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ABSTRACT 

This research paper outlines the summary of the key components of a research study that 

examined earnings management by analyzing the effect of external and internal corporate 

governance mechanisms on earnings management with an emphasis on external factors.  

The focus on corporate governance has been emphasized over the past decade by the 

activities of predators, through corporate collapses, and by previously unimaginable 

strategic developments.  This research study is outlined as follows: research questions 

and hypotheses, comprehensive description of survey methodology, data collection, and 

sampling design.  The research highlights the process of how the study was conducted as 

well as the purpose and importance of the research.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 



vi 
 

ACKNOWLEDGEMENTS 
 

In the name of God, the merciful, the compassionate, all praise be to God, the 

Lord of the worlds.  Prayers and peace be upon Mohammed, his servant and messenger.  

This research study was made possible by the assistance and support of a number of 

people to whom I would like to express my special thanks and appreciation.  One of the 

most important, my primary supervisor, Professor Dr. Roberto Castaneda, gave me his 

utmost support to complete my DBA and encouraged and guided me throughout my 

research.  He shared his great knowledge and offered a great deal of guidance and advice 

which enabled me to complete my dissertation.  His comments and patience undoubtedly 

contributed significantly to the development of this research study.  I know thanks 

wouldn’t be good enough to express my deep appreciation.  I will always remember my 

second supervisor, Dr. Horald O’kere, with deep appreciation.  I am also grateful to my 

son, Yaser, for instilling in me a desire to accomplish my objectives and a commitment to 

complete what I start, however long that may take.  His belief in me and his 

encouragement has given me the motivation for this work, and I would never have 

finished it without his love and support.  Last, but not least, I would like to express my 

special appreciation to my daughter, Yosra, and my granddaughter, Amira, for their love, 

support, and tolerance over the period of this work.  I thank you for your love and for 

being there to encourage and assist me all the way along.  Also, a special thanks to 

Ziehlke,Eric- director of student services and FitzGibbon, Jennifer- Leads academic 

advisor for their help, support and encouragement.  

 
 
 
 



vii 
 

 
 
 

DEDICATION 
 

This effort is dedicated to my beloved son, Yaser, and to my granddaughter, 

Amira, who have struggled to share in my success. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



viii 
 

 

TABLE OF CONTENTS 

                    Page 

TABLE OF TABLES ..........................................................................................................x 

TABLE OF FIGURES ...................................................................................................... xii 

CHAPTER ONE:  INTRODUCTION .................................................................................1 
Problem Background ...........................................................................................................2 
Problem Statement ...............................................................................................................3 
Purpose Statement ................................................................................................................4 
Theoretical Framework ........................................................................................................5 
          Agency Theory...........................................................................................................6 
          Stewardship Theory ...................................................................................................7 
Research Question .............................................................................................................11 
          Hypotheses ...............................................................................................................12 
Significance of the Study ...................................................................................................13 
Nature of the Study ............................................................................................................14 
Definition of Key Terms ....................................................................................................16 
Summary ............................................................................................................................19 
 
CHAPTER TWO:  LITERATURE REVIEW ...................................................................21 
Internal Parties ...................................................................................................................21 
          Board of Directors’ Effect on Earnings Management .............................................23 
          Top Management .....................................................................................................25 
External Parties ..................................................................................................................26 
          Regulatory Agencies ................................................................................................26 
          Investors ...................................................................................................................28 
          Analysts....................................................................................................................29 
Summary ............................................................................................................................32 
 
CHAPTER THREE:  METHODOLOGY .........................................................................33 
Research Design .................................................................................................................33 
          Instrumentation ........................................................................................................35 
Population ..........................................................................................................................37 
Sample/Selection of Subjects .............................................................................................37 
Validity and Reliability ......................................................................................................38 
          Reliability .................................................................................................................39 
          Ensuring Reliability and Validity ............................................................................40 
Data Collection, Processing, and Analysis ........................................................................40 
          Data Analysis ...........................................................................................................41 
Assumptions and Limitations ............................................................................................41 
          Assumptions .............................................................................................................41 
          Limitations ...............................................................................................................43 



ix 
 

Summary ............................................................................................................................43 
 
