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Daniel Jonathan (Indonesia), Lindrianasari (Indonesia)

DO CEO DUALITY AND FIRM SIZE
INFLUENCE EARNINGS
MANAGEMENT PRACTICES?
EVIDENCE FROM INDONESIAN
MANUFACTURING LISTED FIRMS

Abstract

This study provides empirical evidence on the influence of the corporate governance
structure and firm characteristics on earnings management practices within Indonesia’s
manufacturing sector. Specifically, it examines whether firms with family-linked CEO
duality and varying firm sizes influence the level of discretionary accruals in finan-
cial reporting. Adopting agency theory and positive accounting theory, the study ex-
plores how internal governance alignment and organizational scale relate to manag-
ers earnings management practices. Using a quantitative research approach, the study
analyzes 840 firm-year observations from 140 listed manufacturing companies on the
Indonesia Stock Exchange (IDX) for the period 2018-2023, selected based on data
completeness and analyzed using panel data regression. The manufacturing sector is
chosen due to its economic significance and vulnerability to earnings management in
emerging markets such as Indonesia. The findings reveal that CEO duality, defined as
a familial relationship between the board of directors and commissioners, significantly
reduces earnings management practices, suggesting improved internal monitoring and
interest alignment. In contrast, larger-sized firms are associated with higher levels of
earnings management, possibly due to greater financial complexity and performance
pressure. Other governance mechanisms and financial indicators, such as board size,
audit committee independence, and leverage, are included as control variables. Overall,
the results suggest that targeted governance structures and firm attributes play a cru-
cial role in shaping financial reporting quality, offering practical implications for in-
vestors, regulators, and corporate policymakers concerned with earnings transparency.

Keywords earnings management, corporate governance
mechanism, CEO duality, firm size, leverage,
manufacturing sector

JEL Classification M41, G30, G32, L60

INTRODUCTION

Financial reporting is a fundamental mechanism for ensuring trans-
parency and accountability in corporate decision-making; it also
serves as a key tool for stakeholders to evaluate firm performance,
maintain company value for its shareholders, and support a company’s
sustainability (Golochalova, 2019; Hall, 2024; Haraguchi et al., 2017;
Venugopal et al., 2018). However, managers are frequently pushed to
falsify accounting data to make the company’s financial statement
look better due to the evolving or fluctuating changes in the market
and the tougher competition against competitors (Lopes, 2018). The
existence of these actions is often referred to as earnings management.

Earnings management happens when managers misuse their discre-
tion to influence transactions in the financial accounts, which is done
to deceive stakeholders about the company’s true performance or to
influence contractual outcomes that are based on the information that
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is disclosed (Nguyen et al., 2024; Healy & Wahlen, 1999). Although it is not classified as fraud but rather
the implementation of flexibility in accounting standards using accrual, such practices have diminished
investor confidence in the reliability of accounting information and raised questions regarding the gov-
ernance effectiveness (Cho & Chung, 2022; Lazzem & Jilani, 2018).

Earnings management is one of the concerns in emerging markets, particularly in developing countries
such as Indonesia, specifically in the manufacturing sector. This happens since manufacturing compa-
nies are one of the industrial sectors that play an important role in driving the economy in most devel-
oping countries (Attiah, 2019; Elahinia et al., 2019; Haraguchi et al., 2017). Based on the World Bank in
2022, the manufacturing sector has contributed 16% of the total global Gross Domestic Product (GDP),
which makes it the second largest after the service sector. This shows a significant contribution of the
manufacturing sector to the global economy (World Bank, 2023). At the same time, according to the
Institute for Economic and Social Research in the University of Indonesia, the manufacturing industry
remained the largest contributor to Indonesia’s GDP in 2023, accounting for 19%, exceeding the con-
tribution of other sectors. Earnings management undermines the quality and reliability of the data in
financial statements of that sector, which could cause other possible risks for the development of com-
panies in the future (Le et al., 2021).

