a negative relationship between 

corporate governance and the cost of equity capital, a recent study by Regalli and Soana 

(2012) find that both external governance, measured by the GIM Index (corporate 

governance index), and the quality of internal governance, measured by the percentage of 

institutional ownership, are positively associated with the cost of equity. 

3.4 HYPOTHESIS DEVELOPMENT 

Building on the above literature review, this section develops the hypotheses that will guide 

this study in answering the question of whether earnings management is associated with 

corporate governance, and whether earnings management and corporate governance have an 

effect on cost of equity capital of Thai listed company between 2003 and 2010. In section 

3.4.1, the hypothesis associated to earnings management and CG including: board 

characteristics, audit committee effectiveness, external auditor effectiveness and ownership 
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structure are developed. The remaining sections, 3.4.2 and 3.4.3, explain the influences of 

earnings management and CG on cost of equity capital. 

 Earnings Management and Corporate Governance 3.4.1 

3.4.1.1 Board Director Characteristics 

I. Board Interlocking 

Empirical research findings show there two types of relationships between board interlocking 

and earnings management. One set of studies suggest that board interlocking is negatively 

associated with earnings management. This is because a board, where members hold multiple 

directorial positions outside the company, is more likely to have broad knowledge and 

expertise in business affairs which could constrain the earnings management of the company 

(Banderlipe, 2009b; Fama & Jensen, 1983; Markarian & Parbonetti, 2009; Saleh et al., 2005; 

Sukeecheep et al., 2013). Another set of studies show that board interlocking is positively 

associated with earnings management because of the effects of “busyness” and 

“recklessness” of the board on the process of monitoring (Chiu, Teoh, & Tian, 2012; Fich & 

Shivdasani, 2006; Santos, Silveira, & Barros, 2009a; Sarkar et al., 2006). This is because 

board members are too busy to focus on the problems of companies and have less time to 

participate in board meetings and monitor executives effectively. 

To ensure that the directors have sufficient time to perform their duties, Section 5: 

Responsibilities of the Board in the “Principles of Good Corporate Governance For Listed 

Companies” (The Stock Exchange of Thailand, 2012), suggests that the board should hold the 

appropriate number of director positions which must not jeopardise their ability to monitor 

management. In this regard, the same board director should have a limited seat of maximum 

five seats in publicly-listed companies. In could be argued that, from the SET’s perspective, 

board directors who hold too many board positions simultaneously, have reduced monitoring 

ability. 

Thus, the following hypothesis will be tested: 

H1:   Earnings management is associated with the level of board interlocking. 

II. Board Size 

Board size is an important characteristic that may have influence the monitoring functions of 

the board of directors (Rahman & Ali, 2006). Results from prior studies are mixed. Cornett et 



 

 

75 

al. (2008) and Rahman and Ali (2006) argue that a small board size is more effective for 

monitoring CEOs than are large boards. Their result suggests that larger boards appear to be 

ineffective in their supervision duties when compared to smaller boards. In contrast, although 

Xie et al. (2003) argue that smaller boards are better able to make timely decisions than large 

boards, they note that larger boards with a diverse knowledge are more effective at 

constraining earnings management than smaller boards. Xie et al. (2003) further contend that 

large boards with various experts are more likely to have a higher degree of independence 

than small boards. Similarly, Peasnell, Pope, and Young (2004) found that having a large 

board is better at reducing earnings management when compared to smaller boards. Thus the 

present study examines the influence of board size on earnings management. 

According to the newest version of “The Principles of Good Corporate Governance For 

Listed Companies in Thailand” (The Stock Exchange of Thailand, 2012), boards should be 

appropriately sized and composed of those who have various skills to perform their duties 

efficiently. The SET suggests that board should be composed by at least five members. The 

implication is that an appropriate size of the board reduces earnings management. 

Thus, the following hypothesis will be tested: 

H2:  Earnings management is negatively associated with size of board of directors. 

III. Board Independence 

A major role for the board of directors is to provide a monitoring role on behalf of 

shareholders, which may help to reduce the potential for the agency problem (Cornett et al., 

2008; Hashim & Devi, 2008a). To achieve CG goals, the board of directors needs to closely 

monitor managers’ behaviour and be independent from them. Normally, firms hire their 

senior managers to act in a position on the board of directors because of their expertise and 

knowledge of the company’s affair (Hashim & Devi, 2008). However, such board members 

may experience conflicts of interest and not exercise independence in monitoring the top 

executives (Fama & Jensen, 1983; Hashim & Devi, 2008). This is particularly the case with 

executive directors who have active day-to-day management roles as well as monitoring 

roles. Hence, externals or outside directors are brought in to provide the monitoring role and 

to protect shareholders’ interests. It could be argued that, to have an effective role, the board 

should consist of a significant number of independent directors. According to Peasnell et al. 

(2004), Vafeas (2000) and Chtourou, Bedard, and Courteau (2001), outside directors play a 

more effective role in monitoring op managers’ aggressive behaviours than insiders. Their 
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results show that earnings management is negatively associated with a larger proportion of 

outside directors. 

In Thailand, the SET defines independent directors as directors who do not have a 

management role and are not employees of the company. In 2012, the required proportions of 

board independence were changed from one-third to 50 per cent. “The Principles of Good 

Corporate Governance For Listed Companies” suggests that Thai listed companies should 

have boards made up of at least 50 per cent independent directors, especially when: the CEO 

and Chairman are the same person, both are family members, the chairman is also part of the 

management team, and the chairman is not an independent director. By significantly 

increasing the number of independent board members, SET is signalling to the importance of 

board independence for CG. 

To determine the importance of board independence for CG, the present study will test this 

hypothesis:  

H3: Earnings management is negatively associated with board independence. 

IV. CEO-Chair Duality 

“CEO duality is a double–edged sword” (Finkelstein & D'aveni, 1994), and whenever a 

firm’s CEO simultaneously serves as the chairman of the board of directors, it is more likely 

to reduce the board’s effectiveness. Given that one of the important roles of boards is to 

monitor the CEO, there is a conflict of interest in instances where CEO-chair duality exists. 

In this regard, Klein (2000) provides evidence that a board whose CEO also sits in a 

monitoring position as chairman of the board is less apt to nominate new outside board 

members to work as part of a monitoring team and investigate the work of CEOs and other 

executives. In particular, this dual role may increase agency costs between management and 

shareholders (Boyd, 1994; Cornett, Marcus, Saunders, & Tehranian, 2005)  and may impede 

the monitorning function  of the board (Brickley et al., 1997). Chen, et al. (2006) and 

Bradbury et al. (2006) find that the dual position of CEO and chairman reduces the checks 

and balances on top managers, leading to higher fraudulent behaviours and earnings 

management. Furthermore, Anderson, Gillan and Deli (2003) and Dechow, Sloan and 

Sweeney (1996a) find that companies characterized by CEO duality share less earnings 

information and violate GAAP. Therefore, the present study analyses the influence of CEO-

chair duality on the magnitude of earnings management.  
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There are currently no restrictions in Thailand that prohibit the CEO and chairman from 

being the same person. The SET recognises that a duality in the role of CEO and chairman 

could affect the monitoring process. As such, they require that, in companies where the CEO 

and chairman are the same person, the board must be comprised of at least 50 per cent 

independent members. 

To investigate the above arguments and concerns, this study tests the following hypothesis:  

H4: Earnings management is positively associated with dual position of CEO and 

chairman. 

V. Board Meetings 

Board of directors’ meeting is an important mechanism of CG. The degree of board 

interaction and activities influences the board’s duties. Boards that meet frequently are more 

likely to solve the problems of the company effectively (Lipton & Lorsch, 1992). However, 

Jensen (1993) argues that the meetings of boards are not meaningful if board members have 

limited time to attend meetings because they cannot effectively exchange ideas among board 

members. According to Vafeas (1999), the greater the meeting frequency, as proxy by the 

number of board meetings, the more effective will be the board’s monitoring function. Using 

data from 350 of the largest companies listed in the Forbes compensation survey from 1991 

to 1993, Vafeas (1999) shows that, if companies have fewer board meetings than necessary, 

the firm’s value will decrease. In terms of earnings management, Xie et al. (2003) investigate 

the board meetings and earnings management among 282 companies in 1992, 1994, and 1996 

and find that boards of directors that meet more frequently are more likely to reduce the level 

of earnings management. 

There is no requirement regulating the frequency of board meeting in Thailand. However, the 

SET requires that the board should have a meeting consistently. As well, when the board 

needs to make important decisions, the meeting must maintain a quorum (The Stock 

Exchange of Thailand, 1999). Based on the above discussion, another hypothesis is offered: 

H5: Earnings management is negatively associated with board meeting. 
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3.4.1.2 Audit Committee Effectiveness 

VI. Audit Committee Activities 

Audit committee activity is an important mechanism of CG. The degree of audit committee 

interactions and meeting activity has an influence on the carrying out of the audit 

committees’ responsibilities (Chtourou et al., 2001; Davidson et al., 2005b; Xie, Davidson, & 

DaDalt, 2001). According to Xie, et al. (2003) the more active the audit committee is, the 

more effective the monitoring function. In contrast, if the audit committee seldom meets, it 

may not be able to monitor earnings management. In their study, Xie, et al. (2001) found that 

the less frequent the audit committee meetings were, the higher the discretionary accruals. 

Similar evidence was reported by Beasley (1996) and Chtourou, et al (2001). Beasley (1996) 

finds that companies that are associated with fraud have less frequency of audit committee 

meetings. 

In Thailand, SET requires an average of four audit committee meetings per year for listed 

companies (The Stock exchange of Thailand, 2006). This is similar to the Sarbanes-Oxley 

Act (2002) that requires audit committees to meet at least four times annually (Abbott, 

Parker, Peters, & Raghunandan, 2003). Based on the above discussion, this study will test the 

following hypothesis: 

H6: Earnings management is negatively associated with audit committee activities 

VII. Audit Committee Independence 

Abbott, et al., (2003) and Chtourou, et al (2001) highlight the importance of independence for 

the audit committee. An audit committee comprised entirely of outside, independent 

directors, according to the researchers, is more willing to disagree with management 

misconduct. Consistent with this, Klein (2002) finds that an increased number of outside 

directors on an audit committee is accompanied by a reduction in abnormal accruals (as 

proxy for earnings management) and is more effective in monitoring the financial accounting 

process. Furthermore,  Abbott (2000) finds that firms with a higher degree of independence 

in their audit committees are more likely to detect fraudulent or misleading reporting. In 

addition, Abbott (2000) finds that audit committees consisting solely of non-employee 

directors are more likely to support internal functions than committees consisting of more 

employee directors. Bradbury et al (2006) find similar results and show that there is a 

negative relation between abnormal accruals and the proportion of independent members of 

the audit committee. 
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The SET realises the importance of audit committee independence, believing that an 

independent audit committee can increase the credibility of financial reports and the quality 

of internal reporting. Therefore, the “Best Practice Guidelines for Audit Committee” suggests 

that an audit committee should consist of at least three non-executive directors who are 

independent from management and major shareholders (Montreevat, 2006). The present 

study, therefore, analyses the influence of independence of the audit committee on earnings 

management. 

H7: Earnings management is negatively associated with audit committee independence. 

VIII. Audit Committee Size 

Similar to the Blue Ribbon Committee (1999), the Sarbanes-Oxley Act (2002) and the ASX 

corporate Governance Council (2003), the “Best Practice Guidelines for Audit Committee” in 

Thailand recommends that the audit committee should consist of at least three non-executive 

directors who are independent of the executive directors and the majority shareholders. 

However, there is no restriction in Thailand about the maximum size of the committee; the 

“Best Practice Guidelines for Audit committee” only recommends that the size of the audit 

committee should depend on the size of the company and the functions and responsibilities of 

the audit committee. In general, the number of audit committee members in Thai listed 

companies range from three to five (Montreevat, 2006). 

The direction of the association between the audit committee size and earnings management 

is ambiguous. On the one hand, a greater number of audit committee members has been 

recommended as one of the important factors of CG for improving the quality of earnings. 

Choi et al. (2004) and Ghosh et al. (2010) indicate that larger-sized audit committees are 

more likely to perform intense monitoring activities and have broader knowledge base than 

smaller audit committees. Similarly, companies with larger audit committees are likely to 

maintain various knowledge and expertise, which could lead to earnings forecast accuracy 

(Ahmad-Zaluki & Wan-Hussin, 2010). In addition, García et al. (2012), Ghosh et al. (2010) 

find that audit committee size is negatively associated with earnings management. 

Conversely, Sun et al. (2011) find no associations between the number of audit committee 

members and earnings management in their study. On the other hand, Karamanou and Vafeas 

(2005) argue that the audit committee size is likely to have an unclear outcome on their 

monitoring function. For example, the study of Xie et al. (2003) shows no association 

between audit committee size and earnings management. Furthermore, Davidson et al. 
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(2005), indicate that the most powerful proxy for audit committee effectiveness is the 

financial expertise of the members, not audit committee size. 

Therefore, the following hypothesis will be tested in this study: 

H8: Earnings management is positively associated with audit committee size. 

IX. Audit Committee Financial Expertise 

Audit committees need to have knowledgeable and experienced members who are familiar 

with accounting or finance, and who consistently maintain and improve their knowledge 

when there are any changes in accounting standards and financial reporting processes 

(Thoopsamut & Jaikengkit, 2008). Kalbers and Fogarty (1993) survey the effectiveness of 

audit committees. Their results suggest that the expertise of the audit committee members, 

such as long term experience in accounting and financial background, are important for 

dealing with complexities of financial reporting. Zhou and Chen (2004) argue that the 

expertise of the audit committee significantly increases the effectiveness of internal control. 

Similarly, Krishnan (2005) finds that the financial expertise of audit committee members are 

negatively associated with the incidence of internal control problems. Abbott et al. (2004) 

find that audit committee expertise reduces the occurrence of financial restatements. 

Consistent with this, Xie, et al. (2003), Bedard, et al. (2004) and, Carcello, et al. (2006) 

provide evidence of a negative association between audit committee expertise and earnings 

management. Their results suggest that the audit committee, consisting of members with 

accounting and financial background, is related to a reduced level of earnings management.  

In Thailand, audit committee expertise is considered a very important factor for improving 

the quality of CG. According to “The Best Practice Guidelines for Audit Committee” of the 

SET, an audit committee must have at least one member who has significant experience in 

accounting or finance. The SET believes that the audit committee with accounting and 

financial expertise can assure the quality of company’s financial reports (The Stock exchange 

of Thailand, 2000). In addition, audit committee members in Thai listed companies should 

attend professional courses to update and increase their knowledge of relevant issues 

(Montreevat, 2006). 

The present study, therefore, analyses the influence of expertise of the audit committee on 

earnings management in firms. 
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H9: Earnings management is negatively associated with audit committee financial 

expertise 

3.4.1.3 External Auditor Effectiveness 

X. Auditor Reputation 

Audit quality could be measured by auditor reputation (Baotham & Ussahawanitchakit, 2009; 

Becker et al., 1998; Francis, Maydew, & Sparks, 1999; Kanagaretnam, Lim, & Lobo, 2010; 

Teoh & Wong, 1993; Zhou & Elder, 2001). According to Kanagaretnam, et al (2010), the 

relationship between auditor reputation and earnings management is significant in banks. 

Their study finds evidence for audit effectiveness in that brand name auditors (Big 5 and non-

Big 5 auditors) constrain income increasing earnings management in banks. They find that 

the reputation of auditors is an important factor in mitigating earnings management in banks. 

Testing the effect of Auditor Reputation (as proxy for brand name audit) on earnings 

management (as proxy for abnormal accruals), Caramanis and Lennox (2008), Kangaretnam 

et al. (2010) and Francis, et al (1999) find that abnormal accruals are more likely to be low 

when companies use reputed auditors. Using IPO firms as a sample to investigate the 

relationship between Auditor Reputation and earnings management, Zhou and Elder (2004) 

and Chen, Lin, and Zhou (2005) found similar results. Krishnan (2003b) found that the 

companies that have their financial statements audited by specialist auditors (Big 6) report 

earnings management on average 1.2 per cent of total assets lower than companies that have 

their financial statements audited by non-specialist auditors. 

The present study, therefore, analyses the influence of audit quality on earnings management 

in Thai listed firms. 

H10: Earnings management is negatively associated with Auditor Reputation. 

XI. Audit Fees 

Audit effort can be defined as the ability to detect material error in financial statements 

(Caramanis & Lennox, 2008). A factor of interest is whether audit fee enhances the auditor’s 

effort or impairs the independence of auditors. In analytical research, greater audit fees could 

enhance the diligence of auditors, which leads to lower earnings management and higher 

quality of financial reporting (Ascioglu et al., 2005; Frankel et al., 2002). In contrast, higher 

audit fees can affect the impartiality of the auditors by providing them an incentive to 

maintain a positive relationship with the company as their client. The close relationship 
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between auditors and their clients can create auditor’s bias of opinion (Craswell, 1999) and 

also the independence of the auditor can be compromised because the auditor becomes 

reluctant to report inappropriate accounting practices when they have received such high 

audit fees (Larcker & Richardson, 2004). 

Empirical results from research on the relationship between audit fees and earnings 

management are mixed. On one hand, high audit fees could enhance the quality of financial 

reporting thereby decreasing earnings management. In term of disclosure quality, Davis et al. 

(1993) find that the firms that paid high audit fees tend to disclosure high quality information 

in in both financial and non-financial reports. Similar results regarding the relationship 

between audit fees and earnings management have been found by Larcker and Richardson 

(2004) and Frankel et al. (2002). As expected, they find that high audit fees paid by firms 

reduced earnings management practices. In addition, the study by Geiger and Rama (2003) 

shows that higher audit fees increases the intensity of auditor investigations. On the other 

hand, Craswell et al. (2002) found that firms with high audit fees are not guaranteed to 

receive an unqualified audit opinion. Higher audit fees can increase an auditor dependence 

(impair independence) on the firm. For example, Abbott et al. (2006), Antle et al. (2006) and 

Gul et al. (2003) find that firms with high audit fee are likely to manipulate their financial 

reporting. 

Based on the above arguments, the following hypothesis will be tested in this study: 

H11: Earnings management is associated with audit fees. 

XII. Audit Opinion 

Users of financial information do not always have knowledge of accounting or finance. 

Often, their decisions are based on the advice or opinion that an auditor provides to a firm. 

The modified opinion or auditor reporting conservatism (such as qualified opinion, adverse 

opinion and disclaimer opinion) provides evidence of material misstatement of financial 

reporting to users (Bartov, Gul, & Tsui, 2001; Butler et al., 2004; Johl et al., 2007). 

According to a study by Chen, et al. (2001) and Butler et al. (2004), the modified opinion of 

the auditor has a significant influence on earnings management. They find that companies 

receiving modified opinions are more likely to commit aggressive earnings management than 

companies receiving unmodified opinions. Furthermore, Francis and Krishnan (1999), Lai 

(2003) and Johl et al. (2007) examine the opinions of auditors between Big-5 and the non-Big 

5 firms and abnormal accruals. They suggest that the Big-5 audit firms appear to issue 
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qualified opinions more frequently than the non-Big-5 when high levels of abnormal accruals 

are present. Hence, the empirical results suggest that firms with earnings management are 

likely to receive modified audit opinions. 

The present study therefore analyses the influence of audit opinion on the degree of earnings 

management.  

H12: Earnings management is positively associated with audit opinion. 

XIII. Non-Audit Service Fees 

The significant growth in non-audit services to audit clients has raised serious concerns about 

audit independence. This is because the amounts of the non-audit services fees may give 

auditors economic incentives to compromise their independence and the resulting audit 

opinion may be biased (Dee et al., 2002; Ferguson, Seow, & Young, 2004; Gore et al., 2001). 

For example, the results of Dee, et al (2002), Gore, et al (2001) and Frankel et al. (2002) 

suggest that non-audit services or expert services fees may motivate an auditor to overlook 

some important issues which opportunely allow managers to manage company’s earnings. 

They find that the proportions of non-audit fees are positively associated with earnings 

management. Similarly, Bloomfield & Shackman (2008) find that firms paying higher non-

audit services fees are more likely to restate earnings. In addition, the study by Chin et al. 

(2007) shows that firms paying high non-audit fees tend to forecast earnings inaccurately. 

In contrast, the company paid non-audit service fees, such as tax consulting services, are 

viewed as receiving knowledge and professional advice that could improve the quality of 

financial reports. For example, Antle et al. (2006), Krishnan and Visvanathan (2011) and Koh 

et al. (2013) assert that non-audit fees paid to auditors can improve the quality of financial 

reports. Their results show that level of non-audit fees are negatively associated with earnings 

management and positively associated with earnings informativeness and earnings quality. 

However, Bloomfield and Shackman (2008) and Cahan et al. (2008) find no evidence that 

non-audit services fees can reduce earnings management and earnings restatement. In the 

area of taxation, Choi et al. (2009) found that the provision of tax services by an auditor 

reduces the tax avoidance of the company. Unlike western business norms, the Thai concept 

of “Kreng Jai” may be relevant in this particular area. This concept directly translates to 

‘deferential heart’ and includes the view that the answer to a question should be what the 

person asking the question expects to hear (which may not always be the best or even correct 
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answer) for fear of offending people. Therefore, auditors who receive non-audit service fees 

may compromise their independence to give a favourable opinion for management. 

The present study therefore analyses the influence of non-audit services and earnings 

management for Thai listed firms. Thus, the above arguments, lead to testing the following 

hypothesis: 

H13: Earnings management is associated with non-audit fees. 

3.4.1.4 Ownership Structure 

XIV. Ownership Concentration 

Family ownership concentration has been the subject of a number of empirical studies in 

corporate governance research (Al-Fayoumi et al., 2010; Dhnadirek & Tang, 2003; 

Jongsureyapart, 2006; Siregar & Utama, 2008; Suehiro, 2001; Wiwattanakantang, 2001). The 

effect of ownership concentration on earnings management is empirically ambiguous. The 

literature provides mixed evidence on the association between ownership concentration and 

earnings management. On the one hand, research shows that ownership concentration causes 

entrenchment effects and results in higher earnings management. On the other hand, research 

shows that ownership concentration causes alignment effects and results in lower earnings 

management. 

Given that concentrated ownership enables significant control over the company, owners 

with such control may have increased incentive to engage in opportunistic earnings 

management (Francoeur, Amar, & Rakoto, 2012). Bebchuk, Kraakman, and Triantis (2000) 

and Earle, Kucsera, and Telegdy (2005) indicate that concentrated owners have control over 

minority shareholders and often exercise their control to create private benefit and 

expropriate minority shareholders benefits. Similarly, Fan and Wong (2002) find that 

concentrated ownership is negatively associated with earning informative. They suggest that 

controlling owners tend to report financial information with the view to increase their self-

interest, which creates agency conflicts between controlling shareholders and other investors. 

For earnings management, Jouber and Fakhfakh (2011) find that concentrated ownership is 

positively associated with earnings management. However, they also find that if the 

concentrated owner is an institution, then there is a negative relationship between earnings 

management and ownership concentration. Similarly, Wang (2006) and Ali, Chen, and 
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Radhakrishnan (2007) show that when a family has control of firms, there is a reduced level 

of earnings management. 

Alignment theory states that ownership concentration is a mechanism to reduce the agency 

problem by increasing the effectiveness of the monitoring system (Jensen & Meckling, 

1976). Since concentrated owners are likely to obtain substantial benefit from their active 

monitoring, they tend to increase the possibility of exerting control over the professional 

manager (Mousa & Desoky, 2012). Shleifer and Vishny (1997), Kaplan and Minton (1994) 

and Edwards and Nibler (2000) show that large shareholders have the ability to monitor and 

control managerial activities, which thereby increases firm performance. In Thailand, 

Wiwattanakantang (2001) and Suehiro (2001) also find that ownership concentration is 

positively associated with firm performance. Usually, concentrated owners, especially 

families, are interested in long-term performance and are active managers in their firms 

(Villalonga & Amit, 2006). Therefore, managers with concentrated ownership are less likely 

to focus on short-term earnings and less likely to manage earnings for short-term purpose 

(Francoeur et al., 2012). Furthermore, Nguyen and Xu (2010) show that dual class shares are 

more likely to constrain earnings management practice than a single class ownership 

structure. Similarly, Yen, Chun, Abidin, and Noordin (2007) find that ownership 

concentration is negatively associated with earnings management. However, Francoeur et al. 

(2012) and Farooq and El Jai (2012) find no association between concentrated ownership and 

earnings management. 

The present study, therefore, analyzes the influence of family ownership on earnings 

management in Thai listed firms. Based on the above discussion, the present study will test 

the following hypothesis: 

H14: Earnings management is negatively associated with ownership concentration. 

XV. Managerial Ownership 

Warfield, Wild, and Wild (1995) hypothesize that the level of managerial ownership can 

affect both earnings informativeness and discretionary accruals. Using 3,871 firm-year 

observations over the period 1998-1990, Warfield et al. (1995) find that the level managerial 

ownership is negatively associated with discretionary accruals. Their result shows that the 

level of discretionary accruals in the companies that have more than 35 per cent of 

managerial shareholders is significantly lower than those companies that have under 5 per 

cent of managerial shareholders. Similarly, Using 460 listed companies in the Shenzhen and 
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Shanghai Stock Exchanges of China during 2004-2005, Ma and Zhang (2008) hypothesize 

that there is a negative relationship between the percentage of managerial shareholding and 

earnings management. Consistent with their expectation, they find that higher managerial 

shareholdings results in a decrease in earnings management. Mohd Ali, Mohd Salleh, and 

Hassan (2008) compare the relationship of managerial ownership between small and large 

Malaysian listed companies. There results show that, overall, the level of managerial 

ownership is negatively related with earnings management. Regarding the size of companies, 

they find that managerial shareholding is more important in small companies than in large 

firms – because large firms already have other Corporate Governance mechanisms to help 

them practice good governance. Therefore, managerial ownership may not be a significant 

mechanism, which is why, in large firms, less managerial ownership is needed for control. In 

addition, investigating the relationship between managerial ownership and earnings 

management of European Union’s football clubs during 2006-2009, Dimitropoulos’ (2011) 

finding indicates that greater managerial ownership minimises earnings management leading 

to high quality financial information. 

However, managers who own a significant number of a company’s shares are more likely to 

have a greater control over companies. These managerial shareholders are provided with 

advantageous opportunities to increase their own interest because they are less likely to be 

disciplined and controlled by the other managers (Morck et al., 1988). 

When Gabrielsen, Gramlich, and Plenborg (2002) examined Danish listed companies using 

absolute abnormal accruals (the difference between the current total accruals and the 

expected accrual, deflated by beginning stock price) as a proxy for discretionary accruals and 

the level of managerial shareholders. They found that managerial ownership is positively 

associated with discretionary accruals but insignificant. Examining the relationship between 

managerial ownership and firms’ disclosures, Gelb (2000) find that companies with lower 

levels of managerial shareholders are more likely to receive higher disclosure ratings. He 

suggests that companies with higher a conflict of interest between shareholders and managers 

(or companies with low levels of managerial ownership) provide more open disclosure in 

order to meet investors’ requirements. Finally, Huafang and Jianguo (2007) find no 

association between managerial ownership and the level of disclosure after investigated 559 

Chinese firms that are listed on the Shanghai Stock Exchange in 2002. In term of earnings 

quality, Pergola, Joseph, and Jenzarli (2009) investigated the effect of board equity 

ownership on earnings quality. They find that board equity ownership is negatively 
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associated with earnings quality. Their results suggest that the concentration of managerial 

ownership reduces the quality of earnings. Finally, Sánchez-Ballesta, and García-Meca 

(2007) examined the association between insider ownership and the informativeness of 

earnings using non-financial companies that are listed on the Madrid Stock Exchange in 

1999-2002 as their sample. They find a positive relationship between the level of managerial 

ownership and earnings management. Their finding indicate that when managers own a small 

percentage of a company’s shares, they enhance more earnings informativeness leading to 

mitigation of earnings management. 

Based on the conflicting arguments above, the following hypotheses will be tested: 

H15: Earnings management is associated with managerial ownership 

XVI. Family Ownership 

Typifying characteristics of family firms is the concentrated ownership by the founding 

family along with their active involvement in the firm’s executive management (Chen, Chen, 

& Cheng, 2008). Unlike the US, UK and Australia, in Thailand, 80 per cent of non-financial 

companies that are listed in the Stock Exchange of Thailand are family-owned 

(Wiwattanakantang, 2001). This concentration provides family shareholders power to control 

or to use a company’s facilities to increase their own interest while costs are shared with 

other shareholders (Jiang & Peng, 2011; La Porta et al., 2000). Excess control rights through 

ownership rights allow families to nominate other family members to become part of the 

management team where they could have an information advantage over other shareholders 

(Anderson & Reeb, 2003a).   

Anderson and Reeb (2003a) studied the 1992 S&P 500 industrial firms from 1993 to 1999. 

Their results indicate that family ownership appear to be more likely to reduce, or even 

mitigate, moral hazard issues and they find this to be an effective organisational structure. 

Similarly, Jiraporn and DaDalt (2009) examine the relationship between founding family 

firms and earnings management using data from 805 firms in the period 1994-1999. They 

find that non-family firms are more likely to engage in earnings management when compared 

to family firms. They also find that the level of discretionary accruals in non-family firms is 

three-times higher than family firms. The reason for the result may be because firms with 

high concentration of family shareholding can control the aggressive behaviour of managers 

who may manipulate company earnings. Since families are the controlling shareholders, the 

managers are less likely to manage the company’s earnings to impress shareholders in the 
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short-term because family-controlling shareholders are interested in the long-term interest of 

the companies. Wiwattanakantang (2001) examines the association between Thai family-

controlled companies and corporate value of 270 non-financial companies on the SET in 

1996. Using ROA and the sale to asset ratio as proxies for corporate performance, she finds 

that family-controlled companies are likely to have high performance. 

Using 770 firm-year observations over the period 1998-2000, Jaggi, Leung, and Gul (2009) 

provide evidence that independent executive directors are negatively associated with earnings 

management. Even though their result shows that, in general, a high proportion of 

independent executive directors is likely to detect earnings management by managers, they 

found the detecting ability of independent executive directors is reduced in family-controlled 

companies. This reduction in detecting ability can be thought of in two different ways: 1) 

family firms are aware of losing their long-term benefits and don’t engage in earnings 

management, or 2) they may undertake earnings management, but due to their very 

concentrated ownership, they reduce the ability of outside directors to investigate any 

inappropriate management in firm. 

Based on the above arguments, the present study will test this hypothesis: 

 H16: Earnings management is negatively associated with family ownership 

XVII. Institutional Ownership 

Consistent with the view of institutional shareholders mitigating the earnings management 

behaviour of managers, Hadani et al. (2011), studying US firms, find that external monitoring 

by the largest institutional owners is negatively associated with earnings management. 

Chung, Firth, and Kim (2002), Hadani et al. (2011) and Rajgopal, Venkatachalam, and 

Jiambalvo (1999) investigate whether concentrated institutional shareholders can reduce 

earnings management. They find that the presence of concentrated institutional shareholders 

is negatively associated with earnings management. Likewise, examining the percentage of 

institutional shareholding, Mitra and Cready (2005) and Shang (2003) found that institutional 

ownership reduces earnings management. Shang (2003) suggests that institutions such as 

banks and endowments, due to their financial knowledge and experience, are more likely to 

detect earnings management and select stocks with good earnings quality. In terms of 

earnings quality, in general, the result of Velury and Jenkins (2006) study demonstrates that 

concentrated institutional ownership enhances the quality of a company’s earnings. However, 
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when concentration of institutional ownership is increased, the institutional ownership 

reduces the earnings quality. 

The recent empirical research of Burns, Kedia, and Lipson (2010) offers opposite results to 

those of Velury and Jenkins (2006). They dispute that, in general, institutional ownership 

increases the likelihood of misreporting because those institutions are less likely to 

participate in monitoring functions but, when concentration of institutional ownership is 

increased, the institutional ownership decreases the likelihood of misreporting as they have 

more power to investigate the operating process of the companies. Additionally, unrelated 

association between institutional ownership and earnings management is found in the study 

of Yang, Chun, and Ramadili (2009). They suggest that, in companies that have high 

concentrated ownership, having more institutions as shareholders is unlikely to constrain 

earnings management practice. 

Contradictory results of the relationship between institutional ownership and earnings 

management are also found in other studies. For example, when investigating Australian 

companies listed in ASX from 1993 to 1997, Koh’s (2003a) study provides evidence 

suggesting that, for companies with a low degree of intuitional ownership, the institutional 

ownership is positively associated with earnings management. This means that the 

institutions motivate managers to engage in earnings management. In contrast, for companies 

with a high degree of institutional ownership, the institutional ownership is negatively 

associated with earnings management. This result suggests that, in companies with a high 

concentration of institutional shareholders, the institutions have the power to mitigate the 

earnings management behaviour of managers. 

Based on the institution’s perspective about the profitability of the company, the studies of 

Hsu and Koh (2005) and Koh (2007) suggest that institutions that focus on the long-term 

profitability of the company can act as a corporate governance mechanism to constrain 

earnings managements of the company. On the other hand, the results of Jiang and 

Anandarajan (2009)’s study argue that the focus on short-term profitability of institutional 

investors could pressure managers to manipulate reported earnings through aggressive 

accounting practices with the purpose of increasing the value of the institution’s shares in the 

short-term. This view is consistent with the results of a recent study by Lin and Manowan 

(2012) who offer evidence of a positive relationship between transient institutional ownership 

and earnings managements. They posit that shareholders who hold diversified portfolios with 
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a high turnover are likely to focus on the short-term profitability of firms. Rajgopal et al. 

(1999), however, provide strong evidence to suggest that managers do not manage earnings 

in response to pressure imposed by institutional investors with a strong focus on short-term 

profitability.  

Based on the conflicting arguments above, this hypothesis will be tested in this study: 

H17: Earnings management is associated with institutional ownership 

 Cost of Equity and Earnings Management 3.4.2 

Precise information reduces information asymmetry which consequently decreases the cost of 

equity capital of companies (Botosan et al., 2004), risk premiums and stock return volatility 

(Li, 2005). Botosan et al. (2004) investigate the influence of public and private information 

precision on cost of equity capital. They find that public information precision is negatively 

associated with cost of equity capital, while, the private information precision is positively 

associated with cost of equity capital. Li (2005) suggests that companies should provide more 

precise information to reduce the cost of equity capital. However, information asymmetry 

increases the cost of equity. Gray et al. (2009) argue that information asymmetry is priced by 

the capital market as the information risk that consequently increases the cost of equity 

capital. In term of accounting restatement, Kasznik (2004) argues that a company’s 

accounting restatement creates investor uncertainty about management credibility, 

competence, and overall concerns about the quality of earnings, which increases in the cost of 

equity capital (Hribar & Jenkins, 2004). Similarly, the cost of equity capital increases when 

earnings management occurs. Since earnings management creates information risk for 

investors, investors will price protect themselves from this information risk, which increase 

cost of equity capital. Bhattacharya et al. (2003) examine the relationship between earnings 

opacity and cost of equity capital in 34 countries. Earnings aggressiveness, loss avoidance 

and earnings smoothing are used as a proxies for earnings management, while dividend yield 

and the CAPM model are used to estimate the cost of equity capital. The result from their 

study shows that earnings management is positively associated with the cost of equity capital 

and negatively associated with the trading behaviour of investors in the stock market. Kim 

and Sohn (2013) also examine the influence of real earnings management on the cost of 

equity capital. They find that the extent of earnings management through the real activities 

manipulation is positively associated with the cost of equity capital. They suggest that the 
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quality of financial information is reduced when earnings management practice occurs. 

Consequently, a higher risk premium is required to compensate this information risk. 

Based on the above arguments, the present study will test this hypothesis:  

H18: Cost of equity is positively associated with earnings management 

 Cost of Equity and Corporate Governance 3.4.3 

Since shareholders cannot observe management’s efforts and cannot discern the real 

economic performance of the company, moral hazard and adverse selection problems can 

occur, which result in agency risk (Fama & Jensen, 1983). Consequently, higher returns may 

be required by investors to offset the agency risk, which results in higher cost of equity 

capital. CG is introduced as a mechanism to reduce agency risk, and could also reduce the 

cost of equity capital by improving the effectiveness of the monitoring activities and 

controlling the self-serving tendencies of insiders. Supporting the view that good CG reduces 

cost of equity capital, Cheng et al. (2006) find that firms with stronger shareholder rights 

regimes are significantly associated with a lower cost of equity capital. However, Huang et 

al. (2009) argue that shareholder rights regimes may be less important in firms that have high 

concentration of managerial ownership because managers will protect their self-interest as a 

one of the shareholders. Therefore, their study finds that a high concentration of managerial 

ownership of the firms reduces the degree of the agency problem and lowers the cost of 

equity capital. Reverte (2009), Mazzotta and Veltri (2012) examine the relationship between 

CG mechanisms (board independence, board size, existence of both audit and 

nomination/remuneration committees, CEO duality and independence of the board 

committees) and cost of equity capital. In these studies, the median of each variable is used to 

distinguish between strong governance firms (greater than median) and weak governance 

firms (lower than median). Both studies show that strong CG is negatively associated with 

the cost of equity capital. Furthermore, Upadhyay and Sriram (2011) find that firms with a 

larger board are negatively associated with WACC as a proxy for a firm’s cost of capital and 

positively associated with information transparency. The recent study by Dao et al. (2012) 

shows that the cost of equity capital is lower in companies with a higher average audit 

committee’s age. This is because investors are likely to trust an audit committee that has 

long-term working experiences. However, an insignificant relationship between the average 

numbers of audit committee member’s other directorships and the cost of equity capital is 

found in this study. For external CG, such as external auditor mechanisms, Fernando et al. 
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(2010) find that, in small companies with weak monitoring systems, audit quality attributes 

are negatively associated with a firm’s cost of equity capital. Similarly, Yang, Donald, et al. 

(2009) find that high quality of auditor is negatively associated with cost of equity capital of 

Australian firms. However, they find that the presence of a qualified audit opinion of the 

auditor is positively associated with cost of equity capital.  Finally, Chen, et al. (2011) find 

that the quality of the auditor reduces the cost of equity capital in both SOEs and NSOEs of 

Chinese firms. 

Thus, the above arguments, lead to a requirement to test the following hypothesis: 

H19: Cost of equity is associated with corporate governance 

3.5 CONTROL VARIABLES  

In order to examine the influence of CG on earnings management, and the influence of 

earnings management and CG on the cost of equity capital, variables are included in this 

study to control for factors that could potentially influence firms’ discretionary accruals and 

cost of equity capital. It is important for this study to include the control variables to 

minimize specification bias in the testing of hypothesis. Following are the control variables 

for this study; 

Return on assets (ROA):  This study controls for firm performance with ROA. Cornett et al. 

(2008) show that earnings management is lower in well-performing companies than poorly-

performing companies. Therefore, this study expects that firms with higher ROA will have 

low earnings management. In terms of cost of equity capital, this study expects that firms 

with higher ROA will have a low cost of equity capital. This is because investors require a 

higher return from poorly-performing companies than well-performing companies to 

compensate their investment risk, which increases the cost of equity capital. 

Leverage ratio (LEV): highly indebted companies are less likely to engage in earnings 

management because they are under the scrutiny of lenders (Abed et al., 2012). However, 

Bartov et al. (2001) show, leveraged companies have more incentive to engage in earnings 

management. DeAngelo et al. (1996) find a positive relationship between financial leverage 

and earnings management. Gode and Mohanram (2003) find that higher leverage introduces 

greater credit risk, which, thereby, increases the cost of equity capital. Similarly, Botosan and 

Plumlee (2005) show that LEV is positively correlated with the cost of equity capital. Similar 
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to previous studies, this study expects that firms with higher LEV will have higher earnings 

management and higher cost of equity capital. 

Cash flow from operations (CFO): Ashbaugh, Collins, and LaFond (2004) find that CFO is 

negatively associated with discretionary accruals. However, Dechow (1994) notes that 

accruals have been shown to vary inversely with operating cash flow. This study expects that 

firms with higher CFO will have lower earnings management. 

Company size (LOGASSET):  The studies of Klein (2002), Rahman and Ali (2006) Xie et 

al. (2003b) show that company size is negatively associated with earnings management. This 

is because larger firms have stronger internal control systems and stronger monitoring 

functions than smaller firms. In terms of cost equity capital, Easton (2004); and Gebhardt et 

al. (2001) show that larger firms are likely to have lower cost of equity capital than smaller 

firms. This study expects that larger firms will have lower earnings management and cost of 

equity capital. 

Market to Book ratio (MTB): Market to book ratio becomes an important control variable 

when explaining earnings management (Chi & Gupta, 2009). McNichols (2002) argue that 

growth firms tend to have higher income-increasing earnings management. For cost of equity 

capital, Easton (2004) and Gebhardt et al. (2001a) find that firms with fewer growth will have 

higher cost of equity capital. Therefore, this study expects that higher MTB firms will have 

higher earnings management and lower cost of equity capital.  

Big N:  Becker et al. (1998) indicate that big N auditors are of higher quality than non-big N 

ones. Chen et al. (2011) find that high quality of auditor is negatively associated with cost of 

equity capital. Therefore, this study includes Big N as a control variable, since Big N auditing 

firms provide higher audit quality and are related with a lower cost of equity capital. This 

study expects that firms that have their financial statement audited by Big N audit firms will 

have lower cost of equity capital.  

Substantial shareholders (BLOCK): The monitoring process of substantial shareholders or 

block holders is associated with low level of earnings management (Klein, 2002). For cost of 

equity capital, Habbash (2013) found that high-blockholder firms are less likely to have 

agency problems due to the separation of ownership and management, which could decrease 

cost of equity capital. This study expects that firms with higher BLOCK will likely have 

lower earnings management and cost of equity capital. 
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Market Beta (BETA): Kim and Sohn (2013) find that Beta is positively associated with real 

earnings management. For cost of equity capital, Botosan (1997) and Gode and Mohanram 

(2003) document that a firm’s market beta is positively associated with the cost of equity 

capital. The capital asset pricing model (CAPM) (Lintner, 1965; Sharpe, 1964) indicates that 

market beta is the theoretical determinant of the cost of equity capital. Therefore, this study 

expects that firms with higher BETA will have higher earnings management and cost of 

equity capital. 

Institutional shareholders (INSSHARE): Large shareholders as institutional shareholders 

are more likely to perform better monitoring functions than dispersed shareholders (Lee, Lev, 

& Yeo, 2007), which could have negative relationship with cost of equity capital. This study 

expects that firms with higher concentrated institutional shareholders will have low cost of 

equity capital. 

International Financial Reporting Standards (IFRS): The main purpose of IFRS is to 

improve financial reporting quality standard. However, in contrast to conventional 

expectations, Van Tendeloo and Vanstraelen (2005) find that companies that adopt IFRS do 

not show different earnings management compare to companies under German GAAP. 

Similarly, Jeanjean and Stolowy (2008), Callao and Jarne (2010) and Capkun, Collins, and 

Jeanjean (2012) show that earnings management did not decline after the introduction of 

IFRS. For the cost of equity capital, Street, Gray, and Bryant (1999) argue that the benefit of 

IAS/IFRS is to reduce the investment risk and cost of equity capital. However, Al-Shiab 

(2008) found no evidence that IFRS can reduce cost of equity capital. Therefore, this study 

expects that IFRS will have no relationship with earnings management and the cost of equity 

capital. 

Finally, industry (SECTOR) and year (YEAR) dummy variables are included to reduce 

concerns of using a panel of cross-sectional data for this study, although the results of these 

variables are not reported for ease of presentation. 

3.6 CONCLUSION 

This chapter explains the theoretical framework for the study and reviews the literature 

relevant to the thesis. Agency theory is generated from the separation between the ownership 

and control. Agency theory predicts that if there is a mutually optimal benefit for ownership 

and control parties, there will be no problems. However, when a control (agent) party does 
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not act to the interest of the owner (principle), an agency problem occurrs (Jensen & 

Meckling, 1976). The separation between ownership and control also create the information 

asymmetry. This problem occurs when two parties have access to different information and 

one party knows more information than the others. Therefore, managers who know the real 

economic performance of a company have an opportunity to convey or not to convey this 

information to investors; this is described by signalling theory. Since the owner (investors) 

may not be running the business, a group of managers is employed to operate the company. 

When the interests of managers are not satisfied, they may be motivated to engage earnings 

management with the view of increasing their own interest. By misleading investors, earnings 

management could lead to higher investment risks (such as wrong decision making and 

adverse selection problem), which are associated with higher cost of equity capital. 

This chapter also discusses the concept of CG, because it is concerned with how to align the 

interests of shareholders and managers and ensure that firms are run for the benefit of 

shareholders. The CG mechanisms, such as board characteristics, audit committee 

effectiveness, auditor effectiveness and ownership structure, are discussed as factors that 

influence earnings management and cost of equity capital.  

With reference to the theoretical framework and literature review, this chapter develops the 

hypotheses that predict the association between the three main variables: earnings 

management, corporate governance and cost of equity capital: the first set of hypotheses 

propose that there is an association between earnings management and corporate governance; 

the second set of hypotheses propose that the cost of equity capital is positively associated 

with earnings management; and the third set of hypotheses propose that the cost of equity 

capital is negatively associated with corporate governance. 

Finally, this chapter also provides a review of literature on the control variables used in the 

tests of hypotheses for this study. The research methodology; including the sample selection 

process, the measurement of the dependent, independent and control variables, are discussed 

in the next chapter. 
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4. RESEARCH M ETHOD OLOGY 

4.1 INTRODUCTION 

The main purpose of this chapter is to discuss the empirical methods used to test the 

hypotheses developed in section 3.4 of chapter 3. As stated in chapter 3, this study focuses on 

the relationship between earnings management, CG mechanisms and the cost of equity 

capital of Thai listed companies during the period 2003 to 2010. The explanation of how to 

select the studied sample and how to obtain the relevant data is described in section 4.2. As 

per the theoretical framework discussed in the last chapter, if shareholders and managers 

have their own desired interest in the same asset but this interest is in conflict, there will be 

motivation for managers to exercise their discretion to manage the company’s earnings with 

the view to increasing their own interest. The measurements of earnings management are 

discussed in section 4.3.1. It is widely claimed that CG mechanisms can reduce earnings 

management because it improves the internal monitoring functions of companies; section 

4.3.3, therefore, explains the measures of CG variables. As earnings management creates 

agency risk, which could increase the cost of equity capital, section 4.4.1 explains the 

measures of the cost of equity capital. To examine the relationship between earnings 

management, CG and the cost of equity capital, this study uses regression analysis 

techniques. For the influence of CG on earnings management, the regression models are 

shown in section 4.3.2. For the influence of earnings management and CG on cost of equity 

capital, the regression models are presented in section 4.4.2. Robustness of the influence of 

CG on earnings management, and the influence of earnings management and CG on the cost 

of equity capital, the additional regression analyses using the CG score as a proxy for CG 

mechanisms are presented in section 4.5. This chapter ends with a conclusion in section 4.6. 

4.2 SAMPLE SELECTION AND DATA SOURCES 

 Sample Selection 4.2.1 

The population of this study comprises all non-financial companies listed on the SET over 

the period 2003-2010. Panel A of Table 4.1 outlines the sample selection. First, this study 

identifies all companies that are listed on the SET as at 31 December 2010. On this day, The 

SET had 553 listed firms trading (The Stock exchange of Thailand, 2010). This study 

excluded 63 listed companies on the Market for Alternative Investments (MAI) because these 

companies are SMEs. MAI are mostly owned, run and controlled by families, and are subject 
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to different regulations than companies listed on SET. According to Martin (2007) CG in the 

MAI segment is not rigorous and these companies do not fully comply with CG guidelines. 

Furthermore, 8 companies under rehabilitation (REHABCO) were also excluded from 

consideration by this study because of significant issues relating to missing data or 

incomplete financial or audit committee data, and because their annual reports were 

unavailable because these companies were in the process of being removed from the SET 

(Thoopsamut & Jaikengkit, 2008).  

Similar to other studies, this study excludes 65 financial companies because their financial 

policies are often significantly regulated by the BOT (the Central bank). In terms of CG, the 

financial institutions’ groups use different principles of good CG which are issued by the 

BOT. Finally, 27 property fund companies under the Property and Construction sector are 

excluded because the data for these companies was not obtainable. The final sample for this 

study consists of 390 firms. 

The classification of the sample firms is shown in Panel B of Table 4.1. As can be seen in the 

table, there are seven main sectors on the SET: Agro & Food (10.51%), Industrials (17.95%), 

Services (21.79%), Property and Constructions (23.08%), Technology (9.49%), Resources 

(6.92%), and Consumer Products (10.26%). 

The present study covers the period from 2003-2010 for two reasons. Firstly, 2002 was the 

year that the Thai Government officially designated as the year of good corporate governance 

and a number of corporate governance agencies and organizations were established with the 

view to improving the quality of CG in Thailand. As was discussed in chapter 2, there were 

major changes in Thai CG systems during 2002. Therefore, to guarantee the collection of all 

data related to CG mechanisms, this study starts from 2003. 

Secondly, this study requires two years’ future earnings per share (EPS) data to estimate the 

cost of the equity capital variable. The latest EPS available is the EPS of 2012. It is important 

to note that the fiscal year in Thailand is from 1 January to 31 December. Yearly audited 

financial information must be submitted to the SET within 150 days after 31 December. 

Therefore, the EPS data of 2012 will be available for acquisition on 31 May 2013. Hence, to 

be able to calculate the cost of equity capital using two years ahead EPS (2012), the latest 

fiscal year that can be covered in this study is 2010. 
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Table 4.1: Derivative of Sample and Sector Category 

Panel A:  Sample Derivation      

   Number 

of firms 

 

Companies listed on the Stock Exchange of Thailand as at 31 December 2010 553  

Financial and insurance institutions  (65)  

Listed companies on Market for Alternative Investment (MAI)  (63)  

Listed companies under rehabilitation  (8)  

Property fund companies under Property & Construction sector  (27)  

Final sample   390  

Panel B:  Stock Exchange of Thailand sector category of the sample firms   

Sector Sub-sector Number             

of firms             

(sub-sector) 

Number 

of firms 

(Sector) 

Percentage 

of sample 

(Sector) 

Agro and Food: Agribusiness 15   

 Food and Beverage 26 41 10.51 

     Industrials: Automotive 20   

 Industrial Materials and Machinery 23   

 Packaging 13   

 Paper and Printing Materials 2   

 Petrochemicals and Chemicals 12 70 17.95 

     Services: Commerce 14   

 Health Care Services 13   

 Media and Publishing 25   

 Professional Services 3   

 Tourism and Leisure 14   

 Transportation and Logistics 16 85 21.79 

     Property and 

Constructions: 

Construction Materials 30   

 Property Development 60 90 23.08 

     Technology: Electronic Components 11   

 Information & Communication 26 37 9.49 

     

Resources: Energy & Utilities 25   

 Mining 2 27 6.92 

     Consumer 

products: 

Fashion 23   

 Home & Office products 11   

 Personal Product & Pharmaceutical 6 40 10.26 

Total     390 100.00 
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 Data Sources 4.2.3 

Historical information, such as financial statements (including reviewed quarterly financial 

statements and audited annual financial statements) and corporate governance data 

(disclosure report concerning additional information (form 56-1), including auditor, board 

director characteristics, ownership, audit committee, disclosure) are obtained from 

SETSMART (and SEINFO) databases produced by the SET. Risk free rate from the 

government treasury bill and market rate of return are obtained from the DataStream 

database. 

4.3 THE INFLUENCE OF CORPORATE GOVERNANCE ON EARNINGS 

MANAGEMENT 

To examine the influence of CG mechanisms on earnings management, the measurement of 

earnings management, CG variables and control variables, several regression models are used 

in this study. The following sections discuss the measurement of earnings management, CG 

and control variables. 

 Measurement of Earnings Management 4.3.1 

One practice that management uses to manage a firm’s earnings is to exploit the flexibility of 

the GAAP. Often this is based on the principles of accruals (Healy, 1996). Several studies 

examine managers’ accruals choices as evidence of “earnings management” (Dechow et al., 

1996a; Guay, Kothari, & Watts, 1996; Healy, 1984; Healy & Wahlen, 1999b; Jeter & 

Shivakumar, 1999; Jones, Krishnan, & Melendrez, 2007; Peasnell, Pope, & Young, 1999; 

Schipper, 1989; Subramanyam, 1996). Given the credit sales of finished goods and services, 

and the purchase of inputs on the basis of credit, there is a divergence between accounting 

earnings and cash flows. Similarly firms have, at any given point in time, several goods and 

services in intermediate stages whose values are hard to capture. The concept of accruals 

allows matching of revenues and expenses at the time of sale of an output rather than when 

cash is actually expended or received. Matching of revenues and expenses gives rise to 

accruals. The Jones (1991) model recognizes that total current accruals can be divided into 

two components: discretionary and non-discretionary current accruals. Non-discretionary 

current accruals are largely based on business needs and may vary considerably from industry 

to industry. It is the discretionary current accruals that are of interest as these are determined 

entirely by the managers. Earnings management thus involves management of discretionary 

accruals with a view to overstate or to smooth earnings. 
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4.3.1.1 Measurement of Total Accruals  

Two mains approaches are used by previous empirical studies to estimate total accruals: the 

balance sheet approach and the cash flow approach. 