CHAPTER FOUR:  FINDINGS ........................................................................................46 
Restatement of Purpose and Research Questions ..............................................................47 
          Purpose of the Study ................................................................................................47 
Screening the Data and Reliability Checks of Variables ...................................................48 
          Screening the Data ...................................................................................................48 
          Reliability Checks of Variables ...............................................................................49 
          Results of Reliability Checks ...................................................................................50 
Participants’ Demographics ...............................................................................................51 
          Personal Participants’ Demographics ......................................................................51 
          Professional and Business Demographics ...............................................................54 
Inferential Results of Testing Research Question ..............................................................57 
          Descriptive Statistics of Agreement with Motivations for Earnings Management .58 
Inferential Results of Testing Research Question ..............................................................60 
          Descriptive Statistics of Agreement with Internal Corporate Governance 
          Measures ..................................................................................................................61 
          Results of Testing Research Questions ....................................................................64 
                    Research Question 1 ......................................................................................64 
Inferential Results of Testing Research Question ..............................................................70 
          Descriptive Statistics of Agreement with External Corporate Governance  
          Measures ..................................................................................................................71 
          Results of Testing Research Questions ....................................................................73 
                    Research Question 2 ......................................................................................73 
Inferential Results of Testing Research Question ..............................................................76 
          Descriptive Statistics for the Wilcoxon Signed-Rank Test......................................76 
          Results of Testing Research Questions ....................................................................77 
                    Research Question 3 ......................................................................................77 
Qualitative Results of Testing Research Questions ...........................................................80 
Summary ............................................................................................................................84 
 
CHAPTER FIVE:  DISCUSSION, IMPLICATIONS, RECOMMENDATIONS ............85 
Summary of the Results .....................................................................................................85 
Limitations and Generalizability ........................................................................................92 
Implications for Practice ....................................................................................................93 
Recommendations for Future Research .............................................................................94 
Summary ............................................................................................................................95 
 
REFERENCES ..................................................................................................................97 
 
APPENDIX ......................................................................................................................100 
A.  Questionnaire .............................................................................................................101 
 
 

 



x 
 

 

TABLE OF TABLES 

Table              Page 

 1.  Cronbach’s Alpha Internal Consistency (Reliability) Statistics on Earnings 
Management ...................................................................................................................... 50 

 2.  Participants' Income Demographics .............................................................................53 

 3.  Participants' Screening Question .................................................................................54 

 4.  Participants Position Breakdown .................................................................................55 

 5.  Descriptive Statistics for Level of Agreement with Motivational Factors of Earnings 
Management, N = 33 .........................................................................................................58 

 6.  Table 6 Descriptive Statistics for Level of Agreement with Earnings Management 
Tactics if There Were no Corporate Governance Measures, N = 33 .................................60 

 7.  Level of Agreement Effectiveness of Internal Corporate Governance Mechanisms in 
Place, N = 33 ......................................................................................................................62 

 8.  Level of Agreement that Types of Earnings Management Would Still Occur with 
Internal Corporate Governance Mechanisms in Place, N =33 ...........................................63 

 9.  Spearman’s Correlations Matrix for EM Internal Corporate Governance Scale and 
EM Tactics Scale, N = 33 ..................................................................................................65 

10.  Table 10 Spearman’s Correlations Matrix for EM Internal Corporate Governance 
Scale and EM Tactics Likert Items, N = 33 .......................................................................69 

11.  Level of Agreement Effectiveness of External Corporate Governance Mechanisms in 
Place, N = 33 ......................................................................................................................71 

12.  Level of Agreement that Types of Earnings Management Would Still Occur with 
Internal Corporate Governance Mechanisms in Place, N = 33 ..........................................73 

13.  Spearman’s Correlations Matrix for EM Internal Corporate Governance Scale and 
EM Tactics Scale, N = 33 ..................................................................................................74 

