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 ABSTRACT 

An alarming rate of real earnings management (REM) in the Jordanian firms calls for 

concern, given the adverse effects of the practice in the long run. The weak state of 

corporate governance (CG) in Jordan is also considered as a critical issue, demanding for 

reforms of CG practices that can diminish REM. Thus, this study investigated the 

relationship between CG mechanisms and REM practices of non-financial firms listed on 

the Amman Stock Exchange (ASE). The study also tested the moderating effect of 

managerial ownership (MOWN) on the relationship between board of directors’ 

characteristics, audit committee characteristics and REM practices. The data, which 

covered 721 firm-year observations for the period of 7 years (2011-2017), was sourced 

from the annual reports of the listed non-financial companies on ASE. The results show 

that board characteristics (CEO duality and frequency of meeting) and audit committee 

characteristics (independence, expertise and frequency of meeting) are significant 

predictors which can mitigate REM practices in the Jordanian firms. Family ownership is 

also a significant determinant that mitigates REM practices, but MOWN is a weak 

moderating factor in the relationship between CG mechanisms and REM. The current 

study may help regulatory bodies and policy-makers in instituting policies and strategies 

with regards to the credibility of financial reports in Jordan. The study also benefits firms 

in formulating the best corporate strategies and improving their system controls, and the 

users of the financial information, especially the investors in making their financial 

decisions. Future studies may investigate the role that can be played by external CG 

mechanisms (e.g. company valuations, managerial labor market, legal implications and 

others) in mitigating REM activities in the companies. Also, future research can examine 

some external factors that may have indirect effects on the CG’s relationship with REM, 

as it will enrich the existing literature. 

 

 

Keywords:  corporate governance, real earnings management, board of directors’ 

characteristics, audit committee characteristics, ownership structure. 
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ABSTRAK 

Pengurusan pendapatan sebenar (REM) bagi syarikat-syarikat di Jordan berada pada tahap 

yang membimbangkan dan menimbulkan kegusaran kerana amalan tersebut akan 

memberi kesan buruk dalam jangka masa panjang.  Amalan tadbir urus korporat yang 

lemah di Jordan juga dianggap sebagai isu kritikal, yang memerlukan pembentukan 

semula bagi mengurangkan pengurusan pendapatan sebenar. Kajian ini menyelidik 

hubungan di antara mekanisma tadbir urus korporat dan amalan pengurusan pendapatan 

sebenar syarikat bukan kewangan yang tersenarai di Bursa Saham Amman (ASE). Kajian 

ini juga menyelidik kesan pengantara pemilikan pengurusan ke atas hubungan di antara 

ciri-ciri lembaga pengarah, ciri-ciri jawatankuasa audit dan amalan pengurusan 

pendapatan sebenar. Sumber data yang meliputi 721 syarikat bagi tempoh tujuh tahun 

(2011 - 2017) diperolehi dari laporan tahunan syarikat bukan kewangan yang tersenarai 

di ASE.  Dapatan kajian menunjukkan ciri-ciri lembaga pengarah (dwi-peranan Ketua 

Pengarah Eksekutif dan kekerapan mesyuarat) dan ciri-ciri jawatankuasa audit 

(kebebasan, kepakaran dan kekerapan mesyuarat) merupakan peramal signifikan yang 

dapat mengurangkan amalan pengurusan pendapatan sebenar dalam syarikat-syarikat di 

Jordan. Pemilikan keluarga didapati menjadi peramal signifikan bagi mengurangkan 

amalan pengurusan pendapatan, tetapi pemilikan pengurusan didapati menjadi faktor 

pengantara yang lemah dalam hubungan di antara mekanisme tadbir urus korporat dan 

pengurusan pendapatan sebenar. Hasil kajian ini dapat membantu badan kawal selia dan 

penggubal dasar dalam memperkenalkan dasar dan strategi berkenaan kebolehpercayaan 

laporan kewangan di Jordan. Kajian ini juga memberi manafaat kepada syarikat dalam 

memformulasikan strategi yang terbaik dan memperbaiki kawalan syarikat serta pengguna 

maklumat kewangan terutamanya pelabur dalam membuat keputusan akhir. Kajian 

hadapan boleh menyiasat peranan yang boleh dimainkan oleh mekanisme tadbir urus 

korporat luar (penilaian syarikat, pengurusan-pasaran buruh, kesan perundangan) dalam 

mengurangkan aktiviti pengurusan pendapatan sebenar dalam syarikat. Selain itu, kajian 

hadapan boleh meneliti beberapa faktor luaran yang mempunyai kesan tidak langsung ke 

atas hubungan tadbir urus korporat dengan pengurusan pendapatan sebenar, kerana ianya 

dapat memperkayakan literatur sedia ada. 

Kata kunci: tadbir urus korporat, pengurusan pendapatan sebenar, ciri lembaga pengarah, 

ciri jawatankuasa audit, struktur pemilikan. 
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CHAPTER ONE 

INTRODUCTION 

1.1  Background of the Study 

The financial statement displays a picture of an organization’s outcomes and 

consequences of its activities. Management often uses the financial statement for planning 

and control. The financial statement is the primary channel that provides financial 

information to enable external users and investors to make informed decisions of whether 

or not to invest in a particular company. Reported earnings are important elements of the 

financial statement which reflect the past operations and predict the future of the 

organization. Reported earnings are also the addition of cash flow from operations and 

accruals (Olayemi, 2013).  

Reported earnings are metrics that portrays a company’s status and the effectiveness of 

management and depicts the economic realities and financial prospects. Reported earnings 

numbers are important and serve as a means of providing valuable, applicable and 

pertinent information to users, both external and internal (e.g., shareholders, employees, 

investors, debt holders, managers and financial analysts), in making business decisions 

(Olayemi, 2013). 

The heavy reliance on earnings by internal and external users creates an avenue for 

managers to use accounting discretion in arriving at earnings figures. The objective of this 

action is to meet earnings forecasts and thresholds, analyst expectations, executive 

compensation, debt covenants and capital finance, and to influence regulatory decisions 
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(Bernard & Skinner, 1996; Healy & Palepu, 2001; Roychowdhury, 2006). The reason for 

involvement in earnings management activities by managers is to avoid reputation damage 

and strong negative share price reaction that may adversely damage the economy (Scott, 

2015). 

Substantial evidences from a series of corporate events, such as bond issuance (Pae & 

Quinn, 2011), seasonal equity offerings (Cohen & Zarowin, 2010), Initial Public Offerings 

(IPOs) (Kamel, 2012) and corporate scandals, which occurred in the recent past, have 

shown that managers do manipulate earnings. It has also been evinced that earnings 

reports are manipulated to increase managers’ compensation if companies’ performance 

is aligned with managers’ personal benefits and job security, to influence stock valuation 

and for tax benefits (Healy & Wahlen, 1998). This practice is known as earnings 

management.  

In recent times, managers have resorted to the strategy of earnings manipulation via real 

activities against accrual-based activities, which are more difficult for auditors and 

supervisory bodies to trace (Cohen & Zarowin, 2010; Ewert & Wagenhofer, 2005). Given 

the stringent measures that constrain the ability of firms to engage in the management of 

accrual earnings (Chi, Lisic, & Pevzner, 2011), managers employ real activities 

manipulation and companies resort to real earnings management (REM), i.e., by adjusting 

the timing of operating, financing and investment activities, which could have a long-term 

consequence on the company (Badertscher, 2011).  

 Graham et al. (2005) carried out a survey involving over 400 Chief Financial Officers 

(CFOs) and found that 80% of the CFOs revealed that manipulation with regards to 
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advertising, research and development (R&D) and maintenance expenditures, is 

habitually done to fulfill the expectations on earnings. It is also found that 55% of the 

respondents would delay new projects.  

Subsequent studies have shown similar results of the prevalence of this behavior by 

managers (Bartov & Cohen, 2009; Ibrahim et al., 2011; Kang & Kim, 2012). This type of 

behavior is called “myopic behavior”, meaning acting in accordance with what managers 

want now with absolutely no consideration of how the action might affect the firms in the 

future (Zhao, Chen, Zhang, & Davis, 2012). In addition, the study by Enomoto, Kimura, 

and Yamaguchi (2015), using a sample from different countries, has found that companies 

prefer to manage earnings by the use of operational activities rather than earnings 

management through accruals. However, this practice (i.e., real earnings management 

practices) happens in countries with stronger investor protection.  

 REM has been held to have an adverse effect on the future performance of firms; for 

instance, a typical REM strategy involves the reduction of R&D expenditure, which in 

turn, causes an increase in current earnings, thus jeopardizing future performance (Fan, 

2017). REM also has a negative effect on reported earnings and real economy. To lessen 

the cost of goods being sold in the recent reporting period, products are produced in excess 

volumes. This leads to uncharacteristically high production costs and net income. An 

abnormally low operational cash flow is a sign of impending discounts and/or looser credit 

terms as a temporary measure to upturn sales and ultimately net income. These activities 

could adversely affect the long-term performance of the firm as the additional discounts 

would lower the overall cash inflow from some products (Roychowdhury, 2006). The 



 
 

 4  
 

issue of earnings management practices, especially REM, is crucial as the occurrences of 

earnings management is alarming in Jordan compared to other countries of the world. 

Using a sample of 38 countries around the world, a study conducted by Enomoto, Kimura, 

and Yamaguchi (2015), has shown that Jordanian firms practice REM activities as high 

as 81%, compared to other countries in the sample of the study. Hence, the high rate of 

REM practiced among Jordanian firms remains a critical issue and could lead eventually 

to the collapse of firms and other economic problems, such as increase in unemployment 

rate and decrease in growth rate (European Bank, 2016).  

However, it is strongly held that corporate governance is a key building block of a well-

functioning market economy. Corporate governance reduces the risks of investments and 

lending, and higher income growth rates are achieved in the countries where better 

corporate governance is entrenched (Škare & Golja, 2014). Thus, to curb the prevalence 

of REM, there is a need for strong corporate governance practices. 

The positive effect of corporate governance on the firms is obvious (Horber, 2005). Thus, 

its effect on the overall economic survival of corporate organizations, in particular, and 

the society, at large, is also quite apparent. In the past, lack of strong corporate governance 

mechanisms, has precipitated several scandals involving corporate organizations around 

the world. This anomaly has not only eroded the trust placed in the financial statements, 

but also has made the investors doubt their reliability.  

Jordan is an attractive country in the Middle East for foreign investors on account of its 

perceived safety level, political strength and strategic location. In view of the fact that 

Jordan is a nation that users rely on for accounting information for decision-making, it is 
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important to consider the issue of engendering a strong and effective corporate governance 

framework in order to mitigate earnings management and to safeguard users from 

misinformation (Abu Siam, Laili, & Khairi, 2014). Furthermore, the lingering effects of 

the global financial crisis have caused stakeholders around the world to rethink the 

reliability of the financial reports of listed companies in Jordan (Hamdan, 2012), including 

the fact that weak corporate governance would encourage corruption in different forms to 

thrive. As such, a strong and effective corporate governance has to be established.  

Therefore, for the developing countries like Jordan, efforts to establish a good corporate 

governance structure are needed, because many are still in dire need of appropriate 

governance (Ekanayake, Perera, & Perera, 2010). Moreover, Tarraf (2011) linked the 

problem of poor corporate governance practices to financial crisis. Hence, corporate 

governance remains a subject of interest amongst academicians, in both developed and 

developing nations (Mallin, 2004; Solomon & Solomon, 2004). 

Likewise, unmanipulated reported earnings reflect the reliability of accounting 

information. However, numerous matters have arisen regarding the preparation of unclear 

financial reports involving demand for higher returns by investors or stakeholders and the 

maintenance of a well-known corporate status in the business environment to satisfy the 

cupidity of firm's insiders (Zang, 2011). Weak corporate governance in developing 

countries, such as Jordan, would give rise to greater uncertainties and risks (Kearney, 

2012), weak legislation, low levels of investor protection and high levels of government 

intervention (Tsamenyi et al., 2007). Hence, it is necessary to adopt a credible and 

effective corporate governance structure (Marashdeh, 2014). 
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Furthermore, financial reports provide disclosures, characterized by value-relevance, to 

the external parties of the company. The public’s high dependence on accounting numbers 

is an inducement for managers to selfishly perpetuate manipulation of earnings. There 

would be imprecise information about the company when earnings management practices 

are entrenched in the firm (European Bank for Reconstruction and Development [EBRD], 

2016).  Given this, companies should have sound corporate governance attributes to 

protect the shareholders’ rights, ensure adequate disclosure and reduce the phenomenon 

of earnings management. Specifically, such an issue is crucial in the case of Jordan as 

investor protection remains a serious predicament (EBRD, 2016).  

In Jordan, capital markets have been liberalized and structures of corporate governance 

rebuilt. The Amman Financial Market (AFM) was established on 1 January 1978 to fulfil 

the need for a well-organized market. The AFM played the role of the stock exchange, 

and at the same time, served as the regulatory body. Later on, three organizations, i.e., the 

Jordan Securities Commission (JSC), the Amman Stock Exchange (ASE) and the 

Securities Depository Centre (SDC) were created to replace the AFM (JSC, 2009). 

Further, the Jordanian government strengthened the financial sector regulations by issuing 

different governance codes and laws. Also, efforts were taken to strengthen and augment 

corporate governance by adopting some reforms in the economic, legislative and financial 

spheres. The reforms were meant to drive transparency and liability as well as uphold the 

law (JSC, 2009). The weak corporate governance and financial reporting systems in 

Jordan have increased the risks of investments and lending and jeopardized the attainment 

of higher income growth. Many previous studies (Al-Sraheen, 2014; Clarke, 2007; 
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Leventis & Dimitropoulos, 2012; Vafeas, 2005) have pointed out that weaknesses in 

corporate governance pose a negative effect on the quality of financial reporting, causing 

damage to the financial statements’ reputation and manipulation of earnings management. 

Also, some studies (Bekiris, 2013; Liu & Tsai, 2015; Hsu & Wen, 2015) have indicated 

that good corporate governance would reduce manipulation of earnings management. 

Specifically, Bekiris (2013) revealed that corporate governance attributes are considered 

important predictors that can minimize the incidences of manipulated earnings 

management. This means that in a firm where there is strong corporate governance, the 

occurrence of earnings management activities would be mitigated. 

Moreover, good corporate governance is a key factor considered by investors while 

investing in a company (Persons, 2015). The setting up of a corporate board and ownership 

structure leads to many benefits for the management as a whole and increases 

organizational earnings (Liu & Tsai, 2015). Obligations and rights are distributed among 

the stakeholders, including the management, the shareholders and the company’s board of 

directors. The corporate governance code stipulates the rules and regulations for decision-

making, which is usually a check-and-balance system (Onakoya, Fasanya & Ofoegbu, 

2014). Additionally, rigorous corporate governance is desirable for non-financial 

corporations. This is because of the vibrant roles played by the non-financial firms in the 

economy of Jordan. Non-financial firms constitute almost 53% of all listed companies on 

the ASE.  

Studies by Alzoubi (2016), Isenmila and Afensimi (2012) and Siregar and Utama (2008) 

indicated that structure of ownership may define a firm’s degree of earnings management. 
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Siregar and Utama (2008) indicated that the ownership structure of large family firms 

compared to low or non-family firms could bring about more precise earnings 

management. This shows that firms with no family ownership structure will be involved 

in more aggressive earnings management. Alzoubi (2016) revealed that ownership by 

block-holders and families has more impact on the quality of financial reporting and could 

minimize earnings management. As found in the study, ownership structure significantly 

and negatively influences earnings management, which is in line with the theories of 

corporate governance and the views highlighted by some international bodies. 

Furthermore, managerial ownership is a vital tool used to allay agency conflict that may 

occur between corporate managers and owners. It helps to identify the exact point where 

agency issues involving managers and external shareholders and stakeholders emerge 

(Claessens & Yurtoglu, 2012). In the context of Jordan, managerial ownership is 

considered a strong predictor of the quality of financial reporting, and to a certain degree, 

it could also restrict earnings management (Alzoubi, 2016).  

Managers who own and direct a certain percentage of their wealth, i.e. firm stocks, or 

whose private wealth is dependent upon the construed resolutions, are more likely to 

gradually have aligned interests with the shareholders (the theory of convergence-of-

interests) and manifest less discretionary accretions (Hashem et al., 2012). Consequently, 

managerial opportunism behavior and earnings management would be eliminated 

(Teshima & Shuto, 2008). The traditional agency theory posits that managerial 

shareholdings could aid in the alignment of managers’ interests with the shareholders’ 

interests (Jensen & Meckling, 1976).  
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Managerial ownership guards against manipulation of earnings management, and it also 

improves earnings informativeness when it comes to communication of value-relevant 

information (Siregar & Utama, 2008). Thus, managerial ownership could be considered 

as a mechanism that could reduce the unscrupulous behavior of executives. Thus, the level 

of earnings disclosure could positively influence managerial ownership (Alfayoumi, 

2011; Alzoubi, 2016; Klein, 2002; Ramadan, 2016).  

Grounded on the aforementioned, this study explores the impact of corporate governance 

mechanisms on the management of earnings in the context of the listed Jordanian non-

financial companies. The study also examines managerial ownership as the moderator in 

the relationship between the mechanisms of corporate governance and the practices of 

REM. 

1.2  Problem Statement 

After given a detailed insight on the meaning, functions, relationships, importance and 

implications of earnings management, corporate governance and managerial ownership to 

all corporate entities, governments and stakeholders globally in the previous section, there 

is need to expatiate on the issues that necessitate this study. These issues are expounded 

in this section. 

Firstly, the issue of earnings management has attracted substantial attention of the 

stakeholders, including regulators, financial analysts, investors, the press and tax 

authorities (Alzoubi, 2019; Braswell & Daniels, 2017; Enomoto, Kimura & Yamaguchi, 

2015; Ghazali, Shafie, & Sanusi, 2015) and has become a relevant subject in the academic 
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literature (Baatour & Othman, 2016; Elkalla, 2017; Makhaiel, 2015; Niszczota, 2015; Oz 

& Yelkenci, 2018). A major reason for this interest is the fact that the earnings is used for 

variety of purposes, such as asset valuation, executive remuneration and bonus plans (e.g. 

executive equity compensation), and contractual obligations (e.g. debt covenants) (Abad 

et el., 2018; Aladwan, 2019; Alhadab, 2018b; Alzoubi, 2016a; Anagnostopoulou & 

Tsekrekos, 2017). Further, shareholders alsos use earnings, among other indicators, to 

monitor operational performance (Alhadab, 2018a; Ali, Razzaque, & Ahmed, 2018; 

Cupertino, Martinez, & Da Costa Jr, 2017). However, their conclusions on a given entity’s 

performance may be erroneous if they are unable to identify and adjust for the effects of 

earnings management that is embedded in the financial statements (Choi, Choi, & Sohn, 

2018; Cohen et al., 2011; Francis, Hasan & Li, 2016). This distortion will become clear 

in future results, when the entity’s performance does not match their estimates (Hamza & 

Kortas, 2019; Hasan et al., 2017; Jiang, Habib & Wang, 2018; Nawaiseh, 2016; 

Rahmawati & Harymawan, 2017). Therefore, to avoid the distortion in the future results 

through financial statements, managers will use their judgement in presenting their 

financial report. They may alter financial reports through restructure transactions, so that 

it either mislead shareholders about the underlying economic performance of the firm or 

to impact contractual results that rely on reported accounting figures (Healy & Wahlen, 

1999; Mostafa, 2020; Vakilifard & Mortazavi, 2016; Verbruggen, Christaens, & Milis, 

2008). 

Furthermore, this practice shows that earnings management affects the quality of earnings, 

making the underlying economic transactions. Once control mechanisms such as 

regulatory authorities, corporate governance, auditors and are ineffective, it gives room 
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for management to manipulate earnings with the aim of hitting certain targets relating to 

reported results (Alhadab, Clacher & Keasey, 2015; Healy & Wahlen, 1999; Mostafa, 

2020; Vakilifard & Mortazavi, 2016; Verbruggen et al., 2008), such as meeting the 

expectations of analysts, avoiding losses, sustaining a growth trend or "smoothing out" 

the reported earnings levels (Wang, 2015; Xu, 2008; Zhang, 2015). Firms can use multiple 

earnings management strategies, i.e., accrual-based and real earnings management, to 

manage their earnings (Aladwan, 2019; Alhadab, 2018; Anagnostopoulou & Tsekrekos, 

2017; Braam et al., 2015; Enomoto, Kimura & Yamaguchi, 2015; Hamza & Kortas, 2019). 

Accrual-based earnings management (AEM) occurs when managers choose accounting 

policies from a set of generally accepted policies to achieve earnings objectives (Hamza 

& Kortas, 2019; Mostafa, 2020). Further, real earnings management (REM) occurs when 

managers undertake actions that change the timing or structuring of operations and deviate 

from normal business practices, such as manipulating sales, reducing discretionary 

expenditures, and overproducing inventory to decrease the costs of goods sold, with the 

primary objective of meeting  certain earnings thresholds (Abad et al., 2018; Ali et al., 

2018; Cohen et al., 2011; Francis et al., 2016; Jiang et al., 2018; Paredes & Wheatley, 

2017; Roychowdhury, 2006; Srivastava, 2019; Zhang, 2015).  

REM is considered to be more expensive than AEM (Enomoto et al., 2015; Srivastava, 

2019; Vakilifard & Mortazavi, 2016). Unlike AEM, REM has direct cash flow 

consequences, which may also have a detrimental economic impact on a firm's long-term 

value (Aladwan, 2019; Alhadab, 2018; Anagnostopoulou & Tsekrekos, 2017; Gunny, 

2010). Conversely, REM is more difficult to detect than AEM, because the REM activities 

directly affect cash flows management (Enomoto et al., 2015; Srivastava, 2019; Vakilifard 
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& Mortazavi, 2016). Moreover, real activities' manipulation is normally not under the 

jurisdiction of any existing auditing system and is less subject to extensive controls and 

external monitoring by society, including scrutiny by the media and other political parties 

(Francis et al., 2016; Kim & Sohn, 2013; Vakilifard & Mortazavi, 2016). REM can be 

applied throughout the year, while AEM is generally more constrained to specific times 

and periods (Khunkaew & Qingxiang, 2019; Yamaguchi, 2015; Zhang, 2015).  

This study focused on REM as a proxy for earnings management because despite the 

importance of REM in earnings management studies and evidence of its negative effect 

on firms’ future value (Bhojraj et al., 2009; Cohen & Zarowin, 2010; Enomoto et al., 2015; 

Rahmawati & Harymawan, 2017; Yamaguchi, 2015; Zhang, 2015), auditors or regulators 

cannot restrain firms from involving in REM (Enomoto et al., 2015). In addition, 

scrutinizing REM by auditors and regulators is weaker compare to AEM; therefore, costs 

of REM are lesser and most managers could choose cost-effective methods of earnings 

management.  Furthermore, REM is more predominant in countries (such as developing 

countries) with weaker investor protection because managers in countries with stronger 

investor (mostly developed countries) can avoid both REM and AEM (Enomoto et al., 

2015). Thus, this study focused on REM based on these stated reasons and the concern 

that REM activities are harmful to the long-term performance of a firm as well as its 

reported earnings and real economics, especially when it produces excessive volumes of 

products, reduces prices of goods to increase sales volume and accumulates inventory to 

lessen the cost of goods, which ultimately affect its earnings (Fan, 2017; Roychowdhury, 

2006). 
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Secondly, one of the mechanisms used in controlling REM activities in order not to have 

harmful effect on long-term firm performance, reported earnings as well as real economics 

is corporate governance. Accounting earnings are more informative and reliable when 

opportunistic behaviour of managers is controlled by several monitoring systems 

(Dechow, Sloan, & Sweeney, 1996; García‐ Meca & Sánchez‐ Ballesta, 2009; Wild, 

1996). However, after numerous financial scandals, such as Worldcom, Xerox and Enron, 

there have been trends globally to develop and implement effective corporate governance 

mechanisms to curb the opportunistic behaviours that have subverted credibility of 

investors in financial information. The attributes of corporate governance are to assist 

investors to align managers’ interests with shareholders’ interest, and to enhance the 

credibility of financial information and the financial reporting process integrity (García‐

Meca & Sánchez‐ Ballesta, 2009; Watts & Zimmerman, 1986).  

Several past studies mostly in developed economies have examined the effect of corporate 

governance mechanisms on earnings management (Cormier, Lapointe‐ Antunes, & 

McConomy, 2014; García‐ Meca & Sánchez‐ Ballesta, 2009; Hasas, 2008; Iqbal & 

Strong, 2010; Lin & Hwang, 2010; Sun et al., 2010). However, there are variations in the 

results of past studies on the relationship between corporate governance mechanisms and 

earnings management (Cormier et al., 2014; García‐ Meca & Sánchez‐ Ballesta, 2009; 

Iqbal & Strong, 2010; Lin & Hwang, 2010; Sun et al., 2010). While some studies found 

positive relationship between corporate governance mechanisms such as board of 

directors’ structure (i.e., board size, independence, CEO duality and meeting frequency) 

and audit committee characteristics (i.e., size, independence, expertise and meeting 

frequency) with REM (Alves, 2013; Ching, Firth, & Rui, 2006; Davidson, Goodwin-
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Stewart, & Kent, 2005; Ge & Kim, 2013; Sarkar, Sarkar, & Sen, 2008); some studies 

found negative relationships (Abed, Al-Attar & Suwaidan, 2012; Affes & Ben Romdhane, 

2011; Carcello et al., 2006; Iraya et al., 2015; Klein, 2002; Visvanathan, 2008; Xie, 

Davidson & DaDalt, 2003); and some found no relationships (Bugshan, 2005; Bradbury, 

Mak, & Tan, 2006; Cornett et al., 2006; Davidson et al., 2005; García-Osma & Gill de 

Albornoz, 2007; He et al., 2007; Peasnell et al., 2005; Yang & Krishnan, 2005). These 

inconsistencies in the findings call for concern as it revealed the weaknesses in the 

corporate governance and REM relationship and indicate the presence of a research gap 

as there are some factors that influencing the relationship. However, as this study fill the 

research gap, it is established that when there are inconclusive and mixed findings, and 

weak relationship, it is pertinent to introduce an interacting variable to strengthen the 

relationship (Frazier, Tix, & Barron, 2004).  

Along with board structure, the element of ownership structure is also crucial in 

determining the level of earnings management in firms. For example, families that control 

firms conceal their self-centeredness through the manipulation of earning amounts; a 

greater internal ownership denotes a stronger drive to sequester the minority shareholders 

as well as a higher extent of earnings management in the firm (Fan & Wong, 2002). Also, 

Zhong, Gribbin, and Zheng (2007) suggested that a higher stake of firm shares owned by 

external block-holders leads to increased earnings management practices by corporate 

managers. These evidences are in line with the suggestion that external block-holders are 

ineffective in monitoring the management of income-increasing earnings which are 

basically under the jurisdiction of the Generally Accepted Accounting Principles 

(GAAPs).  
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One of the factors that can be used to strengthen the corporate governance and REM 

relationship is managerial ownership as it has been revealed that managerial ownership 

can help to minimise managerial bias through the alignment of the managers and 

shareholders’ interests (Singh & Davidson, 2003). The potential moderating effect of 

managerial ownership needs to be examined to determine the corporate governance 

mechanisms-earnings management relationship. Thus, this study adopted managerial 

ownership as a moderating variable that monitors the reduction of agency cost and 

strengthens the mechanisms of corporate governance to reduce practices of earnings 

management (Alzoubi, 2016; Fama, 1980; Jean, 2000; Rammadan, 2016). Moreover, the 

selection of managerial ownership is underpinned by the fact that managerial ownership 

has been identified as facilitating the alignment of the managers and shareholders’ 

interests (Brickley, Lease, & Smith, 1988). 

Thirdly, very few studies have investigated the role of managerial ownership as a 

moderating variable (Ratnawati, 2015; Noradiva, Parastou, & Azlina, 2016), but not under 

the relationship between corporate governance mechanisms and REM. Moreover, the role 

of managerial ownership in reducing the motivation and practices of earnings 

manipulation varies according to the strength and rigorous of the laws and mechanisms of 

governance applied in each country (Cornett et al., 2008; Dechow et al., 1996; Sarkar et 

al., 2006; Xie et al., 2003). There are striking differences across countries in corporate 

governance systems for a variety of reasons, including laws, capital market characteristics, 

culture, history, and industrial organization (González & García-Meca, 2014; Shen & 

Chih, 2007). These differences in the business and institutional environments of countries 

are noted in law and finance approach (Enomoto et al., 2015; Jiang et al., 2018; LaPorta, 
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Lopez de Silanes, & Shleifer, 1999; La Porta et al., 2000). Control mechanisms function 

differently, depending on the legal and institutional settings (García‐ Meca & Sánchez‐

Ballesta, 2009; López-de-Foronda, López-Iturriaga, & Santamaría-Mariscal, 2007). 

In Jordanian context, there have been growing interest from regulators to improve the 

corporate governance of firms in Jordan. Good corporate governance is a part of Jordan’s 

reform efforts to create a more attractive investment climate and protect investors interests 

(Regional Corporate Governance Working Group, 2003). Nevertheless, the Jordanian 

guidance of good corporate governance has not been strightly enforced (Shanikat & 

Abbadi, 2011) and investors’ protection in Jordan is weak (World Bank, 2009). This is 

evident after some corporate mischiefs and misconducts; especially the collapse of the 

Shamayleh Gate crisis that engendered the attention of the policymakers to promote the 

foundations and principles of corporate governance system and the significance of the 

external auditors to the Jordanian economy (Al-Khabash & Al-Thuneibat, 2009; Alzoubi, 

2016a, 2016b; Alzoubi, 2019; Shanikat & Abbadi, 2011). 

In addition, Shamayleh Gate and Global Business tricked a number of Jordanian banks in 

order to obtain credit facilities totaled over one billion USD (JFED, 2003). The absence 

of corporate governance system among the Jordanian firms has encouraged these financial 

scandals. Thus, Jordan has displayed an important interest in consolidating the corporate 

governance pillars through sponsoring a series of economic, legislative as well as financial 

reforms that suggested to enhance the level of accountability and transparency as well as 

the rule of law in the country’s economic system. Recently, all these corporate governance 

mechanisms are viewed as paramount to create conducive environment to protect the 
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interests of shareholders and those who hold interests in losing enterprises, as well to offer 

a stable national economy along with the suitable climate of investment (Jordanian Forum 

for Economic Development, JFED, 2003). Furthermore, the general view of the Report 

on the Observance of Standards and Codes (ROSC) was that the enforcement mechanisms 

needed to be strengthened for any improvement in the financial reporting quality (ROSC, 

2005). Therefore, as Jordan is one of the countries where users count on accounting 

numbers for generating financial announcements, it is imperative to address the issue of 

earnings management to preclude these users from being deceived. 

Moreover, the level and high rates of REM activities of Jordanian firms still call for 

concern. According to the study and ranking of Enomoto et al. (2015) on countries score 

and rates of earnings management depicted below in Table 1.1, Jordan is ranked high 

among the 38 countries sampled for the ranking-based research. Enomoto et al. (2015) 

also stressed that REM practices in the Jordanian companies are highly perpetuated, 

compared to accrual earnings management, signifying how crucial the issue of curbing 

REM practices is when it comes to enhancement of accurate disclosure earnings in Jordan. 

This high level of REM practices in Jordan could give rise to collapse of companies, high 

rate of unemployment, loss of market, declining entrepreneurial growth and a recessive 

economy; in addition, investors’ protection would become a critical problem (European 

Bank, 2016). Hence, the prevalence of high earnings from management practices among 

firms in Jordan should be given due attention by researchers. 
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Table 1.1 

 

Source: Enomoto et al. (2015).
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Also, the existing global reports have pointed out that corporate governance in Jordan is 

not in a good state. For example, the report by the European Bank (2016) on “Corporate 

Governance in Transition Economies Jordan Country Report” indicates that some 

corporate governance mechanisms are in a very weak state (see Figure 1.1). Specifically, 

it is mentioned in the report that several major issues concerning corporate governance 

are not controlled; indicators from organizations worldwide have shown that investor 

protection remains a serious issue. In Figure 1.1, it is shown that board structure and 

function, transparency and disclosure, rights of shareholders and internal control, which 

constitute the corporate governance legislation and practices, are in a weak state. The real 

scores, indicated by the five axes in Figure 1.1, i.e. board structure and function, 

transparency and disclosure, rights of shareholders, internal control and stakeholders and 

institutions range between 1 to 3, indicating a weak/fair status of corporate governance 

legislation and practices in Jordan. 

Also, the report indicates that the weaknesses in corporate governance could be the result 

of weaknesses in many other factors, including the independence of directors, board 

effectiveness, the board’s structure and roles, audit committee’s functions and 

independence, the protection of minority shareholders and information access for the 

shareholders (European Bank for Reconstruction and Development [EBRD], 2016). This 

report corroborates the earlier report by the World Bank in 2004. It reveals that 60% of 

financial reporting among Jordanian companies is of low-quality (World Bank, 2004).  
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Note: The extremity of each axis represents an ideal score, i.e., corresponding to the standards set forth in 

best practices and international standards (e.g., OECD Corporate Governance Principles). The fuller the 

‘web’, the closer the corporate governance legislation and practices of the country approximates best 

practices. Data are still indicative. They will be confirmed after having received public comments. 

Key: Very weak: 1 / Weak: 2 / Fair: 3 / Moderately Strong: 4 / Strong to very strong: 5 

 

Figure1.1: Corporate Governance Legislation and Practices in Jordan. 

Source: EBRD, Corporate Governance Assessment 2016. 

Existing studies on corporate governance, such as Park and Shin (2004); and Wang 

(2006), have mostly been undertaken in the context of developed countries. Therefore, a 

research that investigates corporate governance in the context of developing nations is 

imperative as some of the firms in these emerging economies are listed on international 

stock exchanges, such as Jordan which has 198 listed firms. Thus, to achieve foreign 

investment growth in emerging economies like Jordan, there is a need for transparent 

procedures in company operations and corporate governance (Dimitropoulos & Asteriou, 

2010; González & García-Meca, 2014).  

Abed, Al-Badainah, and Serdaneh (2012) pointed out that weak monitoring of the 

performance of the board’s members of Jordanian firms could be linked to board size, 
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where it has been found that there are more than 14 members on the board. The weakness 

could also be associated with Chief Executive Officer (CEO)/chairman duality.  Further, 

studies by Nimer, Abed, Al-Badainah and Serdaneh (2012) have identified weaknesses in 

the audit committees' performance in Jordanian listed firms. The weaknesses are linked to 

factors, such as the audit committee members’ qualifications, weak independence and 

existence of a close relationship between the members of the audit committee and the 

firm’s management (Nimer, Warrad, & Khuraisat, 2012). In the research conducted by 

Al-Sa'eed and Abu Riesheh (2014), it has been found that Jordanian's industrial 

corporations engage in some earnings management activities. Jordanian companies 

engage in the manipulation of their results, either by decreasing profits to pay less taxes 

or by increasing profits as evidence of higher profitability (Abbadi, Hijazi, & Al-

Rahahleh, 2016).  

 Based on the information from Amman Stock Market, Jordanian listed firms’s ownership 

is concentrated by various parties. The ownership concentration in Jordanian firms is 

classified as: managerial ownership or insider ownership (51.8%), local institutional 

ownership (36.26%). Foreign individual ownership and foreign institutional ownership 

with 4.44% and 12.73% respectively. Jordan has a different system to divide ownership 

types, since institutional, individual, blockholders and family ownerships overlap with 

each other. For example, the Amman stock market considered family ownership as part 

of individual ownership whether local or foreign. Blockholders are also considered as part 

of the individual and institutional ownership. Furthermore, the Securities Depository 

Center (SDC) (2015) stated that ownership is registered under the name of the beneficial 

owner whether individual or judicial. 
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In addition, the prevalence of concentrated ownership in Jordan indicates that most firms 

are dominated by large shareholders, such as families and institutional investors (ROSC, 

2004). Implications of this include that large shareholders might create power bases based 

on their voting rights, manipulating firm policies to control managers’ actions for their 

own interests, thus increasing the agency problem and undermining firm performance. On 

the other hand, large shareholders can be expected to monitor management decisions more 

closely due to their increased stake in the firm, which would reduce the agency problem 

and improve firm performance. Both of these alternatives are possible in Jordan. 

However, despite the numerous statutory as well as financial and economic 

transformations aimed at promoting accountability, transparency and rule of law in 

Jordan, earnings management practices among Jordanian corporations still remain an 

issue of concern. Therefore, based on the discerned issues in the preceding sections, this 

study examines the corporate governance mechanisms and REM relationship among non-

financial firms in Jordan, and therole of managerial ownership which is the highest rank 

of ownership concentration as a moderator in the said relationship. 

1.3  Research Questions 

This research provides answers to the questions below concerning the structure of the 

board of directors, the characteristics of the audit committee, ownership structure, 

managerial ownership and real earnings management of listed non-financial firms in 

Jordan: 
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1. Is there any relationship between the board of directors’ structure (size, 

independence, CEO duality and meeting frequency) and REM practices of listed non-

financial firms in Jordan? 

2. Is there any relationship between the characteristics of the audit committee (size, 

independence, expertise and meetings frequency) and REM of listed non-financial firms 

in Jordan? 

3. Is there any relationship between ownership structure (blockholders’ ownership, 

family ownership and institutional investors’ ownership) and REM of listed non-financial 

firms in Jordan? 

4. Does managerial ownership moderate the relationship between corporate 

governance mechanisms (structure of board of directors and audit committee 

characteristics) and REM of listed non-financial firms in Jordan? 

1.4  Research Objectives 

This study investigates the nexus between board of directors’ structure, audit committee 

characteristics, ownership structure and real earnings management practices of the non-

financial listed firms in Jordan. This is divided below into the following sub-objectives: 

1. To investigate the relationship between the board of directors’ structure (size, 

independence, CEO duality and meetings frequency) and REM practices of listed non-

financial firms in Jordan. 
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2. To investigate the relationship between audit committee characteristics (size, 

independence, expertise and meetings frequency) and REM practices of listed non-

financial firms in Jordan. 

3. To examine the relationship between ownership structure (blockholders, family 

and institutional ownership) and REM practices of listed non-financial firms in Jordan. 

4. To study the moderating effect of managerial ownership on the relationship 

between corporate governance mechanisms (structure of board of directors and audit 

committee characteristics) and REM practices of listed non-financial firms in Jordan. 

1.5  Significance of the Study 

It is hoped that the outcomes of this study would contribute in many ways, i.e., practically, 

theoretically and methodologically. It is also hoped that this study will assist companies 

in formulating the best strategies for improving their own systems of internal controls to 

prevent the occurrence of earnings management and accounting misstatements. 

1.5.1  Practical Aspect 

This study is expected to bring benefits to the stakeholders, given that the study provides 

more insights into how corporate governance can mitigate REM activities, thus driving 

the transparency and quality of financial reporting, and increasing the disclosure of 

financial information. In the long-run, the findings will be of much benefit to the 

shareholders of companies listed on the ASE, as it will provide insights on how REM can 
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be mitigated through effective practices of corporate governance so as to increase firm 

value. 

The findings on the corporate governance-earnings management relationship may be of 

interest to investors, because the findings would provide information about the extent of 

opportunistic earnings management behavior. Additionally, this study establishes the 

importance of corporate governance practices in curtailing earnings management practices 

in order to protect the interests of shareholders in Jordanian listed companies.  

Furthermore, the outcomes of this study would be useful to stakeholders and decision-

makers in the firms, as they can serve as a guide for the determination of suitable policies 

that are related to REM, such as lenient or compassionate credit terms and discounted and 

discretionary expenses that can be used by policymakers (i.e., government agencies, 

ASE). 

1.5.2  Theoretical Aspect 

As previously highlighted, studies on corporate governance-earnings management 

relationship have reached inconsistent and inconclusive results. Thus, the findings of the 

current research would strengthen the existing empirical findings with regards to the 

corporate governance-earnings management relationship.  

Furthermore, this study would enrich the current body of literature as it combines key 

variables (board structure, audit committee characteristics and ownership structure) in the 

research framework in such a way that is distinctive and different from other studies. 
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Hence, this new contribution will be an additional knowledge to the existing body of 

knowledge. As far as the researcher is concerned, the current study is unique, whereby it 

combines key variables in relation to real activities manipulation in Jordanian companies. 

Although some studies in Jordan, such as Abed, Al-Attar, and Suwaidan (2012), Abbadi, 

Hjazi, and Rahahleh (2016), Azzoz and Khamees (2016) and Ramadan (2016) have found 

varied levels in the corporate governance mechanisms-earnings management relationship 

and have explored the said relationship in firms, only a select few have applied the 

moderating role of managerial ownership in the relationship. Therefore, this research 

contributes to existing studies by examining the interrelating role of managerial ownership 

on the corporate governance mechanisms-earnings management relationship. 

Contextually, many existing studies on corporate governance, such as Bajra and Cadez 

(2017) and Dimitropoulos (2011), have mostly focused on the context of developed 

nations. Very few studies have investigated the corporate governance of firms in 

developing countries, such as Jordan. The findings would enhance the existing body of 

knowledge on corporate governance and earnings management practices in developing 

nations, as some of the firms in these nations are listed on international stock exchanges.  

Variations in governance mechanisms and arrangements are determined by the differences 

in firm characteristics and countries. For example, in the United States of America (USA), 

discrete shareholders play a significant role where major agency conflicts occur among 

owners and managers. False disclosure in financial reporting is a major risk to 

shareholders under this system. Hence, the prevailing mechanisms of corporate 
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governance are tailored to specifically alleviate such agency conflicts (Carcello, 

Hermanson, & Ye, 2011).  

Yet, very little information about the impact of governance practices is known in the wake 

of the 2008/2009 global financial crisis. Specifically, little evidence is available on the 

Middle East, in general, and Jordan, in particular (Marashdeh, 2014), although the 

regulators, decision-makers and scholars have clearly demonstrated the importance of 

implementing corporate governance in Jordan (Bawaneh, 2011; Ajeela & Hamdan, 2011; 

Hamdan, 2012). 

1.5.3  Methodological Aspect 

Roychowdhury (2006) and Cohen et al. (2008) argued that the usage of accrual-based 

model for manipulation has certain limitations. The accrual-based model does not notice 

REM, such as declining discretionary expenses, lenient credit terms or increasing price 

discount. For that reason, Roychowdhury (2006) proposed the utilization of real earnings 

manipulation model in service businesses. Thus, applying this model in the Jordanian non-

financial firms could be a substantial methodological contribution. This study applies the 

REM model in the Jordanian context. 

1.6  Scope of the Study 

The current study considers listed non-financial firms for the period of 2011-2017, 

focusing on examining the corporate governance mechanisms-earnings management 

relationship. Additionally, this study surveys the interaction effect of managerial 
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ownership on the corporate governance mechanisms and earnings management practices 

of the listed non-financial firms in Jordan. Selection of these firms is influenced by the 

fact that Jordanian non-finnacial firms are ranked higher in earnings management 

practices, i.e., at 26.2% (Gallap, 2014). According to Al-Kharashgah (2015), 45% of non-

financial firms listed on the ASE engage in earnings management practices. Also, the 

selection of the listed Jordanian non-financial firms is influenced by the vibrant role 

played by the listed non-financial firms in the economy of Jordan. Non-financial firms 

constitute almost 53% of the all listed companies on the ASE. In addition, about half of 

the non-financial firms listed on the ASE engage in earning management which is 

considered to be high, though with varying levels among companies (Al-Kharashgah, 

2015). 

A total of 117 non-financial firms were listed on the ASE as at September 2016. Financial 

institutions are excluded, given that financial firms have distinct financial structures and 

are subject to special laws, regulations and recommendations (Bauwhede, 2009). The data 

was elicited from the yearly financial reports of the 117 listed firms. Furthermore, the 

study covers seven years from 2011 to 2017 in addition to 2010 for calculation of the 

changes in sales. The choice of the time frame is due to the fact that the code of governance 

was implemented in September 2009, and extension of the time frame to 2017 gave room 

to access the latest data. This provided a better insight into the scenarios of earnings 

management in the listed non-financial sectors of Jordan. 
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1.7  Organization of the Study 

There are six chapters in this study. Chapter 1 introduces the study background, problem 

statement, research questions and objectives, significance of study and finally the 

organization of the study. Chapter 2 presents the critical review of the relevant literature, 

focusing on the concepts of corporate governance and earnings management. Specifically, 

it discusses the corporate governance devices, which include the structure of the board of 

directors (board size, board independence, CEO duality and board meetings frequency), 

audit committee attributes (audit committee size, audit committee independence, audit 

committee expertise and audit committee meetings frequency) and the structure of 

ownership (blockholder ownership, family ownership and institutional ownership). The 

earnings management variables are measured by REM. Additionally, the agency and 

signaling theories are reviewed to explain the variables of the study. 

In Chapter 3, the study explains the theoretical framework and formulated research 

hypotheses. Chapter 4 presents the method and techniques used in the study. These include 

research design, research population, research method, data collection, analytical tools 

and variable measurements of the study. Chapter 5 explicates the descriptive data analysis 

and the regression analysis, and discusses the findings of the study in relation to the 

hypotheses and moderating variable. Finally, Chapter 6 briefly provides an overview of 

the study as well as its implications, limitations and suggestions for future studies. 
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1.8  Summary of the Chapter 

The current chapter presents the study background, problem statement, research questions 

and objectives, as well as the study scope and significance. It also provides explanation 

on the main objective, namely to investigate the corporate governance mechanisms-

earnings management relationship of listed Jordanian non-financial companies, with the 

additional focus on the moderating role of managerial ownership. With this, it is hoped 

that the research gap in the existing literature could be addressed.  
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CHAPTER TWO 

LITERATURE REVIEW 

2.1  Introduction 

This chapter encapsulates the review of the extant literature on earnings management, 

structure of board of directors, audit committee characteristics, ownership structure, and 

managerial ownership and their interrelationships. After this introductory section, the 

subsequent sections deal with corporate governance generally, overview of the Jordanian 

corporate governance practices and code, the underpinning theories of the study, earnings 

management and REM. Furthermore, the relationships between corporate governance 

mechanisms and earnings management practices and between ownership structure and 

earnings management practices as well as the moderating effect of management 

ownership on the corporate governance mechanisms and earnings management 

relationship, are presented. The chapter ends with a discussion on company attributes and 

a summary. 

 2.2  Corporate Governance in Jordan 

Corporate governance in Jordan can be categorized into six dimensions: a legislative 

framework and government oversight, a capital market, disclosure and accounting 

standards, transparency in privatization, effective supervision of the board of directors, 

preservation of property rights and protection of minority rights (Khoury, 2003). These 

six dimensions are extensively stated in the Company Law of 1997 and its mandates of 

2002, and some in the Securities Law of 2002. The controller of a company exerts a crucial 
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role by enforcing the corporate-governance provisions of the Company Law (World Bank, 

2004). 

1. Legislative Framework and Government Oversight 

The legislative environment in Jordan has been the basis for the development of 

procedures for good corporate governance (Al-Basheer, 2003). A number of laws have 

been implemented, such as the Company Law, Securities Law, Banking Law, Insurance 

Law, Commercial Law, Law of Competition and Monopoly, Law of Investment 

Promotion and Law of Privatization (Al-Jazi, 2007). According to a study conducted by 

Al-Jazi (2007), these laws focus on the following matters related to corporate governance: 

 The company’s legal personality is independent of its shareholders. The financial 

disclosure of the company is also independent from the financial disclosure to its 

shareholders. 

 The rights of ownership for companies and individuals include the disposition of assets 

and their transfer of ownership, mortgages or transfers of possession (in the case of 

movable property). The laws above govern the procedures and conditions of the 

acquisition and transfer of properties. 

 The legal structure of limited-liability companies includes the following bodies: the 

board of directors, the general shareholders and the audit committee. 

To regulate the accounting profession in Jordan and improve its corporate governance 

environment, the Accountancy Profession Law No. 73 of 2003 was issued. The law is 

considered a critical part of corporate governance in Jordan because it provides a base for 

measuring a firm’s performance. Moreover, among other measures, it increased the role 
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of the Jordanian Association of Certified Public Accounting (JACPA) and established the 

High Council of Accounting and Auditing. Although the law primarily focuses on the 

regulation of JACPA, it ignores factors such as the independence of auditors and 

compliance with auditing standards and professional ethics that could contribute to the 

improvement of the auditing profession (World Bank, 2004). 

The Company Law provides some corporate governance rules in regards to the auditor of 

the corporation. It states requirements for what should be contained in the auditor's report 

and the way of appointing the auditor. The Company Law allows for the appointment of 

an auditor in an annual general shareholders’ meeting for a period of one year; the auditor 

should not be removed during the period of auditing except for reasons specified in the 

law. The independence of the auditor is protected by the law. The auditor reports an 

opinion about the financial statements to the general shareholders based on international 

standards of auditing and the law. 

2. Institutional Framework - Capital Market 

Mangena and Chamisa (2008) have argued that building an institutional framework is the 

foundation of the best practice of corporate governance. In Jordan, the Securities Law 

created three important bodies: the Jordan Securities Commission (JSC), the Amman 

Stock Exchange (ASE) and the Securities Depository Center (SDC). They have a financial 

and administrative independence. The JSC consists of five independent members with 

full-time experience and competence. According to the Securities Law, its purpose is to 

protect investors from fraud and manipulation, provide an appropriate environment for 

safe trading in securities, and develop and monitor the stock market. According to the 



 
 

34 
 

Securities Law, listed companies are subject to the control of the multi-related securities, 

such as licensed securities, accredited securities and exporters. 

Furthermore, the Securities Law provides an approach for activating the rules of 

governance: it defines market regulations, the issuance of shares or bonds and trade 

procedures. It also articulates the responsibility and obligations of issuers of securities, 

brokers and auditors, as well as the requirements for listing in the stock market, protection 

procedures for minority rights and requirements for the disclosure of important 

information. In order to maintain transparency, the law prohibits party transactions, 

promoting rumours, misleading investors and disclosing any matters that may adversely 

affect the capital market. 

3. Disclosure and Accounting Standards 

Full disclosure and clear accounting standards are necessary for solid corporate 

governance (Rajagopalan & Zhang, 2008). Therefore, the Company Law, the Banking 

Law, the Insurance Law, and the Securities Law require corporations to follow 

internationally accepted accounting and auditing standards. In 1994, Jordan fully adopted 

the international accounting standards, now called the International Financial Reporting 

Standards (Word Bank, 2004). 

4. Transparency in Privatization 

During the 1990s, the Jordanian government adopted economic reforms aimed at 

increasing the private sector’s involvement in the economy; these included privatizing 
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some governmental companies and institutions (Shanikat, 2007). The nature of the 

activities of these governmental companies and institutions requires them to be executed 

on a commercial basis in order to improve the level of services provided and raise the 

efficiency of the companies being privatized (Shanikat, 2007). The Privatization Law No. 

25, enacted in 2000, formed a council for privatization that has the authority to specify the 

value of the government’s contribution to companies. This law is considered one of the 

generators of good corporate governance, as it stipulates the transparency of the sale 

process, the disposal of privatization revenues and compliance with the rules of 

transparency, openness and fair competition. 

5. Effective Supervision of the Board of Directors 

The supervision of the board of directors is a crucial issue in corporate governance because 

the board is charged with advising, reviewing and evaluating the management (Gillan, 

2006). In Jordan, this means that the board carries out the duties specified by the Company 

Law, including setting policies and planning for the management of the company and the 

appointment of the chief executive officer. The Company Law gives corporate 

management extensive power and obligations, including: 

 Preparing the company's financial statements within three months of the end of the 

company's fiscal year, preparing the annual reports of the past year's performance and 

the prospects for the coming year and publishing the financial statements and annual 

reports within 30 days of the date of the AGM. 

 Maintaining internal control systems for financial and administrative accountability. 

 Inviting the company's shareholders to the AGM. 
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To enhance corporate governance and efficiently control board functions, the Company 

Law regulates the conduct of meetings. For example, by the law, any board members, 

including chairpersons, lose their membership in the council if they fail to attend four 

consecutive meetings without an excuse acceptable to the Council, or if they are absent 

from meetings of the board for six consecutive months, even with an acceptable excuse 

for absenteeism. In addition, the board or any member of it may be dismissed by the public 

authority at the request of the shareholders holding at least 30% of the shares of the 

company. 

The Securities Law covers the creation of an audit committee stemming from the board 

members. It states that the committee reports to the board of directors, makes 

recommendations to it, and exercises the following powers and functions: 

 Exercise control over the comprehensive audit. 

 Review the external audit reports and follow-up actions, the annual internal audit plan 

and inspection reports. 

 Audit financial statements before submitting them to the board of directors. 

 Ensure the accuracy of accounting and regulatory procedures. 

 Ensure overall compliance with laws and regulations. 

The law also organizes the audit committee's meetings, ensuring that the committee meets 

once every three months or more often if the need arises. In order to activate the meeting, 

the director of internal audit invites appropriate attendees to be present at the audit 

committee's meeting. 
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6. Protection of Minority Rights 

The Company Law allows all shareholders to redress violations of their rights. 

Shareholders holding at least 15% of capital can ask the Companies Control Department 

(CCD) to audit the company. Also, they can seek redress with the CCD and the court for 

any violations conducted by the company's board, general manager and auditors (World 

Bank, 2004). 

In 2005, the Amman Stock Exchange published the first edition of the Jordanian Code of 

Corporate Governance. This code's five chapters included definitions of key terminology; 

an overview of the board's structure and responsibilities; shareholder general meetings; 

shareholders' rights; and guidelines for financial disclosures along with a conceptual 

framework for accountability and auditing. The code also addressed issues of ownership 

structure and the characteristics of the capital market. 

However, this code is not actually enforced. The Disclosure Department in JSC is in 

charge of applying these rules, and all parties associated with the companies are expected 

to promote their application. This might be implemented through strengthening the 

management performance and thus enhancing the performance of the national economy 

and promoting the investment climate (Jordan Securities Commission, 2005). 

Many of these rules were based on the binding legal texts contained in the legislation 

mentioned above. Generally, these are general rules, and, therefore, leave the details of 

their aspects and requirements to the relevant regulation. For example, there is no 



 
 

38 
 

description of the information required in an annual report; this is left to the disclosure 

instructions of the issuance stock. 

However, it must be noted that the business environment at the time was a motivating 

factor in adopting the Code. According to a study conducted by Khoury (2003), the 

distinctive features of the Jordanian business environment are: (1) some companies are 

family-owned and managed; (2) some limited-liability companies are not listed on the 

Amman Stock Exchange; (3) the Jordanian capital market is concentrated, with just a few 

companies holding more than 60% of the total share-market value; (4) raising awareness 

and education on corporate governance in public-sector institutions is considered 

unimportant; and (5) adequate disclosure and transparency instructions are required only 

for banks, insurance companies and market-listed companies. 

