ACKNOWLEDGEMENTS

First and foremost, thanks be to Jesus Christ, Lord Almighty who has
provided the guidance and blessings to finish the thesis entitled: The Impact of Firm
and Board Characteristics on Earnings Management. The thesis comprises of
knowledge, experiences, and efforts that has been done throughout a three and a
half year period of study at Pelita Harapan University, which is intended for the
attainment of Bachelor’s Degree in Economics (Accounting) at Pelita Harapan
University’s Business School, Lippo Village, Tangerang, Banten.

This thesis would not have been possible to complete without the guidance,
support, and prayers of the people affiliated with the writer. In this opportunity,
writer would like to express gratitude and also give the highest respect to those
mentioned below:

1. Niel B. Nielson, M.A., Ph.D., as the Dean of the Faculty of Economics at
Pelita Harapan University.

2. Dr. Antonius Herusetya, Ak., M.M., CA. as the Head of Study Program of
Accounting.

3. Herlina Lusmeida SE., MM., Ak., CA as the supervisor of this thesis for her
time, advice, guidance, patience, critics and input, and also for sharing the
knowledge needed to aid in the completion of this thesis.

4. Mr. Mulyadi Noto Soetardjo, Mr. Carlito M. Monzon, Mrs. Sandra Inawaty,
Mr. Irwan Suarly, Mr. Eduard Ary Binsar Naibaho, Mr. Yong Bom Lee, Mr.
Matthew Rodney Malcolm, Mr. Aloysius Harry Mukti, Ms. Silvia

Dewiyanti, Ms. Ritha Nainggolan, Mr. Septian Bayu, and many more

Vi



lecturers at Pelita Harapan University writer has failed to mention, for their
share of knowledge, support, encouragement, and patience.

Ronald Bambang Utomo Roy, Yeni Ekapuspa Gunawan, Joel Christopher
Purnomo, as writer’s beloved and most cherished family members for their
endless love and support throughout the life of writer.

Eling Dwipasari Gunawan, Laura Geraldine Santoso, Lusiana Gunawan,
Stephanie Jessica Wargono, Jennifer Kaylee Wargono, Katherine Clara
Wargono, as extended family members who have always been there to cheer

up and give moral support to writer during times of need.

. The CETAR members, Tesalia Tamara Ohandi, Juliana Handriani Suratio,

Evalia Josephine, Cindy Putri Setiadji, Lethicia Caroline Kosasih, Tamara
Angelina Sugita, Giffin Velasta Santosa, Monica Angellina, who have been
by writer’s side since the first semester of university life.

. Accounting A 2015 classmates, Beatrice Lorenzo, Carol Lee Dharmawan,
Claudine Jessica, Chung Ha Neul, David Herman, Grace Christanti,
Gracedelia Cunnoris, Do Gyeong Tae, Joseph Wei, Joshua Kurniadi, Kevin
Tanumihardja, Kim Hyo Bin, Lee Ho Jae, Lim Hye Man, Noh Young Jin,
Randy Julio, Stephanie Novita Sirambang, Tamara Diella, for the
unbreakable bond of friendship and support throughout university life.
Devinna Nathalia, Meldeen Pratiwi, Danetta Tirtakencana, Kristoffer
Aleksander, Nigel Cakrawardha, Nia Christy, Raymond Felix, Arya
Ganesha, Natasha Marxyz, for being the best people to help me cope

through elementary, middle school, and high school all together.

vii



10.

11.

i[2.

ey

14.

15.

Ms. Donna Crook, Mr. Denise Rentiquiano, Mr. Bartlomiej Wasik, Mr.
Daru Janarto, Mrs. Fera Luciawati, and 12 years’ worth of elementary,
middle school, and high school teachers, for guiding and nurturing writer up
to this point of completing a thesis paper.

Beloved Accounting A 2016 juniors, Whitney Claudian, Raymond Kurnia,
Helen Johana Lu, Vincent Young, Tasya, Ricky Gunawan, Celine Wie,
Enrico Suhanda, Jesselyn Hartono, Nadya, for being unexpected friends and
part of writer’s university family.

To writer’s mentor, Willian Tantono, for the guidance given during the
adaptation period at Pelita Harapan University.