( I )  The Balance Sheet Approach 

A number of studies utilize a balance sheet approach to determine total accruals (Bartov et 

al., 2001; Caramanis & Lennox, 2008; Chen et al., 2005; Chi & Gupta, 2009;Chung, et al.,, 

2002; Francoeur et al., 2012; Ghosh, 2011; Rangan, 1998). Total accruals based on this 

approach are calculated as follow: 

                                                       (Eq. 1) 

Where: 

ToAcci,t =   total accruals for firm i year t 

 ∆CAi,t =   change in current asset for firm i year t  

∆CLi,t =   change in current liabilities for firm i year t 

∆CASHi,t  =   change in cash and cash equivalents for firm i year t 

∆STDi,t =   change in long-term debt included in current liabilities  for firm i year t 

∆DEPi,t =   change in depreciation and amortisation expenses for firm i year t 

All variables are deflated by lagged total assets Ai, t-1 to control for scale differences. 

Rangan (1998) rationally argues that the current accruals will be changed based on an 

increase or decrease in non-cash current assets and current liabilities. For example, credit 

sales increase the accounts receivable, and unpaid expenses increases the current liabilities. 

Therefore, the current accruals for a period should be the differences between non-cash 

current assets and current liabilities as shown in the balance sheet approach. However, Hribar 

and Collins (2002) dispute that the balance sheet approach could introduce significant 

measurement errors in the estimation of a company’s accruals. They point out that the 

calculating method of current accruals used by Rangan (1998) may not be correct if there are 

other non-operating events, such as non-articulation (i.e. change in accounting policy and 

reclassifications), mergers and acquisitions, foreign currency translation etc. These non-

operating events do affect the change in current assets and liabilities of the balance sheet but 

do not necessarily affect earnings in the income statement (Hribar & Collins, 2002). One 

example mentioned in their paper is that the current assets and current liabilities show a trend 
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to increase when firms acquire other firms. This changing of current assets and liabilities can 

generate a bias to calculated current accruals in equation 1. 

( II )  The Cash Flow Approach  

After Hribar and Collins (2002) estimated the errors of both the balance sheet and the cash 

flow approaches, they noted that, if any variables used to determine the total accruals are 

related to non-articulation, mergers and acquisitions, foreign currency translation etc., there 

will be an error in estimating discretionary accruals. They, therefore, suggest that the cash 

flow approach should be the preferred total accrual measurement due to its higher accuracy. 

A cash flow approach has gained popularity in the measurement of total accruals with the 

majority of current studies adopting this approach (e.g. Al-Fayoumi et al., 2010; Ali Shah, 

Butt, & Hasan, 2009; Bergstresser & Philippon, 2006b; Butler et al., 2004; Chen et al., 2011; 

Chin, Chen, & Hsieh, 2009; Cornett et al., 2008; Davidson et al., 2005b; Dimitropoulos, 

2011; García et al., 2012; Hashim & Devi, 2008a; Hribar & Collins, 2002; Klein, 2002; Lin 

& Manowan, 2012; Saleh et al., 2005). The total accruals of this study (ToAcci,t) are, 

therefore, computed from the difference between income before tax and extraordinary items 

(EBXIi,t) and net cash flow from operating (CFOi,t) as follows: 

                                                  (Eq. 2) 

In addition to the importance of accuracy in estimating total accruals of the cash flow 

approach suggested by Hribar and Collins (2002), Cornett et al. (2008) find no difference in 

the results, regardless of whether the balance sheet or cash flow approach is used to estimate 

total accruals. Therefore, this study uses the cash flow approach to estimate total accruals that 

are introduced by Hribar and Collins (2002).  

4.3.1.2 Estimation of Discretionary Accruals 

The accruals component of earnings contains the accounting estimates based on forecasts 

which is easier to manage than cash flows (Larcker & Richardson, 2004). A number of 

previous papers have used discretionary accruals to examine whether earnings have been 

manipulated by managers. Since managers are more likely to use their discretion to manage 

earnings over short-term rather than long-term accruals (Dechow et al., 1995; Teoh et al., 

1998), the Jones (1991) model is the most popular one used to capture short-term non-

discretionary accruals. However, a fundamental problem with the Jones model is the use of 

change in revenues as entirely non-discretionary accruals. 
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Dechow et al. (1995) emphasize that, if earnings are managed through discretionary accruals 

revenues, then the Jones model will consider revenues as entirely non-discretionary. 

However, managers can exercise their discretion to manage earnings by shifting revenue 

from the future to the current period (through an increase in accounts receivables). So, the 

change in revenue (∆REVi,t) would be endogenous to the model. To control this endogeneity 

bias, Dechow et al. (1995) assume that all changes in credit sales in the event period result 

from earnings management. The reason behind the Modified Jones model is that earnings are 

not difficult to manage through credit sales compared to cash collections. Therefore, in the 

Dechow et al. (1995)’s study, they examine five models that are used for estimating 

discretionary accruals; including the Healy (1985) model, the DeAngelo (1986) model, the 

Jones (1991) model, the Modified Jones model and the industry model. They find that among 

these five models, the Modified Jones model is the most powerful model for detecting 

earnings management (Ahmad-Zaluki et al., 2011; Dechow et al., 1995). Therefore, the 

models used to examine non-discretionary accruals in this study are based on the Modified 

Jones model. 

A. Modified Jones Model (1995) 

A vast amount of literature estimates discretionary accruals using the Jones (1991) model. 

The model attempts to control the effects of change in the firm’s economic circumstances in 

estimating a firm’s nondiscretionary accruals. However, Dechow et al. (1995) found 

weaknesses in the original Jones model (1991). According to them, the original Jones model 

is unable to capture the impact of sales-based manipulation because accounts receivables 

should not be considered as non-discretionary accruals. Thus, they proposed a modification 

to the original Jones model which came to be known as the Modified Jones model. The non-

discretionary accruals based on the Modified Jones model are computed from the equation as 

follows: 

           (
 

      
)     (

                

      
)     (

      

      
)                             (Eq. 3) 

Where:  

NDAi,t  = non-discretionary accruals for firm i, year t 

Ai,t-1  = lagged assets of firm i, year t 

∆REVi,t = change in revenues of firm i, year t 

∆ARi,t  = change in accounts receivable of firm i, year t 
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PPEi,t   = property, plant and equipment of firm i, year t 

α1, α2, α3 = firm-specific parameters  

 

The OLS linear regression is used to estimate the firm specific parameters in each fiscal year 

for each industry. This estimation allows firm specific parameters to vary over time and by 

industries. Similar to prior studies, industry portfolios are comprised of at least 10 companies 

(Ahmad-Zaluki et al., 2011). It is important to note that the company specific parameters α1, 

α2, α3 are estimated from the original Jones model as equation (4), not from the Modified 

Jones model (Al-Zyoud, 2012; Bartov et al., 2001; Cornett et al., 2008; Davidson et al., 

2005b; Dechow et al., 1995; Klein, 2002; Sánchez-Ballesta & García-Meca, 2007; Siregar & 

Utama, 2008; Sukeecheep et al., 2013; Xie et al., 2003). 
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) (Eq. 4) 

Where: 

ToACCi,t  = total current accruals for firm i, year t 

Ai,t-1   = lagged assets of firm i, year t 

∆REVi,t  = change in revenues of firm i, year t 

PPEi,t    = property, plant and equipment of firm i, year t 

 

B. Performance Matched Discretionary Accruals Model (2005) 

This study also tests for earnings management by employing an extended version of the 

modifed Jones model used by Kothari, Leone, and Wasley (2005), which is called 

Performance Matched Discretionary Accruals Model, as the alternative model. This 

Performance Matched discretionary accruals model is calculated by placing ROA into the 

Modified Jones model. Similar to Kothari et al.’s, this study applies both return on assets of 

the current year (ROAt) as in equation (5) and lagged return on assets (ROAt-1) as in equation 

(7) into the Modified Jones model. To avoid potential problems related with changing a tax 

rate in Thailand, ROA is estimated by using earnings before interest and tax expense divided 

by total assets. This estimation is similar to Bédard et al. (2004), Jones, Krishnan, and 

Melendrez (2008) and Kothari et al. (2005). 
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Performance Matched Discretionary Accruals Model (current ROA) 

            (
 

      
)     (

                

      
)     (

      

      
)    (      ) (Eq. 5) 

Where:  

NDAi,t  = non-discretionary accruals for firm i, year t 

Ai,t-1  = lagged assets of firm i, year t 

∆REVi,t = change in revenues of firm i, year t 

∆ARi,t  = change in accounts receivable of firm i, year t 

PPEi,t   = property, plant and equipment of firm i, year t 

ROA  = return on assets of firm i, year t 

α1, α2, α3, α4 = firm-specific parameters  

 

Similar to the Modified Jones model, the OLS linear regression is also used to estimate 

company specific parameters for each industry. The company specific parameters α1, α2, α3, 

α4 are estimated from equation (6). 
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Where: 

ToACCi,t  = total current accruals for firm i, year t 

Ai,t-1   = lagged assets of firm i, year t 

∆REVi,t  = change in revenues of firm i, year t 

PPEi,t    = property, plant and equipment of firm i, year t 

ROAi,t   = return on assets of firm i, year t 

Performance Matched Discretionary Accruals Model (Lagged ROA) 
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)    (        ) (Eq. 7) 

Where:  

NDAi,t  = non-discretionary for firm i, year t 

Ai,t-1  = lagged assets of firm i, year t 

∆REVi,t = change in revenues of firm i, year t 

∆ARi,t  = change in accounts receivable of firm i, year t 
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PPEi,t   = property, plant and equipment of firm i, year t 

ROAt-1  = lagged return on assets of firm i, year t 

α1, α2, α3, α4 = firm-specific parameters  

 

The company specific parameters α1, α2, α3, α4 are estimated from equation (8). 
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Where: 

ToACCi,t  = total current accruals for firm i, year t 

Ai,t-1   = lagged assets of firm i, year t 

∆REVi,t  = change in revenues of firm i, year t 

PPEi,t    = property, plant and equipment of firm i, year t 

ROAi,t-1  = lagged return on assets of firm i, year t 

 

C. Cash flow Modified Jones Model (2000) 

Cash flow Modified Jones model was first proposed by Kasznik (1999). In his paper, he 

investigates the relationship between volunary disclosure and earnings management. Kasznik 

(1999) includes change in operating cash flows as an explanatory variable in the Modified 

Jones model which was originally developed by Dechow et al. (1995). Kasznik’s reason for 

including the change in cash flow from operations is based on Dechow’a (1994) evidence 

that CFO is negatively correlated with total accruals. Furthermore, Jeter and Shivakumar 

(1999) introduce variables to control for changes in cash flows over time. They suggest that 

this exentsion of the Jones model is shown to be well specified for all cash flow levels and to 

exhibit more power than the conventional Jones model in detecting earnings management. 

Therefore, this study also tests for earnings management by employing an extended version 

of the modifiled Jones model introduced by Kasznik (1999) and used in Shuto (2007); 

Huang, Wang, and Zhou (2013); Kasznik (1999); Kubota, Suda, and Takehara (2010); Osma 

and Noguer (2007); Sun and Rath (2009);  and  Teshima and Shuto (2008) who include the 

change in CFO as an additional explanatory variable. The model is expressed as follows:  

            (
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) (Eq. 9) 
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Where:  

NDAi,t  = non-discretionary accruals for firm i, year t 

Ai,t-1  = lagged assets of firm i, year t 

∆REVi,t = change in revenues of firm i, year t 

∆ARi,t  = change in accounts receivable of firm i, year t 

PPEi,t   = property, plant and equipment of firm i, year t 

∆CFOt-1 = change in cash flow from operation of firm i, year t 

α1, α2, α3, α4 = firm-specific parameters  

 

The company specific parameters α1, α2, α3, α4 are estimated from equation (10). 
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) (Eq. 10) 

Where: 

ToACCi,t  = total current accruals for firm i, year t 

Ai,t-1   = lagged assets of firm i, year t 

∆REVi,t  = change in revenues of firm i, year t 

PPEi,t    = property, plant and equipment of firm i, year t 

∆CFOi,t  = change in cash flow from operation of firm i, year t 

 

D. Modified Jones Model with Cash Flows and Book to Market (2004) 

The Modified Jones model with book to market and cash flows was first used to estimate the 

discretionary accruals (unexpected accruals or abnormal accruals) component by Larcker and 

Richardson (2004). For this approach, book to market ratio (BTM) and CFO are incorporated 

into the Modified Jones model to reduce measurement error related to discretionary accruals. 

Larcker and Richardson (2004) indicate that BTM controls expected growth in operation. 

They point out that phases of growth in the life cycle of a firm are likely to be associated with 

investment in inventory and other assets. In this situation, observation of an inventory 

increase may not necessarily indicate any opportunistic behaviour on the part of management. 

Therefore, if BTM is left uncontrolled, the Modified Jones model will classify such increases 

as discretionary accruals because, under normal circumstances, growing firms have large 

accruals. In addition, CFO controls the current operating performance. Dechow et al. (1995) 
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find that discretionary accruals are likely to be mis-specified for companies with extreme 

levels of performance. 

Larcker and Richardson (2004) remark that their model is more advanced than the Modified 

Jones model in the following ways: its powers of explanation are superior, it provides 

identification of accruals that are unexpected and less constant than other earnings’ 

components, discretionary accruals related to lower earnings and lower stock returns in future 

periods can be identified, and the estimation of discretionary accruals allows for the detection 

of earnings management pinpointed in enforcement actions taken by the SEC. Hence, the 

other measurement of discretionary accruals used in this study is based on equation (11) as 

shown below: 

            (
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)    (      )    (Eq. 11) 

Where:  

NDAi,t   = non-discretionary  accruals for firm i, year t 

Ai,t-1   = lagged assets of firm i, year t 

∆REVi,t  = change in revenues of firm i, year t 

∆ARi,t   = change in accounts receivable of firm i, year t 

PPEi,t    = property, plant and equipment of firm i, year t 

CFOi,t   = cash flow from operation of firm i, year t 

BTMi,t   = book to market ratio of firm i, year t 

α1, α2, α3, α4, α5 = firm-specific parameters  

 

The company specific parameters α1, α2, α3, α4 are estimated from equation (12). 
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Where: 

ToACCi,t  = total current accruals for firm i, year t 

Ai,t-1   = lagged assets of firm i, year t 

∆REVi,t  = change in revenues of firm i, year t 

PPEi,t    = property, plant and equipment of firm i, year t 

CFOi,t   = cash flow from operation of firm i, year t 
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BTMi,t   = book to market ratio of firm i, year t 

 

4.3.1.3 Measurement of Discretionary Accruals  

As it can be seen above, the starting point for the measurement of discretionary accruals is 

total accruals. Since total accruals comprises normal accruals (expected accruals) and 

abnormal accruals (discretionary accruals or unexpected accruals), discretionary accruals 

(DAi,t) as a proxy for earnings management is calculated as shown: 

         
        

      
               (Eq. 13) 

Where: 

DAi,t   = discretionary accruals of firm i, year t 

ToACCi,t  = total current accruals of firm i, year t 

Ai,t-1   = lagged assets of firm i, year t 

NDAi,t = non-discretionary accruals which are estimated from equations 

(3), (5), (7), (9) and (11) 

It is important also to note that there is a difference in this study from prior studies. This 

difference is the use of net PPE instead of gross PPE. Similar to the study of Chen et al. 

(2005); Jaggi et al. (2009); Saleh et al. (2005) and Lee et al. (2007), the data on gross PPE is 

not available in the SETSMART and SETINFO databases. As a result, the net PPE is used in 

equations (3)–(12) of this current study.  

4.3.1.4 Discretionary Accruals as Proxies for Earnings Management 

Two groups of discretionary accruals (negative discretionary accruals and positive 

discretionary accruals) are found after subtracting NDAi,t from ToACCi,t/Ai,t in equation (13). 

In the extant literatures, there are two main approaches used to identify the discretionary 

accruals (DA) as a proxy for the earnings management variable. One is the use of the signed 

DA (both positive and negative values of DA) to identify the earnings management variable 

(Antle et al., 2006; Banderlipe, 2009a; Cahan et al., 2008; Chung et al., 2002a; Dechow et al., 

1995; Houmes & Skantz, 2010; Huang et al., 2013). The other one is the use of the unsigned 

DA (absolute value of DA) to identify the earnings management variable (Al-Zyoud, 2012; 

Ayers, Ramalingegowda, & Yeung, 2011; Cornett et al., 2008; Davidson et al., 2005b; 

Dimitropoulos, 2011; Ferguson et al., 2004; Frankel et al., 2002; Hsiao, Lin, & Hsu, 2010; 

Kim & Sohn, 2013; and Klein, 2002).  
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Using the Jones (1991) model and the Modified Jones (1995) model to estimate DA, 

Caramanis and Lennox (2008); Espinosa and Trombetta (2007); Gietzmann and Ireland 

(2005) differentiate negative and positive DA into two groups. The first group is aggressive 

discretionary accruals (DAi,t > 0) and the second group is non-aggressive discretionary 

accruals (DAi,t  < 0). They use a dummy variable instead of the actual value to determine the 

DA. As such, the positive DA are coded as “one” with the remainder coded “zero”. Abbott et 

al. (2006) use a different method and do not replace the positive DA with “one” as a dummy 

variable but rather determine DA using the value of positive DA times an indicator variable 

which has a value of “one” for positive values and “zero” for negative values. 

An opposing viewpoint is that a negative DA does not necessarily denote a non-aggressive 

level. Epps and Guthrie (2010) argue that whether they be negative or positive DA, the 

absolute value can denote the same aggressive levels of earnings management. Their results 

show that positive DAs tend to be evidence of upward earnings management while negative 

DA tend to be evidence of downward earnings management. Therefore, extreme negative DA 

and extreme positive DA of approaches 3 and 4 in this study are identified as aggressive 

earnings management because both negative and positive DA will have the same level of 

impact, irrespective of the sign (Epps & Guthrie, 2010). 

This study, therefore, identifies the value of discretionary accruals as proxies for earnings 

management from five models (Modified Jones model, Performance Matched discretionary 

accruals with current ROA, Performance Matched discretionary accruals with lagged ROA, 

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

market) into four different approaches as below: 

Approach 1: Signed earnings management (positive and negative value of discretionary 

accruals). The original discretionary accruals values that are estimated from five 

discretionary accruals models. 

Approach 2: Unsigned earnings management (absolute value of discretionary accruals). The 

absolute discretionary accruals that are estimated from five discretionary accruals models. 

Approach 3: Two groups of DA are used as a proxy for earnings management. Once the DA 

values are estimated from five earnings management models, they are sorted from the lowest 

to highest values and categorised into two groups as shown in Figure 4.1 below. (Group 1 is 
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low earnings management, and group 2 is aggressive earnings management. Quartile analysis 

is used to distinguish non-aggressive and aggressive DA.  

 

Figure 4.1: Two groups of earnings management (Approach 3) 

 

Approach 4:  Three groups of discretionary accruals are used as a proxy for earnings 

management. Similar to approach 3, once the DA values are estimated from five earnings 

management models, they are sorted from the lowest to highest values and categorised into 

three groups as shown in Figure 4.2 below (Group 1 is low earnings management, group 2 is 

aggressive negative earnings management, and group 3 is aggressive positive earnings 

management). Percentile analysis is used to equally divide the sample into three groups. 

 

Figure 4.2: Three groups of earnings management (Approach 4) 

4.3.1.5 Time Series Versus Cross Sectional 

The time series models and the cross sectional models provide different estimates of 

discretionary accruals. To estimate firm specific parameters, the time series approach requires 
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each company’s data from prior periods to the event period, while the firm specific 

parameters of the cross sectional approach are computed from each period for each company 

in the same industry. In other words, both the cross-sectional Jones model and the cross-

sectional Modified Jones model are similar to the time-series Jones and the Modified Jones  

models, respectively. The only difference is that  the parameters (α1, α2, α3) of the models 

are estimated by using cross-sectional, not time-series data (Bartov et al., 2001). 

In the original paper by Jones where she first proposed the model, the Jones model used the 

time series approach with at least 14 years of data to estimate the firm specific parameters 

(Jones, 1991). However, this approach needs to have a sufficiently long time-series of at least 

10 time-series observations to provide reliable parameter estimates (Guay et al., 1996; Jeter 

& Shivakumar, 1999; Peasnell et al., 1999; Subramanyam, 1996). Rangan (1998) examines 

discretionary accruals on a time-series for only three years (1987-1990) but he uses quarterly 

data instead of annual data to attain an appropriate sample size. 

In this regard, Jeter and Shivakumar (1999) point out that, to determine discretionary accruals 

using annual financial data, the sample companies must operate for at least 11 years because 

the businesses are more inclined to be sizeable, established firms with larger reputational 

funds which may be lost if earnings management is exposed. If there is less than a 10-year 

observation period, the time series approach could impose both a survivorship bias and a 

selection bias (Jeter & Shivakumar, 1999). To support this view, Peasnell, et al (1999) argue 

that the times-series Jones model raises some concerns on assumptions surrounding the 

estimated coefficients on change in revenue and property, plant and equipment. They suggest 

that these coefficients may not be stable over time and that the presumed self-reversing 

property of accruals may introduce specification problems in the form of serially-correlated 

residuals. 

In an effort to overcome these problems, a number of studies have begun to use the cross-

sectional Jones model and the cross-sectional Modified Jones model. Using these models to 

measure DA, Becker et al. (1998), Ali Shah, Butt, & Hasan (2009), Defond, Jiambalvo, & 

Subramanyam (1998), Peasnell, et al (1999) and Subramanyam (1996) find that the cross-

sectional Jones models are generally better specified than the time-series counterparts. 

For example, Subramanyam (1996) compares alternative expectation models for accruals. He 

suggests that the cross sectional version of the Jones models are more powerful than their 

time-series counterparts for two reasons. First, the cross-sectional model generates a large 
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sample, such as the one in his study with 21,135 valid observations, which are available for 

the cross-sectional model whereas only 7,345 satisfy when the times-series Jones model is 

used. Second, the number of observations per model is considerably higher for the cross-

sectional Jones models with a median of 31 but only a median of 10 for the time-series 

models. In addition, Bartov et al. (2001); Krishnan (2003a); and Subramanyam (1996) 

provide further evidence of the cross-sectional Jones model and the cross-sectional Modified 

Jones model performing better than their time-series counterparts in detecting earnings 

management. Their studies also find that the time-series models are estimated over a period 

of up to ten years but cross-sectional models allow the inclusion of firms with a short history. 

The above arguments justify the selection of the cross-sectional version over the time-series 

version. Therefore, the cross sectional approach is used to estimate discretionary accruals as a 

measurment of earnings management in this study. 

 Empirical Analysis for the Influence of Corporate Governance on Earnings 4.3.2 

Management  

This section presents the empirical tests carried out to test the hypotheses developed in 

section 3.4.1 of chapter 3. Section 4.3 describes the test relating to the hypothesis on the 

influence of CG on earnings management. Section 4.4 explains the test concerning the 

hypotheses relating to the influence of earnings management and CG on the cost of equity 

capital. To examine the relationship between earnings management and CG and the 

relationship between earnings management, CG and the cost of equity,  OLS regression, 

binary logistic regression and multinomial logistic regression are used in this study. This 

study uses pooled data as a main data set to examine the predicted hyphotheses. However, to 

check the validity of the findings, this study also tests the panel data analysis with fixed 

effects. Since OLS regression analysis may not account for unobserved heterogeneity, 

simultaneity and omitted variables, fixed effects and random effects are used to solve these 

problems. The Hausman test is used as a tool to determine whether or not to use the fixed and 

random effects estimators for this study. The results from Hausman are discussed in chapters 

5 and 6. The regression results and discussions of pooled and panel data are also presented in 

these chapters.  

To examine the influence of corporate governance mechanisms, OLS regression, binary 

logistic regression, and multinomial logistic regression are used in this study. As described in 

section 4.3.4, the values of earnings management are estimated from the Modified Jones 
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model (EMMJ), Performance matched discretionary accruals model (EMPM), Cash Flow 

Modified Jones model (EMCF) and Modified Jones model with cash flows and book to 

market (EMCFBM) are identified into four approaches. 

In order to examine the effect of CG mechanisms on earnings management approach 1 (the 

actual value of earnings management (with sign -, +)) and approach 2 (the absolute value of 

earnings management (without sign -, +)), and OLS regressions are employed to estimate 

parameters in hypothesis testing. Since the values of earnings management in approach 3 

(non-aggressive and aggressive earnings management) is a dichotomous dependent variable, 

the relationship between earnings management and corporate governance is analysed using 

binary logistic regression in both pooled and panel data. 

Furthermore, the values of earnings management in approach 4 contain more than two 

categories of the dummy dependent variable (negative aggressive, non-aggressive, and 

positive aggressive earnings management); the multinomial logistic regression is used to 

examine the relationship between earnings management and CG for pooled data in this study. 

However, for the panel data, there are no readily available multinomial logistic functions 

available in STATA12. Therefore, the analysis of each category was performed separately 

using binary logistic regressions. 

The following multiple regression models are formulated to test the relationship between 

earnings management and CG mechanisms: board director characteristics, audit committee 

effectiveness, external auditor effectiveness and ownership structure. 

Earnings Management Estimated from the Modified Jones Model and Corporate Governance:  

               ∑                         ∑                       

  ∑                            ∑                             

 ∑                         ∑          ∑              

 (Eq. 14) 

Where: 

EMMJi,t  = measures for earnings management calculated from the cross-

sectional Modified Jones model for 4 approaches. 
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BOARD DIRECTORi,t = board director characteristics variables  including: board 

interlocking (BINT), board size (BSIZE), board independence 

(BIND), CEO and chairman duality (CEODUAL), and board 

meeting (BMEET). 

AUDIT COMMITTEEi,t = audit committee effectiveness variables including: audit 

committee activities (ACACT), audit committee independence 

(ACIND), audit committee size (ACSIZE), and audit 

committee financial expertise (ACEXPERT). 

EXTERNAL AUDITORi,t = external auditor effectiveness variables including: Auditor 

Reputation (ADREPU), audit fees (ADFEE), audit opinion 

(ADOPIN), and non-audit fees (NADFEE). 

OWNERSHIP STRUCTUREi,t = ownership structure variables including: ownership 

concentration (OWNCON), managerial ownership 

(MNGOWN), family ownership (FAMOWN), and institutional 

ownership (INSSHARE). 

 CONTROL VARIABLESi,t = control variables including: return on assets (ROA), leverage 

ratio (LEV), cash flow from operation (CFO), size 

(LOGASSET), market to book ratio (MTB), substantial 

shareholders (BLOCK), and Beta (BETA), International 

financial reporting standards (IFRS)  

SECTORi,t    = industry dummy 

YEARi,t    = year dummy 

 

Earnings Management Estimated from the Performance Matched Discretionary Accruals 

Model (Current ROA) and Corporate Governance:  
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               ∑                         ∑                       

  ∑                            ∑                             

 ∑                         ∑          ∑              

 (Eq. 15) 

Where: 

EMPMi,t  = measures for earnings management calculated from the cross-

sectional Performance Matched Discretionary accruals model 

for 4 approaches. 

CONTROL VARIABLESi,t = control variables including : leverage ratio (LEV), cash flow 

from operation (CFO), size (LOGASSET), market to book ratio 

(MTB), substantial shareholders (BLOCK), and Beta (BETA), 

International financial reporting standards (IFRS) 

 

Earnings Management Estimated from the Performance Matched Discretionary Accruals 

Model (Lagged ROA) and Corporate Governance:  

                 ∑                         ∑                       

  ∑                            ∑                             

 ∑                         ∑          ∑              

 (Eq. 16) 

Where: 

EMPMi,t-1  = measures for earnings management calculated from the cross-

sectional Performance Matched Discretionary accruals model 

(with lagged ROA) for 4 approaches. 

CONTROL VARIABLESi,t = control variables including : leverage ratio (LEV), cash flow 

from operation (CFO), size (LOGASSET), market to book ratio 

(MTB), substantial shareholders (BLOCK), and Beta (BETA), 

International financial reporting standards (IFRS)  
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Earnings management estimated from the Cash flow Modified Jones model and corporate 

governance:  

               ∑                         ∑                       

  ∑                            ∑                             

 ∑                         ∑          ∑              

 (Eq. 17) 

Where: 

EMCFi,t  =  measures for earnings management calculated from the 

cross-sectional Cash Flow Modified Jones model for 4 

approaches. 

CONTROL VARIABLESi,t =  control variables including : return on assets (ROA), 

leverage ratio (LEV), size (LOGASSET), market to book ratio 

(MTB), substantial shareholders (BLOCK), and Beta (BETA), 

International financial reporting standards (IFRS)  

Earnings management estimated from the Modified Jones Model with cash flows and book to 

market and corporate governance:  

                 ∑                         ∑                       

  ∑                            ∑                             

 ∑                         ∑          ∑              

 (Eq. 18) 

Where: 

EMCFBMi,t  = measures for earnings management calculated from the cross-

sectional Modified Jones model with cash flow and book to 

market ratio for 4 approaches. 
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CONTROL VARIABLESi,t = control variables including : return on assets (ROA), leverage 

ratio (LEV), size (LOGASSET), substantial shareholders 

(BLOCK), and Beta (BETA), International financial reporting 

standards (IFRS)  

 Measurement of Corporate Governance Variables 4.3.3 

This section shows the measures of the CG variables proposed in the study. In accordance 

with the hypotheses developed in section 3.4.1, the proxies for 17 CG variables: board 

interlocking, board size, board independence, CEO-chair duality, board meeting, audit 

committee activities, audit committee independence, audit committee size, audit committee 

financial expertise, Auditor Reputation, audit fees, audit opinion, non-audit service fees, 

ownership concentration, managerial ownership, family ownership and institutional 

ownership, are described in subsections 4.3.3.1 to 4.3.3.17. 

4.3.3.1 Board Interlocking 

In Thailand, individual independent and non-independent board director should not hold 

more than five positions on separate boards of publicly listed companies (The Stock 

Exchange of Thailand, 2012) to ensure they will have sufficient time to perform their duties. 

In this regard, Chiu et al. (2012), Fich and Shivdasani (2006), Santos et al. (2009), and Sarkar 

et al. (2008) find that board interlocking reduces the effectiveness of the monitoring 

functions. However, Banderlipe (2009a), Fama and Jensen (1983), Markarian and Parbonetti 

(2009), and Sukeecheep et al. (2013) find that board interlocking is negatively associated 

with earnings management because their knowledge and experience in business affairs can 

improve the effectiveness of the monitoring functions. There are two main measures of the 

board interlocking variable. One is the use of the dummy variable (0,1); that is, the dummy 

variable equals 1 if a company has at least one director who also holds a director position in 

other companies, 0 if otherwise (Banderlipe, 2009a; Chiu et al., 2012; Santos et al., 2009). 

The other one is the use of the percentage of the board of directors who hold multiple 

directorships (Fich & Shivdasani, 2006). 

This study employs the latter approach as it is more accurate and this percentage approach 

captures the characteristics of the entire board in terms of board interlocking, rather than 

simply “tarring a company with the same brush” even if only one director holds multiple 

positions. Therefore, board interlocking (BINT) for this study is measured by the percentage 

of board directors who hold positions in other listed companies in Thailand. 
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4.3.3.2 Board Size 

The SET requires all Thai listed companies to set up their board of directors so that it is 

appropriately sized and composed of those who have various skills. The SET suggests that 

the board should be composed of at least five members (The Stock Exchange of Thailand, 

2012). Previous studies such as Cornett et al. (2008), Yermack (1996) and Rahman and Ali 

(2006) argue that small boards are more effective at monitoring managers than large boards. 

However, Xie et al. (2003b) and Peasnell et al. (2005) find that larger boards with diverse 

knowledge are more effective for constraining earnings management than smaller ones. The 

present study employs the measures used by Anderson et al. (2003), Banderlipe (2009a), 

Cornett et al. (2008) and Xie et al. (2003); that is this study measures board size (BSIZE) by 

the total number of board members. 

4.3.3.3 Board Independence 

According to the “Principle of Good Corporate Governance For Thai Listed Companies” 

(The Stock Exchange of Thailand, 2012), Thai listed companies should have independent 

directors who do not have a management role and are not the employees of the companies. It 

is compulsory for a Thai listed company to ensure that at least one-third of the board are 

independent directors. However, recent requirements of the SET are that in companies that 

have the CEO and chairman as the same person, or where both are family members and the 

chairman is from the management team the board must be composed of at least 50 per cent 

independent members. Studies by Peasnell et al. (2005), Vafeas (2000) and Chtourou et al. 

(2001) found that board independence is negatively associated with earnings management. 

Board independence (BIND) in this study is measured as the proportion of independent 

directors on the board of directors. 

4.3.3.4 CEO-Chairman Duality 

There are currently no restrictions in Thailand prohibiting the CEO and chairman from being 

the same person. The SET recognises that the duality role between CEO and chairman could 

affect monitoring effectiveness. Therefore, the SET recommends that a chairman should be 

an independent director. However, in a situation where a company’s CEO also serves as the 

chairman of the board directors, it is recommended that the company have at least 50 per cent 

board independence to control the power of the one person (The Stock Exchange of Thailand, 

2012). Studies show that CEO-Chairman duality increases the agency problem (Boyd, 1994; 

Cornett et al., 2005) and increases earnings management (Bradbury et al., 2006; Chen, Firth, 

Gao, & Rui, 2006). Similar to previous studies, the dummy variable in this tudy is created as 
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a measurement of the CEO-Chairman duality (CEODUAL) variable, using the value of “1” if 

the CEO also serves as chairman of the board and “0” if the two positions are occupied by 

different individuals. 

4.3.3.5 Board Meetings 

There is no requirement for the frequency of board meetings in Thailand. However, the SET 

suggests that the board should have a meeting consistently. The degree of board interaction 

and activities has an influence on the carrying out of the board’s duties. Lipton and Lorsch 

(1992) argue that boards that meet frequently are more likely to solve the problems of the 

company effectively. In addition, in the area of earnings management, Vafeas (1999), Sarkar 

et al. (2008) and Xie et al. (2003) find that board meeting frequency is negatively associated 

with earnings management. Consistent to previous studies, board meeting (BMEET) is 

measured in this study as the frequency of boards meeting during the financial year. 

4.3.3.6 Audit Committee Activities 

Similar to the Sarbanes-Oxley Act of the U.S., in “Thailand the Best Practice Guidelines for 

Audit Committee” issued by the SET recommends that the audit committee should meet at 

least four times annually (The Stock exchange of Thailand, 2000). Audit committees that 

have more frequent meetings signal a more serious effort in overseeing the financial reporting 

processes of the companies (Chtourou et al., 2001; Davidson et al., 2005b; Xie et al., 2003). 

In contrast, less frequent audit committee meetings increase earnings management (Xie et al., 

2003) and fraudulent (Beasley, 1996) behaviours by managers. Past researchers into this 

issue used two measures to gauge the level of audit committee activities: the dummy variable 

(Abbott et al., 2003), that is, by taking the value “1” if the audit committee held more than 

four meetings a year, and the value “0” if otherwise; and the frequency of the audit 

committee meetings in a year (Bédard et al., 2004; Karamanou & Vafeas, 2005; Larcker & 

Richardson, 2004; Vafeas, 1999). This study measures audit committee meeting (ACMEET) 

as the frequency of the audit committee meetings in a fiscal year. 

4.3.3.7 Audit Committee Independence 

The SET believes that the independence of the audit committee could increase the credibility 

and quality of financial reports (Montreevat, 2006). According to the “Best Practice 

Guidelines for Audit Committee”, the audit committee should consist of at least three non-

executive directors who are independent from management and major shareholders (The 

Stock exchange of Thailand, 2000). Previous studies show that when there is a larger number 
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of independent directors in the audit committee there is a greater likelihood of detecting 

fraudulent financial reports (Abbott, 2000) and reduce earnings management (Bradbury et al., 

2006; Klein, 2002). Abbott et al. (2003) used a dummy variable to measure audit committee 

independence: where all the audit committee members are independent, the code is “1”, and 

“0” otherwise. However, in this study, audit committee independence (ACIND) is measured 

by the proportion of independent directors on the audit committee, which follows the 

measure used in studies by Klein (2002) and Bradbury et al. (2006). 

4.3.3.8 Audit Committee Size 

The “Best Practice Guidelines for Audit Committee of Thailand” recommends that Thai 

listed companies should have at least three members on the audit committee but there is no 

restriction as to the maximum size of the audit committee (The Stock exchange of Thailand, 

2000). According to Choi et al. (2004), García et al. (2012) and Ghosh et al. (2010), larger 

audit committees are more likely to reduce earnings management than smaller ones. 

However, Sun et al. (2011), Karamanou and Vafeas (2005) and Xie et al. (2003) found no 

relationship between the size of the audit committee and earnings management. The 

measurement of the audit committee size (ACSIZE) used in this study follows that used in 

the García et al. (2012), Karamanou and Vafeas (2005), Vafeas (1999) and Xie et al. (2003) 

studies; that is, number of audit committee meetings in the fiscal year.  

4.3.3.9 Audit Committee Financial Expertise 

To improve its quality, the audit committee needs to have knowledgeable and experienced 

members who are familiar with accounting and finance. According to the “Best Practice 

Guidelines for Audit Committee in Thailand”, the audit committee must have at least one 

member who has significant experience in accounting or finance. Kalbers and Fogarty (1993) 

indicate that an audit committee with accounting and financial knowledge is likely to deal 

with the complexities of financial reports. In addition, Abbott (2000), Xie et al. (2003) and 

Carcello et al. (2006) show that the accounting and financial expertise of an audit committee 

can reduce the occurrence of financial restatement and earnings management. Audit 

committee members who qualify as financial experts are those who have working experience 

in accounting, auditing and finance, and have professional accounting qualifications such as 

being a Certified Practising Accountant (CPA). Therefore, audit committee financial 

expertise (ACEXPERT) is measured as the proportion of members with financial expertise 

on the audit committee.  
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4.3.3.10 Auditor Reputation 

There are a number of studies which show that the quality of an auditor could be measured by 

the auditor’s reputation (Baotham & Ussahawanitchakit, 2009; Becker et al., 1998; Francis, 

Maydew, et al., 1999; Kanagaretnam et al., 2010). In terms of earnings management, 

Kanagaretnam et al. (2010), Caramanis and Lennox (2008), Francis, Maydew, et al. (1999), 

Zhou and Elder (2004) and Chen et al. (2005) measure the audit quality as a Big-4 audit firm 

and they find that the financial statements that are audited by Big-4 audit firms are negatively 

associated with earnings management. Therefore, this study measures Auditor Reputation 

(ADREPU) using the dummy variable where, “1” denotes if the company’s financial 

statements are audited by the Big-4 audit firms and “0” otherwise. 

4.3.3.11 Audit Fees 

Audit fee is one factor that has been questioned as to whether it improves the auditor’s effort 

or impairs the independence of auditors. For example, on the one hand, high audit fees could 

enhance audit effort thereby increasing the quality of financial information (Davis et al., 

1993) and decrease earnings management (Frankel et al., 2002; Larcker & Richardson, 

2004). On the other hand, higher audit fees can affect the impartiality of the auditor by 

providing them an incentive to maintain a positive relationship with their client and this could 

impair auditor independence (Abbott et al., 2006; Antle et al., 2006; Gul et al., 2003). In this 

study, audit fees (ADFEE) are measured by the natural logarithm of total audit fees. 

4.3.3.12 Audit Opinion 

There are two main types of audit opinion: one is unsatisfactory or modified opinion (such as 

qualified, adverse and disclaimer opinion); the other is satisfactory or unmodified opinion 

(unqualified opinion). A modified opinion of auditors provides evidence of material 

misstatement of financial reports. The studies of Bartov et al. (2001), Butler et al. (2004) and 

Johl et al. (2007) show that the modified opinion of the auditor has a significant influence on 

earnings management. They suggest that companies that receive a modified opinion are more 

likely to have high earnings management than companies receiving an unmodified opinion. 

The present study, therefore, follows the lead of previous studies to measure type of audit 

opinion (ADOPIN) by using a dummy variable; “1” if the company receives an modified 

audit opinion (qualified opinion, adverse opinion and disclaimer opinion), “0” otherwise. 
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4.3.3.13 Non-Audit Service Fees 

High non-audit service fees may give auditors an economic incentive to compromise their 

independence. Studies of Dee et al. (2002), Gore et al. (2001), Ferguson et al. (2004) and 

Frankel et al. (2002) find that non-audit service fees are positively associated with earnings 

management. However, Antle et al. (2006), Krishnan and Visvanathan (2011) and Koh et al. 

(2013) find that non-audit service fees paid to auditors can provide a better quality of 

financial report. There are three main types of measures used to estimate the level of non-

audit service fees by previous studies: (1) proportion of non-audit service fees to total audit 

fees (Bloomfield & Shackman, 2008; Ferguson et al., 2004; Koh et al., 2013);  (2) natural 

logarithm of total non-audit service fees (Antle et al., 2006; Choi et al., 2009) and (3) non-

audit service fees paid in thousands scaled by square root of total assets (Krishnan & 

Visvanathan, 2011). This study follows the method used by Antle et al. (2006) and Choi et al. 

(2009). Therefore, the level of non-audit service fees (NADFEE) in this study is measured by 

the natural logarithm of total non-audit service fees. 

4.3.3.14 Ownership Concentration  

La Porta et al. (2000) indicate that there are few countries around the world where large firms 

have dispersed ownership. This is especially true for the companies in developing countries 

where concentrated ownership is high and, often, the companies are owned by family 

(Siregar & Utama, 2008). Thailand’s companies are characterized by having the highest level 

of concentrated ownership of the nine East Asian countries (Theeravanich, 2013). To 

maintain concentrated ownership, there is widespread use of two practices by Thai 

companies: one is holding equity directly under the shareholder’s name; and the other is 

holding a majority of shares in the parent or subsidiary company (pyramidal structures) 

(Dhnadirek & Tang, 2003). In terms of earnings management, empirical studies providee 

mixed evidence on the relationship between ownership concentration and earnings 

management. Some studies provide evidence that concentrated ownership is positively 

associated with earnings management (Fan & Wong, 2005; Jouber & Fakhfakh, 2011). Other 

studies show that concentration of ownership is negatively associated with earnings 

management (Nguyen & Xu, 2010; Yen et al., 2007). To measure the level of ownership 

concentration, prior studies have used the percentage of shares held by the largest 

shareholders (Yen et al., 2007) and the percentage of common shares owned by 5 per cent 

block holders (Jouber & Fakhfakh, 2011). In this study the ownership concentration 

(OWNCON) is measured by the percentage of shares held by the top ten shareholders. 
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4.3.3.15 Managerial Ownership  

According to agency theory, managerial ownership constrains the agency problem as it serves 

to align the managers’ interest with those of other shareholders (Jensen & Meckling, 1976). 

Support this view, Dimitropoulos (2011) notes that greater managerial ownership improves 

the quality of financial information. Furthermore, managerial ownership is likely to reduce 

the earnings management behaviour of managers (Dimitropoulos, 2011; Ma & Zhang, 2008; 

Mohd Ali et al., 2008; Warfield et al., 1995). However, managerial shareholders are less 

likely to be disciplined and controlled by other directors, which could increase earnings 

management problems (Gabrielsen et al., 2002; Sánchez-Ballesta & García-Meca, 2007). As 

well, managerial shareholders could decrease the quality of disclosure (Gelb, 2000) and the 

quality of earnings disclosure (Pergola et al., 2009). Similar to previous empirical studies, the 

present study measures managerial ownership (MNGOWN) as the percentage of shares 

owned by managerial directors. 

4.3.3.16 Family Ownership  

In Thailand, more than 80 per cent of non-financial companies listed in the SET are owned 

by the family (Wiwattanakantang, 2001). The concentration of family ownership provides the 

family with power to control the company. Especially, families will have power to nominate 

a family member to serve in the management team. Greater family ownership is an 

advantage. Anderson and Reeb (2003a) show that family ownership appears to reduce moral 

hazard and improve organisational structure. Jiraporn and DaDalt (2009) and Jaggi et al. 

(2009) provide evidence that family-controlled companies are less likely to engage in 

earnings management compared to non-family-controlled companies. In addition, 

Wiwattanakantang (2001) finds that family ownership is positively associated with firm 

performance. Consistent with the studies mentioned above, family ownership (FAMOWN) in 

this study is measured by the percentage of shares owned by the family. 

4.3.3.17 Institutional Ownership 

When institutions hold a significant number of company shares, they become more actively 

involved in monitoring functions and disciplining of managerial discretion (Choi & Seo, 

2008; Gillan & Starks, 2003; Koh, 2003; Mitra & Cready, 2005). Choi and Seo (2008) find 

that institutional ownership improves company accounting transparency. In terms of earnings 

management, Chung et al. (2002a); Hadani et al. (2011); Jiang and Anandarajan (2009); 

Mitra and Cready (2005); Rajgopal et al. (1999) provide evidence that concentrated 

institutional shareholders is negatively associated with earnings management, especially 
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when institutions are financial ones, such as banks and endowments, because their financial 

knowledge is likely to detect earnings management (Shang, 2003). However, if institutional 

shareholders focus on the short-term profitability of the company, company managers may 

feel pressure to construe high earnings management (Jiang & Anandarajan, 2009; Lin & 

Manowan, 2012). Consistent with previous studies, institutional ownership (INSSHARE) in 

this study is measured by the percentage of shares held by institutions. 

Table 4.2 provides a summary of the measures for the independent variables in this study. 

Table 4.2: Summarized corporate governance measurement  

Variable Symbol Measurements 

1. Board interlocking BINT Percentage of board director that hold multiple board 

positions in Thai listed companies. 

2. Board size BSIZE Total number of board members 

3. Board independence BIND Proportion of independent directors on board of directors.  

4. CEO-Chairman duality CEODUAL Dummy variable, the value of “1” if the CEO also served 

as chairman of the board “0” if the two positions are 

occupied by different individuals. 

5. Board meeting BMEET Frequency of board meeting during the financial year.  

6. Audit committee activities ACACT Frequency of audit committee meetings in a financial year. 

7. Audit committee 

independence 

ACIND Proportion of independent directors on audit committee. 

8. Audit committee size ACSIZE Total number of members on audit committee. 

9. Audit committee financial 

expertise 

ACEXPERT Proportion of the financial expertise on the audit 

committee. 

10. Auditor Reputation ADREPU Dummy variable, the value of “1” if the company’s 

financial statements are audited by big 4 audit firms, and 

“0” otherwise. 

11. Audit fees ADFEE Natural logarithm of total audit fees. 

12. Audit opinion ADOPIN Dummy variable; the value of “1” if the company receive 

an audit modified opinion (qualified opinion, adverse 

opinion, disclaimer opinion), and “0” otherwise. 

13. Non-audit service fees NADFEE Natural logarithm of total non-audit services fees. 

14. Ownership concentration OWNCON Total percentage of shares held by top ten shareholders. 

15. Managerial ownership MNGOWN Total percentage of shares owned by managerial directors. 

16. Family ownership FAMOWN Total percentage of shares owned by family 

17. Institutional ownership INSSHARE Total percentage of shares held by institutional 

shareholders. Institutional shareholders are the ownership 

by financial institutions, such as insurance companies, 

banks, pensions, mutual funds and investment banks. 
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 Control Variables for the Influence of Corporate Governance on Earnings 4.3.4 

Management 

In order to examine the association between earnings management and corporate governance, 

it is important for this study to include control variables to minimize specification bias in the 

testing of hypotheses. Following are the control variables for this study: 

Return on Assets (ROA. This study controls for firm performance with ROA. Cornett et al. 

(2008) found evidence that earnings management is lower in well-performing companies than 

in poorly-performing companies. 

Leverage ratio (LEV). Highly indebted companies are less likely to engage in earnings 

management because they are under the scrutiny of lenders (Abed et al., 2012). However, 

Bartov et al. (2001) show that leveraged companies have more incentive to engage in 

earnings management. DeAngelo et al. (1996) find a positive relationship between financial 

leverage and earnings management. 

Cash flow from operation (CFO): Accruals have been shown to vary inversely with CFO 

(Dechow, 1994). This study also includes CFO as a control because other studies have found 

it to be negatively related to accruals (Ashbaugh et al., 2004). Company size (LOGASSET):  

studies of Klein (2002), Rahman and Ali (2006) Xie et al. (2003) show that company size is 

negatively associated with earnings management. This is because larger firms have stronger 

internal control systems and stronger monitoring functions than smaller firms. 

Market to Book ratio (MTB): This study controls for growth firms with MTB. MTB 

becomes an important control variable when explaining earnings management (Chi & Gupta, 

2009). McNichols (2002) argue that growth firms tend to have higher income increasing 

earnings management. 

Substantial shareholders (BLOCK): The monitoring process of substantial shareholders or 

block holders is associated with low levels of earnings management (Klein, 2002). Habbash 

(2013) found that high blockholder firms are less likely to have agency problems because of 

the separation of ownership and management. 

Market Beta (BETA): Kim and Sohn (2013) find that BETA is positively associated with 

real earnings management. 
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International Financial Reporting Standards (IFRS):  Van Tendeloo and Vanstraelen 

(2005) find that companies that adopt IFRS do not show different earnings management 

compared to companies under German GAAP. Similarly, Jeanjean and Stolowy (2008), 

Callao and Jarne (2010) and Capkun et al. (2012) find evidence that earnings management 

did not decline after the introduction of IFRS. 

Industry (SECTOR) and year (YEAR) are dummy variables included to reduce concerns of 

using a panel of cross-sectional data for this study. The results of these variables, however, 

are not reported for ease of presentation. Table 4.3 provides a summary of the control 

variable measures. 

Table 4.3:  Summarised control variable measurements for the influence of corporate governance on 

earnings management 

Variables Symbol Measurements 

1. Return on assets ROA Net income before interest and Tax expense (EBIT) /Total 

Assets  x 100  

2. Leverage ratio LEV Ratio of total liabilities to total assets 

3. Cash flow from 

operation 

CFO Cash flow from operating activities 

4. Size LOGASSET Natural logarithm of total assets 

5. Market to 

book ratio 

MTB Ratio of the firm’s market value of common stock to book 

value of common stock 

6. Substantial 

shareholders 

BLOCK Total percentage of shares held by individual and unaffiliated 

owners who own 5% or more of sample firm’s stock. 

7. Market Beta BETA Using the “Market model” to estimate the slope coefficient by 

regressing company’s stock return against the market’s return. 

                 Rti=  Alphai  + Betai,(Rm) 

Where, Rti  is  the company’s stock return 

              Alphai   represents the intercepts 

              Betai   is  the stock’s beta 

              Rm    is  the market return 

8. International 

Financial Reporting 

Standards 

IFRS Dummy variable with the value of “1” if firm’s financial 

statements are fully complied with International Financial 

Reporting Standards (IFRSs) and “0” otherwise. 

 

4.4 THE INFLUENCE OF EARNINGS MANAGEMENT AND CORPORATE 

GOVERNANCE ON COST OF EQUITY CAPITAL 

Hypothesis 18 (H18) proposes cost of equity is positively associated with earnings 

management. While, H19 proposes that cost of equity capital (COE) is negatively associated 

with CG. The measures of COE and control variables used to examine the influence of 
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earnings management and CG on COE, are described in sections 4.4.1 and 4.4.3. Section 

4.4.2 presents the regression models.  

 Measurement of Cost of Equity Capital 4.4.1 

This section discusses techniques used for estimating the COE for this study. This study uses 

three different models: CAPM, Easton model (PEG ratio approach) and Industry Adjusted 

Earning to Price Ratio to estimate the COE for a Thai listed company during 2003-2010. 

4.4.1.1 Capital Asset Pricing Model (CAPM) 

The concept of the CAPM was initially developed by Sharpe (1964), Lintner (1965) and 

Black (1972), resulting in a Nobel Prize for Sharpe in 1990 (Fama & French, 2004). The 

main idea of CAPM is to explain the expected return by a market beta (β) or systematic risk. 

The CAPM is used to measure risk and the relationship between expected return and risk. 

The assumption was that expected return should have a positive relationship with market 

beta. However, in the late 1970s, this concept of CAPM has been questioned and disputed by 

a number of empirical studies. These studies indicate that market beta alone is not sufficient 

to explain expected return, and expected return is unrelated to market beta (Banz, 1981; Basu, 

1977; Bhandari, 1988; Rosenberg, Reid, & Lanstein, 1985). Fama and French (1992, 1993), 

therefore, extended the CAPM by adding two risk factors: size and book-to-market equity 

ratio. However, Fama and French (1996) and Elton (1999) find that using the Fama-French 

model to estimate the expected return is not better than using the CAPM. Similarly, King 

(2009) uses the CAPM and the Fama-French model to estimate the cost of equity for banks in 

six countries during 1990-2009. They find that the results from both models are similar. 

Even if some authors suggest that caution should be exercised when using the CAPM to 

calculate the cost of capital, a recent study by Da, Guo, and Jagannathan (2012) indicate that 

there is little direct evidence to support an avoidance of CAPM to estimate the cost of capital. 

Their findings confirm the view that the CAPM provides a reasonable estimate of a project’s 

cost of capital. Furthermore, Welch (2008) finds that 75 per cent of finance professors 

recommend using the CAPM for corporate capital budgeting purposes; 10 per cent 

recommend the Fama-French model; 5 per cent recommend an APT model. A survey of 392 

chief financial officers by Graham and Harvey (2001) shows that 73.5 per cent of 

respondents reported that they always or nearly always use the CAPM, thus indicating that 

estimating equity capital costs through CAPM is the most popular method. In other words, 

the CAPM continues to be the most commonly used method among academics, researchers, 
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practitioners for estimating the COE (Ashton, 1995; Graham & Harvey, 2001; Harris, 

Marston, Mishra, & O'Brien, 2003; Jagannathan & Meier, 2002; KielholzÃ, 2000; Welch, 

2008). Therefore, in this study, the CAPM is used to estimate the COE. The equation for 

CAPM is shown as follows: 

 

                                  (Eq. 19) 

Where: 

CAPMi,t = cost of equity capital calculated from Capital Asset Pricing 

model  

Rft = risk free rate on the 91-day Thai Government Treasury bill  

βi,t = beta of stock i, year t, using “Market model” to estimate the 

slope coefficient by regressing company’s stock return 

against the market’s return. 