2.2.1 Timeline of Corporate Governance in Jordan 

In OECD’s Corporate Governance Factbook, it is pointed out that countries, in dealing 

with corporate governance issues, have used various combinations of legal and regulatory 

instruments on the one hand, and codes and principles, on the other. The JCGC is claimed 

to have begun with the establishment of the AFM in 1978 to fulfil the need for a well-

organized market. The AFM played the role of the stock exchange, and at the same time, 

served as the regulatory body. Later in 2009, the JSC, the ASE and the SDC were created 

to replace the AFM (JSC, 2009). 
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2.2.1.1 Jordan Securities Commission (JSC) 

Based on the OECD 2018 Report, the JSC, which started its operations in September 1997, 

is affiliated to the Office of the Prime Minister. The Commission comprises a fulltime 

Board of Commissioners and it was created with the aim to safeguard investors, to ensure 

a fair, efficient and transparent capital market through proper regulations and development 

and to reduce risks. In addition, the Commission was also created to perform the functions 

involving securities issuance regulations, judicious disclosure, financial services sector 

development, ASE and SDC regulations and monitoring and registration and licensing 

regulations. 

The JSC (2009) stipulates that firms listed on the ASE must form boards and committees 

to apply corporate governance mechanisms, and that public companies in Jordan should 

apply corporate governance to enhance the transparency and accountability of the 

financial statements and to control the directors' actions in an attempt to prevent 

manipulations in financial reporting (JSC, 2009). 

2.2.1.2 Amman Stock Exchange (ASE) and the Securities Depository Center (SDC) 

As contained in the OECD Report, the ASE was initiated as an independent legal entity 

on March 1999. The ASE, which is a non-profit body, is managed by the private sector, 

and it has a membership of brokers. On the other hand, the SDC is also a non-profit body 

managed by the private sector. It was created in 1999 to ensure safe keeping of ownership, 

deposit and transfer of ownership. 
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Moreover, the legal and regulatory framework entails the Securities Law, the Companies 

Law, the capital market institutions’ rules and regulations, the Bank Law, the Insurance 

Supervision Law and the Privatization Law. All these regulations are provided to regulate 

corporate activities. 

2.2.1.3 Code of Corporate Governance 

The JSC released the Corporate Governance Code for firms listed on the ASE in 

September 2009 to improve their financial reporting quality. The Code covers the aspects 

of shareholders’ rights and equity, disclosure and transparency, stakeholders’ role in 

corporate governance and board responsibilities. 

2.2.2  Jordanian Corporate Governance Code (JCGC) 

The Corporate Governance Code for the ASE is meant for the overall development of the 

Jordanian economy. The main body with responsibility for the regulation of companies 

and capital market developments is the JSC. Contained in the JSC codes are the rules of 

corporate governance which are meant for directing the affairs of the firms listed on the 

ASE, to establish a fitting framework for ensuring the rights and responsibilities of 

stakeholders and to achieve set goals for the firms. Several laws, i.e., the Jordan Securities 

Law and Jordan Companies Law and other international principles, such as the ones 

recognized by the OECD, provide for many regulations. The oversight of corporate 

governance rules is attained by ensuring a distinction between the firms that comply and 

those that fail to do so. Sanctions for non-compliance include demotion to the second-tier 

exchange or suspension from listed status which could be detrimental as it may lead to a 
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decrease in firm value. On the other hand, compliance has benefits, both for the overall 

economy and improvement in business practices.  

Besides that, corporate governance is needed for the distinction between owners and 

managers, i.e., mechanisms for ensuring effective decision-making and maximization of 

firm value. These mechanisms of corporate governance have been a popular subject of 

discussion in existing academic literature (Schnyder, 2012), but it could be deduced that 

the mechanisms generally vary across institutional environments (Mayer, 1996). There 

are two main systems for corporate governance mechanisms (Shleifer & Vishny, 1997), 

namely large shareholders and control systems.  

Hence, measuring corporate governance with board of directors and audit committee 

characteristics is considered appropriate. Numerous studies (e.g., Bhagat & Black, 2002; 

Klein, 2002; Hermalin & Weisbach, 2003; Shivdasani & Zenner, 2004; Khanchel, 2007) 

have considered board of directors and audit committee as relevant mechanisms of 

corporate governance. According to Khanchel (2007), board of directors and audit 

committee constitute the strong determinants of corporate governance. Moreover, the 

board and its audit committee receive much attention as they are considered as the most 

vital oversight tools in the code of governance in Jordan, as discussed in the following 

sections: 

Board of Directors 

There have been many provisions on the board of directors in the Jordanian code of 

governance for firms. Among the provisions of the code include the number of members 
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on the board, which should range from five to 13, with elections by secret ballot, while 

board meetings should be held at a minimum of six times per year. Additionally, the 

Chairman should not hold any executive position while board members must not serve on 

the boards of rival companies. Further, the limit to multiple directorships is set at four at 

a time. The firms are not permitted to lend money to the chairman. 

The Code further stipulates that the firms must provide suitable information that will assist 

all directors in carrying out their oversight duties, which will in turn, guarantee the 

attainment of company objectives. Also, independent members of the board are expected 

to be free from any financial affiliation other than the remuneration for their directorship 

and they also should be unaffiliated in any way with the executive members, affiliated 

firms and external auditors nor have any form of relationship that could influence their 

decisions on company matters (ASE, 2009). 

Three important issues are further specified in the Code with respect to the directors. 

Firstly, the Code specifies the duties of the board members so that they are alerted as to 

their duties. Secondly, in order to ensure that the board members are well qualified with 

the right skills and expertise to perform more effectively, the Code provides for the 

qualifications of the board members. Thirdly, the Code contains the duties of the board so 

as to enable the members to know their duties and limits in the discharge of their 

responsibilities.  
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Audit Committee 

In Jordan, several attempts have been made to institute the code of governance for firms 

through legislation. For instance, since 1998, it has become compulsory for firms to 

establish an audit committee while they are also expected to file annual reports with the 

JSC (Abdullatif, 2006). In this regard, the audit committee is a vital pillar of corporate 

governance, given that it aids the board in the discharge of its duties and plays a key role 

in internal control (Oqab, 2012). Hamdan et al. (2013) revealed that the Trade Law in 

2008 states that the membership of the audit committee must be a minimum of three, 

which must include non executive directors (NEDs). 

A minimum of four meetings should be held by the committee throughout the year. The 

firms have responsibility to provide the committee with all required information and 

expert support to ensure success. Further, the audit committee is equally expected to meet 

the external auditors at least once per year without the presence of the key management. 

On the expertise of the committee, it is specified that members must have accounting and 

financial knowledge and experience with at least one person having professional 

background in finance and accounting (ASE, 2009). As in the case of the board, the Code 

also provides for three key components of the audit committee. This comprises the duties 

of the committee, the qualification of the committee members and their powers. This is 

done with a view to allow the members of the committee to know what is expected of 

them. 
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2.3  Definition of Earnings Management 

In general, earnings management occurs when managers manipulate firms’ reported 

earnings in a manner that does not accurately reflect the actual underlying economic 

performance of firms (Healy & Wahlen, 1999). However, this broad definition is less 

likely to provide a sufficient understanding about the phenomenon of earnings 

management. Further, from Beneish (2001) perspective, there is a lack of consensus on 

the definition of earnings management. Researchers have considered several aspects when 

defining earnings management due to the broadness of this subject. To fulfil the objective 

of defining earnings management, three essential aspects are considered as the criteria for 

summarizing a variety of definitions. These aspects are: i) why earnings management 

exists, ii) how it is accomplished, and iii) the direction to which earnings are managed. 

Figure 2.1 is adopted to demonstrate each aspect and its components on which the 

following discussion relies. 
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Figure 2.1: Aspects of Earnings Management Definition 

Source: Idris (2012).  

The first aspect focuses on managerial intent toward misstatements of earnings. 

Managerial intent, as it is shown below, occupies a prominent place in the definitions of 

earnings management in both the professional and academic literatures. 

Beginning with the professional literature, the National Association of Certified Fraud 

Examiners (1993) defines an extreme form of earnings management (i.e. financial fraud) 

as “the intentional, deliberate, misstatement or omission of material facts, or accounting 

data, which is misleading and, when considered with all information made available, 

would cause the reader to change or alter his or her judgement or decision” (as cited in 

Dechow & Skinner, 2000, p.238). 
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In terms of the widely accepted definition in the academic literature, Schipper (1989, p.92) 

defines earnings management as “a purposeful intervention in the external financial 

reporting process, with the intent of obtaining some private gain (as opposed to, say, 

merely facilitating the neutral operation of the process)”. She adds later, “A minor 

extension to the definition would encompass real earnings management, accomplished by 

timing investment or financing decisions to alter reported earnings or some subset of it”. 

Moreover, in their comprehensive review, Healy and Wahlen (1999, p.368) state that 

“Earnings management occurs when managers use judgement in financial reporting and 

in structuring transactions to alter financial reports to either mislead some stakeholders 

about the underlying economic performance of the company or to influence contractual 

outcomes that depend on reported accounting numbers”. 

Clearly, the term earnings management has been given a negative connotation as the above 

definitions encompass two main elements pertaining to managerial intent (Holland & 

Ramsay, 2003): first, managers’ deliberate intent to mislead, and second, managerial 

opportunism which includes managers’ intentions to either transfer wealth from other 

stakeholders to shareholders or gain personal benefits (Healy & Wahlen, 1999). 

However, researchers do also articulate the beneficial purpose of earnings management. 

For instance, Beneish (2001, p.5) notes that “There are two perspectives on earnings 

management: the opportunistic perspective holds that managers seek to mislead investors, 

and the information perspective ... under which managerial discretion is a means for 

managers to reveal to investors their private expectations about the firm’s future cash 

flows”. Another definition that embraces signaling along with the opportunistic purpose 
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is proposed by Fields et al. (2001, p.260) as they state that earnings management occurs 

“When managers exercise their discretion over the accounting numbers with or without 

restrictions. Such discretion can be either firm value maximizing or opportunistic”. Here, 

it is argued that the practice of earnings management may be motivated by beneficial 

intent. In other words, managers could utilize earnings management practices to signal 

inside value-relevant information that is unlikely to be transparent to stakeholders about 

firm’s future performance. Hence, earnings management could arise due to beneficial as 

well as opportunistic intents. 

In terms of the second aspect, Schipper (1989), Healy and Wahlen (1999) and Degeorge 

et al. (1999) tackle the matter of how earnings management is accomplished. They posit 

two main types: timing reported and/or actual economic events. That is, earnings 

management is accomplished principally by i) utilizing the flexibility offered in the 

accounting standards for managers to use their judgement in manipulating timing of 

reporting accruals (i.e. accruals-based earnings management), and/or ii) strategically 

timing real economic events such as investment, sales or expenditures (i.e. real activities-

based earnings management). 

Thirdly, earnings management could have either upwards or downwards directions. 

Income-increasing and income-decreasing manipulation decisions are conferred by 

managers’ earnings targets. Mohanram (2003, p.1) state that “Earnings management does 

not always have to mean upwards manipulation. […], there can be many instances when 

managers intentionally misreport earnings downwards”. 
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The conclusion that could be stemmed from the above definitions is that managers may 

exercise discretion accorded by accounting standards and/or structure real activities to 

report earnings at desired levels. As such, they deliberately engage in earnings 

management practices to either increase or decrease current period’s income. Yet 

managers are not necessarily driven by opportunistic intentions and hence reduce the 

credibility of financial reports. The practice of earnings management could also provide 

investors with useful information for decision making. 

In this study, the term earnings management implies managerial opportunism following 

the definition provided by Healy and Wahlen (1999) which excludes the beneficial 

perspective of earnings management. Further, the definition of Healy and Wahlen (1999) 

is also used in this study because their definition emphasizes that the types of earnings 

manipulation include not only accruals-based but also real activities-based types. 

2.3.1   Motivations for Earnings Management 

Earnings are an important index for the guidance of investors and analysts in making 

decisions on the value and attractiveness of the stocks of firms. It is also a good signal to 

measure the performance of the CEO and the management team. Healy and Wahlen 

(1998) concluded that earnings management practices could be motivated by the desire to 

engage in the window dressing of the financial statements, especially prior to public 

securities offerings, and to create grounds for an increase in the corporate managers’ 

benefits and job security, so as to prevent the ruin of lending contracts (debt covenants) 

and to either decrease or increase regulatory costs or benefits.  
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2.3.1.1 Capital Market Incentives 

According to Mizik (2010), managers feel pressured to meet projected earnings because 

companies that fail to meet the expectations of analysts are punished by the market. The 

information made public by the companies in their financial statements combined with 

other data, is used by analysts to determine the future performance and thereby set 

expected benchmarks for the firms. Managers consider it as essential to accomplish these 

expectations. When they fail to do so, their companies are punished, either with declining 

stock price or loss of confidence of the market or the public. (Nikolaos, 2012). Thus, 

earnings management is adopted to enhance the income position and meet market 

expectations, especially when the actual earnings are below the expected level. Where the 

actual earnings are higher than expected, managers might either retain the numbers or 

engage in earnings decreasing methods (Rahman et al., 2013). 

2.3.1.2 Political Costs 

In order to minimize political risk, Watts and Zimmerman (1990) stated that companies 

may manage earnings to report lower levels of profits. This suggests that political pressure 

puts companies in a situation in which they should decrease profits or face penalties that 

arise from penetration of anti-trust laws. Monem (2003) agreed with Watts and 

Zimmerman (1990) that companies may engage in earnings management to minimize the 

cost of unfavorable political decisions or actions, including anti-trust laws and other 

governmental actions. The involvement of companies in such practices is also motivated 

by their desire to avoid disclosing high levels of profit so as to decrease tax expenditures, 

as indicated by Coppens and Peek (2005). 
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2.3.1.3 Management Compensation 

In most cases, accounting income is used for the evaluation of the performance of 

managers and to determine their compensation (base salary, cash bonus and stock 

options). This often provides incentives for managers to find ways to meet the target 

performance (Healy, 1985). The bonus plan hypothesis posits that managers with bonus 

plan have incentives to practice earnings management to increase the current period’s 

reported income, which would result in improved compensations for them (Watts & 

Zimmerman, 1990). Managers do engage in accounting techniques to manipulate reported 

earnings and increase their chances of being reappointed (DeAngelo, 1986). When a new 

manager is appointed or nominated, they diminish reported income by taking an earnings 

bath, which is an earnings management device to blame the previous management for 

performance deterioration. This provides a basis for them to beat the target earnings in the 

following year and present a picture of improved performance. 

2.3.1.4   Lending Contract Motivation 

The debt covenant hypothesis states that creditors often place some restrictions on share 

buybacks, i.e., dividend payments and issuance of additional debts specifically reported 

income and ratios, so as to assist the borrowing firm to repay the loan. This suggests the 

likelihood of earnings management practices by companies with higher debts in order to 

increase their reported income. With regards to the impacts of debts on earning 

management, Agarwal et al. (2007) indicated that the practice of earnings management is 

negatively correlated to the debts in a company's capital structure. 
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2.3.1.5   Regulatory Motivation 

Managers of listed companies or companies seeking listing are usually motivated to show 

their compliance with regulations, especially when they are going public (Lim & 

Matolcsy, 1999). The political cost hypothesis states that managers of such companies 

choose accounting policies that can improve their performance (Watts & Zimmerman, 

1978). Some industries are subject to stricter regulations than others. For example, the 

banking and insurance industry is subject to more regulations than manufacturing 

companies to ensure adequate capital to meet their liabilities. In addition, companies 

which are near the minimum capital requirements could engage in earnings management 

practices so as to beat the regulatory requirements. 

2.3.2  Real Earnings Management (REM) 

Roychowdhury (2006, p.337) defines REM as “departures from normal operational 

practices, motivated by managers’ desire to mislead at least some stakeholders into 

believing certain financial reporting goals have been met in the normal course of 

operations” and gives relative examples such as under provisioning for bad debt expenses 

a, delaying asset write-offs, price discounts and reduction of discretionary expenditures. 

Consistent with Roychowdhurys’ (2006) definition, Graham et al (2005) finds that 

managers are willing to manipulate real activities to meet their earnings targets, even 

though the manipulation potentially reduces firm value. Additionally, Roychowdhury 

(2006) presents evidence that managers manipulate real activities to avoid reporting 

annual losses. However, the nature of this method of engagement in earnings management 
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makes it “less likely to be scrutinized and detected by auditors and regulators compared 

to accruals-based management” (Cohen & Zarowin, 2010, p.13). 

Graham, Harvey, and Rajgopal (2005) documented that analysts’ attention has been 

mostly confined to accrual type of earnings management, whereas managers have tried to 

shift to REM, which has not received much attention. Managers engage in acts in which 

accounting policies (such as GAAPs) or real actions (e.g., reducing R&D) are being used 

in order to achieve the targeted earnings objectives. Providing false information could 

stupefy the users in making decisions and strongly affect the capital market (Graham, 

Harvey, & Rajgopal, 2005). 

According to Roychowdhury (2006), REM practices are perpetrated through three distinct 

methods. This involves manipulating normal operating and investment activities in order 

to achieve targeted earnings. In other words, it involves the use of the company’s cash 

flow, production costs as well as discretionary spending. Thus, REM involves activities 

that relate to real or actual production and investment decisions covering research and 

investment decisions (Matsuura, 2008). With regards to timing, REM occurs before the 

use of accrual earnings management. Even mandating the capitalization of R&D cost 

rather than expensing it does not guarantee the reduction in REM practices. 

Real activities manipulation involves deviance from the firm’s usual course of business in 

order to mislead stakeholders and shareholders that some unfulfilled financial goals have 

been achieved (Cohen et al., 2008; Roychowdhury, 2006). The aftermath of the corporate 

disasters that drew the attention of media, auditors and regulatory authorities to enforce 

more stringent conditions, is said to have changed the managers’ choice of manipulating 
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earnings from accrual-based technique to real action method. This practice is carried out 

using three important tools (overproduction, low discretionary accruals and low operating 

cash flows), all of which are done to maximize their reported earnings. One of such tools 

for low discretionary expenses is grazing R&D cost. Considering the importance attached 

to this information, the disparity between the set goals and information disclosed to 

shareholders could lead to information asymmetry (Osma, 2008). Research on REM is a 

current issue and studies on these are scarce. 

Moreover, research on REM is appropriate as very few studies have attempted to 

investigate this phenomenon compared to accruals manipulation. In addition, as REM is 

more detrimental to long-term performance compared to accruals manipulation 

(Roychowdhury, 2006; Kim & Sohn, 2013; Kim & Park, 2014), whilst not incurring any 

rule violations (Chi et al., 2011), the determination of its driving factors is crucial for 

stakeholders (Paredes & Wheatley, 2017). 

Moreover, in this study, real activities manipulation or REM, is adopted as a proxy for 

earnings management because: firstly, executive managers show an inclination for 

manipulating real activities to accomplish their objectives although such action is likely 

to decrease the firm’s value (Roychowdhury, 2006). Secondly, based on the researcher's 

knowledge, very few studies have employed the real activities manipulation method as a 

proxy for earnings management in Jordan.  
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2.3.2.1   Past Studies on REM 

In justifying the practices of REM, Roychowdhury (2006) examined earnings 

management through real activities manipulation by using the Dechow et al. (1998) model 

to ascertain normal CFO levels, productions costs, and discretionary expenses for each 

firm-year of 17,338 firm-years data of 3672 firms in COMPUSTAT for the period 1987-

2001 on cross-sectional analysis. He focused on three manipulation methods (namely; 

sales manipulation, reduction of discretionary and overproduction) and their impacts on 

the abnormal levels of the variables. He finds evidence that managers manipulate real 

activities to evade reporting annual losses. The findings confirmed that managers use price 

discount to increase sales temporarily, overproduction to report lower cost of goods sold, 

and decrease discretionary expenditures to enhance reported margins. The results indicate 

that it is inappropriate to draw inferences on earnings management through investigating 

only accruals as real activities manipulations can have long term effect on firm value. 

In addition, Cohen et al. (2008) investigated accrual-based earnings management (AEM) 

and real-based earnings management (REM) during the period of 1987-2001 and after the 

2002-2005 Sarbanes Oxley (SOX) Act 2002 with data of 8157 firms (containing 87,217 

firm-year observations)  and 2,018 firms (containing 31,668 firm-year observations) 

obtained from the CompuStat annual industrial and research files and ExecuComp, 

respectively. Using Roychowdhury (2006) measurement and model for REM, they found 

REM to be on the increase in the post- SOX Act period and accrual earnings management 

on the decrease. This is an indication that companies have identified another strategy for 

meeting earnings benchmark and after the passage of the SOX Act, companies have 
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changed from the accrual method of managing earnings to REM. Likewise, unexercised 

stock options have a positive association with income-increasing or expenditure-reducing 

AEM during the period preceding the SOX Act, while option-based compensation 

decreased. In general, over the sample period, there is an increase in income-increasing 

earnings management and a decrease in income-decreasing earnings management, but 

after the SOX Act, income-increasing earnings management decreased. 

Gunny (2010) examined the impact of using real operating activities (i.e., timing of assets 

sale, reductions in R&D, sales, general and administration (SG&A) expenses and over-

production) of the companies in meeting future performance and company value forecast. 

The study used data of all firms in COMPUSTAT which is above 6021 firms and 46,156 

firm-year observation for the period 1988 to 2002 and analyzed by developing a model 

from prior studies (i.e., Berger, 1993; Roychowdhury, 2006). The findings show that real 

activities manipulations or management has a positive relationship with meeting earnings 

benchmarks to enhance future company performance. The author concluded that earnings 

manipulation is carried out by managers so as to accelerate financial reporting outcomes. 

This is achieved when managers deviate from normal operating activities or change 

accounting methods. In some cases, companies perpetrate REM, if there is restriction in 

managing earnings through the use of accruals. So, employing REM seems to agree with 

the signaling hypothesis and is inconsistent with the opportunistic benefit of managing 

earnings, since engaging in the act is mainly to attain earnings benchmarks. 

Ibrahim et al. (2011) investigated earnings management patterns of companies that are 

subject to litigation around the seasoned equity offerings (SEO) settings using sample of 
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31,207 firm-year observations from the period 1990-2004. They measure REM using the 

three manipulation methods developed by Roychowdhury (2006) and supported by Cohen 

et al. (2008). They found income-increasing real earnings manipulation for SEO before 

the offering in the pre-SOX period and a shift to real accounts manipulation during the 

post-SOX period. They found that investors pay less attention to earnings management 

through the increase of receivables and find support that they pay more attention to real 

manipulation measures and their litigation decisions following the years after the 

introduction of SOX. In a nutshell, there is a parallel shift from accrual-based to real-based 

earnings management. The conclusion on this may not be generalized to other settings. 

Zang (2011) examined the trade-off between real activities manipulation and accrual-

based earnings management using large archival data of companies making up more than 

820 industry-years from the CRSP/Compustat Merged Database for the period 1987-2008. 

He found that companies use both REM and AEM interchangeably and that using real 

earnings precedes that of AEM. Having explained real earnings as a form of deliberate act 

where reported earnings are manipulated in certain ways, i.e., through the restructuring of 

an operation or the changing of investment timings, financial transactions have suboptimal 

business consequences. Indeed, there is a positive relationship between real activities 

management and the cost of AEM. 

In recent studies, Enomoto et al. (2015) empirically compare the differences in AEM and 

REM across countries from the investor protection perspective. They used 222,513 firm -

year observations data from 38 countries for the period 1991-2010. The study examined 

the three types of REM examined by past studies (Roychowdhury, 2006; Cohen et al., 
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2008; Cohen & Zarowin, 2010).  Their findings indicate that managers in countries with 

stronger investor protection tend to engage in real earnings management instead of 

accrual-based earnings management.  

Vorst (2016) examined the role of reversals in discretionary investments cuts on REM and 

long-term operating performance. The data of all firms on Compustat and CRSP from 

period 1983 – 2012 were used for the study. Following Gunny (2010) through method and 

regression analysis, the study found that a reversal of an abnormal cut in discretionary 

investments in the year after the cut has taken place is indicative of REM. The findings 

also showed that reversing cuts are related with lower future operating performance 

averagely, but vary significantly depending on the various incentives to involve in REM, 

and other factors that affect its related benefits and costs.  

Ding, Li and Wu (2018) investigate the impacts of government affiliation on REM and 

the performance of privately held Chinese firms. The data of over one million non-listed 

firms 41 sectors across 31 provinces in Mainland China between the period 1998 to 2012 

collected from the GTA database was used for the study. By using abnormal production 

costs as proxy for REM, they found that politically affiliated firms are more likely than 

non-affiliated firms to engage in real activities to manipulate earnings. Also, REM 

mediates the effect of political affiliation on firm performance among privately held firms.  

Al-Shattarat, Hussainey and Al-Shattarat (2018) investigate the impact of REM on future 

operating performance of UK firms. The data of 4,487 firm-year observations of firms 

listed on London Stock Exchange (LSE) for the period 2009 - 2015 was used for the study. 

By using standard models for measuring REM and draw on metrics developed by past 
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studies (Roychowdhury, 2006; Cohen et al., 2008; Cohen & Zarowin, 2010; Zang, 2012) 

to construct their earnings management metrics, they found that the manipulation of 

operating activities such as sales, discretionary expenditures, and production costs to meet 

earnings benchmarks has a significantly positive consequence for firms’ subsequent 

operating performance and signals firms’ good future performance. Their findings also 

indicate that firms that manipulate their operating activities in the absence of meeting 

earnings benchmarks experience a decline in their subsequent operating performance.  

Khuong, Ha and Thu (2019) investigate the relationship between REM and performance 

of 29 energy firms in Vietnam from the period 2010-2016. By applying the three 

fundamental measures of REM and two aggregate models following past studies (e.g, 

Roychowdhury, 2006; Cohen et al., 2008; Cohen & Zarowin, 2010; Zang, 2012) on panel 

data regression, their findings show that REM has positive effect on firm performance; 

implying that increase in current activities will positively affect current earnings. Though, 

this may have negative effect on the firm in the future. 

Wang and Zheng (2020) examine the effects of REM and its reversals on firms’ future 

operating performance applying quarterly data of firms with debt covenants. A sample of 

292,707 firm-quarter observations from Compustat for the period 1992-2016. By using 

the three measures of REM and the augmented Roychowdhury (2006) model, their 

findings show that REM has relationship with lower future operating performance. Also, 

REM reversals in the subsequent quarter positively influence future performance 

incrementally, which mainly offsets the negative impact of REM. Their findings suggest 
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that REM reversals may be suggestive of firms subsequently rewinding REM, which 

decreases the REM damage to future operations of the firm. 

In the context of Jordan, many researchers, such as Abbadi, Hijazi, and Al-Rahahleh 

(2016), Abed et al. (2012) and Al-Zoubi (2016) have indicated the prevalence of earnings 

management, specifically the AEM method in the country. Earnings management is 

rampantly practiced in Jordan, but the rate of REM is higher than that of AEM (Enomoto 

et al., 2015). The study investigated the differences between REM and AEM globally via 

the investor protection standpoint, covering the periods of 1991-2010 and using 222,513 

firm-year observations from 38 countries. The findings show that managers of corporate 

firms in Jordan practice REM in more than 31 countries out of the 38 countries. Moreover, 

the study identifies that earnings management practices among Jordanian firms through 

real activities manipulation is more than its counterpart AEM by about 43% (Enomoto et 

al., 2015). 

Sometimes, managerial choices of accounting usage could be influenced by its impact on 

management compensation. This is because equity compensation serves as an incentive 

to management. If the incentives are aligned to reported earnings, there is no doubt that in 

order to exercise their stock options, managers would engage in short-term earnings 

management. Here, it can be concluded that managers behave opportunistically if their 

incentives are aligned to earnings. In conclusion, REM has economic consequences and 

affects operating activities, whereas AEM does not have an effect on the operating 

activities of the company. In fact, most of the empirical studies have documented that 
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managers have shifted attention directly from AEM to REM after the SOX Act 2002 

(Ibrahim et al., 2011). 

From the above empirical studies, there is no doubt that there exists another strategy used 

by managers to manipulate earnings, and as indicated above, it has a long-term cost effect 

on the company. One possible reason for a switch to this type of earnings management 

practice is the fact that AEM could heighten the attention of the regulators compared to 

the practice of REM. The likely reason could be that accruals management involves 

within-GAAPs choices. 

REM is the pre-occupation of this study, given that it can hamper firms’ future 

performance (Fan, 2017), and it could also distort both reported earnings and real 

economics. The real activities manipulation level among Jordanian firms is crucial and 

alarming as compared to other countries around the world (see Figure 1.1). According to 

Enomoto, Kimura, and Yamaguchi (2015), corporate executives in Jordanian firms in their 

study sample practice REM of more than 81%. Indeed, this indicates that Jordan is among 

the countries with high rates of REM.  

With the frequency of REM practices in Jordan, there could be a decline in companies’ 

performance followed by their eventual collapse. Thus, the issue of rampant earnings 

management practices in Jordanian companies remains critical and calls for attention, 

because this issue could affect long-term firm performance (Fan, 2017; Roychowdhury, 

2006) and lead to organizational collapse, high rate of unemployment, loss of market, 

declining entrepreneurial growth and economic recession, in addition to reduced 

investors’ protection (European Bank, 2016). 
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2.4  Definition of Corporate Governance 

The practices of corporate governance differ among countries and they are usually based 

on the individual corporate governance code and the legal system within the country. 

Donaldson (1990, page 376) defines corporate governance as a “structure whereby 

managers at the organization apex are controlled through the board of directors, its 

associated structures, executive initiative, and other schemes of monitoring and bonding”. 

The Cadbury Report (1992) defines corporate governance as “a system by which 

companies are directed and controlled”, where this definition “highlights the roles of the 

main players in an organization that is comprised of shareholders, a board of directors 

and the auditor”.  

Shleifer and Vishny (1997, page 737) define corporate governance as “dealing with the 

ways in which suppliers of finance to corporations assure themselves of getting return on 

their investment”. Sternberg (2004) defines corporate governance as the methods the firms 

use to achieve the objectives of shareholders by directing the corporation’s transactions, 

agents and assets. This definition consists of two important factors: (1) the shareholders 

are considered to be the main factor in determining the type of corporate governance in 

the firm by establishing their objectives, and (2) the board of directors and CEO have to 

direct and monitor firms' transactions in a professional way in order to achieve 

shareholders’ objectives in accordance with corporate systems that are applied in their 

country. These two points lead to a distinction between the rights and responsibilities of 

shareholders, board of directors and CEO deriving from the separation of ownership and 

control functions in limited liability companies (Jensen, 1993). 
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In another definition, The Organization of Economic Cooperation and Development 

(OECD, 2004) defines corporate governance as “one key element in improving economic 

efficiency and growth as well as enhancing investor confidence. 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”. The difference between these 

two definitions lies in their relation to the developed and developing countries. Sternberg 

(2004) defines corporate governance based on the perspective in developed country, and 

therefore focus almost entirely on the requirements of the capital market. As an 

international organization, OECD defines it based on both developed and developing 

countries’ perspectives and therefore consideration of other stakeholders’ groups are taken 

into account when monitoring performance. 

In accordance with the aforementioned definitions of corporate governance, it was noticed 

that Shleifer and Vishny (1997) focused on how firms maintain returns from investments 

regardless of their objectives and this characteristic dominates corporate governance 

definitions prior to the 20th century. It can be noted that Tricker (1994) described the exact 

structure of corporate governance (see figure 2.2), and the main reason for ignoring this 

structure could refer to the weaknesses of adopting corporate governance roles before 

2000. On the other hand, all the definitions of corporate governance after 2000 such as 

Sternberg (2004) and OECD (2004) focused their interest on organizing the relationship 

between shareholders and top management. 
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Figure 2.2: Relationships within a Corporate Governance Structure 

Source: Tricker, 1994. 

The various definitions of corporate governance in the prior literature presented above can 

be classified as deriving from two separate viewpoints: 

 Corporate governance related shareholders and control, the aim of which is to increase 

shareholder wealth (e.g. Rohaida, 2011; Shleifer et al., 1997). 

 Corporate governance which takes a wider view of accountability, and firm 

performance including social and environmental issues (e.g. Sternberg, 2004; OECD, 

2004) 

Clarke (2007) documents that the evaluation of corporate governance in developed and 

developing countries is usually based on concepts of accountability and the performance 

in the firms, and the way that they comply with corporate governance policies and 

procedures. Furthermore, the corporate governance system is considered to be the main 
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guide that provides the firms with information about their rights and responsibilities in 

organizing management processes. 

2.4.1  Past Studies on Corporate Governance Mechanisms and REM 

There have been several cases of corporate failures reported in several prominent firms 

around the world, and researchers have given much attention to these cases (Okpala, 

2012). Agency conflict, incentives, rationalization and the tendency of managers to 

manipulate financial reports, are considered as causes of earnings management fraud 

(Kazemian & Sanusi, 2015).  

Most literature has emphasized on the relationship between corporate governance and 

earnings management in developed and developing nations (Gonzalez & Garcia-Meca, 

2014; Abbadi et al., 2016), with showed inconsistent results. While some studies have 

shown positive, some indicate negative results, others have shown insignificant. 

Chandren, Ahmad, and Ali (2015) who investigated the relationship between corporate 

governance mechanisms and earnings mangment in Malaysian firms using data from 2001 

to 2008 period. Using the accretive share buyback in place of earnings management, the 

regression findings provided evidence that supports a positive corporate governance 

mechanism andearnings management relationship. 

Susanto and Pradipta (2016) examine the effect of corporate governance on REM on data 

of 61 Indonesia firms listed in Indonesia Stock Exchange, making up 244 firm-year 

observations from the year 2011 - 2014. They use expert, board size, audit committee 
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meeting, director independent and managerial institutional as measure of corporate 

governance and a model developed by Roychowdhury (2006) was used to measure REM. 

Their findings indicate that the audit committee meetings, board of directors, institutional 

ownership have negative relationship with REM. 

Chouaibi, Harres and Brahim (2018) examine the impact of board director’s 

characteristics on REM on data of 29 listed firms in Tunisia from the period 2009 to 2013. 

Board size, board independence, CEO duality and board meetings are used as measure for 

corporate governance and Roychowdhury (2006) model was used to measure REM. Their 

findings show that board size, board independence, and board meetings have negative 

effect on sales manipulation. CEO/ Chairman duality has no relationship with the level of 

sales management. They concluded that board of directors likely have a significant impact 

on delimiting the sales management practice. 

In the study conducted by Kolsi and Grassa (2017) sampling Islamic banks within the 

Gulf Cooperation Council (GCC), it has been found that large-sized boards, independent 

directors and frequent audit committee meetings, have a negative relationship with 

earnings management. Likewise, Talbi et al. (2015), in their study on corporate 

governance mechanisms and earnings management relationship, found a negative 

association between corporate governance mechanisms and earnings management. Based 

on the multiple regression analysis results in their study, Kuma, Abraham, and Terpase 

(2019) found that corporate governance mechanisms are negatively related to earnings 

management. 
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Others, such as Abdul Rahman and Ali (2006) and Abed et al. (2012), have indicated no 

relationship between corporate governance mechanisms and earnings management. This 

is also indicated in the recent study by Nuryana and Surjandari (2019), which 

demonstrates the non-relationship between the corporate governance mechanism of board 

of directors and earnings management. Generally, corporate governance is a non-

significant factor for earnings management (Nuryana & Surjandari, 2019). 

Moreover, Smaraidos, Thanasas and Filiou (2018) pointed out in their research that in the 

context of developing countries, the combination of a strong independent board, an active 

audit committee and a large audit firm can deter the occurrence of earnings management 

practices 

In the study conducted by Kolsi and Grassa (2017) sampling Islamic banks within the 

Gulf Cooperation Council (GCC), it has been found that large-sized boards, independent 

directors and frequent audit committee meetings, have a negative relationship with 

earnings management. Likewise, Talbi et al. (2015), in their study on corporate 

governance mechanisms and earnings management relationship, found a negative 

association between corporate governance mechanisms and earnings management. Based 

on the multiple regression analysis results in their study, Kuma, Abraham, and Terpase 

(2019) found that corporate governance mechanisms are negatively related to earnings 

management. 

Chelogoi (2017) found contrasting findings with regards to the relationship between 

corporate governance and earnings management in the context of listed Kenyan firms. 

Board independence has a non-significant effect on earnings management whilst CEO 
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duality has a significantly negative impact on earnings management. The combination of 

both board and audit committee independence has been found to reduce the prevalence of 

earnings management in a firm. Saftiana, Mukhtaruddin, Putri and Ferina (2017) studied 

the relationship between corporate governance quality and earnings management of firms 

listed on the Indonesian Stock Exchange and found that individually, corporate 

governance mechanisms, i.e., institutional ownership, managerial ownership, board 

meeting frequency, audit committee meeting frequency and firm size, do not significantly 

affect the prevalence of earnings management. However, when all the corporate 

governance mechanisms occur simultaneously, earnings management can be significantly 

reduced. 

Arising from the foregoing, there appears to be lack of consistency in the research findings 

on the corporate governance-earnings management relationship. Also, it appears that there 

is a lack of research in the Jordanian context, despite the European Bank’s Report (2016) 

that some corporate governance mechanisms in Jordan are weak and there is inadequate 

protection of investors. This study fills the gap by examining the relationship between 

corporate governance mechanisms and earnings management in Jordan.  

 2.5  Board of Directors’ Characteristics and REM 

The board represents the apex of internal governance that controls top management, 

including the CEO. Leveraging the insights from studies, such as Ahmed Haji and Mohd 

Ghazali (2013) and Khodadadi, Khazami, and Aflatooni (2010), the board is an important 

mechanism for the internal governance of corporations. It hinges on internal governance 
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of a firm and plays a vital role in resolving agency conflict. The characteristics of the 

board determine the effectiveness of the board of directors. 

Surveys on the link between board characteristics and REM activities have shown mixed 

findings. In the research of Carcello et al. (2006), board characteristics have an impact on 

diminishing discretionary expenses; however, Garven (2015) and Visvanathan (2008) did 

not find any association between board attributes and REM activities.  

Board characteristics in this study involve board size, board independence, board meeting 

frequency and CEO duality. Previous studies have provided evidence that the attributes of 

the board are related to earnings management activities. In the subsequent sections, the 

relationships between board characteristics (board size, board independence, board 

meeting frequency and CEO duality) and earnings management are discussed.   

2.5.1   Board Size and REM  

The size of the board, which denotes how many directors are on the board of a firm (Iraya, 

Nwang, & Muchoki, 2015), is a significant corporate governance instrument that is helpful 

in combating and minimizing REM activities. According to the research conducted by 

Amran, Ishak, and Abdul-Manaf (2016), managers do manipulate real activities to attain 

some earning goals, but with the help of board size, such activities can be curtailed.    

Agreeing with the agency theory that stresses on the monitoring role of the boards to 

minimize or mitigate the agency problem, Sun et al. (2011) opined that bigger boards are 

better able to commit their time and effort to management oversight and to minimize the 
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agency problem, while smaller-sized boards are more likely to fail in detecting earnings 

management. Also, small boards are more vulnerable to management or blockholders’ 

manipulation.  

According to Kurawa and Saheed (2014) a competent board size of eight to 15 members 

is encouraging so as to ensure strong adherence to the Code of Corporate Governance and 

upholding ethical standards of the accounting profession in resources management to 

guide against creative accounting and earnings manipulations. 

 

There are inconsistent findings with regards to the relationship between board size and 

earnings management. Chandren et al. (2015), who examined the link between board size 

and accretive share buyback (real activity manipulation) intended to either meet or just 

beat EPS forecast. This accretive share buyback is an earnings management tool that can 

increase post-buyback EPS by a minimum of one cent. Their findings show a positive 

relationship between board size and earnings management. 

The study by Gonzalez and Garcia-Meca (2014) on the governance-earnings management 

relationship in the Latin American Market focused on the data of 435 non-financial Latin 

American listed companies derived between 2006 and 2009. A regression analysis was 

employed for analyzing the data. The study shows that board size positively and 

significantly affects earnings management. Based on the reported finding, larger boards 

could increase earnings management practices. 
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Talbi, Omri, Guesmi, and Ftiti (2015) examined board size-earnings management 

relationship as measured by REM. A sample of 7,481 USA firms over the period of 2000 

to 2009 was used. The results indicate a positive effect of board size on REM. This implies 

that a bigger board does not alleviate the prevalence of earnings management among 

corporate managers.  

  

On the other hand, Cyril and Chinakpuda (2019) studied the relationship between 

corporate governance and earnings management in the context of Nigeria. The study 

utilized a sample of four commercial banks in Nigeria for the period of 2007-2017, and 

multiple regression technique to analyse this research work. Board size, board meeting 

frequency and ownership concentration were used as the independent variables, while 

earnings per share (EPS) as the proxy for earnings management, representing the 

dependent variable. The results show that board size is significantly and negatively related 

with earnings management. Hence, large boards are better able to mitigate the prevalence 

of earnings management than smaller boards. 

In the research by Amran, Ishak, and Abdul-Manaf (2016), it is reported that board size 

has a negative impact on earnings management, indicating that board size could curtail 

REM in the companies. Likewise, Obigbemi et al. (2016), in their study on the relationship 

between board size and earnings management in 137 Nigerian quoted firms, found a 

negative and significant association between the two. It is further argued that there is a 

need for the enforcement of the rule on large board sizes, and that the minimum board size 

of five members is not suitable and needs to be increased (Obigbemi et al., 2016). 



 
 

71 
 

Furthermore, Zgarni, Halioui, and Zehri (2014) reported that there is a negative 

relationship between board size and earnings management as measured by real activities 

manipulation. Iraya et al. (2015) also found a negative relationship between board size 

and earnings management, but in the study by Patrick et al. (2015), board size is found to 

have negative significant effect on earnings management practices. 

Uwuigbe, Peter, and Oyeniyi (2014) studied the relationship between corporate 

governance mechanisms and earnings management in 40 sampled companies on the 

Nigerian Stock Exchange. They adopted the judgmental sampling technique using board 

size, board independence and CEO duality as the independent variables, and discretionary 

accruals as the proxy for earnings management. The findings show that corporate 

governance variables could determine 78% change in earnings management of companies. 

The result also indicates that earnings management is significantly and negatively affected 

by board size and board independence. Therefore, companies with large board size are 

more likely to be more effective in restraining managers from engaging in earnings 

management than companies with smaller boards. 

Similarly, Kang and Kim (2012) studied the effect of corporate governance in influencing 

managerial decisions by manipulating real activities of the company. The sample 

consisted of 1,104 non-financial firms listed on the Korean Stock Exchange covering the 

2005 to 2007 period. The result shows that board size, as an independent variable, restrains 

corporate managers from engaging in REM, i.e., an indication that corporate managers’ 

behavior in overproduction and decreasing discretionary expenses could be mitigated by 

having a larger board. 
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The Jordan-based survey by Abbadi, Hijazi, and Rahahleh (2016) on the relationship 

between corporate governance quality and earnings management practices, employed a 

five-year financial data ranging from 2009-2013 obtained from the listed firms on the 

ASE. The results indicate a negative board size-earnings management relationship. 

Similarly, Abed, Al-Attar, and Suwaidan (2012) examined the board size-earnings 

management relationship. Using the data derived from sampled non-financial 

organizations in Jordan for four years covering the 2006-2009 period, it is discovered that 

the size of the board of directors has a negative but significant relationship with earnings 

management. While the findings of the two studies are consistent, Abed et al. (2012) 

showed that there are structural weaknesses in the oversight function of the board in 

Jordanian firms.  

However, Elghuweel et al. (2017) surveyed the impact of corporate governance, including 

Islamic governance devices, on corporate earnings management behavior in Oman. The 

authors employed a sample of 116 Omani listed firms covering the 2001-2011 period, 

totaling 1,152 firm-years. They did not find any evidence that board size has any 

significant relationship with the extent of earnings management. This finding therefore 

shows that the size of the board of directors does not influence earnings management 

practices and this is consistent with other researchers (Azzoz & Khamees, 2015; Susanto 

& Pradipta, 2016). 

Arising from the inconsistent findings from the literature, this study further studies the 

association between the size of the board and earnings management in the listed non-

financial Jordanian firms. Filling this gap will have implications to theory and practice. 
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2.5.2   Board Independence and REM 

Independent board members are described as members of the board, who have no link 

with the company or the top management. Also, they have no company affiliations or links 

to external auditors through financial connections aside from owning shares that may 

potentially bring the member benefits, or of which could possibly influence the member’s 

decisions or cause the member to exert his/her position in the firm (ASE, 2009). Several 

researchers have studied the impact of board composition. According to the agency theory, 

the appointment of such external directors to the board is known as board independence.  

From the agency theory perspective, the independent director has an enticement to build 

up a reputation as a professional in monitoring the myopic behavior of corporate managers 

(Fama & Jensen, 1983). This is consistent with Shah, Zafar, and Durrani (2009) that 

independent directors are usually dedicated to monitoring performance and corporate 

managers' behavior. 

Previous studies have attempted to figure out the type of board characteristics-earnings 

management relationship that exists in different contexts. For instance, Chandren et al. 

(2015) reported a positive link between board independence and earnings management. 

Likewise, in China, Hsu and Wen (2015) showed that independent directors cannot 

effectively regulate and prevent corporate managers from altering real earnings. The study 

reveals that independent board members have a positive effect on REM practices.  

On the other hand, Filiou (2018) studied the influence of corporate governance mechanism 

on earnings management in Greek listed firms. The study used 230 firm-year observations 
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over the period of 2011-2015. For analysis purposes, the author employed multiple 

regression technique. The outcomes reveal that board independence is negatively and 

significantly correlated to earnings management. Similarly, Amran, Ishak, and Abdul-

Manaf (2016), in their research on earnings management and board independence using a 

sample of Malaysian Public Listed Companies (PLCs), discovered that board 

independence has a negative effect on earnings management, indicating that board 

independence could curtail the real activities manipulation in the companies. 

In a related research done by Al-Dhamari and Ku Ismail (2013), it is indicated that when 

firms have board independence, the predictive ability of earnings is high but in a negative 

direction. As the result from regression analysis indicates a negative impact of board 

composition on earnings predictability.  

Visvanathan (2008) examined the role of corporate governance variables from the REM 

perspective, since managers practice both accounting and real operating management in 

meeting accounting numbers. The results indicate a negative relationship between board 

independence and real-based earnings management, demonstrating the need for more 

machinery to be put in place that could reduce the divergence from the normal operating 

activities in order to meet certain desired objectives by managers. 

Moreover, to determine the type of corporate governance-earnings management 

relationship among the listed firms on the Nairobi Security Exchange (NSE), Iray et al. 

(2015) conducted a study on the data of 49 sampled firms derived between 2010 and 2012. 

They found a negative relationship between earnings management and board 

independence. Consequently, the study recommends the implementation of effective 
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corporate governance practices to reduce earnings management and avert possible 

collapse of listed companies in Kenya. 

In addition, Klein (2002), Uadiale (2012) and Peasnell et al. (2005) found further evidence 

that companies with an independent board of directors may deviate away from 

manipulating reported earnings. In addition, empirical evidence also shows a significant 

and negative relationship between independent board members and REM (Kang & Kim, 

2012; Osma, 2008). 

However, Park and Shin (2003), Abdul Rahman and Ali (2006) and Osama and Noguer 

(2007) did not find any association between independent directors and earnings 

management. Meanwhile, others have proposed that independent board members may be 

ineffective in the oversight of management. For instance, Daghsni, Zouhayer, and Mbarek 

(2016) examined the board independence-earnings management relationship in 70 listed 

French companies on the SBF 250 for the period from 2008 to 2012, employing 

discretionary accruals (DA) as the measurement for earnings management. The regression 

analysis indicates a non-relationship between the two. In the Australian context, Liu 

(2012) used a sample of 138 listed companies on the Australian Securities Exchange for 

the 2004-2007 period and found that board members’ independence has no effect on 

earnings management practices. 

Several scholars have considered the links between board independence and earnings 

management, but studies relating to Jordan are scarce, and given the inconsistency in the 

findings of the extant literature on this relationship and the dearth of studies in the context 
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of Jordan, the present study examines the association between the independence of the 

board and earnings management in the listed Jordanian non-financial firms. 

2.5.3   Chief Executive Officer (CEO) Duality and REM 

Consistent with the agency theory, the stipulations by the Jordanian Code of Corporate 

Governance include the role distinction between the CEO and the Chairman to prevent 

the CEO from possessing too much control over the day-to-day management operations. 

In other words, a CEO with excessive control over the members of the board could easily 

practice earnings management. In addition, CEO duality could effectively control the flow 

of information from other board members and thus hamper the monitoring/oversight 

functions of the board (Jensen, 1993). 

There are mixed findings on the CEO duality-earnings management relationship in prior 

studies. For example, Gulzar and Wang (2011) and Roodposhti and Chashmi (2011) found 

that CEO duality positively affects earnings management, indicating that combining the 

role of the CEO and the role of chairman increases the practices of earnings management. 

This is because the CEO can prevent board effectiveness and cause a management-board 

discord, thus increasing earnings management practices (Daghsni, Zouhayer & Mbarek, 

2016). 

Moreover, Chandren, Ahmad, and Ali (2015), studied the relationship between Malaysian 

accretive share buybacks (real activity manipulation) and governance devices by firms 

spanning the 2001 to 2008 period. Using the accretive share buyback in place of earnings 

management, the regression findings indicate a significantly positive relationship between 
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CEO duality and accretive share buyback in order to meet or beat EPS forecast (MBEF).  

Also, Iray et al. (2015) conducted a research using a sample of 49 firms spanning the 

2010-2012 period. The study discloses the positive relationship between CEO duality and 

earnings management. It further recommends the implementation of effective governance 

practices so as to decrease earnings management and avert possible collapse of listed 

companies in Kenya. 

On the other hand, Habib and Hossain (2012) evidenced that CEO duality decreases the 

audit committee’s effectiveness and its credibility in financial reporting. Mohammad et 

al. (2012) examined the relationship between corporate governance mechanisms and 

earnings management practices in 35 USA government-linked corporations. They 

documented that with the introduction of the government’s transformation program, there 

is a high prevalence of earnings management practices, and the result from the regression 

analysis indicates that CEO duality has an impact on mitigating earnings management 

activities. In the Australian context, Liu (2012) documented that higher incidence of CEO 

duality reduces earnings management practices. 

Recently, Boghdady (2019) examined the relationship between corporate governance 

mechanism and earnings management (real activities manipulation and accrual-based 

earnings management) in Egypt. The study used a sample of 1030 firm-year observations 

for the period of 2010-2017; multiple regression was employed as the technique of 

analysis. The result indicates that firms whose CEO is not the Chairman, are significantly 

and negatively linked to earnings management practices. Therefore, the separation of the 

top two positions deters earnings management practices from occurring in the company.   
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However, Visvanathan (2008) examined the role of corporate governance variables based 

on the REM standpoint since the managers of the companies engage in both accounting 

and real operating activities in meeting accounting numbers. The results show that CEO 

duality has no significant relationship with REM. Ponnu (2008) documented that the 

percentage of CEO duality of Malaysian companies decreased from 15.9% in 1999 to 

8.6% in 2005. But despite this compliance, CEO duality was found to have no relationship 

with company performance in line with the findings of Lin & Hwang (2010), which 

indicates that the CEO-Chairman role separation does not significantly affect earnings 

management. Additionally, studies by Abed et al. (2012) and Rahman and Ali (2006) have 

found that CEOs are ineffective in restraining the prevalence of earnings management. 

In the context of Jordan, Abed et al. (2012) studied the earnings management-corporate 

governance characteristics relationship of a sample of listed non-financial firms on the 

ASE during the period of 2006-2009. Using the Jones model and proxied by DA, earnings 

management is found to have no significant relationship with CEO duality.  

Also, Abbadi et al. (2016) indicated that merging the role of CEO and board chairman 

could positively affect earnings management. In addition, Abed, Al-Badainah, and 

Serdaneh (2012) revealed that a weakness exists in the monitoring function of the boards 

in Jordanian firms. They ascribed this to the presence of the CEO/Chairman duality roles. 

Besides, the agency cost associated with CEOs is that the personal attributes of the CEOs 

and behavioral tendencies, such as overconfidence, have an impact on both their 

information provision capacity and investment decisions (Goel & Thakor, 2008). This 
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situation is further exacerbated when the roles of CEO and Chairman are held by a single 

individual, as oversight could not be implemented on the behavior of managers. 

In conclusion, this section discusses the effect of CEO duality on earnings management 

practices. Based on the inconsistencies in prior findings with respect to the 

aforementioned relationship and the lack of studies in this area in Jordan, this study further 

examines the links between CEO duality and earnings management practices in the 

country. 

2.5.4   Board Meeting Frequency and REM 

A board of directors that conducts regular meetings is more inclined to perform according 

to its shareholders’ interests as more time can be spent to observe and resolve matters 

pertaining to the management of earnings, conflicts between owners and managers and 

oversight. Comparatively, boards that do not meet regularly are prone to have less time to 

acknowledge and address such issues and may only spend limited time on management 

oversight (Abed et al., 2012). 

The boards of directors in Jordanian firms are expected to hold meetings through an 

invitation from the Chairman of the board or when the Chairman is given a written request 

by 25% of the board members at minimum. In addition, voting on the board's decisions 

should be done in person and voting through proxy, correspondence and any indirect 

manner is not allowed. Board decision is by absolute majority during the meeting. A 

minimum of six meetings should be held per year. In these meetings, the board shall 

appoint the board secretary who would be charged with recording the minutes and 
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decisions of the meetings, the members attending the meeting and the feedback in a 

specific sequentially numbered report (JSC, 2009). 

Despite the numerous studies on board meeting-earnings management relationship, the 

findings have been inconsistent. Daghsni, Zouhayer, and Mbarek (2016) found a positive 

relationship between board activity and earnings management, which suggests that more 

meetings by the board could help in increasing earnings management. Also, Obigbemi et 

al. (2016) examined the board meeting-earnings management relationship using the data 

of 137 sampled listed firms in Nigeria covering the period from 2003 to 2010. The results 

of the Ordinary Least Squares (OLS) regression technique shows that board meeting 

frequency positively and significantly affects the practice of earnings management in 

Nigeria. Furthermore, Gulzar and Wang (2011) found that a higher board meeting 

frequency increases the prevalence of earnings management. 

On the other hand, Xie et al. (2003) argued that the less the time spent on board meetings, 

the less the time a board has to observe other issues besides deliberating over managerial 

issues and listening to the presentation of proposals. Hence, the directors may not have 

adequate time to focus on matters related to management of earnings. Using 282 sampled 

company-year observations, the authors discovered that management of earnings is 

crucially and negatively associated with the frequency of meetings. Similarly, Bala and 

Gugong (2015) and Zagrani et al. (2014) found that board meeting frequency can decrease 

the prevalence of earnings management. 

Olayemi (2013) indicated that board meeting frequency is a significant variable that 

influences the management in practicing REM activities. The significantly negative 
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impact of board meeting frequency shows that earnings management through operational 

or investment decisions, are constrained. This result is supported by Baghdady (2019), 

who investigated the association between board meeting frequency and earnings 

management using data from 2010-2017. The study shows that the meeting frequency is 

a monitoring mechanism to constrain the myopic behavior of corporate managers. 

Ahmad (2013) investigated the board structure-earnings management relationship in 

Malaysia. The sample in the study comprised 71 listed companies on Bursa Malaysia from 

2001 to 2005 with board meeting frequency as one of the variables of corporate 

governance, to examine earnings management. The study utilized multiple linear 

regression for data analysis. The result reveals that board meeting frequency is negatively 

related with earnings management. In essence, a company with frequent board meetings 

will restrain myopic behavior of corporate managers to alter earnings. 

Moreover, several studies have empirically investigated the relationship between 

corporate governance and earnings management in Jordan. For instance, Abbadi et al. 

(2016) employed a panel dataset covering all listed non-financial firms on the ASE 

throughout 2009-2013 and used accrual-based earnings as the measure or proxy of 

earnings management. They revealed a negative relationship between board meeting 

frequency and earnings management.  