Earnings management in this study focuses on two determinants: CEO duality as a part of the gover-
nance mechanism and firm size. CEO duality refers to a situation in which an individual serves as both
the CEO (board of directors) and the board of commissioners (Firdiansjah et al., 2020). While many
countries have started to adopt the CEO separation, such as Indonesia, which includes the use of a two-
board structure that separates the functions between the board of directors and the board of commis-
sioners. According to the structure, the uniqueness of CEO duality in Indonesia can be measured based
on the listed companies that have a family relationship between members of the board of directors and
the board of commissioners. Moreover, the context of such a CEO duality in Indonesia remains under-
explored regarding the influence on earnings management practices. Regarding firm size, it relates to
the scale of a company and is associated with a company having a better internal control mechanism
and audit quality than companies with a smaller scale to minimize earnings management (El Deeb &
Ramadan, 2020). Conversely, Gozali et al. (2021) stated that larger firms engage in earnings manage-
ment practices to meet the expectations of investors and shareholders. It happens because larger firms
typically possess more resources, complex operations, and greater visibility in capital markets, which
may both enable and constrain earnings management depending on context.

The objective of this study is to provide empirical evidence regarding the effect of CEO duality and firm
size on earnings management practices by managers on manufacturing sector companies in Indonesia
from the period 2018-2023. The research gap from previous studies is that there is an inconsistency of
results regarding every variable related to earnings management and whether the act of earnings man-
agement could really provide an actual performance of the company, or just a managerial discretionary
tool to improve the perception of investors and other stakeholders.

1. LITERATURE REVIEW Knowing the factors that influence earnings man-

AND HYPOTHESES agement is becoming more and more important as
DEVELOPMENT business structures get more complex and regula-

tory oversight becomes more stringent. To investi-

gate how one of the governance mechanisms and
Earnings management has emerged as a crucial firm-specific features impact managerial decisions
area of study in financial research due to its ef- aboutearnings management, this literature review
fects on investor confidence, market openness, is based on agency theory and positive accounting
accuracy, and the reliability of financial reporting.  theory.
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Agency theory explains the relationship between
a principal (owner) and an agent (management)
to carry out specific duties or responsibilities on
the principal’s behalf. This authority, given by the
principal, usually leads to agency conflicts where
agents may act in their own interest (Jensen &
Meckling, 1976). This theory suggests that an
agency problem will always exist because of a con-
flict of interest between the principal and the agent.
Agency theory also recognizes that individuals
such as managers will always act opportunistical-
ly, including managing income to increase their
wealth (Boachie & Mensah, 2022). According to
Man (2019), management seeks to influence cor-
porate earnings (earnings management) for a few
reasons, including maximizing their own com-
pensation, avoiding violations of debt covenants,
and avoiding political cost. However, sharehold-
ers (principals) tend to want their interests to be
met, which includes aiming for the highest pos-
sible profits through rising share prices and con-
sistent dividend payments. From that conflict of
interest, there is a tendency that management to
try to do earnings management as an alternative
to provide good financial performance to show
shareholders that they are performing well and
want to receive large management bonuses, while
the actual financial performance is not like that
(Yimenu & Surur, 2019). One of the methods that
is often used by management is accrual earnings
management. Managers use accrual earnings
management strategies to maximize a company’s
performance and strive to influence stakeholders’
perceptions, which are based on financial reports,
which are the main assessment tool used by stake-
holders to assess a company’s success (Al-Shouha
etal., 2024).

Another theory related to earnings management
is the positive accounting theory, which was first
introduced by Watts and Zimmerman. This the-
ory aims to forecast and explain how accounting
procedures are implemented in practice (Patty et
al., 2021). According to Watts and Zimmerman
(1990), there are three hypotheses related to this
positive accounting theory, namely, bonus plans,
debt covenants, and political cost. According
to Saksessia and Firmansyah (2020), the bonus
plan hypothesis tends to encourage manage-
ment to implement earnings management to
meet predetermined profit benchmarks, since

http://dx.doi.org/10.21511/imfi.22(4).2025.10

the bonus awarded to them is based on the tar-
get. According to the debt covenants hypothesis,
businesses that borrow money for riskier initia-
tives must abide by specific requirements which
often related to future profitability to maintain
the financing. This case will incentivize manag-
ers to act opportunistically by selecting account-
ing procedures that do not violate debt covenants
(Lazzem & Jilani, 2018). For the political cost hy-
pothesis, company management tends to report
low earnings of the company to evade political
scrutiny from the government and other parties
(Jananto & Firmansyah, 2019). Other than that,
companies often lower their profits or engage
in earnings management to obtain government
subsidies or lower taxes (Danysh-Hashemi, 2023).