Rmt = market rate of return 

Or (Rmt - Rft) = risk premium 

 

4.4.1.2 Easton Model  

Apart from the traditional COE measure, the CAPM, recent literature (Boubakri, Guedhami, 

Mishra, & Saffar, 2012; Chen, Dhaliwal, et al., 2010; Chu, Haw, Lee, & Wu, 2013; El Ghoul 

et al., 2011; El Ghoul, Guedhami, Ni, Pittman, & Saadi, 2013; Kim & Sohn, 2013; Attig, 

2008) suggest five alternative approaches for estimating the COE: the Botosan and Plumlee 

(2002); Claus and Thomas (2001); Gebhardt et al. (2001a); Ohlson and Juettner-Nauroth (OJ) 

model developed by Gode and Mohanram (2003); and Easton (2004). In an attempt to obtain 

a reliable empirical measurement for the COE, Botosan and Plumlee (2005) evaluated these 

models. They find that the Botosan and Plumlee (2002) model and the Easton (2004) model 

are preferable measures of the COE as they are consistently and predictably associated with 

risk, while the remaining models are not. Based upon this evidence, Easton (2004) model 

(PEG ratio method) is also used to assess the robustness of this study’s results as an 

alternative model. This model derives the cost of equity capital from the following 

expression:  



 

 

129 

               √
                 

     
 (Eq. 20) 

Where: 

EASTONi,t = cost of equity capital calculated from Easton model (PEG 

ratio)  

EPSi,t+2 = two-year ahead realized earnings per share 

EPSi,t+1 = one-year ahead realized earnings per share 

P0i,t = current stock market price of firm i, year t 

 

It is important to note that, in line with the Chen et al. (2011) study, the one-year ahead 

realized earnings per share (EPSi,t+1)  and two-year ahead realized earnings per share 

(EPSi,t+2)  are used to estimate the cost of equity in this study instead of the analysis 

consensus forecasts of earnings per share for one-year ahead (EPSi,t+1)  and for two-year 

ahead (EPSi,t+2) put forward in Easton’s (2004) theoretical papers. This is because the 

analysis’ earnings forecast data are not available in Thailand. 

4.4.1.3 Industry Adjusted Earnings to Price Ratio  

Following Francis, LaFond, Olsson, and Schipper (2005) and Gray et al. (2009), this study 

also uses industry-adjusted earnings to price ratio (IndEP) as a proxy for the COE. Francis, 

LaFond, et al. (2005) view the price-earnings ratio as an inverse indicator of the COE. In 

their study, they examine the relationship between accruals quality and industry-adjusted 

earnings-price ratios as a proxy for the COE. Similar to their studies, to estimate industry-

adjusted earnings to price ratio, this study first calculated the median E/P ratio for all firms 

with only positive earnings in year t in each of the seven main industry groups of the stock 

exchange of Thailand. The industry adjusted earnings to price ratio (IndEP) is calculated 

from the firms’ earnings to price ratio less the median E/P ratio of all firms within the same 

industry in year t. The equation of the industry adjusted earnings to price ratio is as follows: 

                                           (Eq. 21) 

Where: 

INDEP i,t = cost of equity capital based on Industry adjusted E/P ratio  

EP ratioi,t = earnings to price ratio of firm i, year t 

Med EP ratioi,t = median earnings to price ratio of all firms within the same 

industry in year t 
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 Empirical Analysis for the Influence of Earnings Management and Corporate 4.4.2 

Governance on Cost of Equity Capital 

This section discusses the empirical tests carried out to test the hypotheses developed in 

sections 3.4.2 and 3.4.3 of chapter 3. In this section, the COE as dependent variables is not a 

binary variable or a categorical variable. Therefore, the OLS is appropriately used to examine 

the influence of earnings management and CG on the COE. Similar to methodology 

mentioned in section 4.3.2, both pooled data and panel data are used to examine the influence 

of earnings management and CG on COE. The regression results and discussions of both 

pooled and panel data are presented in chapter 6.  The regression models are formulated as 

follows: 

Cost of Equity Capital Estimated from the Capital Asset Pricing Model, Earnings 

Management and Corporate Governance:  

                       ∑                                                   

                            ∑                        

 ∑          ∑              

 (Eq. 22) 

Where: 

CAPMi,t =  cost of equity capital based on Capital Asset Pricing model 

EMi,t  = absolute value of discretionary accruals as the measures for 

earnings management which calculated from  the cross-

sectional Modified Jones model, Performance Matched 

Discretionary accruals model (current ROA), Performance 

Matched Discretionary accruals model (lagged ROA), Cash 

flow Modified Jones model and Modified Jones model with 

cash flow from operation and book to market ratio.  

BOARD DIRECTORi,t = board director characteristics variables  including: board 

interlocking (BINT), board independence (BIND), board size 

(BSIZE), and CEO and chairman duality (CEODUAL). 

ACEXPERTi,t  = proportion of the financial expertise on the audit committee 



 

 

131 

ADOPINi,t  = dummy variable; the value of “1” if the company receives an 

audit satisfactory opinion(unqualified opinion), and “0” 

otherwise 

MNGOWNi,t   = total percentage of shares owned by managerial directors 

INSSHAREi,t   = total percentage of shares held by institutions 

CONTROL VARIABLESi,t = control variables including : return on assets (ROA), 

leverage ratio (LEV), cash flow from operation (CFO), size 

(LOGASSET), market to book ratio (MTB), big4 audit firms 

(BIG4), and substantial shareholders (BLOCK), Institutional 

shareholders (INSSHARE), Beta (BETA), International 

financial reporting standards (IFRS)  

SECTORi,t  = industry dummy 

YEARi,t  = year dummy 

 

Cost of Equity Capital Estimated from the Easton model, Earnings Management and 

Corporate Governance:  

                         ∑                                                   

                            ∑                        

 ∑          ∑              

 (Eq. 23) 

Where: 

       i,t = cost of equity capital calculated from Easton model (PEG 

ratio) 

 

CONTROL VARIABLESi,t = control variables including : return on assets (ROA), 

leverage ratio (LEV), cash flow from operation (CFO), size 

(LOGASSET), market to book ratio (MTB), big4 audit firms 

(BIG4), and substantial shareholders (BLOCK), Institutional 
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shareholders (INSSHARE), Beta (BETA), International 

financial reporting standards (IFRS) 

 

Cost of Equity Capital Estimated from the Industry Adjusted Earnings to Price Ratio Model, 

Earnings Management and Corporate Governance:  

                       ∑                                                   

                            ∑                        

 ∑          ∑              

 (Eq. 24) 

Where: 

INDEP i,t = cost of equity capital calculated from Industry Adjusted 

Earnings to Price ratio. 

CONTROL VARIABLESi,t = control variables including : return on assets (ROA), 

leverage ratio (LEV), cash flow from operation (CFO), size 

(LOGASSET), market to book ratio (MTB), big4 audit firms 

(BIG4), and substantial shareholders (BLOCK), Institutional 

shareholders (INSSHARE), Beta (BETA), International 

financial reporting standards (IFRS). 

 Control Variables for the Influence of Earnings Management and Corporate 4.4.3 

Governance on Cost of Equity Capital 

In order to examine the association between earnings management, corporate governance and 

the COE, it is important for this study to include the control variables to minimize 

specification bias in the testing of hypothesis. Following is a description of the control 

variables for this study, with a summary of them described in Table 4.4. 

Return on assets (ROA): this study controls for firm performance with ROA. Cornett et al. 

(2008) show evidence that earnings management is lower in well-performing companies than 

poorly performing companies. Therefore, this study expects that investors require higher 

returns from poorly-performing companies than from well-performing companies to 

compensate for their investment risk, which increase the COE. 
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Leverage ratio (LEV): Gode and Mohanram (2003) find that higher leverage introduces 

greater credit risk, which, thereby, increases COE. Similarly, Botosan and Plumlee (2005) 

show evidence that leverage ratio is positively correlated with the COE. 

Cash flow from operation (CFO): This study expects CFO to be negatively associated with 

the COE. 

Company size (LOGASSET):  Easton (2004) and Gebhardt et al. (2001a) show that larger 

firms are likely to have lower COE than smaller firms. 

Market to Book ratio (MTB): This study controls for growth firms with MTB because 

Easton (2004) and Gebhardt et al. (2001a) find that firms with less growth will have higher 

COE. 

Big-N:  Becker et al. (1998) indicate that Big-N auditors are of higher quality than non-Big-

N ones. Chen et al. (2011) find that high quality of auditor is negatively associated with COE. 

Therefore, this study includes Big-N as a control variable, since Big N audit firms provide 

higher audit quality and are related with a lower COE. 

Substantial shareholders (BLOCK): Habbash (2013) finds that high-blockholder firms are 

less likely to have agency problems because of the separation of ownership and management, 

which could decrease COE. 

Market Beta (BETA): Botosan (1997) and Gode and Mohanram (2003) report that a firm’s 

BETA is positively associated with the COE. The CAPM (Lintner, 1965; Sharpe, 1964) 

indicates that BETA is the theoretical determinant of the COE.  

Institutional shareholders (INSSHARE): Large shareholders as institutional shareholders 

are more likely to perform better monitoring functions than dispersed shareholders (Lee et al., 

2007), which could have a negative relationship with COE. 

International Financial Reporting Standards (IFRS): The main purpose of IFRS is to 

improve the financial reporting quality standard. Street et al. (1999) argue that the benefit of 

IAS/IFRS is to reduce the investment risk and COE. However, Al-Shiab (2008) found no 

evidence that IFRS can reduce COE. 
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Industry (SECTOR) and year (YEAR) dummy variables are included to reduce concerns of 

using a panel of cross-sectional data for this study, although the results of these variables are 

not reported for ease of presentation. 

Table 4.4: Summarised control variable measurements for the influence of earnings management and 

corporate governance on cost of equity capital 

Variables Symbol Measurements 

1. Return on assets ROA Net income before interest and Tax expense (EBIT) /Total 

Assets  x 100                                                                      

2. Leverage ratio LEV Ratio of total liabilities to total assets 

3. Cash flow from operation CFO Cash flow from operation 

4. Company’s size LOGASSET Natural logarithm of total assets 

5. Market to book ratio MTB Ratio of the firm’s market value of common stock to book 

value of common stock 

6. Big-N BIG4 Dummy variable with the value of “1” if firm’s financial 

statements are audited by BigN and “0” otherwise. 

7. Substantial shareholders BLOCK Total percentage of shares held by individual and 

unaffiliated owners who own 5% or more of sample firm’s 

stock. 

8. Market Beta BETA Using the “Market model” to estimate the slope coefficient 

by regressing company’s stock return against the market’s 

return. 

                 Rti=  Alphai  + Betai,(Rm) 

Where, Rti  is  the company’s stock return 

              Alphai   represents the intercepts 

              Betai   is  the stock’s beta 

              Rm    is  the market return 

9. Institutional shareholders INSSHARE Total percentage of shares held by institutional shareholders. 

Institutional shareholders are the ownership by financial 

institutions, such as insurance companies, banks, pensions, 

mutual funds and investment banks. 

10. International Financial 

Reporting Standards 

IFRS Dummy variable with the value of “1” fi firm’s financial 

statement are fully complied with International Financial 

Reporting Standards (IFRSs) and “0” otherwise. 

 

4.5 ROBUSTNESS TEST 

According to Connelly et al. (2012), it is complicated to obtain an accurate measure of good 

CG in Thailand where there are very different institutional setting compared to those of 

Western countries. Conventional variables of CG that have been used broadly may not be 

effective in the Thai context. In their study, they use the CGI index to measure the actual 

quality of CG. Therefore, to examine the robustness of the relationship between earnings 

management and CG in chapter 5, and the relationship between COE, earnings management 

and CG in chapter 6, an alternative measure for CG mechanisms is required. 
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As such, in the current study, the CG score provided by Thai Institute of Directors and the 

National CG Committee, in conjunction with the SEC and the SET is used to investigate 

additional evidence on the influence of earnings management and CG on COE. At present, 

the corporate practices of Thai listed companies are evaluated based on 148 criteria in five 

sections matching the five OECD corporate governance principles, namely: right of 

shareholders, equitable treatment of shareholders, role of stakeholders, disclosure and 

transparency, and board responsibilities. In order to ensure that the criteria used to evaluate 

the CG score is in line with the international standards, Thai listed companies are evaluated 

according to the criteria derived from the OECD principle of corporate governance. 

In this study, the Thai CG score are classified into six score rages: companies that receive a 

score between 90-100 are classified as having “excellent” CG and coded as “5”; companies 

that receive a score of between 80-89 are classified as having “very good” CG and are coded 

as “4”; companies that receive a score of between 70-79 are classified as having “good” CG 

and are coded as “3”; companies that receive a score between 60-69 are classified as having 

“satisfactory” CG and are coded as “2”; companies that receive a score between 50-59 are 

classified as having a “pass” in CG and are coded as “1”; and companies that received scores 

of less than 50 are not given a log. 

The CG score data, based on this information for all Thai listed companies, was only fully 

available from 2006-present. Hence, the robustness sample test of the influence of CG on 

earnings management, and the influence of earnings management and CG on COE is only 

examined for the period 2006-2010. The regression models are expressed as follows: 

 

 Regression Models for the Influence of Corporate Governance on Earnings 4.5.1 

Management 

 

                                     ∑                       

 ∑          ∑              

 (Eq. 25) 

Where: 
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AveSignedEMi,,t   = average value of signed (and absolute) discretionary accruals 

for firm i at time t. 

CGSCORE  = corporate governance score for Thai listed companies. 

CONTROL VARIABLESi,t = control variables including : return on assets (ROA), 

leverage ratio (LEV), cash flow from operation (CFO), size 

(LOGASSET), market to book ratio (MTB), big 4 (BIG4), 

substantial shareholders (BLOCK), and Beta (BETA), 

institutional shareholders (INSSHARE), International 

financial reporting standards (IFRS).  

SECTORi,t  = industry dummy 

YEARi,t  = year dummy 

 

 Regression Models for the Influence of Corporate Governance on Cost of Equity 4.5.2 

Capital 

 

       

                ∑                        

∑          ∑              (Eq. 26) 

Where: 

COEi,,t = measures of cost of equity capital calculated from Capital 

Asset Pricing model (CAPM), Easton model (EASTON) and 

Industry adjusted earning to price ratio (INDEP).  

CGSCORE  = corporate governance score for Thai listed companies. 

CONTROL VARIABLESi,t = control variables including : return on assets (ROA), 

leverage ratio (LEV), cash flow from operation (CFO), size 

(LOGASSET), market to book ratio (MTB), big 4 (BIG4), 

substantial shareholders (BLOCK), and Beta (BETA), 

institutional shareholders (INSSHARE), International 

financial reporting standards (IFRS).   
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SECTORi,t  = industry dummy. 

YEARi,t  = year dummy. 

4.6 CONCLUSION 

This chapter discusses the theoretical framework for the study and describes the research 

methodologies; including, the sample selection process, the method used to determine 

dependent variables (earnings management and COE), independent variables (earnings 

management, board interlocking, board size, board independence, CEO-duality, board 

meeting, audit committee activities, audit committee independence, audit committee size, 

audit committee financial expertise, Auditor Reputation, audit fees, audit opinion, non-audit 

services fees, ownership concentration, managerial ownership, family ownership and 

institutional ownership), and control variables. With reference to the theoretical framework 

and literature review in chapter 3, this chapter develops the hypotheses predicting the 

relationship between the three main variables: earnings management, corporate governance 

and cost of equity capital. Firstly, it is hypothesized that good corporate governance mitigates 

earnings management. Secondly, this study hypothesizes that earnings management increases 

cost of equity capital. Thirdly, it is hypothesized that good corporate governance decreases 

the cost of equity capital. This chapter also presents the empirical methods used to test the 

hypotheses. The results of the application of this research methodology are presented in the 

next chapter. 



 
CHAPTER 5: FINDINGS:  INFLUENCE OF 

CORPORATE GOVERNANCE ON EARNINGS 

MANAGEMENT 

138 

 

5. FINDINGS: CORP ORATE GOVERNANCE ON EARN INGS MANAGEMEN T 

5.1 INTRODUCTION 

Three questions will be addressed in this study including: has earnings management 

increased or decreased in the Thai corporate sector after 2002? do corporate governance 

mechanisms constrain earnings management? and, is the cost of equity lower when earnings 

management is inhibited by CG? The primary purpose of this chapter is to answer the 

research questions regarding the trends in earnings management and the impact of CG 

mechanisms on earnings management in Thailand during 2003-2010. This chapter provides 

results of the tests of the hypotheses described in chapter 3. The results of trends in earnings 

management in Thailand using five different models are discussed in section 5.2. Section 5.3 

presents the descriptive statistics of the variables. The correlation analysis of the variables 

examined in the study is provided in section 5.4. As discussed in chapter 4, five different 

models: the Modified Jones model, the Performance Matched discretionary accruals model 

(current ROA), Performance Matched discretionary accruals model (lagged ROA), Cash 

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

model, are used to estimate discretionary accruals as a proxy for earnings management. Also, 

a range of explanatory variables of board characteristics, audit committee effectiveness, 

external auditor effectiveness, and ownership structure, along with control variables, such as 

ROA, firm’s leverage, cash flow from operation, company’s size, market to book ratio, 

substantial shareholders, beta and IFRS are included in this study. The results of the influence 

of CG on earnings management, including regression results of pooled data analysis and 

panel data analysis are presented in sections 5.5.1 and 5.5.2, respectively. Section 5.6 

presents the results for robustness test using alternative measures for corporate governance 

and earnings management variables. Section 5.7 provides the conclusions of the chapter. 

5.2 TRENDS IN EARNINGS MANAGEMENT IN THAILAND DURING 2003-2010 

As noted in chapter 4, the current study employs DA as a measure of earnings management. 

The value of DA used in this study is the difference between the current total accruals 

(TAcci,t) and non-discretionary accruals (NDAi,t), where NDAi,t are estimated utilizing five 

different models: the Modified Jones model, the Performance Matched discretionary accruals 
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model (current ROA), the Performance Matched discretionary accruals model (lagged ROA),  

the Cash Flow Modified Jones model, and the Modified Jones model with cash flow and 

book to market. The value of DA as proxies for earnings management in this study are 

divided into four different approaches: approach 1 – signed earnings management; approach 

2 – absolute earnings management; approach 3 – two groups of earnings management (low 

and aggressive); and approach 4 – three groups of earnings management (aggressive 

negative, low and aggressive positive). 

Table 5.1 illustrates descriptive statistics for earnings management variables (EMMJ, 

EMPMt, EMPMt-1, EMCF and EMCFBM) containing mean, standard deviation, minimum, 

maximum, lower quartile, median, upper quartile, skewness, and kurtosis for each model 

separately. Table 5.2 presents trends in earnings management in Thailand during 2003 to 

2010. The results and discussions to these tables are shown and discussed below: 

Table 5.1: Descriptive statistics for earnings management variables 

Panel A: Continuous variables 

Approach 1: Signed earnings management 

      
Variables Mean Std Dev Min Max 

Lower 

Quartile 

(p25) 

Median 

(p50) 

Upper 

Quartile 

(p75) 

skewness kurtosis 

emmj1 0.032 0.167 -1.105 2.314 -0.034 0.028 0.093 2.758 38.735 

empmt1 0.001 0.142 -0.925 2.387 -0.060 -0.002 0.052 3.594 56.196 

empmt-11 0.007 0.158 -1.163 2.362 -0.058 0.004 0.065 3.072 46.527 

emcf1 0.036 0.118 -0.885 2.030 -0.021 0.034 0.088 2.012 42.741 

emcfbm1 0.077 0.130 -1.215 2.243 0.018 0.070 0.129 2.638 47.206 

 

Approach 2: Absolute earnings management 

      

Variables Mean Std Dev Min Max 

Lower 

Quartile 

(p25) 

Median 

(p50) 

Upper 

Quartile 

(p75) 

skewness kurtosis 

emmj2 0.104 0.135 0.000 2.314 0.031 0.068 0.130 6.253 73.400 

empmt2 0.084 0.114 0.000 2.387 0.026 0.056 0.107 7.546 108.155 

empmt-12 0.094 0.127 0.000 2.362 0.028 0.061 0.118 6.908 89.080 

emcf2 0.083 0.091 0.000 2.030 0.028 0.061 0.109 6.294 99.704 

emcfbm2 0.104 0.110 0.000 2.243 0.039 0.081 0.137 5.902 80.096 

 
Panel B: Dichotomous variables (Approach 3: average values of low and aggressive earnings management) 

Year 

Modified Jones 

model 

 (EMMJ3) 

Performance 

Matched 

Discretionary 

Accruals model 

with current 

ROA (EMPMt3) 

Performance 

Matched 

Discretionary 

Accruals model 

with lagged ROA 

(EMPMt-13) 

Cash flow Jones 

model  

(EMCF3) 

Modified Jones 

model with cash 

flow and book to 

market 

(EMCFBM3) 

 

Low  Aggressive  Low  Aggressive  Low  Aggressive  Low  Aggressive  Low  Aggressive  

2003 0.025 -0.022 -0.005 -0.008 0.002 -0.002 0.031 0.030 0.061 0.076 

2004 0.024 0.099 -0.004 0.055 0.001 0.068 0.031 0.049 0.067 0.038 

2005 0.024 0.027 -0.002 -0.002 0.003 -0.016 0.033 0.055 0.066 0.039 

2006 0.033 0.004 -0.004 -0.011 0.005 -0.002 0.031 0.022 0.076 0.067 

2007 0.027 0.018 -0.006 -0.019 0.002 0.004 0.036 0.024 0.072 0.071 

2008 0.022 0.010 -0.005 0.005 0.001 -0.037 0.034 -0.002 0.074 0.075 
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2009 0.030 0.008 -0.005 -0.027 0.007 0.005 0.035 0.037 0.070 0.061 

2010 0.037 0.131 0.005 0.059 0.010 0.075 0.040 0.090 0.081 0.197 

All 

years 0.028 0.036 -0.003 0.006 0.004 0.011 0.034 0.037 0.071 0.083 

 
Panel C: Trichotomous  variables  (Approach 4: average values of negative aggressive (AEM-), low (LEM), positive 

aggressive (AEM+) earnings management) 

Year Modified Jones model (EMMJ4) 

Performance Matched 

Discretionary Accruals model with 

current ROA (EMPMt4) 

Performance Matched 

Discretionary Accruals model with 

lagged ROA (EMPMt-14) 

  AEM- LEM AEM+ AEM- LEM AEM+ AEM- LEM AEM+ 

2003 -0.147 0.025 0.207 -0.150 -0.006 0.160 -0.166 0.004 0.171 

2004 -0.070 0.026 0.204 -0.088 -0.001 0.161 -0.089 0.006 0.169 

2005 -0.108 0.024 0.188 -0.129 -0.001 0.134 -0.132 0.002 0.147 

2006 -0.107 0.030 0.140 -0.105 -0.004 0.090 -0.118 0.003 0.117 

2007 -0.095 0.030 0.152 -0.104 -0.004 0.103 -0.099 0.003 0.119 

2008 -0.123 0.026 0.179 -0.115 -0.006 0.125 -0.137 0.003 0.149 

2009 -0.097 0.029 0.150 -0.115 -0.005 0.096 -0.114 0.005 0.121 

2010 -0.088 0.031 0.188 -0.105 -0.002 0.113 -0.127 0.006 0.149 

All years -0.106 0.028 0.175 -0.114 -0.004 0.121 -0.123 0.004 0.141 

          

Year 

Cash flow Jones model 

 (EMCF4) 

Modified Jones model with cash 

flow and book to market 

(EMCFBM4) 

   

 

AEM- LEM AEM+ AEM- LEM AEM+ 

   2003 -0.058 0.034 0.146 -0.019 0.065 0.255 

   2004 -0.055 0.033 0.141 -0.022 0.068 0.171 

   2005 -0.065 0.033 0.146 -0.030 0.069 0.178 

   2006 -0.079 0.034 0.130 -0.042 0.074 0.160 

   2007 -0.077 0.035 0.132 -0.029 0.072 0.162 

   2008 -0.090 0.034 0.150 -0.049 0.071 0.178 

   2009 -0.065 0.036 0.135 -0.029 0.071 0.174 

   2010 -0.065 0.037 0.161 -0.024 0.073 0.238 

   All years -0.071 0.034 0.144 -0.030 0.071 0.192 

   

Note (Table 5.1): emmj1 is signed earnings management estimated from the Modified Jones model, emmj2 is 

absolute earnings management estimated from the Modified Jones model, emmj3 is two groups of earnings 

management estimated from the Modified Jones model, emmj4 is three groups of earnings management 

estimated from the Modified Jones, empmt1 is signed earnings management estimated from the Performance 

Matched Discretionary Accruals model (current ROA), empmt2 is absolute earnings management estimated 

from the Performance Matched Discretionary Accruals model (current ROA), empmt3 is two groups of earnings 

management estimated from the Performance Matched Discretionary Accruals model (current ROA), empmt4 is 

three groups of earnings management estimated from the Performance Matched Discretionary Accruals model 

(current ROA), empmt-11 is signed earnings management estimated from the Performance Matched 

Discretionary Accruals model (lagged ROA), empmt-12 is absolute earnings management estimated from the 

Performance Matched Discretionary Accruals model (lagged ROA), empmt-13 is two groups of earnings 

management estimated from the Performance Matched Discretionary Accruals model (lagged ROA), empmt-14 

is three groups of earnings management estimated from the Performance Matched Discretionary Accruals model 

(lagged ROA), emcf1 is signed earnings management estimated from the Cash Flow Modified Jones model, 

emcf2 is absolute earnings management estimated from the Cash Flow Modified Jones model, emcf3 is two 

groups of earnings management estimated from the Cash Flow Modified Jones model, emcf4 is three groups of 

earnings management estimated from the Cash Flow Modified Jones model, emcfbm1 is signed earnings 

management estimated from the Modified Jones model with cash flows and book to market, emcfbm2 is 

absolute earnings management estimated from the Modified Jones model with cash flows and book to market, 
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emcfbm3 is two groups of earnings management estimated from the Modified Jones model with cash flows and 

book to market, emcfbm4 is three groups of earnings management estimated from the Modified Jones model 

with cash flows and book to market. 

Panel A of Table 5.1, shows general descriptive statistics for all observations on each 

earnings management model together with two different approaches (signed and absolute 

earnings management). The descriptive statistics reveal that: the mean value of signed 

earnings management estimated using the Modified Jones model (EMMJ1) is 3.2 per cent 

and ranges from -110.5 per cent to 231.4 per cent; the Performance Matched discretionary 

accruals model with current ROA (EMPMt1) is 0.1 per cent and ranges from -92.5 per cent to 

238.7 per cent; the Performance Matched discretionary accruals model with lagged ROA 

(EMPMt-11) is 0.7 per cent and ranges from -116.3 per cent to 236.2 per cent; the Cash Flow 

Modified Jones model (EMCF1) is 3.6 per cent and ranges from -88.5 per cent to 203 per 

cent; and the Modified Jones model with cash flow and book to market (EMCFBM1) is 7.7 

per cent and ranges from -121.5 per cent to 224.3 per cent. 

The descriptive statistics of this table also reveal that the mean value of absolute earnings 

management estimated using: the EMMJ2 is 10.4 per cent and ranges from 0 per cent to 

231.4 per cent; the EMPMt2 is 8.4 per cent and ranges from 0 per cent to 238.7 per cent; the 

EMPMt-12 is 9.4 per cent and ranges from 0 per cent to 236.2 per cent; the EMCF2 is 8.3 per 

cent and ranges from 0 per cent to 203 per cent; and the EMCFBM2 is 10.4 per cent and 

ranges from 0 per cent to 224.3 per cent. 

The highest mean value of earnings management is from the absolute value of earnings 

management estimated from EMMJ2 and the EMCFBM2, with the value of 10.4 per cent, 

while the minimum value is 0 per cent. 

These findings are consistent with the findings of Hribar and Nichols (2007) who show that 

the mean of absolute value of earnings management estimated from the Modified Jones 

model is 10.1 per cent, while Klein (2002) and Bédard et al. (2004) show this value as 8 per 

cent and 11 per cent, respectively, from the Jones model for the US companies. In the UK 

context, Ferguson et al. (2004) show that, on average, the absolute value of earnings 

management is 9.2 per cent for UK companies. Davidson et al. (2005b) provide evidence 

that, on average, the absolute discretionary accruals in the Australian companies is 15.6 per 

cent. Surprisingly, in a developing country such as Malaysia, Rahman and Ali (2006) show 

that Malaysian companies have a small mean value for absolute earnings management of 4.7 
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per cent. However, Rahman and Ali (2006) investigate only 100 top companies listed on 

Bursa Malaysia Main Board during 2002-2003. Large companies are likely to have effective 

CG system, which could lead to lower earnings management; therefore, Rahman and Ali’s 

results are not directly comparable to the current study. The current finding suggests that the 

level of earnings management in Thailand is similar to the level of earnings management in 

developed countries such as the US, UK and Australia. 

Additionally, the highest median is 8.1 per cent from the Modified Jones model with cash 

flow and book to market. This finding is similar to Ferguson et al. (2004) and Davidson et al. 

(2005b) findings that the median value of earnings management in the UK and Australia are 

7.4 per cent and 9.4 per cent respectively. However, in the US, Hribar and Nichols (2007) 

find a lower value median, which is 5.2 per cent. 

Panel B of Table 5.1 compares the mean values of earnings management categories 

(Dichotomous variable) for approach 3 (categorised into 2 groups: low and aggressive 

earnings management) estimated from EMMJ3, EMPMt3, EMPMt-13, EMCF3 and 

EMCFBM3. Overall, the average low earnings management values are 2.8 per cent, -0.3 per 

cent, 0.4 per cent, 3.4 per cent, and 7.1 per cent, respectively. The average aggressive 

earnings management are 3.6 per cent, 0.6 per cent, 1.1 per cent, 3.7 per cent, and 8.3 per 

cent, respectively. 

The current trend in the literature is to treat all negative DA as low earnings management and 

positive DA as aggressive earnings management (Caramanis & Lennox, 2008; Espinosa & 

Trombetta, 2007; Gietzmann & Ireland, 2005). However, this study combines the extreme 

values of discretionary accruals, including both negative and positive values, to distinguish 

aggressive earnings management (see Figures 4.1 and 4.2 in chapter 4). This is because 

negative or positive DA can denote the same aggressive level of earnings management; it is 

important to capture both directions in an analysis. For example, negative DA refer to 

income-decreasing (downwards) earnings management and positive DA refer to income-

increasing (upwards) earnings management. Values closer to median are distinguished as low 

earnings management. 

Panel C of Table 5.1 shows the average value of earnings management categories 

(Trichotomous variable) of approach 4 (categorised into three groups: negative aggressive, 

low, and positive aggressive earnings management) estimated from EMMJ4, EMPMt4, 

EMPMt-14, EMCF4 and EMCFBM4. Overall, the average values of negative aggressive 
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earnings management (AEM-) are -10.6 per cent, -11.4 per cent, -12.3 per cent, -7.1 per cent, 

and -3.0 per cent, respectively. Average values of low earnings management (LEM) are 2.8 

per cent, -0.4 per cent, 0.4 per cent, 3.4 per cent, and 7.1 per cent, and the average values of 

positive aggressive earnings management (AEM+) are 17.5 per cent, 12.1 per cent, 14.1 per 

cent, 14.4 per cent, and 19.2 per cent. Using the Jones model to estimate DA for groups of 

firms in the US, Bédard et al. (2004) show an average value of negative aggressive earnings 

management (AEM-) of -38 per cent, an average value of low earnings management (LEM) 

of 0 per cent, and an average positive aggressive earnings management (AEM+) value of 32 

per cent. Comparing only the AEM- and AEM+, it appears that both aggressive earnings 

management in Thailand are lower than those of the US. However, unlike the study of 

Bédard et al. (2004) this thesis does not use the Jones model to estimate DA because the use 

of only revenue as entirely non-DA would lead to endogeneity bias in the model (see section 

4.3.1 of chapter 4). Therefore, these studies are not directly comparable. 

The values shown in Table 5.2 are the average signed and absolute value of earnings 

management variables from 2003 to 2010. For Panel A: signed earnings management, the 

table consistently shows that there are yearly fluctuations in each model from 2003 to 2010. 

However, highest earnings management occurred in 2010 for all five models (EMMJ1, 

EMPMt1, EMPMt-11, EMCF1 and EMCFBM1) with the values of 8.6 per cent for the 

Modified Jones model, 3.2 per cent for the Performance Matched discretionary accruals 

model (current ROA), 4.5 per cent for the Performance Matched discretionary accruals model 

(lagged ROA), 6.5 per cent for the Cash Flow Modified Jones model, and 14.5 per cent for 

the Modified Jones model with cash flow and book to market. The reason for increased 

earnings management between 2009 to 2010 is unclear. One possible reason may be the 

introduction of a reduced corporate tax rate from 30 per cent to 23 per cent (and 20% in some 

cases) in Thailand following this period. According to Guenther (1994), when investigating 

whether US firm’s earnings are managed in response to changes in the corporate income tax 

rate from 46 per cent to 34 per cent as a part of the Tax Reform Act of 1986, the tax rate 

change could provide a significant incentive for managers to defer company income in order 

to maximise the value of the firms. Similarly, Maydew (1997) finds that corporate tax rate 

reductions enacted in this reform motivates firms to shift revenues from the last quarter of the 

net operating loss year to the first quarter of the following year and accelerate expenses from 

the first quarter of the following year to the last quarter of the net operating loss year instead. 

This is because both activities increase net operating loss carrybacks, which is used to 
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increase refunds of the prior years’ taxes. Keating and Zimmerman (1999) find that 

depreciation-policy changes are related to changes in the tax treatment. In Australia, Monem 

(2003) finds that gold-mining firms are found to engage earnings management immediately 

prior to the introduction of an industry-specific tax, such as tax-exempt. However, the 

causality of increased earnings management was not the focus of the current study and could 

form the basis of future research. 

 

Table 5.2: Trends in earnings management over the study period 

Panel A: Signed earnings management 

(Approach 1) 

Year EMMJ1 EMPMt1 EMPMt-11 EMCF1 EMCFBM1 

2003 0.002 -0.007 0.000 0.030 0.068 

2004 0.060 0.024 0.031 0.040 0.052 

2005 0.026 -0.002 -0.007 0.044 0.052 

2006 0.019 -0.007 0.001 0.026 0.072 

2007 0.023 -0.012 0.003 0.030 0.072 

2008 0.015 0.000 -0.020 0.013 0.074 

2009 0.019 -0.016 0.006 0.036 0.066 

2010 0.086 0.032 0.045 0.065 0.145 

            

 

Panel B: Absolute (unsigned) earnings management 

 (Approach 2) 

Year EMMJ2 EMPMt2 EMPMt-12 EMCF2 EMCFBM2 

            

2003 0.119 0.109 0.114 0.075 0.096 

2004 0.103 0.087 0.088 0.076 0.079 

2005 0.107 0.101 0.101 0.083 0.089 

2006 0.096 0.069 0.084 0.082 0.101 

2007 0.085 0.071 0.074 0.077 0.093 

2008 0.114 0.087 0.108 0.092 0.111 

2009 0.088 0.076 0.085 0.078 0.092 

2010 0.120 0.079 0.104 0.096 0.155 

Note (Table 5.2): emmj1 is signed earnings management estimated from the Modified Jones model, emmj2 is 

absolute earnings management estimated from the Modified Jones model, empmt1 is signed earnings 

management estimated from the Performance Matched Discretionary Accruals model (current ROA), empmt2 is 

absolute earnings management estimated from the Performance Matched Discretionary Accruals model (current 

ROA), empmt-11 is signed earnings management estimated from the Performance Matched Discretionary 

Accruals model (lagged ROA), empmt-12 is absolute earnings management estimated from the Performance 
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Matched Discretionary Accruals model (lagged ROA), emcf1 is signed earnings management estimated from 

the Cash Flow Modified Jones model, emcf2 is absolute earnings management estimated from the Cash Flow 

Modified Jones model, emcfbm1 is signed earnings management estimated from the Modified Jones model with 

cash flows and book to market, emcfbm2 is absolute earnings management estimated from the Modified Jones 

model with cash flows and book to market.  

From the graph in Panel A, there are consistent trends of earnings management in the five 

earnings management models (EMMJ1, EMPMt1, EMPMt-11, EMCF1 and EMCFBM1). 

These trends show that overall, earnings management in Thailand kept on increasing from 

2003 to 2010. For example, in the Modified Jones model (EMMJ1), earnings management 

dramatically increases from 0.2% in 2003 to 6% in 2004. During 2004-2007, earnings 

management from EMMJ1 model dramatically drop down from 6 per cent to 2.6 per cent in 

2005, from 2.6 per cent to 1.9 per cent in 2006, and slightly goes up from 1.9 per cent to 2.3 

per cent in 2007. However, this value drops again during 2008-2009 until 2010 when 

earnings management in Thailand for listed company increases from 1.9 per cent to 8.6 per 

cent, which is the highest value during 2003-2010. 

Similar to the Modified Jones model, the Performance Matched Discretionary Accruals 

model with current ROA (EMPMt1) also increases from -0.7 per cent in 2003 to 2.4 per cent 

in 2004. However, in 2005, earnings management gradually decreases until 2007 and goes up 

to its highest value in 2010 with the value of 3.2 per cent. 

For the Performance Matched Discretionary Accruals model with lagged ROA (EMPMt-11), 

earnings management increases from 0 per cent in 2003 to 3.1 per cent in 2004. From 2004, 

earnings management keeps decreasing until 2009. In 2010, the value of earnings 

management is highest with the value of 4.5 per cent. 

Earnings management estimated from the Cash Flow Modified Jones model (EMCF1) 

increases from 3 per cent in 2003 to 4 per cent in 2004 and 2005. This value drops in 2006 

with the value of 2.6 per cent before going up to 3 per cent again in 2007. In 2008, earnings 

management drops to 1.3 per cent before increasing in 2009 and 2010. The highest value of 

earnings management is 6.5 per cent which occurs in 2010. 

Only the value of earnings management estimated from the Modified Jones model with cash 

flow and book to market starts with the high value of 6.8 per cent in 2003 and keeps coming 

down in 2004 and 2005 with the value of 5.2 per cent before going up again in 2006, 2007 

and 2008 with the values of 7.2 per cent, 7.2 per cent and 7.4 per cent, respectively. In 2009, 
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earnings management slightly decreases from 7.4 per cent in 2008 to 6.6 per cent in 2009. As 

well, in 2010, earnings management more than doubled from 6.6 per cent in 2009 to 14.5 per 

cent. 

For panel B: absolute (unsigned) earnings management in Table 5.2 shows that the highest 

earnings management occurred mostly in 2010 when estimated with the Modified Jones 

model (EMMJ2), Cash flow Modified Jones model (EMCF2) and the Modified Jones model 

with cash flow and book to market (EMCFBM2). The highest values of earnings 

management from these three models are 12 per cent, 9.6 per cent and 15.5 per cent from 

EMMJ2, EMCF2 and EMCFBM2 models, respectively. However, for the Performance 

Matched Discretionary accruals model in both current ROA (EMPMt2) and lagged ROA 

(EMPMt-12) the highest values of earnings management are in 2003 being 10.9 per cent and 

11.4 per cent, respectively. Similar to Panel A, there are yearly fluctuations during the 

periods 2003-2010 in Panel B. 

From the graph in Panel B, in 2003 earnings management estimated using the Modified Jones 

model (EMMJ2) is 11.9 per cent; this value is high compared to the same model in Panel A. 

However in 2004, earnings management slightly drops to 10.3 per cent and slightly goes up 

again to 10.7 per cent in 2005. After this time, the level of earnings management in Thailand 

gradually drops down in 2006 and 2007 with the value of 9.6 per cent and 8.5 per cent, 

respectively. In 2008, it goes up to 11.4 per cent, which is almost the same level as in 2003, 

and drops to 8.8 per cent in 2009. Consistent to Panel B, the highest value is in 2010 with the 

value of 12 per cent. 

Earnings management estimated from the Performance Matched Discretionary Accruals with 

current ROA (EMPMt2) has the highest value of 10.9 per cent in 2003. This value drops in 

the next year with the value of 8.7 per cent and goes up again almost the same as the highest 

one in 2005 with the value of 10.1 per cent. In 2006, it dramatically drops down to 6.9 per 

cent before slightly going up in 2007 with the value of 7.1 per cent. Similar to EMMJ2, the 

level of earnings management goes up in 2008 with the value of 8.7 per cent before it comes 

down to 7.6 per cent and 7.9 per cent in 2009 and 2010, respectively. 

For the Performance Matched Discretionary Accruals with lagged ROA (EMPMt-12), similar 

to the current ROA (EMPMt2), highest earnings management occurs in 2003 with the value 

of 11.4 per cent. The trends of earnings management during 2004-2006 are the same as the 
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EMPMt2 model. However, the level of earnings management drops from 8.4 per cent in 2006 

to 7.4 per cent in 2007. This value goes up to 10.8 per cent in 2008 and drops in 2009 with 

the value of 8.5 per cent. In 2010, the value of earnings management is 10.4 per cent. 

For the Cash Flow Modified Jones model (EMCF2), the value of earnings management in 

2003 is 7.5 per cent. After this year, this value keeps on increasing to 7.6 per cent and 8.3 per 

cent in 2004-2005, respectively. However, during 2006-2007, the value of earnings 

management slightly drops to 8.2 per cent and 7.7 per cent, respectively. Similar to results 

from the other models discussed above, in 2008 earnings management in Thai listed 

companies increases to 9.2 per cent. In 2009, the value decreases to 7.8 per cent before going 

up to its highest value in 2010 with the value of 9.6 per cent. 

Lastly, the Modified Jones model with cash flow and book to market (EMCFBM2) in Panel 

B of Table 5.2 shows that in 2003, earnings management in Thailand is 9.6 per cent. This 

value then continues to increase till 2006, with the value of 7.9 per cent, 8.9 per cent, and 

10.1 per cent in 2004, 2005 and 2006, respectively. In 2007 and 2009, earnings management 

drops to around 9 per cent, then up in 2008 to 11.1 per cent. The highest value of earnings 

management is in 2010 with the value of 15.5 per cent. This value is the highest value of 

earnings management among five different earnings management models and between the 

two approaches of Panels A and B of Table 5.2. 

Broadly, across all the models tested in this study, the five different DA models of the signed 

earnings management approach, while fluctuating over the study period, show an increasing 

trend in earnings management through time. In contrast, the absolute earnings management 

approaches all illustrate a declining trend in earnings management through time; albeit with 

some year-to year-fluctuations. These views are consistent with all indicators employed. The 

two approaches show variations in trends in earnings management, thus necessitating 

multiple approaches to estimating the degree of earnings management. The descriptive 

statistics of the variables used to estimate earnings management are provided in Table A: 1 of 

the Appendix. 

5.3 DESCRIPTIVE STATISTICS 

Table 5.3 presents the descriptive statistics of CG and control variables. Corporate 

governance variables including the four groups of corporate governance mechanisms: 1.) 

board characteristics such as  board interlocking (BINT), board size (BSIZE), board 
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independence (BIND), CEO-Duality (CEODUAL), and board meeting (BMEET); 2.) audit 

committee effectiveness – such as audit committee activity (ACACT), audit committee 

independence (ACIND), audit committee’s size (ACSIZE), and audit committee financial 

expertise (ACEXPERT); 3.) external auditor effectiveness – such as Auditor Reputation 

(ADREPU), audit fees (ADFEE), audit opinion (ADOPIN), non-audit service fees 

(NADFEE); 4.) ownership structure – such as ownership concentration (OWNCON), 

managerial ownership (MNGOWN), family ownership (FAMOWN), and institutional 

ownership (INSSHARE). To minimise specification bias in the testing of hypotheses in this 

chapter, control variables: return on assets (ROA), firm’s leverage (LEV), cash flow from 

operation (CFO), company’s size (LOGASSET), market to book ratio (MTB), substantial 

shareholders (BLOCK), beta (BETA) and international financial reporting standard (IFRS) 

are also included. 
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Table 5.3: Descriptive statistics for corporate governance and control variables 

Panel A: Continuous variables             

Variables Mean Sd Dev. Min Max 

Lower 

Quartile 

(p25) 

Median 

(p50) 

Upper 

Quartile 

(p75) Skewness Kurtosis 

bint 0.247 0.231 0.000 1.000 0.077 0.200 0.375 1.092 3.926 

bsize 10.840 2.819 3.000 25.000 9.000 10.000 12.000 0.917 4.745 

bind 0.345 0.110 0.000 0.830 0.273 0.333 0.400 0.475 4.395 

bmeet 7.190 3.679 4.000 23.000 4.000 6.000 9.000 1.298 4.480 

acact 5.822 2.970 0.000 29.000 4.000 4.000 7.000 1.890 6.997 

acind 0.961 0.120 0.000 1.000 1.000 1.000 1.000 -3.566 17.820 

acsize 3.107 0.406 0.000 7.000 3.000 3.000 3.000 1.802 20.412 

acexpert 0.394 0.302 0.000 1.000 0.250 0.333 0.667 0.353 2.315 

adfee (Million BHT) 19.623 27.024 0.572 317.200 7.325 11.000 21.394 5.333 39.874 

adfee (log) 14.040 0.977 10.954 36.000 13.466 13.902 14.557 5.070 109.173 

nadfee (Million BHT) 5.604 19.286 0.040 305.000 0.500 1.250 3.450 9.762 121.381 

nadfee (log) 2.544 4.920 0.000 17.233 0.000 0.000 0.000 1.468 3.283 

owncon 0.289 0.371 0.001 1.000 0.007 0.009 0.692 0.680 1.666 

mngown 0.053 0.137 0.000 0.861 0.000 0.000 0.006 3.178 13.093 

famownprop 0.074 0.168 0.000 0.959 0.000 0.001 0.007 2.540 8.778 

insshareprop 0.033 0.104 0.000 0.977 0.000 0.001 0.007 5.260 35.780 

roa 0.066 0.118 -0.636 0.574 0.020 0.069 0.124 -1.303 12.387 

lev 0.415 0.363 0.001 9.693 0.217 0.386 0.563 9.896 199.776 

cfo 0.054 0.616 -29.481 8.739 0.002 0.060 0.129 -39.996 1981.566 

logasset 14.921 1.379 11.427 20.464 13.941 14.662 15.684 0.787 3.680 

mtb 1.717 3.327 0.010 79.530 0.650 1.070 1.880 13.880 260.688 

block 0.113 0.182 0.000 0.930 0.000 0.000 0.152 1.814 5.597 

beta 0.566 0.445 -0.100 1.690 0.210 0.470 0.850 0.695 2.721 
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Panel B:  Dichotomous Variables 

Variables 
All 

Sectors 

Ago & Food Industrials Services 

Property & 

Construction Technology Resources 

Consumer 

products 

0 1 0 1 0 1 0 1 0 1 0 1 0 1 0 1 

ceodual Frequency 

  

2,053  

     

785  

     

217  

       

99  

     

337  

     

163  

     

468  

     

172       464       185  

     

226  

       

31  

     

155  

       

22       186       113  

  Percentage 72.34 27.66 68.67 31.33 67.40 32.60 73.13 26.88 71.49 28.51 87.94 12.06 87.57 12.43 62.21 37.79 

adrepu Frequency 

  

1,424  

  

1,281  

     

133  

     

168  

     

266  

     

211  

     

336  

     

266       338       280  

       

93  

     

158  

       

82  

       

88       176       110  

  Percentage 52.64 47.36 44.19 55.81 55.77 44.23 55.81 44.19 54.69 45.31 37.05 62.95 48.24 51.76 61.54 38.46 

adopin Frequency 

  

1,886  

     

856  

     

219  

       

91  

     

362  

     

120  

     

457  

     

148       399       226  

     

177  

       

77  

       

85  

       

87       187       107  

  Percentage 68.78 31.22 70.65 29.35 75.10 24.90 75.54 24.46 63.84 36.16 69.69 30.31 49.42 50.58 63.61 36.39 

famown Frequency 1,218 1,902 102 226 207 353 277 403 251 469 140 156 180 98 123 197 

 Percentage 39.04 60.96 31.10 68.90 36.96 63.04 40.74 59.26 37.86 65.14 47.30 52.70 54.63 45.37 38.44 61.56 

insshare Frequency 1,087 2,033 113 215 211 349 216 464 240 480 114 182 68 148 125 195 

 Percentage 34.84 65.16 34.45 65.55 37.68 62.32 31.76 68.24 33.33 66.67 38.51 61.49 31.48 68.52 39.06 60.94 

ifrs Frequency 

  

1,950  

  

1,170  

     

205  

     

123  

     

350  

     

210  

     

425  

     

255       450       270  

     

185  

     

111  

     

135  

       

81       200       120  

  Percentage 62.50 37.50 62.50 37.50 62.50 37.50 62.50 37.50 62.50 37.50 62.50 37.50 62.50 37.50 62.50 37.50 

Note: The continuous variables are winsorized at the top and bottom 1% of overall observations. bint is percentage of board director that hold multiple board positions in Thai listed companies, bsize is total number of 

board members, bind is proportion of independent directors on board directors, ceodual is dummy variable, the value of “1” if the CEO also served as chairman of the other and “0” otherwise, bmeet is frequency of 

board meeting, acact is frequency of audit committee activities, acind is proportion of independent directors on audit committee, acsize is total number on audit committee, acexpert is proportion of the financial 

expertise on the audit committee, adrepu is dummy variable; the value of “1” if the company’s financial statements are audited by big 4 and “0” otherwise, adfee (000,000BHT) is total audit fees, adfee (log) is natural  

logarithm of total audit fees, adopin is dummy variable; the value of “1” if the company receives an audit modified opinion (qualified, adverse or disclaimer), “0” otherwise, nadfee (000,000BHT) is total non-audit 

services fees, nadfee (log) is natural logarithm of total non-audit service fees, owncon is total percentage of shares held by top ten shareholders, mngown is total percentage of shares owned by managerial directors, 

famownprop is total percentage of shares owned by family, famown is dummy variable, the value of “1” if the company has family ownership in the top ten shareholder list, “0”, otherwise, insshareprop is total 

percentage of shares held by institutional shareholders, insshare is dummy variable, the value of “1” if the company has institutional ownership in the top ten shareholders list, “0”, otherwise, roa is return on assets, lev 

is leverage ratio, cfo is cash flow from operation, logasset is company ‘size estimated from natural logarithm of total assets, mtb is market to book ratio, block is total percentage of shares held by individual and 

unaffiliated owners who own 5% or more of sample firm’s stock, beta is market beta, ifrs is dummy variable; the value of “1” if firm’s financial statements are fully complied with the international financial reporting 

standards and “0” otherwise. 
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 Board Characteristics 5.3.1 

Fich and Shivdasani (2006) assess board interlocking using two methods. The first applies a 

dummy variable if 50 per cent or more of a board holds three or more directorships. The 

second examines the percentage number of board members who hold three or more 

directorship positions. However, their study does not provide clear descriptive statistics on 

the percentage of board interlocking using this second method. This study extends and 

improves on their study by describing the statistics of board interlocking when assessed as a 

percentage of board members holding multiple directorship positions. Table 5.3 shows that 

the average board interlocking in Thai listed companies (BINT) is 25 per cent. This result 

indicates that it is common in Thailand for board members to hold multiple directorial 

positions; on average one-fourth of board members hold board positions in more than one 

company. However, this ranges from all board members holding only board positions in the 

singular company right through to all members on a board holding positions in more than one 

company. In this regard, the “Principles of Good Corporate Governance for Listed 

companies” suggests that individual board directors should not hold more than five 

appointments to different publicly-listed companies (The Stock Exchange of Thailand, 2012). 

Table 5.3 shows that the mean value for the number of directors on the board is 11 members. 

According to the “Principles of Good Corporate Governance for Listed Companies in 

Thailand”, the SET suggests that a board should be composed of at least five members (The 

Stock Exchange of Thailand, 2012). Therefore, it could be argued that, on average, 

companies comply with this requirement, notwithstanding that the smallest board contained 

only three members. The SET requires all listed companies not complying with any of the 

Principles to justify their reasons for non-compliance to the SET (Kouwenberg, 2010). The 

result for size of boards is similar to that found by Cornett et al. (2008); their result shows 

that, on average, boards in US companies consist of 12 board members. In Malaysia, Rahman 

and Ali (2006) show that, on average, the number of board members is 9 members. 

In terms of board independence, the average number of board independence is 35 per cent. 

This number meets the recommendation of the “Principles of Good Corporate Governance 

for Thai Listed Companies”, which recommends that a listed company should have a number 

of independent directors equivalent to at least one-third (33%) of the board size to enable 

independent directors to carry significant weight in the board’s decision. Similarly, Rahman 

and Ali (2006) show that, on average, board independence in Malaysia is 39 per cent. 
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For CEO-Chair duality, 28 per cent of Thai listed companies which have their CEO also 

performing the duty of chairman of the board of directors. There are currently no restrictions 

in Thailand prohibiting the combined positions of CEO and chairman of the board directors. 