14.  Spearman’s Correlations Matrix for EM External Corporate Governance Scale and 
EM Tactics Likert Items, N = 33 .......................................................................................75 

15.  Descriptive Statistics for Wilcoxon Signed-Rank Test:  Earnings Management 
Scales, N = 33 ....................................................................................................................77 

16.  Statistics for Wilcoxon Signed-Rank Test:  Earnings Management Scales, N = 33 ..78 



xi 
 

17.  Test Statistic for Wilcoxon Signed-Rank test: Earnings Management Scales,  

N = 33 ................................................................................................................................79 

18.  Qualitative Question One: Reported Figures ..............................................................80 

19.  Qualitative Question Two: Earnings Management Motivations ................................80 

20.  Qualitative Question Three: Constraining Earnings Management .............................81 

21.  Qualitative Question Four: Board of Director Role ....................................................81 

22.  Qualitative Question Five: Audit Committee Role .....................................................82 

23.  Qualitative Question Six: Role of Remuneration and Nomination Committees ....... 82 
 
24.  Qualitative Question Six: Role of External Auditors .................................................83 

25.  Qualitative Question Six: Role of Ownership Structure .............................................83 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



xii 
 

 
 
 

TABLE OF FIGURES 
 

Table           Page 

1.  The Accounting Scene and the Relationship between Management and Other 
Stakeholders ...................................................................................................................... 22 
 
2.  The Management Beating Expectations Game  ............................................................30 

3.  Cross-Tabulation of Age and Gender, N = 33  .............................................................51 

4.  Cross-Tabulation of Major by Educational Level, N = 33 ...........................................52 

5.  Distribution of Participants by Region of Residence, N = 14 ......................................53 

6.  Length of Experience, N = 33 .......................................................................................56 

7.  Cross-Tabulation of Job Title by Years of Experience, N = 33 ...................................56 

 

 
 



1 
 

CHAPTER ONE: INTRODUCTION 

Generally, accounting may be described as the process of identifying, measuring, 

recording, and communicating economic information to permit informed judgments and 

decisions by users of that information.  In this sense, accounting may be viewed as the 

link between a company’s economic activities and its decision makers.  These decision-

making factors can be divided into two major categories: external accounting and internal 

accounting.  External accounting provides shareholders with valuable information 

regarding their relationship with the company.  In this sense, external accounting allows 

well-informed investors, lenders, authorities, customers, suppliers, and employees to 

make decisions in regard to their investments and taxes as well as whom to do business 

with, and, in the case of employees, for whom to work.   

In contrast to external accounting, internal accounting relies on a manager’s 

knowledge of the firm to prepare information that gives a true and fair presentation of the 

firm’s financial health and performance (Akers, Giacomino, & Bellovary, 2007).  For the 

information to prove useful to investors it must be relevant and reliable—two 

requirements which accounting regulations attempt to enhance.  Accounting information 

must not only meet the standards of relevance and reliability but must also satisfy the 

benefit/cost constraint.  However, relevance and reliability are often endangered when 

managers, or firms, engage in a phenomenon known as earnings management.  Earnings 

management, in this context, is defined as: 

The use, by managers, of judgment 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.  (Healy & Wahlen, 2009, 
p. 4).   
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Since the late 1990s, public perception of the accounting profession has become 

increasingly negative.  However, this criticism began as early as the 1930s, primarily due 

to fraudulent earnings management.  The first major case of earnings management 

garnering significant attention was the McKesson and Robbins case of 1939.  McKesson 

and Robbins was a pharmaceutical company employing material overstatements of 

accounts receivable and inventories (Lee, 2007).  The company reported $87 million in 

total assets which included $10 million in non-existent inventory and $9 million in 

fictitious accounts receivable.  Later earnings management cases include the bankruptcies 

of Penn Central and Four Seasons Nursing Centers in the mid-1960s, the Equity Funding 

scandal in 1973, and W. T. Grant bankruptcy in 1975 (Putman, Griffin, & Kilgore, 2008).   