Given the inconsistent findings from the literature, this study further examines the board 

meeting frequency-earnings management relationship in the listed non-financial in 

Jordan, as this will have implications to theory and practice. 
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 2.6  Audit Committee Characteristics and REM  

2.6.1   Audit Committee Size and REM 

The regulations such as the Basel Committee and SOX Act, as a consequence of major 

corporate scandals, have ignited renewed interest in the audit committee (Bhasin, 2012). 

Audit committee seems to be the most popular corporate governance mechanism over the 

past three decades. Hence, global acceptance and the greater role of the audit committee 

have been endorsed by numerous professional and regulatory authorities in several 

countries (Turley & Zaman, 2004; Abdullatif, 2006). The Basel Committee in 2001 

supported the establishment of audit committees in companies to enable their boards to 

mitigate emerging issues that would otherwise be difficult to handle in the absence of a 

proper control system. 

Many researchers have suggested that the audit committee could play a vital role to ensure 

the effectiveness of corporate governance mechanisms through main four characteristics 

(financial expertise, frequency of meetings, independence and size) (Bedard, Chtourou, & 

Couteau, 2004; Bronson et al., 2009). Mansor et al. (2013) support empirical proof that 

audit committee characteristics can lower the prevalence of earnings management, 

specifically in family-owned companies (FOC) and non-family owned companies 

(NFOC). 

Similarly, the Jordanian Code of Corporate Governance provides that the audit committee 

should possess the following best practice characteristics: (1) should have a minimum of 

three members, where two are independent; (2) each member must possess some level of 
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financial knowledge and at least one of them should be a financial expert or a member of 

an accounting association or body; (3) members are to hold regular meetings with due 

notice of issues that will be considered; and (4) the committee must hold a minimum of 

four meetings per year (Article (15) JSC, 2010). The number of members serving on the 

audit committee indicates the availability of resources that would determine the 

committee’s effectiveness. The JCGC suggests a minimum of three members in an audit 

committee. 

Al-Zoubi and Selamat (2012) noted that audit committee size determines it effectiveness. 

A small committee would cause insufficiency in the number of directors available for 

committee service and this could decrease the oversight effectiveness of the committee 

(Vafeas, 2005). An extremely small committee may not be able to efficiently fulfill its 

mandate because of the increasing nature of committee assignments. Meanwhile, an 

extremely large committee could decrease the directors’ performance because of the 

challenges of coordination which could also hinder monitoring effectiveness (Jensen, 

1993; Vafeas, 2005). 

There are mixed findings about the association between earnings management and audit 

committee size in previous studies. This perhaps could be attributed to the differences in 

governance structures and practices from country to country and the differing social, 

cultural, political and legal systems. In their study on the listed companies in Indonesia 

specifically the manufacturing and public listed firms’ data spanning the 2012-2014 

period, Supriyaningsih and Fuad (2016) found a positive relationship between audit 

committee size and REM. 
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Further, Madi, Ishak, and Abdul-Manaf (2014), in their investigation of 146 listed 

Malaysian companies in 2009, found a positive relationship between audit committee size 

and voluntary corporate disclosure. This result proves to investors, policymakers and 

accounting professionals how the audit committee’s characteristics can influence its 

monitoring effectiveness. In Jordan, Alhaddad et al. (2011) indicated a positive effect of 

audit committee size on earnings management. 

 In contrast, Abbadi et al. (2016) reported that audit committee size is negatively 

correlated to earnings management. Also, several studies conducted in the USA by 

Bedard, Chtourou, and Couteau (2004) and Xie et al. (2003), and Baxter and Cotter (2009) 

in Australia, found a non-relationship between audit committee size and earnings 

management. Given the contradictory findings from these previous studies, it is likely that 

a country’s economic and other environmental circumstances could influence the outcome 

of the investigations.  

Azzoz and Khamees (2016) studied the effect of corporate governance on earnings 

management and quality using data from 73 sampled firms listed on the ASE covering the 

period of 2007-2012. The study employed the Jones model to calculate the value of DA 

as the proxy for earnings quality and management. The results show a negative significant 

relationship between audit committee size and earnings management and earnings quality.   

Hassan and Ibrahim (2014), in their empirical investigation in Nigeria, studied the 

relationship between audit committee size and real activities management and 

manipulation practices. The study employed panel data with secondary data covering the 

period of 2007-2012. The findings show that audit committee size is significant in 
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controlling the earnings management practices in the sampled firms. This suggests that 

audit committee size is negatively correlated to earnings management. 

Hamdan, Mushtaha, and Al-Sartawi (2013) sampled 50 industrial firms listed on the ASE 

from 2004-2009. The study employed two models to measure earnings quality. The first 

one depended on earnings continuity as an indicator of earnings quality; while the second 

depended on the decrease in DA. The finding shows that audit committee size is inversely 

related with earnings quality. They added that increasing the size of the audit committee 

may not aid firm performance.  

Given the foregoing, this study further investigates the effect of audit committee size on 

earnings management in Jordan. It is hoped that the outcome would have implications to 

theory and practice.  

2.6.2   Audit Committee Independence and REM 

The audit committee is responsible for reporting the internal control in a firm. Like that 

of the board of directors, its oversight function is encouraged with greater audit committee 

independence. Deli and Gillan (2000) indicated that the independence of internal and 

external auditors is strengthened by a real audit committee. In the Jordanian Corporate 

Governance Code, Chapter Two Article 2 states that the audit committee must be 

constituted by at least three NEDs, of whom two are independent. Out of the two 

independent directors, one shall serve as chairman. This is in line with the agency theory 

which suggests that the effective monitoring function of a committee is substantially 

contributed by the independence of a NED (Fama & Jensen, 1983). Evidences of the same 
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are also found in empirical literature on audit committee independence (Carcello & Neal, 

2000; Carcello et al., 2011; Karamanou & Vafeas, 2005; Saleh et al., 2007). 

The relationship between audit committee independence and financial reporting practices 

has been examined in numerous studies. Previous research has suggested that fraudulent 

financial reporting occurs more in firms with low audit committee independence (Beasley 

et al., 2000). According to Carcello and Neal (2000), troubled companies with less 

independent audit committees are prone to be issued with a going concern qualification 

report. Non-audit services (tax services fee) have a negative relationship with restatements 

(proxy for low quality) (Kinney et al., 2004). Abbott et al. (2003) found similar results in 

the context of companies with and without restatements. 

Nelwan and Tansuria (2019) assessed the extent to which audit committee independence 

affects earnings management in Indonesia using data obtained from 2009-2015; the 

population of the study comprised listed manufacturing firms. The result reveals that audit 

committee independence is inversely and significantly correlated to earnings 

management. Similarly, Chelogoi (2017) examined the relationship between corporate 

governance and earnings management in the context of Kenya using 45 firms listed on the 

Nairobi Security Exchange spanning eight years from 2005 to 2012. The findings indicate 

a significant and negative relationship between audit committee independence and 

earnings management. 

Klein (2002) found that audit committee independence is negatively correlated to earnings 

management, suggesting that the independent members can control the occurrence of 

earnings management more effectively. In addition, Hassan and Ibrahim (2014) found that 
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a more independent audit committee is capable of checkmating real activities 

manipulation by the management when preparing financial statements of the sampled 

firms. This indicates a negative audit committee independence-earnings management 

relationship.  

Rahman and Ali (2006) examined the monitoring function efficacy of the audit 

committees of 97 companies listed on the Main Board of Bursa Malaysia throughout the 

period of 2002-2003 in reducing earnings management. The authors indicated that audit 

committee independence has an insignificant effect on earnings management, which is in 

line with the findings of Peasnell et al. (2001). Furthermore, Tolulope et al. (2018) posited 

that an upsurge in the number of independent audit committee members would not 

automatically lead to a decrease in earnings management practices. 

Due to the inconsistencies in the findings of the extant literature on the audit committee 

independence-earnings management relationship and the lack of research on this 

relationship in Jordan, this current study hence investigates the audit committee 

independence-earnings management relationship in listed non-financial companies in 

Jordan.  

2.6.3   Audit Committee Expertise and REM 

The financial expertise of audit committee members is considered as one of the main 

mechanisms of corporate governance. Audit committee members with high expertise can 

produce better quality financial reports (Baxster & Cotter, 2009). Such expertise entails 

the required skills, qualifications and professional certificates of the audit committee 
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members, including experience in the field of finance and accounting that will assist them 

in improving the audit process and ensuring the production of an accurate financial report 

(Bedard et al., 2004; Hamdan et al., 2013). 

Furthermore, the Jordanian Corporate Governance Code stipulates that every audit 

committee member must possess accounting and finance experience and knowledge, and 

a minimum of one member should have prior experience working in a finance or 

accounting firm. Furthermore, the said member must be certified professionally and 

academically in the field of finance, accounting and other relevant areas (ASE, 2009). 

Although, Mohamad et al. (2012) posited that inclusion of individuals with financial 

expertise as members in the audit committee would increase the practices of earnings 

management. Another study conducted in 2004 by Firth, Lo, and Wong (2004) using 266 

listed firms as a sample in China, found that companies with sufficient and expert audit 

committee members has low probability of engaging in earnings management, especially 

those that are involved in transfer pricing.. Moreover, a study conducted in Malaysia by 

Puat and Susela (2013) using 300 listed firms as sample size, shows the existence of audit 

committee expertise (in the area of accounting or other related areas in the firm) is related 

significantly to the extent of earnings management. 

Baghdady (2019) studied the relationship between audit committee characteristics and 

earnings management by employing accrual discretionary expenses and real activities 

manipulation as the proxies of REM. The sample for the study consisted of non-financial 

state-owned and private-owned firms covering the 2010-2017 period with 1030 firm-year 
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observations. The empirical findings suggest that audit committees with expert members 

can deter the prevalence of REM.  

In the context of Jordan, Al-Zoubi and Selamat (2012) investigated the effects of the board 

of directors and audit committee on earnings management. The study found that 

companies whose audit committee members have expertise, are not likely to engage in 

earnings management since such opportunistic behavior are leading to uncertainty in the 

firm`s economic value. 

Nevertheless, the study by Nelwan and Tansuria (2019) found a non-significant audit 

committee expertise-earnings management relationship. The Indonesian-based study also 

reveals that despite having accounting and finance experts as members in the audit 

committee, their presence has no influence on the decision of firms to engage in earnings 

management practices or otherwise. In addition, related studies by Abdul Rahman et al. 

(2006) using Malaysian data and Lin and Hwang (2010) using USA data, found that audit 

committee expertise has an insignificant effect on earnings management 

Given the inconsistency in the findings of available studies and the lack of research on the 

audit committee expertise-earnings management relationship, this study examines the said 

relationship in the context of non-financial companies in Jordan. Filling this gap will have 

implications to theory and practice. 
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2.6.4   Audit Committee Meeting Frequency and REM 

Only an active committee can ensure the effectiveness of a firm (Bedard et al., 2004). The 

frequency of meetings by the audit committee is important as this will assist in the 

resolution of issues required by the management. It can also improve the firm’s internal 

control (Stewart & Lois, 2007). According to Abbott et al. (2000), companies with a fully 

independent audit committee which holds meetings two times in a year tends to have fewer 

reports of financial problems, such as misleading accounting and squandering of funds 

and embezzlement, compared to firms with meeting frequency less than two times. 

Many previous research studies have been carried out to investigate the link between 

earnings management and audit committee meeting frequency. The findings of these 

studies are varied across geographical locations. For example, a positive relationship is 

found between the two variables as reported by studies conducted in Malaysia by Saleh et 

al. (2007) and Abdul Rahman et al. (2006). Meanwhile, other studies conducted in 

Australia by Davidson et al. (2005) and Baxter et al. (2009) and in the USA by Xie et al. 

(2003) and Bedard et al. (2004) show a negative relationship between the two. However, 

each of these studies was carried out using the data of developing countries which shows 

a positive relationship, whereas the data on developed countries shows a negative 

relationship (Almasarwah, 2016). The study of Thoopsamut and Jaikengkit (2009) shows 

a non-relationship between audit committee meeting frequency and earnings management 

in Thailand. 

In sum, the relationship of each audit committee characteristic (frequency of meeting, 

independence, size and expertise) and earnings management has been explained. Many 
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empirical evidences have suggested that an active audit committee is more effective in 

reducing the prevalence of earnings manipulation. On the contrary, other studies have 

indicated that audit committee characteristics significantly and positively affect earnings 

management. Hence, the mixed results of previous studies regarding this relationship 

necessitate further investigation. 

2.7  Ownership Structure and REM  

Studies on corporate governance have emphasized on the type of relationship that exists 

between the firm’s top management and the ownership structure. Demsetz and Lehn 

(1985) investigated the effect of ownership concentration using data on the share 

proportion of the five major shareholders in a firm. Subsequent studies used data on share 

proportion to reveal ownership structure (Chen et al., 2005; Himmelberg, Hubbard & 

Palia, 1999). Nevertheless, ownership types are not mutually exclusive (Almasarwah, 

2016). Demsetz and Villalonga (2001) later indicated that the proportion of shares owned 

by managers and ownership by family overlaps by 0.67. This shows that there are two 

types of existing categories overlapping each other. It is assumed that the ownership types 

denote one another. 

Using 456 USA-based companies as sample, Shleifer and Vishny (1986) conducted an 

analysis on the structure of ownership and showed that ownership concentration is at a 

high level; 354 out of the 456 firms have at least one shareholder owning 5% of the overall 

shares in the company. Tolulope et al. (2018) study the relationship between corporate 

governance mechanisms and earnings management found that an increase in the majority 

shareholding percentage can cause a reduction in the prevalence of earnings management. 
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Literature on corporate governance addresses the issue of agency problems, i.e., dispersed 

ownership and passive shareholders (Okpara, 2011). Shleifer and Vishny (1997) indicated 

that increased ownership concentration has a high probability of lessening free-riders and 

enhancing company efficiency. Hence, ownership concentration is deemed to be able to 

reduce agency problem and improve corporate governance (Hu & Izumida, 2009).  

Past studies have divided the structure of ownership into different types of ownership, like 

board or management ownership, the ownership by the government, the ownership by the 

family, the ownership by foreigners and the ownership by institutions (Almudehki & 

Zeitun, 2012; Gurunlu & Gursoy, 2010). 

2.7.1   Block Ownership and REM 

Block owners are critical in ensuring internal control as a large participation drives them 

to monitor and sway company strategies (Yeo, Tan, Ho, & Chen, 2002). Block ownership 

can be individual investors, private equity firms, pension funds, banks, insurance firms 

and corporations (Klein, 2002; Miko & Kamardin, 2015). Another definition of 

blockholders was presented by Zhong, Gribbin, and Zheng (2007), i.e., “those 

shareholders who own at least 5% of a firm’s outstanding common stocks while they serve 

neither as the firm’s executive officers nor on the board of directors”. 

Zhong, Gribbin, and Zheng (2007) proposed contrasting theories about blockholder 

ownership-earnings management relationship. Firstly, based on the agency theory, small 

stockholders could quickly sell their stocks when they are not pleased with the managers’ 

behavior. Secondly, small stockholders could find it challenging to sell their shares in bulk 
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without impacting the company, such as causing a fall in its stock price. Therefore, large 

blockholders typically employ long-term strategies involving the monitoring of the 

corporate manager's behavior so as to create further benefits to the equity ownership. 

Contrary to small equity holders, large block owners can sway corporate managers to 

manipulate the financial statement (Barclay & Holderness, 1991; Shleifer & Vishny, 

1997). 

As a result, large block ownerships may pressurize corporate managers to manipulate the 

financial statement of a firm. Also, large block ownership prevents corporate managers 

from conflicting too much with the interests of the equity shareholders (Dechow et al., 

1996). Block equity holders are driven to observe corporate managers and elect their 

representative to the board of directors (Obeten, Ocheni, & John, 2014). Also, large equity 

owners could maximize their personal control gains to the detriment of the minority equity 

owners (DeAngela, 1986). 

Waweru and Riro (2013) investigated the relationship between corporate governance 

mechanisms, firm attributes and earnings management. The study took place in Kenya 

with actual samples of 37 firms listed on the NSE, focusing on the period from 2006 to 

2010 and using panel data. This result shows that block ownership positively affects the 

prevalence of earnings management. Therefore, the higher the block ownership, the higher 

the tendency of earnings management activities of a firm. 

Farooq and El Jai (2012) studied the ownership structure-earnings management 

relationship in the context of Morocco, sampling the data of 71 firms listed on the 

Casablanca Stock Exchange from 2004 to 2007 and using panel regression to approximate 



 
 

94 
 

the relationship. It is empirically shown that block ownership is positively related to 

earnings management, whereby it does not lessen the prevalence of earnings management 

in listed non-financial Moroccan companies. 

Gulzar and Wang (2011) identified the impact of block ownership on earnings 

management practices among listed firms on the Shanghai and Shenzhen Stock Exchange 

in China. Relevant data was taken from the 2002-2006 period from a sample of 1009 

companies in China. Multiple regression was utilized as a technique of data analysis. The 

result shows that block ownership positively affects earnings management. 

Gonzalez and Garcia-Meca (2014) investigated the relationship between internal 

corporate governance mechanisms and discretionary accruals (DA) as a substitute for 

earnings management. The sample used was 435 firms obtained from the Latin American 

Stock Exchange market covering the period from 2006 to 2009. Their study found that 

block shareholders have a negative relationship with earnings management, particularly 

DA. Additionally, block ownership is capable of constraining manipulative practices by 

opportunistic managers only when the ownership of the major shareholders is reasonable 

(Yeo et al., 2002). 

Alves (2012) explored the effect of block ownership in mitigating the prevalence of 

earnings management in listed companies in Portugal by sampling the data of 34 non-

financial listed companies from 2002 to 2007. The data was analysed using panel 

regression. The results indicate that block ownership has a negative relationship with 

earnings management. Therefore, block ownership reduces the prevalence of earnings 

management. 
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In Jordan, Ramadan (2016) investigated the relationship between blockholders and 

earnings management of listed companies in Jordan. The study used a sample of 77 ASE 

listed firms and panel regression with robust standard error to analyze the data for the 

period of 2000 to 2014. The empirical result establishes that blockholders negatively 

affect earnings management as they have less incentives to control corporate earnings and 

reduce the opportunistic behavior of managers. 

Kurawa and Saheed (2014) investigated the blockholder ownership-earnings management 

relationship in the petroleum industry in Nigeria. The data employed was that of nine 

companies with six samples drawn from petroleum companies on the NSE. A panel 

regression was applied to ascertain the relationship between the independent and 

dependent variables. The result establishes that blockholder ownership has a significant 

and negative effect on earnings management. Thus, blockholder ownership decreases or 

constrains the occurrence of earnings management practices. 

Based on the discussion above, and the fact that research on blockholder ownership-

earnings management relationship is scarce, this current study further investigates the link 

between blockholder ownership and earnings management in listed Jordanian non-

financial firms.  

2.7.2   Family Ownership and REM 

It has been shown that there are more family-owned companies (FOC) in East Asia and 

developing nations than in developed nations (Fan et al., 2002; Yang, 2010). In the 

research conducted by Fan et al. (2002), it is documented that family ownership at a 
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higher-level leads management to earn more earnings and limits the minority 

shareholders` participation. In another study on the Standard and Poor’s (S&P) 500 index, 

Wang (2006) examined the relationship between earnings quality and family ownership, 

through the usage of abnormal model of accruals for the measurement of quality of 

earnings (Dechow et al., 2002). The results of empirical studies conducted show that a 

higher family ownership level is linked to lower abnormal accruals.  

Yang (2010) indicated that CEOs in non-family companies have better company income 

management capabilities than the CEOs of FOC, showing that FOC engage less in 

earnings management practices than non-family owned companies (NFOC) in order to 

maintain their market standing. Cascino et al. (2010) sampled the data of non-financial 

firms listed on the Italian stock market spanning the 1998 to 2004 period and found that 

the quality of financial information in FOC is greater than that of NFOC. 

It has been suggested by some studies that firms which are under the control of family 

engage less in earnings management practices as they endeavor to achieve the best 

position when it comes to reputation (Block, 2010; Jaggi, Leung, & Gul, 2009; Jara & 

López, 2011; Prencipe et al., 2011; Siregar et al., 2008). 

Prior researchers have studied the relationship between management of earnings and 

family ownership by including the effect of numerous mechanisms of corporate 

governance. For example, Jaggi and Leung (2007), who used Hong Kong data between 

the period of 1999-2000, found that firms that are managed by family with the presence 

of an audit committee engage in less earnings management practices. Chen and Jaggi 

(2000) highlighted that NEDs positively affect the extent of financial disclosure in FOC. 
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Chi et al. (2015) studied the family ownership-earnings management relationship by 

considering the effect of independence of the board. Based on listed high-technology firms 

numbering 379 for more than seven years in Taiwan, the findings indicate that firms 

controlled by families have a positive relationship with earnings management. It was also 

found that independent directors do interact with firms managed by families to reduce the 

management of earnings. Also, the CEO interacts with the family firms towards increasing 

the management of earnings.  

Lakhal (2015) studied the effect of corporate disclosure practices and structure of 

ownership on the management of earnings in French-listed firms. The results indicate that 

institutional investors, families and multiple large shareholders negatively affect earnings 

management. On this note, it acts as a suitable corporate governance device in limiting 

managerial discretion.  

In Jordan, Alzoubi (2016) examined the ownership structure-earnings management 

relationship in 62 sampled firms listed on the ASE, by adopting the magnitude of DA as 

a proxy for earnings management and the modified cross-sectional Jones model. By 

employing econometric techniques, namely OLS and generalized least squares, the 

findings indicate that ownership structure significantly affects earnings management in 

line with corporate governance theories and opinions underscored by several international 

organizations. The finding of the study is that family ownership has an impact on financial 

reporting quality and also reduces earnings management.  

It should be noted that managers of family firms have a strong long-term perspective, 

which is in accord with the stewardship and agency theories (Block, 2010).  Based on the 
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foregoing and the dearth of research on family ownership-earnings management 

relationship, this study further investigates the relationship between family ownership and 

management of earnings in the listed Jordanian non-financial firms.  

2.7.3   Institutional Ownership and REM 

According to Velury et al. (2006) and Bushee (1998), institutional owners can be defined 

as investors that hold not less than US$100 million of the overall firm’s equity. In this 

current study, the definition of institutional ownership is as defined by the ASE which is 

related to the type of shareholders rather than the amount invested as given by Velury et 

al. (2006) and Bushee (1998) above. Institutional ownership significantly affects earnings 

management when large numbers of firms are owned by institutional investors. This gives 

them the opportunity to monitor the firms, which in turn, creates incentives for the firms 

in the upward management of their earnings in order to meet institutional investors` 

requirements (Koh, 2003). Previous studies have grouped institutional ownership into 

local institutional ownership and foreign institutional ownership in order to examine the 

effect on earnings management. Heard and Sherman (1987), for instance, indicated that 

institutional ownership can lead to the establishment of strong relationships between the 

managers and the investors, which in turn, will create more engagement in the 

management of earnings towards the achievement of local institutions’ objectives. 

However, Ben-Nasr, Boubakri, and Cosset (2012) proposed a distinct argument than that 

of Heard et al. (1987); they argued that local institutions can cause managers to be 

monitored and will lessen the risk of manipulation of earnings by the firms. 
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Institutional ownership is  also associated with accounting characteristics, such as 

corporate operating performance (Cornett et al., 2008; Alfaraih, Alanezi1, & Almujamed, 

2012); corporate investment performance (Bushee, 1998; Eng & Margaret, 2001; Fung & 

Tsai, 2012); R&D and quality of reported earnings (Velury & Jenkins, 2006); and the 

management of earnings (Chung et al., 2005; Koh, 2003; 2007). The reason behind this is 

that institutional investors possess monitoring and controlling ability on the managers and 

can affect the board’s decisions, which put the institutional owners front and center in the 

company’s corporate governance system (Ping & Wing, 2011; Rose, 2007). 

Previous research has suggested that the role of institutional investors in companies may 

be estimated through the participation level, such as the institutional ownership may be 

acting as a governance mechanism which impacts the management of earnings, depending 

on the level of participation (Hadani et al., 2011; Hsu & Koh, 2005; Koh, 2003; Siregar 

& Utama, 2008). For example, Koh (2003) found that in the short-term, institutional 

investors in Australian companies are associated with increased income; however, they 

are associated with reduced earnings management in the long-term. 

Susanto and Pradipta (2016) provided empirical evidence that institutional ownership 

affected REM in Indonesian listed manufacturing companies on the Indonesian Stock 

Exchange (ISE) from 2011 to 2014. Using multiple regression analysis, the results indicate 

that institutional owners, as majority owners, possess information about the company`s 

activities. With that information, institutional owners can reduce the deviation of real 

activity. 
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In the context of Jordan, the research by Alzoubi (2016) has revealed that institutional 

ownership could impact financial reporting quality and it could curb earnings 

management. To the contrary, Maswadeh (2018) examined the ownership characteristics-

earnings management relationship using data from the ASE and 55 industrial firms as the 

study sample covering the period of 2012-2016; the data was analyzed using multiple 

regression. The findings indicate that institutional ownership has a non-significant 

relationship with earnings management. Overall, the previous section presents the 

relationship between ownership structure (family ownership, institutional ownership, 

blockholder ownership) and management of earnings. The inconclusive results of 

previous studies highlight the gap that is addressed in this study. 

2.8   Managerial Ownership (Moderator Variable) 

Theoretically, interests that are aligned can be an instrument to be used for the alignment 

of interests between the shareholders and managers. Looking at the alignment of interests 

using the agency theory, Sappington (1991) suggested that to align the interests of 

shareholders and managers, creation of incentives for the managers is important in order 

to maximize value. Jensen and Meckling (1976) stated that the incentives for directors or 

managerial owners is expected to motivate agents towards the creation of total surplus, 

because as the ownership of managers increases, the managers` and shareholders` interests 

become aligned more, and as a result, opportunistic incentives behavior decreases. The 

owner, who is an insider, is deemed as a tool for limiting the managers’ unscrupulous 

behaviors; hence, earnings management has a negative relationship with managerial 
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ownership (Warfield et al., 1995; Klein, 2002; Teshima & Shuto, 2008; Sanchez-Ballesta 

& Garcia-Meca, 2007). 

Managerial ownership refers to the management’s share percentage. Previous studies have 

proven that managerial ownership is significantly correlated to earnings management. 

Warfield et al. (1995) indicated that managerial ownership is inversely correlated to 

earnings management, whereby a higher managerial ownership percentage increase the 

interests of the management and the investors. Hence, the management will rely more on 

long-term investments, reducing the need for earnings management. 

In addition to the above, managerial ownership is an important device of the ownership 

structure to lessen any shareholder-manager conflict (Gulzar & Wang, 2011; Liu, 2012). 

According to Warfield et al. (1995), managerial ownership can affect DA and corporate 

earnings information. There is a negative relationship between managerial ownership and 

earnings management, whereby companies with higher managerial ownership are not 

prone to practice earnings management.  

Alves (2012) investigated the relationship between ownership structure (managerial 

ownership, ownership concentration and institutional ownership) and earnings 

management by sampling the data of 34 non-financial listed firms in Portugal spanning 

five years. The study found that as the proxy for earnings management, DA has a negative 

relationship with ownership concentration and managerial ownership. This indicates that 

managerial ownership and ownership concentration increase annual earnings by reducing 

earnings management. 
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In Jordan, Ramadan (2016) examined the relationship between ownership structure and 

earnings management, in which 77 listed companies on the ASE were sampled from the 

period of 2000-2014 with 1,089 firm-year observations. The findings show that earnings 

management in the sampled firms is driven by ownership structure. Specifically, equity 

concentration, managerial ownership and investors’ equity are shown to have an inverse 

relationship with earnings management. The findings also indicate that interest alignment 

would lead to a situation whereby large shareholders are less motivated to engage in 

earnings manipulation, which can cause a reduction in the scope of managerial 

opportunism. In contrast, when separation is narrow between managers and owners, they 

are confronted with minimal financial market stress to signal the firm’s value and thus 

relatively neglect the short-term financial reporting (Fama & Jensen, 1983; Classens et 

al., 1997). Therefore, there is a likelihood that high managerial ownership can cause 

manipulation in earnings, since a lack of discipline in the market could cause the managers 

to engage in accounting manipulation (Sanchez-Ballesta & Garsa-Meca, 2007). When 

management ownership increases, the managers become less effective in making value-

maximizing decisions in terms of the managerial labor market and corporate control 

(Morck et al., 1988). Hence, high management ownership denotes adequate voting power 

to guarantee future employment. 

Consequently, there are incentives for these managers to pursue their self-interests in 

relation to non-value maximizing actions at the shareholders’ expense. It is posited that 

high ownership levels could be futile in driving value-maximizing decision-makings. A 

higher managerial ownership level could lead to higher earnings management practices 
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(Yeo et al., 2002). However, Gabrielsen et al. (2002) indicated that managerial ownership 

is positively linked to DA. 

The findings of the existing literature on managerial ownership are inconsistent. Some 

research on corporate governance-earnings management nexus have shown negative 

results (e.g., Talbi et al., 2015), but others (Chandren, Ahmad, & Ali, 2015) have indicated 

otherwise. The findings of the study done by Talbi et al. (2015) showed a negative 

corporate governance mechanisms-earnings management relationship, but Chandren, 

Ahmad and Ali (2015) found a positive relationship between the two.  

The inconclusiveness of the findings of existing literature on the relationship between 

corporate governance mechanisms and earnings management, and managerial ownership 

and earnings management, highlights the gap that needs to be addressed in this research. 

When it is established that inconclusive and mixed findings are involved, then, it is 

pertinent to introduce an interacting variable (Frazier, Tix, & Barron, 2004). Thus, this 

study adopts managerial ownership as a moderating variable that serves as a monitoring 

factor to reduce agency cost and influence or fortify the corporate governance 

mechanisms-earnings management relationship (Alzoubi, 2016; Fama, 1980; Jean, 2000; 

Rammadan, 2016).  

Moreover, selection of managerial ownership is underpinned by the fact that managerial 

ownership has been identified as helpful in aligning the interests of managers and 

shareholders (Brickley, Lease, & Smith, 1988). The agency theory postulates that the 

unscrupulous behavior of managers can be controlled by ownership structure (Taheri, 

Asadollahi, & Niazian, 2014), given that the owners possess the incentive and authority 
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to monitor assets utilization (Ang et al., 2000), control the unscrupulous behaviors of 

managers, managers’ performance and agency costs arising from information asymmetry, 

as well as reduce ownership-management separation (Watts & Zimmerman, 1983). 

Managers and shareholders’ interests are effectively aligned by the mechanism of 

managerial ownership (Brickley, Lease, & Smith, 1988). Consequently, as a result of 

ownership and control separation, the agency problem can be mitigated and agency costs 

reduced. Managers, as the equity owners, are driven to monitor their companies vigilantly 

to guarantee higher returns (Brickley, Lease, & Smith, 1988). Managerial ownership, as a 

moderating variable, is suggested to be able to avert the agency problem through the 

alignment between the managers and interests (Singh & Davidson, 2003). Therefore, this 

study addresses the gap by investigating managerial ownership as the moderator in the 

corporate governance mechanisms-earnings management relationship. 
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                Table 2.1: Summary of Articles on Studies Done in Jordan on CG and EM (AEM and REM) 

Authors name 

(Year) 
Objectives of the study Methodology Findings 

Conclusion            Future research 

Limitation of the study 

Abed, S., Al-

Attar, A., & 

Suwaidan, M. 

(2012). 

This paper investigates 

the effect of corporate 

governance quality on 

earnings management 

Using the cross-sectional 

modified version of Jones’ model 

Jordanian non-financial firms 

during the period 2006-2009 (195 

firms) 

Size of board of directors 

is the only variable that 

has a significant 

relationship with earnings 

management. 

 Part of the companies in the study sample do 

not follow the JCGC regulations. 

Future research can be conducted to 

investigate how much earnings management 

activities are harmful to shareholders. 

Abbadi, S. S., 

Hijazi, Q. F., & 

Al-Rahahleh, 

A. S. (2016) 

To examine the 

association between 

internal corporate 

governance mechanism 

and earnings management 

Using a panel data set of all 

industrial and service firms listed 

on Amman Stock Exchange 

(ASE) during the period 2009-

2013 

The results showed that 

earnings management is 

affected negatively by 

overall categories of 

governance index 

represented by board of 

director, board meeting, 

audit and nomination and 

compensation committee 

Suggest that corporate governance quality has 

increased over time. Thus, its ability to 

constrain earnings management has also 

increased. It is recommended to industrial and 

service companies to boost their compliance 

with corporate governance code to improve 

the integrity and reliability of financial 

reports. 

Alzoubi, E. S. 

S. (2016) 

This study empirically 

examines the impact of 

corporate governance 

characteristics on 

earnings quality and 

earnings management 

A number of econometric 

techniques are used including 

(OLS) and (GLS) to test the 

relationship between company 

ownership and earnings 

management, using a sample of 

62 companies listed on the 

Amman Stock Exchange. 

The results revealed that 

managerial ownership, 

institutional ownership, 

external blockholder, 

family ownership and 

foreign ownership have 

superior influence on 

financial reporting quality 

The findings contended that the aspects of 

ownership structure have a significant 

influence on earnings management, which is 

in agreement with the theories of corporate 

governance and opinions that have 

beenhighlighted through a number of 

international bodies. 
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Azzoz, A. R. A. 

M., & 

Khamees, B. A. 

(2016) 

This study examines the 

relationship between 

earnings management and 

ownership structure 

The sample of this study consists 

of all financial companies listed 

on the ASE; the total number of 

companies was 73 companies 

which are listed on an ASE from 

year 2007 to 2012 

The results provided that 

the audit committee size 

and audit committee 

activity have a relation 

with each of earnings 

quality and earnings 

management 

The researcher recommends the financial 

Jordanian companies to reduce the number of 

board of directors’ members, to adjust the 

proportion of the external directors and non-

executive in each of the board of director and 

the audit committee. 

Al-Fayoumi, 

N., Abuzayed, 

B., & 

Alexander, D. 

(2010) 

This study investigates the 

association between 

corporate governance 

mechanisms and earnings 

management 

Using the Generalized Method of 

Moment (GMM), for a sample of 

Jordanian industrial firms during 

the period 2001-2005. 

The results indicated that 

insiders' ownership is 

significant and positively 

affect earnings 

management and 

insignificant role for 

institutions and 

blockholders in 

monitoring managerial 

behaviour earnings 

management. 

The findings have important policy 

implications since they support encouraging 

applying corporate governance principles in 

order to motivate institutions and block-

holders to provide effective monitoring of 

managers in Jordanian firms. As a result, the 

reliability and transparency of reported 

earnings may be enhanced 

Almasarwah 

(2015) 

To investigate the impact 

of corporate governance 

(CG) mechanisms on real 

(REM), accrual-based 

earnings management 

(AEM) and REM/AEM 

interaction in Jordan 

following the 2009 

Jordanian CG Code 

(JCGC). 

Mixed methodology is used in 

this research including both 

quantitative and qualitative 

analyses. Annual financial 

reports that were published by the 

Amman stock market over the 

period 2005 to 2012 for industrial 

Jordanian firms 

The results indicated that 

the ownership structure of 

the business plays a more 

significant role in 

constraining earnings 

management than 

characteristics relating to 

the board of directors or 

the characteristics of the 

audit process. 

The findings could be useful to investors, 

senior managers in Jordanian industrial firms, 

and legislators in Jordan, in relation to 

decisions about how to enhance the quality of 

monitoring mechanisms and constrain the 

incidence of earnings management. 
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Al-Haddad, L., 

& Whittington, 

M. (2019). 

This paper investigates 

the impact of corporate 

governance (CG) 

mechanisms on real 

(REM), accrual-based 

earnings management 

(AEM) and REM/AEM 

interaction in Jordan 

following the 2009 

Jordanian CG Code 

(JCGC).  

 

The study used a sample of 108 

Jordanian public firms covering 

2010-2014. Hypotheses are 

tested using pooled OLS-

regression models 

The authors find that both 

institutional and 

managerial ownership 

constrain the use of REM 

and AEM. In contrast, 

both independent 

directors and large 

shareholders are found to 

exaggerate such practices, 

and CEO-duality is found 

to exaggerate REM only 

As such, the findings draw attention to EM 

practices and the role of monitoring 

mechanisms in Jordan. The authors believe 

this to be the first Jordanian study examining 

the relationship between CG mechanisms and 

both REM and AEM following the 

introduction of the 2009 JCGC, as well as the 

first in Jordan and the Middle East to examine 

board characteristics and REM. 
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2.9  Control Variables: Company Attributes 

Previous studies have shown that firm attributes are significant in assessing the possible 

relationships between corporate governance and management of earnings. For instance, 

Alzoubi (2016) and Dimitropoulos and Asteriou (2010) found that the size of the firm, the 

growth of the firm and the operational cash flows have a positive and significant effect on 

earnings management. It is indicated that larger firms by asset, firm growth and cash 

inflow from operational activities may be related to earnings manipulation in order to 

reach a specific income. This study employs control variables (leverage, profitability and 

firm size) to minimize the measurement errors, while increasing the validity of the 

interpretation. 

 2.9.1  Firm Size 

Abdul-Rahman and Ali (2006) found that the smaller firms may be involved more in the 

management of earnings than large firms so as to evade loss reporting and exit from the 

market, because larger firms may have stronger internal control systems compared to 

smaller firms. Firm size is also correlated to its auditors; larger firms need more competent 

auditors than smaller firms. This may suggest that large firms are less engaged in earnings 

management than small firms. In addition, the cost of earnings management can be higher 

for large firms when compared to small firms. This may prevent large firms from being 

involved in earnings management (Abdul-Rahman &Ali, 2006).  

Conversely, larger firms may aim at management of earnings to reduce the pressure 

exercised on them from the public and stakeholders to meet their expectations. Barton and 
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Simko (2002) found that larger firms are confronted with much pressure in meeting the 

stakeholders and analysts’ expectations. The large firm may have power that forces 

auditors to allow earnings misrepresentations (Nelson et al., 2001). 

2.9.2   Financial Leverage 

Higher financial leverage means that the company is more engaged in debt financing. A 

high debt financing implies high interest payments, which affect the company negatively 

when considering the bottom-line EPS. This may motivate managers in the management 

of earnings to keep financial reports in line with the debt contractual agreements and 

creditors’ requirements (Gu, Lee, & Rosett, 2005). 

Previous studies have suggested that companies with high debt proportion would not be 

able to engage in earnings manipulation easily due to the close scrutiny by the lenders. 

Bartov et al. (2000) showed that the firms with high leverage proportion have higher 

motivation to manipulate the reported earnings. DeAngelo et al. (1994) and DeFond and 

Jiambalvo (1994) suggested that firms have more interest to engage in earnings 

management when they are confronted with high proportion of debt. Hence, to achieve 

debt commitments, the expectation of the association between financial leverage and 

earnings management would be positive. In a similar vein, Park and Shin (2003) suggested 

that firms with high financial leverage are inversely related to earnings management 

activities. 
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 2.9.3  Profitability 

Profitability is considered as one of the most impactful firm characteristics on the practice 

of earnings management. The capability of profitable firms is demonstrated through their 

disclosure of pertinent company information to the stakeholders which would enable them 

to acquire capital access competitively (Meek et al., 1995). Meanwhile, non-profitable 

firms might resort to less information disclosure to conceal waning profits and losses 

(Singhvi & Desai, 1971). 

Researchers have analyzed the profitability impact on the disclosure level of companies 

as reflected in annual reports and have found inconsistencies. Wallace, Naser, and Mora 

(1994), Wallace and Naser (1996) and Hshem, Bahman, and Azam (2012) suggested a 

positive and significant relationship. However, Meek et al. (1995) and Dumontier and 

Raffournier (1998) did not show any significant relationship in their respective studies. 

Furthermore, studies on rules regulating financial reporting quality and compliance as well 

as its profitability, such as that of Glaum and Street (2003), Street and Bryant (2000) and 

Street and Gray (2001), have discovered no relationship between a company's profitability 

and IFRS compliance. Given these inconsistencies in the research findings, investigation 

of profitability in relation to earnings management will enrich the existing literature. 

2.10  Underlying Theories  

Corporate governance can be explained via various theories. The underpinning theory in 

this research is the agency theory. Additionally, this study adopts another supporting 

theory which is the signaling theory. 
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2.10.1  Agency Theory  

The agency theory is a long-standing theory related to several fields, such as economics 

and finance (Fama, 1980); sociology (Shapiro, 2005); and managerial behavior (Jensen & 

Meckling, 1976). Yet, it has received a series of criticism. The agency theory could be 

described as the principal (owner) and agent (manager) relationship, where the owner 

delegates the work to the agent (Fama, 1980). The theory suggests that the agent will be 

motivated by self-interest rather than the desire to promote the interest of the principal. 

This is the basis for the two parties’ conflict of interest which is known as the agency 

problem.  

The agency problem postulates a contractual standpoint of the firm (Coase, 1937; Fama 

& Jensen, 1983; Jensen & Meckling, 1976; Ross, 1973). The agency problem basically 

constitutes the demarcation between the roles of the owners and the managers, specifically 

the matter of ownership and control (Shielfer & Vishny, 1997). The agency problem exists 

between two parties, the manager who is defined as "agent" and the shareholder, or in 

other words, the "principal" or "financier" (Solomon & Solomon, 2004). Shielfer and 

Vishny (1997) explained this relationship; managers raise funds from investors 

(shareholders), either for productive purposes or to cash out their holdings; and the 

financiers need the specialized human resource of the managers for the purpose of fund 

management since the managers lack of capital for investment or have the desire to cash 

out their holdings.  

Managers often make decisions that favor their own interests instead of the principal’s 

(Solomon & Solomon, 2004). One of the key suppositions of the agency theory relates to 
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the principal and agent’s conflict of interest. In finance theory, it is supposed that a 

company would aim at maximization of the wealth of the shareholders. Practically, this is 

not usually so. It is possible that company managers would like to accomplish their 

personal goals. Managers can also display a tendency towards "egoism" (i.e., conduct that 

suggests that they prefer to maximize their own perceived self-interest). Therefore, based 

on this theory and the possibility of managers engaging in earnings management, the 

agency theory suggests a good earnings management reduction mechanism with the 

establishment of a proper board and ownership structure which forms the core of corporate 

governance. 

The agency theory suggests that the board of directors as well as the audit committee play 

significant roles in ensuring compliance with the best practices of corporate governance. 

The board of directors, through its various monitoring and disciplinary measures, could 

maneuver the management’s behavior to engage in opportunistic behavior, (Healy & 

Palepu, 2001; Mohamad et al., 2012), specifically the role of outside directors, and 

incentives to management (Armstrong, Guay, & Weber, 2010). 

The board is considered as an internal control device to protect the shareholders’ interests 

against managerial opportunistic behavior. The board of directors performs various 

actions in terms of fiduciary responsibility to monitor and implement strategies so as to 

ascertain management actions that safeguard the shareholders’ interests as much as 

possible (Zhang, 2012). The ability of the board to discharge its monitoring, strategic, 

service and resource dependence roles, indicates an effective board (Kamardin & Haron, 

2011). 
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Moreover, the substance and composition of the board is also a determinant in ensuring 

that it is effective. In a similar vein, the agency theory postulates that the inclusion of 

independent directors and NEDs influences the board in discharging its responsibilities of 

monitoring the managers (Liu, 2012). 

In addition, the agency theory is of the view that the audit committee can also contribute 

to the constraining of earnings management. This is particularly so when the audit 

committee consists of independent members who are prone to making independent 

judgments in monitoring the management’s financial reporting activities, which could 

have an impact in ensuring that the financial information is transparent and not misleading. 

Beasley et al. (2010) highlighted that members of the audit committee must ensure 

effectiveness in the disclosure process rather than just serve on a ceremonial audit 

committee, in line with the agency theory but contrary to the institutional theory. 

Conclusively, harmonizing and aligning the interests of managers and the owners and 

having independent-minded board directors and NEDs, are designed to ensure 

effectiveness in monitoring the management and to ensure that there is no deviation from 

corporate objectives of the companies, specifically earnings management. 

Furthermore, proponents of the agency theory are of the view that having a separate person 

holding the positions of Chairman and CEO is of utmost important due to the fact that 

both the decision-making and control function are handled by different individuals. In this 

regard, the power of this individual is reduced. But findings related to this argument have 

been inconsistent, especially studies related to company performance and earnings 
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management. Armstrong et al. (2010) documented that transparency of reported financial 

information could solve both shareholders and stakeholders’ agency problem. 

2.10.2  Signaling Theory 

The signaling theory borders on the relationship between two parties (individuals or 

organizations) with access to diverse information. Generally, one of the parties, usually 

the sender, is required to decide whether and in what way to communicate (or signal) that 

information. On the other hand, the second party, the receiver, must determine how to 

interpret the information (Connelly et al., 2011). In other words, the corporation's 

management (sender) has full access and control over all firm information (signal), which 

gives them greater opportunity to achieve their targets by utilizing the asymmetric 

information between insiders and the external party (receiver). 

Considering the signaling theory and the presence of irregular information between the 

parties, managers have the tendency to behave in their own interest and select an 

accounting method through which the true economic value of a firm can be obscured (Sun 

et al., 2010). Managers, in protecting their interests, can be involved in discretionary 

behavior, akin to earnings management, which may convey information on the favorable 

or unfavorable future prospects of a firm to the capital markets. Earnings manipulation 

may erroneously signal the possibility of better earnings prospects and better cash flows 

in the future to investors.  

The signaling theory argues that accounting income is a good indicator of firms engaging 

in activities that add value for a particular period. Thus, executives are concerned with the 
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amount of earnings which is reported in the financial statement (Anandarajan, Hasan, & 

McCarthy, 2007; Waweru & Riro, 2013). Consequently, signaling mechanism can exploit 

to engage in a kind of earnings management by firm's managers to the stakeholders (Sun 

& Rath, 2010). 

2.11  Summary of the Chapter 

This chapter discusses the corporate governance definitions and mechanisms in general, 

and corporate governance code in Jordan, in particular. Also, this chapter provides various 

definitions of earnings management and explains the motivations that lead corporate 

management to manipulate the earnings with a focus on REM methods, coupled with 

managerial ownership as the moderator in the corporate governance-earnings 

management relationship. 

Furthermore, a broad review of literature on earnings management, corporate governance 

and related theories is presented in this chapter. According to prior studies, strong board 

attributes are related to better governance of the firm and less financial reports 

manipulation. Given the effectiveness of corporate governance, it could help in controlling 

agency conflict. Hence, it is expected that such characteristics (i.e., of the audit committee, 

the board of directors and the ownership structure) can mitigate management of earnings. 

The researcher notes that a majority of the previous researches have mainly focused on 

developed nations, and only a handful on developing countries. It can therefore be stated 

that parallel research is lacking in the Middle Eastern countries. 
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CHAPTER THREE 

THEORETICAL FRAMEWORK AND HYPOTHESES DEVELOPMENT 

3.1   Introduction 

Chapter Three begins with an explanation of the research framework of the study. 

Following this, the hypothesis development is discussed through the establishment of the 

existing relationship between the dependent and independent variables while the last 

section concludes the chapter.  

3.2   Research Framework 

Investigation of the relationship between corporate governance mechanisms and earnings 

management as practiced in Jordan is the primary aim of this study. The framework is in 

line with the postulations of the agency theory and the signaling theory. The agency theory 

addresses conflicting issues in the relationship between principal (shareholder) and agent 

(corporate management).  Meanwhile, the signaling theory addresses the issue of 

significant asymmetry between the insiders (corporate managers) and the external party 

(shareholders) information.  

Depicted in Figure 3.1 is the model which connotes the constituents of board structure 

(board size, board independence, CEO duality and board meeting frequency); 

characteristics of audit committee (audit committee size, independence of audit committee 

expertise of audit committee and audit committee meeting frequency); and the structure 

of ownership, (blockholder ownership, family ownership and institutional ownership,) as 
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independent variables. In the model, the dependent variable is REM. Managerial 

ownership is employed as the moderating variable for the relationship between corporate 

governance mechanisms (board of directors’ structure and audit committee 

characteristics) and REM. 
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Board of Directors Characteristics 
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Figure 3.1 Research Framework 

 

 

 

 

 



 
 

119 
 

3.3   Hypothesis Development 

After defining the framework, this section deliberates on the independent, dependent and 

moderating variables relationship to form the research hypotheses. This section discusses 

the association between the three groups of independent variables highlighted above (i.e., 

board characteristics, audit committee characteristics and ownership structure) and REM. 

The section explicates managerial ownership and its role as a moderator in the corporate 

governance-REM relationship. 

The following hypotheses are developed to examine whether the independent variables 

predict the dependent variable and whether the moderating variable can affect their 

relationship. Recent evidence has shown that the fundamental problem of REM needs 

proper investigation (Cohen et al., 2008; Kang & Kim, 2012). This study introduces 

managerial ownership as a moderator in the corporate governance mechanisms and REM 

relationship.  

3.3.1  Board Size and REM 

Board size constitutes a basic part of real decision-making; as posited by Lipton and 

Lorsch (1992), a board of directors should ideally constitute not more than seven or eight 

members. A board membership exceeding seven or eight directors would face issues with 

productivity caused by poor coordination and processes, i.e., a given characteristic of such 

board size, which in turn, will weaken the monitoring function (Jensen, 1993). 
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The agency theory postulates the monitoring role of the boards in minimizing or 

mitigating the agency problem. Bigger boards are more capable of committing their time 

and effort to management oversight and the consequence minimization of the agency 

problem; small boards are more likely to fail in detecting the practices of earning 

management (Sun et al., 2011). The board size-earnings management relationship has 

been explained with the assistance of the agency theory since large boards are expected to 

have more experts and additional information to decrease information asymmetry in view 

of corporate managers being more informed than other stakeholders (Jensen & Meckling, 

1976). 

There has been a myriad of studies conducted on board size and EM relationship. Tolulope 

et al. (2018) study on the relationship between corporate governance mechanisms and 

earnings management in the context of listed Nigerian firms, and found that board size 

positively affects earnings management. This indicates that a larger board may increase 

the prevalence of earnings management as it drives opportunistic tendencies among the 

management and leads to low quality earnings disclosure. Meanwhile, Rahman and Ali 

(2006) and Gonzalez and Garcia-Meca (2014), who focused on the effect of board size on 

earnings manipulation, shows a positive board size and earnings management activities 

relationship. This rationalizes the claim that large boards could be less effective in yielding 

productive discussions, considering the numerous members who would want to express 

their opinions. Decision-making in a meeting of a large board would be timeconsuming, 

challenging and slow, and there is likelihood of high-risk aversion.  
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Kolsi and Grassa (2017) and Amran, Ishak, and Abdul-Manaf (2016) found a negative 

relationship between board size and real earnings management, indicating that board size 

could curb REM activities in the companies. In the same vein, Obigbemi et al. (2016) 

investigated 137 quoted Nigerian companies and revealed that there is a significant 

relationship between board size and earnings management. They argued that there is a 

need for the enforcement of the rules on large board size, and that having five members 

on the board of directors is not suitable, as it renders the need to increase the minimum 

number of board members. Cyril and Chinakpude (2019) examined the effects, magnitude 

and strength of the relationships between corporate governance and the earnings 

management of commercial banks in Nigeria. The analysis of the data covering the 2007-

2017 period indicates that board size negatively and significantly affects earnings 

management. 

On the other hand, Kuma, Abraham and Terpase (2019) found a non-significant 

relationship between board size and REM. Meanwhile, Al Azeez, Sukoharsono, and 

Andayani (2019) indicated that board size has a positive relationship with earnings 

management. They argue that large board size, will cause difficulties in monitoring the 

management.  Besides, there is a likelihood that members in a large-sized board could 

depend on other members to protect the environment. All these could have an adverse 

impact on the efficacy of a large-sized board. Large-sized boards still exist in the firms, 

given the changes in physical and management technology and organizational practices 

(Jensen, 1993).  
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An opposing viewpoint is that management of earnings drops with larger size of the board. 

Firstenberg and Malkiel (1994) claimed that smaller boards cannot achieve their stated 

objectives of generating numerous viewpoints and challenging the auditors on certain 

reported matters. In addition, size can limit the experience of the board members. A large 

board size could lead to an increase in the possibility of including certain directors on the 

board with relevant knowledge in financial reporting and auditing experience (Beasley & 

Salterio, 2001). 

In the Jordanian context, Abbadi, Hijazi, and Rahahleh (2016) found that there is an 

inversely significant relationship between the size of the board and earnings manipulation. 

Similarly, Abed, Al-Attar, and Suwaidan (2012) who focused on the relationship between 

board size and earnings manipulation using a sample of non-financial organizations in 

Jordan for four years ranging from 2006-2009, found a significantly negative relationship 

between board size and earnings management.  

Although research findings on the board size and earnings management relationship are 

mixed and have not been proven empirically, a majority of the studies have indicated a 

negative relationship. This is because the selection of board size is contingent on the 

statements of the agency theory regarding the relationship between owners and corporate 

managers. Given this and the underpinnings of the agency theory, the current study 

therefore concludes that a larger board size is a better mechanism in mitigating earnings 

management practices. Thus, the hypothesis is postulated as below: 

H1:  There is a significant negative relationship between board size and the 

occurrence of REM.  
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3.3.2 Board Independence and REM 

The independent directors’ responsiveness is related to the monitoring of managers. This 

relationship aids in the reduction of agency costs incurred from the separation of 

ownership and control in the firms’ daily management (Brennan & McDermott, 2004; 

Fama, 1980; Fama & Jensen, 1983). When there are high numbers of independent 

directors on the board, monitoring the managers may be effective, which in turn, will give 

rise to highly reliable financial statements.  

The agency theory perspective of corporate governance highlights how important the 

independent directors’ monitoring role is. The primary aim of the independent directors is 

to minimize or mitigate the agency problem that occurs following the firms’ ownership-

management separation (Al-Rassas & Kamardin, 2015; Benkel et al., 2006). In addition, 

independent directors should build reputation as experts with experience and play a role 

in the detection and prevention of myopic behavior of corporate managers (Fama, 1980; 

Fama & Jensen, 1983). 

Some of the existing empirical evidences have demonstrated the board independence-

earnings management relationship. Al-Haddad and Whittington (2019) found that board 

of directors’ independence has a positive relationship with earnings management 

practices. Hsu and Wen (2015) also found that independent directors cannot effectively 

regulate and prevent corporate managers from altering real earnings. The study reveals a 

positive relationship between independent directors and REM. Al Azeez, Sukoharsono, 

and Andayani (2019) study the relationship between board characteristics and earnings 
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management in the context of international oil and gas companies and find that board 

independence has a positive significant impact on earnings management.  

Moreover, Amran, Ishak, and Abdul-Manaf (2016), in investigating the relationship 

between board independence and earnings management of public listed companies in 

Malaysia for the period 2009-2012, found that board independence has a negative 

relationship to earnings management, indicating the fact that board independence could 

curtail the real activities manipulation in the companies. This finding supports the agency 

theory which states that the monitoring role of independent directors would minimize or 

mitigate agency issues that emanate from ownership versus management separation (Al-

Rassas & Kamardin, 2015; Benkel et al., 2006).  Other studies that have demonstrated that 

board independence has a negative effect on earnings management, include Smaraidos, 

Thanasas, and Filiou (2018), Kolsi and Grassa (2017), Iray et al. (2015), Klein (2002), 

Uadiale (2012) and Kang and Kim (2012).  