To writer’s mentees, Kenang A. Subakti, Calvina Veronica, Praisy Laoh,
Velda Verika, Enike Kris, Sheryn Leony, Zoevine, Cyndi Gabriela, Gilda
Anindita Putri, Jasmine who have always been dear to writer.

Chief mentor, Heidy Natalia Kindy, for being a big sister during writer’s
time as a mentor.

Demmi, Cindy Lie, Kezia Gabby, Felicia Huang, Nadya Poernama, Gerald
Sevtanu, Ansen Chandra, Nabilah, Ayu Boesono, Alissa Miranda Pitoy,
Cheryl Anne, Elisabeth Bobby, Erlyn Yulita, Josephine Stephanie, Apriani
Nyarong, Yolanda Chrisman, and many more fellow mentoring family
members writer have failed to mention, for the unending support,

encouragement and memories spent together.

viii



16. Chelsea Lin, Heidy Natalia Kindy, Michelline Tan, Cicilia Wijaya, Athalya
Deta, Kristian Taruna, Janice Vianda, Calvina Huang, Jessica Nanny and all

seniors who have taught the writer during lab classes.

Lastly, writer apologizes should there be any mistake in content or any
shortcomings in this thesis, and writer will receive any critics, suggestions, and
comments gladly, which in turn will become input and advice for the writer. The

writer hopes this thesis will be beneficial and be put to good use.

Tangerang, 14 December 2018

Author



TABLE OF CONTENTS

COVER PAGE

STATEMENT OF ORIGINALITY OF THESIS

AGREEMENT OF MENTORING GUIDANCE FOR THESIS

THESIS EXAMINING COMMITTEE

ABSTRACHESEESE, . .. . o .o g A ... v
ACKNOWLEDGEMENTS. ............cccooiiiirieeenne salinnann gl s dessh e e e S e eeeeees Vi
LIST OF TABIE PRI ..................... e R ... Xvi
FABLE Qi FRCGUEEEE. .. ........... S ——y . W Xvii

CHAPTER I INTRODUCTION

PEBagkground .. .. o ,............ SO RO ... M. it .. 1
1:2"Reseanich Problem..... S e ................ e ... 4
TRResearCiBbjectives——0" .~ [ L. el 0k ... S0 ........ 5
1.4 SIgRIfICENceGESIHEY ==.... . . N i M. .7 e e s aal ... 5
SRR o 275 o] ST R e ——— I 6
1.6 SyStematiC DISCUSSION ... .ueeiiieeeirieeiireeesitee e e stie e e stre e e e et e e tae e s aae e 6

CHAPTER 1 INTRODUCTION ..ottt 6

CHAPTER 2 THEORETICAL FRAMEWORK AND HYPOTHESIS

DEVELOPMENT ..ottt 7

CHAPTER 3 RESEARCH METHODOLOGY .......ccoceiiiiiiiiiiiicciiee 7



CHAPTER 4 RESULTS AND DISCUSSION.........cccoiiiiiiiiiiicice 7

CHAPTER 5 CONCLUSION AND RECOMMENDATION ......cccccvivvvennnn. 7

CHAPTER Il THEORETICAL FRAMEWORK AND HYPOTHESIS

DEVELOPMENT

2.1 Basic Concept DefiNItIONS .........coiuiiiiiiiiiiiie it 8
2.1.1 HabiNgSIANAGEMENT ...osmmrnanssseosee s es - nnnes nnn AR R -+ -+ eeeeeeerneens 8
2.1.1.1 INfOrmation ASYMIMELIY ........coiuiiiiieiitaieesireesineesieesneessbeeneee e 9
2.1 1 2AGENCYRTIHEGRY ....................... A ..o B 9
2.1.2 Earnings Management TECANIQUES .......ceerverrieerieeiiieeiieeniieeniee e 10
2.1.2.1 Accrual Based Earnings Management.........c..cceeevveeiiveeeseneesnnne. 10
2.1.2.2 Real Earnings Management .........ccceecveeiaveeineeeeiieeseieee s eeesnnnes 11