However, this dual role may increase the agency problem (Boyd, 1994) and reduces the 

power of checks and balances of the company by the board (Chen et al., 2006). Recognising 

that the dual positions of CEO and chairman could introduce weaknesses to the monitoring 

process, SET requires that, in companies where the CEO and chairman are the same person, 

at least 50 per cent of board members must be independent, instead of the usual requirement 

of 33 per cent. The average number of CEO-chair duality in Thailand is similar to that in the 

UK. Peasnell et al. (2005) show that 24.5 per cent of UK firms have combined roles between 

CEO and chairman. In the US, Anderson et al. (2003) find that only 27 per cent of the US 

firms have a separate CEO and chairman duty. This means that in the US, the CEO-chair 

duality is very high (73%). This result is consistent with the study of Xie et al. (2003) who 

show that the percentage of firms in the US with CEO duality is 85 per cent. Interestingly, 

low CEO-chair duality is found in South East Asian countries, such as Singapore and 

Malaysia. The study by Bradbury et al. (2006) shows that only 15.9 per cent of Singaporean 

and Malaysian firms have a CEO who is also the board chair. 

The average number of board meetings in Thai listed companies is seven times per financial 

year.  This is slightly lower than the nine times per year that US firms have (Anderson et al., 

2003). In Thailand, there is no requirement for the number of board meetings. However, as a 

minimum, companies generally have a meeting following the release of quarterly financial 

statements. It is evident that all companies have at least four meetings per year. Some boards 

are very proactive, meeting up to 23 times per year. 

 Audit Committee Effectiveness 5.3.2 

From Table 5.3 it can be seen that the average frequency of audit committee meetings is s 

times per financial year. The SET suggest a minimum four audit committee meetings per 

year. This suggestion of at least four meetings annually is consistent with the Sarbanes-Oxley 

Act (2002) of the US (Abbott et al., 2003). The study of Xie et al. (2003) shows that the US 

firms meet the requirement of the Sarbanes-Oxley Act as the result shows that the number of 

audit committee meetings in the US firms is 3.87 (approximate 4 times) per financial year. 

However, in Thailand some companies fail to achieve this, with some companies arranging 

no such meeting during a financial year. This corresponds with the findings by Davidson et 

al. (2005b) who, in the Australian context, find that some firms have no audit committee 



 

153 

 

activity during a financial year. At the other extreme, some Thai listed companies actively 

arrange audit committee meetings, with up to 29 meetings per financial year. 

The “Best Practice Guidelines for Audit Committee in Thailand” suggest that audit 

committees should be made up of at least three non-executive directors who are unaffiliated 

with management and the majority shareholders (Montreevat, 2006). Table 5.3 shows that the 

average size of the audit committee is three members with 96 per cent of these members 

being independent. This indicates high compliance with the “Best Practice Guidelines”. In 

Australia, the average audit committee size is 2.6 and maximum is 7 members. Similar to 

Thailand, some listed companies in Australia have no audit committee on their board 

(Davidson et al., 2005b). 

Audit committee financial expertise is viewed to be an important factor in dealing with the 

complexities of financial statements. Table 5.3 shows that, on average, 39.4 per cent of the 

audit committee members in a company has experience in accounting or has a financial 

background. This ranges between no members having any such expertise through to all 

members having experience in accounting or finance. 

 External Auditor Effectiveness 5.3.3 

Table 5.3 provides the descriptive statistics of the external auditor variables: auditor 

reputation, audit fee, audit opinion and non-audit service fee. 

Almost 50 per cent of Thai listed companies have their financial statements audited by the so 

called Big 4 auditing firms. These Big 4 auditing firms are assumed to be reputable and have 

appropriate audit procedures and protocols. In Thailand, in addition to having a licence from 

the Federation of Accounting Professions (FAP), auditors of listed companies must be 

approved by the SEC to audit regulated entities. In Australia and the US, a higher proportion 

of companies (>70%) have their financial statements audited by Big N
1
 auditing firms 

(Davidson et al., 2005b; Francis, L, et al., 1999; Kanagaretnam et al., 2010). However, 

Greece has a significantly lower proportion, only 30 per cent of listed companies are audited 

by Big N firms (Caramanis & Lennox, 2008). 

On average, the audit fee in Thai listed companies is 1,962,300 Baht (approximately 

A$65,000) per annum. The minimum is 57,200 Baht (approximately A$1,900). The highest 

rate is 317,200,000 Baht (approximately $10,570,000) per annum. The non-audit service fee, 

                                                 
1
 Big N is used to refer to the Big 4, Big 5, Big 6 and Big 8 audit firms. 
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has a mean value of 560,000 Baht (approximately A$18,600) per annum. The minimum 

value is 4,000 Bath (approximately A$100). The highest rate is 30,500,000 Bath 

(approximately A$1,016,000) per annum. 

For audit opinion, it can be seen, in Panel B, of Table 5.3, that on average, 31 per cent of the 

companies that are listed in the SET received an unsatisfactory opinion or modified audit 

opinion (qualified, adverse or disclaimer opinions). This type of audit opinion provides 

evidence of material misstatement of financial reports. In the US, Butler et al. (2004) find 

that, on average, 26 per cent of US firms received the modified audit opinion. However, in 

Malaysia, a low percentage of the companies received the qualified audit opinion at only 5 

per cent (Johl et al., 2007). 

 Ownership Structure 5.3.4 

Table 5.3 also presents the descriptive statistics of the ownership structure variables: 

ownership concentration, managerial ownership, family ownership, and institutional 

ownership. 

The percentage of shares held by the top five shareholders is measured as a proxy for 

ownership concentration in the study of Jouber and Fakhfakh (2011) who find that, on 

average, the ownership concentration in Canada and France are 17 per cent and 31 per cent, 

respectively. According to La Porta et al. (2000), companies in the developing countries 

appear to have highly concentrated ownership. In Thailand, on average, 29 per cent of shares 

are held by the top ten shareholders, with a maximum of 100 per cent ownership by the 

majority shareholders. While this study uses the top ten shareholders rather than the top five, 

as in Jouber and Fakhfakh (2011), the ownership concentration in Thailand appears 

comparable to those of developed countries. 

Managerial ownership is viewed to constrain the agency problem as it serves to align the 

manager’s interest with those of the other shareholders (Jensen & Meckling, 1976). In 

Thailand, managerial ownership is high with an average greater than 50 per cent of the top 

ten shareholders also holding managerial roles in the company. This ranges from 0 per cent to 

86 per cent. This closely reflects the management shareholdings of Danish companies 

(Gabrielsen et al., 2002), with an average of 59 per cent of managerial ownership. In 

Malaysia, the average of managerial ownership is 9.8 per cent (Mohd Ali et al., 2008). 
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Wiwattanakantang (2001) notes that, in Thailand, more than 80 per cent of non-financial 

listed companies are owned by the family. In this study, for the period 2003-2010, it is found 

that only 61 per cent have family ownership (Panel B of Table 5.3). The average percentage 

of family ownership of a company is 7.4 per cent, ranging up to 96 per cent (Panel A of Table 

5.3). 

When financial institutions hold significant shares of the company, they become more 

actively involved in the monitoring and disciplining of managers (Choi & Seo, 2008; Gillan 

& Starks, 2003; Mitra & Cready, 2005). As can be seen in Panel B of Table 5.3, 65 per cent 

of companies are at least partly owned by institutions. However, Panel A of this table shows 

that, on average, only 3 per cent of a company is owned by institutions, with a maximum of 

98 per cent ownership.  

The trends in CG variables are shown and discussed in the Table A: 2 of the Appendix. 

 Control Variables 5.3.5 

In this section, seven control variables are included to isolate the effect of related variables. 

These are: return on assets (ROA), firm’s leverage (LEV), cash flow from operation (CFO), 

company’s size (LOGGASSET), market to book ratio (MTB), substantial shareholders 

(BLOCK), and beta (BETA). As shown in Panel A of Table 5.3, the average ROA is 6.6 per 

cent, with a minimum of -63.6 per cent and a maximum of 57.4 per cent. The average firm’s 

leverage is 0.42 with a minimum of 0.001 and a maximum value of 9.69. For cash flow from 

operation, the average value is 0.05 with a minimum of -29.48 and a maximum value of 8.74. 

Company’s size (log assets) has average, minimum and maximum values of 14.92, 11.43, 

and 20.46, respectively. Market to book ratio is 1.72 with a minimum value of 0 and a 

maximum value of 79.53. Furthermore, the average substantial shareholder in Thai listed 

companies is 11.33 per cent, with a minimum of 0 per cent and a maximum of 92.98 per cent, 

while the average of beta is 56.6 per cent with a minimum of -10 per cent and a maximum of 

169 per cent. In addition, since the Federation of Accounting Professions (FAP) has initiated 

a program to converge Thai accounting standards (TAS) with IAS/IFRS, most of the TAS has 

become effective since 2008 onward. The samples in this study are not SMEs and financial 

institutions where exemption of certain TAS is applied. The current study assumes that all 

selected companies sampled are required to apply the TAS that aligns with existing IFRS 

from 2008. As can be seen in Panel B of Table 5.3, 37.5 per cent of listed companies have 
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complied with IFRS for the study period. Moreover, the trends of these control variables are 

shown in the Table A:3 of the Appendix. 

5.4 PAIRWISE CORRELATIONS ANALYSIS 

This section illustrates the pair-wise correlation matrix between earnings management as 

dependent variables, corporate governance as independent variables and control variables 

used in the regression analysis. The objective of this section is to provide information 

concerning multicollinearity among the relevant variables in the present study. 

As shown in Table 5.4, earnings management is positively correlated with board interlocking, 

board independence, audit fee, ownership concentration, and family ownership. Also, board 

meeting is positively correlated with board size, audit committee activity is positively 

correlated with board size and board meeting, audit committee size is positively correlated 

with board size, board meeting and audit committee activity. Auditor Reputation is positively 

correlated with board interlocking, while audit fee is positively correlated with board 

interlocking, board size, board meeting, audit committee activity, and Auditor Reputation. 

Non-audit fee is positively correlated with board interlocking, board size, and audit fee. 

Managerial ownership is positively correlated with audit committee independence and 

ownership concentration. Institutional ownership is positively correlated with audit 

committee independence, audit fee, and ownership concentration.  
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Table 5.4: Correlation analysis for corporate governance and control variables 

  
emmj

1 

emmj

2 

emmj

3 

emmj

4 

empm

t1 

empm

t2 

empm

t3 

empm

t4 

empm

t11 

empm

t12 

empm

t13 

empm

t14 
emcf1 emcf2 emcf3 emcf4 

emmj1 1.00 
               

emmj2 0.49* 1.00 
              

emmj3 0.04 0.48* 1.00 
             

emmj4 0.68* 0.21* 0.01 1.00 
            

empmt1 0.89* 0.47* 0.05 0.60* 1.00 
           

empmt2 0.34* 0.84* 0.41* 0.03 0.39* 1.00 
          

empmt3 0.04 0.39* 0.59* 0.02 0.03 0.49* 1.00 
         

empmt4 0.60* 0.21* 0.02 0.77* 0.66* 0.03 0.00 1.00 
        

empmt11 0.95* 0.48* 0.03 0.61* 0.90* 0.34* 0.03 0.60* 1.00 
       

empmt12 0.39* 0.93* 0.42* 0.07 0.37* 0.86* 0.40* 0.07 0.39* 1.00 
      

empmt13 0.04 0.42* 0.62* 0.02 0.04 0.41* 0.59* 0.01 0.03 0.51* 1.00 
     

empmt14 0.62* 0.20* -0.01 0.82* 0.61* 0.04 0.01 0.79* 0.67* 0.06 0.00 1.00 
    

emcf1 0.71* 0.30* 0.06 0.61* 0.50* 0.09 0.08 0.50* 0.66* 0.20* 0.06 0.56* 1.00 
   

emcf2 0.35* 0.65* 0.39* 0.28* 0.24* 0.35* 0.29* 0.25* 0.34* 0.57* 0.36* 0.26* 0.49* 1.00 
  

emcf3 0.05 0.32* 0.54* 0.01 0.06 0.26* 0.34* 0.03 0.04 0.30* 0.44* 0.01 0.04 0.51* 1.00 
 

emcf4 0.52* 0.20* 0.05 0.71* 0.42* 0.05 0.06 0.54* 0.47* 0.08 0.05 0.62* 0.75* 0.36* 0.01 1.00 

emcfbm1 0.66* 0.29* 0.07 0.51* 0.43* 0.10* 0.04 0.38* 0.58* 0.22* 0.07 0.42* 0.70* 0.34* 0.06 0.49* 

emcfbm2 0.43* 0.55* 0.24* 0.37* 0.27* 0.27* 0.16* 0.28* 0.37* 0.48* 0.20* 0.29* 0.42* 0.65* 0.23* 0.34* 

emcfbm3 0.05 0.28* 0.42* 0.01 0.06 0.21* 0.25* 0.03 0.03 0.27* 0.33* -0.01 0.04 0.30* 0.40* -0.01 

emcfbm4 0.50* 0.20* 0.11* 0.65* 0.38* 0.07 0.07 0.47* 0.42* 0.10* 0.08 0.53* 0.55* 0.29* 0.10* 0.62* 

bint 0.09 0.03 -0.04 0.09 0.04 -0.02 -0.04 0.06 0.06 0.01 -0.01 0.06 0.07 0.01 -0.03 0.06 

bsize 0.01 -0.06 -0.11 0.03 0.00 -0.08 -0.11 0.01 0.01 -0.06 -0.09 0.02 0.01 -0.05 -0.08 0.02 

bind 0.03 0.07 0.09* 0.04 0.01 0.03 0.05 0.03 0.02 0.06 0.09 0.04 0.04 0.10* 0.10* 0.03 

ceodual -0.03 -0.01 -0.01 -0.02 -0.01 0.01 0.05 -0.01 -0.02 -0.02 0.01 0.00 0.01 0.00 -0.01 0.01 

bmeet 0.06 0.07 0.00 0.04 0.06 0.02 0.01 0.06 0.06 0.05 0.01 0.08 0.06 0.07 0.03 0.05 

acact -0.01 0.00 -0.04 0.02 -0.03 -0.03 -0.01 0.02 -0.02 0.00 -0.01 0.02 0.01 0.02 0.00 0.02 

acind -0.06 -0.02 0.00 -0.06 -0.04 -0.01 0.02 -0.02 -0.05 0.00 0.00 -0.05 -0.02 0.00 -0.04 -0.03 

acsize 0.00 0.01 0.01 0.01 0.00 -0.02 -0.02 0.02 0.00 0.00 0.03 0.00 0.01 0.03 0.05 0.04 
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emmj

1 

emmj

2 

emmj

3 

emmj

4 

empm

t1 

empm

t2 

empm

t3 

empm

t4 

empm

t11 

empm

t12 

empm

t13 

empm

t14 
emcf1 emcf2 emcf3 emcf4 

acexpert -0.02 0.04 0.05 -0.05 -0.01 0.04 0.04 -0.06 -0.03 0.03 0.05 -0.04 -0.02 0.02 0.06 -0.03 

adrepu 0.03 0.03 0.01 0.01 0.03 0.04 0.00 0.02 0.02 0.02 -0.01 0.00 -0.01 -0.01 0.00 -0.02 

adfee 0.07 0.06 0.02 0.09 0.05 -0.02 0.00 0.11* 0.06 0.04 0.01 0.09 0.08 0.12* 0.04 0.09 

adopin 0.04 0.07 0.04 0.02 0.04 0.03 0.02 -0.01 0.04 0.05 -0.01 0.00 0.03 0.05 0.04 0.04 

nadfee 0.02 0.00 0.02 0.04 0.01 -0.02 -0.01 0.03 0.01 -0.01 -0.01 0.04 0.02 0.00 0.03 0.04 

owncon 0.04 0.00 0.02 0.05 0.00 -0.04 -0.01 0.03 0.01 0.01 0.03 0.02 0.03 0.03 0.02 0.00 

mngown 0.04 0.05 0.05 0.03 0.02 0.03 0.05 0.03 0.00 0.04 0.04 0.01 0.03 0.05 0.04 -0.01 

famown 0.05 0.04 0.06 0.06 0.03 0.02 0.07 0.05 0.02 0.03 0.05 0.05 0.05 0.05 0.03 0.04 

inssahare 0.00 -0.03 -0.04 0.01 -0.02 -0.03 -0.04 -0.01 -0.02 -0.02 -0.03 -0.02 0.00 0.00 -0.01 -0.01 

roa 0.32* 0.09* -0.03 0.23* 0.02 0.03 0.05 0.02 0.24* 0.08 0.01 0.13* 0.51* 0.16* -0.02 0.29* 

lev -0.03 0.09* 0.09* -0.03 0.05 0.09 0.08 0.06 0.02 0.10* 0.09 0.04 -0.03 0.10* 0.05 -0.03 

cfo -0.34 -0.34 -0.03 -0.09 -0.42 -0.39 -0.02 -0.12 -0.37 -0.35 -0.02 -0.10 -0.03 -0.03 -0.04 -0.01 

logasset 0.14* 0.09 0.01 0.13* 0.11* 0.02 -0.03 0.12* 0.13* 0.07 -0.01 0.11* 0.15* 0.0983* 0.03 0.12* 

mtb 0.03 0.07 0.06 0.00 0.02 0.09 0.06 -0.01 0.03 0.07 0.01 0.00 0.04 0.05 0.03 0.02 

block -0.04 0.02 0.05 -0.04 -0.02 0.05 0.06 -0.04 -0.04 0.02 0.02 -0.05 -0.01 0.03 0.01 0.00 

beta 0.04 0.12* 0.10* 0.04 0.07 0.08 0.09 0.07 0.06 0.11* 0.09* 0.06 0.06 0.14* 0.09* 0.06 

ifrs 0.05 0.02 0.04 0.06 0.02 -0.03 -0.01 0.05 0.01 0.02 0.04 0.03 0.02 0.05 0.04 0.01 
                 

  
emcfb

m1 

emcfb

m2 

emcfb

m3 

emcfb

m4 
bint bsize bind 

ceodu

al 
bmeet acact       

emcfbm1 1.00 
               

emcfbm2 0.71* 1.00 
              

emcfbm3 0.08 0.29* 1.00 
             

emcfbm4 0.69* 0.55* 0.02 1.00 
            

bint 0.13* 0.10* 0.00 0.11* 1.00 
           

bsize -0.01 -0.02 -0.05 -0.04 0.12* 1.00 
          

bind 0.09 0.10* 0.04 0.11* 0.05 -0.46 1.00 
         

ceodual -0.02 -0.04 0.01 -0.02 -0.15 -0.15 -0.04 1.00 
        

bmeet 0.04 0.06 0.02 0.01 0.05 0.10* 0.07 0.02 1.00 
       

acact 0.05 0.05 -0.03 0.02 0.04 0.13* -0.01 -0.02 0.42* 1.00 
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emcfb

m1 

emcfb

m2 

emcfb

m3 

emcfb

m4 
bint bsize bind 

ceodu

al 
bmeet acact acind acsize 

acexp

ert 
adrepu adfee adopin 

acind -0.02 0.01 0.04 -0.07 -0.02 -0.11 -0.22 0.05 -0.05 -0.06 1.00 
     

acsize 0.05 0.05 0.01 0.03 0.05 0.15* 0.05 -0.06 0.12* 0.11* 0.04 1.00 
    

acexpert -0.01 0.01 0.06 0.00 -0.01 -0.07 0.04 0.02 0.00 0.00 0.03 0.03 1.00 
   

adrepu 0.00 0.00 -0.01 -0.02 0.14* 0.07 -0.03 -0.05 0.03 0.02 -0.08 -0.05 -0.07 1.00 
  

adfee 0.08 0.12* 0.04 0.11* 0.18* 0.16* 0.03 -0.14 0.13* 0.15* -0.04 0.06 -0.04 0.26* 1.00 
 

adopin 0.04 0.07 0.03 0.05 -0.02 0.04 0.02 -0.01 0.09 0.00 -0.08 0.05 0.00 0.02 0.05 1.00 

nadfee 0.02 0.00 -0.02 0.05 0.12* 0.10* 0.00 -0.07 0.02 0.05 -0.02 0.03 0.01 0.01 0.21* -0.03 

owncon 0.12* 0.09 0.02 0.13* 0.14* -0.09 0.16* -0.01 -0.01 -0.01 0.26* 0.07 0.04 -0.08 0.10* -0.11 

mngown 0.07 0.06 0.04 0.09 -0.02 -0.16 0.09 0.02 -0.02 -0.05 0.13* -0.01 0.04 -0.10 -0.04 -0.02 

famown 0.09* 0.07 0.05 0.11* -0.01 -0.16 0.14* 0.03 -0.04 -0.05 0.15* 0.03 0.04 -0.12 -0.05 -0.07 

inssahare 0.04 0.03 -0.03 0.06 0.07 -0.04 0.06 -0.02 0.00 0.01 0.09* 0.03 0.02 0.02 0.13* -0.04 

roa 0.51* 0.26* -0.02 0.35* 0.10* 0.08 -0.02 -0.01 -0.05 0.01 -0.06 0.02 -0.02 0.05 0.01 0.00 

lev -0.12 -0.02 0.11* -0.11 0.06 -0.02 0.07 -0.01 0.08 0.04 0.01 0.00 0.05 0.05 0.18* 0.00 

cfo -0.16 -0.17 -0.04 -0.05 0.00 0.01 -0.02 0.01 -0.02 0.01 -0.05 0.01 0.01 -0.01 0.00 -0.06 

logasset 0.17* 0.14* 0.03 0.15* 0.27* 0.30* 0.03 -0.12 0.20* 0.22* -0.11 0.10* -0.08 0.23* 0.60* 0.09 

mtb 0.01 0.03 0.09 -0.01 0.03 0.01 0.01 -0.07 -0.02 0.00 -0.02 -0.02 0.02 0.02 0.07 -0.03 

block -0.07 -0.01 0.00 -0.04 -0.19 -0.21 0.08 0.07 -0.05 -0.04 0.02 -0.07 0.03 -0.12 -0.22 -0.01 

beta 0.03 0.06 0.10* 0.04 0.07 -0.04 0.16* -0.07 0.13* 0.09 -0.09 -0.02 -0.03 0.08 0.31* 0.05 

ifrs 0.12* 0.11* 0.05 0.14* 0.14* -0.09 0.20* -0.05 0.00 -0.01 0.28* 0.08 0.04 -0.10 0.13* -0.11 

                 

  nadfee 
ownco

n 

mngo

wn 

famo

wn 

inssah

~e 
roa lev       

 

  nadfee 1.00 
            

   owncon 0.03 1.00 
           

   mngown -0.04 0.47* 1.00 
          

   famown -0.03 0.54* 0.62* 1.00 
         

   inssahare 0.03 0.41* 0.05 0.02 1.00 
        

   roa 0.04 -0.02 0.00 0.02 0.00 1.00 
       

   lev 0.02 -0.02 -0.02 0.00 0.03 -0.19 1.00 
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  nadfee 
ownco

n 

mngo

wn 

famo

wn 

inssah

~e 
roa lev cfo 

logass

et 
mtb block beta ifrs 

   

cfo 0.01 0.02 0.00 0.01 0.01 0.07 -0.01 1.00         

logasset 0.23* 0.02 -0.12 -0.12 0.10* 0.14* 0.26* -0.06 1.00 
    

   mtb 0.02 -0.07 -0.05 -0.03 -0.04 0.00 0.22* -0.01 0.05 1.00 
   

   block -0.11 -0.23 -0.07 -0.01 -0.15 -0.01 -0.06 0.02 -0.25 0.02 1.00 
  

   beta 0.08 -0.11 -0.05 -0.08 -0.01 -0.08 0.23* -0.03 0.38* 0.09* -0.07 1.00 
 

   ifrs 0.04 0.93* 0.45* 0.52* 0.35* -0.05 0.02 0.01 0.04 -0.07 -0.24 -0.06 1.00 

   t statistics in parentheses 

* p<0.10  ** p<0.05  *** p<0.01 

Note (Table 5.4): emmj1 is signed earnings management estimated from the Modified Jones model, emmj2 is absolute earnings management estimated from the Modified 

Jones model, emmj3 is two groups of earnings management estimated from the Modified Jones model, emmj4 is three groups of earnings management estimated from the 

Modified Jones, empmt1 is signed earnings management estimated from the Performance Matched Discretionary Accruals model (current ROA), empmt2 is absolute 

earnings management estimated from the Performance Matched Discretionary Accruals model (current ROA), empmt3 is two groups of earnings management estimated 

from the Performance Matched Discretionary Accruals model (current ROA), empmt4 is three groups of earnings management estimated from the Performance Matched 

Discretionary Accruals model (current ROA), empmt-11 is signed earnings management estimated from the Performance Matched Discretionary Accruals model (lagged 

ROA), empmt-12 is absolute earnings management estimated from the Performance Matched Discretionary Accruals model (lagged ROA), empmt-13 is two groups of 

earnings management estimated from the Performance Matched Discretionary Accruals model (lagged ROA), empmt-14 is three groups of earnings management estimated 

from the Performance Matched Discretionary Accruals model (lagged ROA), emcf1 is signed earnings management estimated from the Cash Flow Modified Jones model, 

emcf2 is absolute earnings management estimated from the Cash Flow Modified Jones model, emcf3 is two groups of earnings management estimated from the Cash Flow 

Modified Jones model, emcf4 is three groups of earnings management estimated from the Cash Flow Modified Jones model, emcfbm1 is signed earnings management 

estimated from the Modified Jones model with cash flows and book to market, emcfbm2 is absolute earnings management estimated from the Modified Jones model with 

cash flows and book to market, emcfbm3 is two groups of earnings management estimated from the Modified Jones model with cash flows and book to market, emcfbm4 is 

three groups of earnings management estimated from the Modified Jones model with cash flows and book to market, bint is percentage of board directors that hold multiple 

board positions in Thai listed companies, bsize is total number of board members, bind is proportion of independent directors on board directors, ceodual is dummy variable, 

the value of “1” if the CEO also served as chairman of the other and “0” otherwise, bmeet is frequency of board meeting, acact is frequency of audit committee activities, 

acind is proportion of independent directors on audit committee, acsize is total number on audit committee, acexpert is proportion of the financial expertise on the audit 

committee, adrepu is dummy variable; the value of “1” if the company’s financial statements are audited by big 4 and “0” otherwise, adfee (log) is natural  logarithm of total 

audit fees, adopin is dummy variable; the value of “1” if the company receives an audit modified opinion (qualified, adverse or disclaimer), “0” otherwise, nadfee (log) is 

natural logarithm of total non-audit service fees, owncon is total percentage of shares held by top ten shareholders, mngown is total percentage of shares owned by 

managerial directors, famown is total percentage of shares owned by family, insshare is total percentage of shares held by institutional shareholders, roa is return on assets, 

lev is leverage ratio, cfo is cash flow from operation, logasset is company ‘size estimated from natural logarithm of total assets, mtb is market to book ratio, block is total 

percentage of shares held by individual and unaffiliated owners who own 5% or more of sample firm’s stock, beta is market beta, ifrs is dummy variable; the value of “1” if 

firm’s financial statements are fully complied with the international financial reporting standards and “0” otherwise. 
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The control variables, return on assets (ROA), firm’s leverage (LEV), company’s size 

(LOGASSET), beta (BETA), and international financial reporting standard (IFRS) are 

positively correlated with earnings management at a level of 0.10. In Table 5.4, return on 

assets is also positively correlated with board interlocking, firm’s leverage is positively 

correlated with audit fee, company’s size is positively correlated with board interlocking, 

board size, board meeting, audit committee activity, audit committee size, Auditor 

Reputation, audit fees, non-audit service fees, institutional ownership, return on assets, and 

firm’s leverage. Beta is positively correlated with board interlocking, board meeting, audit 

fees, firms’ leverage, company’s size, and market to book ratio. IFRS is positively correlated 

with board interlocking, board independence, audit committee independence, audit fees, 

managerial ownership, family ownership, and institutional ownership. 

Observations for all variables in Table 5.4 show that most of the correlation coefficients are 

below 80 per cent. A correlation coefficient of more than 70 per cent (Pallant, 2004) or 80 per 

cent (Hair, Black, Babin, Anderson, & Tatham, 2006; Rahman & Ali, 2006) indicates that 

mulicollinearity is present and this might lead to accidental significant results. Although are 

some independent variables in this study are significantly correlated, most are not correlated 

at greater than 0.80. This result suggests that multicollinearity does not seem to cause 

concern regarding the interpretation of regression coefficients of the independent variables. 

Further tests reveal, shown in Table A:4 of the Appendix, that the variance inflation factor 

(VIF) of these variables is below 10 for most variables, thus confirming that multicollinearity 

is not an issue. Nevertheless, the only correlation above 80 per cent is that between 

ownership concentration (OWNCON) and IFRS at 93%. With respect to potential problems 

relating to multicollinearity in the multivariate analysis, VIF are used to check the 

intercorrelations among these independent variables (see Table A:4 of Appendix). 

5.5 THE INFLUENCE OF CORPORATE GOVERNANCE ON EARNINGS 

MANAGEMENT 

  Regression Results for Pooled Data 5.5.1 

Models (1) to (10) of Table 5.5 show the OLS regression results of the influence of corporate 

governance on earnings management in approach 1 (signed earnings management) and 

approach 2 (absolute earnings management) for pooled data. Models (11) to (15) of Table 5.6 

show binary logistic regression results of the results of the influence of corporate governance 

on earnings management in approach 3 (two groups of earnings management: low and 
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aggressive earnings management) for pooled data. Models (16) to (25) of Table 5.7 show the 

multinomial logistic regression results of the influence of corporate governance on earnings 

management in approach 4 (three groups of earnings management: aggressive negative, low, 

and aggressive positive earnings management) for pooled data. CG variables are as 

previously described in Table 5.4. Earnings management variables are estimated from five 

different models, as explained in Table 5.1. Control variables are also utilized to minimize 

specification bias in the testing of hypotheses. These variables have also been described in 

Table 5.4. 

In Table 5.5, the value of earnings management estimated from EMMJ, EMPMt, EMPMt-1, 

EMCF, and EMCFBM are divided into two approaches; one is signed earnings management 

(earnings management with negative and positive signs) and the other is absolute earnings 

management (earnings management without sign). Table 5.5 shows that eleven (BINT, 

BSIZE, CEODUAL, BMEET, ACACT, ADREPU, ADFEE, ADOPIN, NADFEE, 

FAMOWN, and INSSHARE) of the seventeen CG variables are associated with earnings 

management. However, six CG variables: BIND, ACIND, ACSIZE, ACEXPERT, 

OWNCON, and MNGOWN, are insignificantly related with earnings management in the 

study. 

Board interlocking (BINT) has a negative relationship with absolute earnings management 

estimated from EMCF2 (model 8) at P<0.05 with t-statistic of -2.16. This result suggests that  

the more board interlocking in a company, the more earnings management will decline. As 

pointed out by Banderlipe (2009a), Markarian and Parbonetti (2009), Saleh et al. (2005) and 

Sukeecheep et al. (2013), this could occur because board members holding positions on 

multiple boards have a higher likelihood of possessing knowledge and expertise in business 

affairs, which could mitigate earnings management. However, there is no significant 

relationship found between BINT and any other models apart from this finding. 
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Table 5.5: Pooled data: OLS regressions on the influence of corporate governance on earnings management: approaches 1 (signed earnings management) and 2 

(absolute earnings management) 

Approach 1: Signed earnings management and Approach 2: Absolute earnings management 

  
Modified Jones model 

(EMMJ) 

Performance Matched 

Discretionary Accruals 

model (current ROA) 

(EMPMt) 

Performance Matched 

Discretionary Accruals 

model (Lagged ROA) 

(EMPMt-1) 

Cash Flow Modified Jones 

model 

(EMCF) 

Modified Jones model with 

cash flow and book to 

market 

(EMCFBM) 

  

Signed 

earnings 

management 

Absolute 

earnings 

management  

Signed 

earnings 

management 

Absolute 

earnings 

management 

Signed 

earnings 

management 

Absolute 

earnings 

management 

Signed 

earnings 

management 

Absolute 

earnings 

management 

Signed 

earnings 

management 

Absolute 

earnings 

management 

 

(Model 1) (Model 2) (Model 3) (Model 4) (Model 5) (Model 6) (Model 7) (Model 8) (Model 9) (Model 10) 

  emmj1 emmj2 empmt1 empmt2 empmt-11 empmt-12 emcf1 emcf2 emcfbm1 emcfbm2 

bint -0.006 -0.007 -0.006 -0.007 -0.001 -0.006 -0.010 -0.016** -0.004 -0.005 

 
(-0.43) (-0.62) (-0.45) (-0.70) (-0.08) (-0.58) (-1.09) (-2.16) (-0.39) (-0.53) 

bsize -0.003 -0.003 -0.002 -0.003* -0.002 -0.002 -0.001 -0.000 -0.002 -0.001 

 
(-1.36) (-1.36) (-1.24) (-1.85) (-1.05) (-1.35) (-0.80) (-0.21) (-1.64) (-0.56) 

bind -0.106 -0.051 -0.105 -0.064 -0.089 -0.042 -0.023 0.016 -0.008 0.007 

 
(-1.45) (-0.75) (-1.50) (-1.06) (-1.18) (-0.63) (-0.75) (0.53) (-0.25) (0.24) 

ceodual 0.003 0.003 0.003 0.002 0.002 -0.002 0.008* 0.004 0.006 0.002 

 
(0.49) (0.48) (0.54) (0.38) (0.35) (-0.36) (1.77) (0.98) (1.29) (0.48) 

bmeet 0.003*** 0.002** 0.002** 0.001 0.003** 0.001 0.002*** 0.001** 0.002** 0.001* 

 
(2.77) (1.98) (2.52) (0.67) (2.57) (1.33) (3.39) (2.08) (2.22) (1.72) 

acact -0.003*** -0.001 -0.003*** -0.001 -0.004*** -0.001 -0.002** -0.001 -0.000 -0.001 

 
(-2.72) (-1.16) (-2.97) (-0.78) (-3.31) (-0.80) (-2.08) (-1.27) (-0.46) (-0.64) 

acind -0.133 -0.079 -0.130 -0.086 -0.107 -0.067 -0.002 0.013 -0.008 0.020 

 
(-1.34) (-0.85) (-1.34) (-1.00) (-1.08) (-0.75) (-0.08) (0.54) (-0.33) (0.82) 

acsize -0.002 0.005 0.002 0.003 -0.004 0.004 -0.005 0.003 0.001 0.004 

 
(-0.22) (0.56) (0.32) (0.47) (-0.42) (0.49) (-0.80) (0.49) (0.14) (0.52) 

acexpert -0.002 0.013 -0.004 0.011 -0.008 0.011 -0.011 0.003 -0.001 0.007 

 
(-0.17) (1.47) (-0.37) (1.34) (-0.76) (1.27) (-1.41) (0.41) (-0.17) (0.97) 

adrepu -0.002 0.008 0.001 0.012** -0.005 0.006 -0.011* -0.004 -0.009 -0.008 

 
(-0.27) (1.03) (0.09) (2.29) (-0.57) (0.82) (-1.85) (-0.68) (-1.36) (-1.30) 

adfee 0.006 0.005 0.001 -0.005 0.003 0.001 0.008* 0.010** 0.005 0.011** 

 
(1.02) (0.89) (0.27) (-1.30) (0.54) (0.11) (1.75) (2.27) (1.07) (2.08) 

adopin -0.000 0.009 -0.003 0.002 0.000 0.006 0.005 0.004 0.007 0.012** 

 
(-0.01) (1.24) (-0.38) (0.33) (0.00) (0.94) (0.87) (0.78) (1.13) (2.01) 

nadfee -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.001* -0.001 
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(-0.58) (-0.17) (-0.03) (-0.04) (-0.45) (-0.22) (-0.82) (-0.68) (-1.68) (-1.59) 

owncon -0.015 -0.009 -0.026 0.003 -0.004 0.006 0.005 -0.008 -0.027 -0.030* 

 
(-0.67) (-0.43) (-1.27) (0.22) (-0.17) (0.32) (0.28) (-0.46) (-1.64) (-1.67) 

mngown 0.002 0.019 0.006 0.022 -0.008 0.017 0.008 0.009 0.004 0.004 

 
(0.07) (0.97) (0.27) (1.33) (-0.33) (0.90) (0.41) (0.58) (0.23) (0.27) 

famown 0.016** -0.004 0.019*** -0.004 0.019*** -0.006 0.001 -0.003 0.004 -0.003 

 
(2.30) (-0.75) (2.97) (-0.87) (2.73) (-1.12) (0.31) (-0.83) (0.87) (-0.63) 

insshare 0.003 -0.000 0.005 -0.003 0.003 0.001 -0.006 0.001 -0.009* -0.001 

 
(0.39) (-0.07) (0.73) (-0.46) (0.46) (0.19) (-1.25) (0.25) (-1.89) (-0.15) 

roa 0.472*** 0.101 

    

0.493*** 0.085 0.520*** 0.177*** 

 
(7.85) (1.52) 

    

(9.62) (1.41) (9.87) (2.88) 

lev -0.005 0.038** 0.009 0.025* -0.011 0.036** 0.008 0.023** -0.049*** -0.014 

 
(-0.24) (2.14) (0.59) (1.82) (-0.65) (2.41) (0.70) (2.11) (-3.56) (-1.01) 

cfo -0.085*** -0.066*** -0.086*** -0.064*** -0.082*** -0.063*** 

    

 
(-4.02) (-3.13) (-4.20) (-3.00) (-4.08) (-2.84) 

    logasset 0.005 -0.003 0.007** 0.000 0.010*** -0.001 0.001 -0.002 0.007** 0.003 

 
(1.45) (-0.94) (2.55) (0.12) (2.88) (-0.18) (0.62) (-1.14) (2.01) (1.03) 

mtb 0.001 0.002 0.000 0.003 0.001 0.002 0.000 0.001 

  

 
(0.43) (1.05) (0.13) (1.44) (0.69) (0.91) (0.44) (0.87) 

  block 0.000 0.000 0.000 0.000 -0.000 0.000 0.000 0.000** -0.000 0.000* 

 
(0.25) (1.06) (0.00) (0.63) (-0.20) (0.94) (0.66) (2.02) (-0.06) (1.80) 

beta -0.001 0.017** -0.004 0.003 -0.010 0.016** 0.010 0.018*** -0.006 0.003 

 
(-0.08) (2.07) (-0.43) (0.46) (-1.10) (2.09) (1.61) (3.38) (-0.98) (0.42) 

ifrs 0.094*** 0.018 0.054** -0.016 0.038 0.002 0.030** 0.028** 0.078*** 0.073*** 

 
(4.10) (0.93) (2.53) (-0.93) (1.60) (0.09) (2.09) (2.28) (4.72) (4.35) 

Year dummies YES YES YES YES YES YES YES YES YES YES 

Sector dummies YES YES YES YES YES YES YES YES YES YES 

Cons 0.012 0.134 0.065 0.279* 0.001 0.168 -0.106 -0.094 -0.078 -0.125 

 
(0.07) (0.78) (0.40) (1.95) (0.01) (0.99) (-1.24) (-1.07) (-0.89) (-1.35) 

Number of 

observations (N) 1971 1971 1972 1972 1972 1972 1973 1973 1980 1980 

R
2
 (r2) 0.261 0.183 0.216 0.201 0.189 0.164 0.256 0.079 0.334 0.155 

Adjusted R
2 
(r2_a) 0.247 0.168 0.201 0.186 0.174 0.148 0.243 0.062 0.322 0.140 

F statistic (F) 11.422 5.491 8.547 4.477 9.690 4.322 8.554 3.756 19.842 7.667 

P-value (p) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

T statitstics in parentheses 
* p<0.10  ** p<0.05  *** p<0.01 

Note: All variables are as described in Table 5.4.  
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Board size (BSIZE) is found to be significantly negatively associated with absolute earnings 

management estimated from EMPMt2 (model 4) at P<0.10 with t-statistic of -1.85. However, 

the influence of board size is negative in all models, though the estimated coefficient is not 

statistically significant in seven out of eight models. This result suggests that a larger board is 

found to have a better monitoring system and diverse knowledge in mitigating earnings 

management in Thailand. This result is similar to those of Xie et al. (2003) and Peasnell et al. 

(2005), who find that having a large board is better in reducing earnings management 

compared to a smaller board. However, Xie et al. (2003) further indicates that even though 

larger boards are more effective for constraining earnings management than smaller boards, 

smaller boards are better able to make timely decisions than larger ones. 

CEO-Chair duality (CEODUAL) is significantly positively associated with signed earnings 

management estimated from EMCF1 (Model 7) at P<0.10 with t-statistic of 1.77. The result 

suggests that in cases where the CEO and chairman of the board are the same person, 

earnings management will be higher. This is consistent with Klein (2002) who finds that 

duality roles between CEO and chairman tends to reduce the nomination of outside board 

members to investigate their work. As well, Chen et al. (2006) and Bradbury et al. (2006) 

find that this dual position of CEO and chairman reduces the checks and balances on the top 

managers, leading to higher fraudulent behaviours and earnings management. 

With respect to board meeting (BMEET), there is a significant positive association with both 

signed and absolute earnings management. This relationship is significant when using 

EMMJ1 (model 1), EMMJ2 (model 2), EMPMt1 (model 3), EMPMt-11 (model 5), EMCF1 

(model 7), EMCF2 (model 8), EMCFBM1 (model 9), and EMCFBM2 (model 10) at P<0.01 

with t-statistic of 2.77, at P<0.05 with t-statistic of 1.98, at P<0.05 with t-statistic of 2.52, at 

P<0.05 with t-statistic of 2.57, at P<0.01 with t-statistic of 3.39, at P<0.05 with t-statistic of 

2.08, at P<0.05 with t-statistic of 2.22, and at P<0.10 with t-statistic of 1.72, respectively. 

Contrary to expectation, these results suggest that increased frequency of board meetings is 

associated with increased levels of earnings management in Thai listed companies. It could 

be argued that the frequencies of board meetings are meaningless in constraining earnings 

management in Thailand. Another explanation may be that board directors who attend more 

meetings will have less time to focus on the problems of the company. This result is in 

contrast to the conventional expectation that the company that holds more frequent of board 

meetings is more likely to reduce earnings management and carry out the board’s monitoring 

functions effectively (Vafeas, 1999; Xie et al., 2003). One possible explanation of this 
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study’s result (BMEET) is provided by Jensen (1993), who posits that the frequency of 

meetings of the board are not meaningful if board members have a limited time to attend 

meetings because they cannot effectively exchange ideas among board members. 

Audit committee activity (ACACT) is found to be significantly negatively associated with 

only signed earnings management. When using EMMJ1 (model 1), EMPMt-1 (model 3), 

EMPMt-11 (model 5), and EMCF1 (model 7) at P<0.01 with t-statistic of -2.72, at P<0.01 

with t-statistic of -2.97, at P<0.01 with t-statistic of -3.31, and at P<0.05 with t-statistic of -

2.08, respectively. The results indicate that the more activity undertaken by the audit 

committee, the more effective will be the monitoring function, which leads to the less 

earnings management. The result is consistent with findings of the study of Xie et al. (2003) 

who provide evidence that the more frequently the audit committee meets, the lower the DA 

as a proxy for earnings management. Similarly, Beasley (1996) finds that fraud companies 

are more likely to have less frequency of audit committee meetings. 

Regarding Auditor Reputation (ADREPU), it is found to be significantly positively 

associated with absolute earnings management estimated from EMPMt2 (model 4) at P<0.05 

with t-statistic of 2.29. However when using EMCF1 (model 7) as estimation of earnings 

management, ADREPU is found to be negatively associated with signed earnings 

management (EMCF1) at P<0.10 with t-statistic of -1.85. As pointed out by Becker et al. 

(1998), Francis, Maydew et al. (1999), Kanagaretnam et al. (2010), Auditor Reputation 

signals the quality of the audit process. The current result suggests that the companies that 

have their financial statements audited by reputable auditors are less likely to manage their 

earnings management. This finding is consistent with Kanagaretnam et al. (2010) who find 

that earnings management in banks are mitigated by reputable audit firms. Also, Caramanis 

and Lennox (2008), Francis, Maydew, et al. (1999) find that earnings management is more 

likely to be decreased when reputable auditors are employed to audit the financial statements 

of the company. 

Audit fee (ADFEE) is found to be significantly positively associated with earnings 

management. This association is significant when using EMCF1 (model 7), EMCF2 (model 

8), and EMCFBM2 (model 10) at P<0.10 with t-statistic of 1.75, at P<0.05 with t-statistic of 

2.27, and at P<0.05 with t-statistic of 2.08, respectively. This result indicates that higher audit 

fees may give the auditor incentive to compromise their independence in detecting earnings 

management in Thai listed companies. As well, higher audit fees can affect the impartiality of 
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the auditor by providing them with an incentive to maintain a positive relationship between 

themselves and their client. As Craswell (1999) points out, the close relationship between the 

auditor and the company as their client creates bias in the auditor’s opinion. Similarly, 

Larcker and Richardson (2004) explain that auditors become reluctant to report earnings 

management when they have received high audit fees. In contrast, the result of Davis et al. 

(1993) shows that the companies paying higher audit fees tend to disclose high quality 

information in both financial and non-financial reports. 

Audit opinion (ADOPIN) is found to be significantly positively associated with absolute 

earnings management, estimated from EMCFBM2 (model 10) at P<0.05 with t-statistic of 

2.08. Often, the decision of the financial user relies on the advice or opinion that the auditor 

provides on the audit report. Since the audit opinion variable is measured by the dummy 

variable – the value of “1” if the company received an audit modified opinion (qualified, 

adverse, or disclaimer opinions), and “0” otherwise – the results in model (10) suggest that 

Thai listed companies receiving the modified audit opinion (qualified, adverse, or disclaimer 

opinions) are more likely to engage in earnings management than the companies receiving 

the unmodified audit opinion (unqualified opinion). This result is similar to that found in the 

study of Chen, Chen, and Su (2001) and Butler et al. (2004) who provide evidence that 

modified audit opinion is positively associated with earnings management. Furthermore, 

Francis and Krishnan (1999) and Lai (2003) find that when high earnings management is 

present, Big N audit firms appear to issue a modified opinion more frequently than the non-

BigN firms. 

Non-audit service fee (NADFEE) is found to be significantly negatively associated with 

signed earnings management estimated from EMCFBM1 (model 9) at P<0.10 with t-statistic 

of -1.68. This result indicates that Thai listed companies which paid non-audit service fees 

such as bookkeeping or other services relating to the accounting records or financial 

statements of the audit client, tax consulting service, financial information systems services, 

asset valuation services, internal audit services, legal services, etc. to their audit firms are 

viewed as receiving knowledge and professional advice which could reduce earnings 

management. Antle et al. (2006), Krishnan and Visvanathan (2011), and Koh et al. (2013) 

find that the level of non-audit service fee is negatively associated with earnings management 

and positively associated with earnings quality. Similarly, Choi et al. (2009) show that the 

provision of tax consulting services by the auditor reduces tax avoidance by the company. 
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Family ownership (FAMOWN) is found to be significantly positively associated with signed 

earnings management estimated from EMMJ1 (model 1), EMPMt1 (model 3), and EMPMt-

11 (model 5) at P<0.05 with t-statistic of 2.30, at P<0.01 with t-statistic of 2.97, and at 

P<0.01 with t-statistic of 2.73, respectively. As shown in Panel B of Table 5.3, in Thailand, 

61 per cent of non-financial listed companies are family-owned. The concentration of family 

ownership provides family members with the opportunity to control or use the company’s 

facilities to increase their own benefit while costs are shared with other shareholders. The 

results suggest that companies with a higher concentration of family ownership are more 

likely to manage reported earnings than companies with lower concentration of family 

ownership. To support this finding, Anderson and Reeb (2003a) argue that excess control 

right of family shareholders allows families to nominate other family members to act in the 

management team where they could have an information advantage over the other 

shareholders. Even though their argument supports the current findings, the results in their 

study conversely show that family shareholders appear to be more likely to reduce moral 

hazard in the company.  

Institutional ownership (INSSHARE) is found to be negatively associated with signed 

earnings management estimated from EMCFBM1 (model 9) at P<0.10 with t-statistic of -

1.89. This result suggests that when institutions hold a significant number of a company’s 

shares, they become more actively involved in disciplining managerial discretion and limiting 

earnings management. This argument is consistent with that of Choi and Seo (2008) who 

argue that a higher degree of institutional ownership enhances accounting transparency in 

Korean firms. In terms of earnings management, Rajgopal et al. (1999), Chung et al. (2002a), 

Hadani et al. (2011), Shang (2003), and Mitra and Cready (2005) provide evidence that, due 

to the financial expertise and knowledge of institutional shareholders, they are more likely to 

reduce earnings management than other categories of shareholders. 

For control variables, seven (ROA, LEV, CFO, LOGASSET, BLOCK, BETA, and IFRS) of 

eight variables have significant association with earnings management. Only MTB is found 

to be insignificantly associated with earnings management. 

ROA is found to be significantly positively associated with earnings management (models 1, 

7, 9, and 10) at P<0.01 with statistics of 7.85, 9.62, 9.87 and 2.88, respectively. The results 

suggest that firms with higher ROA are more likely to engage in earnings management than 

firms with lower ROA. In contrast, Cornett et al. (2008) show evidence that earnings 
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management is lower in well-performing companies (higher ROA) than poorly-performing 

companies (lower ROA). 

The relationship between leverage ratio (LEV) and earnings management in this study are 

found to have two different directions. On the one hand, LEV is found to be significantly 

positively associated with earnings management (models 2, 4, 6, and 8) at P<0.05 with 

statistic of 2.14, at P<0.10 with statistics of 1.82, at P<0.05 with statistic of 2.41, and at 

P<0.05 with statistic of 2.11, respectively. These results suggest that firms with higher 

leverage ratio are likely to encourage earnings management. Jensen and Meckling (1976) 

state that high leverage firms tend to have higher agency cost than low leverage firms. Watts 

and Zimmerman (1990) argue that high leverage firms are more likely to exercise accounting 

choice to increase its income. DeFond and Jiambalvo (1994) show evidence that firms with 

higher leverage are more likely to manage their earnings to avoid debt violation cost than 

firms with low leverage. As well, Bartov et al. (2001) show that levered companies have 

more incentive to engage in earnings management. On the other hand, LEV is found to be 

negatively associated with earnings management (model 9) at P<0.01 with statistic of -3.56. 

This opposite results suggests that firms with high leverage are more likely to have low 

earnings management. This supports the findings of Abed et al. (2012) that highly indebted 

companies are less likely to in engage earnings management because they are under the 

scrutiny of the lender. Similarly, creditors are concerned to have a bad debt because 

managers may fail to spend their money wisely. Therefore, creditors tend to discipline 

managers in high leverage firms (Armstrong et al., 2011). 

CFO is found to be significantly negatively associated with earnings management. This 

relationship is significant in models (1) to (6) at P<0.01 with statistics of -4.02, -3.13, -4.20,  

-3.00, -4.08, and –2.84, respectively. These results suggest that firms with higher CFO are 

less likely to engage in earnings management. These results are consistent with those of 

Dechow (1994) and Ashbaugh et al. (2004) who find that CFO is negatively associated with 

earnings management. 

Company’s size (LOGASSET) is found to be significantly positively associated with 

earnings management (models 3 and 5) at P<0.05 with statistic of 2.55 and at P<0.01 with 

statistic of 2.88, respectively. The results suggest that larger firms in Thailand are more likely 

to engage in earnings management than smaller firms. This result is consistent with Pincus, 
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Rajgopal, and Venkatachalam (2007) research, which shows that large firms have more 

motivation to engage in earnings management in order to maintain the value of firms.  

Substantial shareholders (BLOCK) is found to be significantly positively associated with 

earnings management (model 8) at P<0.05 with statistic of 2.02. This result suggests that 

firms with a higher proportion of shares held by individual and unaffiliated owners who own 

5 per cent or more of firm’s stocks are likely to have high earnings management. This result 

contrasts with the findings of Klein (2002) and Habbash (2013) that high-block holder firms 

are less likely to have agency problem and thereby reduced earnings management.  

As expected, BETA is found to have a positive relationship with earnings management. This 

relationship is significant when using EMMJ2 (model 2), EMPMt-12 (model 6), and EMCF2 

(model 8) at P<0.05 with statistic of 2.07, at P<0.05 with statistic of 2.09, and at P<0.01 with 

statistic of 3.38, respectively. The results suggest that high-risk firms are more likely to have 

high earnings management than low-risk firms. This result is consistent with Kim and Sohn’s 

(2013) results that beta is positively associated with real earnings management. 

Finally, IFRS is found to be significantly positively associated with earnings management in 

models (1), (3), and (7) to (10) at P<0.01 with statistic of 4.10, at P<0.05 with statistic of 

2.53, at P<0.05 with statistic of 2.09, at P<0.05 with statistic of 2.28, at P<0.01 with statistics 

of 4.72 and 4.35, respectively. The results suggest that IFRS does not reduce earnings 

management practice in Thailand. This result is consistent with the Van Tendeloo and 

Vanstraelen (2005) results that companies that adopt IFRS do not show different earnings 

management when compared to companies under German GAAP. Similarly, Jeanjean and 

Stolowy (2008), Callao and Jarne (2010) and Capkun et al. (2012) find evidence that earnings 

management did not decline after the introduction of IFRS. 

In conclusion, the results of Table 5.5 show strong evidence that board meeting is positively 

associated with earnings management, suggesting that more frequency of board meetings in 

Thailand does not reduce earnings management practice. Board directors who attend more 

meetings will have less time to focus on the problems of the company, which increases 

earnings management. Strong evidence is found that audit committee activity reduces 

earnings management. This result suggests that the more activity by the audit committee, the 

more effective it will be in reducing earnings management. 
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The study finds weak evidence for a relationship between earnings management and CG. 