There are some factors that are identified to be in-
fluencing earnings management, such as corpo-
rate governance mechanisms that consist of board
size, audit committee independence, and CEO du-
ality, along with firm size and leverage. However,
the focus of this study is on the CEO duality and
firm size. Then, there is a situation known as CEO
duality that occurs when a member of the board of
directors simultaneously serves as both the CEO
(Chief Executive Officer) and a member of the
board of commissioners (Alves, 2023). This board
structure alludes to Indonesia’s two-tier board
structure and the separation of responsibilities
between the board of directors and the board of
commissioners. In a two-tier board structure, the
board structure is divided into two tiers, with the
board of commissioners as the supervisor of the
board of directors, along with the board of di-
rectors, which acts as an executive (Astami et al.,
2024). The CEO duality needs to be questioned
to determine whether it would affect the perfor-
mance and the quality of reporting of a company.
Additionally, it is indispensable that the board of
commissioners and the board of directors have dis-
tinct responsibilities, with the board of commis-
sioners being responsible for overseeing the board
of directors, while the board of directors (CEO) is
responsible for strategic planning and policy deci-
sions (Alhmood et al., 2020). However, the exis-
tence of CEO duality would undermine the board
of commissioners’ responsibilities to monitor and
regulate the actions and performance of the board
of directors, which would have an impact on the
company’s financial reporting and performance.
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In this study, the CEO duality is adjusted with the
condition of Indonesia, where the same person
cannot serve in both capacities. The term “CEO
duality” refers to the family relationship between
members of the board of directors and the board
of commissioners within the firms. According to
Kitiwong et al. (2025), family control relationships
within a company are frequently seen as their leg-
acy, reputation, and social standing. This might
be seen as an incentive for family members to up-
hold the company’s reputation and the caliber of
its goods and services. This is why CEO duality in
the context of family relationships on the board
of directors and board of commissioners is seen
as less prone to earnings management practices
aimed at protecting their legacy and continuing
the business. The studies by Sehrawat et al. (2019)
and Oussii and Klibi (2023) have shown a positive
significant relationship between CEO duality and
earnings management. Other than that, Alhmood
et al. (2020) and Firdiansjah et al. (2020) have
shown a significant negative relationship between
CEO duality and earnings management.

The next factor is related to firm size. Firm size is
one of the metrics that investors can use to eval-
uate the performance and assets of a company
(Wulandari et al., 2022). The size of a firm could
influence the action of earnings management since
large-sized companies are able to establish better
corporate governance mechanisms, more quali-
fied internal auditors, and more effective internal
control structures than small companies, which
will lead to better quality of corporate financial
disclosures (El Deeb & Ramadan, 2020). Through
this mechanism, large companies are less likely
to engage in earnings management. According to
Prihartono (2018), there are two primary perspec-
tives on the size of companies: Small businesses
typically engage in more earnings management to
gain more investors, while large businesses typi-
cally do earnings management to lower political
expenses (political cost). Also, some large-sized
companies are often involved in earnings man-
agement practices to fulfill the expectations of
investors and shareholders (Ruwanti et al., 2019).
Ghani et al. (2019) and Ruwanti et al. (2019) have
shown a positive and significant relationship be-
tween firm size and earnings management, while
El Deeb and Ramadan (2020) have shown a posi-
tive and insignificant relationship between both.
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On the other side, research by Hendra et al. (2018)
and Gozali et al. (2021) has shown a negative sig-
nificant relationship.