Corporate accounting abuses were taken to new extremes between 1995 and 2002.  

During the internet bubble of 2000, it was discovered that Xerox overstated profits by 

$1.4 billion over a four year period.  Twenty other scandals were exposed before the 

passing of the Sarbanes-Oxley Act in 2002.  In 2001, Sunbeam Corporation filed for 

bankruptcy after its Chief Executive Officer (CEO), Al Dunlap, set up liberal reserves in 

1996 to inflate its losses that year (Lee, 2007).  Dunlap then used those reserves to inflate 

earnings in 1997 and 1998, thus portraying a company that had taken a turnaround when 

it was in fact, unprofitable.  During the same period, accounting abuses at Enron, 

WorldCom, and Adelphia were exposed (Ronen & Yaari, 2008).  In response to these and 

other corporate abuses, regulators developed laws and recommendations in order to 

improve the governance of firms. 

Problem Background 

Most of the studies on earnings management seek to explain it in terms of 
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corporate governance.  Corporate governance is the relationship among various 

participants, which determines the direction and performance of a corporation.  The 

primary participants are: the shareholders, the management, and the board of directors.  

Other participants include the employees, customers, suppliers, creditors, debt financiers, 

analysts, auditors, and corporate regulators (Sahlman, 1990).  However, most research to 

date has comprehensively focused on the internal control system of the corporation and to 

what extent the failure of the internal corporate governance structures exaggerated 

earnings management.  For example, Qin (2007) examined the effect of the audit 

committee financial expert on earnings management.   

Problem Statement 

The problem addressed by this study is that it is not known which governance 

mechanisms are effective on which earnings management tactics and which facet of 

corporate governance is more effective in limiting earnings management, internal or 

external.  Financial reporting abuses by companies such as HealthSouth, American 

International Group (AIG), Adelphia, Enron, WorldCom, Global Crossing, and others 

have raised questions about the quality of accounting information.  Terms such as 

earnings management appear in the financial press and media, but they are often used 

loosely to capture a myriad of reporting and accountability concerns.  Earnings 

management continues to be a hotly debated and an increasingly challenging topic today, 

and many studies, such as the one completed by Bens and Johnston (2009), explore how 

earnings management impacts corporate governance.  The studies have been conducted 

during the last decade.  Most of these studies have focused only on one area of the topic, 

such as a specific industry or emerging markets, and many only glance at overall indices 
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for earnings management without distinguishing the characteristics controlled by the 

company itself from those required by the government.  Others use performance ratios 

that do not control for management manipulation (Lee, 2007).   

With such variance in companies, countries, legal systems, and industries, some 

believe that indices are not specific enough to predict performance.  More specifically, 

researchers examine the financials instead of surveying those who engage in earnings 

management.  This leads to conflicting results, which further lead to ineffective measures 

in practice to combat earnings management and also to a gap in the literature.  The focus 

on corporate governance has been emphasized over the past decade because of the 

activities of predators, corporate collapses, and strategic developments that had 

previously been unfathomable (McKee, 2005).  Thus, it becomes crucial to gain insight 

into how external and internal governance mechanisms influence earnings management 

tactics.  This would benefit all the key stakeholders involved in an entity by pinpointing 

the most effective external and internal governance measures to combat earnings 

management.   

Purpose Statement 

The purpose of this experimental within-subjects quantitative study is to examine 

the different aspects of earnings management by analyzing the effect of external and 

internal corporate governance mechanisms on its practice and to see which form of 

corporate governance has a greater impact.  To a lesser extent, another objective of this 

study was to assess which motivations participants view as leading to earnings 

management tactics.  To answer the research questions, a Likert type survey 

questionnaire was used to gauge management responses.  The population was composed 
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of members of top management.  The final sample was composed of 33 participants out 

of a possible 50, who consisted of board members, audit committee members, and 

auditors.  SurveyMonkey was used to find a random sample.  This sampling method is 

appropriate since the study was quantitative in nature.  A posttest only design was used.  