Besides that, several other studies have found non-significant relationship between 

independent directors and earnings manipulation. For example, Chelogoi (2017), Kolsi 

and Grassa (2017), Park and Shin (2003), Abdul Rahman and Ali (2006) and Osama and 

Noguer (2007) revealed a non-significant relationship between independent directors and 

earnings management. Moreover, Susanto and Pradipta (2016) posited that the presence 

of more independent directors on the board could cause an inefficient monitoring function. 

This corroborates the finding of Chelogoi (2017) who posited that there is no significant 

relationship between board independence and earnings management. 
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Further to this, Daghsni, Zouhayer, and Mbarek (2016), who focused on the effect of board 

independence on earnings management in 70 listed French companies for the period of 

four years from 2008 to 2012, found that board independence has an insignificant 

relationship with earnings management. Liu (2012), who examined 138 listed companies 

on the Australian Securities Exchange between the period of 2004 and 2007, indicated 

that board independence is non-significantly associated to earnings management. 

Many studies have considered the board independence and earnings management 

relationship, but such studies in the Jordanian context are scarce. Moreover, independent 

directors are deemed to be NEDs with integrity, worthy character, an independent mind 

and the ability to align the interests of equity investors and other stakeholders of a firm 

(Ponnu, 2008). This category of directors is saddled with responsibilities of enhancing 

transparency of financial reports (Marra et al., 2011). The more the independent directors, 

the better the monitoring of the corporate managers’ behaviour (Gallab, 2014). 

Riding on the discussions above and the postulations of the agency theory, the presence 

of a high number of independent directors on the board would result in a more effective 

monitoring function with more reliable financial statements. Thus, the current study 

postulates as below:   

H2:  There is a significant negative relationship between board independence and 

the occurrence of REM.  
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3.3.3  Chief Executive Officer (CEO) Duality and REM 

According to the Corporate Governance Code in Jordan, the roles of CEO and Chairman 

should be separated from each other to prevent the CEO from holding excessive power in 

managing the daytoday business operations (ASE, 2009). This is congruent with the 

postulation of the agency theory. A CEO with excessive power on the board, could without 

difficulty, indulge in earnings management. Dual office structure can facilitate effective 

information control, which could in turn, hinder efficient monitoring (Jensen, 1993). 

With regards to the CEO duality and earnings management relationship, the existing 

studies have reported mixed findings. For example, Al Azeez, Sukoharsono, and 

Andayani (2019) found a significant positive relationship between CEO duality and 

earnings management, specifically indicating that the role separation between CEO and 

Chairman could improve the board’s monitoring and controlling functions as well as the 

directors’ ability to process information.  Gulzar and Wang (2011) and Roodposhti and 

Chashmi (2011) indicated that CEO duality is positively related to earnings management 

which is in line with the findings of other studies, including that of Chandren, Ahmad, and 

Ali (2015), who investigated the relationship in Malaysian firms using data from 2001 to 

2008. Similarly, Iraya et al. (2015) studied 49 listed Kenyan companies for the period 

from 2010-2012 and found that CEO duality is positively correlated to earnings 

management. The findings of Abbadi et al. (2016) indicate that the role separation of 

CEO-Chairman is significantly and positively related to earnings management. 

Furthermore, Al-Haddad and Whittington (2019) found a positive relationship between 

CEO duality and earnings management. 
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Conversely, Chelogoi (2017) indicated that CEO duality significantly and negatively 

affects earnings management. Likewise, Habib and Hossain (2013) found that CEO 

duality decreases the effectiveness of the audit committee and the credibility of its 

financial reporting. Mohammad et al. (2012), in their study on the relationship between 

corporate governance mechanisms and earnings management practices in 35 government-

linked corporations, revealed that CEO duality mitigates the prevalence of earnings 

management. Liu (2012) documented that a higher percentage of CEO duality reduces 

earnings management practices in the context of Australia.  

Moreover, the findings from Visvanathan (2008) indicate that CEO duality has a non-

significant link to REM. Similarly, Lin and Hwang (2010) found that the CEO-Chairman 

role separation has no significant relationship with the prevalence of earnings 

management. Abed et al. (2012), using the data of non-financial companies in Jordan over 

the 2006-2009 period, found that the corporate governance mechanism of CEO duality 

has a non-significant relationship with earnings management. Abed, Al-Badainah, and 

Serdaneh (2012) indicated that the weakness in the monitoring function of the Jordanian 

firms’ board of directors is related to CEO/chairman duality. 

Going by the supposition of the agency theory, separation of duties between CEO and 

chairman can precipitate effective monitoring of the management function (Jensen, 1993). 

Besides, the agency cost associated with CEOs is that their personal characteristics and 

behavioral biases, such as overconfidence, affect both the provision of their information 

incentives and the investment decisions (Goel & Thakor, 2008). This situation is further 
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exacerbated when the same individual holds both the positions of CEO and Chairman, as 

there is an absence of a force to monitor their behavior. 

The role of CEO and Chairman must be detached from one another as proposed by the 

agency theory. This is because a single officer who occupies both positions can create a 

conflict of interest that could affect the interests of the shareholders negatively. In this 

kind of situation, the CEO and the Chairman report directly to board meetings, and the 

person would be refrained from carrying out acts that would serve only his or her own 

interests. A CEO who is vested with excessive power would prevent the oversight function 

of the board of directors. Invariably, the CEO with too much power on the board is likely 

to be involved in earnings management practices. Therefore, the hypothesis below is 

postulated: 

H3:  There is a significant positive relationship between CEO duality and the 

occurrence of REM.  

 

3.3.4  Board Meeting Frequency and REM 

Corporate board members who frequently meet are more prone to disengage from earnings 

management activities than board members who meet less (Cornett et al., 2008; Jia & 

Tang, 2016). Comparatively, boards that meet less are prone to have less time to 

acknowledge and address such issues and may only spend their limited time on 

management (Abed et al., 2012).  
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Board meeting frequency per year predicts how effective the board is and its monitoring 

responsibilities determine the level of vigilance and diligence (Persons, 2006). Moreover, 

the agency theory assumes that frequent board meetings would strengthen corporate 

governance elements (Khanchel, 2007).  In a firm where there are effectively-fixed and 

frequent board meetings, there would be economic growth. Also, the signaling theory 

suggests that frequency of board meeting is a signal of transparency in a company (Morris, 

1987). 

The board meeting frequency and earnings management relationship has been extensively 

investigated, but the findings are inconsistent. The study by Cyril and Chinakpude (2019), 

found that board meeting frequency has a positive and significant effect on earnings 

manipulation. Also, Daghsni, Zouhayer, and Mbarek (2016) found that board activity can 

increase the prevalence of earnings management, and that more frequent board meetings 

often helps in the increment of the management of earnings. Also, Obigbemi et al. (2016) 

examined board meeting frequency-earnings management relationship using a sample of 

137 companies quoted in Nigeria for an eight-year period (2003-2010). The results which 

were generated via OLS regression technique, signify a significantly positive relationship 

between board activity and earnings manipulation activities in Nigeria. 

On the contrary, the study by Xie et al. (2003) which made use of 282 firms as sample 

firm-year observations discovered that management of earnings has a negative 

relationship with board meeting frequency. They argued that the lesser the time spent on 

board meetings, the lesser the time a board has to observe other issues besides deliberating 

over the plans of management and being attentive to presentations. Hence, members have 

no time for other matters, such as the management of earnings. Similarly, the research by 



 
 

130 
 

Ahmad (2013) and Zagrani et al. (2014) confirms that board meeting frequency can lessen 

the prevalence of earnings management. 

Similarly, Olayemi (2013) found that board meeting frequency is a significant variable 

that influences managers in engaging in REM activities. The significantly negative impact 

of board meeting frequency shows that earnings management through operational or 

investment decisions are constrained through the frequency of board meetings. However, 

only a few studies in the context of Jordan have investigated and demonstrated the board 

meeting frequency and earnings management relationship. Abbadi et al. (2016) for 

instance, studied the relationship between the quality of corporate governance and 

earnings manipulation among Jordanian non-financial companies between the period of 

2009-2013 as well as accrual-based earnings as a proxy for earnings management, and 

found that board meeting frequency has a negative effect on earnings management. 

Based on the discussion in this section and postulations from both theories (agency and 

signaling), it could be hypothesized that frequent meetings by active boards could enhance 

performance to the best interests of the shareholders and towards monitoring the integrity 

of the firm’s financial reporting. Hence, the hypothesis below is postulated: 

H4: There is a significant positive relationship between board meeting frequency and 

the occurrence of REM.  
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3.3.5  Audit Committee Size and REM 

Audit committee size refers to the number of directors selected to serve as audit committee 

members; the size could be small, medium or large (Abu Siam & Khairi, 2015). According 

to Braiotta (2000), audit committee size is linked to the aspiration to improve the 

committee’s status. External and internal audit functions may recognize them as a body 

of authority (Kalbers & Fogarty, 1993). Al-Zoubi and Selamat (2012) posited that audit 

committee size plays a crucial role in enhancing audit committee success. 

The extant research on audit committee size and earnings management has indicated 

inconsistent findings. Supriyaningsih and Fuad (2016) investigated the influence of the 

audit committee on REM using the manufacturing PLCs on the Indonesian Stock 

Exchange from the 2012-2014 period. The findings indicate that audit committee size 

positively affects REM.  Consistent with these findings are the findings of Madi, Ishak, 

and Abdul-Manaf (2014) and Alhaddad et al. (2011) who found a positive relationship 

between size of audit committee and corporate voluntary disclosure. 

To the contrary, Abbadi et al. (2016) showed that audit committee size negatively affects 

earnings manipulation. Azzoz and Khamees’s (2016) study also indicates the significant 

negative relationship between audit committee size and earnings quality and earnings 

manipulation. Similarly, the findings of Hamdan, Mushtaha, and Al-Sartawi (2013) reveal 

that audit committee size negatively affects the quality of earnings. Equally, the finding 

of Inaam and Khamoussi (2016) indicates that earnings manipulation is negatively 

affected by audit committee size. Hassan and Ibrahim’s (2014) finding validates that audit 

committee size is a predictor that can significantly reduce real activities manipulation by 
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the management during the preparation of financial statements. An interpretation of this 

statement is that corporate managers are less likely to be monitored by a smallsize audit 

committee while larger audit committees are more able to do so. Nevertheless, Nuryana 

and Surjandari’s (2019) study indicate that audit committee size has no significant effect 

on earnings management.  

Given the above mixed, it is emphasized that large audit committees can enhance the 

effectiveness of the monitoring function and curtail the occurrence of earnings 

management. Larger audit committees have more resources and greater authority to 

perform their duties effectively (Allegrini & Greco, 2013). Larger audit committees would 

entail a variety of opinions, expertise, experiences and skills, which could ensure a more 

efficient monitoring function, and thus reveal latent issues in the process of corporate 

reporting. This designates that the size of the audit committee is an essential part of its 

characteristics, which oversees corporate disclosure practices and prevents earnings 

manipulation. Hence, the hypothesis below is postulated: 

H5: There is a significant negative relationship between size of the audit committee 

and the occurrence of REM.  

 

3.3.6  Audit Committee Independence and REM 

Audit committee independence, which facilitates monitoring of the financial reporting 

process, is an effective deterring factor that can lessen earnings management (Klein, 

2002). Audit committee independence is effective in preventing earnings management 
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practices as signified by the findings of the study conducted by Nelwan and Tansuria 

(2019). Monitoring function performed by the board in the best interests of the 

shareholders can be enhanced by having a more independent audit committee. Deli and 

Gillan (2000) highlighted that the audit committee can reinforce the internal and external 

auditors’ independence. Beasley et al. (2000) revealed that a firm with less audit 

committee independence could experience financial statement frauds. Saleh et al. (2007) 

documented that audit committee independence mitigates earnings management practices. 

They explained further that the audit committee would be more effective with a 

membership that is fully independent of the management.   

According to the agency theory, successful monitoring of the management’s behavior 

could be motivated by the audit committee members’ independence (Fama & Jensen, 

1983). This is underscored by the fact that independent audit committee members have no 

personal or economic affiliation with the management, and that they are more prone to 

working in an independent and objective manner away from the influence of the 

management (Bedard & Gendron, 2010). Given this, it could be asserted that audit 

committee independence could be instrumental for reducing management’s manipulation 

of information (Allegrini & Greco, 2013). Thus, audit committee independence can 

guarantee quality and transparent financial reporting process, and consequently diminish 

the asymmetry in information (Allegrini & Greco, 2013; Li et al., 2012). 

From the mixed results, Madi, Ishak, and Abdul-Manaf (2014) demonstrated that audit 

committee independence has a positive effect on corporate voluntary disclosure, 
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signifying that an increase in the number of independent directors on the audit committee 

can lessen the quality of the financial statement. 

Klein (2002) found a negative relationship between audit committee independence and 

earnings management. This implies that an independent audit committee can reduce the 

prevalence of earnings management. This finding is solidified by the study of Hassan and 

Ibrahim (2014), which found a mitigating effect of audit committee independence on 

REM.  Furthermore, Talbi’s (2015) investigation into the efficacy of audit committee 

characteristics in constraining earnings management by sampling 7481 USA-based 

companies over the period of 2000-2009, validates the mitigating negative effect of audit 

committee independence on REM.  

However, Rahman and Ali (2006) found that the effectiveness of the monitoring function 

of the audit committee could lessen earnings management. By sampling 97 companies 

listed on the Main Board of Bursa Malaysia throughout the 2002-2003 period, the authors 

found that audit committee independence has a non-significant relationship with earnings 

management. Moreover, Peasnell et al. (2001) reported a non-significant relationship 

between audit committee independence and earnings management. Also, the result 

obtained from Tolulope et al. (2018) on the relationship between corporate governance 

mechanisms and earnings management in the context of listed Nigerian firms, shows that 

audit committee independence has an insignificant effect on earnings management, 

suggesting that having more independent members on the committee does not guarantee 

that earnings management can be mitigated. 
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Based on the above discussion and going by the postulation of the agency theory, an 

independent audit committee could offer a balanced evaluation and effective monitoring 

function. Thus, it can be posited that audit committee constituted by a higher percentage 

of outside directors can effectively eliminate earnings manipulation. Hence, this study 

hypothesizes as follows: 

H6:  There is a significant negative relationship between audit committee 

independence and the occurrence of   REM.  

 

 3.3.7  Audit Committee Expertise and REM 

Audit committee on its own is not sufficient for enhancing the monitoring of companies; 

it must have both the elements of independence and expertise (Sahlan, 2010). Research 

has indicated that audit committee members with expertise, higher education and 

professional certificates, skills and experience in the field of accounting and finance, have 

an effect on earnings management (Hamdan et al., 2013). 

Findings of prior studies have substantially demonstrated that expertise and earnings 

management are negatively related (Inaam & Khamoussi, 2016; Puat & Susela, 2013). In 

the study by Hassan and Ibrahim (2014), it is shown that the expertise of the committee 

members is negatively related to REM, indicating that the audit committee members’ 

expertise can reduce REM. Similarly, Al-Zoubi and Selamat (2012) stated that companies 

with frequent audit committee meetings and high financial expertise among their audit 

committee members are more prone to disallow practices of earnings management 
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because manipulated earnings cause doubt about the firms’ economic value. Puat and 

Susela’s (2013) empirical evidence supports the finding by signifying that audit 

committee expertise (whether in accounting or other relevant areas) has a negative 

relationship with earnings management. Xie et al. (2003) indicated that the presence of 

members with investment and financial background boosts the audit committee’s ability 

to detect earnings management practices.  

Nevertheless, Mohamad et al. (2012) posited that the inclusion of individuals with 

financial expertise to sit as audit committee members can still lead to an increase in the 

prevalence of earnings management. Moreover, the study by Nelwan and Tansuria (2019) 

reveals that earnings management is not affected by audit committee expertise. This 

indicates that although most of the audit committee members in the listed Indonesian 

manufacturing firms are accounting and finance experts, their presence is insignificant in 

preventing the prevalence of earnings management. 

However, financial expertise is needed among the audit committee members to enable the 

effective monitoring of the financial reporting process as this will enable them to 

comprehend and construe the financial statement (Dhaliwal et al., 2010). Such expertise 

facilitates the recognition and posing of informed inquiries that push the management and 

external auditors to achieve superior quality financial reporting (Bedard & Gendron, 

2010). This will also improve the transparency of the corporate reporting and thus reduce 

the agency problems linked to information flow.  

The Jordanian Corporate Governance Code stipulates that all audit committee members 

should have relevant expertise in the field of accounting and finance, and at least one 



 
 

137 
 

member should have prior working experience in accounting and finance firms, and that 

member must be certified academically or professionally in the field of accounting, 

finance or other related areas (ASE, 2009). Likewise, the SOX Act stipulates that a 

minimum of one audit committee member must be an “expert” in finance (Anderson et 

al., 2003). The Audit Committee Report (2012) by Deloitte states that audit committee 

members’ expertise can be measured when a member(s) has/have the ability to understand 

financial statement and GAAPs.   

 Based on the foregoing argument, audit committee members should have relevant 

accounting and auditing knowledge and experience. This could improve the committee’s 

performance and assessment. Additionally, the committee members’ financial expertise 

can improve the committee’s monitoring function and thus enhance the financial reporting 

quality of the firms and prevent earnings management practices. Hence, the hypothesis 

below is proposed:  

H7:  There is a significant negative relationship between audit committee expertise 

and the occurrence of REM.  

 

3.3.8  Audit Committee Meeting Frequency and REM 

Audit committee expertise and independence cannot, on their own, lead to effectiveness, 

except with an active committee (Bedard et al., 2004). The frequency of audit committee 

meetings is significant in helping the management to resolve any conflicting issue, and 

then enhance internal control system in the companies (Stewart & Lois, 2007). Regular 
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audit committee meetings, which represent the degree of assiduousness and scrutiny of 

the committee members, demand the proactivity and inquisitiveness of the audit 

committee members concerning the financial reporting process (Turner et al., 2005). 

Regular committee meetings can precipitate reporting system of high quality. Therefore, 

a proactive audit committee which is involved in frequent meetings has the capability to 

reduce earnings management. This supports the signaling theory which suggests 

frequency of meeting is a signal of transparency in a company (Morris, 1987). 

A myriad of studies has demonstrated the audit committee meeting frequency and earnings 

management relationship, but the findings in the existing studies are inconsistent and 

inconclusive. The findings of Saleh et al. (2007) and Abdul Rahman et al. (2006), which 

demonstrate a positive audit committee meeting frequency and earnings management 

relationship. Meanwhile, the study conducted by Kolsi and Grassa (2017) revealed that 

audit committee meeting frequency has a negative relationship with earnings 

management. Substantial studies across diverse contexts (Inaam & Khamoussi, 2016; 

Baxter et al., 2009; Davidson et al., 2005; Bedard et al., 2004; Xie et al., 2003) have also 

indicated a negative audit committee meeting frequency and earnings management 

relationship. However, Hoopsamut and Jaikengkit (2009) reported that audit committee 

meeting has a non-significant relationship with earnings management. 

Based on the foregoing argument, and in line with the signaling theory, regular audit 

committee meetings could be said to be a prerequisite for effective monitoring, signifying 

that frequent audit committee meetings enable the audit committee to oversee the firms’ 

management and thus identify earnings management practices. To this effect, the 
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Jordanian Corporate Code specifies at least four meetings for the audit committee within 

a year. Therefore, the following is hypothesized: 

H8: There is a significant negative relationship between audit committee meeting 

frequency and the occurrence of REM.  

 

3.3.9  Blockholders Ownership and REM 

According to Zhong et al. (2007), blockholders are those set of shareholders who own at 

least 5% of a company’s outstanding common stocks while they serve neither as the firm’s 

executive officers nor on the board of directors. Moreover, Shleifer (2004) and Bolton et 

al. (2006) considered that the presence of blockholders can intensify the excessive 

pressures of capital markets to concentrate on the short-term results. Likewise, some 

researchers have shown that outside blockholders could put additional burden on 

managers to practice income-increasing earnings management and announce a favorable 

financial performance (McEachern, 1975; Shleifer & Vishny, 1986; Holderness & 

Sheehan, 1988; Barclay & Holderness, 1991). 

However, the research by Halioui and Jerbi (2012) indicates that the presence of 

blockholders could enhance discretionary accruals, given that the blockholders cannot 

effectively monitor earnings management. With the perception that they would carry all 

the monitoring costs but share a small proportion of the benefits, small shareholders would 

be disinterested in the monitoring exercise. Consequently, shareholders owning a small 

fraction of outstanding shares have incentives to free-ride in monitoring management.  
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Kurawa and Saheed (2014) investigated the relationship between blockholders and 

earnings management. They found that blockholders have a significant and negative 

relationship with earnings management. Similarly, Ramadan (2016) found that block 

shareholders have a negative relationship with earnings management. 

Based on the above argument, blockholder ownership has a high ability to engage in 

expropriation. Studies have proven that earnings management is one way of engaging in 

expropriation (Bebchuk, 1999; Bebchuk et al., 2000). Hence, the current study 

hypothesizes thus: 

         H9:  There is a significant positive relationship between blockholders ownership and 

the occurrence of REM.    

                 

3.3.10  Family Ownership and REM 

Managerial positions or positions in the board of the companies that are occupied by 

family members could weaken the fabrics of corporate governance because the monitoring 

function would be ineffective (Wang, 2006). In the explication made by Fan and Wong 

(2002), it could be discerned that concentrated family ownership can restrict accounting 

information flow from reaching outside investors. Francis, Schipper, and Vincent (2005) 

suggested that asymmetry in information can reduce the transparency of accounting 

disclosures, implying that family members have the capability of engaging in earnings 

management due to the privilege and power they possess in the firm. 
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Empirical evidences have signified high concentration of family ownership in firms in 

developing and East Asian countries (Fan et al., 2002; Yang, 2010). It has been found that 

high family ownership can encourage and boost earnings management and hinder 

participation by minority shareholders (Fan et al., 2002). Chi et al. (2015) found that 

family firms do encourage earnings management activities. This finding substantiates the 

findings of Almeida et al. (2013), which confirm that family ownership has a positive 

relationship with earnings management. Family-owned companies (FOCs) with 

independent directors do encourage financial disclosure and earnings management 

propensity (Chen & Jaggi, 2000; Jara & López-Iturriaga, 2011). 

On the other hand, Abdullah and Ismail (2016) demonstrated that family ownership has a 

negative relationship with earnings management. Furthermore, the studies by Alzoubi 

(2016), Yang (2010) and Cascino et al. (2010) have found that family ownership is 

negatively correlated to earnings management. This is because families typically avoid 

shortterm gains that can be derived from earnings management due to their intention to 

pass down the family-owned business to their children and to protect their family’s 

reputation (Christie & Zimmerman, 1994). 

Given the foregoing argument, earnings management can be easily carried out in family 

firms, even to the detriment of shareholders’ interests. Therefore, the hypothesis below is 

postulated:  

H10: There is a significant positive relationship between family ownership and the 

occurrence of REM.  
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3.3.11  Institutional Ownership and REM 

Based on the extant literature, participation level can be determined by the role of the 

institutional investors in the firms. Institutional ownership may function as a corporate 

governance element in influencing earnings management according to the level of 

participation (Hadani et al., 2011; Hsu & Koh, 2005; Siregar & Utama, 2008). Institutional 

investors, as the center of the corporate governance system in companies, can control and 

monitor managers in the organizations; institutional investors can also exert influence on 

the decision-making of the board of directors.  

Some of the existing studies that have focused on the institutional ownership and earnings 

management relationship, have demonstrated that the two variables are negatively 

correlated. By way of illustration, the most recent research in the context of Jordan, i.e., 

by Al-Haddad and Whittington (2019), investigated the relationship between corporate 

governance and earnings management, both real and accrual, and found that institutional 

ownership deters the prevalence of REM. Also, the findings of Alzoubi (2016) in the 

context of Jordan and Koh (2003) pointed out that institutional ownership and earnings 

manipulation are inversely related, thus implying that earnings management practices 

could be mitigated through the entrenchment of institutional ownership in the companies. 

In the same manner, the study by Susanto and Pradipta (2016), involving manufacturing 

firms listed on the Indonesian Stock Exchange between 2011-2014 affirm that earnings 

management practices could be lessened through institutional ownership. 

However, investors’ ownership is not confined to the discretion of managers concerning 

earnings management and could cause the management to engage in earnings 
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management (Agnes, Cheng, & Reitenga, 2009; Charitou et al., 2007). It is normally 

anticipated that the institutional investors would have the capability of predicting future 

earnings using the current information, as compared to non-institutional investors 

(Jiambalvo, Rajgopal, & Venkatachalam, 2002). Furthermore, the wealthier and more 

resource-filled institutional investors are more likely to employ more value-driven 

information in forming earnings projections. Jiambalvo et al. (2002) indicated that 

institutional investors also employ non-earnings information in predicting future earnings. 

In Jordan, Al-Fayoumia and Abuzayed (2009) reported that most institutional ownerships 

consist of financial institutions and the Social Security Corporation (SSC). There are no 

investment companies or developed mutual funds. As a result, Jordan’s institutional 

ownership is deemed to be weak in exerting power, control or influence on the 

management and its actions. The authors also found no evidence of the active monitoring 

role of institutional ownership in mitigating earnings management practices, indicating 

that such ownership does not depend on capital structure decisions for monitoring and 

controlling the tendencies of the managers in Jordanian companies. 

In the study by Maswadeh (2018) on the effect of the ownership structure, it is found that 

ownership concentration has a non-significant effect on earnings management practices 

in Jordanian industrial companies. This is similar to the findings of Nuryana and 

Surjandari’s (2019) study on the effect of good corporate governance mechanisms and 

earnings management. The finding indicates that institutional ownership does not have a 

significant effect on earnings management.  



 
 

144 
 

Based on the discussions above, institutional shareholders are characteristically shortterm 

in nature (Bhide, 1993 & Portter, 1992). They are typically called myopic investors whose 

interest lies primarily in present earnings as opposed to long-term earnings. As such, they 

do not incur monitoring costs and are more focused on news concerning current earnings. 

Hence, managers are motivated to actively engage in earnings management (Koh, 2003). 

With that, the hypothesis below is proposed:  

 H11: There is a significant positive relationship between institutional ownership and 

the occurrence of REM.  

                  

3.3.12  Managerial Ownership as a Moderator 

Managerial ownership is a significant device of the ownership structure to reduce the 

managers and shareholders conflicts (Gulzar & Wang, 2011; Liu, 2012). Managerial 

ownership can influence corporate earnings information and determination of 

discretionary accruals; it could also lessen earnings management practices (Warfield et 

al., 1995). As confirmed by studies on the corporate ownership structure and earnings 

management relationship (e.g., Alves, 2012; Alzoubi, 2016; Ramadan, 2016), firms with 

high managerial ownership have a low prevalence of earnings management. Their findings 

portray that large shares controlled by management reduce earnings manipulation, which 

in turn, can lessen the prevalence of opportunity seeking behavior among the managers. 

The agency theory’s supposition indicates that managerial shareholdings drive managers 

to ensure that improved firm value is achieved because managers, like shareholders, share 
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the effects of the wealth. Thus, the manager’s share ownership can give rise to the 

managers and shareholders’ aligned interests, indicating that the upsurge in management 

ownership level would diminish incentives to manipulate earnings. Additionally, 

shareholders’ wealth maximization could be jeopardized if the managers hold no 

ownership at all in the company (Jensen & Meckling, 1976). Ownership and control 

separation would confine value-maximizing behavior (Warfield et al., 1995). Thus, less 

stakes owned by managers could induce the firms’ management to manipulate the 

accounting income to lessen the contracts constraints that depend on the outcomes of the 

accounting system (Warfield et al., 1995).  

Nevertheless, in a scenario where owners are narrowly detached from managers, there 

would be less pressure on the managers to exhibit the firm value to the financial markets. 

Also, managers would pay less attention to the financial report in the short-term (Klassen, 

1997; Jensen & Mecling, 1976). This portrays that high stakes possessed by insiders could 

be a deterring factor to earnings manipulation, given that lack of market discipline could 

stimulate insiders’ accounting choices based on self-interest more than the maximization 

of shareholders’ wealth (Sanchez-Ballesta & Garsa-Meca, 2007). Morck et al. (1988) 

claimed that upsurge in managerial ownership could be less effective in encouraging 

executives to take value-maximizing decisions. This is because high proportion of stakes 

possessed by managers implies adequate voting power to ensure future employment. 

Yet, some studies such as that of Alfayoumi et al. (2010), Sanchez-Ballesta et al. (2007), 

Yang et al. (2008) and Yeo et al. (2002), have found a positive relationship between 

managerial ownership and earnings manipulation. More so, inconsistencies in the findings 
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on on managerial ownership and earnings management relationship indicate that it is 

crucial to fill this gap in the current research. This is because of the fact that inconclusive 

and mixed findings of the extant literature necessitate the introduction of an interacting 

variable (Frazier, Tix, & Barron, 2004).  

In this study, managerial ownership is considered as a befitting moderating variable that 

acts as a monitoring element for reducing agency cost and influencing or strengthening 

the corporate governance mechanisms-earnings management relationship (Alzoubi, 2016; 

Fama, 1980; Jean, 2000; Rammadan, 2016).  

Managerial ownership could serve as a moderating variable because it has been identified 

as having helped in aligning the interests of managers and shareholders (Brickley, Lease, 

& Smith, 1988). The agency theory postulates that ownership structure is significant in 

the effort to control managers’ opportunistic tendencies (Taheri, Asadollahi, & Niazian, 

2014). Given that, owners would have the incentive and authority to oversee assets 

utilization (Ang et al., 2000), monitor the opportunistic tendencies of managers as well as 

their performance via shareholders and agency costs incurred as a result of asymmetry in 

information, and decrease ownership and management separation (Watts & Zimmerman, 

1983). 

Furthermore, Midiastuty and Machfoedz (2003) found that managerial ownership can 

lessen opportunistic behavior among managers in earnings management practices. 

According to Herawaty (2008), managerial ownership can serve as a corporate governance 

mechanism, and can thus reduce the manager's actions in manipulating earnings. This 
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means that there is a negative relationship between managerial ownership and earnings 

management.  

Ratnawati and Abdul-Hamid (2015) posited that a high managerial ownership will show 

the voting power to ensure the protection of the interests of the managers in the future. 

The presence of managerial ownership in a pyramid structure company will cause a higher 

prevalence of earnings management. When a major shareholder has greater control rights, 

the likelihood of earnings management practices also escalates. If there is no managerial 

ownership in the pyramid structure company, the greater the possibility of earnings 

management practices (Ratnawati & Abdul-Hamid, 2015).  

Sanjaya (2010) argued that managers can be individual, professional or family members 

of the major shareholder. The likelihood that managers will be motivated to perform 

earnings management may occur, although the manager is an individual, professional and 

family major shareholder. Managers are individuals who carry out their operations 

directly. As an operational executive, a manager can manage the company's financial 

reporting process, as well as major shareholders.  

Although the manager is not a major shareholder, the manager can freely perform earnings 

management practices. One possible reason the manager will follow the major 

shareholder’s wishes to perform earnings management practices is fear for his or her 

career in the future. It is very reasonable because the major shareholder has the authority 

to dismiss the manager if the manager cannot or does not want to carry out the will of the 

major shareholder, although the manager is a professional individual.  
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Thus, this study adopts managerial ownership as moderating variable that serves as a 

monitoring factor to reduce agency cost and influence or strengthen the corporate 

governance mechanisms and earnings management relationship (Fama, 1980; Jean, 2000; 

Ramadan, 2016). Therefore, the following are hypothesized: 

H12:   Managerial ownership strengthen the relationship between board size and the 

occurrence of REM.  

H13:  Managerial ownership strengthen the relationship between board 

independence and the occurrence of REM  

H14: Managerial ownership strengthen the relationship between CEO duality and 

the occurrence of REM.  

H15: Managerial ownership strengthen the relationship between board meeting  

frequency and the occurrence of REM.  

H16:  Managerial ownership strengthen the relationship between audit committee 

size and the occurrence of REM.  

H17:  Managerial ownership strengthen the relationship between audit committee 

independence and the occurrence of REM.  

H18:   Managerial ownership strengthen the relationship between audit committee 

expertise and the occurrence of REM.  

H19:  Managerial ownership strengthen the relationship between audit committee 

meeting frequency and the occurrence of REM.  
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3.4  Conclusion 

This chapter presents the theoretical framework and hypotheses development of the 

current study. Through literature survey and postulation of the agency and signaling 

theories, the research framework is designed, and the hypotheses are formulated. The next 

chapter introduces the research methodology adapted to test the hypothesized 

relationships. 
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CHAPTER FOUR 

RESEARCH METHODOLOGY 

4.1 Introduction 

A discussion about the research methods and the analytical approach adopted in this study 

is presented in this chapter. The research design is explained in Section 4.2 whilst the 

procedure for sample and data collection, measurement of variables and data analysis 

techniques are explicated in Sections 4.3 and 4.4. The research model is demonstrated in 

Section 4.5, and the hierarchical model is explained in Section 4.6. Finally, Section 4.7 

concludes the whole chapter. 

4.2  Research Design 

After explaining the framework of the study and formulating the hypotheses, this section 

illustrates the sample selection process, sources of data collection and measurement of 

variables of the study. 

4.2.1  Sample 

The study integrates data of the listed companies spanning the 2011-2017 period, in 

addition to 2010 for calculation of the changes in sales. This specific time frame was 

chosen because the Code of Corporate Governance became effective in September 2009 

(Abu Haija, 2012; Hamdan, 2012). The extension of the time frame to 2017 would give 

room for access to the latest data. Jordan was chosen because some of its existing 
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corporate governance practices need to be re-evaluated due to the weak corporate 

governance mechanisms; some indicators have also shown that investor protection 

remains a crucial issue in the country (EBRD, 2016).  

  

Table 4.1 

Firms Listed on the ASE  

Services Sector No. 
Health Care Services 4 

Educational Services 6 

Hotels and Tourism 11 

Transportation 12 

Technology and Communication 2 

Media 2 

Utilities and Energy 4 

Commercial Services 13 

Total of the Services Firms 54 

  

Industrial Sector No. 

Pharmaceutical and Medical Industries 6 

Chemical Industries 9 

Paper and Cardboard Industries 3 

Printing and Packaging 1 

Food and Beverages 12 

Tobacco and Cigarettes 2 

Mining and Extraction Industries 12 

Engineering and Construction 7 

Electrical Industries 5 

Textiles, Leather and Clothing 6 

Total of the Industrial Firms 63 

  

Total of the Services and Industrial Firms 117 

Financial Firms (Excluded from this study) 107 

Total Firms listed on the ASE 224 
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The Jordanian firms come under three sectors, namely: services, financial and industrial 

sectors. The current study selects the services and industrial sectors as the sample; the 

financial sector is excluded because it has different regulations related to financial reports 

as established by the Insurance Commission and the Jordan Central Bank. Firms in the 

non-financial sectors make up more than 50% of the overall listed firms on the ASE (ASE, 

2016). There is a total of 224 firms listed on the ASE with 117 being non-financial firms 

(53%). Table 4.1 details the firms listed on the ASE. 

4.2.2  Data Collection Sources 

The current study mainly uses secondary data to accomplish the research objectives and 

to test the corporate governance mechanisms and REM relationship in Jordan. Secondary 

data refers to information attained from each company’s annual financial report over the 

period from 2011-2017. This time frame was selected because the Jordanian corporate 

governance policy was implemented in 2009. This study examines changes in firm 

governance after the corporate governance code was implemented. In addition, other 

sources, like the ASE and the JSC, also provided the needed secondary data to investigate 

the corporate governance mechanisms-REM relationship. It is useful to adopt secondary 

data sources because it saves time and costs of accessing data and provides much of the 

information for research and problem solving (Sekaran, 2003). 

4.3  Variables and Measurement 

As mentioned in the hypotheses, several variables are used in this study, namely: a 

dependent variable (i.e., earnings management represented by REM) and independent 
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variables (i.e., board size, board independence, CEO duality, board meeting frequency, 

audit committee size, audit committee independence, the expertise of audit committee, 

audit committee meeting frequency, blockholder ownership, family ownership and 

institutional ownership). Managerial ownership acts as the moderating variable whilst 

firm size, firm leverage and profitability are used as the control variables. 

4.3.1  Measurement of Dependent Variable (Real Earnings Management)  

The REM approach is employed to define earnings management. Many earnings 

management techniques are adopted by the corporate managers to engage in REM 

practices, which include increased discount or lenient credit terms and decline in 

discretionary expenses (Cohen & Zarowin, 2010; Zang, 2011). The Roychowdhury (2006) 

model for REM has been used by most prior and contemporary empirical studies to 

measure REM (Abad  et al., 2018; Braam et al., 2015; Chang, Kao & Chen, 2018; Ding 

et al., 2018; Enomoto et al., 2018; Francis et al., 2016; Jiang et al., 2018; Lin, Lin & Fang, 

2019; Liu, 2019; Oz & Yelkenci, 2018; Tian, Yang & Yu, 2018; Wang & Zheng, 2020; 

Zhu et al., 2015). Studies on corporate governance and REM relationship also extensively 

applied the Roychowdhury (2006) models (Al-Absy et al., 2019; Baatour, Othman & 

Hussainey, 2017; Chouaibi et al., 2018; Mellado & Saona, 2019; Razzaque, Ali, & 

Mather, 2016; Susanto & Pradipta, 2016; Wei & Chou, 2018; Wang, 2018). 

Though, some studies such as Gunny (2005), Cohen et al. (2008), Cohen and Zarowin 

(2010), and Zang (2012), Kothari et al. (2016) have extensively support the models of 

Roychowdhury (2006) through modifications and construct validity. However, there are 

some problems and limitations to these models which has been identified by some recent 
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studies such as Cohen, et al. (2019), Siriviriyakul (2015), Chang et al. (2018) and 

Srivastava (2019). Siriviriyakul (2015) did a detailed analysis of the three traditional 

measures of REM proposed by Roychowdhury (2006) and find that the measures are 

highly persistent, indicating the presence of omitted variables. He further proved that the 

measures are a function of the causal performance, hypothetically creating a correlated 

omitted variable problem in certain research settings. He summarized and examined many 

alternative methods to enhance the traditional measures which include adjusting the 

models, procedure of performance-matching, incorporating reversal, and extracting time 

and firm fixed effects. He found that the time-series-adjusted measures show the required 

real activities manipulation properties and support applying these measures in future 

studies.  

Chang et al. (2018) criticized the use of sales manipulation and overproduction of 

Roychowdhury (2006) as two means of REM measurement. This is because sales 

manipulation is measured through abnormally low cash flows from operating activities 

generated from net sales, although sales manipulation is used to boost earnings. 

Overproduction is measured by the abnormally high costs of goods available for sale, 

whereby the costs of goods sold and the change in inventory are negatively and positively 

related to earnings, respectively. So, these measures indirectly capture the levels of rather 

than the cost effects of sales manipulation and overproduction. 

Cohen et al. (2019) stressed that there is no systematic evidence on the statistical 

properties of the commonly-applied REM measures, specifically the Roychowdhury 

(2006) REM measures. They provide evidence through examining the Type I error rates 
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and power of the test of the REM measures commonly-applied by past studies.  Their 

findings show that these measures are regularly mis-specified with Type I error rates 

which diverge from the nominal level of significance of the test, specifically in samples 

of companies with extreme firm characteristics or performance. They also made 

comparison between the specification and power of the commonly-applied REM measures 

and performance-matched REM measures to know whether the latter offer more powerful 

and better-specified tests. They found that, generally, performance-matched REM 

measures are better specified under the null hypothesis (based on Type I errors) compare 

to the commonly-applied REM measures, though performance-matched REM measures 

could be mis-specified in some settings. They also found that neither the commonly-

applied REM measures nor the performance-matched REM measures supersede each 

other in terms of power to detect abnormal REM. They recommended the use of both 

commonly-applied and performance-matched measures in reporting results of abnormal 

REM since there is no dominant approach to measure abnormal REM. This will allow a 

clear assessment of the reliability of the implications drawn about the extent and 

significance of the abnormal REM recognized in a certain context. 

Srivastava (2019) argued that as studies measure REM through the difference between a 

firm’s costs and those of its industry peers, the commonly-applied REM measures 

(specifically the Roychowdhury do not put into consideration the differences in 

competitive strategy when measuring REM among firms in an industry. This is because 

firms that pursue different competitive strategies will also show different cost patterns 

compare to their peers. Therefore, studies have or can misinterpret cost differences that 

occur from firms’ competitive strategies as REM. The study also found a spurious 
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relationship between REM and firm characteristic which differs with competitive strategy, 

which indicate that an effect or cause relationship with REM could be wrongly inferred 

and give room for misspecification. The study proposes improvements in the REM 

measurement models by improving the Roychowdhury (2006) models, which will not give 

room for misspecification.  

Though, Roychowdhury (2006) models are still used in this study since it best measure 

real earnings management among firms in developing countries (Enomoto et al., 2018; 

Francis et al., 2016; Jiang et al., 2018; Lin, Lin & Fang, 2019; Liu, 2019; Oz & Yelkenci, 

2018; Tian, Yang & Yu, 2018; Wang & Zheng, 2020; Zhu et al., 2015) such as Jordan. 

Thus, a robustness check is carried out using the improved REM measurement models 

proposed by Srivastava (2019) so as to identify the difference between the two models.   

Roychowdhury (2006) listed three methods of REM: (1) cash flow from operations; (2) 

reduction of discretionary expenses and (3) production cost; 

1. Cash flow from operations – when the corporate manager increases discount of sales 

or offers looser terms of credit to boost sales. 

2. Discretionary expenses – the corporate manager can increase current period income 

by reducing discretional expenses (R&D; general, administrative, selling and 

advertising). 

3. Cost of Goods Sold – cost of goods sold is considered as a production cost in the firm; 

the corporate manager may capitalize normal operating expenses or transfer current 

expenses to an earlier or later period as a form of earnings manipulation.  
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Hence, the following model was developed by Roychowdhury (2006) in order to indicate 

abnormal activities through cash flow from operations, production cost and discretionary 

expenses. 

For cash flow method, corporate managers of firms may use cash flow from operating 

activities (CFO) to utilize earnings by increasing the current period’s sales volume via the 

introduction of more attractive terms of credit and discounts. Thus, for the estimated CFO 

(ECFO), the following formula is established as suggested by Roychowdhury (2006) as 

below: 

CFOt/At-1= α0 + α1 (1/At-1) + β1 (St/At-1) + β2 (ΔS/ At-1) + Ɛt 

Where: 

CFOt = Cash flow from operation activities of year t 

At-1= Total assets at the beginning of year t 

α0 = Constant or Intercept 

St = Sales during year t 

ΔS = Change in sales from year t - 1 to t 

Ɛt = Error term 

The variance between actual cash flow from operations (ACFO) and estimated cash flow 

(ECFO) from operating activities is known as abnormal cash flow from operations 

(AbCFO). 

(AbCFO) is stated below: 

AbCFO =ACFO - ECFO 
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Where: 

AbCFO = Abnormal cash flow from operations 

ACFO = Actual cash flow from operations 

ECFO = Estimated cash flow from operations 

 

The second method proposed by Roychowdhury (2006) to detect earnings management 

in companies is discretionary expenses as corporate managers may utilize expenses at 

discretion, bordering on selling, administrative and general expenses (SA&G); advertising 

expenses (ADV); and R&D expenses, with the aim of attaining short-term reported 

earnings; thus, the formula for actual discretionary expenses (ADC) is as below: 

ADC = R&D + ADV+ SA&G 

Where: 

ADC = Actual discretionary expenses 

R&D = Research and development 

ADV = Advertising expenses 

SA&G = Selling, administration and general expenses 

The estimated discretionary expenses (EDC) is expressed as follows:  

DCt/At-1 = α0 + α1 (1/At-1) + β (St-1/At-1) + εi 

Where: 

DCt= discretionary expenses in year t 

At-1= Total Assets at the beginning of year t 

St = Sales during year t 

Ɛt = Error term 
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The difference between actual discretionary expenses and estimated discretionary 

expenses is known as abnormal discretionary expenses. The formula is expressed as 

below: 

AbDC = ADC – EDC 

Where:  

AbDC = Abnormal discretionary expenses 

ADC = Actual discretionary expenses 

EDC = Estimated discretionary expenses 

 

The third model of REM is using production cost. For services institutions, the production 

cost is solely based on cost of goods sold. The corporate manager tends to use production 

cost to manage short-term reported earnings through cost suppressing-related activities or 

expenses to inflate revenues or decrease expenses, which can enhance present period 

earnings. 

Therefore, ACOGS = REV - GP 

Where: 

ACOGS = actual cost of goods sold 

REV = revenue 

GP = gross profit 

Estimated COGS (ECOGS) is calculated as: 

ECOGSt/ At-1 = α0 + α1 (1/At-1) + β (St-1/At-1) + Ɛt 

Where: 

ECOGSt = estimated cost of goods sold in year t 
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At-1 = Total Assets at the beginning of year t 

St = Sales during year t-1 

Ɛt = Error term 

 

The difference between actual cost of goods sold and estimated cost of goods sold is 

known as abnormal cost of goods sold. The formula is expressed as below: 

AbCOGS = ACOGS - ECOGS 

Where: 

AbCOGS = Abnormal cost of goods sold 

ACOGS = Actual cost of goods sold 

ECOGS = Estimated cost of goods sold 

 

Therefore, REM formula is finally expressed as: 

REM = AbCFO + AbDC + AbCOGS 

Where: 

REM = Real Earnings Management 

AbCFO = Abnormal cash flow from operations 

AbDC = Abnormal discretionary expenses 

AbCOGS = Abnormal cost of goods sold 
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4.3.2  Measurement of the Independent Variables 

Based on the survey of literature, attributes of the board of directors, characteristics of the 

audit committee as well as ownership structure serve as independent variables in the 

current study (Hashemi & Rabiee, 2011; Kang & Kim, 2012). Each construct is measured 

by its basic characteristics. 

4.3.2.1  Board Size 

The total number of members on the board of directors is referred to as board size, as 

established by Ahmed and Duellman (2007) and Iraya et al. (2015). 

4.3.2.2  Board Independence 

Board independence in the current study is measured as the percentage of non executive 

directors (NEDs) out of the total number of directors on the board by year end (Habbash, 

2010; Abdelsalam & Street, 2007; Afify, 2009).  

4.3.2.3  CEO Duality 

CEO duality means the CEO simultaneously holds the position of board Chairman. To 

measure CEO duality in this study, a score of one (1) is assigned when the role of CEO 

and Chairman is held by the same individual; otherwise, a score of zero (0) is given (Al-

Sraheen, 2014; Afify, 2009; Ahmed & Duellman, 2007). 
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4.3.2.4  Board Meeting Frequency 

An official board of directors’ assembly at specific schedules in a year to rehash policy 

issues and problems represents the concept of board meeting in the current study. The 

meeting is presided over by the Chairman of the board or an appointee and it must meet 

the conditions, with the deliberations recorded in minutes. In this study, board meeting 

represents the frequency of board meetings held per year (Benjamin & Mat Zain, 2015; 

Habbash, 2010). 

4.3.2.5  Audit Committee Size 

In the current study, the size of an audit committee refers to the total number of directors 

sitting as members of the audit committee by financial year end (Kang & Kim, 2012; Saleh 

et al., 2007). 

4.3.2.6  Audit Committee Independence 

An audit committee that consists of a large number of independent directors would be 

more diligent and impartial when making decisions (Kang & Kim, 2012; Rahman & Ali, 

2006; Saleh et al., 2007). In this current study, the independence of the audit committee 

refers to the number of NEDs out of the total number of members in the committee (Al-

Rassas & Kamardin, 2015; Abdul Rahman & Ali, 2006). 
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4.3.2.7  Audit Committee Expertise 

Earnings management practices can be mitigated by having a minimum of one audit 

committee member being a financial expert (Abbott et al., 2004; Bédard et al., 2004). 

Jordan’s Code of Corporate Governance necessitates all listed firms to have a minimum 

of one audit committee member who holds an accounting certification or is a financial 

expert. To measure the level of expertise present in an audit committee, the studies by 

Akhtaruddin and Haron (2010) and Othman et al. (2014) are adopted. Thus, in this study, 

the measurement of financial expertise in an audit committee is done by determining the 

total number of members who are certified experts in the field of accounting and finance.  

4.3.2.8  Audit Committee Meeting Frequency 

This refers to the frequency of meetings held by directors sitting on the audit committee. 

Meeting frequency indicates the committee’s level of activity (Kang & Kim, 2012; 

Mohamad et al., 2012). This current study measures audit committee meeting frequency 

by determining the number of audit committee meetings convened throughout the 

financial year based on the annual report as suggested by many researchers (e.g., Azman 

& Kamaluddin, 2012; Barros et al., 2013; Gan et al., 2013; Li et al., 2012; Madi et al., 

2014; Othman et al., 2014; Taliyang & Jusop, 2011).  

4.3.2.9  Blockholder Ownership 

The percentage of largest shareholder’s shares of the overall number of shares in the 

company is known as blockholder ownership in the current study. This implies that 
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blockholder ownership represents total percentage of the shares of investors with 5% and 

more of the total company shares (Zureigat, 2011; Alves, 2012; Edmans, 2008). 

4.3.2.10  Family Ownership 

As a critical element of ownership structure in the context of Jordan, this current study 

measures family ownership as the family-held share proportion of the firm’s overall 

number of shares (Jara & López, 2011; Yang, 2010; Jaggi et al., 2009). Family is defined 

as relatives, including father, mother, brother, sister, spouse and children (ASE, 2009). 

4.3.2.11  Institutional Ownership 

In this study, institutional ownership stands for a portion possessed by institutions of the 

overall number of company shares, which is estimated by dividing the number of 

institutional shares by the total number of company shares. Further, institutional investors 

include shares owned through social security, insurance companies, investment 

companies, pension funds and other funds (Al-Fayoumi et al., 2010; Ishak et al., 2010; 

Lang & McNichols, 1997). 

4.3.3  Measurement of Managerial Ownership (Moderating Variable) 

Following some of the existing studies Bekiris (2013); Mustapha and Che Ahmad (2011), 

the current study measures managerial ownership as a proportion of executive directors’ 

shares, including CEO ownership at the end of the financial year. 
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4.3.4  Measurement of the Control Variables (Firm Attributes) 

4.3.4.1  Firm Size 

There are several measures for company size, such as number of shareholders (Cooke, 

1989) and net sales (Naser et al., 2002). One of the most generally used measures is total 

assets (Alsaeed, 2006; Afify, 2009; Akle, 2011; Ismail & Chandler, 2003). This current 

study measures the size of a company by its total assets. 

4.3.4.2  Financial Leverage 

Several studies have used a number of different methods to measure the leverage of a 

company. Al-Ajmi, (2008) and Ismail and Chandler (2003) employed the ratio of debt to 

total assets. Mahajan and Chander (2008) and Lopes and Rodrigues (2007) used the ratio 

of debt to equity. Following most studies, this study measures company leverage by the 

ratio of debt to total assets (Ahmad et al., 2013; Benkel, Mather, & Ramsay, 2006; 

Kanagaretnam et al., 2014; Liu & Tsai, 2015; Park & Shin, 2003; Tsagem et al., 2015). 

4.3.4.3  Firm Profitability 

Several ways have been used to measure company's profitability, including EPS of the 

firm and profit margin (Ismail & Chandler, 2003; Alsaeed, 2006). Al-Ajmi (2008) and 

Alsaeed (2006) used return on equity. In this study, based on most studies, a company's 

profitability entails the ratio of profit after tax to total assets of the firm by the fiscal year 

end (Akhtaruddin, 2005; Garay & Gonzalez, 2008; Hashem et al., 2012; Munisi & 

Randoy, 2013; Yermack, 1996).  
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Table 4.2  

Summary of the Operationalization of the Research Variables 

Variables Measurement Reference 

 

      REM 

Abnormal cash flow from operations 

(AbCFO) 

+ Abnormal cost of goods sold 

(AbCOGS) 

+ Abnormal discretionary expense 

(AbDC). 

Cohen et al. (2008); Kang 

and Kim (2012); Liu and 

Tsai (2015); Roychowdhury 

(2006); Zgarni, Halioui, and 

Zehri (2014)  

Board Size Total number of board of directors at 

the end of the year. 

 

Ahmed and Duellman 

(2007); Iraya et al. (2015). 

Board 

Independence 

Percentage of non-executive directors 

to the overall number of directors at 

the end of the year 

Habbash (2010); 

Abdelsalam and Street 

(2007); Afify (2009). 

CEO Duality A score of “1” is assigned if the same 

person occupies the position of the 

Chairman and the CEO; otherwise, a 

score of “0”. 

Al-Sraheen (2014); Afify 

(2009); Ahmed and 

Duellman (2007). 

Board Meeting 

Frequency 

Number of meetings held by board of 

directors at the end of the financial 

year. 

 

Benjamin and Mat Zain 

(2015); Habbash (2010). 

Audit 

Committee 

Size 

Total number of directors occupying 

the audit committee of a company’s 

corporate board at the end of the 

financial year 

Kang and Kim (2012); 

Saleh et al. (2007). 

Audit 

Committee 

Independence 

Percentage of non-executive directors 

as a proportion of total audit 

committee members 

Al-Rassas & Kamardin 

(2015); Abdul Rahman and 

Ali (2006). 
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Audit 

Committee 

Expertise 

Number of audit committee members 

who possess financial and accounting 

experiences and/or certifications at 

the end of the financial year. 

Akhtaruddin and Haron 

(2010); Othman et al. 

(2014). 

Audit 

Committee 

Meeting 

frequency 

The number of the audit committee 

meetings held in a year. 

 

Madi et al. (2014); Barros et 

al. (2003) 

Blockholders 

Ownership 

Percentage of total of shares owned 

by blockholders who have 5% and 

above shares of the company at the 

end of the financial year to the total 

number of company shares. 

Zureigat (2011); Alves 

(2012); Edmans (2008). 

 

 

Family 

Ownership 

Total shares possessed by the family 

out of total number of firm shares. 

According to the JCGC definition, 

family is defined as relatives, 

including father, mother, brother, 

sister, spouse and children. 

Jara and López (2011); 

Yang (2010); Jaggi et al. 

(2009). 

Institutional 

Ownership 

A portion possessed by institutions of 

the overall number of company 

shares, including shares owned by 

social security, insurance companies, 

investment companies, pension funds 

and other funds. 

Al-Fayoumi et al. (2010); 

Ishak et al. (2010); Lang 

and McNichols (1997). 

Managerial 

Ownership 

Portion of shares owned by executive 

directors, including CEO ownership 

at the end of the financial year. 

Bekiris (2013); Hassan and 

Ibrahim (2014); Mustapha 

and Che Ahmad (2011). 

Firm Size Natural logarithm of total assets at 

the end of the financial year. 

Alsaeed (2006); Afify 

(2009); Akle (2011); Ismail 

and Chandler (2003). 



 
 

168 
 

 

  

 

Firm Leverage Ratio of total debt to total assets of 

the company at the end of the 

financial year. 

Ahmad et al. (2013); 

Benkel, Mather, and 

Ramsay (2006); 

Kanagaretnam et al. (2014); 

Liu and Tsai (2015); Park 

and Shin (2004); Tsagem et 

al. (2015). 