Board interlocking, board size, Auditor Reputation, non-audit service fees, and institutional 

ownership are found to be significantly negatively associated with earnings management. 

These results indicate that firms which have a higher proportion of board interlocking, have a 

number of board directors, have their financial statements audited by Big-N audit firms, pay 

higher amounts of non-audit service fees and have a higher proportion of institutional 

shareholders are less likely to engage in earnings management. However, CEO-Chair duality, 

audit fee, audit opinion, and family ownership are found to be significantly positively 

associated with earnings management. These results suggest that firms that have CEO-chair 

duality, pay higher audit fees, receive a modified audit opinion (qualified, adverse, 

disclaimer), have a higher proportion of family shareholders are likely to engage in earnings 

management. 

Table 5.6 show the results of models (11) to (15) with regard to the influence of CG on 

earnings management for pooled data. All independent and control variables presented in this 

table are the same as those in Table 5.5. The only difference is that the estimation of earnings 

management as dependent variables is binary (dichotomous) and not continuous as those of 

Table 5.5. For this method, signed earnings management using five different models (EMMJ, 

EMPMt, EMPMt-1, EMCF and EMCFBM) is estimated first. Second, the signed values of 

earnings management are distinguished into two groups: one is aggressive earnings 

management (1
st
 and 4

th
 quartiles) and coded as a dummy value of “1”, and the other is low 

earnings management (2
nd

 and 3
rd

 quartiles) and coded as a dummy value of “0” (more details 

are shown in Figures 4.1 and 4.2 in Chapter 4). 
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Table 5.6: Pooled data: Logistic regressions on the influence of corporate governance on earnings management categories: approach 3 (categorised into two groups 

of earnings management: low and aggressive earnings management) 

Approach 3: Two groups of earnings management (low and aggressive earnings management) 

  
Modified 

Jones model 

Performance 

Matched 

Discretionary 

Accruals model 

(current ROA) 

Performance 

Matched 

Discretionary 

Accruals model 

(lagged ROA) 

Cash Flow 

Modified 

Jones model 

Modified Jones model 

with cash flow and book 

to market 

 

(Model 11) (Model 12) (Model 13) (Model 14) (Model 15) 

  emmj3 empmt3 empmt-13 emcf3 emcfbm3 

bint -0.583** -0.288 -0.121 -0.396* -0.129 

 

(-2.55) (-1.28) (-0.55) (-1.76) (-0.58) 

bsize -0.039* -0.027 -0.025 -0.048** -0.007 

 

(-1.70) (-1.20) (-1.10) (-2.12) (-0.31) 

bind 0.018 -0.031 0.177 0.208 -0.234 

 

(0.03) (-0.05) (0.31) (0.37) (-0.42) 

ceodual -0.027 0.240** 0.055 -0.019 0.155 

 

(-0.25) (2.22) (0.51) (-0.18) (1.43) 

bmeet 0.006 0.005 0.008 0.014 0.015 

 

(0.42) (0.36) (0.54) (0.99) (1.03) 

acact -0.031* 0.007 -0.011 -0.008 -0.027 

 

(-1.71) (0.39) (-0.64) (-0.43) (-1.50) 

acind -0.298 0.018 -0.425 -0.941* 0.379 

 

(-0.53) (0.03) (-0.76) (-1.71) (0.70) 

acsize 0.135 -0.042 0.205 0.290** 0.067 

 

(1.08) (-0.31) (1.60) (2.18) (0.53) 

acexpert 0.221 0.159 0.292* 0.417*** 0.392** 

 

(1.36) (0.99) (1.82) (2.60) (2.44) 

adrepu 0.135 0.085 -0.002 0.057 -0.045 

 

(1.33) (0.84) (-0.02) (0.57) (-0.45) 

adfee 0.010 0.034 0.033 0.071 0.085 

 

(0.13) (0.48) (0.45) (0.99) (1.19) 

adopin 0.099 0.063 -0.054 0.078 0.128 

 

(0.89) (0.58) (-0.49) (0.72) (1.18) 

nadfee 0.014 0.004 0.001 0.012 -0.006 

 

(1.58) (0.46) (0.08) (1.37) (-0.71) 
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owncon -0.289 0.413 0.193 -0.231 -0.664* 

 

(-0.78) (1.13) (0.52) (-0.63) (-1.72) 

mngown 0.518 0.703* 0.311 0.205 0.360 

 

(1.34) (1.83) (0.82) (0.54) (0.96) 

famown -0.187* -0.121 -0.198** -0.092 -0.183* 

 

(-1.86) (-1.22) (-1.96) (-0.92) (-1.81) 

insshare -0.076 -0.085 -0.051 -0.050 0.012 

 

(-0.74) (-0.84) (-0.49) (-0.49) (0.12) 

roa -0.141 

  

0.078 0.146 

 

(-0.24) 

  

(0.16) (0.31) 

lev 0.468* 0.477** 0.639*** 0.139 0.888*** 

 

(1.90) (1.99) (2.70) (0.59) (3.98) 

cfo -0.094 -0.058 -0.079 

  

 

(-1.13) (-1.03) (-1.33) 

  logasset -0.061 -0.113** -0.129** -0.043 -0.079 

 

(-1.16) (-2.19) (-2.49) (-0.82) (-1.50) 

mtb 0.067 0.070 -0.007 0.021 

 

 

(0.92) (1.05) (-0.46) (0.91) 

 block 0.006* 0.004 0.003 0.002 0.002 

 

(1.86) (1.25) (0.83) (0.59) (0.58) 

beta 0.281** 0.290** 0.468*** 0.325** 0.256* 

 

(2.01) (2.11) (3.34) (2.34) (1.87) 

ifrs 0.662* -0.129 0.051 0.345 0.771** 

 

(1.92) (-0.38) (0.15) (1.02) (2.23) 

Year dummies YES YES YES YES YES 

Sector dummies YES YES YES YES YES 

Cons 0.556 1.106 1.122 -0.584 -1.054 

 

(0.47) (0.94) (0.95) (-0.51) (-0.91) 

      Number of observations (N) 1971 1972 1972 1973 1980 

Pseudo-R-squared (r2_p) 0.049 0.039 0.039 0.035 0.038 

Chi-squared (chi2) 116.334 94.000 97.926 88.003 96.944 

P-value (p) 0.000 0.000 0.000 0.000 0.000 

t statistics in parentheses 

    * p<0.10  ** p<0.05 *** p<0.01 

  Note: all earnings management variables in this table are divided into two groups; aggressive and low earnings management. Dummy variable is used to refer the level of 

earnings management; aggressive earnings management coded as “1” and low earnings management coded as “0”. All variables are as described in Table 5.4. 
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Model (11) shows the regression results on the influence of earnings management estimated 

from the Modified Jones model (EMMJ3) and CG along with the control variables. This 

model reveals that board interlocking (BINT) is found to be negatively associated with 

aggressive earnings management at P<0.05 with t-statistic of -2.55. According to Beasley 

(1996), multiple directorships of board directors signals the reputation of the director in 

monitoring managers. It could be concluded that the current result is consistent with the view 

that additional directorships held by board directors increases the board director’s breadth of 

knowledge and experience in monitoring managers, thereby reducing aggressive earnings 

management practice. This finding is also consistent with the findings of Banderlipe (2009a), 

Saleh et al. (2005) and Sukeecheep et al. (2013), which indicate that the degree of board 

interlocking decreases the likelihood of earnings management. 

Board size (BSIZE) is found to be negatively associated with aggressive earnings 

management at P<0.10 with t-statistic of -1.70. This result suggests that the larger the board 

the more effective it is at monitoring the aggressive behaviour of managers and reducing 

earnings management in Thai listed companies. Xie et al. (2003) and Peasnell et al. (2004) 

also found that larger boards with a diversity of knowledge are better in mitigating earnings 

management when compared to smaller boards, even though smaller boards are better able to 

make timely decisions than larger boards (Xie et al., 2003). 

Audit committee activity (ACACT) is found to be negatively associated with aggressive 

earnings management at P<0.10 with t-statistic of -1.71, suggesting that audit committees 

with higher frequency of meetings are more likely to deduce aggressive earnings 

management. Consistent with the findings of Chtourou et al. (2001) and Davidson et al. 

(2005b), the level of audit committee interaction and meeting frequency influences the 

execution of the audit committee’s responsibilities. 

Family ownership (FAMOWN) is negatively associated with aggressive earnings 

management at P<0.10 with t-statistic of -1.86. This result suggests that the companies with 

high family ownership have a low incentive to undertake earnings management. The result is 

similar to that of Anderson and Reeb (2003) who find that family ownership appears to be 

more likely to reduce moral hazard in the company. Also, Jiraporn and DaDalt (2009) find 

that the level of earnings management in non-family firms is three times higher than family 

firms. This is because the family shareholders can limit the aggressive behaviour of managers 
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in managing the company’s earnings. In addition, Wiwattanakantang (2001) finds that 

family-controlled companies are likely to have high performance. 

Model (12) shows the regression results on the influence of earnings management estimated 

from the Performance Matched discretionary accruals with current ROA (EMPMt3) model 

and CG along with all control variables except ROA. This model shows that only two out of 

17 CG variables are found to be associated with aggressive earnings management. These two 

variables – CEO-Chair duality (CEODUAL) and managerial ownership (MNGOWN) – are 

different to those that are significant using model (11). CEODUAL is positively associated 

with aggressive earnings management at P<0.05 with t-statistic of 2.22. As in model (7) 

(Table 5.5) results from this model suggest that when the CEO also simultaneously serves as 

the chairman of the board, higher earnings management will occur. 

Managerial ownership (MNGOWN) is also found to be significantly positively associated 

with aggressive earnings management at P<0.10 with t-statistic of 1.83. This result suggests 

that the managers who own a significant number of shares in the company are more likely to 

have greater control over a company. Morck et al. (1988) indicate that managerial 

shareholders are provided advantageous opportunities to increase their own interests because 

they are less likely to be disciplined and controlled by the other managers. The study by 

Pergola et al. (2009) shows that the concentration of managerial ownership reduces the 

quality of earnings. In terms of earnings management, Sánchez-Ballesta and García-Meca 

(2007) find that when managers own a small proportion of a company’s shares, they enhance 

more earnings informativeness, leading to lower earnings management. 

Model (13) shows the regression results on the influence of earnings management estimated 

from the Performance Matched discretionary accruals with lagged ROA (EMPMt-13) model 

and CG along with all control variables except ROA. Again, only two of the seventeen CG 

variables are found to be associated with aggressive earnings management. As in model (11) 

family ownership (FAMOWN) is found to be negatively associated with aggressive earnings 

management at P<0.05 with t-statistic of -1.96. 

Audit committee financial expertise (ACEXPERT) is found to be significantly positively 

associated with aggressive earnings management at P<0.10 with t-statistic of 1.82. This result 

is contradictory to expectation, as it suggests that the audit committee may inappropriately 

use their long-term experiences and expertise to facilitate aggressive earnings management. 

Saleh, Iskandar, and Rahmat (2007) provide evidence that having a higher proportion of 
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financial expertise among audit committee members may not necessary increase the 

monitoring effectiveness for constraining earnings management. This finding is in contrast to 

the conventional findings of previous studies that the financial expertise of the audit 

committee reduces the occurrence of financial restatement (Abbott, 2000) and earnings 

management (Bedard et al., 2004; Carcello et al., 2006; Xie et al., 2003; Zhou & Chen, 

2004). 

Model (14) shows the regression results on the influence of earnings management estimated 

from the Cash Flow Modified Jones model (EMCF3) and CG along with all control variables 

except CFO. Board interlocking (BINT) and board size (BSIZE) are negatively associated 

with aggressive earnings management at P<0.10 with t-statistic of -1.76, and at P<0.05 with 

t-statistic of -2.12, respectively. These findings are consistent with those of model (11). 

Three additional variables are found to be associated with aggressive earnings management, 

audit committee independence (ACIND), audit committee size (ACSIZE) and audit 

committee financial expertise (ACEXPERT). Firstly, ACIND is negatively associated with 

aggressive earnings management at P<0.10 with t-statistic of -1.71. This is expected because 

the increased independence of the audit committee should result in increased willingness to 

disagree with inconsistencies or misconduct. According to Abbott (2000), the companies with 

higher levels of audit committee independence are less likely to have fraudulent or 

misleading financial reporting. Klein (2002) and Bradbury et al. (2006) show that increased 

number of audit committee independence is accompanied by a reduction in earnings 

management. 

Secondly, audit committee size (ACSIZE) is significantly positively associated with 

aggressive earnings management at P<0.05 with t-statistic of 2.18. This result suggests that 

companies with larger audit committees have higher aggressive earnings management. 

Karamanou and Vafeas (2005) argue that the audit committee size is likely to have an unclear 

outcome on their monitoring function. The studies by Sun et al. (2011) and Xie et al. (2003) 

find no associations between these two variables. This would appear to be the case in this 

study as all of the models, with the exception of model (14), in Table 5.6 show no significant 

relationship between ACSIZE and earnings management. 

Thirdly, as with model (13), audit committee financial expertise (ACEXPERT) is 

significantly, positively associated with aggressive earnings management at P<0.01 with t-

statistic of 2.60, which is contrary to expectation. 
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Model (15) shows the regression results on the influence of earnings management estimated 

from the Modified Jones model with cash flow and book to market (EMCFBM3) and CG 

along with all control variables except CFO and MTB. Three CG variables are found to be 

significantly associated with aggressive earnings management, audit committee financial 

expertise (ACEXPERT), ownership concentration (OWNCON), and family ownership 

(FAMOWN). 

ACEXPERT and FAMOWN are positively (P<0.05, t-statistic 2.44) and negatively (P<0.10, 

t-statistic -1.81) associated with aggressive earnings management, respectively. This is 

consistent with the findings from model (13). OWNCON is negatively associated with 

aggressive earnings management at P<0.10 with t-statistic of -1.72. Given the significance of 

control, concentrated owners have control over minority shareholders and often they exercise 

their control rights to create private benefits and engage in opportunistic earnings 

management (Earle et al., 2005; Fan & Wong, 2002; Francoeur et al., 2012). The current 

result suggests that concentrated ownership in Thailand creates earnings management. This is 

similar to the result found by Jouber and Fakhfakh (2011) which shows that concentrated 

ownership is positively associated with earnings management. However, they also find that, 

if concentrated owners are mainly institutions, a negative relationship is presented. Of the 

models presented in Table 5.6, this is the only model that shows a significant relationship 

between these variables. 

Among the control variables in models (11) to (15), five of the eight variables are found to be 

associated with aggressive earnings management. Firm’s leverage (LEV) is found to be 

positively associated with aggressive earnings management at P<0.10 with t-statistic of 1.90, 

at P<0.05 with t-statistic of 1.99, at P<0.01 with t-statistic of 2.70, and at P<0.01 with t-

statistic of 3.98, in models (11) (12) (13) and (15), respectively. According to Jensen and 

Meckling (1976), agency cost will be higher in high leverage companies than in low leverage 

companies. The debt hypothesis of positive accounting theory suggests that the companies 

with a high leverage ratio are likely to use accounting choice to increase income in order to 

reduce the firm’s leverage ratio (Watts & Zimmerman, 1990). Moreover, Becker et al. (1998) 

note that companies with higher leverage are more likely to manage their earnings to avoid 

debt violation costs than companies with lower leverage. The current results suggest that high 

leverage increases agency cost and increases earnings management in Thailand. 
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Company’s size (LOGASSET) is found to be significantly negatively associated with 

aggressive earnings management at P<0.05 with t-statistic of -2.19 and -2.49 in models (12) 

and (13), respectively. The results suggest that large firms in Thailand are less likely to 

engage in aggressive earnings management. Similarly, the studies of Klein (2002), Rahman 

and Ali (2006) and Xie et al. (2003) show that company size is negatively associated with 

earnings management. This is because larger firms have stronger internal control systems and 

stronger monitoring functions, which mitigate the aggressive earnings management practice 

of managers than smaller firms. 

Substantial shareholder (BLOCK) is significantly positively associated with aggressive 

earnings management at P<0.10 with t-statistic of 1.86 in model (11) only. The result is 

contrary to the view that high-block holder firms are less likely to have agency problems due 

to the separation of ownership and management (Habbash, 2013). The current result suggests 

that companies with higher substantial shareholders are likely to exercise aggressive earnings 

management practice in Thai listed companies. However, Klein (2002) finds that block 

shareholders are associated with low levels of earnings management in US firms. 

As expected, beta (BETA) is found to be significantly positively associated with aggressive 

earnings management for all five models (models (11) to (15)) at P<0.05 with t-statistic of 

2.01, at P<0.05 with t-statistic of 2.11, at P<0.01 with t-statistic of 3.34, at P<0.05 with 

statistic of 2.34, and at P<0.10 with t-statistic of 1.87, respectively. These results suggest that 

companies with higher risk are more likely to have higher earnings management. Botosan 

(1997) and Gode and Mohanram (2003) state that a firm’s market beta increases the cost of 

equity capital of companies. As well, Kim and Sohn (2013) find that beta increases the level 

of real earnings management. 

Finally, IFRS is found to be significantly positively associated with aggressive earnings 

management in models (11) and (15), at P<0.10 with t-statistic of 1.92 and at P<0.05 with t-

statistic of 2.23, respectively. The results suggest that the companies with IFRS compliance 

are likely to have higher earnings management. The result is similar to that found by Jeanjean 

and Stolowy (2008), Callao and Jarne (2010) and Capkun et al. (2012), who provide evidence 

that earnings management did not decline after the introduction of IFRS. 

In conclusion, Table 5.6 shows that board interlocking, board size, audit committee activity, 

audit committee independence, ownership concentration, and family ownership are found to 

be significantly negatively associated with aggressive earnings management. However, CEO-
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chair duality, audit committee size, audit committee expertise, and managerial ownership are 

found to be significantly positively associated with aggressive earnings management. 

Table 5.7: Pooled data: Multinomial logistic regressions on the influence of corporate governance on 

earnings management categories: approach 4 (categorised into three groups of earnings management: 

aggressive negative, low and aggressive positive earnings management) 

Approach 4:  Three groups of earnings management (aggressive negative, low, and aggressive positive earnings management 

  
Modified 

Jones model 

Performance 

Matched 

Discretionary 

Accruals model 

(current ROA) 

Performance 

Matched 

Discretionary 

Accruals model 

(lagged ROA) 

Cash Flow 

Modified Jones 

model 

Modified Jones model 

with cash flow and 

book to market 

 

(Model 16) (Model 17) (Model 18) (Model 19) (Model 20) 

 

emmj4 empmt4 Empmt-14 emcf4 emcfbm4 

      Aggressive negative earnings management (AEM-) 

bint -0.426 -0.698** -0.236 -0.816*** -0.434 

 

(-1.56) (-2.57) (-0.90) (-3.08) (-1.55) 

bsize -0.048* -0.036 -0.026 -0.062** 0.005 

 

(-1.76) (-1.32) (-1.00) (-2.36) (0.18) 

bind -0.004 0.138 0.346 -0.227 -0.326 

 

(-0.01) (0.20) (0.50) (-0.33) (-0.45) 

ceodual -0.039 0.028 0.023 -0.147 -0.038 

 

(-0.29) (0.21) (0.17) (-1.10) (-0.28) 

bmeet -0.006 -0.002 -0.018 -0.028 -0.014 

 

(-0.34) (-0.10) (-0.98) (-1.56) (-0.76) 

acact -0.001 -0.013 0.012 -0.003 -0.043* 

 

(-0.05) (-0.59) (0.56) (-0.12) (-1.89) 

acind 0.628 0.480 0.510 -0.958 1.907*** 

 

(0.91) (0.75) (0.80) (-1.50) (2.78) 

acsize 0.121 -0.081 0.199 0.135 -0.125 

 

(0.73) (-0.50) (1.25) (0.80) (-0.73) 

acexpert 0.586*** 0.512** 0.316 0.551*** 0.488** 

 

(2.90) (2.53) (1.62) (2.79) (2.38) 

adrepu 0.233* 0.117 0.131 0.450*** 0.286** 

 

(1.84) (0.93) (1.07) (3.63) (2.22) 

adfee -0.054 0.043 0.030 -0.174** -0.228** 

 

(-0.59) (0.48) (0.35) (-1.99) (-2.52) 

adopin 0.270** 0.268** 0.089 0.059 -0.041 

 

(1.99) (2.01) (0.69) (0.45) (-0.30) 

nadfee 0.009 -0.004 -0.002 0.018 0.009 

 

(0.82) (-0.39) (-0.21) (1.56) (0.80) 

owncon -0.047 0.216 0.160 -0.061 -0.200 

 

(-0.11) (0.49) (0.37) (-0.14) (-0.44) 

mngown 0.820* 0.384 0.566 0.801* -0.032 

 

(1.65) (0.78) (1.20) (1.71) (-0.06) 

famown -0.186 -0.371*** -0.159 -0.246** -0.307** 

 

(-1.46) (-2.91) (-1.29) (-1.97) (-2.38) 

insshare 0.071 -0.105 0.063 0.030 -0.049 

 

(0.55) (-0.82) (0.51) (0.24) (-0.38) 

roa -7.284*** 

  

-5.314*** -8.156*** 

 

(-8.35) 

  

(-7.08) (-9.29) 

lev 0.612** 0.907*** 0.804*** -0.010 1.538*** 

 

(2.07) (3.06) (2.81) (-0.04) (5.26) 

cfo 6.427*** 6.816*** 4.551*** 

  

 

(8.68) (9.97) (7.59) 
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logasset -0.114* -0.230*** -0.168*** 0.026 -0.062 

 

(-1.70) (-3.49) (-2.65) (0.41) (-0.92) 

mtb 0.003 0.027 -0.014 0.037 

 

 

(0.15) (0.93) (-0.59) (1.19) 

 block 0.007* 0.008** 0.003 -0.005 -0.001 

 

(1.79) (2.19) (0.99) (-1.45) (-0.33) 

beta 0.395** 0.427*** 0.623*** 0.009 -0.039 

 

(2.41) (2.61) (3.93) (0.06) (-0.24) 

ifrs -0.205 -0.228 -0.061 -0.037 -0.405 

 

(-0.59) (-0.66) (-0.18) (-0.11) (-1.15) 

Cons 1.128 1.860 -0.040 3.628** 3.074** 

 

(0.75) (1.27) (-0.03) (2.52) (2.04) 

Low earnings management 

(LEM) 

 

(Base outcome) 

 

 

Modified 

Jones model 

Performance 

Matched 

Discretionary 

Accruals model 

(current ROA) 

Performance 

Matched 

Discretionary 

Accruals model 

(lagged ROA) 

Cash Flow 

Modified Jones 

model 

Modified Jones model 

with cash flow and 

book to market 

 

(Model 21) (Model 22) (Model 23) (Model 24) (Model 25) 

 

emmj4 empmt4 empmt-14 emcf4 emcfbm4 

Aggressive positive earnings management (AEM+) 

      bint 0.042 -0.164 0.255 -0.563** 0.032 

 

(0.16) (-0.64) (1.00) (-2.22) (0.13) 

bsize -0.044 -0.037 -0.019 -0.074*** -0.086*** 

 

(-1.62) (-1.41) (-0.71) (-2.81) (-3.14) 

bind -0.034 0.276 1.034 -0.512 -0.007 

 

(-0.05) (0.40) (1.50) (-0.77) (-0.01) 

ceodual -0.030 0.088 0.142 0.081 0.067 

 

(-0.22) (0.65) (1.06) (0.62) (0.51) 

bmeet -0.002 -0.018 -0.003 0.015 -0.011 

 

(-0.14) (-1.04) (-0.16) (0.88) (-0.67) 

acact -0.009 -0.007 0.004 -0.034 -0.048** 

 

(-0.41) (-0.31) (0.18) (-1.61) (-2.28) 

acind -0.941 -0.236 -0.521 -1.137* -0.348 

 

(-1.54) (-0.39) (-0.87) (-1.88) (-0.61) 

acsize 0.046 0.040 0.121 0.269* -0.094 

 

(0.28) (0.26) (0.75) (1.69) (-0.60) 

acexpert 0.210 0.024 0.123 0.243 0.340* 

 

(1.03) (0.12) (0.62) (1.25) (1.73) 

adrepu 0.078 0.137 -0.019 0.048 -0.148 

 

(0.61) (1.09) (-0.15) (0.39) (-1.20) 

adfee -0.001 0.042 0.021 0.040 -0.012 

 

(-0.01) (0.49) (0.25) (0.47) (-0.13) 

adopin 0.169 -0.102 -0.194 0.238* 0.343*** 

 

(1.25) (-0.77) (-1.48) (1.86) (2.66) 

nadfee 0.009 0.000 0.007 0.019* 0.006 

 

(0.84) (0.01) (0.67) (1.76) (0.55) 

owncon 0.023 -0.212 0.159 -0.308 -0.478 

 

(0.05) (-0.48) (0.37) (-0.68) (-1.05) 

mngown 0.275 0.518 0.331 0.245 0.335 

 

(0.56) (1.08) (0.69) (0.52) (0.75) 

famown -0.066 0.011 0.082 -0.086 -0.254** 

 

(-0.51) (0.09) (0.65) (-0.69) (-2.00) 

insshare -0.083 -0.074 0.066 -0.112 -0.287** 

 

(-0.64) (-0.58) (0.53) (-0.91) (-2.30) 
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roa 8.865*** 

  

5.633*** 7.172*** 

 

(9.62) 

  

(7.43) (9.00) 

lev -0.125 0.200 0.026 -0.016 0.206 

 

(-0.40) (0.68) (0.09) (-0.05) (0.68) 

cfo -7.920*** -6.986*** -5.413*** 

  

 

(-10.78) (-9.98) (-8.81) 

  logasset 0.044 0.085 0.081 0.094 0.185*** 

 

(0.67) (1.35) (1.30) (1.49) (2.87) 

mtb 0.006 0.029 0.006 0.035 

 

 

(0.23) (0.98) (0.29) (1.10) 

 block 0.008** 0.008* -0.000 -0.001 0.002 

 

(2.10) (1.95) (-0.05) (-0.16) (0.53) 

beta 0.321** 0.052 0.338** 0.512*** 0.391** 

 

(1.96) (0.33) (2.16) (3.29) (2.47) 

ifrs 0.469 0.288 0.084 0.401 0.820** 

 

(1.33) (0.85) (0.25) (1.15) (2.30) 

Cons -0.239 -1.274 -1.848 -1.569 -1.770 

 

(-0.17) (-0.92) (-1.33) (-1.14) (-1.29) 

      Number of 

observations (N) 1971 1972 1972 1973 1980 

Pseudo-R-

squared (r2_p) 0.159 0.140 0.095 0.083 0.143 

Chi-Squared 

(chi2) 689.956 605.708 412.473 360.832 623.471 

P-value (p) 0.000 0.000 0.000 0.000 0.000 

t statistics in parentheses 

    * p<0.10  ** p<0.05 *** p<0.010 

   Note: all earnings management variables in this table are divided into three groups; aggressive negative (income-

decreasing) earnings management (AEM-), low earnings management (LEM), and aggressive positive (income-

increasing) earnings management (AEM+). Dummy variable is used to refer the level of earnings management; 

(AEM-) is coded as “-1”, (LEM) is coded as “0”, and (AEM+) is coded as “1”. All earnings management, 

corporate governance, and control variables are previously described in Table 5.4.  

Table 5.7 presents the results, along with control variables, of the multinomial logistic 

regression model used to test the association between earnings management and CG. This 

table is divided into three parts: part one is titled as “aggressive negative earnings 

management (AEM-)”; part two is titled “low earnings management (LEM); and part three is 

titled “aggressive positive earnings management (AEM+). As it can be seen in this table, 

LEM is the base outcome of the multinomial logistic regression. This result mirrors AEM- 

and AEM+ and therefore LEM is not provided in this table. 

Table 5.7 shows that 13 of the 17 CG variables: board interlocking (BINT), board size 

(BSIZE), audit committee activity (ACACT), audit committee independence (ACIND), audit 

committee size (ACSIZE), audit committee financial expertise (ACEXPERT), Auditor 

Reputation (ADREPU), audit fee (ADFEE), audit opinion (ADOPIN), non-audit service fee 

(NADFEE), managerial ownership (MNGOWN), family ownership (FAMOWN), and 

institutional ownership (INSSHARE), are significantly associated with aggressive earnings 

management categories (AEM- and AEM+). However, the coefficients for the four CG 
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variables: board independence (BIND), CEO-Chair duality (CEODUAL), board meeting 

(BMEET), and ownership concentration (OWNCON) remain insignificant at P>0.10. 

Regarding Board interlocking (BINT), Table 5.7 shows the variable to be significantly 

negatively associated with both AEM- and AEM+. This relationship is significant when using 

EMPMt4 (model 17) and EMCF4 (models 19 and 24) at P<0.05 with t-statistic of -2.57, at 

P<0.01 with t-statistic of -3.08, and at P<0.05 with t-statistic of -2.22, respectively. These 

results suggest that the board of a Thai listed company, where members hold multiple 

directorial positions outside the company, is more likely to have diverse knowledge, 

experience and expertise in business affairs, which mitigates both income-decreasing and 

income-increasing earnings management practices. 

BSIZE is found to be significantly negatively associated with both AEM- and AEM+. This 

relationship is significant when using EMMJ4 (model 16), EMCF4 (models 19 and 24), and 

EMCFBM4 (model 25) at P<0.10 with t-statistic of -1.76, P<0.05 with t-statistic of -2.36, 

P<0.01 with t-statistic of -2.81, and P<0.01 with t-statistic of -3.14, respectively. It could be 

argued that larger boards with various skills of members are more likely to reduce both 

income-decreasing and income-increasing earnings managements in Thailand than smaller 

boards. The results also show that Thai listed companies are more likely to report income-

increasing earnings management than income-decreasing earnings management, when board 

size is smaller. 

Audit committee activity (ACACT) is found to be significantly negatively associated with 

both AEM- and AEM+. This relationship is significant when using EMCFBM4 (models 20 

and 25) at P<0.10 with t-statistic of -1.89 and at P<0.05 with t-statistic of -2.28, respectively. 

The results suggest that the more active the audit committee is, the more effective will be the 

monitoring function. If the audit committee seldom meets, they are unlikely to detect both 

income-decreasing and income-increasing earnings management. 

Interestingly, there are contradictory results for the effect of audit committee independence 

(ACIND) on AEM- and AEM+ in this study. ACIND is found to be significantly positively 

associated with only AEM-, but significantly negatively associated with AEM+. This 

relationship is significant when using EMCFBM4 (model 20) and EMCF4 (model 24) at 

P<0.01 with t-statistics of 2.78 and -1.88, respectively. The results suggest that the 

independence of the audit committee can reduce income-increasing earnings management 

practice but, it encourages income-decreasing earnings management practice in Thailand. It 
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could be argued that the objectives to manipulate financial statements differ between private 

and public companies; private companies are likely to manage earnings downwards for tax 

purposes while public companies are likely to manage earnings upwards to increase the 

firm’s value (Sukeecheep, 2006). The result in this study can be attributed to the fact that 

only earnings management by public companies is investigated. That is, independent 

members of the audit committee in this study only focus on income-increasing earnings 

management, the main purpose for public companies, and overlook income-decreasing 

earnings management practices. As well, income smoothing can result in income-decreasing 

earnings management. This is similar to the findings of Caramanis and Lennox (2008) that 

auditors have a lower effect on preventing income-decreasing earnings management 

compared to income-increasing earnings management. Nelson, Elliott, and Tarpley (2002) 

report that managers are more likely to engage in income-increasing earnings management 

practices, while auditors are more likely to require such transactions to be adjusted than 

income-decreasing earnings management transactions. 

Audit committee size (ACSIZE) is found to be significantly positively associated with AEM+ 

estimated from EMCF4 (model 24) at P<0.10 with t-statistic of 1.69. The result suggests that 

companies with a larger size audit committee are more likely to engage in income-increasing 

earnings management than those with a smaller size of audit committee. It could be argued 

that the audit committee size is not an important CG factor in reducing earnings management 

in Thailand. As Davidson et al. (2005b) note, the most powerful proxy for an audit committee 

in reducing earnings management is the financial expertise of the members, not the number 

of members. 

However, when the financial expertise of the audit committee (ACEXPERT) is investigated 

in this study, it is found to be significantly positively associated with both AEM- and AEM+. 

This relationship is significant when using EMMJ4 (model 16), EMPMt4 (model 17), 

EMCF4 (model 19) and EMCFBM4 (models 20 and 25) at P<0.01 with t-statistic of 2.90, at 

P<0.05 with t-statistic of 2.53, at P<0.01 with t-statistic of 2.79, at P<0.05 with t-statistic of 

2.38 and at P<0.10 with t-statistic of 1.73, respectively. These results contrast with the 

findings of Davidson et al. (2005b) who find that financial expertise is the most powerful 

factor of the audit committee for constraining earnings management. It might be the case that 

the expertise of audit committee members in Thailand does not increase the effectiveness of 

the internal control and monitoring systems, which could protect company from the 

aggressive behaviour of managers in managing earnings downwards or upwards. 
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Auditor Reputation (ADREPU) is found to be significantly positively associated with AEM- 

but insignificant with AEM+ When using EMMJ (model 16), EMCF4 (model 19) and 

EMCFBM4 (model 20), this relationship is significant at P<0.10 with t-statistic of 1.84, at 

P<0.01 with t-statistic of 3.63, at P<0.05 with t-statistic of 2.22. The results suggest that the 

reputation of an auditor does not decrease earnings management Thai listed companies. On 

the contrary, earnings management is increased, especially in instances where income-

increasing earnings management practices are undertaken by companies using reputed 

auditors to audit their financial statements. 

Audit fee (ADFEE) is found to be significantly negatively associated with AEM- and 

insignificant with AEM+. This relationship is significant when using EMCF4 (model 19) and 

EMCFBM4 (model 20) at P<0.05 with t-statistics of -1.99 and -2.52, respectively. The results 

suggest that the companies which paid higher audit fees tend to manage their earnings 

downwards. It could be the case that higher audit fees can give auditors the incentive to 

compromise their independence in detecting earnings management. This result is similar to 

those of Abbott et al. (2006), Antle et al. (2006) and Gul et al. (2003) who find that 

companies with higher audit fees are more likely to manipulate their financial reporting than 

companies with lower audit fees. 

Audit opinion (ADOPIN) is found to be significantly positively associated with both AEM- 

and AEM+. EMMJ4 (model 16), EMPMt4 (model 17), EMCF4 (model 24) and EMCFBM4 

(model 25) have a significant relationship at P<0.05 with t-statistics of 1.99 and 2.01, at 

P<0.10 with t-statistic of 1.86 and at P<0.01 with t-statistic of 2.66, respectively. The results 

suggest that the companies receiving modified audit opinion (qualified, adverse or disclaimer 

opinions) are more likely to engage in both income-decreasing and income-increasing 

earnings management than the companies receiving unmodified audit opinion (unqualified 

opinion). This result is consistent with the findings of studies by Francis and Krishnan (1999) 

and Johl et al. (2007) that show that qualified audit opinion is positively associated with 

earnings management. 

In terms of non-audit service fees (NADFEE), this study also found ta significantly positive 

association with AEM+ but not with AEM-. This relationship is only significant when using 

EMCF4 (model 24) at P<0.10 with t-statistic of 1.76. This result suggests that the companies 

with higher non-audit service fees (NADFEE) are inclined to manage their earnings upwards. 

This is because NADFEE may motivate an auditor to overlook some important issues, which 
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opportunely allow managers to manage company’s earnings (Dee et al., 2002; Frankel et al., 

2002; Gore et al., 2001). Similarly, Bloomfield and Shackman (2008) find that firms with 

higher NADFEE are likely to restate earnings. The study by Chin et al. (2007) shows that 

firms paying high NADFEE tend to inaccurately forecast their earnings. 

Managerial ownership (MNGOWN) is found to be significantly positively associated with 

AEM- but not with AEM+. This association is only significant when using EMMJ4 (model 

16) and EMCF4 (model 19) at P<0.10 with t-statistic of 1.65 and 1.71, respectively. The 

results suggest that the companies with a higher proportion of shares owned by managers are 

likely to manage their earnings downwards. According to Pergola et al. (2009), the 

concentration of managerial ownership reduces the quality of earnings. In terms of earnings 

management, Sánchez-Ballesta and García-Meca (2007) show evidence that when managers 

own a large proportion of a company’s shares, they reduce earnings informativeness leading 

to increasing earnings management. 

Family ownership (FAMOWN) is found to be significantly negatively associated with both 

AEM- and AEM+. EMPMt4 (model 17), EMCF4 (model 19), EMCFBM4 (models 20 and 

25) have a significant relationship at P<0.01 with t-statistic of -2.91, at P<0.05 with t-

statistics of -1.97, -2.38, and -2.00, respectively. The results suggest that the companies with 

a higher proportion of shares owned by the family are less likely to manage their earnings 

either downwards or upwards. This result is consistent with the findings of Jiraporn and 

DaDalt (2009) that family controlled firms are less likely to engage in earnings management 

compared to non-family firms. Their results suggest that the level of earnings management in 

family controlled firms is three-times lower than non-family firms. This is because when 

families are the controlling shareholders, the managers do not need to manage the company’s 

earnings to impress shareholders in the short-term because family shareholders as majority 

shareholders of the firms are more interested in long-term rather than short-term 

performance. The results of this study are inconsistent with another study, conducted by Yen 

et al. (2007), which found evidence that family linked companies have a tendency to manage 

their earnings downwards. 

Institutional ownership (INSSHARE) is found to be significantly negatively associated with 

AEM+ but insignificantly with AEM-. This association is only significant when using 

EMCFBM4 (model 25) at P<0.05 with t-statistic of -2.30. This result suggests that the 

companies with a higher proportion of shares held by financial institutions such as insurance 
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companies, banks, pensions, mutual funds, investment banks etc., are likely to reduce 

income-increasing earnings management in Thai listed companies. This result is similar to 

those of Hadani et al. (2011), Chung et al. (2002a), Rajgopal et al. (1999), Mitra and Cready 

(2005) and Shang (2003) who found evidence that the financial knowledge and experience of 

financial institutions resulted in a higher likelihood of decreased earnings management and 

the selection of stocks with good earnings quality when compared to other shareholders.  

For the control variables, ROA, CFO, and LOGASSET are found to have contradictory 

results between AEM- and AEM+. The ROA shown in Table 5.7 is negatively associated 

with AEM- (see models 16, 19 and 20) but positively associated with AEM+ (see models 21, 

24 and 25). CFO is found to be positively associated with AEM- (see models 16-18) but 

negatively associated with AEM+ (see models 21-23). LOGASSET is found to be negatively 

associated with AEM- (see models 16-18) but positively associated with AEM+ (see model 

25). LEV is found to be positively associated with AEM- (see models 16-18). BLOCK is 

found to be positively associated with both AEM- and AEM+ (see models 16,17, 21 and 22). 

BETA is also found to be positively associated with both AEM- and AEM+ (see models 16-

18, 21, and 23-25). Finally, IFRS is found to be positively associated with AEM+ (see model 

25). However, the coefficient of MTB shows insignificant (P>0.10) association with both 

AEM- and AEM+. 

In conclusion, Table 5.7 shows that board interlocking, board size, audit committee activity, 

audit fee, and family ownership are found to be significantly negatively associated with 

negative aggressive earnings management (income-decreasing earnings management). On the 

other hand, audit committee independence, audit committee expertise, Auditor Reputation, 

audit opinion, and managerial ownership are found to be significantly positively associated 

with negative aggressive earnings management. 

In terms of positive aggressive earnings management (income-increasing earnings 

management), it is found that board interlocking, board size, audit committee activity, audit 

independence, family ownership, and institutional ownership increase positive aggressive 

earnings management. Conversely, audit committee size, audit committee expertise, audit 

opinion, and non-audit service fees are found to reduce positive aggressive earnings 

management. 
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5.5.2 Regression Results for Panel Data 

To check the validity of the findings in Tables 5.5, 5.6 and 5.7, this study also tests the 

sample following panel data analysis with fixed effects. According to Söderbom (2011), the 

advantage of panel data is that it is able 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 regression results in cases where 

contradictions occur. 

Table A:5 of the Appendix shows Hausman test results used to determine which model, 

between fixed and random effects regression models, is preferred in this study. Torres-Reyna 

(2010) argue that if Prob>Chai-square is less than 0.05 (significant), the fixed effects 

estimator is the preferred method, and, if Prob>Chai-square is greater than 0.05 

(insignificant), the random effects estimator is the preferred method. As shown in Table A:5 

of the Appendix, the test of difference in coefficients is not systematic and Prob>Chi-square 

=0.0000. Hence, this study utilises the fixed effects estimator to examine the influence of CG 

on earnings management for panel data. 

Models (26) to (35) of Table 5.8 shows the regression results of the influence of CG on 

earnings management in approach 1 (signed earnings management) and approach 2 (absolute 

earnings management) for panel data. Models (36) to (40) of Table 5.9 show binary logistic 

regression results of the results of the influence of CG on earnings management in approach 3 

(two groups of earnings management: low and aggressive earnings management) for panel 

data. It is important to note that, for the panel data, there are no readily available multinomial 

logistic functions available in STATA12. Therefore, in Table 5.10 Models (41) to (50), the 

analysis of each earnings management category in approach 4 (three groups of earnings 

management: aggressive negative, low, and aggressive positive earnings management) are 

performed separately using binary logistic regression. The CG variables and the control 

variables are as described in section 5.5.1 of this chapter. 

In Table 5.8, the value of earnings management estimated from EMMJ, EMPMt, EMPMt-1, 

EMCF, and EMCFBM is divided into two approaches: signed earnings management 

(earnings management with negative and positive signs), and absolute earnings management 

(unsigned earnings management). From this table, fifteen (BINT, BSIZE, BIND, BMEET, 

ACACT, ACIND ACEXPERT, ADREPU, ADFEE, ADOPIN, NADFEE, OWNCON, 

MNGOWN, FAMOWN, and INSSHARE) of seventeen CG variables are found to be 
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significantly associated with earnings management. However, insignificant relationship 

between CEODUAL and ACSIZE and earnings management are also found. 

Board interlocking (BINT) is found to be significantly positively associated with EMCFBM 

in both signed (model 34) and absolute (model 35) earnings management at P<0.01 with t-

statistic of 2.99 and 2.66, respectively. Contrary to findings in pooled data, these results 

suggest that board members who hold multiple directorial positions are too busy to focus on 

the problems of the companies and have less time to participate in board meetings and 

monitor executives effectively. This result is consistent with those found by Chiu et al. 

(2012), Fich and Shivdasani (2006), Santos et al. (2009) and Sarkar et al. (2008) that board 

interlocking increases earnings management and decreases the value of firms because of the 

effects of “busyness” and “recklessness” of the board on the process of monitoring.  
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Table 5.8: Panel data: OLS regressions on the influence of corporate governance on earnings management: approaches 1 (signed earnings management) and 2 

(absolute earnings management) 

Approach 1: Signed earnings management and Approach 2: Absolute earnings management 

 

Modified Jones model 

(EMMJ) 

Performance Matched 

Discretionary Accruals 

model (current ROA) 

(EMPMt) 

Performance Matched 

Discretionary Accruals 

model (Lagged ROA) 

(EMPMt-1) 

Cash Flow Modified Jones 

model 

(EMCF) 

Modified Jones model with 

cash flow and book to 

market 

(EMCFBM) 

 

Signed 

earnings 

management 

Absolute 

earnings 

management 

Signed 

earnings 

management 

Absolute 

earnings 

management 

Signed 

earnings 

management 

Absolute 

earnings 

management 

Signed 

earnings 

management 

Absolute 

earnings 

management 

Signed 

earnings 

management 

Absolute 

earnings 

management 

 

(26) (27) (28) (29) (30) (31) (32) (33) (34) (35) 

 

emmj1 emmj2 empmt1 empmt2 empmt-11 empmt-12 emcf1 emcf2 emcfbm1 emcfbm2 

bint 0.032 -0.004 0.021 -0.012 0.022 -0.006 0.011 -0.000 0.042*** 0.037*** 

 

(1.59) (-0.26) (1.20) (-0.83) (1.06) (-0.35) (0.86) (-0.00) (2.99) (2.66) 

bsize -0.002 -0.002 -0.002 -0.001 -0.003 -0.001 -0.004** 0.000 -0.004* -0.000 

 

(-0.81) (-0.63) (-0.62) (-0.47) (-0.89) (-0.60) (-2.15) (0.06) (-1.75) (-0.11) 

bind -0.129** -0.107** -0.120*** -0.131*** -0.121** -0.109*** -0.027 -0.010 0.055 0.041 

 

(-2.52) (-2.47) (-2.62) (-3.55) (-2.33) (-2.58) (-0.84) (-0.36) (1.53) (1.15) 

ceodual -0.010 0.005 -0.008 0.009 -0.014 0.003 0.006 0.003 -0.005 -0.005 

 

(-0.91) (0.53) (-0.81) (1.07) (-1.21) (0.35) (0.78) (0.44) (-0.62) (-0.59) 

bmeet 0.002* 0.001 0.001 -0.000 0.001 0.001 0.001 0.001 -0.000 0.001 

 

(1.66) (0.65) (0.95) (-0.12) (0.85) (0.50) (1.29) (1.08) (-0.16) (0.81) 

acact -0.004*** -0.001 -0.004*** -0.001 -0.004*** -0.000 -0.002* -0.000 -0.000 -0.000 

 

(-2.94) (-0.43) (-3.10) (-0.63) (-2.78) (-0.38) (-1.79) (-0.17) (-0.32) (-0.17) 

acind -0.129*** -0.058* -0.100*** -0.041 -0.105*** -0.040 0.001 -0.011 0.015 0.018 

 

(-3.49) (-1.86) (-3.02) (-1.55) (-2.80) (-1.30) (0.04) (-0.54) (0.58) (0.69) 

acsize -0.003 0.003 0.003 0.002 -0.011 0.001 -0.005 -0.001 0.002 0.000 

 

(-0.26) (0.31) (0.25) (0.20) (-0.92) (0.06) (-0.70) (-0.09) (0.18) (0.02) 

acexpert -0.011 -0.030 -0.030 -0.050*** -0.045* -0.037* 0.008 0.003 -0.011 -0.011 

 

(-0.43) (-1.38) (-1.34) (-2.72) (-1.73) (-1.77) (0.49) (0.18) (-0.61) (-0.59) 

adrepu 0.021* 0.003 0.014 0.001 0.013 -0.000 -0.003 -0.009 0.002 -0.010 

 

(1.81) (0.35) (1.43) (0.08) (1.12) (-0.03) (-0.43) (-1.35) (0.20) (-1.21) 

adfee -0.002 -0.010 -0.007 -0.012* -0.004 -0.007 -0.002 0.000 -0.000 0.003 

 

(-0.26) (-1.36) (-0.98) (-1.94) (-0.49) (-0.97) (-0.36) (0.03) (-0.07) (0.50) 

adopin -0.001 0.017** -0.006 0.008 -0.010 0.014* -0.000 0.010** 0.009 0.020*** 

 

(-0.16) (2.19) (-0.67) (1.25) (-1.03) (1.84) (-0.02) (2.00) (1.35) (3.05) 

nadfee 0.001 0.001 0.001 0.001 0.000 0.001 0.000 0.000 -0.001* -0.001 

 

(0.85) (1.58) (1.32) (0.93) (0.51) (0.87) (0.28) (0.29) (-1.86) (-1.38) 
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owncon -0.042 0.005 -0.046* 0.018 -0.030 0.017 0.003 0.010 -0.026 -0.016 

 

(-1.45) (0.20) (-1.78) (0.85) (-1.04) (0.72) (0.15) (0.64) (-1.29) (-0.81) 

mngown -0.055 -0.007 -0.042 -0.012 -0.092*** -0.014 -0.038* -0.011 -0.002 0.006 

 

(-1.59) (-0.23) (-1.37) (-0.49) (-2.61) (-0.50) (-1.75) (-0.59) (-0.10) (0.27) 

famown 0.012 0.001 0.015** -0.001 0.012 -0.003 0.002 0.001 0.003 0.000 

 

(1.41) (0.08) (1.98) (-0.17) (1.48) (-0.42) (0.38) (0.17) (0.53) (0.05) 

insshare 0.008 0.009 0.013* 0.007 0.010 0.010 -0.004 0.003 -0.005 0.003 

 

(1.03) (1.34) (1.76) (1.13) (1.17) (1.46) (-0.88) (0.67) (-0.86) (0.57) 

roa 0.539*** 0.088** 

    

0.585*** 0.105*** 0.520*** 0.146*** 

 

(11.68) (2.25) 

    

(20.11) (4.10) (16.28) (4.62) 

lev -0.001 0.031 -0.016 0.000 -0.085** 0.006 0.055** 0.055** -0.059** -0.039* 

 

(-0.02) (0.94) (-0.49) (0.01) (-2.27) (0.20) (2.23) (2.55) (-2.51) (-1.69) 

cfo -0.063*** -0.053*** -0.065*** -0.054*** -0.060*** -0.053*** 

    

 

(-12.56) (-12.47) (-14.50) (-15.02) (-11.76) (-12.68) 

    logasset 0.061*** 0.030** 0.057*** 0.026** 0.073*** 0.028** 0.022** 0.005 0.065*** 0.052*** 

 

(4.13) (2.43) (4.38) (2.47) (4.91) (2.30) (2.54) (0.66) (6.94) (5.52) 

mtb 0.002 0.002** 0.002 0.003*** 0.003** 0.002** 0.000 -0.000 

  

 

(1.42) (2.17) (1.38) (3.44) (2.30) (2.19) (0.43) (-0.25) 

  block -0.000 0.000 -0.000 0.000 -0.000 0.000 0.000 0.000 -0.000 0.000 

 

(-0.35) (0.84) (-0.42) (1.23) (-1.48) (0.77) (1.11) (1.06) (-0.35) (0.40) 

beta -0.015 0.009 -0.005 0.003 -0.011 0.014 -0.010 0.005 -0.039*** -0.022** 

 

(-1.06) (0.75) (-0.41) (0.30) (-0.76) (1.29) (-1.20) (0.67) (-4.09) (-2.33) 

ifrs 0.058*** 0.015 0.044** -0.002 0.033 0.007 0.009 0.004 0.036** 0.026* 

 

(2.63) (0.83) (2.24) (-0.15) (1.48) (0.38) (0.66) (0.36) (2.33) (1.68) 

Cons -0.699*** -0.161 -0.600*** -0.046 -0.762*** -0.157 -0.261* -0.029 -0.893*** -0.740*** 

 

(-2.83) (-0.77) (-2.73) (-0.26) (-3.05) (-0.77) (-1.77) (-0.22) (-5.52) (-4.62) 

           Number of observations 

(N) 1971 1971 1972 1972 1972 1972 1973 1973 1980 1980 

R-Squared (r2) 0.219 0.138 0.187 0.185 0.153 0.138 0.225 0.020 0.227 0.069 

Adjusted R-Squared 

(r2_a) 0.024 -0.078 -0.016 -0.019 -0.059 -0.077 0.032 -0.224 0.036 -0.161 

F statistic (F) 17.700 10.092 15.127 14.870 11.875 10.521 19.141 1.361 20.306 5.126 

Log likelihood (ll) 1283.546 1618.064 1509.302 1933.359 1259.918 1664.691 2187.900 2433.348 1974.190 1992.041 

t statistics in parentheses 

        * p<0.10 ** p<0.05 *** p<0.01 

       
Note:  All variables are as previously defined in the Table 5.4. 
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Board size (BSIZE) is found to be significantly negatively associated with signed earnings 

management. This relationship is significant when using EMCF1 (model 32) and EMCFBM1 

(model 34) at P<0.05 with t-statistic of -2.15, and at P<0.10 with t-statistic of -1.75, 

respectively. This finding is in keeping with that found with Model 4 (shown in Table 5.5 in 

the pooled data). 

Board independence (BIND) is found to be significantly negatively associated with EMMJ, 

EMPMt1, and EMPMt-1 in both signed (models 26, 28,and 30) and absolute (models 27, 29, 

and 31) earnings management at P<0.05 with t-statistic of -2.52, P<0.01 with- t-statistic of -

2.62, P<0.05 t-statistic of -2.33, P<0.05 t-statistic of -2.47, P<0.01 t-statistics of -3.55 and -

2.58, respectively. As expected, the results suggest that board members who are independent 

from executives tend to decrease earnings management. Peasnell et al. (2004), Vafeas 

(2000)and Chtourou et al. (2001) found that board independence plays a more effective role 

in monitoring top manager’s aggressive behaviours than inside board members. Their studies 

provide evidence that firms with a larger proportion of board independence are more likely to 

have less earnings management than firms with a smaller proportion of board independence.  

Board meeting (BMEET) is found to be significantly positively associated only with signed 

earnings management estimated from EMMJ1 (model 26) at P<0.10 with t-statistic of 1.66. 

This is consistent with the pooled data models in Table 5.5 and an explanation of this result 

was provided in section 5.5.1. 

Audit committee activity (ACACT) is found to be significantly negatively associated only 

with signed earnings management estimated from EMMJ1 (model 26) at P<0.01 with t-

statistic of -2.94, EMPMt1 (model 28) at P<0.01 with t-statistic of -3.10, EMPMt-11 (model 

30) at P<0.01 with t-statistic of -2.78, and EMCF1 (model 32) at P<0.10 with t-statistic of -

1.79. An explanation for this result has been provided in section 5.5.1 as the direction of the 

relationship was the same with the pooled data models in Table 5.5. 