Participants were asked to complete a Likert questionnaire which asked how much they 

agree that certain internal and external corporate governance mechanisms would curtail 

specified earnings management tactics.  The dependent variables consisted of 

participants’ ratings of earnings management tactics within the context of internal and 

external corporate governance mechanisms.  Data for the questionnaire was based on 

previous research which identified internal and external governance mechanisms as well 

as earnings management tactics.  Correlational analysis was used to identify significant 

correlations between Likert scales and items.  The Wilcoxon signed-rank test was used to 

see if the responses were statistically different within corporate governance realms.  

Participants were also asked to complete a semi-structured question portion of the survey 

in order to gain an in-depth knowledge regarding corporate governance and earnings 

management.   

Theoretical Framework 

While theorists posit a clear separation of interests between managers and owners 

at the objective level, this may be debatable, and organizational sociologists would point 

out that what motivates individual calculative action by managers is their personal 

perception.  To the degree that executives feel their future fortunes are bound to their 

current corporate employers, through an expectation of future employment or pension 

rights, then the individual executives may perceive their interests as aligned with that of 
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the corporation and its owners, even in the absence of any shareholding by the executive 

(Roberts, McNulty, & Stiles, 2005).  As such, this study relied on agency theory, which 

fit with the nature and scope of the empirical work. 

Agency Theory 

In policy discussion to date, there has been some tendency to approach the issue 

of firm problems from within a perspective akin to agency theory.  Agency theory 

focuses mostly on conflicts between shareholders (viewed as principals) and management 

(viewed as agents).  The agency theoretical view is that an agent will engage in decisions 

that do not advantage the long-term value of the firm but instead will maximize his utility 

much to the detriment of the principal.  This occurs because most agents (managers) own 

a small portion of the firm and thus keep only part of the returns for their hard work.  

This leads to the agency problem in which the interests of managers and shareholders 

conflict.  If the agent owned 100% of the firm, he would carry out actions that maximize 

his own interests.  However, if the agent sells some of that ownership to outside 

investors, he might not work as vigorously because less of the wealth accrues to the 

owner-agent.  On the other hand, the owner-agent might consume more resources since 

more of the cost is borne by outside investors (Fama & Jensen, 1983).   

An implication of agency theory is that where CEO duality is retained, 

shareholder interests could be protected by aligning the interests of the CEO and the 

shareholders by a suitable incentive scheme for the CEO (i.e. by a system of long-term 

compensation additional to basic salary).  Where the CEO holds the dual role of chair, the 

presence of long term compensation will align the CEO’s interests with shareholders and 

forestall the loss in shareholder benefit which otherwise will result from the dual role 
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(Stearns & Mizruchi, 1993).  Overall, agency theory points out that governance measures 

should be put in place in order to align or control the behavior of managers to the 

interests of the principals.   

Thus, agency yields three hypotheses regarding the role and rewards of the CEO 

(Stearns & Mizruchi, 1993): 

 CEO duality leads to lower returns to shareholders. 

 A long-term compensation scheme for the CEO leads to higher returns to 

shareholders. 

 Where there is CEO duality, long-term compensation for the CEO leads to a 

reduction in the degree to which returns to shareholders are lowered by CEO 

duality. 

 The more corporate governance measures there are the less earnings management 

behavior.   

Stewardship Theory 

An alternative to agency theory is stewardship theory.  Under stewardship theory, 

the executive manager is far from being an opportunistic shirker and essentially wants to 

do a good job, to be a good steward of the corporate assets.  That is, stewardship theory 

denies that the CEO has a deficient motivation.  Thus, stewardship theory would not 

expect long-term compensation to increase returns to the shareholders (Stearns & 

Mizruchi, 1993).  Stewardship theory holds that there is no inherent, general problem of 

executive motivation.  Given the absence of an inner motivational problem among 

executives, there is the question of how far executives can achieve the good corporate 

performance to which they aspire.  Thus, stewardship theory holds that performance 
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variations arise from whether the structural situation in which the executive is located 

facilitates effective action by the executive.  The issue becomes whether or not the 

organization structure helps the executive to formulate and implement plans for high 

corporate performance.  Structures will be facilitative of this goal to the extent that they 

provide clear, consistent role expectations and authorize and empower senior 

management (Silverman, 1970). 