In conclusion, the literature presents conflicting
results about the ways in which business charac-
teristics and one of the key governance mecha-
nisms affect earnings management, underscoring
the need for more study, particularly in develop-
ing nations like Indonesia. This study aims to in-
vestigate the effect of CEO duality and company
size on earnings management for manufacturing
companies listed in Indonesia Stock Exchange. In
line with the literature review and research objec-
tives, the research hypotheses are formulated as
follows:

HI: CEO duality has a negative significant effect
on earnings management.
H2: Firm size has a positive significant effect on

earnings management.

2. DATA AND METHODS

The study uses a quantitative approach to ana-
lyzing the data. The source of data used for this
study is secondary data. The secondary data are
data that are not directly taken from the underly-
ing study source. Thus, the secondary data used in
this study are panel data, which is a combination
of cross-sectional data from manufacturing com-
panies listed on the Indonesia Stock Exchange and
time series data compiled from 2018 to 2023. The
quantitative data used in this study were obtained
from annual financial statements of companies
listed in the manufacturing industry of Indonesia
that were published on the website address (https://
www.idx.co.id/), websites of each company, and
Refinitiv data to which BINUS has subscribed.

In collecting research samples, researchers used a
purposive sampling method. The purposive sam-
pling method can be defined as a non-random
sampling method where the researcher ensures
illustrative quotations by determining a suitable
special frame (Lenaini, 2021). The criteria are
shown in Table 1. Other than that, researchers
also use documentation techniques by collecting
data about related companies through a compa-
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ny’s own website, and also through the website.
The dataset used in this study has been published
through Zenodo and can be accessed through
this repository link: https://doi.org/10.5281/
zenodo.16539414.

Table 1. Sample selection

In conducting data analysis and answering re-
search problems, STATA 14 software was used
to predict the relationship between independent
and dependent variables (Table 2). The data in
the study are panel data, which is a combination

Sample Selection Process

Number
of Samples

Manufacturing companies listed on the Indonesia Stock Exchange (IDX)

Total Samples

140

Table 2. Measurement of variables

Variable

Calculation

Independent Variables

i In its measurement, this CEO duality variable uses a dummy variable. In this case, a value of 1 is indicated

CEO Duality (CD) when board of directors has a family

relationship with the board of commissioners and a value of 0 when

there is no board of directors has a family relationship with the board of commissioners.

Firm Size (FS)

Firm Size: Ln Total Asset

Control Variables

Number of Board of Commissioners

Board Size (BS) Board Size =

-100%

Number of Board of Commissioners + Number of Board of Directors

Audit Committee
Independence (ACI)

%Au

Leverage (LEV)

Debt to Asset Ratio =

Total Liabilities

-100%
Total asset

Dependent Variable

i 4 stages of the modified Jones Model:

%Stage 1
i 1. Calculating total accruals using the

cash flow approach:

TAH‘ = NIU - CFO(I

Explanation: TAC, — Total Accruals, NI, —Net income, CFO, — Cash Flow from Operations

?étage 2 of the modified Jones Model:
i 2. Calculating the coefficients for B1,

TAC,
TA

it=1

Earnings Management (EM)

divided into four stages of Re ,,,,,,,,,,

ir=ﬂ‘

Explanation: TAC, — (Total Accruals), TA,,
anges in Receivable, PPE, — Property, Plant and Equipment, e, —error term

B2, and B3 from the regression on total accruals:

(F )5

_, — (Total Assets for the year before), AREV, — Changes in

1

T4

it=1

AREV:I
TAil*l

i

calculations i Stage 3 of the modified Jones Model:

3. Calculate non-discretionary accruals (NDA) with the equation:

1
NDTAC, = j,
T

AREV, —AREC, PPE,
— |+ B ———————— |+ B — |+&,
it-1 TAit 1 TAU 1

Explanation: NDTAC, — Non-Discretionary Accruals, TA_ — Total Assets for the year before, B, B,, B, —

fitted coefficient from the regression,
i —Property, Plant and Equipment, €, —

,,,,,,,,,, it.