Audit committee independence (ACIND) is found to be significantly negatively associated 

with earnings management. This association is significant when using EMMJ1 (model 26), 

EMMJ2 (model 27), EMPMt1 (model 28), and EMPMt-11 (model 30) at P<0.01 with t-

statistic of -3.49, at P<0.10 with t-statistic of -1.86, at P<0.01 with t-statistic of -3.02, and at 

P<0.01 with t-statistic of -2.80, respectively. Consistent with other studies, the results show 

that firms with higher proportions of audit committee independence are less likely to engage 

in earnings management. According to Abbott et al. (2003) and Chtourou et al. (2001), audit 
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committee members who are independent from the management team are more willing to 

disagree with the misconduct of management teams. The current results are consistent with 

Klein (2002) and Bradbury et al. (2006) who report that an increased number of independent 

audit committee members is accompanied by a reduction in earnings management. In 

addition, Abbott (2000) shows that firms with a higher degree of audit committee 

independence are likely to prevent fraudulent or misleading financial reporting. 

Audit committee financial expertise (ACEXPERT) is found to be significantly negatively 

associated with earnings management. This association is significant when using EMPMt2 

(model 29), EMPMt-11 (model 30), and EMPMt-12 (model 31) at P<0.01 with t-statistic of  

-2.72, at P< 0.10 with t-statistics of -1.73 and -1.77, respectively. As expected, the current 

results suggest that the expertise of the audit committee reduces earnings management in 

companies. Kalbers and Fogarty (1993) find that long-term experience in accounting and 

financial backgrounds of the audit committee are important in dealing with the complexities 

of financial statements. Zhou and Chen (2004) and Abbott (2000) indicate that audit 

committee expertise enhances the effectiveness of internal control and reduces the occurrence 

of financial restatement. Similarly, Xie et al. (2003), Bédard et al. (2004) and Carcello et al. 

(2006) find that the expertise of the audit committee reduces the level of earnings 

management. 

Auditor Reputation (ADREPU) is found to be significantly positively associated with only 

signed earnings management estimated from EMMJ1 (model 26) at P<0.10 with t-statistic of 

1.81. This variable and its relationship to earnings management was explained in section 

5.5.1 for models 4 and 7 of Table 5.5. 

Audit fee (ADFEE) is found to be significantly negatively associated with only absolute 

earnings management estimated from EMPMt2 (model 29) at P<0.10 with t-statistic of -1.94. 

This result suggests that high audit fees could enhance the quality of the auditing process 

thereby decreasing earnings management. Consistent with findings by Larcker and 

Richardson (2004), Frankel et al. (2002) and Geiger and Rama (2003), higher audit fees paid 

by firms increases intense investigation of auditors, which could detect earnings 

management. Moreover, Craswell et al. (2002) note that firms with high audit fees are not 

guaranteed to receive unqualified audit opinion. 

Audit opinion (ADOPIN) is found to be significantly positively associated with only absolute 

earnings management. When using EMMJ2 (model 27), EMPMt-12 (model 31), EMCF2 
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(model 33), and EMCFBM2 (model 35), this relationship is significant at P<0.05 with t-

statistic of 2.19, at P< 0.10 with t-statistic of 1.84, at P<0.05 with t-statistic of 2.00, and at 

P<0.01 with t-statistic of 3.05, respectively. With the pooled data models shown in Table 5.5, 

only model 10 was significant; displaying a positive relationship with earnings management. 

This relationship is identical to those of the abovementioned models and was discussed in 

section 5.5.1. 

Non-audit service fees (NADFEE) is found to be significantly negatively associated with 

signed earnings management estimated from EMCFBM1 (model 34) at P<0.10 with t-

statistic of -1.86. As this is consistent to the pooled data results (Table 5.5), this has already 

been discussed in that section and is not replicated here. 

Ownership concentration (OWNCON) is found to be significantly negatively associated with 

signed earnings management estimated from EMPMt-1 (model 28) at P<0.10 with t-statistic 

of  

-1.78. This result suggests that concentrated shareholders have the ability to monitor and 

control managerial activities, which, thereby, reduces earnings management. According to 

Francoeur et al. (2012), concentrated ownership is less likely to focus on short-term earnings 

and less likely to manage its earnings for short-term purposes. Shleifer and Vishny (1997), 

Kaplan and Minton (1994), and Edwards and Nibler (2000) report that firms with higher 

concentrations of ownership are likely to have high firm performance. In terms of earnings 

management, Nguyen and Xu (2010) and Yen et al. (2007) find that ownership concentration 

is negatively associated with earnings management. 

Managerial ownership (MNGOWN) is found to be significantly negatively associated with 

signed earnings management estimated from EMPM-11 (model 30) and EMCF1 (model 32) 

at P<0.01 with t-statistic of -2.61 and at P< 0.10 with t-statistic of -1.75, respectively. These 

results suggest that firms with a higher proportion of managerial shareholders tend to have 

low earnings management. The result is consistent with the concept of the traditional agency 

theory argued by Jensen and Meckling (1976) that the level of earnings management in 

companies that have more than 35 per cent of managerial shareholders is significantly lower 

than companies that have under 5 per cent of managerial shareholders. Similarly, Ma and 

Zhang (2008), Mohd Ali et al. (2008) and Dimitropoulos (2011) find that greater managerial 

ownership deteriorates earnings management leading to high quality financial information. 
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Family ownership (FAMOWN) is found to be significantly positively associated with signed 

earnings management estimated from EMPMt1 (model 28) at P<0.05 with t-statistic of 1.98. 

This result is similar to those in the pooled data models of Table 5.5 and this relationship was 

described in section 5.5.1 and is not repeated here.  

Similar to FAMOWN, Institutional ownership (INSSHARE) is found to be significantly 

positively associated with signed earnings management estimated from EMPMt1 (model 28) 

at P<0.10 with t-statistic of 1.76. This result shows that the firms with a higher proportion of 

institutional shareholders are likely to engage in earnings management. Contrary to 

expectation, the results of this study show that companies with higher institutional 

shareholders collude with managerial ownership to pursue strategic-alignment objectives and 

do not performe appropriate monitoring activities. Burns et al. (2010) argue that institutional 

ownership increases the likelihood of misreporting because institutional owners are less 

likely to participate in monitoring functions. Jiang and Anandarajan (2009) argue that 

institutional investors are more likely to pressure managers into engaging in earnings 

management through aggressive accounting practice when the institutional owners focus is 

on the short-term profitability of the company. This view is consistent with the findings of a 

study by Lin and Manowan (2012) who find that high turnover of institutional shareholders is 

likely to focus on short-term profitability of the companies. 

For the control variables, seven (ROA, LEV, CFO, LOGASSET, MTB, BETA, and IFRS) of 

eight are found to be associated with earnings management. Only BLOCK is found to be 

insignificantly associated with earnings management in this table.  

ROA is found to be significantly positively associated with earnings management (models 

26, 27, 32, 33, 34, and 35) at P<0.01 with t-statistic of 11.68, at P<0.05 with t-statistic of 

2.25, P<0.01 with t-statistics of 20.11, 4.10, 16.28, and 4.62, respectively. As this is 

consistent to the pooled data results (Table 5.5), this has already been discussed in that 

section and is not replicated here. 

LEV is found to be significantly positively associated with earnings management (models 32-

33) at P<0.05 with t-statistics of 2.23 and 2.55, respectively. As well, LEV is found to be 

negatively associated with earnings management (models 30, 34, and 35) at P<0.05 with t-

statistics of -2.27 and -2.51, and at P<0.10 with t-statistic of -1.69, respectively. An 

explanation for this result has been provided in section 5.5.1 (Table 5.5) as the direction of 

the relationship was the same with the pooled data models. 
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CFO is found to be significantly negatively associated with earnings management. This 

relationship is significant in models (26) to (31) at P<0.01 with statistics 

of -12.56, -12.47, -14.50, -15.02, -11.76, and -12.68 respectively. As this is consistent to the 

pooled data results (Table 5.5), it has already been discussed in that section and is not 

replicated here. 

LOGASSET is found to be significantly positively associated with earnings management. 

This relationship is significant in models (26) to (32) and (34) to (35) at P<0.01 with t-

statistic 4.13, at P<0.05 with t-statistic 2.43, at P<0.01 with t-statistic 4.38, at P<0.05 with t-

statistic 2.47, at P<0.01 with t-statistic 4.91, at P<0.05 with t-statistic 2.30, at P<0.05 with t-

statistic 2.54, at P<0.01 with t-statistic 6.94, respectively at P<0.05 with t-statistic 5.52, 

respectively. This is consistent with the pooled data models in Table 5.5 and an explanation 

of this result was provided in section 5.5.1. 

MTB is found to be significantly positively associated with earnings management. This 

relationship is significant when using models (27), (29), (30) and (31) at P<0.05 with t-

statistic of 2.17, at P<0.01 with t-statistic of 3.44, at P<0.05 with t-statistics of 2.30 and 2.19, 

respectively. The results suggest that firms with higher book to market ratio are likely to have 

high earnings management. This finding is similar to that found by McNichols (2002) that 

high book to market firms trend to have higher income-increasing earnings management. 

BETA is found to be significantly negatively associated with earnings management in models 

(34) and (35) at P<0.01 with t-statistic of -4.09 and at P<0.05 with t-statistic of -2.33, 

respectively. Contrary to pooled data analysis in Table 5.5 and conventional expectation, the 

results suggest that the companies with higher BETA are likely to have less earnings 

management estimated from the Modified Jones model with cash flow and book to market. 

Finally, IFRS is found to be significantly positively associated with earnings management in 

models (26), (28), (34) and (35) at P<0.01 with t-statistic of 2.63, at P<0.05 with t-statistic of 

2.24, at P<0.05 with t-statistic of 2.33, and at P<0.10 with t-statistic of 1.68, respectively. 

This is consistent with the pooled data models in Table 5.5 and an explanation of this result 

was provided in section 5.5.1. 

In conclusion, consistent with the pooled data regression, Table 5.8 shows that board size, 

audit committee activity, and non-audit service fees are significantly negatively associated 

with earnings management. Also, board meeting, Auditor Reputation, audit opinion, and 
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family ownership are found to be significantly positively associated with earnings 

management. In addition, both pooled and panel data regressions show no association 

between audit committee size and earnings management. However, inconsistent results 

between pooled data and panel data regressions are found in this study. In this regard, Table 

5.8 (panel data regression) shows that board interlocking and institutional ownership have a 

positive relationship with earnings management. Audit fee has a negative relationship with 

earnings management but the opposite is found with the pooled data regression. Furthermore, 

this table also shows that board independence, audit committee independence, audit 

committee financial expertise, ownership concentration, and managerial ownership reduce 

earnings management practice, but no relationship is found when analysing the pooled data 

regression. In contrast, this table shows that CEO-chair duality has no relationship with 

earnings management but a positive relationship between these variables is found in the 

pooled data regression.  

As the panel data regressions correct for unobserved heterogeneity but the pooled data 

regressions suffer from biases, preference is given to the panel data regression results in cases 

where contradictions occur. 

Table 5.9 shows the results of Models (36) to (40) with regard to the influence of CG on 

earnings management for panel data. All independent and control variables presented in this 

table are the same as those in Table 5.6. The method used to identify the level of earnings 

management (low and aggressive earnings management) are the same as pooled data of Table 

5.6. From Table 5.9, it can be seen that eight (BINT, BSIZE, CEODUAL, ACACT, ACIND, 

ADFEE, ADOPIN, and NADFEE) of seventeen CG variables are found to be significantly 

associated with aggressive earnings management. However, there is insignificant relationship 

between BIND, BMEET, ACSIZE, ACEXPERT, ADREPU, OWNCON, MNGOWN, 

FAMOWN, and INSSHARE. 

Table 5.9: Panel data: Logistic regressions on the influence of corporate governance on earnings 

management categories: approach 3 (categorised into two groups of earnings management: low and 

aggressive earnings management) 

Approach 3: Two groups of earnings management (low and aggressive earnings management) 

 
Modified 

Jones model 

Performance 

Matched 

Discretionary 

Accruals model 

(current ROA) 

Performance 

Matched 

Discretionary 

Accruals model 

(lagged ROA) 

Cash Flow 

Modified 

Jones model 

Modified Jones 

model with cash 

flow and book 

to market 

 
(Model 36) (Model 37) (Model 38) (Model 39) (Model 40) 

 
emmj3 empmt3 empmt-13 emcf3 emcfbm3 
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bint -0.559* 0.151 -0.236 -0.497 0.241 

 

(-1.79) (0.50) (-0.78) (-1.59) (0.78) 

bsize -0.085* -0.041 -0.057 -0.048 -0.004 

 

(-1.94) (-0.88) (-1.31) (-1.07) (-0.09) 

bind -0.612 -0.329 -0.185 -0.892 -0.339 

 

(-0.77) (-0.43) (-0.23) (-1.10) (-0.43) 

ceodual -0.301* 0.131 -0.132 -0.032 0.092 

 

(-1.76) (0.76) (-0.78) (-0.19) (0.54) 

bmeet -0.005 0.011 0.020 0.005 0.019 

 

(-0.21) (0.49) (0.86) (0.20) (0.82) 

acact -0.034 0.019 -0.007 0.009 -0.042* 

 

(-1.45) (0.82) (-0.28) (0.39) (-1.77) 

acind -0.386 0.193 -0.135 -1.046* 0.530 

 

(-0.69) (0.34) (-0.24) (-1.82) (0.93) 

acsize 0.159 0.027 0.242 0.240 0.107 

 

(0.84) (0.16) (1.26) (1.34) (0.59) 

acexpert 0.075 0.006 -0.165 0.196 -0.171 

 

(0.19) (0.02) (-0.42) (0.48) (-0.44) 

adrepu -0.039 -0.213 -0.243 -0.217 -0.154 

 

(-0.23) (-1.25) (-1.43) (-1.23) (-0.89) 

adfee -0.238* -0.071 0.002 -0.054 -0.051 

 

(-1.84) (-0.56) (0.02) (-0.43) (-0.41) 

adopin 0.153 0.004 -0.099 0.208 0.318** 

 

(1.06) (0.03) (-0.71) (1.44) (2.24) 

nadfee 0.039*** 0.015 0.021 0.025* 0.012 

 

(2.70) (1.08) (1.46) (1.78) (0.84) 

owncon 0.014 0.672 0.406 0.321 -0.305 

 

(0.03) (1.42) (0.90) (0.73) (-0.68) 

mngown 0.362 0.593 0.010 -0.168 0.029 

 

(0.69) (1.12) (0.02) (-0.32) (0.06) 

famown -0.030 -0.120 -0.099 0.068 0.002 

 

(-0.23) (-0.96) (-0.79) (0.54) (0.02) 

insshare -0.082 -0.099 -0.020 -0.006 0.049 

 

(-0.67) (-0.81) (-0.16) (-0.05) (0.41) 

roa -0.076 

  

0.207 0.559 

 

(-0.11) 

  

(0.28) (0.79) 

lev 0.960 0.790 -0.219 0.239 1.358** 

 

(1.57) (1.35) (-0.39) (0.40) (2.53) 

cfo -0.109 -0.093 -0.101 

  

 

(-1.12) (-1.08) (-0.92) 

  logasset -0.260 -0.299 -0.177 -0.022 0.097 

 

(-1.12) (-1.35) (-0.79) (-0.11) (0.46) 

mtb 0.022 0.020 -0.018 0.011 

 

 

(0.93) (0.86) (-1.01) (0.52) 

 block 0.004 0.006 -0.002 0.003 -0.001 

 

(0.96) (1.33) (-0.34) (0.67) (-0.19) 

beta -0.083 0.268 0.272 -0.038 -0.160 

 

(-0.40) (1.28) (1.34) (-0.18) (-0.77) 

ifrs 0.156 -0.636* -0.247 0.019 0.292 

 

(0.43) (-1.77) (-0.72) (0.05) (0.85) 

      Number of observations (N) 1703 1726 1719 1694 1709 

Pseudo-R-squared (r2_p) 0.023 0.015 0.011 0.013 0.017 

Log likelihood (ll) -707.542 -719.092 -721.482 -711.806 -718.592 

P-value (p) 0.121 0.545 0.866 0.797 0.384 

t statistics in parentheses: * p<0.10  ** p<0.05 *** p<0.01   
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Note : All variables are as defined in Table 5.4. 

 

  BINT is found to be significantly negatively associated with aggressive earnings management 

(model 36) at P<0.10 with t-statistic of -1.79. This is consistent with the pooled data models 

(11) and (14) of Table 5.6 and an explanation of this result was provided in section 5.5.1. 

BSIZE is also found to be negatively associated with aggressive earnings management 

(model 36) at P<0.10 with t-statistic of -1.94. As this is consistent to model (11) and (14) in 

Table 5.6 pooled data results, this has already been discussed in that section and is not 

replicated here. 

Unlike pooled data results, CEODUAL in this panel data is found to be significantly 

negatively associated with aggressive earnings management (model 36) at P<0.10 with t-

statistic of -1.76. This result suggests that firms having a CEO who also performs their duty 

as the chairman of the board of directors are likely to have low earnings management. Most 

of the codes of corporate governance, including the “Principles of Good Corporate 

Governance for Listed Companies in Thailand”, recommend that the CEO and chairman 

positions of companies should be occupied by different individuals in order to increase the 

check and balance on management, which, thereby, increases the quality of financial reports 

and decreases earnings management. However, this result shows that the separated roles 

between CEO and chairman does not necessary improve the quality of corporate governance 

and reduce aggressive earnings management. 

Audit committee activity (ACACT) is found to be significantly negatively associated with 

aggressive earnings management (model 40) at P<0.10 with t-statistic of -1.77. As this is 

consistent to the pooled data results (model 11 of Table 5.6), this has already been discussed 

in that section and is not replicated here. ACIND is found to be negatively associated with 

aggressive earnings management (model 39) at P<0.10 with t-statistic of -1.82. This is 

consistent with the pooled data model (14) of Table 5.6 and an explanation of this result was 

provided in section 5.5.1. 

Audit fee (ADFEE) is found to be significantly negatively associated with aggressive 

earnings management (model 36) at P<0.10 with t-statistic of -1.84. This result suggests that 

high audit fees could enhance the audit effort, thereby decreasing aggressive earnings 

management in Thailand. Davis et al. (1993) state that firms that display high quality in both 

financial and non-financial information are likely to pay high audit fees to their auditor. 
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Geiger and Rama (2003), Larcker and Richardson (2004), and Frankel et al. (2002) find that 

higher audit fees increase intense auditing processes, which could limit earnings management 

of companies. 

Audit opinion (ADOPIN) has a significantly positive relationship with aggressive earnings 

management (model 40) at P<0.05 with t-statistic of 2.24, suggesting that companies 

receiving a modified audit opinion (qualified, adverse, or disclaimer opinions) are likely to 

commit aggressive earnings management. This result is consistent with that found by Bartov 

et al. (2001), Butler et al. (2004), Johl et al. (2007) that a qualified audit opinion is positively 

associated with earnings management. 

Non-audit service fees (NADFEE) is found to be significantly positively associated with 

aggressive earnings management (models 36 and 39) at P<0.01 with t-statistic of 2.70 and 

P<0.10 with t-statistic of 1.78, respectively. The results suggest that firms with higher non-

audit service fees are more likely to exercise aggressive earnings management than firms 

with lower non-audit service fees. Dee et al. (2002), Ferguson et al. (2004), and Gore et al. 

(2001) argue that the amounts of the non-audit service fees may give auditors economic 

incentives to compromise their independence and the resulting audit opinion can be biased. 

Frankel et al. (2002) provide evidence that the proportion of non-audit fees is positively 

associated with earnings management. Bloomfield and Shackman (2008) find that firms 

paying higher non-audit service fees are likely to restate earnings. This is because non-audit 

fees or expert services fees may motivate an auditor to impair their independence or to 

overlook some important issues that allow managers to manipulate the company’s financial 

reports. 

Among the control variables in this table, only two of the eight variables are found to be 

significantly associated with aggressive earnings management. One is LEV, which is found 

to be positively associated with aggressive earnings management (model 40) at P<0.05 with 

t-statistic of 2.53. This is consistent with the pooled data (models 11, 12, 13, and 15) of Table 

5.6 and an explanation of this result was provided in section 5.5.1. The other one is IFRS, 

which is found to be negatively associated with aggressive earnings management at P<0.10 

with t-statistic of -1.77. The result suggests that IFRS is viewed as improving the quality of 

financial reports, which could reduce earnings management practice.  

In conclusion, consistent with the pooled data regression (Table 5.6), Table 5.9 shows that 

board interlocking, board size, audit committee activity, and audit committee independence 



 

200 

 

are found to reduce aggressive earnings management. Additionally, both pooled and panel 

data regression results consistently show that there is no association between board 

independence, board meeting, Auditor Reputation, and institutional ownership and aggressive 

earnings management. However, a contradictory relationship between CEO-chair duality and 

aggressive earnings management is found between pooled and panel data regression. These 

show that CEO-chair duality has a negative relationship with aggressive earnings 

management in panel data but a positive relationship in pooled data. Furthermore, Table 5.9 

also shows that audit committee size, audit committee expertise, ownership concentration, 

managerial ownership, and family ownership have no relationship with aggressive earnings 

management but they have significant association with aggressive earnings management in 

the pooled data regression. In contrast, this table also shows that the audit fee reduces 

aggressive earnings management, while, audit opinion and non-audit service fees are found to 

increase aggressive earnings management, but these relationships were not found in pooled 

data regression. 

As already discussed and for reasons previously outlined, panel data regression results are 

preferred when interpreting the relationships between these variables.  
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Table 5.10: Panel data: Logistic regressions on the influence of corporate governance on earnings management categories: approach 4 (categorised into three 

groups of earnings management: aggressive negative, low and aggressive positive earnings management) 

Approach 4: Three groups of earnings management (Aggressive negative, low, and aggressive positive) 

 

 

Modified 

Jones 

model 

Performance 

Matched model 

(current ROA) 

Performance 

Matched model 

(lagged ROA) 

Cash flow 

Modified 

Jones model 

Modified Jones model 

with cash flow and book 

to market 

 

(Model 41) (Model 42) (Model 43) (Model 44) (Model 45) 

 

emmj4 empmt4 empmt14 emcf4 emcfbm4 

      Aggressive negative earnings management (AEM-) 

      bint -0.495 -0.570 -0.308 -0.885** -1.077** 

 

(-1.27) (-1.59) (-0.87) (-2.38) (-2.53) 

bsize -0.098* -0.022 -0.005 0.010 -0.018 

 

(-1.80) (-0.45) (-0.09) (0.17) (-0.33) 

bind -0.987 -0.014 0.008 -0.774 -1.021 

 

(-1.01) (-0.02) (0.01) (-0.79) (-0.99) 

ceodual -0.153 -0.028 0.057 -0.273 -0.015 

 

(-0.72) (-0.14) (0.29) (-1.31) (-0.07) 

bmeet -0.010 0.011 0.000 -0.031 0.016 

 

(-0.34) (0.41) (0.02) (-1.13) (0.58) 

acact 0.005 -0.011 -0.006 0.032 -0.031 

 

(0.17) (-0.40) (-0.22) (1.13) (-1.01) 

acind 0.616 0.555 0.548 -0.674 1.602** 

 

(0.79) (0.81) (0.79) (-0.97) (2.08) 

acsize 0.277 0.098 0.382* 0.059 0.128 

 

(1.13) (0.48) (1.94) (0.25) (0.49) 

acexpert 0.389 0.700 0.589 0.368 0.632 

 

(0.81) (1.54) (1.26) (0.80) (1.26) 

adrepu -0.002 -0.148 -0.054 0.369* -0.077 

 

(-0.01) (-0.78) (-0.28) (1.82) (-0.35) 

adfee -0.222 0.003 0.096 -0.060 -0.251 

 

(-1.40) (0.02) (0.68) (-0.39) (-1.62) 

adopin 0.375** 0.323** 0.382** 0.162 -0.156 

 

(2.14) (2.03) (2.37) (0.95) (-0.87) 
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nadfee 0.005 -0.002 0.001 0.004 0.020 

 

(0.29) (-0.11) (0.04) (0.22) (0.99) 

owncon 0.252 0.705 0.323 0.359 0.791 

 

(0.40) (1.31) (0.60) (0.61) (1.31) 

mngown 1.215* 0.612 1.453** 1.980*** -0.360 

 

(1.73) (1.02) (2.28) (2.98) (-0.54) 

famown 0.345 -0.063 0.014 -1.210* 0.441 

 

(0.52) (-0.11) (0.02) (-1.89) (0.68) 

inssahare 0.426 -0.228 0.232 -0.418 -2.530** 

 

(0.50) (-0.29) (0.29) (-0.50) (-2.10) 

roa -12.009*** 

  

-10.090*** -12.191*** 

 

(-9.79) 

  

(-8.86) (-9.18) 

lev 1.004 0.713 1.539** -1.195 2.185*** 

 

(1.20) (1.03) (2.14) (-1.52) (3.09) 

cfo 13.204*** 6.858*** 10.141*** 

  

 

(12.31) (9.13) (11.12) 

  logasset -0.542* -0.850*** -0.698*** -0.219 -0.359 

 

(-1.79) (-3.21) (-2.63) (-0.83) (-1.25) 

mtb 0.015 0.004 -0.022 0.027 

 

 

(0.49) (0.23) (-0.94) (1.03) 

 block 0.010* 0.008 0.010* -0.006 0.007 

 

(1.70) (1.62) (1.71) (-0.97) (1.10) 

beta 0.543** 0.473* 0.450* -0.048 0.562** 

 

(2.05) (1.96) (1.82) (-0.20) (2.17) 

ifrs -0.631 -0.537 -0.284 -0.298 -1.115** 

 

(-1.41) (-1.40) (-0.74) (-0.70) (-2.53) 

Number of observations 

(N) 1567 1572 1609 1482 1448 

Pseudo-R-squared (r2_p) 0.27 0.124 0.167 0.119 0.193 

Chi-Squared (chi2) -473.8171 -566.4944 -555.3227 -525.0731 -465.2903 

P-value (p) 0.0000 0.0000 0.0000 0.0000 0.0000 
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Low earnings management (LEM)                                              (Base outcome) 

             

 

Modified 

Jones 

model 

Performance 

Matched model 

(current ROA) 

Performance 

Matched model 

(lagged ROA) 

Cash flow 

Modified 

Jones model 

Modified Jones model 

with cash flow and book 

to market 

 

(Model 46) (Model 47) (Model 48) (Model 49) (Model 50) 

 

emmj4 empmt4 empmt14 emcf4 emcfbm4 

      Aggressive positive earnings management (AEM+) 

      bint 0.656* 0.428 0.370 -0.362 0.764** 

 

(1.86) (1.25) (1.13) (-1.00) (2.06) 

bsize -0.068 -0.060 -0.093* -0.063 -0.077 

 

(-1.29) (-1.21) (-1.89) (-1.17) (-1.41) 

bind -0.274 -0.088 0.851 -0.880 1.172 

 

(-0.29) (-0.10) (0.94) (-0.94) (1.20) 

ceodual -0.266 -0.324* -0.233 0.203 -0.004 

 

(-1.31) (-1.67) (-1.22) (0.97) (-0.02) 

bmeet 0.004 0.008 0.032 0.008 -0.058** 

 

(0.16) (0.29) (1.25) (0.33) (-2.18) 

acact -0.013 -0.017 0.004 -0.044 -0.053* 

 

(-0.46) (-0.61) (0.16) (-1.62) (-1.77) 

acind -1.343* -0.494 -0.311 -0.012 -0.155 

 

(-1.85) (-0.77) (-0.49) (-0.02) (-0.23) 

acsize -0.066 -0.137 -0.128 0.230 -0.068 

 

(-0.30) (-0.65) (-0.62) (1.11) (-0.30) 

acexpert 0.074 -0.481 -0.386 -0.002 0.362 

 

(0.16) (-1.07) (-0.85) (-0.01) (0.74) 

adrepu 0.092 -0.057 -0.168 -0.263 -0.268 

 

(0.43) (-0.29) (-0.86) (-1.25) (-1.22) 

adfee 0.018 -0.062 0.019 0.091 0.009 

 

(0.12) (-0.44) (0.14) (0.61) (0.06) 

adopin -0.170 -0.509*** -0.499*** 0.057 0.416** 

 

(-0.99) (-3.13) (-3.08) (0.33) (2.41) 

nadfee 0.014 0.000 0.009 0.042*** 0.006 

 

(0.86) (0.00) (0.56) (2.59) (0.38) 

owncon -0.501 -0.462 0.068 -0.605 -0.517 



 

204 

 

 

(-0.82) (-0.79) (0.12) (-0.97) (-0.81) 

mngown -0.970 -0.781 -1.283** -1.400** -0.177 

 

(-1.57) (-1.20) (-2.02) (-2.24) (-0.27) 

famown 0.290 0.248 0.563 0.744 -0.031 

 

(0.49) (0.41) (0.96) (1.21) (-0.05) 

inssahare -0.603 -0.247 -0.792 -0.180 -1.084 

 

(-0.76) (-0.29) (-0.97) (-0.21) (-1.38) 

roa 8.742*** 

  

10.476*** 11.290*** 

 

(8.45) 

  

(9.31) (9.75) 

lev -0.722 -0.058 -1.125* -0.351 -2.049*** 

 

(-1.04) (-0.09) (-1.81) (-0.54) (-2.75) 

cfo -6.303 -7.103*** -5.447*** 

  

 

(.) (-9.34) (-8.15) 

  logasset 0.272 0.420 0.412* 0.127 0.872*** 

 

(0.79) (1.60) (1.67) (0.55) (3.45) 

mtb 0.011 -0.004 0.004 0.008 

 

 

(0.47) (-0.19) (0.23) (0.30) 

 block 0.000 -0.004 -0.013** -0.006 -0.003 

 

(0.08) (-0.80) (-2.29) (-1.10) (-0.47) 

beta -0.395 -0.257 -0.184 -0.202 -0.952*** 

 

(-1.61) (-1.08) (-0.82) (-0.85) (-3.68) 

ifrs 0.752* 0.379 -0.063 0.450 0.951** 

 

(1.65) (0.91) (-0.16) (0.99) (2.01) 

      Number of observations (N) 1515 1510 1543 1481 1465 

Pseudo-R-squared (r2_p) 0.162 0.127 0.101 0.123 0.184 

Chi-Squared (chi2) 204.5242 160.8081 131.1102 149.0187 221.3250 

P-value (p) 0.000 0.000 0.000 0.000 0.000 

t statistics in parentheses 

    * p<0.1   ** p<0.05   *** p<0.01 

Note: All variables are as described in Table 5.4. 
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Table 5.10 shows the results of the logistic regression model used to test the relationship 

between earnings management and CG along with control variables.  

From this table, four CG variables are found to be insignificantly associated with earnings 

management. However, 13 corporate governance variables are found to be significantly 

associated with earnings management. As such, BINT is found to be negatively associated 

with AEM- in models 44 (EMCF4) and 45 (EMCFBM4) at P<0.05 with t-statistics of -2.38 

and -2.53, respectively. However, it is found to be positively associated with AEM+ in 

models 46 (EMMJ4) and 50 (EMCFBM4) at P<0.10 with t-statistic of 1.86 and at P<0.05 

with t-statistic of 2.06 respectively. These results are inconsistent with pooled data analysis 

shown in Table 5.7, as they suggest that BINT reduces only income-decreasing earnings 

management but increases income-increasing earnings management. 

Board size (BSIZE) is found to be significantly negatively associated with both AEM- and 

AEM+. This association is significant when using EMMJ (model 41) and EMPMt-14 (model 

48) at P<0.10 with t-statistics of -1.80 and -1.89, respectively. These findings are identical to 

those of the abovementioned models (models 16, 19, 24, and 25 of pooled data in Table 5.7) 

and were already discussed in section 5.5.1. CEODUAL is found to be negatively associated 

with AEM+ in model (47) at P<0.10 with t-statistic of -1.67. As this result is consistent with 

the result in Table 5.9, it has already been discussed in that table and is not replicated here. 

Audit committee independence (ACIND) is found to be significantly positively associated 

with AEM- in model (45) at P<0.05 with t-statistic of 2.08. In contrast, it is found to be 

negatively associated with AEM+ in model (46) at P<0.10 with t-statistic of -1.85. These 

findings are in keeping with those found with models (20) and (24) shown and explained in 

Table 5.7. Therefore, the explanations of these results are not replicated here. 

Audit committee size (ACSIZE) is found to be significantly positively associated with AEM- 

in model (43) using EMPMt-14 at <0.10 with t-statistic of 1.94. This result is similar to that 

found in model (24) of pooled data in Table 5.7.  The only difference is that, in Table 5.10, 

ACSIZE increases income-decreasing earnings management not income-increasing earnings 

management as shown in Table 5.7. Whether income-decreasing or income-increasing 

earnings management, both methods would affect the quality of financial information at the 

same aggressive level. Therefore, the results of both directions could be explained in the 

same way as was done in section 5.1.1 under the Table 5.7. 
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Auditor Reputation (ADREPU) is found to be significantly positively associated with AEM-. 

This relationship is only significant when using EMCF4 (model 44) at P<0.10 with t-statistic 

of 1.82. This relationship is identical to those found in models (16), (19), and (20) of Table 

5.7. Therefore, the results were already discussed in section 5.5.1. 

Audit opinion (ADOPIN) is found to be significantly positively associated with AEM- and 

AEM+. This relationship is significant when using EMMJ4 (models 41), EMPMt4 (model 

42), EMPMt-14 (model 43), and EMCFBM4 (model 50) at P<0.05 with t-statistics of 2.14, 

2.03, 2.37, and 2.41, respectively. These results are consistent with models (16), (17), (24) 

and (25) of Table 5.7 which have already been discussed in section 5.5.1. However, when 

regressing with EMPMt4 and EMPMt-14 models, it is found to be negatively associated with 

AEM+ (see models 47 and 48) at P<0.01 with t-statistics of -3.13 and -3.08, respectively. The 

results suggest that companies receiving modified audit opinion are less likely to engage in 

income-increasing earnings management but still engage in income-decreasing earnings 

management. These findings are consistent with previous studies, which suggest that the 

companies receiving the modified audit opinion appear to manage their reported earnings.  

Non-audit service fees (NADFEE) is found to be significantly positively associated with 

AEM+ using EMCF4 (model 49) at P<0.01 with t-statistic of 2.59. As this is consistent to the 

pooled data result (Table 5.7), this result has already been explained in that section and is not 

replicated here. 

Managerial ownership (MNGOWN) is found to be significantly positively associated with 

AEM- in models 41, 43 and 44 at P<0.10 with t-statistic of 1.73, at P<0.05 with t-statistic of 

2.28, and at 0.01 with t-statistic of 2.98, respectively. These results are consistent to pooled 

data (Table 5.7) and the results have already discussed in that section. However, it is found to 

be negatively associated with AEM+ in models 48 and 49 at P<0.05 with t-statistic of -2.02 

and at P<0.05 with t-statistic of -2.24, respectively. The results suggest that the companies 

with high proportion of managerial ownership are more likely to engage in income-

decreasing earnings management but are less likely to engage in income-increasing earnings 

management. 

Institutional ownership (INSSHARE) is found to be significantly negatively associated with 

AEM- using EMCFBM4 (model 45) at P<0.05 with t-statistic of -2.10. This result is similar 

to the pooled data results (Table 5.7) and has already been discussed in that section. This 

means that INSSHARE decreases both income-increasing earnings management (as shown in 
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model 25 of pooled data in Table 5.7) and also decreases income-decreasing earnings 

management as shown in this Table 5.10. 

For the control variables, ROA is found to be significantly negatively associated with AEM-. 

This relationship is significant when using EMMJ4 (model 41), EMCF4 (model 44), and 

EMCFBM4 (model 45) at P< 0.01 with t-statistics of -9.79, -8.86, and -9.18, respectively. 

However, it is also found to be positively associated with AEM+ (see models 46, 49, and 50) 

at P<0.01 with t-statistics of 8.45, 9.31, and 9.75, respectively. The results suggest that firms 

with higher ROA are likely to have less income-decreasing earnings management, but more 

likely to engage in income-increasing earnings management. 

LEV is found to be significantly positively associated with AEM- in models (43) and (45) at 

P<0.05 with t-statistic of 2.14, and P<0.01 with t-statistic of 3.09, respectively. Also, it is 

found to be negatively associated with AEM+ in models (48) and (49) at P<0.10 with t-

statistic of -1.81 and P<0.01 with t-statistic of -2.75, respectively. These results suggest that 

the companies with higher LEV are more likely to engage in income-decreasing earnings 

management but less likely to engage in income-increasing earnings management. 

CFO is found to be significantly positively associated with AEM- in models (41), (42), and 

(43) at P<0.01 with t-statistics of 12.31, 9.13, and 11.12, respectively. However, it is found to 

be negatively associated with AEM+ in models (47) and (48) at P<0.01 with t-statistics of -

9.34 and -8.15, respectively. The results suggest that companies with higher CFO are likely 

to have high income-decreasing earnings management, but are likely to have low income-

increasing earnings management. 

LOGASSET is found to be significantly negatively associated with AEM- in models (41), 

(42), and (43) at P<0.10 with t-statistic of -1.79, at P<0.01 with t-statistics of -3.21 and -2.63, 

respectively. It is also found to be positively associated with AEM+ in models (48) and (50) 

at P<0.10 with t-statistic of 1.67 and at P<0.01 with t-statistic of 3.45, respectively. The 

results suggest that large firms are likely to have low income-decreasing earnings 

management but have high income-increasing earnings management. 

BLOCK is found to be significantly positively associated with AEM- in models (41) and (43) 

at P<0.10 with t-statistics of 1.70 and 1.71, respectively. However, it is found to be 

negatively associated with AEM+ in model (48) at P<0.05 with t-statistic of -2.29. The 

results suggest that firms with higher proportion of substantial shareholders are more likely to 
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engage in income-decreasing earnings management but less likely to engage in income-

increasing earnings management. 

BETA is found to be significantly positively associated with AEM- in models (41), (42), 

(43), and (45) at P<0.05 with t-statistic of 2.05, at P<0.10 with t-statistics of 1.96 and 1.82, 

and at P<0.05 with t-statistic of 2.17, respectively. It is also found to be negatively associated 

with AEM+ at P<0.01 with t-statistic of -3.68. The results suggest that firms with higher risk 

are likely to engage more in income-decreasing earnings management but less likely to 

engage in income-increasing earnings management. 

Lastly, IFRS is found to be significantly negatively associated with AEM- in model (45) at 

P<0.05 with t-statistic of -2.53. As well, it is found to be positively associated with AEM+ in 

models (46) at P<0.10 with t-statistic of 1.65 and at P<0.05 with t-statistic of 2.01, 

respectively. These results suggest that IFRS can reduce income-decreasing earnings 

management but increases income-increasing earnings management. 

In conclusion, consistent with the pooled data regression (Table 5.7) results, Table 5.10 

results show that board interlocking, board size, and family ownership have a positive 

relationship with negative aggressive earnings management (income-decreasing earnings 

management). On the other hand, audit committee independence, Auditor Reputation, audit 

opinion, and managerial ownership are found to be significantly positively associated with 

earnings management. In addition, board independence, CEO-chair duality, board meeting, 

non-audit service fees and ownership concentration are found to have insignificant 

association with negative aggressive earnings management. Contrary to the pooled data 

results, in the panel data results there are no significant relationships between audit 

committee activity, audit committee expertise, audit fee and negative aggressive earnings 

management but significant relationships are found between these variables in pooled data. In 

contrast, Table 5.10 shows that institutional ownership has a significant negative association 

with negative aggressive earnings management but this relationship is not found in the pooled 

data. 

For positive aggressive earnings management (income-increasing earnings management), 

consistent with the pooled data regression (Table 5.7), the results listed in Table 5.10 shows 

that board size, audit committee activity, and audit committee independence reduce positive 

aggressive earnings management. Furthermore, audit opinion and non-audit service fees are 

found to increase positive aggressive earnings management. Finally, both pooled and panel 
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regressions consistently show that board independence, Auditor Reputation, and audit fee 

have no significant relationship with positive aggressive earnings management.  

Contrary to the pooled data results, Table 5.10 shows that CEO-chair duality, board meeting, 

and managerial ownership have a negative relationships with positive aggressive earnings 

management but these relationships are not found when analysing pooled data. However, this 

table shows that audit committee size, audit committee financial expertise, family ownership, 

and institutional ownership are found to have an insignificant relationship with positive 

aggressive earnings management but a significant relationship between these variables is 

found in pooled data. 

5.6 ROBUSTNESS TEST 

As noted in section 4.5 of chapter 4, in order to examine the robustness in results of the effect 

of CG on earnings management in this chapter, an alternative proxy of good CG mechanisms: 

corporate governance score (CGSCORE) is performed as an independent variable. Earnings 

management (AVEREM), as dependent variables, are the average value of signed (EMMJ1, 

EMPMt1, EMPMt-11, EMCF1, and EMCFBM1) and absolute (EMMJ2, EMPMt2, EMPMt-

12, EMCF2, and EMCFBM2) discretionary accruals of the five earnings management models 

for firm i at time t. It is important to note that even if the SEC entrusted Thai Rating 

information Services Co., Ltd (TRIS) to conduct a CG rating service in 2002, at the 

beginning, Thai listed companies were not encouraged to receive a CG rating and they had 

the option of not subjecting themselves to such a rating. Consequently, the CG score data for 

Thai listed companies was only fully available from 2006 to the present. Therefore, the 

sample of the robustness test in the following section is only examined for five years during 

the period 2006 to 2010. 

Table 5.11 shows that CG score as a proxy for good CG in Thailand is negatively associated 

with earnings management. This relationship is significant when using average value of 

signed earnings management at P<0.05 with t-statistic of -2.12. However, the relationship 

between average absolute earnings management and CG score remains insignificant at 

P>0.10. The result suggests that companies with a higher CG score are more likely to have 

low earnings management. 
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Table 5.11: Robustness Test 

 
AveSignedEM AveAbsoluteEM 

  (Model 51) (Model 52) 

cgscore -0.035** -0.012 

 

(-2.12) (-0.29) 

roa 2.665*** 1.013 

 

-7.88 -1.16 

lev -0.039 0.143 

 

(-0.62) -0.9 

cfo -2.907*** -0.206 

 

(-16.25) (-0.72) 

logasset 0.011 0.02 

 

-1.21 -0.92 

mtb 0.008 -0.015 

 

-0.78 (-0.52) 

big4 -0.016 0.02 

 

(-0.84) -0.41 

block 0.002** -0.001 

 

-2.12 (-0.23) 

beta -0.009 -0.121*** 

 

(-0.54) (-2.72) 

insshare 0 0.001 

 

(-0.17) -0.91 

ifrs 0.160*** -0.03 

 

-5.66 (-0.39) 

   Year dummies YES YES 

Sector dummies YES YES 

Cons -0.075 1.509*** 

 

(-0.53) -4.6 

Number of observations (N) 813 813 

R-Squared (r2) 0.744 0.052 

Adjusted R-Squared (r2_a) 0.738 0.029 

F statistic (f) 33.354 1.176 

P-value (p) 0 0.271 

t statistics in parentheses 

  * p<0.10  ** p<0.05  *** p<0.01 

Note: AveSignedEM is average value of signed discretionary accruals for firm i at time t, AveAbsoluteEM is 

average value of absolute value discretionary accruals for firm i at time t. cgscore is corporate governance score. 

All control variables are as defined in Table 5.4. 

This result is consistent with Shen and Chih (2007) who find that firms with a higher CG 

index tend to conduct less earnings management in nine Asian countries: Hong Kong, India, 

Indonesia, Korea, Malaysia, Philippines, Singapore, Taiwan, and Thailand. In their study, the 

CG index data is taken from Credit Lyonnais Security Asia (CLSA) used as a proxy for good 

CG. Jiraporn, Miller, Yoon, and Kim (2008) also found a negative relationship between the 

governance index and earnings management. For the control variables, ROA, BLOCK, and 

IFRS are found to be significantly positively associated with earnings management at P<0.01 

with t-statistic of 7.88, at P<0.05 with t-statistic of 2.12, and P<0.01 with t-statistic of 5.66, 
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respectively. However, only CFO is found to be significantly negatively associated with 

earnings management at P<0.01 with t-statistic of -16.25. Apart from these, other variables 

are found to be insignificantly associated with earnings management.  

5.7 CONCLUSION 

This chapter provides findings of the empirical analysis including the trends in earnings 

management, descriptive statistics and correlation analysis. In order to examine the 

relationship between earnings management and CG, such as: board director characteristics, 

audit committee effectiveness, external audit effectiveness, and ownership structure, 

regression analyses including: the OLS regression, binary logistic regression, and 

multinomial logistic regression for pooled data and panel data are utilized in this study. Panel 

data is able 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 the fixed effects panel data regression when interpreting the final results of this 

study. 

In general, all corporate governance variables are found to be significantly associated with 

earnings management. As such, board size, board independence, CEO-Chair duality, audit 

committee activity, audit committee financial expertise, audit fee, and ownership 

concentration are found to be significantly negatively associated with earnings management. 

As well, this study results show that audit committee size, Auditor Reputation, and audit 

opinion are found to be significantly positively associated with earnings management. Two 

variables, CEO-chair duality and Auditor Reputation have unexpected results. Nevertheless, 

weak evidence related to these variables is found in this study. A number of CG variables 

also gave both (negative and positive results in relation to earnings management. These 

variables are: board interlocking, board meeting, audit committee independence, non-audit 

service fees, managerial ownership, family ownership and institutional ownership. Therefore, 

it could be argued that there is no conclusive evidence that these variables influence earnings 

management in Thailand. 

In addition, to test the robustness of the findings, CG score is used as a proxy for good CG. 

As expected, the results of the robustness test reveal that earnings management are negatively 

associated with the CG score, indicating that firms with a higher CG score are less likely to 



 

212 

 

engage in earnings management when compared with firms with lower CG score. Hence, it 

can be concluded that good CG (high CG score) reduces earnings management in Thailand. 
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6. FINDINGS: EARNING S MANAGEMEN T AND CORP ORA TE GOV ERNANCE ON THE COST OF EQ UITY CAPITA L 

6.1 INTRODUCTION 

This chapter presents the results of the influence of earnings management and corporate 

governance on the cost of equity capital from several types of analyses. The last research 

question stated in chapter 1 was, “Is the cost of equity capital lower when earnings 

management is inhibited by corporate governance?” This chapter provides the answer to this 

question. As for chapter 5, five different models: the Modified Jones model, Performance 

Matched discretionary accruals model (current ROA), Performance Matched discretionary 

accruals model (lagged ROA), Cash Flow Modified Jones model, and Modified Jones model 

with cash flow and book to market, are used to estimate DA as a proxy for earnings 

management. In addition, COE is estimated from three different models: the CAPM, Easton 

model (EASTON), and industry adjusted earnings to price ratio (INDUSEP). Since the cost 

of equity capital as the dependent variable of this chapter is neither a binary variable 

(dichotomous variable) nor a categorical variable, the OLS is appropriately used to examine 

the influence of earnings management and CG on the COE. In the first stage, pooled 

regressions are employed to analyse the influence of earnings management and CG on the 

COE, which is discussed in section 6.4.1, and followed by panel data with fixed effect 

regression in section 6.4.2. Descriptive statistics are shown in section 6.2, and section 6.3 

presents the correlation analysis. With respect to the sensitivity analysis, additional 

regressions using the CG score as a proxy for Thai CG mechanisms is performed in order to 

test the robustness of the findings. This is presented in section 6.5 of the chapter. Section 6.6 

ends with the conclusion of the chapter. 

6.2 DESCRIPTIVE STATISTICS 

Table 6.1 reports the descriptive statistics for related variables. Firstly, COE variables are 

estimated from the Capital Asset Pricing model (CAPM), Easton model (EASTON) and 

Industry Adjusted Earnings to Price Ratio model (INDUSEP). Secondly, earnings 

management variables are estimated from the Modified Jones model (EMMJ2), Performance 
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Matched discretionary accruals model (EMPMt2 and EMPMt-12), Cash Flow Modified 

Jones model (EMCF2) and Modified Jones model with cash flows and book to market 

(EMCFBM2). Thirdly, CG variables: board interlocking, board independence, board size, 

audit committee expertise, managerial ownership and institutional ownerships, are used in 

this study. Lastly, the control variables are also included in this study to minimise 

specification bias in the testing of hypotheses. 

 

Table 6.1: Descriptive statistics for all variables 

Panel A:  Continuous variables 

Variables Mean Sd Dev. Min Max 

Lower 

Quartile 

(p25) 

Median 

(p50) 

Upper 

Quartile 

(p75) Skewness Kurtosis 

          capm 0.165 0.168 -1.380 1.062 0.048 0.104 0.229 1.200 7.240 

easton 0.261 0.204 0.008 1.506 0.124 0.206 0.329 1.896 7.694 

indusep 0.076 0.117 0.000 1.358 0.018 0.042 0.086 4.927 37.065 

beta 0.566 0.445 -0.100 1.690 0.210 0.470 0.850 0.694 2.716 

riskfeerate 0.024 0.012 0.012 0.047 0.013 0.021 0.033 0.563 1.959 

marketreturn 0.194 0.196 -0.087 0.489 0.028 0.164 0.384 0.063 1.676 

emmj2 0.104 0.135 0.000 2.314 0.031 0.068 0.130 6.253 73.400 

empmt2 0.084 0.114 0.000 2.387 0.026 0.056 0.107 7.546 108.155 

empmt12 0.094 0.127 0.000 2.362 0.028 0.061 0.118 6.908 89.080 

emcf2 0.083 0.091 0.000 2.030 0.028 0.061 0.109 6.294 99.704 

emcfbm2 0.104 0.110 0.000 2.243 0.039 0.081 0.137 5.902 80.096 

bint 0.247 0.231 0.000 1.000 0.077 0.200 0.375 1.092 3.926 

bind 0.345 0.110 0.000 0.830 0.273 0.333 0.400 0.475 4.395 

bsize 10.840 2.819 3.000 25.000 9.000 10.000 12.000 0.917 4.745 

acexpert 0.394 0.302 0.000 1.000 0.250 0.333 0.667 0.353 2.315 

mngown 0.053 0.137 0.000 0.861 0.000 0.000 0.006 3.178 13.093 

inssahare 0.033 0.104 0.000 0.977 0.000 0.001 0.007 5.260 35.780 

roa 0.066 0.118 -0.636 0.574 0.020 0.069 0.124 -1.303 12.387 

lev 0.415 0.363 0.001 9.693 0.217 0.386 0.563 9.896 199.776 

cfo 0.054 0.616 -29.481 8.739 0.002 0.060 0.129 -39.996 1981.566 

logasset 14.921 1.379 11.427 20.464 13.941 14.662 15.684 0.787 3.680 

mtb 1.718 3.330 0.010 79.530 0.650 1.070 1.890 13.870 260.312 

block 0.113 0.182 0.000 0.930 0.000 0.000 0.152 1.814 5.597 
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Panel B:  Dichotomous variables  

Variables All 

Sector 

Ago & Food Industrials Services 

0 1 0 1 0 1 0 1 

Ceodual Frequency  2,053      785    217     99    337     163      468      172  

  Percentage 72.34 27.66 68.67 31.33 67.40 32.60 73.13 26.88 

Adopin Frequency  1,886      856    219      91    362    120      457      148  

  Percentage 68.78 31.22 70.65 29.35 75.10 24.90 75.54 24.46 

Big4 Frequency 1,400  1,266   121    164   262    208      334      263  

  Percentage  52.51   47.49  42.46  57.54  55.74  44.26   55.95   44.05  

IFRS Frequency  1,950   1,170    205    123    350    210      425      255  

  Percentage  62.50   37.50  62.50  37.50  62.50  37.50   62.50   37.50  

Variables 

Sector 

Property & 

Construction Technology Resources Consumer products 

0 1 0 1 0 1 0 1 

Ceodual Frequency     464      185    226      31    155      22      186      113  

  Percentage 71.49 28.51 87.94 12.06 87.57 12.43 62.21 37.79 

Adopin Frequency     399      226    177      77      85      87      187      107  

  Percentage 63.84 36.16 69.69 30.31 49.42 50.58 63.61 36.39 

Big4 Frequency     336      279      91    157      81      86      175      109  

  Percentage  54.63   45.37  36.69  63.31  48.50  51.50   61.62   38.38  

IFRS Frequency     450      270    185    111    135      81      200      120  

  Percentage  62.50   37.50  62.50  37.50  62.50  37.50   62.50   37.50  

Note: capm is cost of equity capital estimated from Capital Asset Pricing model, easton is cost of equity capital 

estimated from Easton model, indusep is cost of equity capital estimated from Industry Adjusted Earnings to Price 

Ratio, beta is systematic risk, riskfreerate is risk free rate on the 91-day Thai Government treasury bill, marketreturn 

is market rate of return, emmj2 is absolute value of earnings management estimated from the Modified Jones model, 

empmt2 is absolute value of earnings management estimated from the Performance Matched Discretionary Accruals 

model (current ROA), empmt-12 is absolute value of earnings management estimated from Performance Matched 

Discretionary Accruals model (lagged ROA), emcf2 is absolute value of earnings management estimated from Cash 

Flow Modified Jones model, emcfbm2 is absolute value of earnings management estimated from the Modified Jones 

model with cash flows and book to market, bint is percentage of board directors that hold multiple board positions in 

Thai listed companies, bind is proportion of independent directors on board of directors, bsize is total number of 

board members, ceodual is dummy variable, the value of “1” if the CEO also served as chairman of the board “0” if 

the two positions are occupied by different individuals, acexpert is the proportion of the financial expertise on the 

audit committee, adopin is dummy variable; the value of “1”if the company received an audit modified opinion 

(qualified, adverse, or disclaimer opinions), and “0” otherwise, mngown is total percentage of shares owned by 

managerial directors, insshare is total percentage of shares held by institutional shareholders, roa is return on assets, 

lev is leverage ratio, cfo is cash flow from operation, logasset is natural logarithm of total assets,  big4 is dummy 

variable, the value of “1” if the company’s financial statements are audited by big 4 firms and “0” otherwise, mtb is 

book to market ratio, block is total percentage of shares held by individual and unaffiliated owners who own 5% or 

more of sample firm’s stock, ifrs is dummy variable with the value of “1” if firm’s financial statements are fully 

complied with international financial reporting standards and “0” otherwise.  