Profitability Ratio of profit after tax to total assets 

of the company at the end of the 

financial year. 

Akhtaruddin (2005); Garay 

and Gonzalez (2008); 

Hashem et al. (2012); 

Munisi and Randoy (2013); 

Yermack (1996). 
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4.4 Techniques of Data Analysis 

This study analyzes data through the use of various statistical analysis, comprising 

descriptive statistics, relationship analysis and panel regression, to test the hypotheses 

formulated. Descriptive statistics is used for the determination of the mean, standard 

deviation, maximum and minimum values of the sample observations of this study 

(Gujurati, 2004). Also, the presence of multicollinearity among the independent variables 

and dependent variables and independent variables relationship is determined using the 

relationship analysis. Further, panel regression is employed for the fact that it assumes 

different companies are heterogeneous in nature (i.e., cross-sectional data) and timevariant 

(i.e., timeseries data), which are the main features of panel data. Subsequently, it provides 

more informative data, variables sufficiency since the variables will be multiplied by time, 

more degree of freedom and efficiency with less collinearity among variables (Baltagi, 

2008). This is conducted using SPSS version 22 to identify the corporate governance 

mechanisms and earnings management relationship (Hayes, 2013). 

4.5 Research Model 

The constituents of the dependent variable in this study involve cash flow from operations, 

discretionary expenses and cost of goods sold as the probable earnings management 

measurements. The independent variable for the research is corporate governance 

mechanisms. Hence, having these variables, the functional form of the equation is 

generated for this study as in Equation 1: 
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REM = β0 + β1BSIZit + β2BINDit + β4CEODit + β3BMTGit + β5ACSIZit + β6ACINDit + 

β7ACEXPit + β8ACMTGit + β9BOWNit + β10FAMOWNit + β11INSOWNit + β 12SFIRMit 

+ β13FLEVit + β14PROFTit + µit ………………………………………….… (Equation 1) 

Where:  

REM = Real Earnings Management 

BSIZ = Board Size 

BIND = Board Independence 

CEOD = CEO Duality 

BMTG = Board Meeting Frequency 

ACSIZ = Audit Committee Size 

ACIND = Audit Committee Independence 

ACEXP = Audit Committee Expertise 

ACMTG = Audit Committee Meeting Frequency 

BOWN = Blockholder Ownership 

FAMOWN = Family Ownership  

INSOWN = Institutional Ownership 

SFIRM = Firm Size 

FLEV = Firm Leverage 

PROFT = Firm Profitability 

it = Panel indictor for i = Company, t =Time 

µ = Error term 

 

4.6 Hierarchical Regression Model of the Study 

Hierarchical regression offers a clear interpretation with regards to the presence of 

moderator effects (Barron & Kenny, 1986; Evans, 1985). Hierarchical regression analysis 

technique is utilized to determine the moderating role of managerial ownership on the 

corporate governance mechanisms as independent variables and earnings management 

measured by REM as the dependent variable. 
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According to Barron and Kenny (1986), the relationship between the independent and 

dependent variables must be established first; secondly, there exists a relationship between 

the moderating variable as well as the dependent variable; and finally, an interaction effect 

exists between the independent and moderating variables established on the dependent 

variable. These are also in line with the suggestion of Frazier, Tix, and Barron (2004).  

Managerial ownership is introduced in the model to serve as the moderating variable in 

the corporate governance mechanisms-earnings management relationship. Hierarchical 

regression model is used in this study as the observed variation is partitioned into within 

and between studies components. Each component consists of a systematic part and a 

random part, with the former attributed to covariates and the latter to unexplained 

variation. The hierarchical model makes it possible to pool information across studies and 

derive smoothed estimates of covariate effects, components of variance and individual 

study quantities. When a moderator is introduced in the regression model, the hierarchical 

regression model of the study is: 

REM = β0 + β1BSIZit + β2BINDit + β3CEODit + β4BMTGit + β5ACSIZit + β6ACINDit + 

β7ACEXPit + β8ACMTGit + β9BOWNit + β10FAMOWNit + β11INSOWNit + 

β12MOWNit + β13BSIZit *MOWMit + β14BINDit*MOWMit + β15CEODit*MOWMit + 

β16BMTGit*MOWNit + β17ACSIZit*MOWNit + β18ACINDit*MOWNit + 

β19ACEXPit*MOWNit + β20ACMTGit *MOWNit + β21SFIRMit + β22FLEVit + 

β23PROFTit + µit   ……………. ………………………………..…………. (Equation 2) 

Where: 

MOWN    =    Managerial Ownership 
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4.7 Summary of the Chapter 

This chapter discusses the research methodology, including the research methods and 

analytical approach adopted in this study. Specifically, research design, sampling and 

sampling technique, measurement of variables, method of data collection, techniques of 

data analysis, research model and hierarchical model are discussed.
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CHAPTER FIVE 

ANALYSIS AND FINDINGS 

5.1 Introduction  

This chapter discusses the findings on the studied relationship between the corporate 

governance mechanisms (board of directors’ structure, audit committee characteristics 

and ownership structure) and REM. It also reports the moderating role of managerial 

ownership in the relationship between the corporate governance (board of directors’ 

structure and audit committee characteristics) and REM.  

This chapter is divided into nine sections, namely: Section 5.1 which constitutes this 

introduction, Section 5.2, the study sample and data collection, Section 5.3, the 

measurement of the dependent variable (REM), Section 5.4, the descriptive analysis of 

the data, Section 5.5, the distribution of CEO duality, Section 5.6, findings on the 

regression assumptions, Section 5.7, the review and discussion of the multiple regression 

analysis and hypotheses testing, Section 5.8, the moderating role of managerial ownership, 

in Section 5.9, the robust test,  and finally Section 5.10, the chapter summary. 

5.2 Sample and Data Collection 

The study subject constitutes firms listed on the ASE as these firms are under the rules 

and regulations of the Jordanian Listing Requirements and JCGC. The ASE-listed firms 

belong to either the services, industrial or financial sectors. This study focuses on those 

firms in the non-financial sectors with data encompassing the years from 2011 to 2017 in 
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addition to 2010 to calculate the changes in sale. The aforementioned study period is 

chosen because the JCGC was implemented in September 2009. The data was collected 

from the firms’ annual reports taken from the website of the ASE, and from the statistical 

bulletins of the SDC website. 

As at the end of 2017, there were 224 listed firms; 54 services sector firms (24.1%), 63 

industrial sector firms (28.1%) and 107 financial sector firms (47.8%). As mentioned 

above, this study only covers two sectors, namely the industrial and services sectors (non-

financial), since the financial sector is under different regulations related to financial 

reports, issued by the Insurance Commission and the Jordan Central Bank. From the 

sample of this study, 14 firms were excluded due to unclear, incomplete data, or not having 

annual financial reports for the years ended 2011 to 2017. The final sample represents 103 

firms or 721 observations (from 2011 to 2017). The details of the sample of the study can 

be seen in Table 5.1: 

Table 5.1  

Descriptive of Sample 

Sectors Number of firms 

Industry sector 63 

Services sector 54 

Total 117 

Unavailable data (14) 

Final sample 103 

Final study observations (103*7 years) 721 

 

5.3 REM Measurement  
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As reported earlier, this study focuses on REM using three proxies (abnormal cash flow 

operations, abnormal discretionary expenses and abnormal cost of goods sold). Estimating 

the normal level of each of the proxies is derived by using the coefficient from the 

regression of each of the variables in each equation, in line with that of past studies (Cohen 

& Zarowin, 2010; Hashemi & Rabiee, 2011; Kang & Kim, 2012; Roychowdhury, 2006; 

Visvanathan, 2008). Table 5.2 presents the regression statistics of the models’ parameters 

used in deriving the normal level of activities before estimating the abnormal level of the 

three proxies of real-based earnings management activities. 

 

From Table 5.2, the R Square (R2) for the estimates discretionary expenses is 5.1%. 

Although this is higher than that reported by Kang and Kim (2012), i.e., 4%, it is lower 

than that reported by Roychowdhury (2006), i.e., 38%. On the other hand, the R2 of 

estimates cash flow from operations and estimates cost of goods sold is 2.6 % and 67.2%, 

respectively, which is also lower than that of Roychowdhury (2006) and Kang and Kim 

Table 5.2   

The Models’ Parameters for The Three Proxies of  Real Earnings Management 

(REM) 

 

EARNINGS MANAGEMENT 

Variables 
ECFO EDC ECOGS 

Coeff. Sig. Coeff. Sig. Coeff. Sig. 

Constant 0.062 0.000 0.049 0.000 0.051 0.011 

1/ AT-1 19522.22 0.445 72225.18 0.000 -25589.6 0.724 

ST / AT-1 0.390 0.000   0.706 0.000 

∆ST / AT-1 -0.380 0.014     

ST-1 / AT-1   0.015 0.000   

R2 0.026 0.051 0.672 

F. 

STATISTIC

S 

6.346 19.189 734.701 

SIG. 0.000 0.000 0.000 
1 - CFOT/AT-1= Α0 + Α1 (1 / AT-1) + Β1 (ST / AT-1) + Β2 (ΔS / AT-1) + ƐT                                                      

2-  DCT/AT-1 = Α0 + Α1 (1 / AT-1) + Β (ST-1 / AT-1) + ƐT                                                                                                                          

3- COGST/ AT-1 = Α0 + Α1 (1 / AT-1) + Β (ST / AT-1) + ƐT 
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(2012) at 89% and 90%, respectively.  Moreover, the models are significant (F-statistic = 

6.346, p < 0.000, F-statistic = 19.189, p < 0.000 and F-statistic = 734.701, p < 0.000, 

respectively), indicating that the models significantly explain the differences in the three 

proxies of REM among Jordanian listed firms. 

5.4 Descriptive Analysis 

Descriptive statistics describe the basic features of the data from 721 firm-year 

observations of the ASE-listed companies from 2011 to 2017. The aim of these statistics 

is merely to summarize a data set (i.e., maximum, minimum, mean and standard 

deviation). The model by Roychowdhury (2006) was used to measure REM as the 

dependent variable. The descriptive analysis of the dependent variable is presented in 

Table 5.3, whilst the descriptive statistics of the independent variables are shown in Table 

5.4.  

5.4.1 Descriptive Analysis of Real Earnings Management  

The descriptive statistics of REM are presented in Table 5.3, derived from the sample of 

721 firm-year observations. The results indicate that the mean value of REM, i.e., the sum 

of the three proxies (AbCFO, AbDC and AbCOGS) is about -0.033 and a standard 

deviation of 0.364, with minimum and maximum values of -3.770 and 3.327, respectively. 

This finding is higher than the findings by Kang and Kim (2012) who revealed that the 

average value of REM is -0.016 with a maximum value of 0.538 and minimum value of -

0.643.  
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Further, Table 5.3 reports that the mean value of abnormal cost of goods sold and 

abnormal discretionary expenses, indicating a positive value of 0.0069 and 1.895, 

respectively, while abnormal cash flow from operations has a negative mean value of -

0.0101. The findings show that the highest average of the three proxies is the abnormal 

discretionary expenses at 1.895. However, this study provides evidence that the average 

value of REM is relatively high, consistent with the results derived by Enomoto, Kimura, 

and Yamaguchi (2015), who reported that REM practices in the Jordanian companies are 

high compared to 38 countries sampled for the ranking-based research. 

 

5.4.2 Descriptive Analysis of the Independent Variables  

Table 5.4 below depicts the summary of the descriptive statistics of the independent 

variables of this study. Based on board size (BSIZ), the mean value is 7.9917 indicating 

that the number of board members in Jordanian firms is averagely 8. This aligned with the 

provision of the JCGC for listed firms which requires firms to have a board ranging from 

five to 13 directors. However, some of the non-financial firms (eight observations) have 

Table 5.3 

Descriptive Statistics of Real Earnings Management  

Proxies Max. Min. Mean Std. Deviation 

AbCFO 1.52119 -0.69386 -0.0101 0.1487 

AbDC 1.21086 

 

-0.15309 1.8953 0.07263 

AbCOGS 3.31415 

 

-3.68520 

 

0.00693 0.342907 

 
Total (REM) 3.32762 

 

-3.77097 

 

-0.03323 0.36469 

AbCFO = Abnormal Cash Flow from Operations; AbDC = Abnormal Discretionary Expenses; 

AbCOGS= Abnormal Cost of Goods Sold 
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violated the minimum requirement of the JCGC by having four members on the board of 

directors. This finding is consistent with Al-Tahat (2010) and Marashdeh (2014), who 

found average board size among Jordanian listed firms is eight members. The minimum 

number of members of the board in the Jordanian listed firms is 4, while the maximum 

number is 13. The standard deviation of 2.2985 depicts that there is larger difference of 

board size among Jordanian firms. 

 

Table 5.4 

Descriptive Statistics of the Independent Variables 

Variables N Minimum Maximum Mean 
Std. 

Deviation 

BSIZ 721 4 13 7.9919 2.2985 

BIND 721 0 1 0.8298 0.2065 

CEOD 721 0 1 0.1956 0.3969 

BMTG 721 2 17 8.7961 2.2764 

ACSIZ 721 2 7 3.3143 0.7225 

ACIND 721 0 1 0.8155 0.2794 

ACEXP 721 0 5 1.8585 1.1239 

ACMTG 721 1 10 4.4956 1.3500 

BOWN 721 0 0.944 0.1822 0.2227 

FAMOWN 721 0 0.926 0.0698 0.1509 

INSOWN 721 0 0.980 0.3822 0.2961 

MOWN 721 0 0.189 0.0700 0.5766 

SFIRM (Log.) 721 2.504 9.853 7.5460 0.7616 

FLEV 721 0.001 0.896 0.3440 0.2282 

PROFT 721 -0.729 0.712 0.0171 0.1137 
BSIZ= Total number of board directors, BIND= Percentage of non-executive directors to 

the overall number of directors, CEOD= Combining the role of CEO and chairman of 

board of directors,  BMTG= Number of board meetings held during the financial year, 

ACSIZ= Total number of audit committee members, ACIND= Audit Committee 

independence (Percentage of non-executive directors to the overall number of audit 

committee members), ACEXP= Audit Committee financial expertise, ACMTG= 

Number of Audit Committee meetings held during the financial year, BOWN= 

Percentage of shares owned by Individuals who own 5% and above, FAMOWN= 

proportion of shares owned by Family Members, INSOWN= proportion of shares owned 

by institutions, MOWN= Portion of shares owned by executive directors, including CEO 

ownership at the end of financial year, SFIRM(Log.)= Natural logarithm of company 

size measured by total assets, FLEV= leverage ratio of total debts to total assets, and 

PROFT= ratio of total profit to total assets. 
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With regards to board independent directors (BIND), the mean value is 0.8298, indicating 

that Jordanian firms have an average of 82.98% independent directors on their board.s. 

This implies that board independent directors make up the largest percentage of the board 

of directors. This suggests that a majority of the Jordanian non-financial firms are in 

adherence to the JCGC which states that the majority of the board members must be non-

executives. This result is supported by Al-Masarwah (2016) who reported that the average 

of the board independence out of the all members is 82% in Jordanian listed firms. The 

minimum number of board independent directors in the Jordanian listed firms depicts 0, 

while the maximum number depicts 1. The standard deviation of 0.2064 depicts that there 

is shorter difference of board independent directors among Jordanian firms. 

Based on CEO duality (CEOD), the average value of 0.1956 indicates that 19.6% of the 

firms have CEO duality. This implies that some Jordanian firms did not comply with the 

regulations of the JSC, which states that the CEO of the company must not hold the role 

of the Chairman simultaneously (JSC, 2009). In a further analysis, the distribution of the 

CEO duality is carried out and shown in Table 5.5 below. The results indicate that 580 

firm-year observations (80.4%) do separate the CEO/Chairman role. The results also show 

that 141 firm-year observations (19.6%) have CEO duality.  

Table 5.5: Frequency Statistics of the CEOD 

Presence of Duality (CEOD) Frequency Percentage 

No (0) 580 80.4% 

Yes (1) 141 19.6% 

Total 721 100% 

CEOD= Dummy variable, 1 if CEO-Chairman roles combined; 0 if separate. 
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In terms of the board meeting frequency (BMTG), the average meeting shows 8.7961, 

indicating that an average of nine meetings was held by the Jordanian firms per year during 

these periods. This is consistent with the provision of the JCGC which requires a minimum 

of six meetings to be held in a year (JSC, 2009). The minimum number of board meetings 

held by a Jordanian firm during these periods is two, while the maximum number is 17. 

The standard deviation of 2.2764 depicts that there is largerr difference of board meeting 

frequency among Jordanian firms. 

In relation to the audit committee characteristics descriptive results, the average audit 

committee size (ACSIZ) is 3.3162, indicating that the Jordanian firms have average of 

three directors as members of the audit committee.  This implies that most of the firms 

adhere to the JCGC that requires a minimum of three directors as audit committee 

members (JSC, 2009). This result is close to prior findings, such as, Alzoubi (2016) and 

Habash (2010), who found that mean values of audit committee size in the Jordanian listed 

firms is 3.6 and 4.3, respectively. The minimum number of directors on audit committee 

in listed Jordanian firms during these periods is two, while the maximum number is seven. 

The standard deviation of 0.7226 depicts that there is longer difference of audit committee 

size among Jordanian firms. 

Moreover, audit committee independence (ACIND) shows 0.8156 on average, indicating 

that average of 81.55% of the audit committee members are independent directors. This 

is in line with the JCGC that emphasizes a minimum of three non-executive directors to 

constitute the audit committee, two of whom must be independent directors, which implies 

75% out of all the audit committee members should be non-executive directors (JSC, 
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2009). This finding is higher than Alzoubi’s (2016) result, where the average of audit 

committee independence is 55%, which is less than the minimum requirements of JCGC.  

However, the minimum number of 0 indicates that there are certain audit committees that 

do not have any independent directors. An analysis of the sample companies shows that 

there are 62 firm-year observations (8.6%) which do not have NEDs on their audit 

committee. This infers that the majority of Jordanian firms have complied with the audit 

committee independence requirements set by the JCGC (JSC, 2009). The standard 

deviation of 0.2795 depicts that there is shorter difference of audit committee 

independence among Jordanian firms.  

For the audit committee expertise and experience (ACEXP), the mean value is 1.8585, 

which indicates that, on average, two audit committee members possess the necessary 

experience and expertise. This result is supported by a previous study conducted in Jordan 

by Alzoubi (2016), who found that audit committee expertise and experience, on average, 

is two. Furthermore, this infers that the majority of Jordanian firms have complied with 

the JCGC regarding expertise requirements (JSC, 2009). The minimum number shows 0, 

and further analysis implies that 86 firm-year observations (12%) in Jordan did not follow 

this requirement in that they do not have any financially expert members in their audit 

committee. However, the maximum number of experience and expertise in Jordanian 

firms’ audit committee indicate five. The standard deviation of 1.1240 indicates that there 

is longer variation of audit committee experience and expertise among Jordanian firms. 

Furthermore, the average audit committee meeting (ACMTG) is 4.4951, indicating that 

the audit committee held an average of 4.5 meetings per year. This is different from the 
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findings of Alzubi (2016) and Almasarwah (2016) in Jordan who found five and   four 

audit committee meetings per year, respectively. However, the firm-year observations 

analysis reports that 99 (13.7%) of the observations do not meet the minimum JCGC 

requirements. This suggests that the majority of Jordanian firms are in compliance with 

the JCGC which recommends that the audit committee should meet a minimum of four 

times yearly (JSC, 2009). The maximum number is 10, showing that a certain Jordanian 

firm held audit committee meeting 10 times in a year. The standard deviation of 1.1240 

indicates that there is longer variation of audit committee experience and expertise among 

Jordanian firms. 

In addition, in regards to ownership structure, blockholder ownership has a mean value of 

18.2% (0.1805); family ownership with 7% (0.0698) and institutional ownership with 

38.29% (0.3829). This result is almost close to Alfayoumi et al. (2010) who examined 

Jordanian firms and found the average of blockholder ownership at 20%. The finding is 

lower than that of Warrad et al. (2012) which indicates that the mean of family ownership 

in Jordanian industrial companies for the period of 2005-2007 was 16.4%. Meanwhile, 

this result is more than the findings of Zureigat (2015), where the average of family 

ownership in Jordan is 5.3% for the period (2009-2011). However, this is consistent with 

the findings reported by Aldaoud (2015) and Alkhawaldeh (2012) that the average 

institutional ownership in Jordanian firms is 36% and 38%, respectively.  Such percentage 

constitutes approximately one-third and more of the total shares, and as such, the 

institutional investors represent the highest ownership mean in this study. The maximum 

scores for blockholder, family and institutional ownership, are 94.4%, 92.6% and 98%, 

respectively. The standard deviation shows 0.2223 for blockholder ownership, 0.1509 for 
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family ownership, and 0.2962 for institutional ownership. These show that there are 

shorter variations of blockholder ownership, family ownership and institutional ownership 

among Jordanian firms. 

In an attempt to further explain the descriptive statistics of the ownership structure, an 

additional statistic of the ownership structures was carried out and shown in Table 5.5 

below. Out of 721 observations, 517 blockholders, representing 71%, own up to 25% of 

the shares. A total of 133 (18%) and 50 (6.9%) blockholders possess shares ranging from 

25% to 50% and between 50% and 75%, respectively. But 21 blockholders (2.9%) own 

shares ranging from 75% to 100%. In addition, 645 observations of family shareholders 

(90%) hold shares of up to 25%, 60 (8%) hold shares ranging from 25% to 50%, and nine 

(1.2%) and 7 (1.0%) of the family shareholders own shares ranging from 50% to 75% and 

between 75% and 100%, respectively. With regards to institutional ownership structure, 

294 (40.8%), 175 (24.3%) and 142 (19.7%) own shares ranging between 0% and 25%, 

between 25% and 50%, and between 50% and 75%, respectively. A total of 110 (15.3%) 

own shares ranging between 75% and 100%.   

Table 5.6: Descriptive Statistics of Ownership Structure 

  

0 To 24.9% 25% To 49.9% 50% To 74.9% 75% To 100% Total 

N % N % N % N % N % 

Blockholders 517 71.7% 133 18.4% 50 6.9% 21 2.9% 721 100% 

Family 645 89.5% 60 8.3% 9 1.2% 7 1.0% 721 100% 

Institutional 294 40.8% 175 24.3% 142 19.7% 110 15.3% 721 100% 

 

In conclusion, Table 5.6 shows that most blockholder and family ownerships in Jordanian 

listed firms is less than 25% (71.7%, 89.5% respectively) out of all outstanding shares, 
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respectively. The stakes owned by institutional ownership seems to be distributed in a 

more organized way. Thus, it can be said that institutional ownership concentration in 

Jordanian non-financial listed firms is not high. 

Regarding managerial ownership, the mean value shows 0.0701, indicating that 

management of Jordanian firms have average of 7% of shares in Jordanian firms. This 

result is more than the findings of Alzoubi (2016) who examined Jordanian firms and 

found the average of managerial ownership at 4%. In addition, the average value of 

managerial ownership found in this study (and compared to other Jordanian studies) is 

close to those values presented by other researchers in the context of other countries. For 

example, LaFond and Roychowdhury (2008), who examined USA companies, found a 

mean of managerial ownership of 4.5%. The maximum number of shares owned by 

managers of Jordanian firms in their firms is 18.94%. the standard deviation of 0.0577 

shows shorter variations of managerial ownership among Jordanian firms. 

Lastly, in relation to the control variables, the average company size as measured by the 

natural log of the firm’s total assets is 7.546. This ratio is similar to Azzoz and Khamees 

(2016), who reported that the mean of the Jordanian firms’ size is 7.67. Furthermore, the 

average leverage is 34.4%, with a minimum of 0.1% and maximum of 89.6%. The average 

leverage is similar to the percentage found by Aldaoud (2015), who reported that the mean 

of leverage in Jordanian listed companies is 34.37%. Table 5.4 demonstrates that the mean 

value of firm profitability is about 2%, with minimum and maximum values, as measured 

by the ratio of net income to total assets, at -73% and 71%, respectively.  
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5.5 Regression Assumptions 

Multiple regression analysis was used to determine the relationship between the 

independent variables and the dependent variable. Several assumptions had to be satisfied 

before the data was analyzed: outliers, normality, linearity, multicollinearity, 

autocorrelation and heteroskedasticity. To test the effect of the independent variables, i.e., 

board characteristics, audit committee characteristics and ownership structure on REM, 

this study adopted the model by Roychowdhury (2006) to predict the prevalence of REM 

in the listed firms in Jordan. 

5.5.1 Outliers 

Outliers are observations which have unique characteristics that make observations 

different from others (Hair et al., 2010). There are several methods to check for outliers. 

In this study, the case of outliers was detected using the Mahalanobis Distance and Cook's 

Distance tests, because these tests are a widely used methods to detect outliers.  

Table 5.7: Test of Mahalanobis Distance and Cook's Distance Value 

 Min Max Mean 
Std. 

Deviation 
N 

Predicted Value 5.111 9.560 6.9800 .66223 721 

Std. Predicted Value -2.822 3.897 .000 1.000 721  

Standard Error of Predicted Value .030 .177 .066 .023 721  

Adj. Predicted Value 5.096 9.555 6.9796 .66280 721  

Residual -3.618 1.466 .0000 .47289 721  

Std. Residual -7.575 3.070 .0000 .990 721  

Stud. Residual -7.640 3.306 .0000 1.005 721  

Deleted Residual -3.680 1.700 .00040 .48801 721  

Stud. Deleted Residual -7.981 3.330 -.001 1.014 721  

Mahal. Distance 1.689 95.41 13.980 11.849 721  

Cook's Distance .000 .116 .002 .009 721  

Centered Leverage Value .002 .136 .020 .017 721  
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In the first test, there is a problem of outliers if the Mahalanobis distance values exceed a 

critical value obtained from statistical tables (Chi-square) (Tabachnick & Fidell, 2007). 

This study finds that the critical chi-square value, based on the number of independent 

variables, as the degree of freedom, is 39.25 at alpha level of .001; the minimum and 

maximum value of Mahalanobis Distance of the observations range between 1.689 and 

95.410, which indicates the existence of outlier observations in the model.  

The identification of outlier observations requires an in-depth examination of the SPSS 

package results by comparing the value of Mahalanobis Distance to the value of 39.25. 

This comparison shows that only 22 observation values for the model with Mahalanobis 

Distance range between 40.82 and 95.41 and were deemed as outliers among the 721 

observations and these observations represent a negligible 3%. According to Cookes and 

Steed’s (2003) suggestion, the outlier observations should be dropped from the data if it 

is significant in number as this may affect the results’ reliability. However, other scientists 

have advocated that outliers should be retained for better representation of the whole 

population and accuracy of the results unless there is evidence of measurement errors 

(Hair, Tatham, Anderson & Black, 2006). Thus, this study opted to retain the detected 

outliers for further analysis due to their minimal number, accuracy of the result and better 

representation of the population. 

The second test, is to check whether cases have any major impact on the whole model; the 

value of Cook's Distance was checked and cases with a value more than 1 are a potential 

problem (Tabachnick & Fidell, 2007). In this study, the results show that the maximum 
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value of Cook’s Distance is 0.116. Therefore, accordingly, it can be confirmed that this 

study has no serious outlier problem. The result is shown in Table 5.7. 

5.5.2 Multicollinearity 

The aim of this analysis is to investigate any multicollinearity problems in the relationship 

between the dependent and independent variables and among the independent variables 

(Hair et al., 2010). Tabachnick and Fidell (2007) highlighted that multicollinearity 

happens when the independent variables have a correlation of more than 0.90. Two 

methods are used to discover multicollinearity problems in the model of this study: 

Pearson Correlation (correlation matrix) and Variance Inflation Factor (VIF). 

Table 5.8 shows the Pearson Correlation values. The independent variables’ correlation 

coefficients in the correlation matrix are all below 0.90, suggesting that multicollinearity 

does not exist in this study. The findings of the Pearson Correlation matrix in this study 

show that the correlation between institutional ownership and blockholders ownership is 

the highest at -0.611. The negative significant correlation between board size (BSIZ) and 

REM (at -0.089) implies that the higher the board size the lower the REM since larger-

sized boards are more likely to detect and mitigate earnings management. The negative 

significant correlation between board independence (BIND) and REM (at -0.116) signifies 

that the stronger the board independence the lower the REM because board independence 

could curtail the REM and negatively affect earnings predictability.  

The positive significant correlation between CEO duality (CEOD) and REM (at 0.183) 

specifies that combining the role of the CEO and the role of chairman increases REM 
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because the CEO can prevent board effectiveness and cause a management-board discord, 

thus increasing earnings management practices. Moreover, the negative significant 

correlation between board meeting frequency (BMTG) and REM (at -0.180) indicates that 

the higher the board meeting frequency the lower the REM because board meeting 

frequency can decrease and constrain the prevalence of earnings management that may 

occur through operational or investment decisions.  

Audit committee size (ACSIZ) and independence (ACIND) has a negative significant 

correlation with REM (at -0.106 and -0.215) respectively, which indicate that the higher 

the size and independence of the audit committee the lower the REM. Also, audit 

committee experience and expertise (ACEXP) has a negative significant correlation with 

REM (at -0.202), which implies that the more expertise of the audit committee the lower 

the REM. This is because firms whose audit committee members have expertise, are not 

likely to engage in earnings management since such opportunistic behavior are leading to 

uncertainty in the firm`s economic value. Furthermore, audit committee meeting 

frequency (ACMTG) has a negative significant correlation with REM (at -0.270). This 

implies that the more the audit committee meeting frequency the lower the REM since 

more meetings of audit committee will assist in the resolution of issues required by the 

management and will curb financial problems, such as misleading accounting and 

squandering of funds and embezzlement. 

On the other hand, blockholder ownership (BOWN) and REM have a significant positive 

correlation (at 0.111), indicating that the higher the block ownership the higher the REM. 

Also, institutional ownership (INSOWN) and REM have a significant negative correlation 
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(at -0.080), implying that the higher the institutional ownership the lower the REM 

because institutional owners as majority owners possess information about the firm’s 

activities that they can use to reduce the deviation of real activity. 

Firm size (SFIRM) and REM have a negative significant correlation (at -0.217), which 

indicate that the larger the firm size the lower the REM. This is because larger firms may 

have stronger internal control systems compared to smaller firms. Also, the cost of 

earnings management can be higher for large firms when compared to small firms, which 

may prevent large firms from being involved in earnings management. 
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Table 5.8: Pearson Correlation Matrix  

 REM BSIZ BIND CEOD BMTG ACSIZ ACIND ACEXP ACMTG BOWN 
FAM 

OWN 

INS 

OWN 
SFIRM FLEVE PROFT 

REM 1               

BSIZ -0.089* 1              

BIND -0.116** -0.641** 1             

CEOD 0.183** 0.073* -0.367** 1            

BMTG -0.180** -0.095* 0.177** -0.077* 1           

ACSIZ -0.106** 0.359** -0.110** 0.123** 0.077* 1          

ACIND -0.215** -0.113** 0.549** -0.317** 0.136** -0.192** 1         

ACEXP -0.202** 0.027 0.402** -0.249** 0.117** 0.148** 0.421 1        

ACMTG -0.270* -0.001 0.221** -0.191** 0.518** 0.036 0.268** 0.242** 1       

BOWN 0.111** -0.218** 0.002 0.124** 0.079* -0.155** 0.002 -0.013 -0.048 1      

FAMOWN -0.076* 0.058 0.048 -0.019 0.032 -0.010 0.064 -0.005 0.036 0.065 1     

INSOWN -0.077* 0.116** 0.010 -0.083* -0.091* 0.156** -0.036 0.017 -0.065 -0.611** -0.298** 1    

SFIRM -0.366** 0.414** -0.190** 0.183 -0.130** 0.332** -0.105** -0.008 -0.138** -0.348** -0.013 0.376** 1   

FLEVE -0.046 -0.028 -0.161** -0.030 -0.047 0.110** -0.168** -0.119** -0.050 -0.044 -0.112** 0.066 0.226** 1  

PROFT 0.051 0.132** -0.149** 0.084 -0.048 0.100** -0.118** -0.065 -0.094* -0.031 0.048 0.112** 0.168** -0.276** 1 

*Correlation is significant at the 0.05 level, ** Correlation is significant at the 0.01 level (2 tailed). 
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In addition, the present study also employed tolerance values and Variance Inflation 

Factorv (VIF) to examine the assumption of multicollinearity. According to Hair et al. 

(2010), collinearity values lower than 10 from VIF or tolerance values higher than 0.1 are 

acceptable. In this study, both the VIF and tolerance values are presented in Table 5.9. 

The Table shows that all the variables’ VIF values are below 10, while their tolerance 

values are higher than 0.1, thus confirming Hair et al.’s (2010) suggestion. So, the study 

results reveal no issue of multicollinearity in the regression.  

Table 5.9: Test of Multicollinearity - VIF and Tolerance 

 Tolerance VIF 

BSIZ 0.722 1.384 

BIND 0.589 1.698 

CEOD 0.776 1.289 

BMTG 0.696 1.436 

ACSIZ 0.722 1.386 

ACIND 0.587 1.704 

ACEXP 0.699 1.431 

ACMTG 0.647 1.545 

BOWN 0.570 1.754 

FAMOWN 0.840 1.190 

INSOWN 0.508 1.969 

SFIRM 0.601 1.663 

FLEV 0.753 1.329 

PROFT 0.820 1.220 

 

 

5.5.3 Normality 

This study used the kurtosis and skewness values to determine the variables’ normality. 

Skewness and kurtosis are the most common methods to describe the distribution of a 

dataset. The total assets in this study as a measure of company size were transformed by 

using the natural logarithm to ensure that the variables are normally distributed.  
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Table 5.10: Test of Skewness and Kurtosis 

Variables 

 
N 

Skewness Kurtosis 

Statistics Std Error Statistics Std Error 

BSIZ 721 .423 .091 -.567 .182 

BIND 721 -1.765 .091 3.038 .182 

CEOD 721 1.538 .091 .367 .182 

BMTG 721 .489 .091 1.477 .182 

ACZIS 721 2.287 .091 5.914 .182 

ACIND 721 -1.485 .091 1.303 .182 

ACEXP 721 .157 .091 -.375 .182 

ACMTG 721 .129 .091 1.521 .182 

BOWN 721 1.342 .091 1.056 .182 

FAMOWN 721 3.062 .091 10.739 .182 

INSOWN 721 .372 .091 -1.053 .182 

SFIRM 721 -.415 .091 3.457 .182 

FLEV 721 .670 .091 -.417 .182 

PROFT 721 -.504 .091 10.701 .182 

MOWN 721 .432 .091 -1.062 .182 

 

According to Kline (1998), normality means that the distribution of the residuals is shaped 

as a bell curve. To test the normality of all variables in the model, the skewness and 

kurtosis values are used. The data is considered reasonably normal if the skewness has a 

value below three and the kurtosis is below 10. As evinced in Table 5.10, all kurtosis 

values of all the variables are lower than 10; and skewness values of all the variables are 

lower than three. Therefore, the data has no problems of the normality assumption. Only 

for two variables (Family Ownership, Profitability), the skewness and kurtosis values are 

still not satisfactory. In fact, modest violations of univariate normality are not a problem 

if the violations are due to Skewness and Kurtosis (Hair et al., 2010). So, the researcher 
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used Kolmogrov Semirnov test of normality among regression residuals to test the 

normality in the regression formed by this study.  

Hair et al. (2010) suggested that the issue of normality exists when the probability in the 

Kolmogrov Semirnov test is lower than 5%. Table 5.11 shows the normal distribution of 

the residuals in regression.  

Table 5.11: Test of Kolmogrov-Semirnov 

Variable Statistics P-Value 

Residuals ε .215 .200 

 

Moreover, any minor deviation from normality is normal in social sciences and should not 

cause any major problems, especially when examining the entire population or if the 

sample size exceeds 30 observations (Pallant, 2010), which is in line with the Central 

Limit Theorem (CLT). This study covers the whole sample and involves a large amount 

of data (721 observations), and the normality assumption is not seriously affected. 

Additionally, the normality assumption is also confirmed by using graphs, which is the 

histogram and normality plot. The normality of all the variables in this study can be seen 

in Figures 5.1 and 5.2. 
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Figure 5.1 Histogram of Regression 

 

The normal probability plot Figure 5.2 is a graphical technique for normality testing; it is 

used to assess the data set’s approximate normal distribution. Deviations from this 

straight-line show deviations from normality. 
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Figure 5.2: Normality Plot 

 

 

5.5.4 Linearity Test 

Linearity assumption indicates a relationship between all variables’ residuals which can 

be graphically described by a straight-line passing through the residuals of regression 

(Tabachnick & Fidell, 2007). However, correlation matrix and VIF represent only the 

linear association between variables; thus, the non-linear effect will not be presented in 

the correlation matrix and VIF test. The strength of the relationship will be underestimated 

under the presence of nonlinearity (Hair et al., 2010). In this study, the assumption of 

linearity was checked by the P-P Plot of the residuals as presented in Figure 5.3. The P-P 

plot shows no problems of linearity assumption.  
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Figure 5.3: Linearity of Regression Residuals 

 

 

5.5.5 Autocorrelation 

The presence of autocorrelation is checked using Durbin-Watson statistics, a test to detect 

the existence of autocorrelation in the residuals from a regression analysis. According to 

Kazmier (1996), an acceptable value for Durbin-Watson statistics ranges from 0 to 4; a 

value below 1.4 indicates the presence of a strong and positive series of problems of 

correlation among sample data, and a value greater than 2.6 indicates the presence of a 
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strong and negative series of problems of autocorrelation. As presented in Table 5.12, the 

value of the Durbin-Watson of the Models is 1.605 and 1.766. Hence, autocorrelation does 

not exist among the sampled data. 

Table 5.12 

Test of Durbin-Watson 

Model R2 Durbin-Watson 

Base-Line Model 44.2% 1.605 

Moderated Model 23.4% 1.766 

 

5.5.6 Heteroscedasticity 

As for test for homoscedasticity, it assumes that the dependent variable shows an equal 

degree of variance throughout the predictor variables’ range. This is a desirable result as 

the dependent variable variance should not be concentrated on a limited range of the 

independent variables. In this context, violation of homoscedasticity refers to 

heteroscedasticity. The latter condition tends to make the coefficient estimate to be 

underestimated, and in some cases, it makes insignificant variables seem significant (Hair 

et al., 2010). In this study, homoscedasticity and the independence of error terms were 

examined with the help of a scatter plot of the two dependent variables’ residuals. The 

scatter plot in Figure 5.4 does not reveal a clear relationship between the residual and the 

predicted value. According to Hair et al. (2010), if the scatter plot fails to show a clear 

relationship, it confirms that there are no issues of homoscedasticity or independence of 

residuals.  
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Figure 5.4: Scatter Plot (DV: REM) 

 

 

5.6 Regression Analysis and Hypotheses Testing 

The regression analysis results of the independent variables and REM of the direct model 

(before moderating effect) are presented in this section. Three groups of hypotheses are 

involved: (i) H1-H4 – board characteristics (i.e., size, independence, CEO duality and 

board meeting frequency); (ii) H5-H8 – audit committee characteristics (i.e., size, 

independence, expertise and meeting frequency); and (iii) H9-H11 – ownership structure 

(i.e., blockholder ownership, family ownership and institutional ownership). In addition, 
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there are three control variables (i.e., firm size, firm leverage and firm profitability). Table 

5.13 presents the regressions analysis results of the direct model. 

As evinced in Table 5.13, the regression analysis shows that the R2 and the adjusted R2 

for the model are 30.8% and 29.4%, respectively. This shows that the independent 

variables explain 29.9% of the variance of REM. Moreover, the model is significant (F-

statistic = 22.192, p < 0.000), indicating that the model significantly explains the 

difference in REM among Jordanian listed firms. 

5.6.1 Board Characteristics and Real Earnings Management  

Four hypotheses were developed regarding the effect of the board characteristics (size, 

independence, CEO duality and meeting frequency) on REM. This section discusses the 

results of relationship between each variable of board characteristics and REM. 

Board Size and Real Earnings Management 

To answer the first research question and achieve the first research objective, this study 

hypothesized that board size has a negative correlation with earnings management for the 

listed non-financial firms in Jordan. The outcome of the regression analysis as indicated 

in Table 5.13 reveals that board size has a positive and significant relationship with 

earnings management which is contradicted from Hypotheses 1. Thus, H1 of this study is 

not supported.  As shown in Table 5.13, the path coefficient, otherwise known as beta (β  
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= 0.012) is positive which turns to have a significant relationship (t = 2.079; P-value = 

0.038) between the two variables.  

The implication of this in the Jordanian context is that the size of the board of directors 

has an inverse effect on earnings management among the listed non-financial firms. 

Contrary to the hypothesized relationship, the result indicates that board size has a 

positively significant effect on earnings management. Hence, a larger board would result 

Table 5.13 

 Summary of Regressions Analysis 

Variables 
Expected 

Sign 
Beta Std. Error T Sig. 

(Constant)  2.201 0.160 13.782 0.000 

BSIZE - 0.012 0.006 2.079 0.038** 

BIND - 0.019 0.073 0.260 0.795 

CEOD + 0.095 0.033 2.881 0.004*** 

BMTG - -0.013 0.006 -2.100 0.036** 

ACSIZE - -0.001 0.019 -0.024 0.981 

ACIND - -0.144 0.054 -2.686 0.007*** 

ACEXP - -0.022 0.012 -1.783 0.075* 

ACMTG - -0.060 0.011 -5.637 0.000*** 

BOWN + -0.058 0.069 -0.842 0.400 

FAMOWN + -0.170 0.097 -1.748 0.081* 

INSOWN + 0.040 0.054 0.827 0.408 

SFIRM  -0.242 0.019 -12.451 0.000*** 

FLEV 0.089 0.058 1.538 0.124 

PROFT 0.289 0.112 2.582 0.010** 

R Squared 30.8% 

Adj. R 

Squared 

29.4% 

F 22.192 

Sig 0.000 

D-W 1.605 

***, **, * Significant at 1%, 5% and 10% respectively
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in a higher prevalence of earnings management in Jordan. Though, the agency theory has 

stressed on the monitoring role of the boards to minimize or mitigate the agency problem, 

Sun et al. (2011) opined that bigger boards are better able to commit their time and effort 

to management oversight and to minimize the agency problem, while smaller-sized boards 

are more likely to fail in detecting earnings management. 

Theoretically, the researcher posits board size positively and significantly effect REM in 

line with the notion that small boards are more superior in financial reporting oversight as 

well as more efficient and effective in terms of management observation and monitoring 

(Xie et al., 2003). These results are in line with that of Bradbury, Mak, and Tan (2006) 

that smaller boards are better in monitoring management actions compared to larger 

boards. 

The current study’s findings are close to Almasarwah’s (2016) findings that board size 

positively but insignificantly affects earnings management using accrual-based earnings 

management. The result of this study is not consistent with the findings of Abata and 

Migiro, (2016) and Tolulope et al. (2018). Tolulope et al. (2018) found a positive 

connection between large board size and earnings management. This signifies that a large 

board would lead to a decrease in the practices of earnings management. 

Arising from this, therefore, it can be said that large boards in Jordan has an inverse factor 

in yielding productive deliberation and discussion, considering the many members who 

would like to express their views and opinions. Due to different characteristics of the 

board members, decision-making in a meeting might be challenging and slow and time 

consuming; thus, there is probability of high-risk aversion. Besides this, there is tendency 
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for a large-sized board to depend on other members in decision-making, which could 

hinder their effectiveness. 

Board Independence and Real Earnings Management 

The second hypothesis (H2) proposes a negative relationship between board independence 

and earnings management in the listed non-financial firms in Jordan. In respect of this, the 

statistical result, as contained in Table 5.13, reveals that as proposed, the relationship 

between the two variables is positive and insignificant. Specifically, in terms of direction, 

the path coefficient shows a positive direction (β = 0.019) while the relationship is lower 

than the standard threshold (t = 0.260; p-value = 0.795) which is not significant at any 

level of significance. Based on this, Hypothesis 2 of this study is not supported. 

This result is in line with that of Almasarwah (2016), Azzoz and Khamees (2016) and 

Abed, Al-Attar, and Suwaidan (2012), who found a non-relationship between board 

independence and earnings management in Jordanian listed firms. The agency theory 

states that external board members in developed countries should develop their corporate 

governance system and lessen earnings management by building their reputation as 

experienced experts and play a role in the detection and prevention of myopic behavior of 

corporate managers (Fama, 1980; Fama & Jensen, 1983). However, this study indicates a 

contrary result in developing economies, such as Jordan, due to the influence of people of 

power in decision-making including politicians, wealthy people and influential social 

leaders (Almasarwah, 2016). Arising from this empirical finding, companies in Jordan 

cannot eliminate or lessen the prevalence of earnings management by having more 

independent directors.  
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Chief Executive Officer (CEO) Duality and Real Earnings Management 

Hypothesis 3 of this study proposes that CEO duality positively relates to earnings 

management in the listed non-financial firms in Jordan. The statistical result, as shown in 

Table 5.13, indicates that CEO duality positively and significantly affects REM. This is 

evinced by the statistical output in a positive direction, and the relationship’s level of 

significance (t-value = 2.881, p-value = 0.004). Since the hypothesized relationship is 

statistically and directionally achieved, thus, Hypothesis 3 of this study is supported. 

The implication of this finding in the Jordan context is that separation between 

CEO/Chairman roles tends to eliminate or mitigate earnings management. This finding 

supports the findings of Abaddi et al. (2016), who indicated that CEO duality positively 

and significantly affects earnings management. Thus, in line with this finding, separating 

the role of CEO and Chairman can lessen the prevalence of earnings management in the 

context of Jordan. 

The finding of this study supports the JCGC that distinction should be made between the 

positions of the CEO (i.e., managing director) and the Chairman. The essence of this is to 

prevent the excessive power of the CEO on the control and daily operations of the 

company. This is congruent with the postulation of the agency theory which suggests 

highly powerful CEOs could easily indulge in earnings management. Dual office structure 

can facilitate effective information control, which could in turn, hinder efficient 

monitoring (Jensen, 1993). 

Board Meeting Frequency and Real Earnings Management 
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Previous literature through agency theory posits that frequency of meetings by the board 

members makes them more vigilant and diligent in the discharge of their responsibilities, 

thus reducing the prevalence of earnings management in companies. In this study, it is 

hypothesized that board meeting frequency is negatively related to earnings management 

in the listed non-financial firms in Jordan. Having subjected this hypothesis to statistical 

testing, the regression analysis as contained in Table 5.13 indicates that board meeting 

frequency negatively and significantly affects earnings management in the listed non-

financial firms in Jordan (t-value = -2.100, p-value = 0.036). This implies that meeting 

frequency has an inverse effect on earnings management. In other words, frequent 

meetings can lower the prevalence of earnings management. Hence, Hypothesis 4 of this 

study is supported. 

This finding is in line with that of Almasarwah (2016), Ahmad (2013) and Xie et al. 

(2003), who all found that meeting frequency is negatively correlated to earnings 

management. It is also associated with the agency theory position which states that 

frequent board meetings would strengthen corporate governance elements in an 

organization. 

The empirical finding suggests that companies in Jordan should emphasize more on the 

frequency of board meetings in a bid to eliminate earnings management. The frequency 

of meetings determines how effective the members of the board are in the monitoring of 

management. It puts a check on the management and deters the management from any 

nefarious financial activities. 
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5.6.2 Audit Committee and Real Earnings Management  

Four hypotheses were developed regarding the effect of audit committee characteristics, 

(size, independence, members’ expertise and meeting frequency) on REM. This section 

discusses the results between each variable of the audit committee and REM. 

Audit Committee Size and Real Earnings Management 

On the assumption that audit committee size is directly correlated to earnings 

management, Hypothesis 5 of this study proposes that audit committee size is negatively 

related to earnings management in the listed non-financial firms in Jordan. In other words, 

the larger the audit committee, the lesser the prevalence of earnings management. 

However, the statistical result in Table 5.13 shows that the relationship between the two 

constructs is neither negative nor significant. Specifically, the result indicates that audit 

committee size is positively but insignificantly correlated to earnings management (t-

value = -0.024; p-value = 0.981). Consequent to this, Hypothesis 5 of this study is not 

supported. 

The implication of this finding is that earnings management is unaffected by the size of 

the audit committee in the listed non-financial firms in Jordan. The study’s finding 

contradicts the argument of Vafeas (2005) who found that a small-sized audit committee 

is unable to perform its functions effectively and efficiently. The finding of this study 

supports the findings of Hamdan et al. (2013), who found that audit committee size has 

no relationship with discertionary accruals (DA) as measured by the revised Jones model. 
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The JCGC states that an audit committee should have at least three directors. Having an 

audit committee membership far beyond the minimum number may not have much 

influence in curbing the manipulation of financial records by firms in Jordan. According 

to Al-Farah (2001), an extremely large audit committee could reduce the effectiveness of 

the audit committee due to unnecessary expenditure and work disorganization. Contrary 

to the postulated by agency theory, based on this result, the audit committee size for 

Jordanian companies, is not a crucial determining factor that can curd earnings 

management. 

Audit Committee Independence and Real Earnings Management 

Ordinarily, and as revealed in the extant literature, an independent audit committee tends 

to have a meaningful impact on the reduction of financial window-dressing and 

manipulations in organizations. Based on this direct relationship assumption, Hypothesis 

6 of this study stipulates the negative relationship between audit committee independence 

and earnings management in the listed non-financial firms in Jordan. The result of this 

hypothesis testing through regression analysis, as indicated in Table 5.13, shows that audit 

committee independence has a significant and negative relationship with earnings 

management in the listed non-financial companies in Jordan (t-value = -2.686, p-value 

=0.007). Based on this, Hypothesis 6 of this study is supported.  

This indicates that the independent audit committees in the listed non-financial firms in 

Jordan are effective in monitoring earnings management practices. The implication is that 

the independence of the audit committee and its activities being separated from the 

management, can go a long way in preventing the manipulation of financial statements 
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and reporting in companies. They will be able to effectively and efficiently report on the 

internal control of the company. This empirical finding is in line with that of Tolulope et 

al. (2018), Azzoz and Khamees (2016) and Alzoubi (2016), who also reported that audit 

committee independence negatively and significantly affects earnings management. It 

also supports the agency theory which claims that successful monitoring of the behavior 

of the management could be driven by the independence of directors of the audit 

committee. 

In the Jordanian context, giving autonomy to the audit committee to work freely, 

autonomously and independently, will strengthen the external and internal auditors’ 

functions, which will ultimately lead to the curtailment of earnings management. This is 

in line with the JCGC which stipulates a minimum of three directors to constitute the audit 

committee, two of whom must be independent. 

Audit Committee Expertise and Real Earnings Management 

The extent to which the members of the audit committee will have impact in preventing 

earnings management in an organization is a function of the members’ expertise, 

knowledge and skills. Based on the extant literature, the consideration of the underpinning 

theory and the provision of the Corporate Governance Code, it is hypothesized (H7) that 

the expertise of the audit committee members has a negative correlation with earnings 

management in the listed non-financial firms in Jordan. 

The statistical testing of this hypothesis is presented in Table 5.13. As proposed, the result 

reveals that audit committee expertise negatively and significantly affects earnings 
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management. The three statistical indicators comprising the path coefficient (β= -0.022), 

the t-value (t = -1.783) and the significance (p-value = 0.075), justify this relationship. 

Thus, Hypothesis 7 which predicts that when audit committee expertise is high, the 

manipulation of financial reports would be low, is supported. This finding is consistent 

with the findings of Inaam and Khamoussi (2016), Hassan and Ibrahim (2014), Puat and 

Susela (2013) and Al-Zoubi and Selamat (2012), who all indicated that the two constructs 

are negatively and significantly correlated in different settings and contexts.  

This empirical finding suggests that audit committee expertise cannot be underestimated 

in curbing the incidence of earnings management. In applying signaling theory where the 

members of the audit committee possess relevant accounting knowledge and skills, the 

issue of financial statements manipulation becomes very difficult. This is because the 

monitoring power of the audit committee is strengthened. Consequent to this, companies 

in Jordan should attach more importance to audit committee expertise in the selection of 

the members of the committee with a view to reducing the occurrence of fraudulent 

reports. The government of Jordan should similarly consider the variable as imperative in 

its corporate governance code. 

 

Audit Committee Meeting Frequency and Real Earnings Management 

Regardless of the audit committee’s size, independence and members’ expertise, it will 

not be able to fully achieve the purpose for which it is constituted if it is not effective. 
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Literature has claimed that a particular committee’s effectiveness is premised on its 

meeting frequency. Hence, the current study establishes Hypothesis 8 which tests the 

direct audit committee meeting frequency-earnings management relationship. The 

hypothesis states that the frequency of audit committee meetings has a negative correlation 

with earnings management in the Jordanian listed non-financial firms. 

The test results as shown in Table 5.13 surprisingly show that audit committee meeting 

frequency is the most influential factor of the audit committee and board of directors’ 

characteristics that determines the prevalence of earnings management with the highest t-

value (t = -5.637). The statistical result clearly reveals that audit committee meeting 

frequency is negatively and significantly correlated to earnings management as evidenced 

by the negativity of the path coefficient (β= -0.060) and the high level of significance (p-

value = 0.000). Arising from this, H8 of this study is supported as proposed, indicating 

that meeting frequency influences the prevalence of earnings management in the listed 

Jordanian non-financial firms. 

Results concerning the audit committee characteristics (size, independence, members’ 

expertise, meeting frequency), as shown in Table 5.13, point out that audit committee 

meeting has the highest t-value indicating that it has the greatest effect on earnings 

management in an organization. This implies that the frequency of audit committee 

meeting is instrumental for the elimination of REM. 

The current study’s findings are in line with that of Azzoz and Khamees (2016) and 

Alzoubi (2016). The study also aligns with the signaling theory which claims that regular 

meetings by the audit committee members could be a prerequisite for effective 
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monitoring, signifying that frequent meetings make it easy for the audit committee to 

oversee the company’s management and detect earnings management. 

The JCGC indicates that an audit committee should meet at least four times in a year. This 

empirical study provides a support for this because the higher the number of meetings, the 

better the chances of the audit committee in preventing the incidence of earnings 

management. 

5.6.3 Ownership Structure and Real Earnings Management  

Three hypotheses were developed on the relationship between ownership structure 

(blockholder, family and institutional ownership structure) and REM. This section 

discusses the results between each variable of ownership structure and REM. 

Blockholder Ownership and Real Earnings Management 

To attain the third study objective and answer research question three, this study 

hypothesized that block ownership positively relates to earnings management in the listed 

non-financial firms in Jordan. The statistical result contained in Table 5.13 shows that the 

relationship between the two variables is negative, but not significant. The negativity of 

the relationship is evinced by the direction of the path coefficient (β= -0.058), while its 

insignificance is indicated by the t-value (t = -0.842, p-value = 0.400). The relationship is 

found to be insignificant as the t-value is below the standard threshold recommended by 

scholars. Based on this, Hypothesis Nine is not supported. 
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The finding of this study deviates from the position of the agency theory which claims 

that blockholders’ existence may mitigate the myopic behavior of organizational 

managers engaging in earnings management practices, since blockholders have a stake in 

the company. It does not also support the signaling theory which deals with information 

asymmetry in which the stake of blockholders in a company can resolve information 

asymmetry. 