AREV, - Changes in Revenue, AREC, — Changes in Receivable, PPE,
error term

Stage 4 of the modified Jones Model:
i Calculate discretionary accruals (DA)

DTAC, =(TAC, / TA, ,)— NDTAC,

Explanation: DATC, — Discretionary Accruals

http://dx.doi.org/10.21511/imfi.22(4).2025.10
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of cross-sectional data and time series data. This
study uses a panel data regression model with the
following equation:

EM, =a+BCD, + B,FS, + B,BS,
+B,ACL, + BLEV, + ¢,

©)

where EM - earnings management, a — constant,
B - coeflicient of regression, BS - board size, ACI —
Audit Committee Independence, CD - CEO
Duality, FS - Firm Size, LEV - leverage, € — error
term, i — company, and t - time period (2018-2023).

3. RESULTS AND DISCUSSION

Descriptive statistical analysis in this study consisted
of the mean, maximum, minimum, and standard
deviation values (Table 3). Each variable’s mean val-
ue indicates its average value, its maximum value
indicates its highest value, its minimum value indi-
cates its lowest value, and the standard deviation val-
ue indicates the degree of variation in the data from
the variable’s average value. An explanation of the
variable under this test is aided by these values. The
descriptive data on the table above shows that earn-
ings management (discretionary accruals) using the
absolute value mean is shown as the number 0.066
and standard deviation of 0.082 (relatively small),
which suggests that most firms’ earnings manage-
ment practices are not extreme and prefer conserva-
tive financial reporting.

CEO duality shows a mean of 0.34 and a standard
deviation of 0.47, which means that almost 34% of
the companies in the samples have a CEO dual-
ity or the board of directors that is family related
to the board of commissioners. The amount of
standard deviation is higher than average, which
means the variation of the data is not uniform.
Firm size shows a mean of 0.0021 and a standard
deviation of 0.0003 after data transformation (1/

Table 3. Descriptive statistics

x/2) to avoid the multicollinearity problem. This
also means that the firm size variable is less varied
after the transformation of data, since the stan-
dard deviation is lower than the average (mean).

For the board size variable, it shows the mean of
13.76 and a standard deviation of 12.27, which
means that suggests significant differences in the
size of boards between different companies, with
some firms having very small boards and others
much larger. This amount of board size happens
because the data are transformed by using this
equation (1/x73) to avoid the multicollinearity
problem. For the audit committee independence
variable, it shows a mean of 29.14 and a standard
deviation of 12.38. This amount of mean happens
because the data are transformed to (x/3) to avoid
the multicollinearity problem, which is the num-
ber of audit committee members that is indepen-
dent, ranging from 2-5 persons for every company.
After the data transformation, the standard de-
viation also shows 12.19, indicating a variation of
the audit committee independence number in the
sample. Leverage shows a mean of 0.53 and a stan-
dard deviation of 0.516, which means that overall
across all samples, it shows that the average of 54%
of company assets is financed by debt, which is
relatively common for the company. The standard
deviation is lower than the average, which shows
the leverage data is less varied.

3.1. Regression model selection test

The regression model selection test was used to de-
termine the most appropriate panel data model by
comparing the common effect model, fixed effect
model, and random effect model. To determine
the best model, the Chow test and the Hausman
test were carried out through the process.

The Chow test is used to choose between the
Common Effect Model and the Fixed Effect Model.

Variable Observation Minimum Maximum Mean Standard Deviation
o EM 84.0. o 0.000125”5. 1.181.3”1.9“ 0.06580§ 0.0824725
cD 0.3380952 0.473343
S 000139 | 00029529 . 00021465 0.000304
BS 2.744 125 13.76901 12.27886
LA LB O 1252914008 1238061
LEV 840 0.0024803 : 5.522268 0.5286509 0.5166359
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If the value of p < a, the model chosen to estimate
panel data is the Fixed Effect Model, while if the
value of p > a, the model chosen to estimate panel
data is the Common Effect Model (Table 4).

Table 4. Chow test

Model Prob > F

3.2. Classical assumption test

The classic assumption test in this study consists
of a normality test, a multicollinearity test, a het-
eroscedasticity test, and an autocorrelation test.