2. 1aSIRIrM CharacteTTSUEEE. . Raituu ey ... .. St e, Aot .. 12
LR T T . m— L e . 12
2.1:8. 2 FIrEeverage— . . & i e .. e nan s aaaaas sl e 12

P B R T INEIs o NE ||| B e R 13
2.1.4 Board CharaCteriStiCS.........ueiuiireriesieniieiiesie e 13
2.1.4.1 Independence of Board of DireCtors.........ccoocveevvivvieeiiiiinee i, 13
2.1.4.2 CEO DUAILY ..ottt 14
2.1.4.3 B0AId SIZE .....ooviiiieiee e 14
2.1.4.4 Board OWNEIShIP ....ccoiiiieiiie e 15

Xi



2.1.4.5 Board COMPOSIEON ......eetiiiiieiiieiiee ettt 15

2.1.4.6 Audit COMMITLEE ....cuviiiiiiiie e 16

2.2 LIEEIary REVIBW......coiuiiiiiiiiie it 16
2.3 Conceptual Framework ...........cooiiiiiiiiieiiesee e 20
2.4 Hypothesis DevelOpmENt..........ccooveorereeneaneesas s oo sleashcceneeenneeeneennane 21
2.4.1 Firm Financial Leverage and Earnings Management.......................... 21
2.4.2 Firm Size and Earnings Management........ccceuueereerieeiieennesienesneenns 22
2.4.3 Firm Audit Quality and Earnings Management.............cccooeeeieeinenne. 23
2.4.4 Independence of Board Of DifBCIOIS. ..ot turteeiunscstiaas’ .. hesuis oreerasan. 24
2.4.5 Chief Executive Officer Duality ......cccciceeiiieeiiiien e 25
Z4.6080ard Sizeu.. ¥ _........... SO L. ............ 25
24505hare Ownership “SSE hiE————— .. .............. SO 26
2:4. 8 BoarehCompeaSiton——" . [ S ¥ et e ..o sl ... 27
2.9 Audit-CommitioaSize ... ¥t . 28

CHAPTER I RESEARCH METHODOLOGY

3.1 Population and Sample.........cooieieiiiieei e 29
3.2 Estimation MOdel...........ccooiiiiiiii 30
3.3 Operational Variable Definition ...........ccccoooviiiiiii i, 31
3.3.1 Measurement for Dependent Variable: Earning Management ................ 31

3.3.2 Measurement for Independent Variable: Firm and Board Characteristics33

xii



3.3 2. L FIrM LEBVEIAgE ...t 33

3322 FIMM SHZE et 34
3.3.2.3 Audit QUANTY ..o 34
3.3.2.4 Board of Directors INndependence ............cccoevvieriieniieinieiiiennnn 35
3.3.2.5 Chief Executive Officer Duality............ccooviiiiiiiiiiniiiiiciccn 35
3.3 L CREEESIZE ... o O v R R e 36
3.3. 2B EANdIOMRErSNID ...ceevvveerreeier e R ... 36
3:3:2 SR SEAERCEIIEEEItioN .. ............. i SRR R .. 36
3.3 . OO NEIEEIIITCe .......... . W 37
3.4 Method for Data ANAIYSIS...........eeeiueeeiieeeiieeesreeesnnee e sie e seaeasaee e iee e 37
3. 4. 08 Descript NESSERTISHES. ........... N . ............ 0L 38
342 Niultiple Regress R e, ................. Jf . . . 38
5,4.2.1 Gpefficientnf-Deterninati O St 39
N2 2 E=StatstiaS . . e " 39
S e S A e e P e 39
3.4.2.4 Test of Classical ASSUMPLION .............ccoveeiiiieiiiie e 40

3 4.2.5 NOrMAIILY ..o 40
3.4.2.6 HeteroSCedastiCity ..........eecvureeiiiee e 41
3.4.2.7 MUItICOIIINEAITLY ...veeeivieeciie e 41
3.4.2.8 AULOCOITEIAtION ......coviieic e 42

Xiii



CHAPTER IV RESULTS AND DISCUSSION

4.1 Overview of Research Data (ObServations) ...........ccccceovvverieenieniieniieniee 43
4.2 DeSCrIPtiVe SEAtISTICS ......ccvveiiieiiieiie e 44
4.3 Test of Classical ASSUMPLION ........ccooiiiiiiiiiiiiie e 46