This empirical result implies that blockholder ownership does not have much influence 

on earnings management practices in the listed non-financial companies in Jordan. The 

result is consistent with the findings of Al-Fayoumia et al. (2010), who found that 

blockholder ownership is an insignificant variable with no influence on the prevalence of 

earnings management occurring in the listed companies in Jordan. This result may be due 

to two reasons, either the blockholders are not experts or free are riders on the board (Amat 

et al., 1999), or they are just with the management (Pound, 1988). 

Family Ownership and Real Earnings Management 

Hypothesis 10 of this study proposes that family ownership has a direct correlation with 

earnings management. Specifically, the hypothesis states that family ownership is 

positively related to earnings management in the listed non-financial firms in Jordan. 

However, the result of the regression analysis reported in Table 5.13 indicates a negative 

and significant correlation between family ownership and earnings management (t-value 

= -1.748, p-value = 0.081). In other words, the empirical result provides that a higher stake 

owned by family members in a company a lower earnings management practice. Hence, 

Hypothesis 10 of this study is not supported. 
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Contrary to the prediction, the implication of this study is that family ownership has no 

positive effect but has a great tendency to curtail earnings management. This may perhaps 

be as a result of effective management of the family owners and prevention of fraudulent 

reporting. This supports the findings by Cascino et al. (2010), that quality of financial-

related information in firms owned by family is higher than firms without family 

members. Although this finding is contradictory to the proposition, it is consistent with 

the findings of Alzoubi (2016) and Lakhal (2015).  

In relation to the agency theory, managers of the organizations owned by family do have 

a strong long-term perspective. In the case of Jordan, therefore, the finding of the study 

suggests that non-financial organizations that are owned by families have tendency to 

eliminate or mitigate earnings management practices. 

Institutional Ownership and Real Earnings Management 

Hypothesis 11 of this study states that institutional ownership positively relates to earnings 

management in the listed non-financial firms in Jordan. The statistical test results show a 

positive and insignificant relationship between the two variables as shown in Table 5.13 

(t-value = 0.827, p-value = 0.408). Consequent to this, Hypothesis 11 of this study is not 

supported. Although the results of this study are not as proposed, the findings are 

consistent with that of Alzoubi (2016), Susanto and Pradipta (2016) and Koh (2003), who 

also indicated no relationship between institutional ownership and earnings management 

in different settings and contexts.  
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The implication of this study is that institutional ownership does not affect earnings 

management negatively; rather, it increases it but the level of deterrence is not impactful. 

This suggests that institutional ownership has low tendency to discourage fraudulent 

financial reporting in companies. These findings are not surprising since it has a link with 

the agency theory which claims that institutional investors are characteristically short-

term oriented and they concentrate mostly on current earnings rather than long-term 

earnings; hence, their inability to curtail earnings management. Furthermore, Al-

Fayoumia et al. (2010) reported that most institutional ownerships in Jordan consist of 

financial institutions and the Social Security Corporation (SSC). There are no investment 

companies or developed mutual funds. Therefore, institutional ownership in Jordan is 

anticipated to have a poor exertion of influence, power or control over management 

actions. 

5.6.4 Results of the Control Variables and Real Earnings Management 

This study examined three control variables: firm size, firm leverage and firm profitability. 

The statistical results of these variables are discussed in the following subsections. 

Firm Size and Real Earnings Management 

The result, as stated in Table 5.13, reveals that a very strong negative significant 

relationship exists between the two variables (t-value = -12.451, p-value = 0.000), 

implying that firm size affects the capacity to manipulate financial records and financial 

reporting.  
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This study suggests that smaller companies tend to practice earnings management more 

than large companies in order to avoid reporting losses and exit from the market. Besides 

that, larger companies have more robust internal control systems than smaller-sized 

companies. This study’s results are consistent with the findings of Azzoz and Khamees 

(2016) and Azoubi (2016). 

Firm Leverage and Real Earnings Management 

The result of the test as specified in Table 5.13 indicates that firm leverage positively but 

insignificantly affects REM (t-value = 1.538, p-value = 0.124). The implication of this is 

that the level of gearing of a company does not influence earnings management. In other 

words, whether Jordanian firms have high or low debt proportion does not have an effect 

on the level of earnings manipulation. This is in line with the study results of Abed et al. 

(2012) that leverage is non-correlated to earnings management. 

Firm Profitability and Real Earnings Management 

The result of the regression analysis shown in Table 5.13 indicates that profitability has a 

direct relationship with REM. As presented in the Table, the directional position of the 

relationship between the two constructs as revealed by the path coefficient (β= 0.289) is 

positive, while the level of significance (t-value = 2.582, p-value = 0.010) is relatively 

high, indicating that profitability has a positive and significant correlation with earnings 

management. This finding is in line with that of Siam and Nassar (2018). 
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This finding suggests that the profitability of an organization has influence on fraudulent 

reporting practices by organizations. In other words, the more profit the organization 

makes, the greater the chance for earnings management to occur. Companies that are 

profitable tend to exhibit their capability to investors and other stakeholders through the 

disclosure of more information in order to competitively achieve capital access; 

meanwhile, non-profitable firms are likely to resort to less information disclosure to 

conceal waning profit as well as losses. 

 The summary of hypotheses testing for the direct relationship of corporate governance 

mechanisms are as depicited in Table 5.14. 

Table 5.14.  

Summary of Hypotheses Testing 

Variables 
Hypo. 

No. 

Predicted 

Sign 
Beta T Sig. Result 

BSIZE H1 - 0.012 2.079 0.038** Not supported 

BIND H2 - 0.019 0.260 0.795 Not supported 

CEOD H3 + 0.095 2.881 0.004*** Supported 

BMTG H4 - -0.013 -2.100 0.036** Supported 

ACSIZE H5 - -0.001 -0.024 0.981 Not supported 

ACIND H6 - -0.144 -2.686 0.007*** Supported 

ACEXP H7 - -0.022 -1.783 0.075* Supported 

ACMTG H8 - -0.060 -5.637 0.000*** Supported 

BOWN H9 + -0.058 -0.842 0.400 Not supported 

FAMOWN H10 + -0.170 -1.748 0.081* Not supported 

INSOWN H11 + 0.040 0.827 0.408 Not supported 
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5.7 The Moderating Effect of Managerial Ownership 

The regression analysis results on the relationship between the independent and control 

variables and REM with the addition of managerial ownership as a moderator variable are 

presented in this section. The hypotheses were tested using hierarchal multiple regression 

analysis to determine the correlation between corporate governance mechanisms and 

REM with managerial ownership as the moderator.  

The moderating role of managerial ownership (MOWM) in the relationship between 

corporate governance mechanisms (BSIZE, BIND, CEOD, BMTG, ACSIZE, ACIND, 

ACEXP and ACMTG) and REM, was examined using the model below. 

REM = β0 + β1BSIZit + β2BINDit + β3CEODit + β4BMTGit + β5ACSIZit + β6ACINDit 

+ β7ACEXPit + β8ACMTGit + β9BOWNit + β10FAMOWNit + β11INSOWNit + 

β12MOWNit + β13BSIZit *MOWMit + β14BINDit*MOWMit + β15CEODit*MOWMit + 

β16BMTGit*MOWMit + β17ACSIZit*MOWMit + β18ACINDit*MOWMit + 

β19ACEXPit*MOWMit + β20ACMTGit *MOWMit + β21SFIRMit + β22FLEVit + 

β23PROFTit + µit 

Hierarchical regression analysis was conducted to study the effect of managerial 

ownership as a moderator in the relationship between corporate governance mechanisms 

and REM. This analysis is an extensively utilized method to determine the moderating 

effects of variables (Kim, Al-Shammari, Kim, & Lee, 2008; Auh & Menguc, 2005). 

Further, hierarchical regression is suggested by Baron and Kenny (1986) as an appropriate 

technique used to identify the moderating role of a quantitative variable in the relationship 
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between other quantitative variables. It is described as a simple and straightforward 

procedure that tests the hypothesized moderating effects, and it is the most popular 

procedure used for such a test (Aguinis & Gottfredson, 2010). 

The moderating effects are detected through the calculation of interaction terms (Aiken & 

West, 1991). Interaction terms result from the independent and moderator variables. They 

are generally significantly related to component terms and accordingly, caution should be 

taken to avoid multicollinearity. As such, the predictor and moderator variables are often 

standardized (Aguinis & Gottfredson, 2010; Frazier et al., 2004). This process of 

standardization (z-scoring) makes it convenient to meaningfully interpret the predictor 

and moderator effects (Aguinis & Gottfredson, 2010; Frazier et al., 2004). Following the 

creation of interaction terms through the multiplication of the z-score of the predictor and 

moderator variables, all the elements should be in place to be able to conduct the 

hierarchical multiple regression equation via SPSS to examine the moderator effects. For 

this, variables are integrated into the regression equation via distinct steps. Such steps are 

used according to the recommendation of Baron and Kenny (1986) and Frazier et al. 

(2004). First, the control variable is entered and then the unmoderated equation is 

evaluated after which the moderated relationship is entered. 

With regards to the interaction between internal corporate governance mechanisms and 

managerial ownership, eight hypotheses are involved, which are: 1- Board of Directors’ 

characteristics (H12-H15) that include Board Size, Board Independence, CEO Duality and 

Board Meeting Frequency; 2- Audit Committee Characteristics (H16-H19), which include 
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Audit Committee Size, Audit Committee Independence, Audit Committee Expertise and 

Audit Committee Meeting Frequency.  

Table 5.15 shows the hierarchical regression analysis results. Step one shows the results 

of the effect of the control variables, Step two presents the results of the main effect of the 

independent variables and Step three presents the results of the moderating relationship. 

Finally, Step four shows the results of the interaction between internal corporate 

governance mechanisms and managerial ownership. 

As shown in Table 5.15, when firm size, leverage and profitability are keyed into the 

regression model as control variables in Step one, the adjusted R2 shows a value of 0.150, 

signifying that 15% of REM prevalence is explainable using firm size, leverage and 

profitability. The results in Step 2 show that minus managerial ownership, corporate 

governance mechanisms can influence the prevalence of REM in Jordanian listed firms. 

The adjusted R2 increases to 0.294. This R2 change (0.144) is significant because F change 

is significant (0.000). In Step 3, by adding the moderating effect of managerial ownership, 

the adjusted R2 increases to 0.312. This R2 change (0.018) is significant because F change 

is significant (0.000). This implies that managerial ownership can increase the explanatory 

power of the model by 1.8%.  Results in Step 4 show that when the interaction is entered 

in the final step, Adjusted R2 increases from 0.312 to 0.370. The adjusted R2 change 

(0.058) is significant, indicating the moderating effect of managerial ownership in the 

corporate governance mechanisms and REM relationship. 

When the internal governance mechanism of firms is interacted with MOWN, the 

relationship between the internal governance and REM will either be strengthened or 
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 Table 5.15  

Result of Hierarchal Regressions 

Variables 
Expected 

Sign 

Step 1 Step 2 Step 3 Step 4 

β Sig. β Sig. β Sig. β Sig. 

(Constant)  11.156 0.000 13.785 0.000 13.489 0.000 13.900 0.000 

SFIRM  -11.248 0.000*** -12.451 0.000*** -13.022 0.000*** -14.278 0.000*** 

PROFT  2.300 0.022** 1.538 0.124 1.583 0.114 2.169 0.030** 

FLEV  3.888 0.000*** 2.582 0.010** 2.981 0.003*** 2.849 0.000*** 

BSIZ -   2.079 0.038** -3.834 0.000*** -3.685 0.000*** 

BIND -   0.260 0.795 0.259 0.795 -0.656 0.512 

CEOD +   2.881 0.004*** 3.176 0.002*** 2.116 0.035* 

BMTG -   -2.100 0.036** -2.197 0.028** -0.064 0.949 

ACSIZ -   -0.024 0.981 0.954 0.340 -1.128 0.260 

ACIND -   -2.686 0.007*** -2.739 0.006*** -0.218 0.827 

ACEXP -   -1.783 0.075* -1.588 0.113 -0.388 0.698 

ACMTG -   -5.637 0.000*** -6.153 0.00*** -9.676 0.000*** 

BOWN +   -0.842 0.400 -0.830 0.406 -1.385 0.167 

FAMOWN +   -1.748 0.081* -0.830 0.109 -1.145 0.249 

INSOWN +   0.827 0.408 71060 0.473 -0.343 0.732 

MOWN      414.4 0.000*** 0.959 0.552 

MOWN * BSIZE        0.915 0.361 

MOWN * BIND        7170.- 0.942 

MOWN *CEOD        71346 0.733 

MOWN * BMTG        -2.093 0.037** 

MOWN * ACSIZE        611.1 0.128 

MOWN * ACIND        -1.740 0.082* 

MOWN * ACEXP        7164. 0.848 

MOWN *ACMTG        01.77- 0.000*** 

R2  0.153 0.308 0.327 0391 

Adjusted R2  0.150 0294 0.312 0.370 

Adj. R2 Change  - 14.4% 1.8% 5.8% 

Sig.  717777 717777 717777 717777 

D-W  1.766 
 ***, **, * Significant at 1%, 5% and 10% respectively. 
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weakened which depend on the sign of the coefficient of the interaction variable. While a 

positive coefficient of interaction variable strengthens a relationship, a negative 

coefficient weakens a relationship. Thus, the significant interaction variables (e g., 

MOWN*BMTG; MOWN*ACIND; MOWN*ACMTG) have shown to have effect on the 

relationship between corporate governance mecahnisms and REM. 

The increase in explanatory strength by relating the corporate governance dimensions 

(characteristics of the board of directors and audit committee) to managerial ownership is 

in line with the agency theory. The agency theory states that the incentive for directors or 

managerial owners is expected to motivate agents towards the creation of total surplus, 

because as the ownership of managers increases, the managers and shareholders’ interests 

become more aligned and as a result, opportunistic incentives behavior decreases (Jensen 

& Meckling, 1976). 

5.7.1 Board Characteristics and REM - The Role of Managerial Ownership as a 

Moderator Variable  

In this subsection, the statistical result of the moderating effect of managerial ownership 

on the board characteristics-earnings management relationship is presented. Board 

characteristics on this context include board size, board independence, board meeting 

frequency and CEO duality. Each of these characteristics is discussed in the subsequent 

subsections. 
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5.7.1.1 Board Size, Managerial Ownership and REM  

Hypothesis 12 of this study states that managerial ownership moderates the board size-

earnings management relationship in the listed non-financial firms in Jordan. As proposed, 

the test of hierarchal regressions as contained in Table 5.15 reveals that managerial 

ownership has no moderating influence in the board size and REM earnings management 

relationship because the interaction effect of the relationship shows a t-value (0.915) 

which is greater than the standard threshold (p-value = 0.361). Thus, Hypothesis 12 of this 

study is statistically not supported.  

In Table 5.13, it is shown that the board size-earnings management relationship is 

significant but in a positive direction, which indicates that a larger board leads to higher 

earnings management. Meanwhile, with the introduction of managerial ownership as a 

moderator, the board size and earnings management relationship become negative but 

insignificant. This finding therefore suggests that managerial ownership is meaningful for 

the achievement of an appreciable reduction in earnings management in organizations 

through board size as postulated by agency theory.  

The direct board size and real earnings management relationship and moderating effect 

may refer to large boards. The descriptive analysis indicates that the mean value of board 

size in the listed Jordanian firms is eight members. Accordingly, large boards could be 

less effective in yielding productive discussions, considering the numerous members who 

would want to express their opinions. These findings are also supported by the recent 

report by the European Bank (2016) on “Corporate Governance in Transition Economies 

Jordan Country Report” which indicates the weak state of board structure and function. 
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Specifically, the report mentions that one of the reasons behind these weaknesses is the 

high board size on average. Further, this result is also consistent with the agency theory 

which suggests that a board constituting more than seven or eight members is less effective 

due to issues with coordination and processes which characterize such board size, and 

which weaken the monitoring function (Jensen, 1993). 

5.7.1.2 Board Independence, Managerial Ownership and REM 

This hypothesis seeks to determine whether managerial ownership has the capacity of 

enhancing the strength of board independence in curbing earnings management. Based on 

this, Hypothesis 13 of this study stipulates that managerial ownership moderates the board 

independence and REM relationship of the listed non-financial firms in Jordan. As 

contained in the hierarchal regression analysis results in Table 5.15, the interaction effect 

of managerial ownership is insignificant. In other words, managerial ownership plays no 

moderating role in the board independence and REM relationship. The t-value (-0.072) 

and the p-value (0.942) support this line of argument. Arising from this, Hypothesis 13 of 

this study is not supported. 

Contrary to the agency theory suggestions, this finding suggests that managerial 

ownership cannot strengthen board independence towards reducing the cases of 

manipulation and presentation of financial statements that do not reflect the true and fair 

view of the firm. It is therefore implied that board independence, as indicated earlier in 

Table 5.15, is not capable of reducing earnings management whith the interference of 

managerial ownership.  
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Also based on this result, listed non-financial companies in Jordan can reduce earnings 

management with the presence of an independent board. The managerial ownership 

structure will not impact board independence in curbing the incidence of financial window 

dressing. 

5.7.1.3 Chief Executive Officer (CEO) Duality, Managerial Ownership and REM  

Hypothesis H14 proposes that the CEO duality and REM relationship can be indirectly 

influenced by managerial ownership as postulated by agency theory and signaling theory. 

The hypothesis specifically stipulates the moderating role of managerial ownership in the 

CEO duality-earnings management relationship in the listed non-financial firms in Jordan. 

The statistical result of the hypothesis testing using the hierarchal regression is shown in 

Table 5.15. The Table reveals the non-moderating effect of managerial ownership in the 

CEO duality and REM relationship. This is premised on the fact that the t-value of the 

relationship (t-value = 0.341) and the level of significance (p-value = 0.733) is greater 

than 10%. This implies that it cannot increase or decrease the strength of the relationship 

between the two constructs. Based on this, Hypothesis 14 of this study is not supported. 

In other words, the strength of the CEO duality and REM relationship in the Jordanian 

firms cannot be influenced by managerial ownership. 

5.7.1.4 Board Meeting Frequency, Managerial Ownership and REM  

Extant literature has empirically claimed the strong effect of managerial ownership on 

earnings management. Arising from this, this study hypothesized its ability to moderate 
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the board meeting frequency and REM relationship in a firm. Specifically, this study 

formulated Hypothesis 15 which states that managerial ownership moderates the board 

meeting frequency-earnings management relationship in the listed Jordanian non-

financial companies. 

As proposed, the statistical regression analysis result shown in Table 5.15 indicates that 

the board meeting frequency and REM relationship is moderated by managerial 

ownership. This is evidenced by the statistical relationship indicator (t-value = -2.093) and 

the extent of significance (p-value = 0.037), which indicate that managerial ownership 

influences the relationship between the two constructs. Consequent to this result, 

Hypothesis 15 of this study is supported. 

Arising from this finding, it can be said that in companies that are controlled by managerial 

investors and have frequent board meetings, the probability of manipulation of financial 

records to the unethical advantage of the companies will be low. This finding suggests 

that managerial ownership will strengthen the board meeting frequency in the attainment 

of earnings management reduction. The listed non-financial firms in Jordan, can therefore, 

reduce the prevalence of earnings management if the firms are controlled by managers 

who also have equity stake in the firms, as suggested by agency theory, and the members 

of the board meet more. 
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5.7.2 Moderating Effect of Managerial Ownership on the Relationship between 

Audit Committee Characteristics and REM  

In this section, the results of the moderating role of managerial ownership in the audit 

committee characteristics and REM relationship in the listed non-financial firms in Jordan 

is discussed. This section has four subsections discussing each characteristic of the audit 

committee. 

5.7.2.1 Audit Committee Size, Managerial Ownership and REM  

In this aspect, it is hypothesized that the association between the number of audit 

committee members and the extent of fraudulent financial records manipulation is 

influenced by managerial ownership. Thus, Hypothesis 16 of this study states that 

managerial ownership moderates the audit committee size and REM relationship in the 

listed Jordanian non-financial companies. 

Having subjected this hypothesis to statistical test through SPSS, the result, as contained 

in Table 5.15, reveals that the audit committee size and REM relationship is not moderated 

by managerial ownership. This judgment is premised on the grounds of the relationship’s 

determinant value (t-value = 1.525), while the level of significance (p-value = 0.128) is 

not within the acceptable range. Consequent to this result, it is determined that managerial 

ownership statistically does not moderate the audit committee size and REM relationship 

in the listed non-financial firms in Jordan. Hence, Hypothesis 16 of this study is not 

supported. 
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The implication of this finding is that managerial ownership does not have a serious effect 

on strengthening the audit committee size in curtailing earnings management from the 

view of agency theory. In other words, the decreasing or increasing managerial investors’ 

portion has no influence on the audit committee size and REM relationship in the listed 

companies in Jordan. 

5.7.2.2 Audit Committee Independence, Managerial Ownership and REM 

Intellectual assumption states that the control of an organization by the managerial 

investors has a chance of enhancing audit committee independence in lessening the 

prevalence of earnings management in the organization. Arising from this, Hypothesis 17 

of this study is supported. The hypothesis specifically states that managerial ownership 

moderates the audit committee independence and REM relationship in the listed Jordanian 

non-financial companies. 

This hypothesis was subjected to empirical test. The test results as contained in Table 5.15 

indicate that managerial ownership statistically moderates the audit committee 

independence and REM relationship. The t-value (-0.-1.741) and the p-value (0.082) give 

this indication. Arising from this, Hypothesis 17 is supported. This result is consistent 

with the finding of Ramadan (2016), that managerial ownership influences the curtailment 

of earnings management in Jordanian companies. 

In the context of Jordan and in line with the position of the agency theory, this study 

suggests that an autonomous or independent audit committee in combating the problem 

of financial records manipulation can be enhanced with the existence of managerial 
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ownership in controlling the affairs of listed non-financial companies. In other words, the 

combination of these two mechanisms in firms will be a strong catalyst for the reduction 

or elimination of earnings management in companies. 

5.7.2.3 Audit Committee Expertise, Managerial Ownership and REM 

This study hypothesized that the expertise of the audit committee members in terms of 

knowledge, skills and competencies, can be strengthened by managerial ownership toward 

the achievement of earnings management reduction in an organization. Specifically, 

Hypothesis 18 of this study states that managerial ownership moderates the audit 

committee expertise and REM relationship in the listed Jordanian non-financial 

companies. 

As proposed, the statistical regression analysis result as shown in Table 5.15 reveals that 

managerial ownership does not moderate the audit committee expertise and REM 

relationship. This is evinced by the statistical relationship indicator (t-value = 0.192) and 

the extent of significance (p-value = 0.848). This indicates the non-influence of 

managerial ownership on the relationship between the two constructs. Consequent to this 

result, Hypothesis 18 of this study is not supported. 

This finding suggests that managerial ownership cannot strengthen audit committee 

expertise in the attainment of earnings management reduction. This result contradicts the 

agency theory and supports the entrenchment hypothesis which suggests that high insider 

ownership is not effective in aligning the making of value-maximizing decisions. 

Therefore, Jordanian listed non-financial companies cannot decrease the prevalence of 
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earnings management if the companies are controlled by managers who also have equity 

stake in the companies, and the members of audit committee possess financial knowledge. 

5.7.2.4 Audit Committee Meeting Frequency, Managerial Ownership and REM  

The last hypothesis of this study with respect to audit characteristics has to do with the 

moderating influence of managerial ownership in the audit committee meeting frequency 

and REM relationship. Specifically, Hypothesis 19 of this study stipulates that managerial 

ownership moderates the audit committee meeting frequency and REM relationship in the 

listed Jordanian non-financial companies.  

Based on the information in Table 5.15, the statistical result of interaction indicates that 

managerial ownership plays a moderating role in the two constructs’ relationship. The 

result provides a very strong value for the relationship (t-value = -7.288), and the level of 

significance is at 1% (p-value = 0.000). Based on this, Hypothesis 19 of this study is 

supported; thus, managerial ownership moderates the audit committee meeting frequency-

earnings management relationship in the listed Jordanian non-financial firms. In other 

words, managerial investors tend to strengthen the audit committee meeting frequency 

and REM relationship in an organization. 

Based on the results, it is suggested that manipulation of financial records tends to reduce 

when the audit committee meets frequently and when the control and management of a 

company are the in the hands of the managerial investors. In line with the agency theory 

position, which claim that managerial shareholdings drive managers to ensure that 

improved firm value is achieved because managers, like shareholders, share the effects of 
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the wealth.In Jordanian companies, therefore, the combination of these two corporate 

governance mechanisms (audit committee meeting frequency and managerial ownership) 

are essential for the reduction of undue altering of financial statements with a view to 

deceiving the potential and actual investors in investment decision making. 

  Table 5.16 Summary of Moderating Hypothesis Results 

 

5.8 Robustness Test  

Additional tests on robustness were carried out to determine the reliability of the main 

regression findings and that they are not sensitive to alternative measurements. Gill and 

Hevener (2011) argued that the more the model is fit, the more accurate is the model’s 

findings. It is also contended that the fitness of the model determines the strength of the 

findings. Hence, to make the initial results of the study more robust, alternative proxies 

 
Hypothesis 

No. 
T- statistics Sig. Result 

BSIZ*MOWN H12 0.915 0.361 Not Moderated 

BIND*MOWN H13 -0.072 0.942 Not Moderate 

CEOD*MOWN H14 0.341 0.733 Not Moderate 

BMTG*MOWN H15 -2.093 0.037** Moderate 

ACSIZ*MOWN H16 1.525 0.128 Not Moderate 

ACIND*MOWN H17 -1.740 0.082* Moderate 

ACEXP*MOWN H18 0.192 0.848 Not Moderate 

ACMTG*MOWN H19 -7.288 0.000*** Moderate 
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were utilized for some independent variables such as board independence (BIND), board 

meeting frequency (BMTG), audit committee independence (ACIND), audit committee 

expertise (ACEXP) and audit committee meeting frequency (ACMTG). Table 5.17 

illustrates the first and second measurement of the variables. 

 

Table 5.18 shows the additional analysis results of the alternative measurement of some 

independent variables (BIND, BMTG, ACIND, ACEXP and ACMTG). The result of this 

additional analysis show that R2 is 21.7%, indicating that the independent variables 

Table 5.17 

Summary of the First and Second Measurements  

variables First Measurement Second Measurement 

BIND Percentage of non-executive 

directors to the overall number of 

directors at the end of the year. 

Total non-executive directors sitting 

on the board of directors at the end 

of the year. 

BMTG Total meetings convened by the 

board of directors at the end of the 

financial year. 

A score of “1” is assigned if the 

board members meet six times 

yearly or above; otherwise, a score 

of 0 (refer to Jordan CG Code in ch 

2, p. 42.) 

ACIND Percentage of non-executive 

directors as proportion of total audit 

committee members. 

Total non-executive directors sitting 

on the audit committee by year end. 

ACEXP Total members on the audit 

committee who possess financial 

and accounting experiences and/or 

certifications at the end of the 

financial year. 

Percentage of members on the audit 

committee of total audit committee 

members who have financial and 

accounting experiences and/or 

certifications. 

ACMTG Total meetings convened by the 

audit committee in a year. 

A score of “1” is assigned if the audit 

committee members meet four times 

yearly or above; otherwise, a score 

of 0. 
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interpret about 22% of the variation in REM. In addition, the model is significant at the 

0.01 level (p=0.000), indicating the fitness and validity of the model.  

As reported in Table 5.13, the initial result show that board independence is negatively 

insignificant to REM occurrence (β = -0.091; t = -0.405; p-value = 0.686). Similarly, the 

result of the additional analysis indicates that board independence is positively 

insignificant to REM occurrence (β = 0.016; t = 1.433; p-value = 0.152). 

 

This result is still consistent with findings of past studies that found insignificant 

relationship between board independence and real earnings management (e.g., Abdul 

Rahman & Ali, 2006; Daghsni et al., 2016; Liu, 2012; Osama & Noguer, 2007; Park & 

Shin, 2003). It is also in line with that of Almasarwah (2016), Azzoz and Khamees (2016) 

and Abed, Al-Attar, and Suwaidan (2012), who found a non-relationship between board 

independence and earnings management in Jordanian listed firms.  

Based on board meeting frequency and REM relationship, the initial result in Table 5.13 

show that board meeting frequency has a negative significant relationship with the 

occurrence of REM among Jordanian non-financial listed firms (β = -0.034; t-value = -

1.807, p-value = 0.071). Similarly, the result of the additional analysis still confirm that 

board meeting frequency has a negative significant relationship with the occurrence of 

REM among Jordanian non-financial listed firms (β = -0.993; t-value = -4.549, p-value = 

0.000). In other words, frequent meetings can lower the prevalence of real earnings 
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management. This finding is consistent with past studies (Ahmad, 2013; Bala & Gugong, 

2015; Boghdady, 2019; Olayemi, 2013; Xie et al., 2003; Zagrani et al., 2014).  

Furthermore, the initial result in Table 5.13 shows that audit committee independence has 

an insignificant negative relationship with real earnings management occurrence among 

the listed non-financial firms in Jordan (β = -0.262; t-value = -1.578; p-value = 0.115). 

Similarly, the result of the robustness test still confirmed that audit committee 

Table 5.18: Summary of Regressions Analysis Using Alternative Measurements of 

(BIND, BMTG, ACIND, ACEXP and ACMTG). 

Variables 
Expected 

Sign 
Beta Std. Error T Sig. 

(Constant)  5.442 0.495 10.990 0.000 

BSIZE - -0.014 0.018 -0.761 0.447 

BIND - 0.016 0.011 1.433 0.152 

CEOD + 0.104 0.105 0.989 0.323 

BMTG - -0.993 0.218 -4.549 0.000*** 

ACSIZE -  0.016 0.061 0.266 0.790 

ACIND - -0.006 0.044 -0.138 0.890 

ACEXP - -0.283 0.126 -2.249 0.025** 

ACMTG - -0.505 0.105 -4.824 0.000*** 

BOWN + 0.002 0.209 0.008 0.994 

FAMOWN + -0.319 0.254 -1.252 0.211 

INSOWN + 0.059 0.166 0.357 0.721 

SFIRM  -0.452 0.059 -7.612 0.000*** 

FLEV 0.303 0.178 1.704 0.089* 

PROFT 1.445 0.339 4.265 0.000*** 

R Squared 21.7% 

Adj. R 

Squared 

20.2% 

F 14.006 

Sig 0.000 

D-W 1.853 

***, **, * Significant at 1%, 5% and 10% respectively
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independence has an insignificant negative relationship with real earnings management 

occurrence among the listed non-financial firms in Jordan (β = -0.006; t-value = -0.138; 

p-value = 0.890). This finding is consistent with the findings of Rahman and Ali (2006) 

and Peasnell et al. (2001) that found insignificant relationship between audit committee 

independence and earnings management.  

Also, initially, audit committee expertise is negatively significant to REM occurrence 

among Jordanian non-financial listed firms (β = -0.065; t = -1.717; p-value = 0.086). 

Similarly, the result of the additional analysis still evident that audit committee expertise 

has a negative significant relationship with REM occurrence among Jordanian non-

financial listed firms (β = -0.283; t = -2.249; p-value = 0.025). This finding is consistent 

with the findings of Firth et al. (2004), Inaam and Khamoussi (2016), Hassan and Ibrahim 

(2014), Puat and Susela (2013) and Al-Zoubi and Selamat (2012). Additionally, the initial 

results on audit committee meeting-REM relationship in Table 5.13 shows that audit 

committee has a negative significant relationship with the REM occurrence among 

Jordanian non-financial listed firms (β = -0.141; t = -4.297; p-value = 0.000). Similarly, 

the result of the additional analysis still confirmed that audit committee meeting frequency 

has a negative significant relationship with REM occurrence among Jordanian non-

financial listed firms (β = -0.505; t = -4.824; p-value = 0.000). 

In general, the results from alternative analysis are almost similar to the results of the main 

analysis. Thus, the regression results of this study are not sensitive to alternative 

measurements. 
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5.9 Further Analysis on the Dependent Variable (REM) 

In this section, the effect of modifications on the dependent variables REM are tested in 

the regression analysis. Specifically, the study tests whether the findings of regression 

analysis regarding to the main model are sensitive to utilizing substitute measures of REM. 

Thus, improved REM measurement models proposed by Srivastava (2019) were used to 

alternative measurement of REM. 

Srivastava (2019) argued that as studies measure REM through the difference between a 

firm’s costs and those of its industry peers, the commonly applied REM measures 

(specifically the Roychowdhury do not put into consideration the differences in 

competitive strategy when measuring REM among firms in an industry). This is because 

firms that pursue different competitive strategies will also show different cost patterns 

compare to their peers. Therefore, studies have or can misinterpret cost differences that 

occur from firms’ competitive strategies as REM.  

The study also found a spurious correlation between REM and firm characteristic which 

differs with competitive strategy, which indicate that an effect or cause relationship with 

REM could be wrongly inferred and give room for misspecification. The study proposes 

improvements in the REM measurement models by improving the Roychowdhury (2006) 

models, which will not give room for misspecification. Hence, the following models were 

developed by Roychowdhury (2006) and improved by Srivastava (2019) in order to 

indicate abnormal activities or (REM) through cash flow from operations, production cost 

and discretionary expenses. 
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CFOi,t /Ai,t-1 = β1 + β2 × 
1

𝐴𝑖,𝑡−1
+ β3 × 

𝑆𝑖,𝑡

𝐴𝑖,𝑡−1
 + β4 ×  

∆𝑆𝑖,𝑡

𝐴𝑖,𝑡−1
 + β5 × LogMVi,t + β6 ×  

 LagROAi,t   + β7 × M/Bi,t + β8 × 
𝑆𝑖,𝑡+1

𝐴𝑖,𝑡−1
 + β9 × CFOi,t /Ai,t-1 + Ɛi,t                                    (1) 

 

DCt/At-1 = β1 + β2 × 
1

𝐴𝑖,𝑡−1
+ β3 × 

𝑆𝑖,𝑡

𝐴𝑖,𝑡−1
 + β4 × LogMVi,t + β5 × LagROAi,t + β6 × M/Bi,t +  

β7 × 
𝑆𝑖,𝑡+1

𝐴𝑖,𝑡−1
 + β8 × DCt/At-1 + Ɛi,t                                                                                                                                      (2) 

 

ECOGSi,t /Ai,t-1 = β1 + β2 × 
1

𝐴𝑖,𝑡−1
+ β3 × 

𝑆𝑖,𝑡

𝐴𝑖,𝑡−1
 + β4 ×  

∆𝑆𝑖,𝑡

𝐴𝑖,𝑡−1
 + β5 ×  

∆𝑆𝑖,𝑡−1

𝐴𝑖,𝑡−1
 + β6 × LogMVi,t   

+  β7 × LagROAi,t   + β8 × M/Bi,t + β9 × 
𝑆𝑖,𝑡+1

𝐴𝑖,𝑡−1
 + β10 × ECOGSi,t /Ai,t-1 + Ɛi,t                              (3) 

 

Where: 

CFOt = Cash flow from operation activities of year t 

DCt = Discretionary expenses in year t 

ECOGSt = Estimated cost of goods sold in year t 

At-1 = Total assets at the beginning of year t 

α0 = Constant or Intercept 

St = Sales during year t 

ΔS = Change in sales from year t - 1 to t 

LogMV = Log of Market Value of Equity of year t 

LagROA = Lag of Return on Assets of year t 

M/B = Market-to-book ratio of year t 

Ɛt = Error term 

As evinced in Table 5.19, the regression analysis using improved REM measurement 

shows that the R2 and the adjusted R2 for the model are 19.5% and 17.9%, respectively. 

This shows that the independent variables explain 19.5% of the variance of REM. 
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Moreover, the model is significant (F-statistic = 12.247, p < 0.000), indicating that the 

model significantly explains the difference in REM among Jordanian listed firms. 

 

This is different from the results in Table 5.13, using the first REM measurements, where 

R2 and the adjusted R2 for the model are 30.8% and 29.4%, respectively. This shows that 

the independent variables explained 29.9% of the variance of REM occurrence when the 

Table 5.19: Summary of Regressions Analysis using improved REM measurement 

Variables 
Expected 

Sign 
Beta Std. Error T Sig. 

(Constant)  4.847 0.495 9.795 0.000 

BSIZE - -0.007 0.018 -0.378 0.705 

BIND - -0.091 0.225 -0.405 0.686 

CEOD + 0.221 0.102 2.171 0.030** 

BMTG - -0.034 0.019 -1.807 0.071* 

ACSIZE - 0.071 0.058 1.223 0.222 

ACIND - -0.262 0.166 -0.070 0.115 

ACEXP - -0.065 0.038 -1.717 0.086* 

ACMTG - -0.141 0.033 -4.297 0.000*** 

BOWN + 0.075 0.212 0.355 0.723 

FAMOWN + -0.421 0.257 -1.637 0.102 

INSOWN + -0.047 0.169 -0.281 0.779 

SFIRM  -0.431 0.060 -7.153 0.000*** 

FLEV 0.408 0.180 2.270 0.023** 

PROFT 1.420 0.346 4.110 0.000*** 

R Squared 19.5% 

Adj. R 

Squared 

17.9% 

F 12.247 

Sig 0.000 

D-W 1.759 

***, **, * Significant at 1%, 5% and 10% respectively
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first REM measurements is used but explained 19.5% of the variance of REM occurrence 

when the alternative REM measurements. 

Also, the regression analysis using alternative measurement of REM, as shown in Table 

5.19, indicates that most of the findings, to some extent, are similar to the results of the 

previous regression analysis. Specifically, the results of the effect of CEO duality (CEOD) 

on occurrence of REM is positively significant (β = 0.221; t-value = 2.171; p-value = 

0.030) as similar with the result when using the first measurement of REM (β = 0.095; t-

value = 2.881, p-value = 0.004). This indicates that with the use of any of the two 

measurements, CEO duality will increase the occurrence of real earnings management 

among Jordanian firms.  In addition, the effect of board meeting frequency (BMTG) on 

occurrence of REM is negatively significant (β = -0.034; t-value = -1.807, p-value = 

0.071) using the alternative measurement as in the result using first measurement (β = -

0.013; t-value = -2.100, p-value = 0.036). It implies that both measurements showed the 

existence of inverse effect of board meeting frequency on real earnings management 

among Jordanian firms which can lower real earnings management prevalence. 

Furthermore, audit committee expertise’s (ACEXP) effect on the occurrence of REM is 

negatively significant (β = -0.065; t-value = -1.717, p-value = 0.086) using the alternative 

REM measurements, which is similar to the results of using the REM first measurements 

(β = -0.022; t-value = -1.783, p-value = 0.075). Both results showed that, regardless of the 

REM measurement, when the is more and strong expertise in audit committee the room 

for and chances of manipulation of financial reports would be low. Moreover, audit 

committee meeting frequency (ACMTG) has negative significant relationship with the 
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occurrence of REM (β = -0.141; t-value = -4.297, p-value = 0.000) using the the alternative 

REM measurements; this is similar to the results using the first REM measurments (β = -

0.060; t-value = -5.637, p-value = 0.000). Both results showed that regular meetings by 

the audit committee members could be a pre-requisite for effective monitoring, signifying 

that frequent meetings make it easy for the audit committee to oversee the company’s 

management and detect earnings management. 

Except for using the first REM measurement where board size (BSIZE) has a positive 

significant relationship with the occurrence of real earnings management (β = 0.012; t-

value = 2.079, p-value = 0.038) but not supporting the hypothesis in this study, and audit 

committee independence (ACIND) having a negative significant relationship with 

occurrence of real earnings management  (β = -0.144; t-value = -2.686, p-value =0.007) 

and supporting the hypothesis; other relationships using both REM measurements (e.g., 

board independent (BIND) and REM occurrence; audit committee size (ACSIZE) and 

REM occurrence; blockholder ownership (BOWN) and REM occurrence; family 

ownership (FAMOWN) and REM occurrence; and institutional ownership (INSOWN) 

and REM occurrence)  are not significant and not supported in both measurements.  

In summary, the implication of the major difference between the initial and the alternative 

measurements of REM used in this study lies on the contribution of the independent 

variables as independent variables contribute 29% to the occurrence of REM in the first 

measurements and 19.5% to the occurrence of REM in the alternative measurements. 

Moreover, the alternative measurement is a new substantial, improved and extended 
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Roychowdhury (2006) measure of real earnings management proposed by Srivastava 

(2019).  

This improved alternative measure of real earnings management is expected to put into 

consideration the differences in competitive strategy when measuring REM among firms 

in an industry as firms that pursue different competitive strategies will also show different 

cost patterns compare to their peers. Thus, this alternative measure avoid the 

misinterpretation of cost differences that may occur from firms’ competitive strategies as 

real earnings management. This alternative measure also avoid spurious correlation 

between REM and firm characteristic which differs with competitive strategy, which 

indicate that an effect or cause relationship with REM is not wrongly inferred, to give 

room for misspecification. However, the alternative measure does not have strong effect 

on the result of this study which could be traced to the context of this study as a developing 

country where there is increase occurrence of real management and weak corporate 

governance mechanisms (Al-Khabash & Al-Thuneibat, 2009; Alzoubi, 2016a; 2016b; 

Alzoubi, 2019; Enomoto et al., 2015; Shanikat & Abbadi, 2011). 

5.10 Chapter Summary  

This chapter discusses the regression assumptions of the data, namely, outliers, normality, 

linearity, autocorrelation, multicollinearity and heteroscedasticity. It also discusses the 

descriptive analysis for the variables of the study. The descriptive analysis reveals that a 

majority of Jordanian listed firms comply with the requirements of corporate governance 

recommended in the JCGC. The results of the regression analysis carried out to determine 

the relationship between the four key variables i.e., board of directors’ characteristics, 
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audit committee characteristics, ownership structure and firm attributes with REM in the 

Jordanian companies over the period from 2011 to 2017 are presented in this chapter. This 

chapter also discusses the moderating effect of managerial ownership in the relationship 

between the internal corporate governance mechanisms and REM.  

The results indicate that the corporate governance mechanisms do affect REM. The 

findings of the direct model demonstrate that seven independent variables are significantly 

related to REM. Further, this chapter provides empirical support that managerial 

ownership moderates the relationship between the internal corporate governance 

mechanisms and REM. The findings of the moderating model show that managerial 

ownership significantly moderates by strengthening the relationship between two 

independent variables, namely board meeting frequency and audit committee independent 

with REM. Also, managerial ownership significantly moderates by weakening the 

relationship between audit committee meeting frequency and REM. 

A robustness test was carried out using alternative measure for real earnings management 

due to the limitations identified by previous studies on the use of Roychowdhury (2006) 

models.  The results using the alternative measurement are similar to the results of the 

main analysis, showing that the regression results of this study are not sensitive to 

alternative measurements. 

The next chapter will conclude and summarize the findings of this study. It will also 

provide implications of the findings, limitations of the study and recommendations for 

future study. 
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CHAPTER SIX 

SUMMARY AND CONCLUSION 

6.1 Introduction 

The objective of the current study is to determine the effect of corporate governance 

mechanisms on REM of listed companies in Jordan. This current chapter summarizes the 

main findings and conclusions of the study, as discussed in the previous chapter. This is 

followed by a discussion on the study’s contributions: practically, theoretically and 

methodologically. In addition, the overall contributions of the study are explicated in this 

chapter. The study limitations and future research suggestions are also provided. Lastly, 

recommendations are made, and a conclusion ends the chapter. 

6.2 Overview of the Study 

This study mainly aims to investigate the relationship between corporate governance 

mechanisms and the occurrence of REM among listed non-financial firms in Jordan. This 

study also investigates managerial ownership as a moderator in the aforementioned 

relationship. A theoretical framework is proposed to determine whether corporate 

governance mechanisms could be significant predictors of earnings management practices 
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in the Jordanian listed firms and whether managerial ownership could moderate the 

relationship between corporate governance mechanisms and earnings management.  

Underpinned by the agency and signaling theories and reviewed of extensive literature, 

the research framework of this study is designed to verify and test the existing theories 

and literature and 19 hypotheses were thus formulated. Specifically, eight of these 

hypotheses are on the moderating effect of managerial ownership on the relationship 

between REM and corporate governance mechanisms.  

REM was measured based on Roychowdhury (2006) model using a combination of three 

proxies, namely abnormal cash flows from operations, abnormal discretionary expenses 

and abnormal cost of goods sold. Other variables were measured using a comprehensive 

review of the literature. Quantitative research approach was adopted and secondary data 

covering a seven-year (2011-2017) period with 721 firm-year observations as samples 

were derived from the annual reports of the listed non-financial firms on the ASE. In order 

to determine the relationship between the independent variables, moderating variable and 

REM, a multiple regression and hierarchical multiple regression analysis was adopted to 

test the study's hypotheses. Out of the 19 hypotheses, only eight hypotheses are supported. 

The overall result indicates that board characteristics and audit committee characteristics 

are significant and act as strong drivers and predictors of REM occurrence. Generally, 

managerial ownership appears to be a weak moderating factor in the relationship between 

corporate governance mechanisms and REM. Given that, out of the eight hypotheses 

formulated on the moderating effect of managerial ownership, only three are supported. 

Table 6.1 below is a summary of the findings of the current research. 
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6.3 Contributions of the Research 

This research offers several valuable contributions for the regulators and policymakers, 

financial statement users and the theory, especially concerning issues relating to earnings 

management practices and corporate governance characteristics. The following 

subsections dwell on the contributions and implications of this research. 

 

Table 6.1  

Summary of the findings  

Hyp. Expected Sign Hypothesized Paths Decision 

Direct Paths 

H1 - BSIZE – REM Not supported 

H2 - BIND – REM Not supported 

H3 + CEOD – REM Supported 

H4 - BMTG – REM Supported 

H5 - ACSIZE – REM Not supported 

H6 - ACIND – REM Supported 

H7 - ACEXP – REM Supported 

H8 - ACMTG – REM Supported 

H9 + BOWN – REM Not Supported 

H10 + FAMOWN – REM Not Supported 

H11 + INSOWN – REM Not supported 

 Indirect (Moderating) Paths 

H12  BSIZ*MOWN – REM Not Moderated 

H13  BIND*MOWN – REM Not Moderated 

H14  CEOD*MOWN – REM Not Moderated 

H15  BMTG*MOWN – REM Moderated 

H16  ACSIZ*MOWN – REM Not Moderated  

H17  ACIND*MOWN – REM Moderated 

H18  ACEXP*MOWN – REM Not Moderated 

H19  ACMTG*MOWN - REM Moderated 
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6.3.1 Contributions to the Regulatory Authorities and Policymakers 

The JCGC stresses on effective governance principles to ensure that the capital markets 

are well developed with high accountability. In this regard, the JSC issued a corporate 

governance code for companies listed on the ASE in 2009. The primary objective behind 

such code is to support the roles and responsibilities of the board of directors and audit 

committees in such firms. Although the Jordanian government has made attempts to 

promote the best governance practices in the country’s firms, several researchers and 

regulators are pessimistic as to whether or not the same standard of certain developed 

countries’ governance can effectively function in a nation characterized by other distinct 

legal systems, business cultures and corporate structures.  

Previous theoretical research has suggested that enhancements to the mechanism of 

corporate governance may curb earnings management practices and bring about better 

financial reporting quality and transparency. The regulatory authorities and policymakers 

in Jordan specifically can use the findings in this study to develop certain regulations and 

propose further corporate governance recommendations. Stock market authorities can use 

the findings to assess the prevailing requirements of corporate governance practices and 

the role of corporate governance mechanisms in enhancing financial report quality and 

mitigate REM practices. Any newly established corporate governance regulation or 

revisions to current ones must be based on empirical proof, such as that provided in this 

study. 

Finding of this study, for instance, indicates that CEO duality increase real earnings 

management practices, which means the combination of CEO and Chairman of board of 
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directors will increase REM practices.  As 19.6% of the firms have CEO duality, this 

finding is useful for regulators since it identifies that some firms failed to comply with the 

regulations of the JSC, which states that the CEO of the company must not hold the role 

of the Chairman simultaneously (JSC, 2009). The role separation of the CEO and the 

Chairman is likely to reduce the prevalence of earnings management. Dual office structure 

can facilitate effective information control, which could in turn, hinder efficient 

monitoring (Jensen, 1993). Jordanian policymakers may use the findings to ensure that 

separation between CEO/Chairman roles is entrenched in company boards. 

The findings of this study also indicate that the more the meetings held by the board of 

directors, the lower the issue or occurrence of real earnings management in the Jordanian 

context. Also, audit committee meeting frequency has the highest impact on real earnings 

management practices in the context of Jordan. This implies that the frequency of 

meetings of the audit committee is instrumental for the mitigation of real earnings 

management. So, the Jordanian regulators of corporate governance may be guided that the 

higher the number of meetings, the better the chance of board of directors and the audit 

committee in preventing the incidence of real earnings management.  

Similarly, audit committee expertise can significantly mitigate the prevalence of earnings 

management in Jordan. The finding is an evidence that the extent to which the members 

of the audit committee will have impact in preventing real earnings management in an 

organization is a function of the members’ expertise, knowledge and skills. Also, this 

empirical finding suggests that audit committee expertise cannot be underestimated in 

curbing the incidence of real earnings management. When the members of the audit 
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committee possess relevant accounting knowledge and skills, the issue of financial 

statements manipulation becomes very difficult. This is because the monitoring power of 

the audit committee is strengthened. Consequent to this, companies in Jordan should 

attach more importance to audit committee expertise in the selection of the members of 

the committee with a view to reducing the occurrence of fraudulent reports. The Jordanian 

corporate governance regulators should consider the audit committee expertise as 

imperative in its corporate governance code and ensure all Jordanian public and listed 

abide by it. 

There are further insights into how corporate governance mechanisms can mitigate REM 

activities, and thus promote the transparency and quality of financial reporting, and 

increase the disclosure of financial information. Therefore, board structure and audit 

committee characteristics should generally be considered by policymakers as effective 

corporate governance mechanisms that could lessen the prevalence of earnings 

management.  

Despite being inconsistent with research expectations, the findings of this study indicate 

that a larger board creates higher earnings management practices in the Jordanian context. 

This is because extremely large boards may hamper the effectiveness of the board’s 

activities caused by excessive expenditures and work disorganization (Al-Farah, 2001). 

So, such result may be useful for the authorities of Jordanian corporate governance in that 

smaller boards are better in monitoring management actions compared to larger boards 

(Bradbury, Mak, & Tan, 2006).  
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Also, the insignificance of the corporate governance mechanisms (board independence, 

audit committee size, blockholder ownership and institutional ownership) on real earnings 

management indicates that those factors are not suitable mechanisms for mitigating the 

issues of real earnings management and agency problem in the Jordanians firms. This call 

for concern and shows evident of weak legal regimes in Jordan. Firms engage in more 

REM to boost earnings in countries with weak legal regimes (Ibrahim et al., 2011; Jiang 

et al., 2018; Wang, 2015). Meanwhile, stronger institutional environment reduces the 

negative impacts of REM on firms’ future performance and cash generating abilities (Ding 

et al., 2019; Enomoto et al., 2015; Francis et al., 2016; Ibrahim et al., 2011; Jiang et al., 

2018).  

Therefore, regulators may use the result of this study to enhance shareholder protection 

laws and regulation and enhancing enforcement by government and oversight bodies to 

reduce insiders’ power to gain private control of benefits, to limit value destroying 

earnings management practices, to enhance accounting reporting practices, and to build a 

stronger financial market (Ding et al., 2019; Enomoto et al., 2015; Francis et al., 2016; 

Jiang et al., 2018). Enhancing shareholder protection regulations and enforcement is also 

important to protect the country from economic and financial changes (Beck et al., 2003; 

Braam et al., 2015; Paredes & Wheatley, 2017). Harmonizing international accounting 

standards and the increasing political and regulatory influences and connections between 

countries may contribute to the enhancing of legal regimes in some countries (Ding et al., 

2019; Enomoto et al., 2015; Francis et al., 2016; Jiang et al., 2018). According to Armour 

et al. (2009) civil-law systems, which are considered to have weaker shareholder 
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protection and law enforcement than common-law countries, are catching up with their 

counterparts in the common-law systems over time.  

6.3.2 Contributions to Financial Statements Users 

The main objective behind financial reporting is to assess the firm’s financial position for 

the purpose of forecasting its future trends and schemes. Financial report users include 

investors, financial analysts and creditors, who utilize the analysis results to make relevant 

financial decisions. Hence, shedding insights into the factors impacting the financial 

statements will assist in confirming the validity of financial report figures and developing 

confidence in decision making.  

From the investors’ perspective, the financial statement is the main channel that provides 

financial information to make their decisions of whether or not to invest in a particular 

firm. The most important element of the financial statement is the accounting income 

which reflects the past operations and predicts the future of the company. Accordingly, 

this heavy reliance on reported earnings by the investors creates an avenue for the firm 

managers to be involved in earnings management in order to meet investors’ expectations. 

Hence, the Jordanian investors can benefit from the present study by getting a better 

understanding of real activates manipulation in Jordanian firms.  

The results of this study also have implications for investors that they need to be aware 

that there exists difference in firms’ earnings management behaviours and the quality of 

accounting information in different institutional environment. While accounting regime is 

associated with REM, culture is incrementally associated as well (Paredes & Wheatley, 
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2017). Also, while cultures characterized by high levels of individualism have been shown 

to engage in more earnings management through accruals (Han et al., 2010), such cultures 

are prone to engage in less REM. Though, cultures characterized by high levels of 

uncertainty avoidance and masculinity, earnings management of all types is apparently 

constrained, but in national cultures characterized by high levels of power distance, where 

managers have greater power in managing operations, there is more earnings management 

through REM (Francis et al., 2016; Jiang et al., 2018; Paredes & Wheatley, 2017). 

Therefore, culture incrementally impacts accounting decisions beyond the effect of 

accounting regime (Ding et al., 2019; Enomoto et al., 2015; Francis et al., 2016; Jiang et 

al., 2018; Paredes & Wheatley, 2017). This should be of significant importance to 

investors who should not assume that common accounting methods yield common 

accounting practices. Rather they should consider cultural characteristics when assessing 

firm reported performance.  

In the case of Jordanian business culture, it must be noted that the business environment 

at the time was a motivating factor in adopting the Jordanian corporate governance code 

(JCGC). According to a study conducted by Khoury (2003), the distinctive features of the 

Jordanian business environment are: (1) some companies are family-owned and managed; 

(2) some limited-liability companies are not listed on the Amman Stock Exchange; (3) the 

Jordanian capital market is concentrated, with just a few companies holding more than 

60% of the total share-market value; (4) raising awareness and education on corporate 

governance in public-sector institutions is considered unimportant; and (5) adequate 

disclosure and transparency instructions are required only for banks, insurance companies 

and market-listed companies. 
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Financial analysts primarily assist in making investment decisions and in analyzing the 

financial reports to follow up with the company’s representatives for the purpose of 

obtaining a deeper understanding of the prospects and managerial effectiveness of the 

firm. Hence, this study’s results have considerable significance for the financial analysts 

as the results shed light on the factors contributing to the credibility of the reported 

earnings and help them in their effective assessment of the financial report. 

Another party that may benefit from the results of this study is the creditors and bankers 

for the assessment of the current and prospective clients. Prior studies have reported that 

creditors demand higher level of corporate governance effectiveness. Kim, Song, and 

Zhang (2011) found that creditors with high internal control issues are more likely to 

secure a loan using collateral than those with low internal control issues. Additionally, 

financial institutions deem the practice of earnings management as destructive to value 

and a hindrance to the borrower’s ability to repay a loan; hence, a marginal increase is 

requested in loan spread to make up for future ambiguity and monitoring costs. Thus, the 

findings of this study can provide a vital insight for financial institutions and creditors in 

Jordan in assessing internal control effectiveness of their clients so as to promote the 

credibility of reported earnings. 