Table 7. Normality test

Chow Test 0.0000

Based on the results of the Chow test, the prob-
ability value (Prob>F) is 0.0000, which indicates
that this value is smaller than the significance val-
ue of 0.05, which also means that HI is accepted,
meaning the better model is the fixed effect model.
Henceforth, the Hausman test will be performed
to determine the best model between the random
effect model and the fixed effect model.

The Hausman test is used to choose between the
Random Effect Model and the Fixed Effect Model.
If the value of p < a (0.05), the model chosen to
estimate panel data is a fixed effect model, while
if the value of p > a (0.05), the model chosen to
estimate panel data is a random effect model
(Table 5).

Table 5. Hausman test

Model
Hausman Test

Prob > Chi2
0.1489

Based on the Hausman test results, the probability
value (Prob>Chi2) is 0.1489, which indicates that
this value is higher than the significance value of
0.05 (0.1489 > 0.05). Thus, it can be concluded that
the best model, after conducting the Hausman test,
is the random effect model. The next step is to con-
duct the LM test to determine the best model be-
tween the random effect model and the common
effect model.

Table 6. Breusch and Pagan Lagrangian multiplier
(LM test)

Model
Lagrangian Multiplier Test

Prob > Chi2
0.0000

Based on the results of the LM test, the probability
value (Prob>Chi2) is 0.0000, which indicates this
value is lower than the significance value of 0.05
(0.0000 < 0.05) and HI is accepted. So, it can be
concluded that the best model by the LM test is
the random effect model (Table 6).

http://dx.doi.org/10.21511/imfi.22(4).2025.10

Model
Shapiro-Wilk Test

Prob >Z
0.0000

Based on the results of the normality test (Table
7) carried out using the Shapiro-Wilk test, it was
found that the probability value was 0.0000 < 0.05,
which means that HI is accepted, and the data are
not normally distributed. However, since the sam-
ple size used for this study is 750, which is greater
than 30, which is the same criterion used in the
central limit theorem assumptions, this means
the large sample size of this study could be catego-
rized as normally distributed.

Table 8. Multicollinearity test

ACI LEV

. ¢ | FS BS
€D 10000 E

© 00041
01737
-0.0876
£ -0.1091

1.0000
£ -0.0100

01132
0.0110

A
LEV

| -0.0976 _ 1.0000

This study also uses a correlation test between
variables, as shown in Table 8. Based on the re-
sults of the multicollinearity test in Table 8, the
correlation value of each of the two independent
variables shows that there is no multicollinearity
because the correlation value between all of them
is not showing a value of >0.9 or <-0.9.

Table 9. VIF test

Variable VIF 1/VIF
S 809 0123648
ACI 5.56 0.179839
B 228 0437782
LRV 2.04 0489725 .
cD : 1.56 0.639143

Apart from that, the study also used the VIF value
to assess multicollinearity. The VIF value for the
firm size is 8.09, the VIF value for the number of
audit committee variables is 5.56, the VIF value
for the board size variable is 2.28, the VIF value for
the leverage is 2.04, and the VIF value for the CEO
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Duality is 1.56. Based on the results of the VIF val-
ues, it can be concluded that there is no multicol-

linearity because the VIF value of each variable is
< 10 (Table 9).

Table 10. Autocorrelation test

Model
Wooldridge Test

Prob > F
0.0170

Based on the Woolridge test results above, the
probability value (Prob>F) shows a number lower
than 0.05, or HI is accepted; it is concluded that
there is an autocorrelation problem in the research
model. This autocorrelation problem will be
solved by using PCSE (Panel-Corrected Standard
Errors) (Table 10). PCSE helps to address the au-
tocorrelation problem by using a method that ad-
justs for temporal correlations among cross-sec-
tional units, incorporating autocorrelation in the
estimation of model coefficients with a weighted
approach for the computation of standard errors
(Moundigbaye et al., 2018).