 

Descriptive statistics in Table 6.1 show that, on average, the COE in Thailand during 2003-

2010 estimated from the CAPM, EASTON and INDUSEP is 16.5 per cent, 26.1 per cent and 

7.6 per cent respectively. Since market beta is 1, it is expected that average BETA of a large 

sample of the firms to be similar to that of the market beta. However, this table shows that on 

average, BETA is 0.566, which is far below 1. This may be because 5 per cent of the highest 
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value of beta is winsorized and financial companies groups are excluded in this study. As 

well, this table shows that, on average, risk fee rate and market return are 2.4 per cent and 

19.4 per cent, respectively. The level of earnings management (EMMJ2, EMPMt2, EMPMt-

12, EMCF2 and EMCFBM2) estimated from four different models consistently has an 

average between 8 per cent to 10 per cent. The descriptive statistics for board interlocking 

(BINT), board independence (BIND) and board size variables (BSIZE) demonstrate the 

following: (1). On average, Thai listed companies have 10 directors on the board, (2). From 

these 10 board members, an average of 25 per cent hold multiple board positions on other 

Thai listed companies and, (3). 35 per cent are independent. As shown in Table 5.4 of chapter 

5, the audit committee size averages 30 per cent or around three members of the board of 

directors. Of these three members, the proportion of audit committee expertise in Thai listed 

companies is on average 39 per cent. This means that one in three members has working 

experience in accounting, auditing and finance, and has professional accounting 

qualifications, such as being a CPA. In terms of ownership structure, averages of 5 per cent 

of total shares are owned by managerial directors of the company, and 3 per cent by 

institutional shareholders, such as insurance companies, banks, pensions, mutual funds and 

investment banks. ROA has mean and median values of 6.6 per cent and 6.9 per cent, 

respectively while the maximum value is 57 per cent; this ratio shows that the higher the 

ROA is, the more money a company is earning with less capital investment. However, the 

minimum value of ROA is -64 per cent, which means that the company has invested a huge 

amount of capital into the business while simultaneously receiving little income from its 

investment. Table 6.1 shows that the negative ROA of the companies mostly occurred in 

2003 after the Asian financial crisis. LEV has mean and median values of 0.42 and 0.39, 

respectively while the minimum value is 0.001. CFO has mean and median values of 0.05 

and 0.06, respectively while the minimum value is -29.48. The company’s size 

(LOGGASSET) has mean and median values of 14.92 and 14.66, respectively, while the 

minimum value is 11.43. (MTB) has mean and median values of 1.72 and 1.07, respectively. 

A substantial shareholder (BLOCK) has mean value of 11 per cent which means that in a 

Thai listed company, there will be on average 11 per cent of shares held by individual and 

unaffiliated owners who own 5 per cent or more of the firm’s stock. 

Panel B of Table 6.1 presents the descriptive statistics of dichotomous variables used in this 

study. The table shows that, overall, listed companies in Thailand have 28 per cent of their 

board directors holding multiple board positions in other Thai listed companies, and most are 

directors in consumer products companies. For audit opinion, the companies that received 
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unqualified opinions are more than the companies that received qualified opinion. Overall, 31 

per cent of companies in the sample received a modified audit opinion (qualified, adverse and 

disclaimer). The resource sector maintained the highest percentage of companies receiving a 

modified audit opinion; just over half of the companies. In contrast, only 24 per cent of 

companies in the services sector received a modified audit opinion. In terms of the Big-4 

variable, 47 per cent of all companies assessed have their financial statements audited by the 

Big-4 audit firms. The sector with the highest percentage of firms audited by the Big-4 is the 

technology sector, with just over 63 per cent of companies audited by these firms. FAP 

initiated a program to merge TAS with IAS/IFRS, and most of these new/revised/replaced 

TAS became effective from 2008 onward. The selected samples in this study are not SMEs 

and financial institutions where exemption of certain TAS is applied. This study assumes that 

all selected companies sampled are required to apply TAS. Therefore, all companies are 

assumed to have complied with IFRS for 37.5 per cent of the study period. Note that Table 

A:6 of the Appendix shows that the COE in Thailand fluctuates through time over the study 

period. 

6.3 PAIRWISE CORRELATION ANALYSIS  

To examine the correlation among the dependent and independent variables in the regression 

analysis, a correlation analysis is performed for all variables except year and sector dummies, 

as shown in the Table 6.2. The table shows the pair-wise correlation matrix for all relevant 

variables: COE, earnings management, CG, and control variables. Pallant (2004) and 

Rahman and Ali (2006) warn that there will be a significant multicollinearity problem in the 

variables if the independent variables correlate at greater than 0.7 (Pallant, 2004) or 0.8 

(Rahman & Ali, 2006). In this table, the highest correlation is between board size and board 

independence (-0.4784*), suggesting that bigger boards reduce the independence of the board 

members. Even though some independent variables are statistically significantly correlated, 

none correlate above 0.7. This means that the correlations are not significant enough to 

prohibit the use of regression analysis and there is no serious multicollinearity problem 

occurring in this study.  
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Table 6.2: Pairwise correlation analysis for cost of equity capital, earnings management and corporate governance variables 

  capm easton indusep emmj2 empmt2 empmt12 emcf2 emcfbm2 bint bind bsize ceodual acexpert 

capm 1 

            easton -0.0174 1 

           indusep 0.0883 0.0489 1 

          emmj2 0.2646* 0.0125 0.0486 1 

         empmt2 0.2526* 0.0318 0.0223 0.7749* 1 

        Empmt-12 0.2554* 0.0532 0.0559 0.8411* 0.8319* 1 

       emcf2 0.1018 0.0041 0.0074 0.6834* 0.4011* 0.5484* 1 

      emcfbm2 -0.0354 -0.0301 0.0184 0.3800* 0.1129 0.2538* 0.4282* 1 

     bint 0.0272 -0.0606 -0.0756 0.0072 -0.1066 -0.0452 0.0366 0.0676 1 

    bind 0.0245 -0.0019 0.0622 0.1753 0.1284 0.1708 0.1326 0.1041 0.0331 1 

   bsize 0.0241 -0.0178 -0.0751 -0.1503 -0.1841* -0.154 -0.1062 -0.0898 0.1012 -0.4784* 1 

  ceodual -0.0866 0.0382 0.0541 0.0441 0.0881 0.0598 -0.0482 -0.0456 -0.1293 -0.0272 -0.1088 1 

 acexpert -0.014 0.0037 0.0245 0.0699 0.1042 0.0618 0.0386 0.0503 0.0324 0.0558 -0.0907 -0.0431 1 

adopin 0.0432 0.1095 0.0163 0.0094 -0.0385 -0.0309 0.0163 0.0129 -0.1035 -0.0818 0.1013 -0.014 -0.0361 

mngown -0.1643 0.0762 -0.0138 0.0525 0.011 0.066 0.068 0.0577 -0.0444 0.085 -0.1605 -0.0338 0.0057 

insshare -0.1236 0.0421 0.0612 -0.0227 -0.0808 -0.0333 0.0198 0.0204 0.0859 0.1165 -0.0808 -0.0716 -0.0396 

roa -0.0254 -0.2439* -0.0512 0.1317 0.1474 0.1333 0.1898* 0.1993* 0.0045 0.1143 -0.0561 0.049 0.001 

lev 0.2984* 0.2069* 0.1091 0.2079* 0.2153* 0.2070* 0.1629 -0.0222 0.0753 0.1133 -0.0524 -0.0834 0.0625 

cfo -0.1772 -0.087 -0.0098 -0.3969* -0.1266 -0.1980* -0.3538* -0.1651 -0.0364 -0.0181 -0.0534 -0.0023 0.0198 

logasset 0.2513* -0.027 -0.0292 0.1161 0.0132 0.0767 0.1198 0.1318 0.2144* -0.0046 0.3414* -0.0989 -0.0426 

mtb 0.3887* -0.1115 -0.0506 0.1349 0.1833 0.1293 0.0142 0.0362 0.0112 0.096 -0.0495 -0.0429 -0.0312 

big4 0.1522 0.0028 -0.0772 0.0897 0.0614 0.0819 0.0645 0.0562 0.0728 -0.0485 0.0517 -0.0186 -0.0786 

block 0.0616 -0.0492 0.083 -0.0124 0.0686 0.0084 -0.0402 -0.0359 -0.1355 0.0589 -0.2286* 0.0066 0.0125 

beta 0.8039* 0.0459 0.0892 0.2868* 0.2215* 0.2664* 0.1907* 0.0349 0.0927 0.1828 0.0296 -0.1378 -0.0042 

ifrs -0.3331* 0.1061 -0.023 0.0098 -0.0777 0.0038 0.0432 0.1001 0.0951 0.2058* -0.0945 -0.1068 -0.0304 

                            

  adopin mngown inssahare roa lev cfo logasset mtb big4 block beta ifrs 

adopin 1 

           mngown -0.0176 1 

          insshare -0.0488 0.0444 1 

         roa -0.1073 0.0219 -0.0313 1 

        lev 0.0244 -0.0256 0.022 -0.0795 1 

       cfo -0.0964 0.0424 0.0022 0.3933* -0.1774 1 

      logasset 0.0911 -0.1001 0.0575 0.0049 0.2766* -0.1715 1 

     mtb -0.0554 -0.0826 -0.0606 0.2525* 0.2778* 0.0747 0.0488 1 

    big4 0.0575 -0.1306 0.0172 0.019 0.0311 -0.0612 0.2678* 0.0487 1 

   block -0.0086 -0.0678 -0.0991 0.0155 -0.0477 0.0279 -0.2886* 0.1097 -0.1096 1 

  beta 0.0408 -0.1099 -0.0646 0.0373 0.3821* -0.1761 0.4452* 0.3155* 0.2158* -0.0564 1 

 ifrs -0.2106*  0.4452*   0.3593*  -0.0233 0.021 0.0788 -0.0419 -0.162 -0.1796 -0.2473* -0.1616 1 

                          

Note: * and ** represent statistical significance at 0.05 and 0.01 levels, respectively. All variables are as previously defined in Table 6.1. 
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6.4 THE REGRESSION ANALYSIS ON THE INFLUENCE OF EARNINGS 

MANAGEMENT AND CORPORATE GOVERNANCE ON COST OF EQUITY 

CAPITAL 

The use of financial reporting by investors to evaluate the share price and the performance of 

the companies creates the motivation for managers to manage the reported earnings with the 

view to influencing investors’ decisions. Earnings management leads to less reliability of 

financial reporting, which increases investors’ uncertainty about their investments (Healy & 

Wahlen, 1999a). Therefore, investors will price protect themselves against potential losses 

caused by adverse decision making and trading employed by managers who use inappropriate 

accounting practices and thereby increase the COE  (Bhattacharya et al., 2003; Poshakwale & 

Courtis, 2005). In the modern operating environment, dispersed shareholders as capital 

suppliers are unable to physically investigate the uses of a company’s capital and the decision 

making processes of managers. When shareholders cannot discern management’s efforts and 

the real economic performance of a company, adverse selection, moral hazard and 

information asymmetry problems may occur (Fama & Jensen, 1983). To overcome these 

problems, CG mechanisms have been introduced to improve the quality of the monitoring 

functions (Bedard & Johnstone, 2004), control the aggressive behaviour of managers 

(Davidson et al., 2005b; Klein, 2002; Park & Shin, 2004) and improve the quality of financial 

information and disclosure (Hermalin & Weisbach, 2010; Jans et al., 2007).  

The results of the influence of earnings management and corporate governance are presented 

and discussed in following sections. 

 Regression Results for Pooled Data 6.4.1 

Models (1) – (15) in Table 6.3 show the results of the influence of earnings management and 

CG on the COE for pooled data, where earnings management is estimated from the absolute 

value of DA of five models (EMMJ2, EMPMt2, EMPMt-12, EMCF2, and EMCFBM2). 

Since two groups of DA (negative and positive) are found after subtracting non-DA from 

total accruals (see equation 13 in chapter 4), as per recent study, positive DA tend to be 

evidence of upward earnings management while negative DA tend to be evidence of 

downward earnings management (Epps & Guthrie, 2010). This study assumes that both 

positive and negative DA will have the same level of impact, irrespective of the sign. 

Therefore, the absolute value of earnings management is used in this chapter. The CG 

variables include board interlocking (BINT), board independence (BIND), board size 
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(BSIZE), CEO-Chair duality (CEODUAL), audit committee expertise (ACEXPERT), audit 

opinion (ADOPIN), managerial ownership (MNGOWN), and institutional ownership 

(INSSHARE). The COE variables are estimated from three models (CAPM, EASTON, and 

INDEP). Control variables used in this study include: ROA, leverage LEV, CFO, 

LOGASSET, MTB, Big-4 (BIG4), BLOCK, BETA and, IFRS. 

6.4.1.1 The Influence of Earnings Management on the Cost of Equity Capital: Pooled 

Regression 

Hypothesis 18 (H18) stated in chapter 3 that Cost of equity capital is positively associated 

with earnings management. To test this hypothesis, a pooled regression is performed and the 

results are shown in Table 6.3. The results from the basic regression of pooled data presented 

in this table consistently show that cost of equity capital is significantly positively associated 

with earnings management in two models, which accepts the H18. As explained in section 

4.4.1 in chapter 4, the COE as the dependent variable in this regression is estimated using 

three different models namely: CAPM, EASTON, and INDUSEP. 

Models (1) to (5) show the regression results of the relationship between the COE (CAPM) 

and earnings management (EMMJ2, EMPMt2, EMPMt-12, EMCF2, and EMCFBM2). From 

this table, there are only models (2) and (3) that show that COE (CAPM) is significantly 

positively associated with earnings management estimated from the Performance Matched 

discretionary accruals with current ROA (EMPMt2) and the Performance Matched 

discretionary accruals  with lagged ROA (EMPMt-12) at P<0.1 with t-statistics of 1.69 and 

1.83 respectively. 

Models (6) to (10) show the relationship between the COE (EASTON) and earnings 

management (EMMJ2, EMPMt2, EMPMt-12, EMCF2, and EMCFBM2). Similar to the first 

part, the results from two models (8) and (9) show that the COE is significantly positively 

associated with the COE (EASTON) estimated from the Performance Matched discretionary 

accruals with lagged ROA (EMPMt-12) and the Modified Jones model with cash flow and 

book to market (EMCFBM2) at P<0.05 with t-statistics of 2.16 and 2.08 respectively. 

Models (11) to (15) show the regression results of the relationship between the COE 

(INDUSEP) and earnings management (EMMJ2, EMPMt2, EMPMt-12, EMCF2, and 

EMCFBM2). As expected, the results from these models show that the COE (INDUSEP) has 

a significant positive association with earnings management for all five different models at 
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P<0.01 with t-statistics of 2.94 for the Modified Jones model (EMMJ2), 2.87 for the 

Performance Matched discretionary accruals with current ROA (EMPMt2), 2.94 for the 

Performance Matched discretionary accruals with lagged ROA (EMPMt-12), 3.52 for Cash 

Flow Modified Jones model (EMCF), and 2.90 for the Modified Jones model with cash flow 

and book to market (EMCFBM2). 

6.4.1.2 The Influence of Corporate Governance on the Cost of Equity Capital: Pooled 

Regression 

Hypothesis 19 (H19) states: Cost of equity capital is associated with corporate governance. 

To test this hypothesis, the pooled regression is also performed and the results are presented 

in Table 6.3. 

Models (1) to (5) of this table present the relationship between the COE (CAPM) and CG 

(BINT, BIND, BSIZE, CEODUAL, ACEXPERT, ADOPIN, MNGOWN, and INSSHARE) 

along with control variables. From these models, it can be seen that only three out of the eight 

CG variables are significantly associated with the COE. BIND is significantly negatively 

associated with the COE estimated from CAPM for all five models (models 1-5) at P<0.01 

with t-statistics of -4.94, -4.83, -4.90, -4.99, and -4.74 respectively. These results suggest that 

board independence is likely to effectively provide the monitoring role that helps to reduce a 

potential agency problem, which could, in turn, decrease the COE for the company. Audit 

committee expertise (ACEXPERT) is also found to be significantly negatively associated 

with the COE (CAPM) for all five models (models 1-5) at P<0.10 with t-statistics of -19.5, -

1.90, -1.89, -1.93, and -1.94 respectively. These findings suggest that the financial or 

accounting experiences of the audit committee are a factor in increasing financial reporting 

transparency, which could reduce the COE. Managerial ownership (MNGOWN) has a 

significant positive association with the COE (CAPM) for all five models (models 1-5) at 

P<0.01 with t-statistics of 3.06, 3.25, 3.29, 3.19, and 3.31 respectively. 

For control variables, the results show that ROA, MTB, BLOCK, and BETA have significant 

positive associations with the COE. These results indicate that companies with higher ROA, 

MTB, and BLOCK have higher COE, and vice versa. For BETA, as expected, the result 

confirms that higher risks lead to higher cost of equity. In addition, company’s size 

(LOGASSET) is found to be negatively associated with the cost of equity, indicating that 

larger companies have lower COE. This is because large companies seem to have the 

effective processes in place for the preparation and reporting of financial information and 
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effective monitoring systems. As well, IFRS is also found to be positively associated with the 

cost of equity. This finding shows that the COE did not decline after the introduction of 

IFRS. This result is similar to the results of Jeanjean and Stolowy (2008), Callao and Jarne 

(2010) and Capkun et al. (2012), which show earnings management did not decrease in the 

companies that adopted IFRS. 

Models (6) to (10) in Table 6.3 present the relationship between the COE (EASTON) and 

CG (BINT, BIND, BSIZE, CEODUAL, ACEXPERT, ADOPIN, MNGOWN, and 

INSSHARE) along with control variables. From these models, only four out of the eight CG 

variables are found to be associated with the COE. Board interlocking (BINT) is found to be 

significantly negatively associated with the COE (EASTON) for all five models (models 6-

10) at P<0.01 with t-statistics of -3.82, -4.16, -4.12, 3.80, and -3.79 respectively. Audit 

opinion (ADOPIN) is found to be significantly positively associated with the COE 

(EASTON) for two models (models 7 and 8) at P<0.05 with t-statistics of 2.09 and 2.06 

respectively. Managerial ownership (MNGOWN) is also found to be significantly positively 

associated with the COE (EASTON) for model 9 at P<0.10 with t-statistics of 1.67. This 

result suggests those managers who own a significant number of a company’s shares are 

likely to have greater control over companies. Institutional shareholder (INSSHARE) is 

found to be significantly positively associated with the COE (EASTON) for all five models 

(models 6-10) at P<0.10 with t-statistics of 1.89, 1.75, 1.85, 1.85, and 2.01 respectively. 

For control variables in models (6) to (10), the results show that ROA, CFO, LOGASSET, 

MTB,  and IFRS have significant negative association with the COE (EASTON). However, 

LEV and BETA are positively associated with the COE. 

Models (11) to (15) of Table 6.3 show the relationship between the COE (INDEP) and CG 

(BINT, BIND, BSIZE, CEODUAL, ACEXPERT, ADOPIN, MNGOWN, and INSSHARE) 

along with control variables. From these models, only three out of the eight CG variables are 

found to be associated with the COE. Similar to the models (6) to (10), BINT is found to be 

significantly negatively associated with the COE (INDEP) for all five models (models 11-15) 

at P<0.01 with t-statistics of -2.84, -2.72 and -3.39 in models (11), (14) and (15) respectively, 

and at P<0.05 with t-statistics of -2.48 and -2.51 in models (12) and (13) respectively. 

CEODUAL is found to be significantly positively associated with the COE (INDEP) for all 

five models (models 11-15) at P<0.05 with t-statistics of 2.38, 2.45, 2.55, 2.43 and 2.50 

respectively. Consistent to models (7) and (8), model (15) shows that audit opinion 
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(ADOPIN) has a significant positive association with the COE (INDEP) at P<0.10 with t-

statistic of 1.88. 

For control variables, six out of nine variables are significantly associated with the CEO. 

LEV, CFO, BETA and IFRS have a significant positive association with the COE (INDEP). 

These findings suggest that companies with higher LEV, CFO, BETA and those companies 

that adopted the IFRS trend towards higher COE. The results also show that MTB and Big-4 

(BIG4) have a significant negative association with the COE (INDEP). These results suggest 

that companies with higher MTB or healthy companies are likely to have a lower COE 

because investors trust in the quality of financial reporting of these companies. Also, the 

companies that have their financial statement audited by a Big-4 audit firm trend towards a 

lower COE because the Big-4 audit firms are likely to have a high quality auditing process 

(Baotham & Ussahawanitchakit, 2009; Becker et al., 1998; Francis, Maydew, et al., 1999; 

Kanagaretnam et al., 2010), which could increase the comprehensiveness and transparency of 

the financial reporting thereby decreasing the COE. 

In conclusion, this study highlights the results of the panel data as it corrects for unobserved 

heterogeneity while pooled models suffer from biases. As can be seen from Tables 6.3 and 

6.4, the results of the influence of earnings management and CG on the COE of pooled 

regression (Table 6.3) are mostly consistent with those found in the fixed effects panel 

regression (Table 6.4). Further discussion of these results are provided in the panel data 

sections (sections 6.4.2.1 and 6.4.2.2). 
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Table 6.3: Regression results for pooled data 

  Capital Asset Pricing model (CAPM) Easton model (EASTON) Industry Adjusted Earning to Price Ratio model (INDEP) 

 

CAPM CAPM CAPM CAPM CAPM 

 

EASTON 

 

EASTON 

 

EASTON 

 

EASTON 

 

EASTON INDEP INDEP INDEP INDEP INDEP 

  

(Model 

1) 

(Model 

2) 

(Model 

3) 

(Model 

4) 

(Model 

5) 

(Model 

6) 

(Model 

7) 

(Model 

8) 

(Model 

9) 

(Model 

10) 

(Model 

11) 

(Model 

12) 

(Model 

13) 

(Model 

14) 

(Model 

15) 

                emmj2 0.034 

    

0.057 

    

0.093*** 

    

 

(1.43) 

    

(1.07) 

    

(2.94) 

    empmt2 

 

0.048* 

    

0.022 

    

0.087*** 

   

  

(1.69) 

    

(0.34) 

    

(2.87) 

   empmt12 

  

0.045* 

    

0.132** 

    

0.102*** 

  

   

(1.83) 

    

(2.16) 

    

(2.94) 

  emcf2 

   

0.001 

    

0.089 

    

0.166*** 

 

    

(0.04) 

    

(1.29) 

    

(3.52) 

 emcfbm2 

    

-0.025 

    

0.115** 

    

0.083*** 

     

(-1.59) 

    

(2.08) 

    

(2.90) 

bint -0.008 -0.006 -0.006 -0.007 -0.006 -0.076*** -0.086*** -0.085*** -0.076*** -0.077*** 

-

0.029*** -0.025** -0.026** 

-

0.028*** 

-

0.036*** 

 

(-1.10) (-0.87) (-0.91) (-1.04) (-0.88) (-3.82) (-4.16) (-4.12) (-3.80) (-3.79) (-2.84) (-2.48) (-2.51) (-2.72) (-3.39) 

bind 

-

0.110*** 

-

0.107*** 

-

0.109*** 

-

0.111*** 

-

0.106*** 0.059 0.067 0.063 0.060 0.045 0.030 0.036 0.034 0.026 0.027 

 

(-4.94) (-4.83) (-4.90) (-4.99) (-4.74) (1.11) (1.20) (1.14) (1.13) (0.86) (0.90) (1.11) (1.06) (0.78) (0.82) 

bsize -0.001 -0.001 -0.001 -0.001 -0.001 0.003 0.002 0.002 0.003 0.002 0.001 0.001 0.001 0.001 0.001 

 

(-1.08) (-1.00) (-1.05) (-1.18) (-1.21) (1.26) (0.91) (0.87) (1.26) (1.01) (0.74) (0.68) (0.63) (0.61) (0.61) 

ceodual -0.001 -0.001 -0.001 -0.001 -0.001 0.009 0.007 0.007 0.009 0.012 0.015** 0.016** 0.017** 0.016** 0.017** 

 

(-0.27) (-0.25) (-0.19) (-0.24) (-0.37) (0.76) (0.62) (0.62) (0.77) (1.01) (2.38) (2.45) (2.55) (2.43) (2.50) 

acexpert -0.013* -0.012* -0.012* -0.012* -0.012* 0.007 0.007 0.003 0.006 0.004 -0.015 -0.014 -0.014 -0.013 -0.013 

 

(-1.95) (-1.90) (-1.89) (-1.93) (-1.94) (0.38) (0.35) (0.17) (0.32) (0.20) (-1.59) (-1.47) (-1.47) (-1.44) (-1.39) 

adopin 0.002 0.002 0.002 0.003 0.003 0.018 0.025** 0.025** 0.019 0.019 0.010 0.010 0.009 0.009 0.012* 

 

(0.48) (0.47) (0.40) (0.68) (0.68) (1.57) (2.09) (2.06) (1.61) (1.61) (1.58) (1.60) (1.51) (1.50) (1.88) 

mngown 0.033*** 0.035*** 0.035*** 0.034*** 0.035*** 0.057 0.021 0.018 0.057* 0.057 0.011 0.017 0.016 0.013 0.019 

 

(3.06) (3.25) (3.29) (3.19) (3.31) (1.65) (0.58) (0.51) (1.67) (1.63) (0.53) (0.81) (0.76) (0.61) (0.86) 

inssahare 0.002 0.001 0.002 -0.001 0.002 0.075* 0.075* 0.079* 0.072* 0.079** 0.008 0.007 0.008 0.006 0.009 

 

(0.09) (0.06) (0.11) (-0.03) (0.13) (1.89) (1.75) (1.85) (1.85) (2.01) (0.37) (0.33) (0.36) (0.25) (0.38) 

roa 0.039* 

  

0.040* 0.047** -0.493*** 

  

-0.494*** -0.513*** 0.123 

  

0.115 0.033 

 

(1.87) 

  

(1.94) (2.36) (-8.40) 

  

(-8.91) (-8.23) (1.56) 

  

(1.49) (0.48) 
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lev -0.009 -0.015 -0.015 -0.007 -0.000 0.231*** 0.294*** 0.288*** 0.232*** 0.193*** 0.075*** 0.064*** 0.063*** 0.076*** 0.056*** 

 

(-0.94) (-1.58) (-1.64) (-0.69) (-0.05) (7.64) (9.36) (9.20) (7.65) (5.83) (4.46) (4.29) (4.24) (4.50) (3.49) 

cfo -0.001 0.001 0.000 

  

-0.008 -0.098** -0.094** 

  

0.007** 0.007** 0.008** 

  

 

(-0.29) (0.17) (0.10) 

  

(-0.27) (-2.24) (-2.30) 

  

(2.08) (2.26) (2.18) 

  logasset -0.004** -0.003* -0.003* -0.004** -0.004** -0.016*** -0.027*** -0.027*** -0.016*** -0.014*** -0.001 -0.000 -0.000 -0.001 -0.001 

 

(-2.38) (-1.93) (-1.93) (-2.33) (-2.32) (-3.20) (-5.53) (-5.45) (-3.20) (-2.74) (-0.25) (-0.10) (-0.08) (-0.39) (-0.37) 

mtb 0.002* 0.002* 0.002* 0.002* 

 

-0.009*** -0.010*** -0.009*** -0.009*** 

 

-

0.017*** 

-

0.015*** 

-

0.015*** 

-

0.017*** 

 

 

(1.87) (1.86) (1.90) (1.86) 

 

(-4.76) (-4.46) (-4.35) (-4.76) 

 

(-2.81) (-3.09) (-3.02) (-2.80) 

 big4 -0.004 -0.004 -0.004 -0.004 -0.004 -0.008 -0.014 -0.015 -0.008 -0.009 -0.013** -0.013** -0.013** -0.013** -0.011** 

 

(-1.07) (-1.09) (-1.00) (-1.10) (-1.15) (-0.78) (-1.28) (-1.32) (-0.74) (-0.82) (-2.52) (-2.42) (-2.41) (-2.35) (-2.04) 

block 0.000* 0.000* 0.000* 0.000 0.000* 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 -0.000 

 

(1.81) (1.77) (1.79) (1.64) (1.84) (0.84) (0.79) (0.67) (0.86) (0.83) (0.17) (0.09) (0.02) (0.03) (-0.08) 

beta 0.313*** 0.312*** 0.311*** 0.313*** 0.314*** 0.067*** 0.091*** 0.088*** 0.066*** 0.062*** 0.042*** 0.041*** 0.040*** 0.041*** 0.036*** 

 

(44.79) (44.83) (44.83) (44.57) (45.01) (4.15) (5.26) (5.18) (4.10) (3.77) (3.75) (3.65) (3.49) (3.71) (3.17) 

ifrs 

-

0.081*** 

-

0.082*** 

-

0.083*** 

-

0.081*** 

-

0.082*** 0.014 0.024* 0.023* 0.013 0.016 0.015** 0.016** 0.014* 0.016** 0.023*** 

 

(-17.50) (-17.86) (-17.90) (-17.44) (-17.56) (1.09) (1.87) (1.80) (1.07) (1.21) (2.00) (2.08) (1.85) (2.09) (3.12) 

                Year dummies YES YES YES YES YES YES YES YES YES YES YES YES YES YES YES 

Sector dummies YES YES YES YES YES YES YES YES YES YES YES YES YES YES YES 

                Cons 0.151*** 0.141*** 0.143*** 0.152*** 0.154*** 0.388*** 0.501*** 0.492*** 0.384*** 0.361*** 0.018 0.028 0.027 0.022 0.018 

 

(5.46) (5.13) (5.16) (5.57) (5.65) (5.37) (6.78) (6.65) (5.32) (4.86) (0.41) (0.66) (0.63) (0.50) (0.41) 

Number of observations (N) 2286 2287 2287 2288 2304 1182 1183 1183 1183 1183 1173 1173 1173 1173 1173 

R-Squared (r2) 0.732 0.732 0.732 0.730 0.729 0.286 0.219 0.222 0.286 0.257 0.153 0.139 0.144 0.155 0.101 

Adjusted R-Squared (r2_a) 0.729 0.729 0.729 0.727 0.727 0.271 0.203 0.207 0.272 0.243 0.136 0.122 0.127 0.138 0.084 

F statistic (F) 130.792 135.692 135.742 135.016 138.969 12.209 9.877 10.001 12.724 9.992 5.472 5.292 5.306 5.685 4.756 

P-value (p) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

t statistics in parentheses 

              * p<0.10  ** p<0.05  *** p<0.01 

        Note: All variables are as previously described in Table 6.1. 
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 Regression Results for Panel Data 6.4.2 

To check the validity of the findings in Table 6.3, the panel data with fixed effects is also 

tested in this study. Table A:7 of the Appendix shows the Hausman test as a tool to determine 

whether or not to use the fixed and random effects for the regression models used in this 

study. The results indicate that the test of difference in coefficients is not systematic and Chi-

square is lower than 0.05 (i.e. significant). According to Torres-Reyna (2010, p. 29), if 

Prob>Chi-square is less than 0.05, the fixed effects estimator is preferred. As shown in Table 

A:7 of the Appendix, this study uses fixed effects to examine the influence of earnings 

management and CG on the COE for panel data. 

Table 6.4 presents the results of the influence of earnings management and CG on the COE in 

Thai listed companies during the period 2003 to 2010. The regression models used in this 

table are identical to the regression models used earlier for pooled data in Table 6.4. The 

main difference is that fixed effects (FE) panel regressions are employed. The results of these 

regression analyses are further discussed as follows: 

6.4.2.1 The Influence of Earnings Management on the Cost of Equity Capital: the Fixed 

Effects Panel Regression 

Firstly, models (16) to (20) of Table 6.4 report the regression results of the relationship 

between the cost of equity capital (CAPM) and earnings management (EMMJ2, EMPMt2, 

EMPMt-12, EMCF2, and EMCFBM2). From these models, models (17) and (18) show that 

the COE (CAPM) is positively associated with earnings management estimated from the 

Performance Matched discretionary accruals model with current ROA (EMPMt2) at P<0.10 

with a t-statistics of 1.74 and the Performance Matched discretionary accruals with lagged 

ROA (EMPMt-12) at P<0.10 with a t-statistics of 1.96. 

Secondly, models (21) to (25) of Table 6.4 show the regression results of the relationship 

between the COE (EASTON) and earnings management (EMMJ2, EMPMt2, EMPMt-12, 

EMCF2, and EMCFBM2). Similar to those found in Table 6.4, the results of panel data in 

Table 6.4 show that COE (EASTON) is positively associated with all earnings management 

variables (EMMJ2, EMPMt2, EMPMt-12, EMCF2, and EMCFBM2) but these are not 

significant (P>0.10). 

Thirdly, when the COE is estimated from the industry adjusted earnings to price ratio model 

(INDEP) as the dependent variables in models (26) to (30) of Table 6.4, the results show that 

the COE (INDEP) is positively associated with earnings management in all five models;: the 
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Modified Jones model (EMMJ2) at P<0.01 with a t-statistics of 2.92, the Performance 

Matched discretionary accruals with current ROA (EMPMt2) at P<0.01 with a t-statistics of 

2.81, the Performance Matched discretionary accruals with lagged ROA (EMPMt-12) at 

P<0.01 with a t-statistics of 2.92, the Cash Flow Modified Jones model (EMCF2) at P<0.01 

with a t-statistics of 3.49, and the Modified Jones model with cash flow and book to market 

(EMCFBM2) at P<0.01 with a t-statistics of 2.39. 

From the results presented above, it can be concluded that earnings management creates 

imprecise financial information (Healy & Wahlen, 1999a) for investors. The evidence that 

the imprecise financial information results in higher cost of equity is consistent with the 

conclusions made by Botosan et al. (2004), Li (2005) and Armstrong et al. (2011) who report 

that imprecise financial information enhances information asymmetry, risk premiums and 

stock return volatility, thereby increasing the COE. Similarly, Kasznik (2004) argues that 

accounting restatement creates investor’s uncertainty about management credibility, 

competence and overall concerns about the quality of earnings. In addition to Kasznik 

(2004)’s argument, Hribar and Jenkins (2004) provide evidence that accounting restatement 

is positively associated with the COE. 

The results of this study are also consistent with those of Bhattacharya et al. (2003), where 

the COE is measured using dividend yield and the international CAPM and earnings 

management are measured from three dimensions of reported accounting earnings, including 

earnings aggressiveness, loss avoidance and earnings smoothing. Their results reveal that 

earnings management increased the COE in 34 countries, including Thailand. Likewise, Chen 

et al. (2011) find that reduced earnings management, attributable to the quality of the auditor, 

is associated with a reduction in the COE. In their study, both the industry method (Gebhardt 

et al., 2001a) and the PEG ratio method (Easton, 2004 which is also used in this study) are 

used as proxies for the COE. Additionally, the results of this study are similar to the results of 

Kim and Sohn’s (2013) study, which confirms that the quality of financial information is 

reduced when earnings management practice occurs, consequently increasing the COE. 

In conclusion, the result of the current study in both pooled and fixed effects regression 

supports the proposition that greater earnings management creates the investor uncertainty 

about the quality of financial reporting and accounting practice of managers. Consequently, 

the rational investor requires higher returns from their investment in exchange for bearing 

these uncertainties, resulting in higher company COE. Particularly, these results are robust 
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across five different measures of earnings management and different measures of the COE. 

Overall, the results of the study accept H18, that is, the COE is positively associated with 

earnings management. 

6.4.2.2 The Influence of Corporate Governance on the Cost of Equity Capital: the Fixed 

Effects Panel Regression 

Table 6.4 also shows the effect of CG (BINT, BIND, BSIZE, CEODUAL, ACEXPERT, 

ADOPIN, MNGOWN, and INSSHARE) on the COE (CAPM, EASTON, and INDEP). The 

regression models are the same as used earlier for the pooled data set. The results of the 

regression analyses for panel data are reported in models (16) to (30) of this table. 

Models (16) to (20) of Table 6.4 show the effect of CG (BINT, BIND, BSIZE, CEODUAL, 

ACEXPERT, ADOPIN, MNGOWN, and INSSHARE) on the COE (CAPM). The results 

show that only three out of the eight CG variables are found to be associated with the COE. 

Similar to the Table 6.4, BIND is found to be significantly negatively associated with the 

COE (CAPM) for all five models (models 16-20) at P<0.01 with t-statistics of -5.24, -5.08, -

5.16, -5.31 and -5.05 respectively. These results are consistent with models (1) to (5) of 

pooled data in Table 6.3. This result is consistent with the findings of Dechow et al. (1996a) 

that board independence decreases the likelihood of fraudulent financial statements. 

Similarly, Reverte (2009) and Mazzotta and Veltri (2012) find that board independence 

reduces the COE. 

ACEXPERT is also found to be significantly negatively associated with the COE (CAPM) 

for all five models (models 16-20) at P<0.05 with t-statistics of -2.32, -2.26, -2.23, -2.31 and 

-2.34 respectively. These results suggest that a higher proportion of financial expertise on the 

audit committee improves the quality and transparency of the financial reports. Increased 

transparency in the financial reports results in less uncertainty for investors, which results in a 

lower COE. This result is similar to that of Dao et al. (2012) who provide evidence that the 

COE is lower in companies with an audit committee which has long-term working 

experience. This is because investors are more likely to trust the audit committee’s financial 

experiences. Therefore, it could be argued that the audit committee members who have 

experience or a background in accounting and finance are likely to deal with complexities of 

financial reporting effectively, which can reduce the COE. 
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Moreover, MNGOWN has a significant positive association with the COE (CAPM) for all 

five models (models 16-20) at P<0.01 with t-statistics of 3.03, 3.24, 3.27, 3.17 and 3.26 

respectively. This result is also consistent with results from the pooled data regression, 

indicating that managerial shareholders who mainly control decisions made at board meetings 

have an information advantage over other shareholders. Therefore, they may use their power 

inappropriately to achieve their own interest at the expense of the other shareholders. As 

well, their controlling power can increase the investment risk and information asymmetry of 

other shareholders, thereby increasing the agency problem and the COE. However, this 

finding is in contrast to the finding of Huang et al. (2009), which shows that high 

concentrations of managerial ownership reduces the degree of agency problems and lowers 

the COE. 

For control variables, the results show that ROA, MTB, BLOCK, and BETA have significant 

positive associations with the CAPM. However, LEV, LOGASSET and IFRS are found to be 

negatively associated with the COE. 

Models (21) to (25) of Table 6.4 report the relationship between CG (BINT, BIND, BSIZE, 

CEODUAL, ACEXPERT, ADOPIN, MNGOWN, and INSSHARE) and the COE 

(EASTON). The results show that only two out of the eight CG variables are found to be 

associated with the COE. 

Consistent to the pooled data in Table 6.3, BINT is found to be negatively associated with 

the COE (EASTON) for all five models (models 21-25) at P<0.01 with t-statistics of -3.55, -

3.56,  

-3.56, -3.53, and -3.51 respectively. These results suggest that the board directors who hold 

multiple directorial positions outside the company are likely to have varied knowledge, 

experience in business affairs and high reputations which could improve the monitoring 

process and solve the problems of the company effectively, thereby reducing the COE. 
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Table 6.4: Regression results for panel data with fixed effects 

  Capital Asset Pricing model (CAPM) Easton model (EASTON) Industry Adjusted Earning to Price Ratio model (INDEP) 

 

CAPM CAPM CAPM CAPM CAPM 

 

EASTON 

 

EASTON 

 

EASTON 

 

EASTON 

 

EASTON INDEP INDEP INDEP INDEP INDEP 

  

(Model 

16) 

(Model 

17) 

(Model 

18) 

(Model 

19) 

(Model 

20) 

(Model 

21) 

(Model 

22) 

(Model 

23) 

(Model 

24) 

(Model 

25) 

(Model 

26) 

(Model 

27) 

(Model 

28) 

(Model 

29) 

(Model 

30) 

                emmj2 0.034 

    

0.003 

    

0.090*** 

    

 

(1.58) 

    

(0.05) 

    

(2.92) 

    empmt2 

 

0.048* 

    

0.016 

    

0.080*** 

   

  

(1.74) 

    

(0.25) 

    

(2.81) 

   empmt12 

  

0.045* 

    

0.083 

    

0.101*** 

  

   

(1.96) 

    

(1.32) 

    

(2.92) 

  emcf2 

   

0.001 

    

0.017 

    

0.160*** 

 

    

(0.04) 

    

(0.22) 

    

(3.49) 

 emcfbm2 

    

-0.025 

    

0.077 

    

0.060** 

     

(-1.89) 

    

(1.43) 

    

(2.39) 

bint -0.008 -0.006 -0.006 -0.007 -0.006 -0.071*** -0.075*** -0.074*** -0.071*** -0.072*** -0.038*** -0.033*** -0.034*** -0.037*** -0.043*** 

 

(-1.38) (-1.09) (-1.15) (-1.32) (-1.10) (-3.55) (-3.56) (-3.56) (-3.53) (-3.51) (-3.44) (-3.07) (-3.10) (-3.38) (-3.66) 

bind 

-

0.110*** 

-

0.107*** 

-

0.109*** 

-

0.111*** 

-

0.106*** 0.053 0.049 0.049 0.050 0.039 0.003 0.010 0.008 -0.001 -0.004 

 

(-5.24) (-5.08) (-5.16) (-5.31) (-5.05) (0.92) (0.83) (0.83) (0.86) (0.68) (0.08) (0.34) (0.26) (-0.03) (-0.12) 

bsize -0.001 -0.001 -0.001 -0.001 -0.001 0.003 0.003 0.003 0.003 0.003 0.001 0.001 0.001 0.001 0.001 

 

(-1.07) (-0.99) (-1.04) (-1.17) (-1.23) (1.27) (1.02) (0.97) (1.25) (0.99) (0.64) (0.48) (0.48) (0.53) (0.53) 

ceodual -0.001 -0.001 -0.001 -0.001 -0.001 0.005 0.003 0.003 0.005 0.008 0.013* 0.014* 0.014** 0.014* 0.016** 

 

(-0.29) (-0.27) (-0.21) (-0.25) (-0.39) (0.37) (0.21) (0.21) (0.39) (0.63) (1.84) (1.93) (1.97) (1.92) (2.02) 

acexpert -0.013** -0.012** -0.012** -0.012** -0.012** 0.001 -0.001 -0.003 -0.001 -0.003 -0.013 -0.013 -0.013 -0.013 -0.013 

 

(-2.32) (-2.26) (-2.23) (-2.31) (-2.34) (0.04) (-0.06) (-0.15) (-0.05) (-0.16) (-1.19) (-1.21) (-1.15) (-1.14) (-1.09) 

adopin 0.002 0.002 0.002 0.003 0.003 0.020 0.025** 0.024** 0.020 0.022* 0.012* 0.012* 0.012* 0.012* 0.015** 

 

(0.58) (0.57) (0.48) (0.82) (0.84) (1.58) (1.98) (1.98) (1.60) (1.68) (1.92) (1.95) (1.88) (1.86) (2.35) 

mngown 0.033*** 0.035*** 0.035*** 0.034*** 0.035*** 0.052 0.024 0.023 0.054 0.052 0.022 0.027 0.027 0.024 0.030 

 

(3.03) (3.24) (3.27) (3.17) (3.26) (1.38) (0.61) (0.56) (1.43) (1.36) (1.12) (1.36) (1.33) (1.18) (1.44) 

insshare 0.002 0.001 0.002 -0.001 0.002 0.062 0.064 0.066 0.060 0.064 0.018 0.020 0.021 0.016 0.020 

 

(0.08) (0.05) (0.09) (-0.03) (0.11) (1.34) (1.24) (1.27) (1.29) (1.35) (0.67) (0.73) (0.77) (0.60) (0.70) 

roa 0.039** 

  

0.040** 0.047*** -0.430*** 

  

-0.444*** -0.461*** 0.148* 

  

0.137* 0.084 

 

(2.21) 

  

(2.33) (2.94) (-5.79) 

  

(-6.18) (-5.92) (1.87) 

  

(1.79) (1.15) 
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lev -0.009 -0.015* -0.015* -0.007 -0.000 0.237*** 0.305*** 0.301*** 0.239*** 0.188*** 0.075*** 0.060*** 0.058*** 0.075*** 0.056*** 

 

(-1.00) (-1.66) (-1.72) (-0.72) (-0.06) (6.47) (8.13) (8.00) (6.45) (4.62) (3.86) (3.42) (3.26) (3.90) (2.94) 

cfo -0.001 0.001 0.000 

  

-0.043 -0.101*** -0.099*** 

  

0.006** 0.006** 0.007** 

  

 

(-0.52) (0.41) (0.21) 

  

(-1.53) (-2.95) (-3.00) 

  

(2.05) (2.17) (2.24) 

  

logasset 

-

0.004*** -0.003** -0.003** 

-

0.004*** 

-

0.004*** -0.016*** -0.026*** -0.026*** -0.015** -0.012* -0.001 -0.000 -0.000 -0.001 -0.001 

 

(-2.73) (-2.22) (-2.20) (-2.70) (-2.64) (-2.63) (-4.14) (-4.09) (-2.57) (-1.96) (-0.26) (-0.09) (-0.09) (-0.40) (-0.31) 

mtb 0.002* 0.002* 0.002* 0.002* 

 

-0.009*** -0.009*** -0.009*** -0.008*** 

 

-0.016*** -0.014*** -0.014*** -0.015*** 

 

 

(1.75) (1.75) (1.79) (1.75) 

 

(-5.01) (-4.73) (-4.64) (-5.02) 

 

(-2.81) (-3.03) (-2.94) (-2.82) 

 big4 -0.004 -0.004 -0.004 -0.004 -0.004 -0.008 -0.014 -0.014 -0.008 -0.008 -0.016** -0.015** -0.015** -0.015** -0.015** 

 

(-1.09) (-1.12) (-1.03) (-1.12) (-1.17) (-0.68) (-1.13) (-1.13) (-0.68) (-0.68) (-2.32) (-2.26) (-2.25) (-2.16) (-2.12) 

block 0.000* 0.000* 0.000* 0.000 0.000* 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

 

(1.70) (1.65) (1.67) (1.54) (1.73) (0.87) (0.74) (0.69) (0.86) (0.73) (0.33) (0.26) (0.17) (0.18) (0.26) 

beta 0.313*** 0.312*** 0.311*** 0.313*** 0.314*** 0.049*** 0.058*** 0.058*** 0.048*** 0.046*** 0.039*** 0.038*** 0.037*** 0.039*** 0.033*** 

 

(45.14) (46.08) (45.99) (45.21) (45.95) (2.89) (3.22) (3.20) (2.87) (2.69) (3.26) (3.22) (3.08) (3.25) (2.65) 

ifrs 

-

0.081*** 

-

0.082*** 

-

0.083*** 

-

0.081*** 

-

0.082*** 0.017 0.023* 0.022* 0.017 0.019* 0.012* 0.013* 0.011 0.013* 0.020*** 

 

(-18.76) (-19.09) (-19.00) (-18.72) (-18.60) (1.49) (1.92) (1.86) (1.46) (1.68) (1.81) (1.89) (1.62) (1.91) (2.96) 

                Year dummies YES YES YES YES YES YES YES YES YES YES YES YES YES YES YES 

Sector dummies YES YES YES YES YES YES YES YES YES YES YES YES YES YES YES 

Cons 0.151*** 0.141*** 0.143*** 0.152*** 0.154*** 0.394*** 0.499*** 0.493*** 0.389*** 0.352*** 0.028 0.041 0.041 0.032 0.028 

 

(6.16) (5.75) (5.82) (6.31) (6.28) (4.42) (5.25) (5.17) (4.32) (3.75) (0.54) (0.84) (0.81) (0.65) (0.52) 

Number of observations (N) 2286 2287 2287 2288 2304 1182 1183 1183 1183 1183 1173 1173 1173 1173 1173 

t statistics in parentheses 

              * p<0.10  ** p<0.05  *** p<0.01 

 

           Note: All variables are as previously defined in Table 6.1
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ADOPIN in Table 6.4 is found to be positively associated with the COE (EASTON) for three 

models (models 22, 23, and 25) at P<0.05 with t-statistics of 1.98 for both models (22) and 

(23) and at P<0.10 with t-statistics of 1.68 for model (25). This result is consistent with 

pooled regression results, suggesting that the companies that receive the modified audit 

opinion (such as qualified, adverse or disclaimer opinions) are likely to have higher COE 

compared to the companies that received unmodified audit opinion (unqualified opinion). 

This is because the companies receiving the modified audit opinion are signalled to have 

material misstatement of financial reports. Therefore, these companies tend to have a high 

COE because investors require higher returns to compensate for financial information risk. 

Control variables, LEV, BETA and IFRS standards have a significant positive association 

with the COE (EASTON). While, ROA, CFO, LOGASSET, and MTB have a significant 

negative association with the COE (EASTON). 

Models (26) to (30) of Table 6.4 report the relationship between CG (BINT, BIND, BSIZE, 

CEODUAL, ACEXPERT, ADOPIN, MNGOWN, and INSSHARE) and the COE (INDEP). 

The results show that three out of the eight CG variables are found to be associated with the 

COE.  

For example, BINT is found to be negatively associated with the COE (INDEP) for all five 

models (models 26-30) at P<0.01 with t-statistics of -3.44, -3.07, -3.10, -3.38 and -3.66 

respectively. Similar to models (21) to (25), an explanation for this result has been provided 

previously and is not repeated here.  

Consistent to the previous findings of pooled regression, CEODUAL is found to have a 

positive relationship with the COE (INDEP) for all five models (models 26-30). For models 

(26) to (29), the coefficients are significant at P<0.10 with t-statistics of 1.84, 1.93, 1.97, and 

1.92 respectively. For model (30), the coefficient is significant at P<0.05 with t-statistics of 

2.02. These results suggest that the companies which have the CEO also simultaneously 

performing the duty of chairman on the board of directors are more likely to have higher 

COE compared to companies that have the CEO and chairman positions occupied by 

different individuals. Klein (2002) argues that a board whose CEO also sits in a monitoring 

position as chairman is less likely to investigate the work of CEOs and other executives. In 

addition, Boyd (1994) posits that CEO-duality increases agency costs between management 

and shareholders, which therefore increases the COE of the companies. 
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ADOPIN is found to have a positive relationship with the COE (INDEP) for all five models 

(models 26-30). For models (26) to (29), the coefficients are significant at P<0.10 with t-

statistics of 1.92, 1.95, 1.88, and 1.86 respectively. For model (30), the coefficient is 

significant at P<0.05 with t-statistics of 2.35. These results are similar to the previous 

findings (models 22, 23 and 25), suggesting that the modified audit opinion provides a signal 

to investors that there are material misstatements in the financial statements of the 

companies. Therefore, a higher return is required to offset risky investment. An explanation 

for this result has been previously provided in models (22), (23) and (25) as the direction of 

the association was the same with these models. 

However, INSSHARE is found to be significantly positively associated with the COE 

(EASTON, and INDEP). Contrary to conventional expectations, the results of this table show 

that companies with higher institutional shareholders have a higher COE, suggesting that 

institutional shareholders collide or collude with managerial owners to pursue strategic-

alignment objectives, such as not performing adequate monitoring. This result is consistent 

with the finding in the Regalli and Soana’s (2012) study, which shows that companies with a 

greater percentage of institutional ownership are likely to have a higher COE. Based on the 

institution’s perspective regarding the profitability of the company, Jiang and Anandarajan 

(2009) argue that, if institutional investors focus on short-term profitability, they could 

pressure a manager to exercise aggressive accounting practices with the purpose of increasing 

the value of the institution’s share in the short-term. However, for panel data, the 

insignificant relationship between INSSHARE and the COE (CAPM, EASTON, and 

INDEP) is found in this study (Table 6.4). 

The control variables, ROA, LEV, CFO, BETA, and IFRS have a significant positive 

relationship with the COE (INDEP). However, BTM and Big-N (BIG4) have a significant 

negative relationship with the COE (INDEP). 

In addition, both Tables 6.4 and 6.5 consistently show that only BSIZE is found to be 

insignificantly associated with the COE (CAPM, EASTON, and INDEP). This result 

suggests that the number of board members does not affect the COE in Thailand. The 

explanation may be that, even if the “Principles of Good Corporate Governance for Listed 

companies in Thailand” (The Stock Exchange of Thailand, 2012) requires all listed 

companies to have an appropriate number of board members or at least five members in the 
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board, here is no guarantee that all board members will have the various skills required to 

perform their duties efficiently. 

In conclusion, it could be argued that the quality of CG affects the company’s COE by 

constraining the self-serving tendencies of managers, maximising shareholders’ wealth and 

increasing the value of the companies. In general, the results of this study support H19, that 

is, the COE is associated with CG. 