6.3.3 Theoretical Contributions 

The findings of this study enrich the existing body of knowledge concerning corporate 

governance mechanisms and earnings management relationship. The inconsistent and 

inconclusive trend of the existing literature findings may continue to exist because the 

differences in the governance mechanisms and arrangements are determined by the 
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differences in firm characteristics and countries. In addition, the context within which 

corporate governance mechanisms are applied would affect the overall corporate 

governance effectiveness in companies. There are several important contributions of this 

study in the area of financial accounting and reporting. 

First, with the findings of this study, it could be empirically and theoretically claimed that 

many of the corporate governance mechanisms are in support of agency theory 

perspective. Specifically, board characteristics (CEO duality and meeting frequency) and 

audit committee characteristics (expertise and meeting frequency) are found to be 

significant and strong drivers that can mitigate the prevalence of real earnings 

management in Jordan. This is considered a theoretical and empirical insight and 

additional knowledge which expands the scope of the existing knowledge in this particular 

research area. 

Secondly, the finding of this study about the insignificance of board size on real earnings 

management validates the findings of some past studies (e.g., Azzoz & Khamees, 2015; 

Elghuweel et al., 2017; Susanto & Pradipta, 2016) that found insignificant relationship 

between board size and earnings management; also in Jordan (e.g., Almasarwah, 2016).  

This implies the structural weaknesses in the oversight function of company boards of 

directors in developing countries such as Jordan. This will not help the firms in curbing 

real earnings manipulations (Abed et al., 2012).  

Also, insignificance of board independence on real earnings management corroborates the 

findings of some other studies (e.g., Almasarwah, 2016; Azzoz & Khamees, 2016). 

Meanwhile, it indicates the difference between developed and developing economies. For 
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example, the agency theory indicates that external board members in the context of 

developed countries can lead to improvements in the corporate governance system and 

reduction in earnings management through their reputation as experienced experts. They 

can also play a role in the detection and prevention of myopic behavior of corporate 

managers (Fama, 1980; Fama & Jensen, 1983). However, based on the current findings in 

developing countries like Jordan, given that board decisions could be influenced by people 

of power including politicians and wealthy investors and influential social leaders, 

earnings management activities could not be eliminated. This could be considered a 

significant contribution to knowledge.  

Thirdly, it is noteworthy that not all factors would have an indirect effect on the corporate 

governance mechanisms and real earnings management relationship, although there is no 

denying the fact that the context within which corporate governance mechanisms are 

applied would have an effect on the effectiveness of corporate governance practices in the 

firms. Going by the postulation of the agency theory, more shares in the hands of 

managerial executives is expected to be a strong factor to motivate agents towards the 

creation of total surplus. Due to the increasing of managers’ ownership, the managers and 

shareholders’ interests become more aligned, and as a result, opportunistic incentive 

behavior decreases (Jensen & Meckling, 1976). Managers tend to maximize firm value 

and have less incentive to manipulate earnings when their share ownership in the firm is 

high. When managers also hold a significant number of shares in the firm, the objective 

of the managers and shareholders starts to converge (Ali, Salleh, & Hassan, 2008). 

Managers may want to maximize their own wealth, but at the same time maximizing the 

wealth of the firm owners (Kamran & Shah, 2014). However, the findings of this study 
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with regards to the moderating role of managerial ownership indicate that managerial 

ownership is not strongly effective in lessening the prevalence of earnings management. 

Thus, the findings do not support the agency theory in this regard. 

Finally, the finding of this study deviates from the position of the agency theory which 

claims that blockholders’ presence may mitigate the myopic behavior of organizational 

managers engaging in earnings management practices. The result is also not in line with 

the signaling theory which deals with information asymmetry in which the stake of 

corporate managers in a company can resolve information asymmetry. This is also another 

significant contribution that widens the scope of the existing knowledge. Collectively, the 

study hopes to add value to and expand the existing literature especially since many 

existing studies on corporate governance have mostly focused on developed countries, 

indicating a shortage of corporate governance mechanisms-earnings management studies 

in developing countries, like Jordan. Thus, the findings enhance and enrich the existing 

body of knowledge in the developing nations’ context. 

6.4 Limitations of the Research 

There are several limitations to this study that need to be outlined to merit a fair analysis 

of the findings. First, this study covers only non-financial firms 54 services sector firms 

(24.1%) and 63 industrial sector firms (28.1%) out of 224 listed firms on the ASE. The 

financial sector is not included due to reasons mentioned earlier. Consequently, the results 

of this study cannot be generalized at large. 
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Secondly, the study data was derived solely from the firms’ annual reports; hence, other 

variables that could possibly impact earnings management are neglected, such as the 

correlation between external auditor and audit committee members or shareholders. 

This study also mainly focused on investigating board characteristics, audit committee 

characteristics and ownership structure as the significant internal governance 

mechanisms, but there could be some other mechanisms, such as external corporate 

governance mechanisms that consist of company valuations and the managerial labor 

market, and the legal implications, which can mitigate earnings management activities. 

All these are not investigated in this study. 

Additionally, this study employs data extracted in the context of Jordan. This implies that 

the findings cannot simply be generalized to other countries whose capital markets might 

reveal different attributes in terms of corporate governance mechanisms and earnings 

management practices. Also, stock markets in other countries may have dissimilar 

regulations, practices and economic characteristics, indicating that the findings from the 

research in the contexts of these countries may provide different implications. 

Despite the aforementioned limitations, the strengths of this study and the significance of 

its findings remain. The limitations mentioned above merely highlight the room for 

improvement and extension to the current study by future researchers. These are presented 

in the next subsection. 
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6.5 Recommendations for Future Research 

Drawing on the limitations explicated previously, this sub-section offers corresponding 

recommendations and suggestions for future studies. Since the financial sector was 

excluded, future research can include the finanacial sector and further extend the current 

study and add to the body of knowledge. In addition, future studies can extend the years 

beyond 2017 and increase the number of firms and observations as this will enrich the 

findings. 

Likewise, since the present study examined the relationship between the internal 

mechanisms of corporate governance and real earnings management, future studies can 

investigate the role that can be played by external corporate governance mechanisms, 

including company valuations, the managerial labor market and the legal implications in 

reducing the prevalence of earnings management in firms. Also, the data of this study 

were extracted in the context of Jordan, the stock markets in other countries whose capital 

markets can reveal different attributes regarding corporate governance mechanisms and 

earnings management practices. Hence, future studies can explore the effect of corporate 

governance mechanisms in reducing earnings management in other contexts. It will add 

more value, if future studies can compare two or more countries with regards to corporate 

governance mechanisms-earnings management relationships. 

As the findings of this study support partially some of the findings of the existing literature 

and negates some of its findings. Also, the findings of the study support as well as negate 

some of the presuppositions of the agency and signaling theories. This indicates research 
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and theoretical gaps in the existing literature. Therefore, future studies can dwell on this 

aspect to expand the body of knowledge in this area. 

Further, since there are inconsistencies in the existing literature with regards to the 

corporate governance mechanisms and real earnings management relationship, there is a 

possibility that the trend may continue to exist.  This could be due to the fact that the 

differences in governance mechanisms and arrangements are determined by the 

differences in firm characteristics and countries. This relate with the context within which 

corporate governance mechanisms are applied which would have an effect on the 

effectiveness of corporate governance practices in the firms. Future research can examine 

some external factors that can have indirect effects on the corporate governance 

mechanisms’ relationship with earnings management. 

6.6 Conclusion 

Borne out of the discerned critical issues relating to practical, theoretical and 

methodological aspects of corporate governance mechanisms and earnings management 

relationship, this study is designed to examine the impact of corporate governance 

mechanisms on real earnings management with respect to the listed Jordanian non-

financial companies. This study also investigates managerial ownership as a moderator in 

the corporate governance mechanisms and real earnings management relationship.  

Underpinned by the agency and signaling theories, together with the extensive literature, 

the research framework of this study is designed to verify and test the existing theories 

and literature and 19 hypotheses were thus formulated. Out of the 19 hypotheses, eight 
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hypotheses are supported, while the remaining 11 hypotheses are not supported. The 

overall result indicates that board characteristics (CEO duality and meeting frequency) 

and audit committee characteristics (independence, expertise and meeting frequency) are 

significant and become a strong drivers and predictors of real earnings management 

practices in Jordanian firms.  

Generally, managerial ownership appears to be a weak moderating factor in the corporate 

governance mechanisms and real earnings management relationship. In this regard, eight 

hypotheses were formulated relating the moderating role of managerial ownership in the 

relationship between corporate governance mechanisms (board of directors’ structure and 

audit committee characteristics) and earnings management, whereby only three 

hypotheses are supported (board meeting frequency, audit committee independence and 

audit committee meeting frequency). Overall, this research offers some significant 

contributions to practitioners, expands the body of knowledge and has some important 

implications for users of the financial statement, regulators and policymakers. 

  

 

 



 
 

  258 
 

REFERENCES 

Abad, D., Cutillas-Gomariz, M. F., Sánchez-Ballesta, J. P., & Yagüe, J. (2018). Real 

earnings management and information asymmetry in the equity market. European 

Accounting Review, 27(2), 209-235. 

Abata, M., & Migiro, S. (2016). Corporate governance and management of earnings: 

empirical evidence from selected Nigerian-listed companies. Investment 

Management and Financial Innovations (Open-Access), 13(2-1). 

Abbadi, S. S., Hijazi, Q. F., & Al-Rahahleh, A. S. (2016). Corporate governance quality 

and earnings management: Evidence from Jordan. Australasian Accounting 

Business & Finance Journal, 10(2), 54-75. 

Abbott, L. J., Park, Y., & Parker, S. (2000). The effects of audit committee activity and 

independence on corporate fraud. Managerial Finance, 26(11), 55-68. 

Abbott, L. J., Parker, S., & Peters, G. F. (2004). Audit committee characteristics and 

restatements. Auditing: A Journal of Practice & Theory, 23(1), 69-87. 

Abbott, L. J., Parker, S., Peters, G. F., & Raghunandan, K. (2003). An empirical 

investigation of audit fees, nonaudit fees, and audit committees. Contemporary 

Accounting Research, 20(2), 215-234. 

Abbott, L. J., Parker, S., Peters, G. F., & Raghunandan, K. (2003). The association 

between audit committee characteristics and audit fees. Auditing A Journal of 

Practice & Theory, 22(2), 17-32. 

Abdallah, A. A. N., & Ismail, A. K. (2016). Corporate governance practices, ownership 

structure, and corporate performance in the GCC countries. Journal of 

International Financial Markets, Institutions and Money, 46(January), 98-115. 

Abdelsalam, O. H., & Street, D. L. (2007). Corporate governance and the timeliness of 

corporate internet reporting by UK listed companies. Journal of International 

Accounting, Auditing and Taxation, 16(2), 111-130. 



 
 

  259 
 

Abdul Rahman, R., & Haneem Mohamed Ali, F. (2006). Board, audit committee, culture 

and earnings management: Malaysian evidence. Managerial Auditing 

Journal, 21(7), 783-804. 

Abdullatif, M. (2006). The effectiveness of audit committees in Jordanian public 

shareholding companies and potential company characteristics affecting it: 

perceptions from auditors in Jordan. Dirasat: Administrative Sciences, 33(2), 450-

468. 

Abed, S., Al-Attar, A., & Suwaidan, M. (2012). Corporate governance and earnings 

management: Jordanian evidence. International Business Research, 5(1), 216-225. 

Abed, S., Al-Badainah, J., & Serdaneh, J. A. (2012). The level of conservatism in 

accounting policies and its effect on earnings management. International Journal 

of Economics and Finance, 4(6), 78-85. 

Abu Haija, A. A. (2012). The Application of Fair Value Accounting and Corporate 

Governance and their Relationship to Financial Statements 

Manipulation. Unpublished doctoral thesis, University Utara Malaysia. Retrieved 

from http://www.uum.edu.my. 

Abu-Tapanjeh, A. M. (2009). Corporate governance from the Islamic perspective: A 

comparative analysis with OECD principles. Critical Perspectives on 

accounting, 20(5), 556-567. 

Afify, H. A. E. (2009). Determinants of audit report lag: Does implementing corporate 

governance have any impact? Empirical evidence from Egypt. Journal of Applied 

Accounting Research, 10(1), 56-86. 

Agarwal, S., Chomsisengphet, S., Liu, C., & Rhee, S. G. (2007). Earnings management 

behaviors under different economic environments: Evidence from Japanese 

banks. International Review of Economics & Finance, 16(3), 429-443. 



 
 

  260 
 

Agnes Cheng, C. S., & Reitenga, A. (2009). Characteristics of institutional investors and 

discretionary accruals. International Journal of Accounting & Information 

Management, 17(1), 5-26. 

Aguinis, H., and Gottfredson, R. (2010). Best-practice recommendations for estimating 

interaction effects using moderated multiple regression. Journal of Organizational 

Behavior, 31, 776–786. 

Ahmad, N. (2013). Role of packaging in consumer buying behavior. International 

Review of Basic and Applied Sciences, 1(2), 35-41. 

Ahmed Haji, A., & Mohd Ghazali, N. A. (2013). A longitudinal examination of 

intellectual capital disclosures and corporate governance attributes in 

Malaysia. Asian Review of Accounting, 21(1), 27-52. 

Ahmed Haji, A., & Mubaraq, S. (2015). The implications of the revised code of corporate 

governance on firm performance: A longitudinal examination of Malaysian listed 

companies. Journal of Accounting in Emerging Economies, 5(3), 350-380. 

Ahmed, A. S., & Duellman, S. (2007). Accounting conservatism and board of director 

characteristics: An empirical analysis. Journal of accounting and 

economics, 43(2), 411-437. 

Ahmed, S. (2013, January). Board of director characteristics and earnings management in 

Malaysia. in international conference on accounting and finance (AT). 

Proceedings (p. 208). Global Science and Technology Forum. 

Aiken, L. S., and West, S. G. (1991). Multiple regression: Testing and interpreting 

interactions. Newbury Park, CA: Sage. 

Ajeela, E., & Hamdan, A. (2011). The Relationship between Corporate Governance 

and Earnings Management: Evidence from Jordan. Arab Journal of 

Administrative Sciences, 17(2), 1-28. 



 
 

  261 
 

Akhtaruddin, M. (2005). Corporate mandatory disclosure practices in Bangladesh. The 

International Journal of Accounting, 40(4), 399-422. 

Akhtaruddin, M., & Haron, H. (2010). Board ownership, audit committees’ 

effectiveness, and corporate voluntary disclosures. Asian Review of Accounting, 

18(1), 68–82. 

Akle, Y. H. (2011). The Relationship Between Financial Reporting Timeliness and 

Attributes Of Companies Listed On Egyptian Stock Exchange" An Empirical 

Study.". Internal Auditing & Risk Management, 6(3), 83-103 

Al Azeez, H. A. R., Sukoharsono, E. G., & Andayani, W. (2019). The Impact of Board 

Characteristics on Earnings Management in the International Oil and Gas 

Corporations. Academy of Accounting and Financial Studies Journal, 23(1), 1Q. 

Al Sa’eed, M. A., & Riesheh, K. E. A. (2014). Have the Companies Been Engaging in 

Earnings Management? Evidence from Jordanian Industrial 

Companies. International Journal of Business and Management, 9(2), 235-243. 

Al-Absy, M. S. M., Ismail, K. N. I. K., & Chandren, S. (2019). Corporate Governance 

Mechanisms, Whistle-Blowing Policy and Real Earnings 

Management. International Journal of Financial Research, 10(6). 

Aladwan, M. (2019). Accrual based and real earning management association with 

dividends policy “the case of Jordan”. Italian Journal of Pure and Applied 

Mathematics, 691. 

Al-Ajmi, J. (2008). Audit and reporting delays: Evidence from an emerging 

market. Advances in Accounting, 24(2), 217-226. 

Al-Akra, M., Ali, M. J., & Marashdeh, O. (2009). Development of accounting regulation 

in Jordan. The International Journal of Accounting, 44(2), 163-186. 



 
 

  262 
 

Al-Akra, M., Eddie, I. A., & Ali, M. J. (2010). The influence of the introduction of 

accounting disclosure regulation on mandatory disclosure compliance: Evidence 

from Jordan. The British Accounting Review, 42(3), 170-186. 

Aldaoud, K. A. M. (2015). The influence of corporate governance and ownership 

concentration on the timeliness of financial reporting in Jordan (Doctoral 

dissertation, Universiti Utara Malaysia). 

Al-Dhamari, R. A., & Izah, K. N. (2013). Governance structure, ownership structure and 

earnings predictability: Malaysian evidence. Asian Academy of Management 

Journal of Accounting and Finance, 9(1), 1–23  

Al-Farah, A. (2001). The effectiveness of audit committees in the Jordanian public 

shareholding companies: empirical study. Unpublished Master dissertation, 

University of Jordan. 

Alfaraih, M., Alanezi, F., & Almujamed, H. (2012). The influence of institutional and 

government ownership on firm performance: evidence from Kuwait. International 

Business Research, 5(10), 192.  

Al-Fayoumi, N., Abuzayed, B., & Alexander, D. (2010). Ownership structure and 

earnings management in emerging markets: The case of Jordan. International 

Research Journal of Finance and Economics, 38(1), 28-47. 

Al-Haddad, L. M. Y., & Whittington, M. (2019). The impact of corporate governance 

mechanisms on real and accrual earnings management practices: evidence from 

Jordan. Corporate Governance: The International Journal of Business in Society, 

1-43. [CG-05-2018-0183]. https://doi.org/10.1108/CG-05-2018-0183.  

Al-Haddad, W., Alzurqan, S. T., & Al-Sufy, F. J. (2011). The effect of corporate 

governance on the performance of Jordanian industrial companies: An empirical 

study on Amman Stock Exchange. International Journal of Humanities and Social 

Science, 1(4), 55-69. 

https://doi.org/10.1108/CG-05-2018-0183


 
 

  263 
 

Al-Hija, M. A., & Al-Hayek, A. (2012). Characteristics of audit committees and their 

impact on the audit report lag: an empirical study on the Jordanian public 

companies. Journal of the Islamic University of Economics Studies and 

Management, 20(2), 439-463. 

Ali, S. M., Salleh, N. M., & Hassan, M. S. (2008). Ownership structure and earnings 

management in Malaysian listed companies: the size effect. Asian Journal of 

Business and Accounting, 1(2), 89-116. 

Alkharashgah, K. Ahmad, (2015). The Impact of Earnings Management on Stocks’ 

Returns: A case study of industrial and service companies listed in Amman Stock 

Exchange. Unpublish Master Thesis. Yarmouk University. Retrieved from 

http://repository.yu.edu.jo/handle/123456789/564902  

Alkhawaldeh, A. A. (2012). Effects of family and foreign ownership structure on 

Jordanian credit risk assessments. International Research Journal of Finance and 

Economics, (90), 92-113. 

Allegrini, M., & Greco, G. (2013). Corporate boards, audit committees and voluntary 

disclosure: Evidence from Italian listed companies. Journal of Management & 

Governance, 17(1), 187-216. 

Almasarwah, A. K. (2016). Earnings management and its relationship with corporate 

governance mechanisms in Jordanian industrial firms (Doctoral dissertation, © 

Adel Almasarwah). Retrieved from https://dspace.lboro.ac.uk/dspace-

jspui/bitstream/2134/20565/4/Thesis-2016-Almasarwah.pdf 

Almeida-Santos, P. S., Dani, A. C., Machado, D. G., & Krespi, N. T. (2013). Influence of 

family control in the practice of earnings management: the case of open Brazilian 

companies. Management Research: The Journal of the Iberoamerican Academy 

of Management, 11(1), 77-99. 



 
 

  264 
 

 Almudehki, N., & Zeitun, R. (2012). Ownership structure and corporate performance: 

evidence from Qatar. Retrieved from https://papers.ssrn.com/sol3/papers.cfm? 

abstract_id=2154289. 

Al-Rassas, A. H., & Kamardin, H. (2015). Directors’ independence, internal audit 

function, ownership concentration and earnings quality in Malaysia. Asian Social 

Science, 11(15), 244. 

Alsaeed, K. (2006). The association between firm-specific characteristics and disclosure: 

The case of Saudi Arabia. Managerial Auditing Journal, 21(5), 476-496. 

Al-Shattarat, B., Hussainey, K., & Al-Shattarat, W. (2018). The impact of abnormal real 

earnings management to meet earnings benchmarks on future operating 

performance. International Review of Financial Analysis. 

Al-Sraheen, D. A. A. D., & Nawwaf, O. (2014). The relationship between corporate 

governance mechanisms and company attributes and accounting conservatism of 

Jordanian listed companies (Doctoral dissertation, Universiti Utara Malaysia). 

Al-Tahat, S. S. Y. (2010). The Timeliness and Extent of Disclosure of Corporate Interim 

Financial Reporting in Jordan (Doctoral dissertation, Universiti Utara Malaysia). 

Alves, S. (2012). Ownership structure and earnings management: Evidence from 

Portugal. Australasian Accounting Business & Finance Journal, 6(1), 57. 

Alzoubi, E. S. S., (2016). Ownership structure and earnings management: evidence from 

Jordan. International Journal of Accounting & Information Management, 24(2), 

135-161. 

Alzoubi, E. S. S., & Selamat, M. H. (2012). The effectiveness of corporate governance 

mechanisms on constraining earning management: Literature review and proposed 

framework. International Journal of Global Business, 5(1), 17-35. 

Amat, O., Blake, J., and J., Dowds. (1999). "The ethics of creative accounting. 

URL:http://www.econ.upf. ... rs/downloads/455.pdf]; 10.9.2005. 

https://papers.ssrn.com/sol3/papers.cfm?%20abstract_id=2154289
https://papers.ssrn.com/sol3/papers.cfm?%20abstract_id=2154289


 
 

  265 
 

Amran, N. A., Ishak, R., & Manaf, K. B. A. (2016). The Influence of Real Earnings on 

Malaysian Corporate Board Structure. The Social Sciences, 11(30), 7258-7262. 

Anagnostopoulou, S. C., & Tsekrekos, A. E. (2017). The effect of financial leverage on 

real and accrual-based earnings management. Accounting and Business 

Research, 47(2), 191-236. 

Anandarajan, A., Hasan, I., & McCarthy, C. (2007). Use of loan loss provisions for capital, 

earnings management and signalling by Australian banks. Accounting & 

Finance, 47(3), 357-379. 

Anderson, R. C., & Reeb, D. M. (2003). Founding‐ family ownership and firm 

performance: evidence from the S&P 500. The journal of finance, 58(3), 1301-

1328. 

Ang, J. S., Cole, R. A., & Lin, J. W. (2000). Agency costs and ownership structure. the 

Journal of Finance, 55(1), 81-106. 

Anum Mohd Ghazali, N. (2010). Ownership structure, corporate governance and 

corporate performance in Malaysia. International Journal of Commerce and 

Management, 20(2), 109-119. 

Armstrong, C. S., Guay, W. R., & Weber, J. P. (2010). The role of information and 

financial reporting in corporate governance and debt contracting. Journal of 

Accounting and Economics, 50(2), 179-234. 

ASE. (2007). Amman Stock Exchange. Retrieved from: http://www.ase.com.jo/ 

pages.php? menu_id=119&local_type=0&local_id=0&loca details=0 

ASE. (2009). Amman Stock Exchange. Retrieved from: 

http://www.ase.com.jo/pages.php?menu_id=119&local_type=0&local_id=0&loc

al_details=0. 



 
 

  266 
 

Auh, S., & Menguc, B. (2005). Top management team diversity and innovativeness: The 

moderating role of inter-functional coordination. Industrial Marketing 

Management, 34(3), 249-261. 

Azman, H., & Kamaluddin, A. (2012). Corporate governance mechanisms and intellectual 

capital disclosure In Malaysian GlCs. In International Conferenceon Business and 

Economic Research (pp. 689–720). Bandung, Indonesia. Retrieved from 

www.internationalconference.com.my. 

Azzoz, A. R. A. M., & Khamees, B. A. (2016). The Impact of Corporate Governance 

Characteristics on Earnings Quality and Earnings Management: Evidence from 

Jordan. Jordan journal of business administration, 12(1), 187-207. 

Baatour, K., Othman, H. B., & Hussainey, K. (2017). The effect of multiple directorships 

on real and accrual-based earnings management. Accounting Research Journal. 

Badertscher, B. A. (2011). Overvaluation and the choice of alternative earnings 

management mechanisms. The Accounting Review, 86(5), 1491-1518. 

Bajra, U., & Cadez, S. (2017). The Impact of Corporate Governance Quality on Earnings 

Management: Evidence from European Companies Cross‐ listed in the 

US. Australian Accounting Review. 

Bajra, U., & Cadez, S. (2018). The impact of corporate governance quality on earnings 

management: Evidence from European companies cross‐ listed in the 

US. Australian Accounting Review, 28(2), 152-166. 

Bala, H, & Gugong, B. K., (2015). Equity Formation And Financial Performance of Listed 

Deposit Money Banks in Nigeria. European Journal of Accounting Auditing and 

Finance Research, 3(8), 25-39. 

Baltagi, B. (2008). Econometric analysis of panel data (4th ed). John Wiley & Sons . 

Barclay, M. J., & Holderness, C. G. (1991). Negotiated block trades and corporate 

control. The Journal of Finance, 46(3), 861-878. 

http://www.internationalconference.com.my/


 
 

  267 
 

Barclay, M. J., & Holderness, C. G. (1991). Negotiated block trades and corporate 

control. The Journal of Finance, 46(3), 861-878. 

Baron, R. M., & Kenny, D. A. (1986). The moderator-mediator variable distinction in 

social psychological research: Conceptual, strategic and statistical considerations. 

Journal of Personality and Social Psychology, 51(6), 1173-1182. 

Barros, C. P., Boubaker, S., & Hamrouni, A. (2013). Corporate governance and voluntary 

disclosure in France. Journal of Applied Business Research, 29(2), 561–578. 

Barton, J., & Simko, P. J. (2002). The balance sheet as an earnings management 

constraint. The accounting review, 77(s-1), 1-27. 

Bartov, E., & Cohen, D. A. (2009). The “Numbers Game” in the pre-and post-Sarbanes-

Oxley eras. Journal of Accounting, Auditing & Finance, 24(4), 505-534. 

Bartov, E., Gul, F. A., & Tsui, J. S. (2000). Discretionary-accruals models and audit 

qualifications. Journal of accounting and economics, 30(3), 421-452. 

Basiruddin, R. (2011). The relationship between governance practices, audit quality and 

earnings management: UK evidence (Doctoral dissertation, Durham University). 

Retrieve from http://etheses.dur.ac.uk/1382/1/Thesis_Rohaida_ 

plus_corrections.pdf  

Bauwhede, H. V. (2009). On the relation between corporate governance compliance and 

operating performance. Accounting and Business Research, 39(5), 497-513. 

Bawaneh, S. S. (2011). The effects of corporate governance requirements on Jordan 

banking sector. International Journal of Business and Social Science, 2(9). 

Baxter, P., & Cotter, J. (2009). Audit committees and earnings quality. Accounting & 

Finance, 49(2), 267-290. 

Baydoun, N., Maguire, W., Ryan, N., & Willett, R. (2012). Corporate governance in five 

Arabian Gulf countries. Managerial Auditing Journal, 28(1), 7-22. 

http://etheses.dur.ac.uk/1382/1/Thesis_Rohaida_


 
 

  268 
 

Beasley, M. S., & Salterio, S. E. (2001). The relationship between board characteristics 

and voluntary improvements in audit committee composition and 

experience. Contemporary Accounting Research, 18(4), 539-570. 

Beasley, M. S., Carcello, J. V., Hermanson, D. R., & Lapides, P. D. (2000). Fraudulent 

financial reporting: Consideration of industry traits and corporate governance 

mechanisms. Accounting Horizons, 14(4), 441-454. 

Beasley, M. S., Carcello, J. V., Hermanson, D. R., & Neal, T. L. (2010). The audit 

committee oversight process. Contemporary Accounting Research, 26(1), 65-122. 

Bebchuk, L., Kraakman, R., Triantis, G. (2000), Stock pyramids, cross- ownership, and 

dual class equity: The creation and agency costs of separating control from cash 

flow rights. In: Concentrated corporate ownership. Chicago, IL: University of 

Chicago Press. 

Bebchuk, L.A. (1999), a Rent-Protection Theory of Corporate Ownership and Control. 

NBER Working Paper, 7203. 

Bédard, J., & Gendron, Y. (2010). Strengthening the financial reporting system: Can audit 

committees deliver? International journal of auditing, 14(2), 174-210. 

Bedard, J., Chtourou, S. M., & Courteau, L. (2004). The effect of audit committee 

expertise, independence, and activity on aggressive earnings 

management. Auditing: A Journal of Practice & Theory, 23(2), 13-35. 

Bekiris, F. V. (2013). Ownership structure and board structure: are corporate governance 

mechanisms interrelated? Corporate Governance: The international journal of 

business in society, 13(4), 352-364. 

Beneish, M. D. (2001). Earnings management: A perspective. Managerial 

Finance, 27(12), 3-17. 



 
 

  269 
 

Benjamin, S. J., & Mat Zain, M. (2015). Corporate governance and dividends payout: are 

they substitutes or complementary?. Journal of Asia Business Studies, 9(2), 177-

194. 

Benkel, M., Mather, P., & Ramsay, A. (2006). The association between corporate 

governance and earnings management: The role of independent 

directors. Corporate Ownership & Control, 3(4), 65-75. 

Ben‐ Nasr, H. A. M. D. I., Boubakri, N., & Cosset, J. C. (2012). The political determinants 

of the cost of equity: Evidence from newly privatized firms. Journal of Accounting 

Research, 50(3), 605-646. 

Bergh, D. D., & Gibbons, P. (2011). The stock market reaction to the hiring of 

management consultants: A signalling theory approach. Journal of Management 

Studies, 48(3), 544-567. 

Bernard, V. L., & Skinner, D. J. (1996). What motivates managers' choice of discretionary 

accruals? Journal of Accounting and Economics, 22(1-3), 313-325. 

Bhagat, S. and Black, B. (2002), “The non-correlation between board independence and 

long-term firm performance”, Journal of Corporation Law, Vol. 27, pp. 231-73. 

Bhasin, M. L. (2012). Audit committee scenario and trends in a developing 

country. School of Doctoral Studies European Union Journal, 4, 53-70. 

Bhide, A. (1993). The hidden costs of stock market liquidity. Journal of financial 

economics, 34(1), 31-51. 

Bin Khidmat, W., Wang, M., & Awan, S. (2018). Corporate governance, earnings 

management and the value-relevance of accounting information: Evidence from 

Pakistan. International Journal of Financial Engineering, 5(03), 1850025. 

Binti, Y. A. S. N. H., & Khairi, L. K. F. (2015). The relationship between audit committee 

characteristics and earnings management among Jordanian listed companies: 

Proposing conceptual framework.Singh, M., & Davidson III, W. N. (2003). 



 
 

  270 
 

Agency costs, ownership structure and corporate governance 

mechanisms. Journal of Banking & Finance, 27(5), 793-816. 

Black, B. S., & Coffee, J. C. (1994). Hail Britannia?: institutional investor behavior under 

limited regulation. Michigan Law Review, 92(7), 1997-2087. 

Block, J. (2010). Family management, family ownership, and downsizing: Evidence from 

S&P 500 firms. Family Business Review. discussion paper, No. 2008,023 

Boghdady, A.B.A. (2019). The impact of ownership type on the relationship between 

corporate governance and earnings management: An empirical study. Corporate 

Ownership & Control, 16(4), 31-44. 

Bolton, P., Scheinkman, J., & Xiong, W. (2006). Executive compensation and short-

termist behaviour in speculative markets. The Review of Economic Studies, 73(3), 

577-610. 

Braam, G., Nandy, M., Weitzel, U., & Lodh, S. (2015). Accrual-based and real earnings 

management and political connections. The International Journal of 

Accounting, 50(2), 111-141. 

Bradbury, M., Mak, Y. T., & Tan, S. M. (2006). Board characteristics, audit committee 

characteristics and abnormal accruals. Pacific accounting review, 18(2), 47-68. 

Braiotta Jr, L. (2000). Advice on Audit Committees. Internal Auditor, 57(1), 19-19. 

Braswell, M., & Daniels, R. B. (2017). Alternative earnings management techniques: hat 

audit committees and internal auditors should know. Journal of Corporate 

Accounting & Finance, 28(2), 45-54. 

Brennan, N., & McDermott, M. (2004). Alternative perspectives on independence of 

directors. Corporate Governance: An International Review, 12(3), 325-336. 

Brickley, J. A., Lease, R. C., & Smith, C. W. (1988). Ownership structure and voting on 

antitakeover amendments. Journal of financial economics, 20, 267-291. 



 
 

  271 
 

Bronson, S. N., Carcello, J. V., Hollingsworth, C. W., & Neal, T. L. (2009). Are fully 

independent audit committees really necessary?. Journal of Accounting and Public 

Policy, 28(4), 265-280. 

Burgstahler, D., & Dichev, I. (1997). Earnings management to avoid earnings decreases 

and losses. Journal of accounting and economics, 24(1), 99-126. 

Bushee, B. J. (1998). The influence of institutional investors on myopic R&D investment 

behavior. Accounting review, 305-333. 

Bushee, B. J. (2001). Do institutional investors prefer near‐ term earnings over long‐ run 

value?. Contemporary Accounting Research, 18(2), 207-246. 

Bushman, R. M., & Smith, A. J. (2001). Financial accounting information and corporate 

governance. Journal of accounting and Economics, 32(1), 237-333. 

Cadbury, A. (1992). Report of the committee on the financial aspects of corporate 

governance 1(December). Gee. 

Carcello, J. V., & Neal, T. L. (2000). Audit committee composition and auditor 

reporting. The Accounting Review, 75(4), 453-467. 

Carcello, J. V., Hermanson, D. R., & Ye, Z. (2011). Corporate governance research in 

accounting and auditing: Insights, practice implications, and future research 

directions. Auditing: A Journal of Practice & Theory, 30(3), 1-31. 

Carcello, J. V., Hollingsworth, C. W., Klein, A., & Neal, T. L. (2006). Audit committee 

financial expertise, competing corporate governance mechanisms, and earnings 

Management. Retrieved from  SSRN: https://ssrn.com/abstract= 

887512 or http://dx.doi.org/10.2139/ssrn.887512. 

Cascino, S., Pugliese, A., Mussolino, D., & Sansone, C. (2010). The influence of family 

ownership on the quality of accounting information. Family Business 

Review, 23(3), 246-265. 

https://ssrn.com/abstract=%20887512
https://ssrn.com/abstract=%20887512
https://dx.doi.org/10.2139/ssrn.887512


 
 

  272 
 

Chandren, S., Ahmad, Z., & Ali, R. (2015). Corporate Governance Mechanisms and 

Accretive Share Buyback to Meet or Beat Earnings per Share 

Forecast. International Journal of Business and Society, 16(3), 344. 

Chang, C. C., Kao, L. H., & Chen, H. Y. (2018). How does real earnings management 

affect the value of cash holdings? Comparisons between information and agency 

perspectives. Pacific-Basin Finance Journal, 51, 47-64. 

Charitou, A., Lambertides, N., & Trigeorgis, L. (2007). Earnings behaviour of financially 

distressed firms: the role of institutional ownership. Abacus, 43(3), 271-296. 

Chelogoi, S. K. (2017). Effect of corporate governance on earnings management of firms 

listed in nairobi securities exchange. International Journal of Economics, 

Commerce and Management, 641-654. 

Chen, C. J., & Jaggi, B. (2000). Association between independent non-executive directors, 

family control and financial disclosures in Hong Kong. Journal of Accounting and 

Public policy, 19(4), 285-310. 

Chi, C. W., Hung, K., Cheng, H. W., & Lieu, P. T. (2015). Family firms and earnings 

management in Taiwan: Influence of corporate governance. International Review 

of Economics & Finance, 36, 88-98. 

Chi, W., Lisic, L. and Pevzner, M. (2011), “Is enhanced audit quality associated with 

greater real earnings management?”, Accounting Horizons, Vol. 25 No. 2, pp. 315-

335. 

Chi, W., Lisic, L. L., & Pevzner, M. (2011). Is enhanced audit quality associated with 

greater real earnings management? Accounting Horizons, 25(2), 315-335. 

Chi, W., Lisic, L. L., & Pevzner, M. (2011). Is enhanced audit quality associated with 

greater real earnings management?. Accounting Horizons, 25(2), 315-335. 



 
 

  273 
 

Chinakpude, I. E. (2019). Effect of Corporate Governance on Earnings Management of 

Commercial Banks in Nigeria. International Journal of Accounting, Finance and 

Risk Management, 4(2), 61. 

Chouaibi, J., Harres, M., & Brahim, N. B. (2018). The effect of board director’s 

characteristics on real earnings management: Tunisian-listed firms. Journal of the 

Knowledge Economy, 9(3), 999-1013. 

Christie, A. A., & Zimmerman, J. L. (1994). Efficient and opportunistic choices of 

accounting procedures: Corporate control contests. Accounting review, 539-566. 

Chung, R., Firth, M., & Kim, J. B. (2002). Institutional monitoring and opportunistic 

earnings management. Journal of corporate finance, 8(1), 29-48. 

Chung, R., Firth, M., & Kim, J. B. (2005). Earnings management, surplus free cash flow, 

and external monitoring. Journal of business research, 58(6), 766-776. 

Claessens, S., & Yurtoglu, B. B. (2012). Corporate Governance in Emerging Markets: A 

Survey. Emerging Markets Review, 15(5), 1-33. doi: 10.1016/j.ememar. 

2012.03.002 

Claessens, S., Djankov, S., & Pohl, G. (1997). Ownership and corporate governance: 

Evidence from the Czech Republic (Vol. 1737). World Bank Publications. 

Clarke, T. (2007). International corporate governance: A comparative approach, 

Routledge, London. 

Coakes, S., & Steed, L. (2003). SPSS analysis without anguish version 11.0 for windows. 

(1st Edition). Australia: John Wiley & Sons Inc. 

Coase, R. H. (1937). The nature of the firm. economica, 4(16), 386-405. 

Cohen, D. A., & Zarowin, P. (2010). Accrual-based and real earnings management 

activities around seasoned equity offerings. Journal of accounting and 

Economics, 50(1), 2-19. 



 
 

  274 
 

Cohen, D. A., Dey, A., & Lys, T. Z. (2008). Real and accrual-based earnings management 

in the pre-and post-Sarbanes-Oxley periods. The accounting review, 83(3), 757-

787. 

Cohen, D. A., Pandit, S., Wasley, C. E., & Zach, T. (2019). Measuring Real Activity 

Management. Contemporary Accounting Research, Forthcoming. 

Cohen, D., Dey, A. and Lys, T. (2008), “Real and accrual-based earnings management in 

the pre- and post-Sarbanes-Oxley periods”, The Accounting Review, Vol. 83 No. 

3, pp. 757-787. 

Cohen, D., Mashruwala, R., & Zach, T. (2010). The use of advertising activities to meet 

earnings benchmarks: Evidence from monthly data. Review of Accounting 

Studies, 15(4), 808-832. 

Connelly, B. L., Certo, S. T., Ireland, R. D., & Reutzel, C. R. (2011). Signaling theory: A 

review and assessment. Journal of Management, 37(1), 39-67. 

Cooke, T. E. (1989). Disclosure in the corporate annual reports of Swedish 

companies. Accounting and business research, 19(74), 113-124. 

Coppens, L., & Peek, E. (2005). An analysis of earnings management by European private 

firms. Journal of International Accounting, Auditing and Taxation, 14(1), 1-17. 

Core, J. E., Holthausen, R. W., & Larcker, D. F. (1999). Corporate governance, chief 

executive officer compensation, and firm performance. Journal of financial 

economics, 51(3), 371-406. 

Cornett, M. M., Marcus, A. J., & Tehranian, H. (2008). Corporate governance and pay-

for-performance: The impact of earnings management. Journal of financial 

economics, 87(2), 357-373. 

Cornett, M. M., McNutt, J. J., & Tehranian, H. (2009). Corporate governance and earnings 

management at large US bank holding companies. Journal of Corporate 

Finance, 15(4), 412-430. 



 
 

  275 
 

Daghsni, O., Zouhayer, M., & Mbarek, K. B. H. (2016). Earnings Management and Board 

Characteristics: Evidence from French Listed Firms. Arabian Journal Business 

Management Review, 6(5), 2-9. 

Davidson, R., Goodwin‐ Stewart, J., & Kent, P. (2005). Internal governance structures 

and earnings management. Accounting & Finance, 45(2), 241-267. 

Davidson, W. N., Jiraporn, P., Kim, Y. S., & Nemec, C. (2004). Earnings management 

following duality-creating successions: Ethnostatistics, impression management, 

and agency theory. Academy of management journal, 47(2), 267-275. 

Davis, J. H., Schoorman, F. D., & Donaldson, L. (1997). Davis, Schoorman, and 

Donaldson reply: The distinctiveness of agency theory and stewardship theory. 

DeAngelo, H., DeAngelo, L., & Skinner, D. J. (1994). Accounting choice in troubled 

companies. Journal of accounting and economics, 17(1), 113-143. 

DeAngelo, L. E. (1986). Managerial competition, information costs, and corporate 

governance: The use of accounting performance measures in proxy 

contests. Journal of accounting and economics, 10(1), 3-36. 

Dechow, P. M., & Dichev, I. D. (2002). The quality of accruals and earnings: The role of 

accrual estimation errors. The accounting review, 77(s-1), 35-59. 

Dechow, P. M., & Skinner, D. J. (2000). Earnings management: Reconciling the views of 

accounting academics, practitioners, and regulators. Accounting horizons, 14(2), 

235-250. 

Dechow, P. M., & Sloan, R. G. (1991). Executive incentives and the horizon problem: An 

empirical investigation. Journal of accounting and Economics, 14(1), 51-89. 

Dechow, P. M., Sloan, R. G., & Sweeney, A. P. (1996). Causes and consequences of 

earnings manipulation: An analysis of firms subject to enforcement actions by the 

SEC. Contemporary accounting research, 13(1), 1-36. 



 
 

  276 
 

DeFond, M. L., & Francis, J. R. (2005). Audit research after sarbanes-oxley. Auditing: A 

Journal of Practice & Theory, 24(s-1), 5-30. 

DeFond, M. L., & Jiambalvo, J. (1994). Debt covenant violation and manipulation of 

accruals. Journal of accounting and economics, 17(1), 145-176. 

Deli, D. N., & Gillan, S. L. (2000). On the demand for independent and active audit 

committees. Journal of corporate finance, 6(4), 427-445. 

Deloitte. (2012). Audit committee brief. (Report) Retrieved form 

http://deloitte.wsj.com/cfo/files/2012/06/DFPORH2012030800201.       

Demsetz, H., & Lehn, K. (1985). The structure of corporate ownership: Causes and 

consequences. Journal of political economy, 93(6), 1155-1177. 

Demsetz, H., & Lehn, K. (1985). The structure of corporate ownership: Causes and 

consequences. Journal of political economy, 93(6), 1155-1177. 

Demsetz, H., & Villalonga, B. (2001). Ownership structure and corporate 

performance. Journal of corporate finance, 7(3), 209-233. 

Dhaliwal, D. A. N., Naiker, V. I. C., & Navissi, F. (2010). The association between 

accruals quality and the characteristics of accounting experts and mix of expertise 

on audit committees. Contemporary Accounting Research, 27(3), 787-827. 

Dimitropoulos, P. E., & Asteriou, D. (2010). The effect of board composition on the 

informativeness and quality of annual earnings: Empirical evidence from 

Greece. Research in International Business and Finance, 24(2), 190-205. 

Ding, R., Li, J., & Wu, Z. (2018). Government affiliation, real earnings management, and 

firm performance: The case of privately held firms. Journal of Business 

Research, 83, 138-150. 

Donaldson, L. (1990). The ethereal hand: Organizational economics and management 

theory. Academy of management Review, 15(3), 369-381. 

http://deloitte.wsj.com/cfo/files/2012/06/DFPORH2012030800201


 
 

  277 
 

Dumontier, P., & Raffournier, B. (1998). Why firms comply voluntarily with IAS: An 

empirical analysis with Swiss data. Journal of International Financial 

Management & Accounting, 9(3), 216-245. 

EBRD, (2016).  Corporate Governance in Transition Economies Jordan Country 

Report. European Bank for Reconstruction and Development. Retrieved from 

file:///C:/Users/HP/Downloads/Jordan%20SUMMARY%20FINAL%20(5).pdf. 

Edmans, A. (2008). Blockholders, Market Efficiency and Managerial Myopia. Job Market 

Paper.  Wharton School, University of Pennsylvania. 

Ekanayake, A., Perera, H., & Perera, S. (2010). Contextual relativity of the role of 

accounting in corporate governance: Evidence from the banking industry in 

SriLanka. The Sixth Asia Pacific Interdisciplinary Research in Accounting 

Conference, Sydney, 1-27. Retrieved from http://apira2010.econ.usyd.edu.au/ 

conference_proceedings/ 

Eldenburg, L. G., Gunny, K. A., Hee, K. W., & Soderstrom, N. (2011). Earnings 

management using real activities: Evidence from nonprofit hospitals. The 

Accounting Review, 86(5), 1605-1630. 

Elghuweel, M. I., Elghuweel, M. I., Ntim, C. G., Ntim, C. G., Opong, K. K., Opong, K. 

K., ... & Avison, L. (2017). Corporate governance, Islamic governance and 

earnings management in Oman: A new empirical insights from a behavioural 

theoretical framework. Journal of Accounting in Emerging Economies, 7(2), 190-

224. 

Eng, L. L., & Shackell, M. (2001). The implications of long-term performance plans and 

institutional ownership for firms' research and development (R&D) 

investments. Journal of Accounting, Auditing & Finance, 16(2), 117-139. 

Enomoto, M., Kimura, F., & Yamaguchi, T. (2015). Accrual-based and real earnings 

management: An international comparison for investor protection. Journal of 

Contemporary Accounting & Economics, 11(3), 183-198. 

file:///C:/Users/HP/Downloads/Jordan%20SUMMARY%20FINAL%20(5).pdf
http://apira2010.econ.usyd.edu.au/


 
 

  278 
 

Enomoto, M., Kimura, F., & Yamaguchi, T. (2015). Accrual-based and real earnings 

management: An international comparison for investor protection. Journal of 

Contemporary Accounting & Economics, 11(3), 183-198. 

Enomoto, M., Kimura, F., & Yamaguchi, T. (2018). A cross‐ country study on the 

relationship between financial development and earnings management. Journal of 

International Financial Management & Accounting, 29(2), 166-194. 

Evans, M. G. (1985). A Monte Carlo study of the effects of correlated method variance in 

moderated multiple regression analysis. Organizational behavior and human 

decision processes, 36(3), 305-323. 

Ewert, R., & Wagenhofer, A. (2005). Economic effects of tightening accounting standards 

to restrict earnings management. The Accounting Review, 80(4), 1101-1124. 

Faccio, M., Lang, L. H., & Young, L. (2001). Dividends and expropriation. American 

Economic Review, 91(1), 54-78. Chang, S. J., & Hong, J. (2000). Economic 

performance of group-affiliated companies in Korea: Intragroup resource sharing 

and internal business transactions. Academy of Management Journal, 43(3), 429-

448. 

Fama, E. F. (1980). Agency Problems and the Theory of the Firm. Journal of political 

economy, 88(2), 288-307. 

Fama, E. F., & Jensen, M. C. (1983). Agency problems and residual claims. The Journal 

of Law and Economics, 26(2), 327-349. 

Fan, H. (2017). Earnings Management, Politically Connected CEOs, and Politically 

Connected Independent Board Members: Evidence from China. International 

Journal of Accounting and Financial Reporting, 7(1), 291-310. 

Fan, J. P., & Wong, T. J. (2002). Corporate ownership structure and the informativeness 

of accounting earnings in East Asia. Journal of accounting and economics, 33(3), 

401-425. 



 
 

  279 
 

Farooq, O., & El Jai, H. (2012). Ownership structure and earnings management: evidence 

from the Casablanca stock exchange. International Research Journal of Finance 

and Economics, 84(1), 95-105. 

Fazlzadeh, A., Hendi, A. T., & Mahboubi, K. (2011). The examination of the effect of 

ownership structure on firm performance in listed firms of Tehran stock exchange 

based on the type of the industry. International Journal of Business and 

Management, 6(3), 249. 

Ferreira, M. A., & Matos, P. (2008). The colors of investors’ money: The role of 

institutional investors around the world. Journal of Financial Economics, 88(3), 

499-533. 

Firstenberg, P. B., & Malkiel, B. G. (1994). The twenty-first century boardroom: who will 

be in charge?. Sloan Management Review, 36(1), 27. 

Firth, M., Chen, G., Gao, D. N., & Rui, O. M. (2006). Ownership structure, corporate 

governance, and fraud: Evidence from China. Journal of Corporate 

Finance, 12(3), 424-448. 

Firth, M., Mo, P. L., & Wong, R. M. (2004). Incentives for auditor independence: An 

analysis of the effectiveness of formal sanctions in China. Retrieved from 

SSRN: https://ssrn.com/abstract=615902 or http://dx.doi.org/10.2139/ssrn.61590

2 

Fodio, M. I., Ibikunle, J., & Oba, V. C. (2013). Corporate governance mechanisms and 

reported earnings quality in listed Nigerian insurance firms. International Journal 

of Finance and Accounting, 2(5), 279-286. 

Francis, B., Hasan, I., & Li, L. (2016). A cross-country study of legal-system strength and 

real earnings management. Journal of Accounting and Public Policy, 35(5), 477-

512. 

https://ssrn.com/abstract=615902
https://dx.doi.org/10.2139/ssrn.615902
https://dx.doi.org/10.2139/ssrn.615902


 
 

  280 
 

Francis, J., Schipper, K., & Vincent, L. (2005). Earnings and dividend informativeness 

when cash flow rights are separated from voting rights. Journal of accounting and 

economics, 39(2), 329-360. 

Frazier, P. A., Tix, A. P., & Barron, K. E. (2004). Testing moderator and mediator effects 

in counseling psychology research. Journal of counseling psychology, 51(1), 115-

134. 

Fung, S., & Tsai, S. C. (2012). Institutional ownership and corporate investment 

performance. Canadian Journal of Administrative Sciences/Revue Canadienne 

des Sciences de l'Administration, 29(4), 348-365. 

Gabrielsen, G., Gramlich, J. D., & Plenborg, T. (2002). Managerial ownership, 

information content of earnings, and discretionary accruals in a non–US 

setting. Journal of Business Finance & Accounting, 29(7‐ 8), 967-988. 

Gallap, k, (2014). Earning Management in Jordanian public Shareholding Service 

Companies and Influential Factors. Research Journal of Finance and Accounting. 

ISSN 2222-1697 (Paper) 5(2), 70-80. 

Gan, K., Saleh, Z., Abessi, M., & Huang, C. C. (2013). Intellectual capital disclosure in 

the context of corporate governance. International Journal of Learning and 

Intellectual Capital, 10(1), 52–70. 

Garay, U., & González, M. (2008). Corporate governance and firm value: The case of 

Venezuela. Corporate Governance: An International Review, 16(3), 194-209. 

Garven, S. (2015). The Effects of Board and Audit Committee Characteristics on Real 

Earnings Management: Do Boards and Audit Committees Play a Role in Its 

Promotion or Constraint?. Academy of Accounting and Financial Studies 

Journal, 19(1), 67-84. 

Gedajlovic, E., Lubatkin, M. H., & Schulze, W. S. (2004). Crossing the threshold from 

founder management to professional management: A governance 

perspective. Journal of management studies, 41(5), 899-912. 



 
 

  281 
 

Gill, T. G., & Hevner, A. R. (2011, May). A fitness-utility model for design science 

research. In International Conference on Design Science Research in Information 

Systems (pp. 237-252). Springer, Berlin, Heidelberg. 

Glaum, M., & Street, D. L. (2003). Compliance with the disclosure requirements of 

Germany's new market: IAS versus US GAAP. Journal of International Financial 

Management & Accounting, 14(1), 64-100. 

Goel, A. M., & Thakor, A. V. (2008). Overconfidence, CEO selection, and corporate 

governance. The Journal of Finance, 63(6), 2737-2784. 

González, J. S., & García-Meca, E. (2014). Does corporate governance influence earnings 

management in Latin American markets?. Journal of Business Ethics, 121(3), 419-

440. 

Graham, J. R., Harvey, C. R., & Rajgopal, S. (2005). The economic implications of 

corporate financial reporting. Journal of accounting and economics, 40(1), 3-73. 

Gu, Z., Lee, C. W. J., & Rosett, J. G. (2005). What determines the variability of accounting 

accruals? Review of Quantitative Finance and Accounting, 24(3), 313-334. 

Guidry, F., Leone, A. J., & Rock, S. (1999). Earnings-based bonus plans and earnings 

management by business-unit managers. Journal of accounting and 

economics, 26(1), 113-142. 

Gujarati, D. (2004). Basic econometrics (4th ed.) . The McGraw− Hill. 

Gulzar, M. A. & wang (2011). Corporate governance characteristics and earnings 

management: Empirical evidence from Chinese listed firms. International Journal 

of Accounting and Financial Reporting, 1(1), 133-151. 

Gunny, K. A. (2005). What are the consequences of real earnings management? Working 

paper. Haas School of Business, University of California, Berkeley CA 94720 



 
 

  282 
 

Gunny, K. A. (2010). The relation between earnings management using real activities 

manipulation and future performance: Evidence from meeting earnings 

benchmarks. Contemporary Accounting Research, 27(3), 855-888. 

Gurunlu, M., & Gursoy, G. (2010). The influence of foreign ownership on capital structure 

of non-financial firms: evidence from Istanbul Stock Exchange. IUP Journal of 

Corporate Governance, 9(4), 21. 

Habbash, M. & Alghamdi, S. (2017). Audit quality and earnings management in less 

developed economies: the case of Saudi Arabia. Journal of Management & 

Governance, 21(2), 351-373. 

Habbash, M. (2010). The effectiveness of corporate governance and external audit on 

constraining earnings management practice in the UK (Doctoral dissertation, 

Durham University). 

Habib, A., & Hossain, M. (2013). CEO/CFO characteristics and financial reporting 

quality: A review. Research in Accounting Regulation, 25(1), 88-100. 

Hadani, M., Goranova, M., & Khan, R. (2011). Institutional investors, shareholder 

activism, and earnings management. Journal of Business Research, 64(12), 1352-

1360. 

Hair, J. F., Black, W. C., Babin, B. J., Anderson, R. E., & Latham, R. (2010). Multivariate 

data analysis (7th ed). New Jersey: Pearson3. 

Hair, J. F., Tatham, R. L., Anderson, R. E., & Black, W. (2006). Multivariate data analysis 

(Vol. 6): Pearson Prentice Hall Upper Saddle River, NJ. 

Haley, U. C. (2000). Corporate governance and restructuring in East Asia: An 

overview. Seoul Journal of Economics, 13(3), 225. 

Halioui, K., & Jerbi, A. (2012). The effect of blockholders on earnings management: The 

case of Tunisian listed firms. International Journal of Multidisciplinary 

Research, 2(2), 37-49. 