Table 11. Heteroskedasticity test

Model
Breusch-Pagan/Cook-Weisberg Test

Prob > Chi2
0.0000

Based on the results of the heteroskedasticity test
using the Modified Wald test, the probability val-
ue (Prob > Chi2) is 0.000. This means that HO is
rejected and HI is accepted. Thus, it indicates a
heteroskedasticity problem. The existence of au-
tocorrelation will be fixed by using PCSE (Panel-
Corrected Standard Errors) in hypothesis testing.
According to Moundigbaye et al. (2018), the use of
panel-corrected standard error allows groupwise
heteroskedasticity, which helps generate better es-
timates of the standard error that accurately repre-
sent the heterogeneity within the data to solve the
heteroskedasticity problem (Table 11).

3.3. Hypothesis testing

Table 12. Estimation results

Result

Variable §Coefﬁcient Z-statistic§ P> [Z]

cD -0.0113602 | -4.24 i 0.000 : H1isSupported
FS | 46.89603 @ 935 . 0000 | H2isSupported
8BS 1000000109 000 . 099%
b
LV 0.0133098 004
Constant -0.0299121 | “ o000
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Based on the results of the t-test (Table 12) using
Panel-Corrected Standard Error, the CEO dual-
ity coefficient value is negative. The CEO dual-
ity variable has a probability value of 0.000. This
value is lower than the significance value of 0.05,
which means it has significance for earnings
management. Thus, the CEO duality variable
has a negative and significant effect on earnings
management, which means H1 is supported. For
the second variable, which is firm size, the coef-
ficient is positive. The firm size variable has a
probability value of 0.000. This value is lower
than the significance value of 0.05, so H2 is sup-
ported. Thus, the firm size variable has a positive
and significant effect on earnings management.

Next, as for the control variables — board size,
audit committee independence, and leverage -
the board size coeflicient value is positive. The
probability value of the board size variable is
0.996. This value is higher than the significance
value of 0.05, so it means board size has a posi-
tive but insignificant effect on earnings manage-
ment. For the second control variable, which is
audit committee independence, the coefficient
is negative. The audit committee independence
variable has a probability value of 0.118. This
value is higher than the significance value of
0.05, so it means the number of audit committee
variables has a negative and insignificant effect
on earnings management. For the third con-
trol variable, which is leverage, the coeflicient is
positive. The leverage variable has a probability
value of 0.064. This value is higher than the sig-
nificance value of 0.05, so it means the leverage
variable has a positive but insignificant effect on
earnings management.

Table 13. F-test result

F-Test

135.2
0.0000

F-statistic

Prob (F-statistic)

The F-test was conducted to determine the effect
of the independent variables simultaneously on
the dependent variable (Table 13). In this study,
the F-test was used to determine the effect of all
variables on earnings management. Based on the
F-test results, the probability value (F-statistic) is
0.000, which is less than the significance value of
5% (0.000). These results indicate that all the in-
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dependent variables simultaneously affect the de-
pendent variable, which is earnings management.

Table 14. Coefficient of determination

Coefficient of Determination
: 0.0455

R-Square

Based on the result, the adjusted R-square value
is 0.0455 (4.55%) (Table 14). These results indicate
that independent variables, which consist of CEO
duality, firm size, board size, audit committee in-
dependence, and leverage, affect the earnings man-
agement practices by 4.55%. Meanwhile, 95.45%
earnings management is influenced by variables
other than board size, audit committee indepen-
dence, CEO duality, firm size, and leverage.