Specifically, as regards the role of CEO, structures will assist attaining superior 

performance by the corporation to the extent that the CEO exercises complete authority 

over the corporation and that the CEO role is unambiguous and unchallenged.  This 

situation is attained more readily where the CEO is also chair of the board.  Power and 

authority are concentrated in one person.  There is no room for doubt as to who has 

authority or responsibility over a particular matter.  Similarly, the expectations about 

corporate leadership will be clearer and more consistent both for subordinate managers 

and for other members of the corporate board.  The organization will enjoy the classic 

benefits of unity of direction and of strong command and control.  Thus, stewardship 

theory focuses not on motivation of the CEO but rather on facilitative, empowering 

structures.  Stewardship theory also holds that fusion of the incumbency of the roles of 

chair and CEO will enhance effectiveness and produce, as result, superior returns to 

shareholders than the separation of the roles of chair and CEO (Stearns & Mizruchi, 

1993).  Overall, stewardship theory leads one to conclude that the fewer corporate 

governance measures there are to manage management behavior, the more productive 

management will be.   

Thus, stewardship theory yields three opposite hypotheses regarding the role and 
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rewards of the CEO. 

 CEO duality leads to higher return to shareholders. 

 A long-term compensation scheme for the CEO has no effect on returns to the 

shareholders. 

 Where there is CEO duality, long-term compensation for the CEO has no effect 

on returns to shareholders. 

 The fewer corporate governance measures there, the fewer earnings management 

behavior occurs.   

Ultimately, the question might not be whether agency theory or stewardship 

theory is more valid.  Each may be valid for some phenomena but not for others.  The 

question is:  what are the switching rules between agency and stewardship theory?  For 

instance, agency theory has been shown to have explanatory value on the questions of 

how firms react to “greenmail” (Kosnik, 1987).  It might be that managers seek to 

maximize organizational performance and shareholder returns, as stewardship theory 

states, so long as the fundamental coalition between managers and owners remains intact, 

that is, the organization is ongoing.  Once the continuation of the organization and 

employment by managers therein is threatened by the possibility of takeover, which 

might dislodge incumbent executives, then managers react to protect their own self-

interest as this is threatened and future organizational prosperity may have no benefits for 

them personally.  Thus, the critical switching factor between agency and stewardship 

theories might be whether the fundamental organizational coalition is secure or 

jeopardized (Blau, 1964: Cyert & March, 1963/1992).   

With respect to stakeholder theory, agency theory can be viewed as a narrower 
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version.  Some might claim that stakeholder theory is too broad and considers many 

stakeholders whose stake might be less than others.  By contrast, in agency theory, it is 

viewed that by focusing on the main stakeholders (shareholders), a trickledown effect is 

created which benefits other stakeholders (Blau, 1964: Cyert & March, 1963/1992). 

For the current study, observations from past scandals tend to support agency 

theory.  For instance, many of the past accounting scandals involved a CEO who had 

majority control of the organization.  This can also be extended to other members of top 

management.  Additionally, in those scandals, many of the corporate governance 

functions were not present: non-independence of the boards, non-independent auditors, 

lenient boards, and frail internal controls.  This notion was even observed in family 

operated firms such as Adelphia in which the CEO had duality and all the control.  The 

result was a collapse of the nation’s fifth largest cable company since the family had 

majority control and used the company as its own personal piggy bank (Barlaup, Drønen, 

& Stuart, 2009).  This conflicts with stewardship theory in that upper management was 

allowed total freedom but still engaged in detrimental behavior.   