 
 

  283 
 

Hamdan, A. (2011). Evaluation of level of accounting conservatism in financial 

statements and its relationship to corporate governance in companies listed in 

Kuwait stock exchange. Journal of King Saud University–Administrative 

Sciences, 23(2), 253-284. 

Hamdan, A. (2012). Evaluation of level of accounting conservatism in financial 

statements and its relationship to corporate governance in companies listed in 

Kuwait stock exchange. Journal of King Saud University–Administrative 

Sciences, 23(2), 253-284. 

Hamdan, A. (2012). Factors affecting accounting conservatism when preparing corporate 

financial reports: evidence from Jordan. Jordan Journal of Business 

Administration, 8(1), 22-41. 

Hamdan, A. M., Abzakh, M. H., & Al-Ataibi, M. H. (2011). Factors influencing the level 

of accounting conservatism in the financial statements. International Business 

Research, 4(3), 145. 

Hamdan, A. M., Mushtaha, S. M. S., Al-Sartawi, M., & Abdalmuttaleb, M. A. (2013). 

The audit committee characteristics and earnings quality: Evidence from Jordan. 

Hashem, N., Bahman, B., & Azam, S. (2012). An Empirical Analysis of Earnings 

Management Motives in Firms Listed on Tehran Stock Exchange. Journal of Basic 

and Applied Scientific Research, Res., 2(10) 9990, 9993. 

Hashemi, S. A., & Rabiee, H. (2011). The relation between real earnings management and 

accounting earnings management: evidence from Iran. Business and Management 

Review, 1(8), 25-33. 

Hassan, S. U., & Ibrahim, G. (2014). Governance Attributes and Real Activities 

Manipulation of Listed Manufacturing Firms in Nigeria. International Journal of 

Accounting and Taxation, 2(1), 37-62. 



 
 

  284 
 

Hayes, A.F. (2013) Introduction to Mediation, Moderation, and Conditional Process 

Analysis: A Regression-Based Approach. New York, NY: Guilford Press. 51(3), 

335-337. doi: 10.1111/jedm.12050 

Healy, P. M. (1985). The effect of bonus schemes on accounting decisions. Journal of 

accounting and economics, 7(1-3), 85-107. 

Healy, P. M., & Palepu, K. G. (2001). Information asymmetry, corporate disclosure, and 

the capital markets: A review of the empirical disclosure literature. Journal of 

accounting and economics, 31(1), 405-440. 

Healy, P. M., & Wahlen, J. M. (1998). A review of the earnings management literature 

and its implications for standard setting. Accounting horizons, 13(4), 365-383. 

Heard, J. E., & Sherman, H. D. (1987). Conflicts of interest in the proxy voting system. 

Washington, DC. Investor Responsibility Research Center. 

Herawaty, V. (2008). The Role of Corporate Governance Practices as Moderating 

Variable of the Effect of Earnings Management on Value Company. Journal of 

Accounting and Finance, 10(2), 97-108. 

Hermalin, B.E. and Weisbach, M.S. (2003), “Board of directors as an endogenously 

determined institution: a survey of the economic literature”, Economic Policy 

Review, Vol. 9 No. 1, pp. 7-26. 

Ho, P. L., Tower, G., & Barako, D. (2008). Improving governance leads to improved 

corporate communication. Corporate Ownership & Control, 5(4), 26-33. 

Holderness, C. G., & Sheehan, D. P. (1988). The role of majority shareholders in publicly 

held corporations: An exploratory analysis. Journal of financial economics, 20, 

317-346. 

Horber, F., (2005). Corporate Governance - Implementation, Challenges and Trends. UBS 

AG United Nations, Geneva. Retrieved from 



 
 

  285 
 

http://www.unece.org/fileadmin/DAM/ie/wp8/documents/corpgov/horber_corpg

ov.pdf 

Hsu, G. C. M., & Koh, P. S. (2005). Does the presence of institutional investors influence 

accruals management? Evidence from Australia. Corporate Governance: An 

International Review, 13(6), 809-823. 

Hsu, M. F., & Wen, S. Y. (2015). The Influence of Corporate Governance in Chinese 

Companies on Discretionary Accruals and Real Earnings Management. Asian 

Economic and Financial Review, 5(3), 391-406. 

Hu, Y., & Izumida, S. (2009). The relationship between ownership and performance: a 

review of theory and evidence. International Business Research, 1(4), 72-81. 

Ibrahim, S., Xu, L., & Rogers, G. (2011). Real and accrual-based earnings management 

and its legal consequences: Evidence from seasoned equity offerings. Accounting 

Research Journal, 24(1), 50-78. 

Ibrahim, S., Xu, L., & Rogers, G. (2011). Real and accrual‐ based earnings management 

and its legal consequences. Accounting Research Journal. 

Idris, M. I. (2012). The impact of ownership structure and external audit on accruals and 

real activities earnings management in Jordan (Doctoral dissertation, University 

of Gloucestershire). 

Idris, M., Siam, Y. A., & Nassar, M. (2018). Board independence, earnings management 

and the moderating effect of family ownership in Jordan. Management & 

Marketing, 13(2), 985-994. 

Inaam, Z., & Khamoussi, H. (2016). Audit committee effectiveness, audit quality and 

earnings management: a meta-analysis. International Journal of Law and 

Management, 58(2), 179-196. 

http://www.unece.org/fileadmin/DAM/ie/wp8/documents/corpgov/horber_corpgov.pdf
http://www.unece.org/fileadmin/DAM/ie/wp8/documents/corpgov/horber_corpgov.pdf


 
 

  286 
 

Iqbal, A., Zhang, X., & Jebran, K. (2015). Corporate Governance and Earnings 

Management: A Case of Karachi Stock Exchange Listed Companies. Indian 

Journal of Corporate Governance, 8(2), 103-118.  

Iraya, C., Mwangi, M., & Muchoki, G. W. (2015). The effect of corporate governance 

practices on earnings management of companies listed at the Nairobi securities 

exchange. European Scientific Journal, ESJ, 11(1), 169-178. 

Isenmila, P. A., & Elijah, A. (2012). Earnings management and ownership structure: 

Evidence from Nigeria. International Knowledge Sharing Platform, 3(7), 24-36 

Ishak, I., Sidek, M., Subhi, A., & Rashid, A. A. (2010). The Effect of Company Ownership 

on the Timeliness of Financial Reporting: Empirical Evidence from 

Malaysia. Unitar e-Journal, 6(2), 20-35 

Ismail, K. N. I. K., & Chandler, R. (2003). Perceptions of professional investors in 

Malaysia on the usefulness of quarterly financial reports. Jurnal Pengurusan 

(UKM Journal of Management), 24(2005), 105-124. 

Jaggi, B., & Leung, S. (2007). Impact of family dominance on monitoring of earnings 

management by audit committees: Evidence from Hong Kong. Journal of 

International Accounting, Auditing and Taxation, 16(1), 27-50. 

Jaggi, B., Leung, S., & Gul, F. (2009). Family control, board independence and earnings 

management: Evidence based on Hong Kong firms. Journal of Accounting and 

Public Policy, 28(4), 281-300. 

Jara, M., & López-Iturriaga, F. J. (2011). Earnings management and contests for control: 

an analysis of European family firms. Journal of CENTRUM Cathedra 4(1),100-

120. 

Jean, T. (2000). Corporate governance and earnings management. In 24th congres of the 

European Accounting Association, Price Waterhouse Coopers Doctoral 

Cooloquium, 18-23 April 2001, Athènes, Grèce. 



 
 

  287 
 

Jensen, M. C. (1993). The modern industrial revolution, exit, and the failure of internal 

control systems. the Journal of Finance, 48(3), 831-880. 

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, 

agency costs and ownership structure. Journal of financial economics, 3(4), 305-

360. 

JFED, (2003) Jordanian Forum for Economic Development the state of corporate 

governance in Jordan. The Economic Policy Dialogue, (1), 1-6. 

Jia, N., & Tang, X. (2016). Directors’ and Officers’ Liability Insurance, Independent 

Director Behavior, and Governance Effect. Journal of Risk and Insurance. 

Retrieved from http://cgce.sem.tsinghua.edu.cn/upload/attachment/201601/ 

19/102608/1.Directors%20and%20Officers%20Liability%20Insurance.pdf 

Jiambalvo, J., Rajgopal, S., & Venkatachalam, M. (2002). Institutional ownership and the 

extent to which stock prices reflect future earnings. Contemporary accounting 

research, 19(1), 117-145. 

Jiang, H., Habib, A., & Wang, S. (2018). Real earnings management, institutional 

environment, and future operating performance: An international study. The 

International Journal of Accounting, 53(1), 33-53. 

JSC, Jordanian Securities Commission. (2009). Corporate governance code for 

shareholding companies listed on Amman Stock Exchange. 1-16. Retrieved from 

http://www.sdc.com.jo/arabic/images/stories/pdf/corporate governance 

companies.pdf 

Kalbers, L. P., & Fogarty, T. J. (1993). Audit committee effectiveness: An empirical 

investigation of the contribution of power. Auditing, 12(1), 24-49. 

Kamardin, H., & Haron, H. (2011). Board performance and firm performance of 

Malaysian listed companies. International Journal of Economics and 

Accounting, 2(3), 282-306. 

http://cgce.sem.tsinghua.edu.cn/upload/attachment/201601/
http://www.sdc.com.jo/arabic/images/stories/pdf/corporate%20governance%20companies.pdf
http://www.sdc.com.jo/arabic/images/stories/pdf/corporate%20governance%20companies.pdf


 
 

  288 
 

Kamardin, H., & Haron, H. (2011). Internal corporate governance and board performance 

in monitoring roles: Evidence from Malaysia. Journal of Financial Reporting and 

Accounting, 9(2), 119-140. 

Kamel, H. (2012). Earnings management and initial public offerings: a new perspective 

from Egypt. Journal of Accounting in Emerging Economies, 2(2), 96-118. 

Kamran, K., & Shah, A. (2014). The impact of corporate governance and ownership 

structure on earnings management practices: Evidence from listed companies in 

Pakistan. The Lahore Journal of Economics, 19(2), 27-70. 

Kanagaretnam, K., Lim, C. Y., & Lobo, G. J. (2014). Effects of international institutional 

factors on earnings quality of banks. Journal of Banking & Finance, 39(February), 

87-106. 

Kang, S. A., & Kim, Y. S. (2012). Effect of corporate governance on real activity-based 

earnings management: Evidence from Korea. Journal of Business Economics and 

Management, 13(1), 29-52. 

Kazemian, S., & Sanusi, Z. M. (2015). Earnings management and ownership 

Structure. Procedia Economics and Finance, 31, 618-624. 

Kazmier, L.J. (1996). Business Statistics (third edition). McGraw-Hill. 

Kearney, C. (2012). Emerging markets research: Trends, issues and future 

directions. Emerging Markets Review, 13(2), 159-183. 

Key, K. G. (1997). Political cost incentives for earnings management in the cable 

television industry. Journal of accounting and economics, 23(3), 309-337. 

Khanchel, I. (2007). Corporate governance: measurement and determinant 

analysis. Managerial Auditing Journal, 22(8), 740-760. 



 
 

  289 
 

Khodadadi, V., Khazami, S., & Aflatooni, A. (2010). The effect of corporate governance 

structure on the extent of voluntary disclosure in Iran. Business Intelligence 

Journal, 3(2), 151-164. 

Khuong, N. V., Ha, N. T. T., & Thu, P. A. (2019). The Relationship between Real 

Earnings Management and Firm Performance: The Case of Energy Firms in 

Vietnam. International Journal of Energy Economics and Policy, 9(2), 307-314. 

Kim, J. and Park, M. (2014), “Real activities manipulation and auditors client retention 

decisions”, The Accounting Review, Vol. 89 No. 1, pp. 367-401. 

Kim, J. and Sohn, B. (2013), “Real earnings management and cost of capital”, Journal of 

Accounting Public Policy, Vol. 32 No. 6, pp. 518-543. 

Kim, J. B., Song, B. Y., & Zhang, L. (2011). Internal control weakness and bank loan 

contracting: Evidence from SOX Section 404 disclosures. The Accounting 

Review, 86(4), 1157-1188. 

Kim, K. H., Al-Shammari, H. A., Kim, B., & Lee, S. H. (2009). CEO duality leadership 

and corporate diversification behavior. Journal of Business Research, 62(11), 

1173-1180. 

Kinney, W. R., Palmrose, Z. V., & Scholz, S. (2004). Auditor Independence, Non‐ Audit 

Services, and Restatements: Was the US Government Right?. Journal of 

Accounting Research, 42(3), 561-588. 

Klassen, K. J. (1997). The impact of inside ownership concentration on the trade-off 

between financial and tax reporting. Accounting Review, 72(3), 455-474. 

Klein, A. (2002), “Economic determinants of audit committee independence”, Accounting 

Review, Vol. 77 No. 2, pp. 435-52. 

Klein, A. (2002). Audit committee, board of director characteristics, and earnings 

management. Journal of accounting and economics, 33(3), 375-400. 



 
 

  290 
 

Kline,R.B. (1998). Principles and practice of structural equation modeling. New York: 

Guilford Press. 

Koh, P. S. (2003). On the association between institutional ownership and aggressive 

corporate earnings management in Australia. The British Accounting 

Review, 35(2), 105-128. 

Koh, P. S. (2007). Institutional investor type, earnings management and benchmark 

beaters. Journal of Accounting and Public Policy, 26(3), 267-299. 

Kolsi, M.C. & Grassa, R., (2017). Did corporate governance mechanisms affect earnings 

management? Further evidence from GCC Islamic banks. International Journal of 

Islamic and Middle Eastern Finance and Management, 10(1), 2-23. 

Kothari, S. P., Leone, A. J., & Wasley, C. E. (2005). Performance matched discretionary 

accrual measures. Journal of accounting and economics, 39(1), 163-197. 

Kurawa, J. M., & Abdulrahman, S. (2014). Corporate Governance and Earnings 

Management: An Empirical Analysis of Firms in Petroleum and Petroleum 

Products Distributors in Nigeria. Journal of Accounting, 2(2), 1-18 

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R. (1999). The quality of 

government. The Journal of Law, Economics, and Organization, 15(1), 222-279. 

Lafond, R., & Roychowdhury, S. (2008). Managerial ownership and accounting 

conservatism. Journal of accounting research, 46(1), 101-135. 

Lakhal, N. (2015). Corporate disclosure, ownership structure and earnings management: 

The case of French-listed firms. Journal of Applied Business Research, 31(4), 

1493. 

Lang, M. H., & McNichols, M. F. (1997). Institutional trading and corporate earnings and 

returns. working paper. Stanford University. Retrieved from 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=61328. 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=61328


 
 

  291 
 

Leuz, C., Nanda, D., & Wysocki, P. D. (2003). Earnings management and investor 

protection: an international comparison. Journal of financial economics, 69(3), 

505-527. 

Lev, B. (1989). On the usefulness of earnings and earnings research: Lessons and 

directions from two decades of empirical research. Journal of accounting 

research, 27, 153-192. 

Leventis, S., & Dimitropoulos, P. (2012). The role of corporate governance in earnings 

management: experience from US banks. Journal of Applied Accounting 

Research, 13(2), 161-177. 

Li, J., Mangena, M., & Pike, R. (2012). The effect of audit committee characteristics on 

intellectual capital disclosure. The British Accounting Review, 44(2), 98-110. 

Lim, S., & Matolcsy, Z. (1999). Earnings management of firms subjected to product price 

controls. Accounting & Finance, 39(2), 131-150. 

Lin, F., Lin, S. W., & Fang, W. C. (2019). How CEO narcissism affects earnings 

management behaviors. The North American Journal of Economics and Finance, 

101080. 

Lin, J. W., & Hwang, M. I. (2010). Audit quality, corporate governance, and earnings 

management: A meta‐ analysis. International Journal of Auditing, 14(1), 57-77. 

Lipton, M., & Lorsch, J. W. (1992). A modest proposal for improved corporate 

governance. The business lawyer, 48(1), 59-77. 

Liu, J. (2012). Board monitoring, management contracting and earnings management: an 

evidence from ASX listed companies. International Journal of Economics and 

Finance, 4(12), 121-136. 

Liu, J. L., & Tsai, C. C. (2015). Board Member Characteristics and Ownership Structure 

Impacts on Real Earnings Management: Evidence from Taiwan. Accounting and 

Finance Research, 4(4), 84-96. 



 
 

  292 
 

Liu, M. (2019). Real and accrual-based earnings management in the pre-and post-

engagement partner signature requirement periods in the United Kingdom. Review 

of Quantitative Finance and Accounting, 1-29. 

Lopes, P. T., & Rodrigues, L. L. (2007). Accounting for financial instruments: An analysis 

of the determinants of disclosure in the Portuguese stock exchange. The 

International Journal of Accounting, 42(1), 25-56. 

Madaschi, A. (2010), Ownership Concentration and Firm Performance in Italy, Master 

Thesis Submitted to Copenhagen Business School Cand.merc Finance and 

Strategic Management. 

Madi, H. K., Ishak, Z., & Manaf, N. A. A. (2014). The impact of audit committee 

characteristics on corporate voluntary disclosure. Procedia-Social and Behavioral 

Sciences, 164, 486-492. 

Mahajan, P., & Chander, S. (2008). Determinants of timeliness of corporate disclosure of 

selected companies in India. The IUP Journal of Accounting Research and Audit 

Practices, 7(4), 28-63. 

Mallin, C. A. (2004). Corporate Governance (5th ed.). Oxford University Press. United 

Kingdom 

Management and Firm Performance: The Case of Energy Firms in Vietnam. International 

Journal of Energy Economics and Policy, 9(2), 307-314. 

Mansor, N., Che-Ahmad, A., Ahmad-Zaluki, N. A., & Osman, A. H. (2013). Corporate 

governance and earnings management: A study on the Malaysian family and non-

family owned PLCs. Procedia Economics and Finance, 7, 221-229. 

Marashdeh, Z. M. S. (2014). The effect of corporate governance on firm performance in 

Jordan (Doctoral dissertation, University of Central Lancashire). 



 
 

  293 
 

Marra, A., Mazzola, P., & Prencipe, A. (2011). Board monitoring and earnings 

management pre-and post-IFRS. The International Journal of Accounting, 46(2), 

205-230. 

Marrakchi Chtourou, S., Bedard, J., & Courteau, L. (2001). Corporate governance and 

earnings management. 

Maswadeh, S. (2018). The effect of the ownership structure on earnings management 

practices. Investment Management and Financial Innovations, 15(4), 48-60.  

Matsuura, S. (2008). On the relation between real earnings management and accounting 

earnings management: Income smoothing perspective. Journal of International 

Business Research, 7, 63-77.  

Mayer, C. (1996) Corporate Governance, Competition and Performance. OECD, 

Economic Studies, 27. 

McEachern, W. A. (1975). Managerial Control and Performance* Lexington. Mass: 

Lexington Books. 

Meek, G. K., Roberts, C. B., & Gray, S. J. (1995). Factors influencing voluntary annual 

report disclosures by US, UK and continental European multinational 

corporations. Journal of international business studies, 26(3), 555-572. 

Mellado, C., & Saona, P. (2019). Real earnings management and corporate governance: a 

study of Latin America. Economic Research-Ekonomska Istraživanja, 1-40. 

Midiastuty, P. P., & Machfoedz, M. U. (2003). Analisis hubungan mekanisme corporate 

governance dan indikasi manajemen laba. Simposium Nasional Akuntansi VI, 176-

186. 

Miko, N. U., & Kamardin, H. (2015). Corporate governance and financial reporting 

quality in Nigeria: Evidence from pre-and post-code 2011. International Journal 

of Emerging Science and Engineering, 4(2), 1-7. 



 
 

  294 
 

Miko, N. U., & Kamardin, H. (2015). Impact of audit committee and audit quality on 

preventing earnings management in the pre-and post-Nigerian corporate 

governance code 2011. Procedia-Social and Behavioral Sciences, 172, 651-657. 

Miko, N. U., & Kamardin, H. (2015). Ownership structure and dividend policy of 

conglomerate firms in Nigeria. Academic Journal of Interdisciplinary 

Studies, 4(2), 279-286. 

Mizik, N. (2010). The theory and practice of myopic management. Journal of Marketing 

Research, 47(4), 594-611. 

Mohamad, M., Majdi Abdul Rashid, H., & Mohammed Shawtari, F. A. (2012). Corporate 

governance and earnings management in Malaysian government linked 

companies: The impact of GLCs’ transformation policy. Asian Review of 

Accounting, 20(3), 241-258. 

Monem, R. M. (2003). Earnings management in response to the introduction of the 

Australian gold tax. Contemporary Accounting Research, 20(4), 747-774. 

Morck, R., Shleifer, A., & Vishny, R. W. (1988). Management ownership and market 

valuation: An empirical analysis. Journal of financial economics, 20(August), 293-

315. 

Morris, R. D. (1987). Signalling, agency theory and accounting policy choice. Accounting 

and business Research, 18(69), 47-56. 

Mukhtaruddin, M. M. (2018). Corporate governance quality, firm size and earnings 

management: empirical study in Indonesia Stock Exchange (No. zru75). Center 

for Open Science. 

Munisi, G., & Randøy, T. (2013). Corporate governance and company performance across 

Sub-Saharan African countries. Journal of Economics and Business, 70, 92-110. 

Mustapha, M., & Che Ahmad, A. (2011). Agency theory and managerial ownership: 

evidence from Malaysia. Managerial Auditing Journal, 26(5), 419-436. 



 
 

  295 
 

Naser, K., Al-Khatib, K., & Karbhari, Y. (2002). Empirical evidence on the depth of 

corporate information disclosure in developing countries: The case of 

Jordan. International Journal of Commerce and Management, 12(3/4), 122-155. 

Nelson, M. W., Elliott, J. A., & Tarpley, R. L. (2001). Evidence from auditors about 

managers' and auditors' earnings management decisions. The accounting 

review, 77(s-1), 175-202. 

Nikolaos, K., (2012). The Effect of the Implication of IFRS on the Use of Earnings 

Management in Greece. Master Thesis, Erasmus University Rotterdam. Retrieved 

from https://thesis.eur.nl/pub/10926/MA158-Kontotasios_345324.doc 

Nimer, K. M., Warrad, L., & Khuraisat, O. (2012). The effect of audit committee’s 

effectiveness on dividend payout policy: Evidence from the Jordanian 

firms. International Journal of Business and Management, 7(7), 172-179. 

Noradiva, H., Parastou, A., & Azlina, A. (2016). The Effects of Managerial Ownership 

on the Relationship between Intellectual Capital Performance and Firm 

Value. International Journal of Social Science and Humanity, 6(7), 514. 

Nuryana, Y., & Surjandari, D. A. (2019). The Effect of Good Corporate Governance 

Mechanism and Earning Management on Company Financial 

Performance. Global Journal of Management and Business Research. 

Obeten, O. I., Ocheni, S., & John, S. (2014). The Effects of Corporate Governance on the 

Performance of Commercial Banks in Nigeria. International Journal of Public 

Administration and Management Research, 2(2), 219-234. 

Obigbemi, I. F., Omolehinwa, E. O., Mukoro, D. O., Ben-Caleb, E., & Olusanmi, O. A. 

(2016). Earnings Management and Board Structure: Evidence from Nigeria. SAGE 

Open, 6(3), 1-15. doi: 10.1177/2158244016667992 

OECD 2004 'The OECD Principles of Corporate Governance', available online at 

www.oecd.org/publications/Pol_brief.  



 
 

  296 
 

OECD. (2004). Corporate governance definition. Retrieved from: 

http://stats.oecd.org/glossary/detail.asp?ID=6778. 

OECD. (2004). the Organization for Economic Cooperation and Development. The 

OECD Principles and definition of Corporate Governance Retrieved from 

file:///C:/Users/MFC/Downloads/ 562-560-1-PB.pdf 

Okpala, K. E. (2012). Audit Committee and Integrity of Financial Statements: A 

Preventive Mechanism for Corporate Failure. Australian journal of business and 

management research, 2(8), 32-40. 

Okpara, J. O. (2011). Corporate governance in a developing economy: barriers, issues, 

and implications for firms. Corporate Governance: The international journal of 

business in society, 11(2), 184-199. 

Olayemi, B. B. (2013). The effectiveness of corporate governance on real earnings 

management in selected Malaysian companies (Doctoral dissertation, Universiti 

Utara Malaysia). 

Onakoya, A. B. O., Fasanya, I. O., & Ofoegbu, D. I. (2014). Corporate Governance as 

Correlate for Firm Performance: A Pooled OLS Investigation of Selected Nigerian 

Banks. IUP Journal of Corporate Governance, 13(1), 7-18 

Oqab, R, (2012). The Role of the Audit Committee in Raising the Efficiency of the 

Internal Control System to Combat Money Laundering in Jordanian Banks. 

International Research Journal of Finance and Economics, 1(88), 102 – 117. 

Osma, B. G. (2008). Board independence and real earnings management: The case of 

R&D expenditure. Corporate Governance: An International Review, 16(2), 116-

131. 

Osma, B. G., & Noguer, B. G. D. A. (2007). The effect of the board composition and its 

monitoring committees on earnings management: Evidence from 

Spain. Corporate Governance: An International Review, 15(6), 1413-1428. 

http://stats.oecd.org/glossary/detail.asp?ID=6778


 
 

  297 
 

Othman, R., Ishak, I. F., Arif, S. M. M., & Abdul, N. (2014). Influence of audit committee 

characteristics on voluntary ethics disclosure. Procedia - Social and Behavioral 

Sciences, 145, 330–342. 

Oz, I. O., & Yelkenci, T. (2018). Examination of real and accrual earnings management: 

A cross-country analysis of legal origin under IFRS. International Review of 

Financial Analysis, 58, 24-37. 

Pacheco Paredes, A. A., & Wheatley, C. (2017). The influence of culture on real earnings 

management. International Journal of Emerging Markets, 12(1), 38-57. 

Pae, S. S., & Quinn, T. (2011). Do firms manipulate earnings when entering the bond 

market? Academy of Accounting and Financial Studies Journal, 15(1), 99-115. 

Pallant, J. (2010). SPSS survival manual: A step by step guide to data analysis using SPSS:  

McGraw-Hill International. 

Paredes, A. A. P., & Wheatley, C. (2017). The influence of culture on real earnings 

management. International Journal of Emerging Markets. 

Park, Y. W., & Shin, H. H. (2003). Board composition and earnings management in 

Canada. Journal of corporate Finance, 10(3), 431-457. 

Patrick, E. A., Paulinus, E. C., & Nympha, A. N. (2015). The Influence of Corporate 

Governance on Earnings Management Practices: A Study of Some Selected 

Quoted Companies in Nigeria. American Journal of Economics, Finance and 

Management, 1(5), 482-493. 

Patton, A., & Baker, J. C. (1987). Why wont directors rock the boat. Harvard Business 

Review, 65(6), 10-18. 

Peasnell, K. V., Pope, P. F., & Young, S. (2001). The characteristics of firms subject to 

adverse rulings by the Financial Reporting Review Panel. Accounting and 

Business Research, 31(4), 291-311. 



 
 

  298 
 

Peasnell, K. V., Pope, P. F., & Young, S. (2005). Board monitoring and earnings 

management: Do outside directors influence abnormal accruals?. Journal of 

Business Finance & Accounting, 32(7‐ 8), 1311-1346. 

Persons, O. S. (2006). Corporate governance and non-financial reporting fraud. The 

Journal of Business and Economic Studies, 12(1), 27-39. 

Persons, O. S. (2015). Corporate governance characteristics of most admired 

companies. International Journal of Business and Social Science, 6(3), 11-18. 

Ping, Z., & Wing, C. (2011). Corporate governance: A summary review on different 

theory approaches. International Research Journal of Finance and Economics, 68, 

7-13. 

Ponnu, C. H. (2008). Corporate governance structures and the performance of Malaysian 

public listed companies. International Review of Business Research Papers, 4(2), 

217-230. 

Porter, M. E. (1992). Capital choices: Changing the way America invests in 

industry. Journal of Applied Corporate Finance, 5(2), 4-16. 

Pound, J. (1988). Proxy contests and the efficiency of shareholder oversight. Journal of 

financial economics, 20, 237-265. 

Prencipe, A., & Bar-Yosef, S. (2011). Corporate governance and earnings management in 

family-controlled companies. Journal of Accounting, Auditing & Finance, 26(2), 

199-227. 

Puat Nelson, S., & Devi, S. (2013). Audit committee experts and earnings 

quality. Corporate Governance: The international journal of business in 

society, 13(4), 335-351. 

Rahman, M. M., Moniruzzaman, M., & Sharif, M. J. (2013). Techniques, motives and 

controls of earnings management. International Journal of Information 

Technology and Business Management, 11(1), 22-34. 



 
 

  299 
 

Rahman, R., & Ali, H. M. F. (2006). Board, audit committee, culture and earnings 

management: Malaysian evidence. Managerial Auditing Journal, 21(7), 783-804. 

Ramadan, I. Z. (2016). Does Ownership Structure Affect Jordanian Companies’ Tendency 

to Practice Earnings Management? Asian Journal of Finance & Accounting, 7(2), 

281-291. 

Ratnawati, V., & Hamid, M. A. A. (2017). The moderating effect of managerial ownership 

and institutional ownership on the relationship between control right and earnings 

management. Australian Academy of Accounting and Finance Review, 1(1), 69-

85. 

Ratnawati, V., Abdul-Hamid, M. A., & Popoola, O. M. J. (2016). The Influence of Agency 

Conflict Types I and II on Earnings Management. International Journal of 

Economics and Financial Issues, 6(4S) 126-132. 

Razzaque, R. M. R., Ali, M. J., & Mather, P. R. (2016). Real earnings management in 

family firms: Evidence from an emerging economy. Pacific-Basin Finance 

Journal, 40, 237-250. 

Roe, M. J. (1994). Strong managers, weak owners. Princeton, NJ: Princeton University 

Press.. 

Roodposhti, F. R., & Chashmi, S. N. (2011). The impact of corporate governance 

mechanisms on earnings management. African Journal of Business 

Management, 5(11), 4143. 

ROSC. (2004), ‘Report on the Observance of Standards and Codes’ World Bank: 

Corporate Governance Country Assessment, Jordan. Retrieved from 

http://documents.worldbank.org/curated/en/829721468276577750/pdf/350880JO

0Corpo1vernance0jor1rosc1cg.pdf. 

Rose, C. (2007). Can institutional investors fix the corporate governance problem? Some 

Danish evidence. Journal of Management & Governance, 11(4), 405-428. 



 
 

  300 
 

Ross, S. A. (1973). The economic theory of agency: The principal's problem. The 

American Economic Review, 63(2), 134-139. 

Roychowdhury, S. (2006). Earnings management through real activities 

manipulation. Journal of accounting and economics, 42(3), 335-370. 

Sahlan, L. A. (2010). The Malaysian listing requirement reforms and earnings 

management practices of public listed firms. Retrieved from 

SSRN: https://ssrn.com/abstract=1635115 or http://dx.doi.org/10.2139/ssrn.1635

115 

Saleh, N., Mohd Iskandar, T., & Mohid Rahmat, M. (2007). Audit committee 

characteristics and earnings management: Evidence from Malaysia. Asian Review 

of Accounting, 15(2), 147-163. 

Sanad, Z., Shiwakoti, R., & Kukreja, G. (2019). The Role of corporate governance in 

mitigating real earnings management: Literature review. KnE Social Sciences, 

173-187. 

Sánchez‐ Ballesta, J. P., & García‐ Meca, E. (2007). Ownership structure, discretionary 

accruals and the informativeness of earnings. Corporate Governance: An 

International Review, 15(4), 677-691. 

Sanjaya, I. (2010), Efek entrenchment dan alignment pada management laba. Disertasi 

Universitas Gadjah Mada. 

Sanjaya, I. P. S. (2011). The influence of ultimate ownership on earnings management: 

Evidence from Indonesia. Global Journal of Business Research, 5(5), 61-69. 

Sappington, D. E. (1991). Incentives in principal-agent relationships. The Journal of 

Economic Perspectives, 5(2), 45-66. 

Schipper, K. (1989). Commentary on earnings management. Accounting horizons, 3(4), 

91-102. 

https://ssrn.com/abstract=1635115
https://dx.doi.org/10.2139/ssrn.1635115
https://dx.doi.org/10.2139/ssrn.1635115


 
 

  301 
 

Schnyder, G. (2012). ‘Varieties of Insider Corporate Governance: the determinants of 

business preferences and govenrance reform in the Netherlands, Sweden and 

Switzerland.’ Journal of European Public Policy 19(9): 1434-1451. 

Scott, D. W. (2015). Multivariate density estimation: theory, practice, and visualization. 

John Wiley & Sons. 

Scott, W. R. (2015). Financial accounting theory, 5 ed. (Vol. 2). Prentice Hall. 

Sekaran, U. (2003). Research methods for business: A skill-building approach (4th ed.). 

New York: John Wiley & Sons, Inc 

Shah, S. Z. A., Zafar, N., & Durrani, T. K. (2009). Board composition and earnings 

management an empirical evidence form Pakistani Listed Companies. Middle 

Eastern finance and economics, 3(29), 30-44. 

Shapiro, S. P. (2005). Agency theory. Annual review of sociology, 31(2005)., 263-284 

Sharar, Z. (2006). A comparative analysis of the corporate governance legislative 

frameworks in Australia and Jordan measured against the OECD principles of 

corporate governance 2004 as an international benchmark. Retrieved from 

epublications.bond.edu.au/cgi/viewcontent.cgi?article=1033&context=theses 

Shivdasani, A. and Zenner, M. (2004), “Best practices in corporate governance: what two 

decades of research reveals”, The Bank of American Journal of Applied Corporate 

Finance, Vol. 16 Nos 2/3, pp. 29-37. 

Shleifer, A. (2004). Does competition destroy ethical behavior?. American Economic 

Review, 94(2), 414-418. 

Shleifer, A. and Vishny, R. (1997) A Survey of Corporate Governance, Journal of 

Finance, 52, 737–783. 

Shleifer, A., & Vishny, R. W. (1986). Large shareholders and corporate control. Journal 

of political economy, 94(3, Part 1), 461-488. 



 
 

  302 
 

Shleifer, A., & Vishny, R. W. (1997). A survey of corporate governance. The journal of 

finance, 52(2), 737-783. 

Shuto, A., & Takada, T. (2010). Managerial ownership and accounting conservatism in 

Japan: A test of management entrenchment effect. Journal of Business Finance & 

Accounting, 37(7‐ 8), 815-840. 

Siam, Y. I. S. A., Laili, N. H. B., & Khairi, K. F. B. (2014). Board of directors and earnings 

management among Jordanian listed companies: Proposing conceptual 

framework. Internationnal Journal of Technical Research and Applications, 2(3), 

01-07. 

Singh, M., & Davidson III, W. N. (2003). Agency costs, ownership structure and corporate 

governance mechanisms. Journal of Banking & Finance, 27(5), 793-816. 

Singhvi, S. S., & Desai, H. B. (1971). An empirical analysis of the quality of corporate 

financial disclosure. The Accounting Review, 46(1), 129-138. 

Siregar, S. V., & Utama, S. (2008). Type of earnings management and the effect of 

ownership structure, firm size, and corporate-governance practices: Evidence from 

Indonesia. The international journal of accounting, 43(1), 1-27. 

Siriviriyakul, S. (2015). A detailed analysis of empirical measures for real activities 

manipulation. Available at SSRN 2359813. 

Škare, M., & Golja, T. (2014). The impact of government CSR supporting policies on 

economic growth. Journal of policy modeling, 36(3), 562-577. 

Smaraidos, V., Thanasas, G. L., & Filiou, A. (2018). The impact of corporate governance 

on earnings management in emerging economies: the Greek 

evidence. International Journal of Comparative Management, 1(3), 317-330. 

Solomon, J., & Solomon, A. (2004). Corporate governance and accountability. John 

Wiley, New York. NY. Retrieved from http://www.untag-



 
 

  303 
 

smd.ac.id/files/Perpustakaan_Digital_1/CORPORATE%20GOVERNANCE%20

Corporate%20Governance%20and%20Accountability.pdf   

Srivastava, A. (2019). Improving the measures of real earnings management. Review of  

Sternberg, E (2004), Book, Corporate Governance Accountability in the Marketplace (2ed 

ed.). The Institute of Economic Affairs. London, great Britain. Retrieved from 

https://iea.org.uk/publications/research/corporate-governance-accountability-in-

the-marketplace  

Stewart, J., & Munro, L. (2007). The impact of audit committee existence and audit 

committee meeting frequency on the external audit: Perceptions of Australian 

auditors. International Journal of Auditing, 11(1), 51-69. 

Street, D. L., & Bryant, S. M. (2000). Disclosure level and compliance with IASs: A 

comparison of companies with and without US listings and filings. The 

International Journal of Accounting, 35(3), 305-329. 

Street, D. L., & Gray, S. J.  (2001). Observance of international accounting standards: 

factors explaining noncompliancy by companies referring to the Use of IASs. 

Working paper, 24th EAA Congress, Athens, April, 18-20 

Sun, L., & Farooque, O. A. (2017). An exploratory analysis of earnings management 

before and after the governance and disclosure regulatory changes in Australia and 

New Zealand. Available at SSRN 2912567. 

Sun, L., & Rath, S. (2010). Earnings management research: a review of contemporary 

research methods. Global Review of accounting and Finance, 1(1), 121-135. 

Sun, N., Salama, A., Hussainey, K., & Habbash, M. (2010). Corporate environmental 

disclosure, corporate governance and earnings management. Managerial Auditing 

Journal, 25(7), 679-700. 

Sun, W., Stewart, J., & Pollard, D. (Eds.). (2011). Corporate governance and the global 

financial crisis: International perspectives. Cambridge University Press.    



 
 

  304 
 

Supriyaningsih, S., & Fuad, F. (2016). The Influence of Audit Committee Characteristics 

on Real Earnings Management. Jurnal Akuntansi dan Auditing, 13(1), 61-79. 

Susanto, Y. K., & Pradipta, A. (2016). Corporate governance and real earnings 

management. International Journal of Business, Economics and Law, 9(1), 17-23. 

Susanto, Y. K., & Pradipta, A. (2016). Corporate governance and real earnings 

management. International Journal of Business, Economics and Law, 9(1), 17-23. 

Tabachnick, B.G. & Fidell, L.S (2007). Using multivariate statistics (5th ed). Boston: 

Pearson Education. 

Taheri, F., Asadollahi, S. Y., & Niazian, M. (2014). The impact of institutional ownership 

and managerial ownership, on the relationship between free cash flow and asset 

utilization. Indian Journal of Fundamental and Applied Life Sciences, 4, 895-900. 

Taheri, F., Asadollahi, S. Y., & Niazian, M. (2014). The impact of institutional ownership 

and managerial ownership, on the relationship between free cash flow and asset 

utilization. Indian Journal of Fundamental and Applied Life Sciences, 4, 895-900. 

Talbi, D., Omri, M. A., Guesmi, K., & Ftiti, Z. (2015). The Role Of Board Characteristics 

In Mitigating Management Opportunism: The Case Of Real Earnings 

Management. Journal of Applied Business Research, 31(2), 661-674. 

Taliyang, S. M., & Jusop, M. (2011). Intellectual capital disclosure and corporate 

governance structure: evidence in Malaysia. International Journal of Business and 

Management, 6(12), 109–117. 

Tarraf, H. (2011). The role of corporate governance in the events leading up to the global 

financial crisis: Analysis of aggressive risk-taking. Global Journal Of Business 

Research, 5(4), 1-127 

Teoh, S. H., Welch, I., & Wong, T. J. (1998). Earnings management and the 

underperformance of seasoned equity offerings. Journal of Financial 

economics, 50(1), 63-99. 



 
 

  305 
 

Teshima, N., & Shuto, A. (2008). Managerial ownership and earnings management: 

Theory and empirical evidence from Japan. Journal of International Financial 

Management & Accounting, 19(2), 107-132. 

Thoopsamut, W., & Jaikengkit, A. O. (2009). Audit Committee Characteristics, Audit 

Firm Size and Quarterly Earnings Management in Thailand. In Emerging Issues 

and Challenges in Business & Economics: Selected Contributions from the 8th 

Global Conference . 24(October), 47-70. Firenze University Press. 

Tian, X., Yang, T., & Yu, T. R. (2018). Real earnings management in family firms: 

Evidence from Chinese listed firms. International Journal of Revenue 

Management, 10(2), 77-106. 

Tolulope, I., Uwuigbe, U., Uwuigbe, O. R., Emmanuel, O., Oriabie, S., & Asiriuwa, O. 

(2018). The Effect of Corporate Governance Attributes on Earnings Management: 

A Study of Listed Companies in Nigeria. Academy of Strategic Management 

Journal. 

Tsagem, M. M., Aripin, N., & Ishak, R. (2015). Impact of Working Capital Management, 

Ownership Structure and Board Size on the Profitability of Small and Medium-

sized Entities in Nigeria. International Journal of Economics and Financial 

Issues, 5(special issue), 77-83. 

Tsamenyi, M., Enninful-Adu, E., & Onumah, J. (2007). Disclosure and corporate 

governance in developing countries: Evidence from Ghana. Managerial Auditing 

Journal, 22(3), 319-334. 

Turley, S., & Zaman, M. (2004). The corporate governance effects of audit 

committees. Journal of management and governance, 8(3), 305-332. 

Turner, L. E., Williams, J. P., & Weirich, T. R. (2005). An inside look at auditor 

changes. The CPA Journal, 75(11), 12-21. 

Uadiale, O. M. (2012). Earnings management and corporate governance in 

Nigeria. Research Journal of Finance and Accounting, 3(3), 1-10. 



 
 

  306 
 

 Uwuigbe, U., Peter, D. S., & Oyeniyi, A. (2014). The effects of corporate governance 

mechanisms on earnings management of listed firms in Nigeria. Accounting and 

Management Information Systems, 13(1), 159-174. 

Vafeas, N. (1999). Board meeting frequency and firm performance. Journal of financial 

economics, 53(1), 113-142. 

Vafeas, N. (2005). Audit committees, boards, and the quality of reported 

earnings. Contemporary accounting research, 22(4), 1093-1122. 

Vakilifard, H., & Mortazavi, M. S. (2016). The impact of financial leverage on accrual-

based and real earnings management. International Journal of Academic Research 

in Accounting, Finance and Management Sciences, 6(2), 53-60. 

Vance, S. C. (1983). Corporate leadership: Boards, directors, and strategy. McGraw-Hill 

Companies. 

Velury, U., & Jenkins, D. S. (2006). Institutional ownership and the quality of 

earnings. Journal of Business Research, 59(9), 1043-1051. 

Visvanathan, G. (2008). Corporate governance and real earnings management. Academy 

of Accounting and Financial Studies Journal, 12(1), 9-136. 

Vorst, P. (2016). Real earnings management and long-term operating performance: The 

role of reversals in discretionary investment cuts. The Accounting Review, 91(4), 

1219-1256. 

Wallace, R. O., & Naser, K. (1995). Firm-specific determinants of the comprehensiveness 

of mandatory disclosure in the corporate annual reports of firms listed on the stock 

exchange of Hong Kong. Journal of Accounting and Public policy, 14(4), 311-

368. 

Wallace, R. O., Naser, K., & Mora, A. (1994). The relationship between the 

comprehensiveness of corporate annual reports and firm characteristics in 

Spain. Accounting and business research, 25(97), 41-53. 



 
 

  307 
 

Wang, D. (2006). Founding family ownership and earnings quality. Journal of accounting 

research, 44(3), 619-656. 

Wang, S. (2018). The Effect of CEO Gender on Real Earnings Management. 

Wang, W., & Zheng, K. (2020). Real earnings manipulation and future performance: A 

revisit using quarterly data of firms with debt covenants. Review of Financial 

Economics, 38(1), 76-96. 

Wang, X. (2015). New evidence on real earnings management: An international 

investigation (Doctoral dissertation, Auckland University of Technology). 

Warfield, T. D., Wild, J. J., & Wild, K. L. (1995). Managerial ownership, accounting 

choices, and informativeness of earnings. Journal of accounting and 

economics, 20(1), 61-91. 

Warrad, L., Abed, S., Khriasat, O., & Al-Sheikh, I. (2012). The effect of ownership 

structure on dividend payout policy: Evidence from Jordanian 

context. International Journal of Economics and Finance, 4(2), 187-195. 

Watts, R. L., & Zimmerman, J. L. (1978). Towards a positive theory of the determination 

of accounting standards. Accounting review, 11(1), 112-134. 

Watts, R. L., & Zimmerman, J. L. (1983). Agency problems, auditing, and the theory of 

the firm: Some evidence. The Journal of Law and Economics, 26(3), 613-633. 

Watts, R. L., & Zimmerman, J. L. (1990). Positive accounting theory: a ten year 

perspective. Accounting review, 65(1), 131-156. 

Waweru, N. M., & Riro, G. K. (2013). Corporate governance, firm characteristics and 

earnings management in an emerging economy. Journal of Applied Management 

Accounting Research, 11(1), 43-64. 



 
 

  308 
 

Wei, Y. S., & Chou, S. C. (2018). Corporate entity representatives of business group and 

real earnings management: evidence from Taiwan. Asia-Pacific Journal of 

Accounting & Economics, 1-20. 

WeiL, R. L. (2009). Quality of Earnings and Earnings management. AICPA monograph, 

Retrieved from www. aicpa. Orgdownloadaudcommctr 

Audit_Committee_Quality_of_Earnings. pdf, (February 2009) 

World Bank. (2004), ‘Report on the Observance of Standards and Codes (ROSC): 

Accounting and Auditing Country Assessment, Jordan. Retrieved from  

http://documents.worldbank.org/curated/en/323971468272977829/pdf/350870JO

0REV0Accounting0rosc1aa1jor.pdf 

Xie, B., Davidson, W. N., & DaDalt, P. J. (2003). Earnings management and corporate 

governance: the role of the board and the audit committee. Journal of corporate 

finance, 9(3), 295-316.  

Yang, C. Y., Lai, H. N., & Leing Tan, B. (2008). Managerial ownership structure and 

earnings management. Journal of Financial Reporting and Accounting, 6(1), 35-

53. 

Yang, M. L. (2010). The impact of controlling families and family CEOs on earnings 

management. Family Business Review, 23(3), 266-279. 

Yeo, G. H., Tan, P., Ho, K. W., & Chen, S. S. (2002). Corporate ownership structure and 

the informativeness of earnings. Journal of Business Finance & Accounting, 

29(7‐ 8), 1023-1046. 

Yermack, D. (1996). Higher market valuation of companies with a small board of 

directors. Journal of financial economics, 40(2), 185-211. 

Zang, A. Y. (2011). Evidence on the trade-off between real activities manipulation and 

accrual-based earnings management. The Accounting Review, 87(2), 675-703. 



 
 

  309 
 

Zgarni, I., Halioui, K., & Zehri, F. (2014). Do the characteristics of board of directors 

constrain real earnings management in Emerging Markets?-Evidence from the 

Tunisian Context. IUP Journal of Accounting Research & Audit Practices, 13(1), 

46-61. 

Zhang, L. (2012). Board demographic diversity, independence, and corporate social 

performance. Corporate Governance: The international journal of business in 

society, 12(5), 686-700. 

Zhao, Y., Chen, K. H., Zhang, Y., & Davis, M. (2012). Takeover protection and 

managerial myopia: Evidence from real earnings management. Journal of 

Accounting and Public Policy, 31(1), 109-135. 

Zhong, K., Gribbin, D. W., & Zheng, X. (2007). The effect of monitoring by outside block 

holders on earnings management. Quarterly Journal of Business and Economics, 

46(1), 37-60. 

Zhu, T., Lu, M., Shan, Y., & Zhang, Y. (2015). Accrual-based and real activity earnings 

management at the back door: Evidence from Chinese reverse mergers. Pacific-

Basin Finance Journal, 35, 317-339. 

Zureigat, B. N. I. (2015). Corporate governance and the going concern evaluation of 

Jordanian listed companies at Amman stock exchange. Unpublished PhD Thesis 

Universiti Utara Malaysia. 

Zureigat, Q. M. (2011). The effect of ownership structure on audit quality: Evidence from 

Jordan. International Journal of Business and Social Science, 2(10), 38-46. 

 

 

 

 


	FRONT MATTER
	COPYRIGHT PAGE
	FRONT PAGE
	TITLE PAGE
	CERTIFICATION
	PERMISSION TO USE
	ABSTRACT
	ABSTRAK
	ACKNOWLEDGEMENT
	TABLE OF CONTENTS
	LIST OF TABLES
	LIST OF FIGURES
	TABLE OF ABBREVIATIONS

	MAIN CHAPTER
	CHAPTER ONE INTRODUCTION
	1.1 Background of the Study
	1.2 Problem Statement
	1.3 Research Questions
	1.4 Research Objectives
	1.5 Significance of the Study
	1.5.1 Practical Aspect
	1.5.2 Theoretical Aspect
	1.5.3 Methodological Aspect

	1.6 Scope of the Study
	1.7 Organization of the Study
	1.8 Summary of the Chapter

	CHAPTER TWO LITERATURE REVIEW
	2.1 Introduction
	2.2 Corporate Governance in Jordan
	2.2.1 Timeline of Corporate Governance in Jordan
	2.2.1.1 Jordan Securities Commission (JSC)
	2.2.1.2 Amman Stock Exchange (ASE) and the Securities Depository Center (SDC)
	2.2.1.3 Code of Corporate Governance

	2.2.2 Jordanian Corporate Governance Code (JCGC)

	2.3 Definition of Earnings Management
	2.3.1 Motivations for Earnings Management
	2.3.1.1 Capital Market Incentives
	2.3.1.2 Political Costs
	2.3.1.3 Management Compensation
	2.3.1.4 Lending Contract Motivation
	2.3.1.5 Regulatory Motivation

	2.3.2 Real Earnings Management (REM)
	2.3.2.1 Past Studies on REM


	2.4 Definition of Corporate Governance
	2.4.1 Past Studies on Corporate Governance Mechanisms and REM

	2.5 Board of Directors’ Characteristics and REM
	2.5.1 Board Size and REM
	2.5.2 Board Independence and REM
	2.5.3 Chief Executive Officer (CEO) Duality and REM
	2.5.4 Board Meeting Frequency and REM

	2.6 Audit Committee Characteristics and REM
	2.6.1 Audit Committee Size and REM
	2.6.2 Audit Committee Independence and REM
	2.6.3 Audit Committee Expertise and REM
	2.6.4 Audit Committee Meeting Frequency and REM

	2.7 Ownership Structure and REM
	2.7.1 Block Ownership and REM
	2.7.2 Family Ownership and REM
	2.7.3 Institutional Ownership and REM

	2.8 Managerial Ownership (Moderator Variable)
	2.9 Control Variables: Company Attributes
	2.9.1 Firm Size
	2.9.2 Financial Leverage
	2.9.3 Profitability

	2.10 Underlying Theories
	2.10.1 Agency Theory
	2.10.2 Signaling Theory

	2.11 Summary of the Chapter

	CHAPTER THREE THEORETICAL FRAMEWORK AND HYPOTHESES DEVELOPMENT
	3.1 Introduction
	3.2 Research Framework
	3.3 Hypothesis Development
	3.3.1 Board Size and REM
	3.3.2 Board Independence and REM
	3.3.3 Chief Executive Officer (CEO) Duality and REM
	3.3.4 Board Meeting Frequency and REM
	3.3.5 Audit Committee Size and REM
	3.3.6 Audit Committee Independence and REM
	3.3.7 Audit Committee Expertise and REM
	3.3.8 Audit Committee Meeting Frequency and REM
	3.3.9 Blockholders Ownership and REM
	3.3.10 Family Ownership and REM
	3.3.11 Institutional Ownership and REM
	3.3.12 Managerial Ownership as a Moderator

	3.4 Conclusion

	CHAPTER FOUR RESEARCH METHODOLOGY
	4.1 Introduction
	4.2 Research Design
	4.2.1 Sample
	4.2.2 Data Collection Sources

	4.3 Variables and Measurement
	4.3.1 Measurement of Dependent Variable (Real Earnings Management)
	4.3.2 Measurement of the Independent Variables
	4.3.2.1 Board Size
	4.3.2.2 Board Independence
	4.3.2.3 CEO Duality
	4.3.2.4 Board Meeting Frequency
	4.3.2.5 Audit Committee Size
	4.3.2.6 Audit Committee Independence
	4.3.2.7 Audit Committee Expertise
	4.3.2.8 Audit Committee Meeting Frequency
	4.3.2.9 Blockholder Ownership
	4.3.2.10 Family Ownership
	4.3.2.11 Institutional Ownership

	4.3.3 Measurement of Managerial Ownership (Moderating Variable)
	4.3.4 Measurement of the Control Variables (Firm Attributes)
	4.3.4.1 Firm Size
	4.3.4.2 Financial Leverage
	4.3.4.3 Firm Profitability


	4.4 Techniques of Data Analysis
	4.5 Research Model
	4.6 Hierarchical Regression Model of the Study
	4.7 Summary of the Chapter

	CHAPTER FIVE ANALYSIS AND FINDINGS
	5.1 Introduction
	5.2 Sample and Data Collection
	5.3 REM Measurement
	5.4 Descriptive Analysis
	5.4.1 Descriptive Analysis of Real Earnings Management
	5.4.2 Descriptive Analysis of the Independent Variables

	5.5 Regression Assumptions
	5.5.1 Outliers
	5.5.2 Multicollinearity
	5.5.3 Normality
	5.5.4 Linearity Test
	5.5.5 Autocorrelation
	5.5.6 Heteroscedasticity

	5.6 Regression Analysis and Hypotheses Testing
	5.6.1 Board Characteristics and Real Earnings Management
	5.6.2 Audit Committee and Real Earnings Management
	5.6.3 Ownership Structure and Real Earnings Management
	5.6.4 Results of the Control Variables and Real Earnings Management

	5.7 The Moderating Effect of Managerial Ownership
	5.7.1 Board Characteristics and REM - The Role of Managerial Ownership as a Moderator Variable
	5.7.1.1 Board Size, Managerial Ownership and REM
	5.7.1.2 Board Independence, Managerial Ownership and REM
	5.7.1.3 Chief Executive Officer (CEO) Duality, Managerial Ownership and REM
	5.7.1.4 Board Meeting Frequency, Managerial Ownership and REM

	5.7.2 Moderating Effect of Managerial Ownership on the Relationship between Audit Committee Characteristics and REM
	5.7.2.1 Audit Committee Size, Managerial Ownership and REM
	5.7.2.2 Audit Committee Independence, Managerial Ownership and REM
	5.7.2.3 Audit Committee Expertise, Managerial Ownership and REM
	5.7.2.4 Audit Committee Meeting Frequency, Managerial Ownership and REM


	5.8 Robustness Test
	5.9 Further Analysis on the Dependent Variable (REM)
	5.10 Chapter Summary

	CHAPTER SIX SUMMARY AND CONCLUSION
	6.1 Introduction
	6.2 Overview of the Study
	6.3 Contributions of the Research
	6.3.1 Contributions to the Regulatory Authorities and Policymakers
	6.3.2 Contributions to Financial Statements Users
	6.3.3 Theoretical Contributions

	6.4 Limitations of the Research
	6.5 Recommendations for Future Research
	6.6 Conclusion

	REFERENCES