6.5 ROBUSTNESS TEST 

As noted in section 4.5 of chapter 4, it is difficult to obtain an accurate measurement for good 

CG in Thailand where there are different institutional settings to those found in most Wester 

countries (Connelly et al., 2012). The CG variables that are generally used in research may 

not be effective to measure good CG in the Thai context. In order to examine the robustness 

of results of the influence of earnings management and CG on the COE, an alternative 

measurement for CG, the CG score is used in this study. As explained in the robustness test 

section of chapter 5, CG score information in Thailand was available from 2006 to the 

present. The sample used for this part of the study is from 2006 to 2010. 

Models (31) – (33) of Table 6.6 show the results of the influence of CG on the COE for 

pooled data; where the alternative measure for CG (CGSCORE) variable is regressed on the 

COE variables estimated from CAPM, EASTON, and INDUSEP along with the control 

variables. 

In model 31, the results show that CGSCORE has a significant negative association with the 

cost of equity capital estimated from the CAPM at P<0.01 with t-statistics of -3.54. As 

expected, this result suggests that the companies receiving higher CGSCORE tend to have a 

lower COE. In this regard, high CGSCORE represents high quality of CG practice of Thai 

listed companies. It could be concluded that high quality of CG practice decreases risk and 

uncertainty of investment for investors, which thereby decreases the company’s cost of 

equity. The control variables, LOGASSET and BETA are found to be significantly positively 

associated with the COE (CAPM). These results indicate that larger Thai listed companies 

and companies with higher BETA have a higher COE, and vice versa. However, BLOCK and 

IFRS are found to be significantly negatively associated with the COE (CAPM). These 

findings indicate that the companies that have a higher percentage of shares held by 
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individual and unaffiliated owners who own 5 per cent or more of the company’s share, and 

the companies that comply with the IFRS tend to have a lower COE. 

Table 6.5: Regression results for robustness test of the influence of corporate governance on  

the cost of equity capital 

  
Capital Asset Pricing 

model (CAPM) 

Easton Model 

(EASTON) 

Industry Adjusted Earning to Price Ratio 

model (INDEP) 

  CAPM (Model 31) EASTON (Model 32) INDEP (Model 33) 

cgscore -0.015*** -0.001 -0.011** 

 

(-3.54) (-0.12) (-2.27) 

roa 0.053 -0.228** 0.429*** 

 

(1.53) (-2.43) (4.55) 

lev -0.018 0.231*** 0.080*** 

 

(-1.19) (5.71) (2.87) 

cfo -0.000 0.000 -0.000* 

 

(-1.58) (1.20) (-1.94) 

logasset 0.005* -0.020*** 0.009*** 

 

(1.78) (-2.91) (2.85) 

mtb -0.001 -0.035*** -0.063*** 

 

(-0.26) (-3.90) (-9.15) 

big4 -0.004 0.007 -0.018* 

 

(-0.71) (0.51) (-1.90) 

block -0.000* 0.000 -0.000 

 

(-1.80) (0.00) (-0.74) 

beta 0.224*** 0.038* 0.047* 

 

(18.03) (1.77) (1.95) 

insshare -0.000 0.001 0.000 

 

(-0.82) (1.63) (0.29) 

ifrs -0.033*** -0.002 0.014** 

 

(-4.58) (-0.15) (2.27) 

    Year dummies YES YES YES 

Sector dummies YES YES YES 

    Cons 0.035 0.520*** -0.059 

 

(0.90) (5.08) (-1.36) 

Number of 

observations (N) 1002 554 485 

R-Squared (r2) 0.527 0.223 0.309 

Adjusted R-

Squared (r2_a) 0.519 0.198 0.283 

F statistic (F) 38.131 5.596 8.002 

P-value (p) 0.000       0.000 0.000 

t statistics in parentheses  

  * p<0.10   ** p<0.05   *** p<0.01 

 

 Note: cgscore is Thai corporate governance score. Cost of equity capital variables and control variables are as 

previously defined in Table 6.1. 

 

Model 32 shows the results of the effect of CGSCORE on the COE estimated from 

EASTON. This result shows that the coefficients for CGSCORE is not significant (P>0.10), 

indicating no evidence for the existence of association between CG and the COE (EASTON). 

For the control variables, LEV and BETA, there is a significant positive association with the 



 

236 

 

COE. This result suggests that the companies with higher leverage ratio and beta are likely to 

have higher COE. ROA, LOGASSET, and MTB are found to be significantly negatively 

associated with the COE. These results indicate that companies with higher ROA, larger size 

and higher MTB ratio are likely to have a lower COE. 

Model 33 presents the results of the relationship between CGSCORE and the COE estimated 

from the industry adjusted earning to price ratio model (INDEP). The result in this table 

shows that CGSCORE is negatively associated with the COE (INDEP) at P<0.01 with t-

statistics of  

-2.27. Similar to model 31, this result suggests that the companies receiving a higher 

corporate governance scorecard are likely to have a lower COE. For the control variables, 

eight out of ten are found to be associated with the COE. For example, ROA, LEV, 

LOGASSET, BETA and IFRS have a positive relationship with the COE, while MTB and 

Big-N (BIG4) have negative relationships with the COE. 

Therefore, the robustness test results support the findings that CGSCORE is negatively 

associated with the COE estimated from CAPM and INDEP. In this study, the CGSCORE is 

indicated as a CG quality in Thailand. Therefore, a higher CG score represents a higher CG 

quality. The results presented in Table 6.5, suggests that Thai listed companies with higher 

CG scores are viewed as having good CG systems. Good CG improves the effectiveness of 

the company’s operation (OECD, 2004) such as establishing effective internal control, 

enhancing the quality of disclosure, improving credibility of information and reducing 

earnings management (Abed et al., 2012; Becker et al., 1998; Bedard et al., 2004; Chen et al., 

2012; Davidson et al., 2005b; Ebrahim, 2007; Klein, 2002; Liu & Lu, 2007; Park & Shin, 

2004; Xie et al., 2003). This leads to enhanced investors’ perceptions of the reliability of a 

company’s reported financial information and to improved shareholders’ confidence that the 

company is being operated in their best interests of shareholders rather than in the interests of 

management. This, thereby, decreases the COE. The robustness result is similar to the 

findings in the studies of Reverte (2009) and Mazzotta and Veltri (2012), which show that the 

CG score as indicator of CG quality is negatively associated with the COE. 

6.6 CONCLUSION 

This chapter provides the results of the empirical analysis, including descriptive statistics, 

pairwise correlation, regression analyses and robustness test, relating to the effect of earnings 
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management and corporate governance on the cost of equity capital in Thai listed companies 

for the period 2003-2010. For the regression analysis, this chapter presents the results of two 

main objectives of this study: (1) the results of the influence of earnings management on the 

cost of equity capital, and (2) the results of the influence of corporate governance on the cost 

of equity capital. In this chapter, both pooled data and panel data are used in the regression 

analysis with the results from both data sets being similar. The first main finding is that, in 

general, cost of equity capital is positively associated with earnings management, which 

supports hypothesis 18. These results support the argument that, since earnings management 

practice creates information risk for investors (Bhattacharya et al., 2003) and reduces the 

quality of financial information  (Kim & Sohn, 2013), investors will expect a high price to 

protect themselves from uncertainty on their investment; this, ultimately, increases the 

company’s cost of equity capital. The second main finding in this chapter is the influence of 

corporate governance on the cost of equity capital. The results from this part show that seven 

out of eight corporate governance variables are found to be associated with the cost of equity 

capital. For example, on the one hand, the results suggest that a higher proportion of board 

interlocking, board independence, and audit committee expertise are negatively associated 

with the cost of equity. On the other hand, CEO-duality, audit opinion, managerial ownership 

and institutional shareholders are positively associated with the cost of equity capital. These 

findings are consistent with agency theory expectations and most research on this topic; 

however, this study found no association between board size and cost of equity capital. 

For the robustness test, as expected, this study provides evidence that the corporate 

governance score is negatively associated with the cost of equity capital. The results 

presented in this chapter are briefly summarized in the next chapter. As well, the next chapter 

discusses the limitations and future contribution of this study. 
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7. SUMMARY AND CONC LUSION S 

7.1 INTRODUCTION 

This final chapter draws together the conclusions from the results presented in chapters 5 and 

6, highlights important implications, outlines some limitations and makes recommendations 

for future research. The purposes of this study are (i) to investigate the trends in earnings 

management, (ii) to examine the influence of corporate governance on earnings management, 

and (iii) to examine the influence of earnings management and corporate governance on the 

cost of equity capital of Thai listed companies on the Stock Exchange of Thailand over the 

period 2003 to 2010.  To achieve these, several methodologies including the ordinary least 

square regression, binary logistic regression, and multinomial logistic regression are used to 

examine the relationship between earnings management, cost of equity capital and corporate 

governance. This study contributes to the existing literature by providing various 

measurements of dependent and independent variables from a developing country context 

such as Thailand; a research area that has, to date, been little studied. In terms of 

contributions to methodology, this study is innovative in that it applies various methods for 

determining the level of earnings management and cost of equity capital then compares 

results. This methodology has not been adopted previously in Thailand.   

This chapter provides a summary of the present study in section 7.2. The implications of the 

research results are described in section 7.3. This study only focuses on the Thai context, 

where the institutional settings and regulatory environment are different from those of other 

countries; this presents a number of limitations, which are discussed in section 7.4. Even 

though this study contributes to and broadens knowledge about the influence of earnings 

management on corporate governance and the influence of earnings management and 

corporate governance on the cost of equity capital, some questions remain unanswered. 

Research ideas for future study are recommended in section 7.5. 

7.2 SUMMARY OF THE STUDY 

This study investigates earnings management trends, examines the influence of corporate 

governance on earnings management, and how the cost of equity capital is influenced by both 

earnings management and corporate governance. The population of this study comprises all 

non-financial companies listed on the Stock Exchange of Thailand during the period 2003-
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2010 – a total of 3,120 firm-years observations. To test the regression models developed in 

this study, both pooled and the fixed effects panel data approaches using ordinary least 

squares, binary logistic regression and multinomial logistic regression are used. This study is 

most confident of the results from the fixed effect panel data model as they can handle the 

unobserved heterogeneity problem. Results and discussions based on the fixed effects panel 

regressions of the current study are summarized as follows. 

 Trends in Earnings Management 7.2.1 

The average values of earnings management from both signed and absolute earnings 

management are different. This is because the negative sign is taken into account when 

averaging the value of earnings management in approach 1 (signed earnings management). 

As a result, the average value of signed earnings management is smaller than absolute 

earnings management. For example, average signed earnings management is 3 per cent, 

which is higher than 2.7 per cent in Singapore (Rusmin, 2010), -9.01 per cent in Hong Kong 

(Jaggi & Tsui, 2007), 1.32 per cent in Malaysia (Rahman & Ali, 2006), and 1.04 per cent in 

China (Liu & Lu, 2007). However, this value is lower than that for Indonesia, which has 8.95 

per cent (Siregar & Utama, 2008). For absolute earnings management, this study finds the 

average value of absolute earnings management is 9 per cent, which is lower than that for 

Hong Kong with 11.7 per cent (Jaggi et al., 2009), and 61.65 per cent for Singapore (Rusmin, 

2010). The value is similar to that of China, which has 9.4 per cent. 

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 in 

2003-2010. Particularly in 2009, both the signed and absolute value of earnings management 

substantially increased. One explanation for this could be the introduction of a reduced 

corporate tax rate in Thailand, as explained in chapter 5. However, the causality of increased 

earnings management was not the focus of the current study and could form the basis of 

future research. 

Interestingly, across all the models tested in this study, the five different discretionary 

accruals models of the signed earnings management approach, while fluctuating over the 

study period, show an increasing trend in earnings management through time. In contrast, the 

absolute earnings management approaches all illustrate a declining trend in earnings 

management through time; albeit with some year-to-year fluctuations. Given that the two 
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approaches show directional variations in earnings management trends, this warrants for 

multiple approaches to estimate the degree of earnings management.  

 The Influence of Corporate Governance on Earnings Management 7.2.2 

7.2.2.1 Earnings Management and Board Characteristics: 

Board Interlocking 

Previous studies provide contrary evidence of a relationship between board interlocking and 

earnings management. A number of studies show that board interlocking has a negative 

relationship with earnings management (Banderlipe, 2009a; Markarian & Parbonetti, 2009; 

Saleh et al., 2005; Sukeecheep et al., 2013). Other studies show that board interlocking has a 

positive relationship with earnings management (Chiu et al., 2012; Fich & Shivdasani, 2006; 

Santos et al., 2009; Sarkar et al., 2008). The results from the current study find that board 

interlocking influences earnings management both ways. These results support hypothesis 1, 

which states that earnings management is associated with the level of board interlocking. The 

results suggest that board members who hold multiple directorial positions outside the 

company are likely to have knowledge, experiences, and expertise to limit earnings 

management in Thai listed companies. However, in some cases, the high workload of 

members of the board could introduce severe time constraints and recklessness which reduce 

their monitoring intensity, thereby enabling increasing earnings management to occur. 

Board Size 

The current study finds that board size has a negative relationship with earnings management, 

which supports hypothesis 2. This result is consistent with the findings of prior studies 

(Peasnell et al., 2004; Xie et al., 2003) that provide evidence that a larger board is better at 

reducing earnings management. This is because larger boards are likely to have members 

with a range of experience and diverse knowledge, and thus more able to effectively mitigate 

earnings management. 

Board Independence 

Hypothesis 3 is also supported in this study; board independence is found to be significantly 

negatively associated with earnings management. The main duty of a board director is to 

provide a monitoring role on behalf of shareholders. To perform this duty effectively, board 

directors should not have active day-to-day management roles and should be independent 

from the management team. The result from this study is consistent with those of Peasnell et 
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al. (2004), Vafeas (2000), and Bédard et al. (2004) who find that companies with a larger 

proportion of board independence are likely to have less earnings management. Some studies, 

however, found that firms’ performance in Thailand is negatively associated with board 

independence (Rachpradit et al., 2012; Yammeesri & Herath, 2010). These studies suggest 

that board independence may not improve the quality of corporate governance as members 

may lack either real independence or actual power to investigate management’s misconduct. 

This result is similar to those found in studies of Malaysian companies; Rahman and Ali 

(2006) provide evidence that outside board members may lack knowledge of the company’s 

affairs and therefore are unable to mitigate earnings management.  

CEO-Chair Duality 

Given that one of the important roles of boards is to monitor the CEO, there is a conflict of 

interest in instances where CEO-chair duality exists. As well, this dual duty of CEO and 

chairman is likely to reduce checks and balances of the management team. Using this 

rationale, hypothesis 4 proposed that earnings management would be positively associated 

with CEO-chair duality. However, the results from this study indicate that firms with CEO-

chair duality are more likely to have less earnings management; hypothesis 4 is, therefore, 

rejected. This finding contradicts results of prior researches, which found that CEO-chair 

duality does reduce the checks and balances of the management team, and leads to higher 

fraudulent practices and earnings management (Bradbury et al., 2006; Chen et al., 2006). 

Board Meetings 

Prior studies indicate that board directors who meet more frequently are likely to solve the 

problems of the company in an effective and timely manner, increasing the firm’s value 

(Lipton & Lorsch, 1992; Vafeas, 1999). Similar to the findings of Xie et al. (2003), 

hypothesis 5 of this study proposed that frequency of board meeting is negatively associated 

with earnings management. This hypothesis is supported in approach 4 of the fixed effects 

panel regression, suggesting that when board directors meet more frequently, management is 

less likely to engage in earnings management in Thailand. However, this hypothesis is 

rejected when using approach 1. A possible explanation for discrepancy is time spent in a 

meeting. According to Jensen (1993), meeting of boards are less meaningful if board 

members are unable to exchange ideas to solve the company’s problems due to limited time 

to attend the meeting. However, time spent in meetings is not a focus of this study. Another 

cause for the discrepancy may be cultural factors, such as board members perceived position 
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in the social hierarchy, which may limit the effectiveness of exchange of ideas in these board 

meetings. These could be interesting points for future research. Table 7.1 summarises 

findings for board director characteristics. 

Table 7.1: Outline of hypotheses and findings according to board of director characteristics 

Hypotheses Expected 

sign 

Results Note 

 

H1: Earnings management 

is associated with the level 

of board interlocking. 

 

 

-/+ 

 

Accepted 

 

- Accepted with all approaches 

H2:  Earnings 

management is negatively 

associated with size of 

board of directors. 

 

- Accepted - Accepted when using approaches 

1,3 and 4 

- The rest is insignificant 

H3: Earnings management 

is negatively associated 

with Board independence. 

- Accepted - Accepted when using approaches 1 

and 2 

- The rest is insignificant 

H4 : Earnings 

management is positively 

associated with dual 

position of CEO and 

chairman. 

 

+ Rejected - Rejected when using approaches 3 

and 4 

- The rest is insignificant 

H5: Earnings management 

is negatively associated 

with board meeting. 

- Accepted/Rejected - Accepted when using approach 4 

- Rejected when using approach 1 

- The rest is insignificant 

7.2.2.2 Earnings Management and Audit Committee Effectiveness 

Audit Committee Activities 

Hypothesis 6 states that earnings management is negatively associated with audit committee 

activities. This hypothesis is supported in approaches 1, 3 and 4 of this study. The results 

suggest that firms with greater audit committee activities are less likely to engage in earnings 

management. This is because the more active the audit committee is, the more intense will be 

its monitoring process. This result is consistent with findings from most prior studies 

(Beasley, 1996; Chtourou et al., 2001; Xie et al., 2003). 

Audit Committee Independence 

The independence of the audit committee should increase a firm’s value and decrease 

earnings management (Abbott et al., 2003; Chtourou et al., 2001). Hypothesis 7 of this study 

states that earnings management is negatively associated with audit committee independence. 

The results of all approaches except approach 4 (AEM) support the hypothesis. It could be 
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argued that, overall, the independence of the audit committee reduces the incident of earnings 

management in Thailand. However, when level of earnings management is separated into 

three different groups, results show an increase in income-decreasing earnings management 

but a reduction in income-increasing earnings management. The result in this study can be 

attributed to the fact that only earnings management by public companies is investigated. 

That is, independent members of the audit committee in this study only focus on income-

increasing earnings management, the main purpose for public companies, and overlook 

income-decreasing earnings management practices. This is similar to conclusions reached by 

Caramanis and Lennox (2008) who find that auditors have a lower effect on preventing 

income-decreasing earnings management compared to income-increasing earnings 

management. Nelson et al. (2002) report that managers are more likely to engage in income-

increasing earnings management practice, while, auditors are more likely to require this 

practice to be adjusted than income-decreasing earnings management practice. 

Audit Committee Size 

A positive relationship between earnings management and audit committee size is found in 

this study. From the result of this study, hypothesis 8 is supported. However, the studies of 

Sun et al. (2011), Karamanou and Vafeas (2005), Xie et al. (2003), and Davidson et al. 

(2005a) found an insignificant relationship between audit committee size and earnings 

management. They suggest that the most powerful mechanism for an audit committee in 

constraining earnings management is not audit committee size; having too many members on 

the audit committee members could reduce the effectiveness of its monitoring function. 

Audit Committee Financial Expertise 

Prior research suggests that the expertise of an audit committee, such as long term experience 

in accounting and finance, is important for dealing with the complexities of financial 

reporting, which could reduce the occurrence of financial restatement (Abbott, 2000; Zhou & 

Chen, 2004) and reduce earnings management (Bédard et al., 2004; Carcello, et al. 2006; Xie 

et al., 2003). In the current study, audit committee financial expertise is found to be 

significantly negatively associated with earnings management in the fixed effects panel 

regression, and hypothesis 9 is supported. 

Table 7.2 summarised the findings related to audit committee effectiveness. 
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Table 7.2: Outline of hypotheses and findings according to audit committee effectiveness 

Hypotheses Expected 

sign 

Results Note 

 

H6: Earnings management 

is negatively associated with 

audit committee activities. 

 

 

- 

 

Accepted 

 

- Accepted when using 

approaches 1,3 and 4 

- The rest is insignificant 

H7: Earnings management 

is negatively associated with 

audit committee 

independence. 

- Accepted/Rejected - Accepted when using 

approaches 1,2,3, and 4 

(AEM+) 

- Rejected when using approach 

4 (AEM-) 

H8: Earnings management 

is associated with audit 

committee size. 

+ Accepted - Accepted when using approach 

4 (AEM-) 

- The rest is insignificant 

H9: Earnings management 

is negatively associated with 

audit committee financial 

expertise. 

- Accepted - Accepted when using 

approaches 1 and 2 

- The rest is insignificant 

7.2.2.3 Earnings Management and External Auditor Effectiveness 

Auditor Reputation 

In contrast to prior studies, the results of this study reject hypothesis 10 (earnings 

management is negatively associated with Auditor Reputation). The current study’s results 

show that earnings management is significantly positively associated with Auditor 

Reputation, suggesting that Thai listed firms that have their financial statements audited by 

Big-4 audit firms are more likely to engage in earnings management. Other studies have 

found that the reputed auditors are likely to have knowledge and effective auditing processes 

that can reduce earnings management (Caramanis & Lennox, 2008; Chen et al., 2005; 

Francis, Maydew, et al., 1999; Kanagaretnam, Lim, & Lobo, 2010b; Zhou & Elder, 2004). 

Audit Fee 

A question that has been posed in previous studies is whether audit fee is a factor that 

enhances a auditor’s effort in detecting material error (Davis et al., 1993; Frankel et al., 2002; 

Larcker & Richardson, 2004) or impairs the independence of the auditor (Abbott et al., 2004; 

Antle et al., 2006; Craswell, 1999). Hypothesis 11 of the current study states that earnings 

management is associated with audit fee in both ways. As expected, the current study finds 

that audit fee is significantly negatively associated with earnings management, showing that 

the higher the audit fee paid by the company, the more intensity will be in auditing process, 

which could reduce earnings management in Thailand. 
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Audit Opinion 

In the current study, audit opinion is found to be significantly positively associated with 

earnings management, therefore providing support for hypothesis 12. This result is consistent 

with that of prior studies, which show that firms receiving a modified audit opinion 

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

(Butler et al., 2004; Chen et al., 2001; Francis, Maydew, et al., 1999; Johl et al., 2007). 

Non-Audit Service Fees 

The size of non-audit service fees can give auditors incentives to compromise their 

independence leading to biased audit opinion and the occurrence of earnings management 

(Dee et al., 2002; Ferguson et al., 2004; Gore et al., 2001). However, size of non-audit 

service fees can lead to companies receiving knowledge and professional advice which can 

improve the quality of financial reports, thereby decreasing earnings management (Antle et 

al., 2006; Choi et al., 2009; Krishnan & Visvanathan, 2011). The results of this study  support 

hypothesis 13 (earnings management is associated with non-audit service fees). It is evident 

that non-audit service fees can either increase or decrease earnings management in Thailand. 

Therefore, there is no conclusive evidence of non-audit service fees influencing earnings 

management. Table 7.3 summarises the findings related to external auditor effectiveness. 

Table 7.3: Outline of hypotheses and findings according to external auditor effectiveness 

Hypotheses Expected 

sign 

Results Notes 

 

H10: Earnings management is 

negatively associated with 

Auditor Reputation. 

 

- 

 

 

Rejected 

 

- Rejected when using approaches 1 

and 4 (AEM-) 

- The rest is insignificant 

H11: Earnings management is 

associated with audit fees. 

-/+ Accepted - Accepted when using approaches 2 

and 3 

- The rest is insignificant 

H12: Earnings management is 

positively associated with audit 

opinion. 

+ Accepted - Accepted when using approaches 2,3 

and 4 

- The rest is insignificant 

H13: Earnings management is 

associated with non-audit fees. 

-/+ Accepted - Accepted when using approaches 1,3 

and 4 (AEM+) 

- The rest is insignificant 
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7.2.2.4 Earnings Management and Ownership Structure 

Ownership Concentration 

Hypothesis 14 of this study states that earnings management is negatively associated with 

ownership concentration. The result of this study provides support for this hypothesis, 

suggesting that shareholder concentrations are likely to be better able to actively monitor 

management activities (Mousa & Desoky, 2012). This result is consistent with that of prior 

studies, which found that firms with a higher proportion of ownership concentration are less 

likely to engage in earnings management (Yen et al., 2007). 

Managerial Ownership 

Prior studies provide evidence of the relationship between earnings management and 

managerial ownership in two different ways. On one hand, earnings management is 

negatively associated with managerial ownership (Ma & Zhang, 2008; Warfield et al., 1995). 

On the other hand, earnings management is positively associated with managerial ownership 

(Gabrielsen et al., 2002; Sánchez-Ballesta & García-Meca, 2007). The result of this study 

provides support for hypothesis 15, which states that earnings management is associated with 

managerial ownership, suggesting that managerial ownership has both a negative and positive 

relationship with earnings management. 

Family Ownership 

Hypothesis 16 states that earnings management is negatively associated with family 

ownership. The results show that aggressive earnings management is negatively associated 

with family ownership. This result is consistent with the findings of Jiraporn and DaDalt 

(2009) and Jaggi et al. (2009) that the level of earnings management in family firms is three-

times lower than that in non-family firms. Similar Wiwattanakantang (2001) finds that 

family-controlled firms in Thailand are likely to have high performance. However, this study 

also finds a positive relationship between these variables, suggesting that, in some cases, 

family ownership can increase earnings management in Thailand. Therefore, hypothesis 16 is 

both accepted and rejected in this study. 

Institutional Ownership 

Prior studies suggest that when institutions hold a significant number of shares, they become 

more actively involved in the monitoring process and disciplining of management, which 
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could increase financial information transparency and reduce earnings management (Choi & 

Seo, 2008; Chung et al., 2002b; Gillan & Starks, 2003; Hadani et al., 2011; Mitra & Cready, 

2005; Rajgopal et al., 1999). However, some studies offer conflicting results (Burns et al., 

2010; Koh, 2003). The current study also finds contradictory results in the relationship 

between institutional ownership and earnings management. Therefore, hypothesis 17 is 

supported. 

Table 7.4 summarises the findings related to ownership structure. 

Table 7.4: Outline of hypotheses and findings according to ownership structure 

Hypotheses Expected 

sign 

Results Note 

 

H14: Earnings management is 

negatively associated with ownership 

concentration. 

 

 

- 

 

Accepted 

 

- Accepted when using approach 1 

- The rest is insignificant 

H15: Earnings management is 

associated with managerial ownership 
-/+ Accepted - Accepted when using approaches 1 

and 4 

- The rest is insignificant 

 

H16: Earnings management is 

negatively associated with family 

ownership 

- Accepted/ 

Rejected 

- Accepted when using approach 4 

- Rejected when using approach 1 

- The rest is insignificant 

 

H17: Earnings management is 

associated with institutional 

ownership 

-/+ Accepted - Accepted when using approaches 1 

and 4 (AEM-) 

- The rest is insignificant 

 

 The Influence of Earnings Management and Corporate Governance on the Cost of 7.2.3 

Equity Capital 

7.2.3.1 Cost of Equity Capital and Earnings Management 

The cost of equity capital variables in this study are estimated using three different models: 

capital asset pricing model, Easton model and the industry adjusted earnings to price ratio. 

The primary purpose of the capital asset pricing model is to explain the expected return of a 

market beta. The expectation is that the expected return will have a positive relationship with 

market beta. Even through, this model has been questioned by a number researchers (Banz, 

1981; Basu, 1977; Bhandari, 1988; Fama & French, 1992, 1993; Rosenberg et al., 1985), who 

provide empirical evidence that market beta alone is not sufficient to explain expected return, 

there remains little direct evidence to support an avoidance of the CAPM model (Da et al., 

2012); it is still the preferred model for estimating the cost of equity capital (Ashton, 1995; 

Graham & Harvey, 2001; Harris et al., 2003; Jagannathan & Meier, 2002; KielholzÃ, 2000; 
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Welch, 2008). Nevertheless, in an attempt to obtain a reliable empirical measurement for the 

cost of equity capital in this study, the Easton model and the industry adjusted earnings to 

price ratio are also used to assess the robustness of the study results. 

Theoretically, earnings management creates investor uncertainty. Because earnings 

management creates information risk for investors, investors will price protect themselves by 

increasing the cost of equity capital (Bhattacharya et al., 2003). As expected, this study 

consistently finds a positive relationship between the cost of equity capital and earnings 

management in both pooled and the fixed effects panel regressions, which supports 

hypothesis 18. This result is consistent with Bhattacharya et al. (2003) and Kim and Sohn 

(2013) who find that the cost of equity capital is high when earnings management occurs. 

7.2.3.2 Cost of Equity Capital and Corporate Governance 

The current study finds consistent results between pooled and panel data. Mostly, the results 

show that the cost of equity capital is associated with corporate governance. However, board 

size and institutional ownership are found to be insignificantly associated with the cost of 

equity capital in the fixed effects panel regression. The significant relationship between 

corporate governance and the cost of equity capital are further summarised below: 

Firstly, cost of equity capital is significantly negatively associated with board interlocking. 

This result suggests that board directors who have multiple director positions are viewed as 

having knowledge, experience and expertise to deal with the problem of the company, 

thereby reducing the cost of equity capital. 

Board size is found to have a insignificant relationship with the cost of equity capital in 

Thailand in both pooled and fixed effects regressions. 

Board independence is found to have a negative relationship with the cost of equity capital. 

The result suggests that the independence of board members reduces the potential agency 

problem, consequently decreasing the cost of equity capital. This result is similar to that 

found in prior studies, which find that board independence reduces financial fraud (Dechow, 

Sloan, & Sweeney, 1996b) and the cost of equity capital (Mazzotta & Veltri, 2012). 

This study also finds that the cost of equity capital is positively associated with CEO-Chair 

duality. The finding suggests that companies that have a CEO who is also board chairman are 

more likely to have higher cost of equity capital. This is because CEO-Chair duality reduces 



 

249 

 

the checks and balance on management and increases the agency problem between 

management and shareholders (Boyd, 1994). 

Audit committee expertise is found to be significantly negatively associated with the cost of 

equity capital. This result suggests that the accounting or financial background and 

experiences of audit committee members can improve the quality of financial information 

which reduce investor uncertainty and the cost of equity capital. This result is consistent with 

the study of Dao et al. (2012) which evidences that firms with an audit committee that have 

long-term accounting and financial experience  are likely to have a low cost of equity capital. 

Audit opinion is found to have a positive relationship with the cost of equity capital. As 

expected, this result suggests that the companies receiving a modified audit opinion 

(qualified, adverse, or disclaimer opinions) are considered to have material misstatement of 

financial reports. Therefore, these companies would have a high cost of equity capital 

because investors will price protect themselves from this material misstatement of financial 

reports. 

Managerial ownership is found to be significantly positively associated with the cost of 

equity capital. The result suggests that managers who own a significant number of company 

shares are likely to have greater control over the company and less likely to be disciplined by 

other managers. Therefore, their controlling power can increase the agency problem, thereby 

increasing the cost of equity capital. In Thailand, the relationship between managerial 

ownership and the cost of equity capital has not been examined. However, Dhnadirek and 

Tang (2003) find that managerial ownership reduces firm performance in Thailand. 

Lastly, institutional shareholders are found to have an insignificant relationship with the cost 

of equity capital in Thailand. However, when analysing pooled data regression, institutional 

shareholders are found to have a positive association with the cost of equity capital, 

indicating that institutional shareholders collude with managerial owners to pursue strategic-

alignment objectives, such as not performing adequate monitoring. This result is consistent 

with the findings in Regalli and Soana (2012) and Jiang and Anandarajan (2009) that 

institutional shareholders could pressure management to exercise earnings management with 

the purpose of increasing the value of their shares. 

Table 7.5 summarises this study’s findings related to the influence of earnings management 

and corporate governance on the cost of equity capital.  
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Table 7.5: Outline of hypotheses and findings according to the influence of earnings management and 

corporate governance on the cost of equity capital 

Hypotheses Expecting  

sign 

Results Note 

 

H18: Cost of equity is 

positively associated with 

earnings management 

 

- 

 

Accepted 

 

- Accepted when using 

cost of equity capital 

estimated from Easton 

model and Industry 

Adjusted E/P model 

 

H19: Cost of equity is 

associated with corporate 

governance 

 

-/+ Accepted - Board interlocking, 

accepted when using 

CAPM model 

- CEO-Chair duality, 

accepted when using 

Industry Adjusted E/P 

model 

- Audit committee 

financial expertise, 

accepted when using 

CAPM model 

- Audit opinion, accepted 

when using Easton 

model and Industry 

Adjusted E/P model 

- Managerial ownership, 

accepted when using 

CAPM model 

- The rest is insignificant 

 

7.3 IMPLICATIONS OF THE STUDY 

The present study may be of benefit to several groups of participants:  

 Investors  7.3.1 

This study could help investors with their decision-making process. From the results of the 

trends in earnings management, it can be seen that, even after the introduction of corporate 

governance regulations in Thailand in 2002, earnings management still occurs in Thai listed 

companies. Investors should keep in mind that the implementation of corporate governance 

rules alone does not always help to reduce earnings management practices. In this regard, 

investors should consider corporate governance as a one among other factors that might 

affect the quality of financial information. Relying on only whether a company implements 

good corporate governance practices might not be a sufficient indicator on which to make 

investment decisions. Nevertheless, the results of this study provide indications of which 

corporate governance mechanisms are helpful in reducing managements’ propensity to 

manipulate a company’s earnings. For example, the results of this study indicate that board 
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size, board independence, audit committee activity, audit committee financial expertise, and 

audit fee can mitigate earnings management. Therefore, apart from carefully scrutinizing 

reported financial statements, investors can also study information – provided by the 

company or the Stock Exchange of Thailand – on these corporate governance attributes. 

 Regulators 7.3.2 

The results of this study show that some corporate governance variables are found to reduce 

earnings management and the cost of equity capital. However, some are found to be less 

useful in reducing earnings management and the cost of equity capital. In the light of these 

findings, corporate governance agencies, especially regulators, should continue to demand 

and enforce those requirements related to corporate governance variables which can 

effectively mitigate earnings management. This will lead to lower cost of equity capital and 

will encourage firms to realise the importance of good corporate governance, However, 

corporate governance agencies need to reconsider their stance or, if the benefits exceed the 

cost, abandon the requirements that are not reducing earnings management. It is important to 

note that the conventional variables of corporate governance broadly used around the world 

may not be effective in the Thai context. Therefore, corporate agencies such as the Stock 

Exchange of Thailand and the Securities and Exchange Commission may need to reconsider 

their current corporate governance requirements and investigate alternative factors for 

improving the quality of corporate governance in Thailand where the concentration of family 

ownership is high and there is a unique business environment. For example, from the Stock 

Exchange of Thailand and the Securities and Exchange Commission’s perspectives, having 

too many positions of board members could reduce the board’s monitoring ability. Thus, the 

“Principles of Good Corporate Governance For listed Companies” suggest that individual 

board members should not hold more than five directorships in publicly listed companies 

(The Stock Exchange of Thailand, 2012). However, the results from this study strongly show 

that board members that hold multiple directorial positions outside the company are likely to 

have the varied knowledge, expertise and experience that could be used to constrain earnings 

management. Therefore, to limit the number of board positions an individual board member 

can hold may not be a good principle for improving the quality of the corporate governance 

in Thailand. 

 Academics, Researchers and Practitioners 7.3.3 

The results from this study can be used to educate accounting students (the future 

practitioners) about the importance of the accuracy and transparency of financial information 
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and business ethics while preparing the financial information. As well, students could be 

educated on how serious and harmful earnings management will be for the company (i.e. 

high cost of equity capital) and all stakeholders (i.e. adverse decision making) and 

discouraged from becoming committed to aggressive earnings management practice. 

To the best of my knowledge, this study is the first study that focuses on the relationship 

between earnings management, cost of equity capital and corporate governance in the Thai 

context. Internationally, there is very little research in the area of earnings management and 

the cost of equity capital. 

Especially, earnings management in this study is estimated across five different discretionary 

accruals models. Even though the Modified Jones model has been used extensively to 

estimate discretionary accruals as a proxy for earnings management, this model has been 

questioned in terms of its accurateness and reliability (Kasznik, 1999; Kothari et al., 2005; 

Larcker & Richardson, 2004). Therefore, to ensure robust conclusions, this study also 

employs the extended Modified Jones model, the Performance Matched discretionary 

accruals (with current ROA), the Performance Matched discretionary accruals (with lagged 

ROA), the Cash Flow Modified Jones model, and the Modified Jones model with cash flow 

and book to market. 

This study is also the first study that I am aware of that segregates the value of discretionary 

accruals into four different approaches: earnings management with sign (positive and 

negative value of discretionary accruals), earnings management without sign (absolute value 

of discretionary accruals), two groups of earnings management (low and aggressive 

discretionary accruals), and three groups of earnings management (negative aggressive, low, 

positive aggressive discretionary accruals). The value of earnings management estimated 

across different models and identified into different approaches could reveal new insights 

into both results and approaches to research. 

 Users of Financial Information 7.3.4 

This study could benefit financial information users because they can see which corporate 

governance mechanisms are powerful in limiting aggressive earnings management practices 

by managers, and thus could increase the quality of financial information. Given the 

importance of financial information in the decision making process, this study could allow 

users to be able to evaluate the quality of financial information through the corporate 

governance mechanisms provided by companies. 
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 Corporations 7.3.5 

This study provides evidence that some corporate governance variables can mitigate earnings 

management and reduce the cost of equity capital of the company but some cannot. 

Therefore, the results of this study could help corporations improve the quality of their 

corporate governance, which could reduce management’s propensity to manipulate company 

earnings and gain the trust and confidence of investors. However, with corporate governance 

variables that are found to be weak in reducing earnings management, such as board meeting, 

audit committee size, and ownership concentration, the company should improve or change 

the factor that might introduce poor performance (keeping in mind that changes made by 

companies should not violate the code of best practice of corporate governance). 

7.4 LIMITATIONS OF THE CURRENT STUDY 

Even though this study provides a comprehensive examination using a range of models to 

determine earnings management and cost of equity in Thailand, some limitations must be 

noted:  

1. A potential limitation of this study is the political uncertainty in Thailand. This 

instability and uncertainty over current and future policies related to corporations 

could influence the financial reporting practices of firms and may limit the 

generalizability of the findings. 

2. This study uses data from all non-financial companies that were listed on the Stock 

Exchange of Thailand on 31 December 2010. Some companies that were operational 

during the study period were not captured by this list as they had delisted before 31 

December 2010. Lack of access to data prevented the inclusion of these delisted 

companies in the sample, therefore, introducing survivor bias in the sample analysed. 

3. Although a dummy variable is employed in the current study in an attempt to capture 

the influence of the International Financial Reporting Standards, the dynamic nature 

of corporate responses to the Standards is not captured in the present study. 

4. In relation to corporate governance variables, such as board interlocking, audit 

committee expertise, managerial ownership, family ownership, and institutional 

ownership, this study employs the percentage approach to capture their characteristics 

rather than simply using the dummy variables approach. It could be argued that, at a 
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philosophical level, corporate governance is a qualitative construct and may not be 

adequately captured with the quantitative measures employed in this study. 

5. For the robustness test, it is important to note that even if the SEC entrusted Thai 

Rating Information Services Co., Ltd to conduct a corporate governance rating service 

in 2002, Thai listed companies were not initially encouraged to receive corporate 

governance ratings and had the option of not subjecting themselves to it. 

Consequently, the corporate governance score data for Thai listed companies was 

only fully available from 2006 to the present. Therefore, the sample of the robustness 

test is only examined for five years: 2006 to 2010. Consequently, sampling used in 

the robustness test dropped by more than 50 per cent compared to the sample used in 

the main analyses. 

6. In an attempt to obtain a reliable empirical measure for the cost of equity capital, 

recent studies have extensively used different measures introduced by Botosan and 

Plumlee (2002), Claus and Thomas (2001), Gebhardt et al. (2001a), Ohlson and 

Juettner-Nauroth (OJ) model developed by Gode and Mohanram (2003). However, 

the information related to these models is not obtainable in Thailand. 

7. A final limitation is that causality, simultaneity, and endogeneity are not checked and 

applied in this study. 

7.5 RECOMMENDATIONS FOR FUTURE RESEARCH 

This study makes a considerable contribution to the exploration of the influence of corporate 

governance on earnings management and the influence of earnings management and 

corporate governance on the cost of equity capital in Thailand. However, some issues have 

not been covered in this study. The following areas could be of benefit from future research 

to fill gaps in the research and extend knowledge: 

1. One possible path for future research is to investigate the motivations and techniques 

used by Thai company managers to manipulate earnings. This will provide in-depth 

understanding on ways to mitigate the occurrence of earnings management in 

Thailand. 

2. Future study could also examine the relationship between corporate governance and 

earnings management in banks, financial institutions, and insurance companies in 
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Thailand to gain a better understanding of whether the different corporate governance 

principles issued by the Bank of Thailand (Central bank) for these institutions 

mitigate earnings management practice. Also, lacking is research on the earnings 

management practices in non-listed companies. 

3. An investigation, such as carried out for this study, which focused on Thailand, could 

be carried out for other Southeast Asian countries with similar ownership structures 

and business environments as occur in Thailand. This might provide a more 

comprehensive understanding of the relationship between earnings management, cost 

of equity capital, and corporate governance mechanisms across countries. 

4. This study uses five discretionary accruals models and four different approaches to 

estimate the level of earnings management in Thailand. However, it was not the 

intention of this study to examine which model and approach is best at capturing 

earnings management. Therefore, future studies could investigate the efficacy of each 

approach in determining earnings management. 

5. To extend the role of corporate governance in mitigating earnings management and 

the cost of equity capital in Thailand, other corporate governance mechanisms related 

to shareholders and stakeholders, such as rights of shareholders, equitable treatment 

of shareholders and the role of stakeholders, should be considered as a part of the 

corporate governance variables. 

6. Future research could employ a mixed-methods approach to capture both qualitative 

and quantitative measures of corporate governance to explore the extent that 

qualitative measures influence earnings management in Thailand. 

7. Tests on the causality, simultaneity, and endogeneity could be assessed and applied in 

future studies. 
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TABLE A:1 

Descriptive statistics relating to variables employed in the estimation of non-

discretionary accruals (Baht ’000) 

variable

s Mean StdDev Min Max 

Lower 

Quartile 

(p25) Median (p50) 

Upper 

Quartile 

(p75) 

skewnes

s 

kurtosi

s 

                    

ASST 
  

11,070,488.69  

     

38,977,915.25  

             

91,766.40       771,566,030.00  

  

1,093,087.00     2,252,253.00  

  

6,228,363.00  10.38 148.31 

REV 
  

10,723,307.38  

     

71,039,143.72  

                  

993.00    1,930,179,989.00  

     

806,581.00     2,007,470.00  

  

4,783,659.00  19.71 455.60 

AR 
    

1,046,232.82  
       

6,586,573.01  
                    

10.00       190,548,929.00  
       

79,074.00        255,258.60  
     

781,955.50  32.33 1314.91 

PPE 
    

3,292,082.29  

     

14,746,482.40  

                    

17.00       218,120,985.00  

     

192,926.50        490,964.50  

  

1,309,031.00  9.68 115.28 

                    

Note: ASST is total assets, REV is revenue, AR is accounting receivable, and PPE is Property, Plant and Equipment. 

This table provides the descriptive statistics for the variables employed in the estimation of 

non-discretionary accruals. It shows that the average Thai listed firms has reported total 

assets BHT 11.07m, revenue BHT 10.72m, account receivable BHT1.04m, and property, 

plant and equipment is BHT 3.29m. In addition, the minimum and maximum value of total 

assets ranges from BHT 91.76m-771.57m, revenue  ranges from BHT 0.99m-1.93m, account 

receivable rages from BHT 0.01m-0.19m, and property, plant and equipment, ranges from 

BHT 0.01m-0.22m. 
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TABLE A:2 

Trends in Corporate Governance variables over the study period 

Year      bint      bsize bind bmeet acact acind acsize acexpert   adfee  nadfee owncon mngown famown inshare 

                              

2003 0.194 11.096 0.305 6.338 6.004 1.000 3.043 0.351 13.709 2.970 0.007 0.001 0.002 0.002 

2004 0.207 11.115 0.321 7.519 5.432 0.918 3.050 0.380 14.023 2.585 0.007 0.001 0.002 0.001 

2005 0.214 11.009 0.332 7.555 4.881 1.000 3.090 0.396 13.874 2.238 0.007 0.002 0.002 0.001 

2006 0.253 10.861 0.329 6.727 6.727 0.888 3.104 0.387 14.020 1.768 0.007 0.001 0.002 0.001 

2007 0.224 10.875 0.350 7.578 5.979 0.883 3.093 0.397 14.195 2.413 0.097 0.014 0.015 0.017 

2008 0.208 10.749 0.360 7.496 5.467 1.000 3.150 0.411 14.201 2.842 0.751 0.173 0.193 0.096 

2009 0.210 10.576 0.360 6.931 6.129 0.998 3.162 0.409 14.168 2.871 0.742 0.096 0.185 0.081 

2010 0.448 10.566 0.392 7.388 5.838 1.000 3.135 0.406 14.164 2.664 0.724 0.134 0.189 0.068 

                              

Note: all variables are as described previously. 

This table shows trends in the corporate governance variables. From this table, on average, the proportion of board interlocking in Thailand 

increased from 19% in 2003 to 45% in 2010. The number of board members has remained relatively static through the same time period with 

around 10 members per company. As per the requirement of the SET, one third of board membership should be board independent. This table 

shows that listed companies generally comply with this SET requirement with an average of 30% members of board independence. In terms of 

board meetings, the frequency of board meetings remained consistent from 2003-2010; around 6-7 times per year. Similarly, audit committee 

meetings were held around 5-6 times per year. In Thailand, audit committees are required to be independent from the company. As it can be seen 

from this table, more than 88% of these committee were independent. Thai listed companies generally have 3 audit committee members on the 

board and usually at least one of these members (around 35%-40% of the audit committees) will have accounting or financial experience and 

backgrounds. In general, the ownership structure such as the proportion of management ownership, family ownership and institutional 

ownership fluctuated during the study period. However, only ownership concentration increases through the study period. 
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TABLE A:3 

Trends in Control variables over the study period 

 

Year roa lev cfo logasset mtb block beta 

                

2003 0.073 0.477 0.046 14.856 2.693 19.175 0.608 

2004 0.089 0.413 0.068 14.787 2.098 20.614 0.662 

2005 0.074 0.396 -0.028 14.869 1.521 22.175 0.562 

2006 0.069 0.398 0.082 14.941 1.668 7.218 0.667 

2007 0.063 0.397 0.066 14.910 1.887 6.020 0.503 

2008 0.019 0.419 0.048 14.951 0.966 6.403 0.579 

2009 0.048 0.426 0.082 14.973 1.474 7.040 0.512 

2010 0.075 0.402 0.060 15.038 1.761 6.273 0.474 

                

Note: all variables are as described previously. 

The table above shows that, on average, the return on assets of Thai listed companies was 

around 6% to 7% during the study period. However, this value dropped in 2008, the year of 

Global Financial Crisis, to only 2%, rising slightly higher in 2009 to 5%. Leverage ratio is 

consistent through the study period at around 40%. On average, the cash flow from operation 

was around 4% to 8%. However, in 2005 this value dropped to -2.8%. Market to book ratio in 

this study ranges from 0.97 to 2.69. The proportion of block shareholders were high at the 

beginning of the study period at around 20%, dropping to around 6% from 2006 until the end 

of study period. Finally, on average, beta ranged from 47% to 66% during the study period. 
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TABLE A:4 

Variance Inflation Factor (VIF) Test results 

Variable VIF 1/VIF 

   bint 1.32 0.760 

bsize 1.89 0.530 

bind 1.77 0.565 

ceodual 1.12 0.894 

wbmeet 1.38 0.725 

acact 1.38 0.724 

acind 1.60 0.624 

acsize 1.10 0.910 

acexpert 1.06 0.943 

adrepu 1.17 0.856 

adfee 1.82 0.549 

adopin 1.16 0.865 

nadfee 1.10 0.905 

owncon 9.85 0.102 

mngown 1.83 0.547 

famown 2.08 0.480 

insshare 1.35 0.741 

roa 1.17 0.855 

lev 1.20 0.832 

logasset 2.36 0.425 

block 1.35 0.740 

beta 1.73 0.578 

ifrs 12.83 0.078 

   Mean VIF 2.22   

        Note: All variables are as described in Table 5:4 

This test finds that ownership concentration is just under 10 and international financial 

reporting standard is 12.83. This indicates that multicollinearity between these variables 

exist. This multicollinearity may be caused from the inclusion of year and industry dummies 

in the model. According to Wissmann and Toutenburg (2007), multicollinearity problems can 

arise from the use of dummy variables. As a precaution, the regression models were rerun 

without industry and year dummies. It is found that the results were unaffected when these 

were excluded. Therefore, it is concluded that multicollinearity is not an issue in this study. 
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TABLE A:5 

Hausman Test for the Influence of Corporate Governance on Earnings Management 

Coefficients 

 
(b) (B) (b-B) sqrt(diag(V_b-V_B)) 

 
fixed random Difference S.E. 

     bint -.0088189 -0.000324 -0.008495 0.010061 

bsize -.0016798 -0.003326 0.001647 0.001928 

bind -.1085721 -0.046170 -0.062403 0.025794 

ceodual .0051006 0.000043 0.005057 0.006733 

bmeet .0004002 0.001733 -0.001332 0.000816 

acact -.0005031 -0.001023 0.000520 0.000658 

acind -.0593927 -0.057855 -0.001538 0.010351 

acsize .0052527 0.005770 -0.000517 0.005910 

acexpert -.0224456 0.014090 -0.036536 0.018611 

adrepu .0026096 0.005558 -0.002949 0.007013 

adfee -.0091464 0.001691 -0.010838 0.005273 

adopin .0158008 0.012584 0.003217 0.004368 

nadfee .0014405 0.000171 0.001270 0.000524 

owncon .0083648 -0.025960 0.034325 0.013178 

mngown -.0059607 0.023254 -0.029215 0.017421 

famown -.0085493 0.010887 -0.019436 0.018809 

inssahare -.0184011 -0.028599 0.010198 0.023046 

roa .0019730 0.001741 0.000232 0.000181 

lev .0701000 0.055302 0.014798 0.028206 

cfo -.0546544 -0.063793 0.009138 0.001719 

logasset .0241650 0.000117 0.024048 0.011839 

mtb .0021986 0.002041 0.000157 0.000551 

block .0002284 0.000357 -0.000128 0.000187 

beta .0046732 0.021933 -0.017260 0.005274 

ifrs .0166156 0.033023 -0.016407 0.008655 

 

        
b =  consistent under Ho and Ha; obtained from xtreg 

B = inconsistent under Ha, efficient under Ho; obtained from xtreg 

Test:  Ho:difference in coefficients not systematic 

chi2(25)    = (b-B)'[(V_b-V_B)^(-1)](b-B) 

    =      164.09 

Prob>chi2  =      0.0000
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TABLE A:6 

Trends in Cost of Equity Capital variables over the study period 

Year CAPM EASTON 
INDUSEP 

2003 0.230 0.197 0.049 

2004 0.229 0.260 0.105 

2005 0.209 0.325 0.108 

2006 0.028 0.274 0.078 

2007 0.063 0.256 0.052 

2008 0.021 0.349 0.140 

2009 0.078 0.262 0.050 

2010 0.101 0.240 0.046 

 

The cost of equity capital estimated from the Easton model and the Industry Adjusted 

Earnings to Price Ratio model follow a consistent trend through time with both models 

displaying the highest cost of equity in 2008; the year of the Global Financial Crisis. 

However, when using the CAPM to estimate the cost of equity capital, the cost of equity is 

estimated to be low in this year. 

0.000

0.100

0.200

0.300

0.400

2002 2004 2006 2008 2010

CAPM EASTON



 

297 

 

 TABLE A:7 

Hausman Test for the Influence of Earnings Management and Corporate Governance 

on the Cost of Equity Capital 

 

 
(b) (B) (b-B) sqrt(diag(V_b-V_B)) 

 
fixed random Difference S.E. 

     emmj2 .0562732 0.0451781 0.0110951 0.0097122 

bint -.0123537 -0.0028222 -0.0095315 0.0084384 

bind -.1242495 -0.0895423 -0.0347073 0.0208904 

bsize -.0024939 -0.0019354 -0.0005585 0.0014795 

ceodual -.0013147 -0.0017075 0.0003928 0.0054113 

acexpert -.035723 -0.0134247 -0.0222983 0.0145170 

adopin .002669 0.0017128 0.0009562 0.0036664 

mngown .0829879 0.025636 0.0573519 0.0131173 

inssahare -.0402915 -0.0058488 -0.0344427 0.0156605 

roa .0001501 0.0001073 0.0000428 0.0001568 

lev .006616 0.0037416 0.0028744 0.0220760 

cfo -.0008997 0.0003866 -0.0012863 0.0015039 

logasset -.0112493 0.0007766 -0.0120259 0.0084542 

mtb .0022989 0.0016554 0.0006435 0.0004767 

big4 -.0099539 -0.0043764 -0.0055776 0.0057962 

block .0007206 0.0001684 0.0005522 0.0001280 

beta .2515237 0.254684 -0.0031602 0.0041719 

ifrs -.0748184 -0.0821366 0.0073182 0.0028060 

 

        
 b = consistent under Ho and Ha; obtained from xtreg 

 B = inconsistent under Ha, efficient under Ho; obtained from xtreg 

Test:  Ho:  difference in coefficients not systematic 

chi2(18)    =  (b-B)'[(V_b-V_B)^(-1)](b-B) 

              =        60.57 

Prob>chi2  =       0.0000 

 