As such, the current study rests upon internal and external governance measures 

and earnings management tactics identified in prior literature (Ronen & Yaari, 2008), 

which rested on Agency theory.  The intent is to see if corporate governance measures 

have an effect on earnings management tactics and which measures are more effective: 

internal or external.  However, unlike prior studies which focus on identifying earnings 

management in the financials, this study utilized participants who are familiar with the 

subject matter in order to measure the impact.  That is, the researcher in this study 

assessed the views of the agent to understand the motivations which result in earnings 
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management and which measures are most effective in combating earnings management 

motivations.  Whereas the majority of other studies have been observational, this study is 

experimental.  In this sense, it contributes to the literature on two fronts.  First, a more 

comprehensive picture is revealed, since external factors are also tested.  Second, the 

treatment condition moves from no governance measures to internal governance 

measures to external governance measures, thus identifying which are viewed as most 

effective in combating earnings management.       

 Research Question  

The main research questions for this study are formulated as follows:  

Q1: What is the impact of internal corporate governance mechanisms on earnings 

management tactics? 

Q2: What is the impact of external corporate governance mechanisms on earnings 

management tactics? 

Q3: Which are more effective in deterring earnings management tactics, internal 

or external measures? 

The purpose is to examine earnings management in detail as well as investigate 

the effect of external and internal corporate governance mechanisms on earnings 

management.  Given the emphasis already placed solely on internal corporate forces and 

their relation to earnings management, the study devotes an equal amount of attention to 

external forces.  Thus, the independent variables (IVs) consist of internal corporate 

governance mechanisms and external corporate governance mechanisms.  The dependent 

variables (DVs) consist of the many ways in which earnings management is carried out.  

At the center of the study, the questions directly explore the participant’s attitudes 
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towards the effectiveness of corporate governance measures on short-term earnings 

management.  As such, the aim of the above questions is to analyze the effect of external 

and internal corporate governance mechanisms on the practice of earnings management 

and to what extent the failure of the internal and external corporate governance structures 

exaggerated earnings management.   

Hypotheses 

The underlying research questions were addressed through the testing of three 

hypotheses.  All three hypotheses, which were constructed on the basis of the survey 

questionnaire, are presented.  The participants’ responses were used to address these three 

underlying research questions through inductive analysis of the results.  The research 

hypotheses correspond to items on the survey questionnaire used to address the research 

problem in this study.  The hypotheses were tested to find an answer to the questions 

relative to the conditions which make the firm prepare information that gives a true and 

fair presentation of the firm’s financial health and performance. 

Hypothesis 1 

H1o: Internal corporate governance mechanisms have no effect on earnings management.   

H1a: Internal corporate governance mechanisms have a major effect on earnings 

management. 

Hypothesis 2 

H2o: External corporate governance mechanisms have no effect on earnings 

management.   

H2a: External corporate governance mechanisms have a major effect on earnings 

management. 
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Hypothesis 3 

H3o: There is no difference between the impact of external corporate governance 

measures and internal corporate governance measures.   

H3a: There is a difference between the impact of external corporate governance measures 

and internal corporate governance measures. 

Significance of the Study 

This study should be a significant endeavor in promoting a better understanding 

of the effect of external and internal corporate governance mechanisms on earnings 

management tactics.  Hopefully, it will motivate boards of directors, CEOs, and 

accounting professionals to pay greater attention to the morality of short-term earnings 

management.  Furthermore, this study should be beneficial to the regulatory agencies 

related to corporate governance and earnings management as they employ effective 

utilization of financial statements.  By understanding the proper classification of certain 

elements of financial statements, these regulators and board members can be assured of a 

competitive advantage.  Moreover, this research should provide recommendations on 

how to evaluate the performance of certain institutions in accordance with earnings 

management as well as eliminate misleading presentations of revenue in financial 

statements.   

This research located participants who are familiar with the subject matter and 

who have experience with earnings management tactics within the field.  Additionally, 

incorporating external corporate governance factors shed light on which external factors 

have an effect on earnings management.  This allows those interested in earnings 

management to devote their efforts to areas which are viewed as effective by those within 
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