4. DISCUSSION

Based on the regression results, CEO duality has
a negative and significant influence on earnings
management practices, which supports the first
hypothesis of the study. This finding suggests
that the CEO duality, which is a firm that con-
sists of a board of directors and a board of com-
missioners that is family related, tends to reduce
earnings management practices since family
control over both governance bodies may reduce
the incentive for earnings manipulation due to
stronger internal oversight and alignment of in-
terests. The result of this study is consistent with
those of Alhmood et al. (2020) and Firdiansjah
et al. (2020), which also state that there is a nega-
tive and significant relationship between CEO
duality and earnings management. The result
also aligns with Kitiwong et al’s (2025) state-
ment regarding family relationships in the con-
trol of the company, often viewed as the legacy
or reputation to be maintained. This happens by
reducing the tendency of earnings management
practices to protect a company’s reputation and
maintain a continuous business. The findings
also support the positive accounting theory pro-
posed by Watts and Zimmerman (1990) regard-
ing the political cost hypothesis, where a CEO
duality based on family relationship tends to
protect company reputation and long-term value
by avoiding confrontation with external parties
such as regulators or tax authorities, thus opting
for more conservative financial reporting.
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The next result is regarding the firm size, which
shows a positive and significant influence on
earnings management practice, which sup-
ports the second hypothesis of the study. This
means that larger firms tend to have more com-
plex operations and, under a greater market
expectation, may provide the incentive to en-
gage in earnings management practices in their
financial reporting. The result of this study is
aligned with Ghani et al. (2019) and Ruwanti
et al. (2019), who also state that there is a posi-
tive and significant relationship between firm
size and earnings management. This indicates
that larger firms are more likely to engage in
earnings management practices, possibly due
to greater complexity in financial reporting and
higher pressure to meet the performance expec-
tations of stakeholders. The result also supports
the political cost hypothesis under positive ac-
counting theory, which states that large firms
may reduce their reported profit to avoid pub-
lic attention or regulatory scrutiny (Kimouche,
2022). Other governance and related control
variables, such as board size, audit committee
independence, and leverage, show an insignifi-
cant effect in constraining and promoting earn-
ings management practices. This also implies
that without robust institutional enforcement,
formal structures of the company are insuffi-
cient to guarantee reporting quality.

Furthermore, this study contributes to the liter-
ature by showing how context greatly influences
the effect of firm characteristics and governance
mechanisms. The findings suggest that family
engagement in two-tier board structures may
improve accountability, challenging the widely
held belief that CEO duality weakens oversight
between company board members. Similarly, a
larger company scale does not always guaran-
tee better financial reporting quality; instead,
it could create conflicting incentives that could
lead to earnings management practices more
likely. This study also expands the agency the-
ory by Jensen and Meckling (1976) and positive
accounting theory by Watts and Zimmerman
(1990), which tackles the complication and
highlights how contextual factors and corpo-
rate governance structures influence financial
reporting practices.
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CONCLUSION

This study aims to find empirical evidence about the effect of corporate governance mechanisms, which
consist of board size, audit committee independence, and CEO duality, along with firm size and leverage, on
the earnings management practices (accruals) in manufacturing companies listed on the Indonesia Stock
Exchange (IDX) for 2018-2023. The total sample in this study is 840 observations consisting of 140 compa-
nies. Based on the results of the tests using panel data regression that have been carried out, it was found that
CEO duality has a negative and significant effect on earnings management, which means the appearance of
CEO duality would lower the act of earnings management since the conflict of interest is minimized because
of a family-related relationship on the board of directors and commissioners. On the other hand, firm size
shows a positive and significant effect on earnings management, which shows that larger firm size would in-
crease the earnings management act, because of meeting stakeholder expectations and due to the complexity
of financial reporting. The control variables — board size, audit committee independence, and leverage — do
not show a significant effect on earnings management; these results indicate that these three variables would
not affect the tendency of earnings management practices.

This paper is, however, subject to limitations. First, it focuses solely on Indonesian manufacturing firms listed
on the stock exchange, limiting the generalizability of findings to other industries or regions. Second, finan-
cial data used for calculating discretionary accruals and other variables may contain incompleteness, in-
consistencies, and erroneous reporting. Third, the independent variables explain only 4.55% of the variance,
indicating the potential influence of other unexamined factors. Based on the results and the limitations of the
study, it is advisable to conduct further research to gather a more comprehensive understanding regarding
how earnings management affecti the quality of financial reporting in the Indonesia Stock Exchange. This
could include increasing the number of research samples by increasing the number of companies or sec-
tors and the study period, so that the research sample can provide a more representative picture regarding
earnings management. It is also advisable to explore other factors that could affect earnings management
practices, such as related party transactions, debt covenant violations, and financial distress, to find out their
effect on financial reporting quality.
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