4.3.1 NOIIER | ity - cot ... O ...................... 46
4.3.2 }SUIOBERIEIAtION. . ... .o N G v e s RO bl e eeeeee e 50
4:3.3 MeteroskedastiGity ................cccooveeerrree. suliunmanupllonnnd it oee el veereense 52
4.3:4 MUIEICOMIMEARIEYER. ... ................. .48 et ng e v ese e e 53
4.4 FHypsithcGiSREESIN .. ........ ... S ———y. . W...0.. . ... 54
4.4.1 Coefficient of Determination (R?)..........ceeeeeeeereevieeesieeeeenseeeeenenn, 54
4, 4020 -StatistogR.. . .......... G5 SS S ............ S 55
4 ASIERStatistics. ........ A Eu R . ................ SOl 56
498 AnalysSIS Gf ReqresSsinm—. Fr [ . A ¥ s s tns s radbinell . ... 56
4. 5% Fipm_Leveragesrr........ N i, . o 56
4 A B S I e e A I e 57
4.5.3 Firm Audit QUAITLY ....cciieieiiee e 58
4.5.4 Independence of Board of DireCtors.........ccoovvuvvieeiiiiiiieeiiiiiieesiiiineen 59
4.5.5 CEO DUAILY ....ccuviiiieiiiece et 60
4.5.6 BOAIT SIZE....cueiiiiiieiieie e 60
4.5.7 Share OWNEISNIP .....vvviiiiieie e 61

Xiv



4.5.8 Board COMPOSITION .......cciuriiiieiiieiiie et 62
4.5.9 AUAIt COMMITEEE .....eiiiieiei e 63

CHAPTER V CONCLUSION AND RECOMMENDATION

5.1 CONCIUSION ...t 65
5.2 IMPliCEIRS . .l i i ... A ...................... 68
5.3 ResaaiCHABIMIKALIONS . .. .o .o v ARt <o eeeee e 69
5.4 ReCONIMENUATIONSS, ...................c.ovvererrre. e A W ... 70

REFERENCES

APPENDIX A

APPENDIX B

APPENDIX C

XV



LIST OF TABLES

Table 2.1 List Of Literary REVIEW. ........cocviiiiiiiiiiiereeesee e 16
Table 4.1 Summary of Research Data ..........ccccveiivieiiiie e 43
Table 4.2 DeSCriptive SEatiStICS .......ccvureeiiieeiiie e 44
Table 4.3 Result for NOrmality TeSE .....civeeruieiiiiiieiiieiice e 47
Table 4.4 Result for Treatment and Normality TeSt..........ccccvvvveiiiiiiiniiciiennn, 47
Table 4.5 Result of the Durbin-Watson Autocorrelation Test .........c..cccocceevnennn. 50
Table 4.6 Durbin-Watson Result After Treatment ...........ccoceeviveeiiieeiiiee e, 51
Table 4.7 Result 0f WRIte'S TeSt........cooeviieei ittt 52
Table 4.8 Result of MulticOlliNearity TeSt:.....uc e iereieerarnaiannasssiegnssrnessensnreesines 53
Table 4.9 Result OF REQIESSION .............lieiieeiiieeeiireeessseeeasseeaieeeeenssbassnnsesansaneanss 54

XVi



LIST OF FIGURES

Figure 2.1 Conceptual Framework ...........ccooviiiieiiiiiiiiee e 20
Figure 4.1 Result of Normality Probability PIOt ..............cccooiiiiiiii, 48
Figure 4.2 Result of Normality Residual Distribution Plot.............ccccoooeiiiinnene 49
Figure 4.3 Durbin-Watson NUMDBEr LiNe ..........ccveiviiiiiiiieiiieiee e 50
Figure 4.4 Durbin-Watson NUmMbBer LiNe .........c.ccoviiiiiiiiiiiniienie e 51

XVii


file:///C:/Users/Nikki%20Roselyn/Desktop/Thesis/THESIS%20FINAL.docx%23_Toc531866169



