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States, Sino-Forest Corporation in Canada, Olympus
Corporation in Japan, Anglo Irish bank in Ireland) show that
corporate governance alone might not be able to withhold
directors from earnings management behavior.
Thus, to tackle this issue, we conduct a study to understand
motives behind earnings management. We use survey
instrument and focus our sample on directors sitting on the
board of Malaysian public listed companies. Our decision is
based on the importance of director‟s role in assessing
company policy on earnings guidance and other
forward-looking information [9]. As earnings play a very
important role in determining share price, director often face
incentives and feel pressured to meet others and their own
pre-determined target [10].
The rest of the study is organized as follows. The second
section of this paper discusses the literature on this area of
study. The third section describes the methodology
employed. The fourth section discusses the results. The
conclusion and future research are set out in section five.

Abstract—This paper provides evidence on the motives for
directors to manage earnings. Adapting theory of reasoned
actions, we examine three different motives (i.e. altruistic,
speculative, and pressure from affiliated parties) for directors
to manage earnings. We find that the primary motive for
directors to be involved in earnings management activity is
derived from altruistic motivation, which refers to the motive
that involves concern about the benefits of company. Directors
work hard to meet market expectations and are more
concerned about their company’s reputation rather than their
own personal benefits.
Index Terms—Directors, earnings management, motivation.

I. INTRODUCTION
Earnings management practices raise important issue
facing the accounting profession. This issue has grown
tremendously for the past two decades and continues to be of
interest to academics and standard setters [1]-[2]. The
interests in examining earnings management is grounded in
the assumption that this behavior misleads financial
statement users and sometimes are precursors of more serious
activities such as fraudulent financial reporting [3]. Although
many countries have emphasized on the role of good
corporate governance practices in reducing the risk of
earnings management behavior, it is nevertheless a global
phenomenon. Managers are still engaged in earnings
management [4]. Despite the importance of this area of
research, difficulty in differentiating between management‟s
true belief and management‟s intent to manipulate earnings
remains a challenge for archival empirical research to
convincingly document earnings management behavior [5].
One of the main roles of directors is to monitor and
constrain earnings management [6]. Their role as the apex of
corporate governance systems is crucial to the success and
survival of the firms. Past studies recognize the importance of
boards as a crucial internal control mechanism and suggest
that an effective board helps mitigate earnings management
activities [6]-[8]. Though ample empirical evidence
concludes that effective boards help reduce earnings
management, the earnings management issues never end.
Accounting scandals such as Satyam Computer Services in
India and many others (e.g. Lehman Brothers in United

II. LITERATURE REVIEW
Reference [11] state that earnings management may occur
‘…when managers use 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.’
Additionally, [12] suggests that „…when management’s
number-choice is made with an eye to its effect on net or
comprehensive income, it is engaging earnings
management’. In other words, earnings management can be
defined as manipulating reported earnings so that they
inaccurately present economic earnings [13].
Past studies suggest that there are different underlying
motives for firms to engage in earnings management.
According to [4], altruistic motivation, speculative
motivation, and pressure from affiliated parties are three
different motives that normally drive earnings management.
Altruistic motivation refers to personal perceptions and
behavior tendencies in earnings management for the benefits
of companies [4]. Examples are to avoid loss of confidence
by employees and banks, to prevent a drop in company share
prices, to reduce tax burdens, to proceed with the
development of important projects, and to reach the threshold
of public listings. According to [10], managers feel pressured
to meet earnings projections because market tends to punish
companies that fail to meet analysts‟ expectations. Findings
from a survey by [5] report that eighty percent of chief
financial officers choose to decrease discretionary
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expenditures when faced with the possibility of earnings
falling below the company desired earnings target. The
executives surveyed believe that hitting earnings benchmarks
builds market credibility and helps to maintain or increase the
stock price of their companies.
Motivation for earnings management can also stem from
speculative motivation, which refers to the motive of
deriving personal gains [4]. The intention to manage earnings
may possibly arise from the need to increase personal
bonuses and remunerations, to gain opportunities for
promotion, and to meet annual profit targets. As noted by
[14], shareholders commonly use earnings directly as a basis
for awarding bonuses and indirectly as a reference points for
awarding executive stock options for senior managers. Study
by [13] finds that managers smooth earnings when their
compensation contract is tied to firm performance. Similarly,
[15] report that managers tend to use earnings management to
boost their compensation.
Tendency to manage earnings may also be due to
requirements from other parties such as supervisors,
colleagues, accountants, shareholders, creditors, or analysts
[4]. Pressures from affiliated parties, which may arise from
either opinion or request, may give a great tendency for
managers to manage earnings. In a review of earnings
management in China, [16] document that controlling
shareholders are reluctant to see their company being delisted
from the Chinese Stock Exchange. Due to that, there are
strong incentives for earnings manipulation. In the setting
where ownership structure is highly concentrated such as in
China, the motive for managers to manipulate earnings is
driven mainly for the benefit of controlling shareholders.

III. RESEARCH METHOD
To gather data regarding the motivations for earnings
management, a questionnaire survey was conducted. The
survey instrument was based on the 27 potential questionable
earnings management intention (measured by Likert 5-point
scales) designed by [17]. The questionnaires were issued to
directors of the sample firms through the mail in October
2012. The sample firms were ramdomly selected from a list
of public listed companies on the Bursa Malaysia website. A
total of 300 questionnaires were mailed. The respondents
were given 3 month to complete and return the questionnaire
to researcher. Out of the 300 questionnaires, 31 valid
questionnaires were returned and used for discussions. The
collected data was analysed using the Statistical Package for
the Social Science (SPSS) software.
In interpreting the motives for involvement in earnings
management behaviour, our study adapts the theory of
reasoned action [18]. There are two constructs under this
theory; attitude towards behaviour and subjective norms. The
attitude towards behaviour construct incorporates the
individual‟s belief about the likelihood that the behaviour
will result in a particular outcome and the person‟s evaluation
of that outcome. The subjective norm construct is the
conviction of particular referents and individual‟s incentive
to obey with the referents [17]. Altruistic and speculative
motivations can be classified into attitude towards behaviour
construct while pressure from affiliated parties falls under

subjective norms construct.

IV. RESULTS AND DISCUSSION

Descriptive items

TABLE I: DESCRIPTIVE STATISTIC
Frequenc
Per
Valid
y
cent
Per cent

Cumulative
Per cent

Gender
Male
Female

24
6

77.4
19.4

77.4
19.4

77.4
100

Age
30 or under
31-40
41-50
51 or older
No answer

3
8
7
12
1

9.7
25.8
22.6
38.7
3.2

9.7
25.8
22.6
38.7
3.2

9.7
35.5
58.1
96.8
100

Race
Malay
Chinese
No Answer

20
9
2

64.5
29.0
6.5

64.5
29.0
6.5

64.5
93.5
100

Highest education
First degree
Master degree
Others
No Answer

15
6
9
1

48.4
19.4
29
3.2

48.4
19.4
29
3.2

48.4
67.8
96.8
100

Professional qualification
Yes
No

14
17

45.2
54.8

45.2
54.8

45.2
100

Position in company
CEO
Executive directors
Independent directors
Others

1
10
7
13

3.2
32.3
22.6
41.9

3.2
32.3
22.6
41.9

3.2
35.5
58.1
100

Current position
10 or under
11-20
No answer

21
5
5

67.7
16.1
16.1

67.7
16.1
16.1

67.7
83.8
100

Percentage of total assets
owned in the company
0 percent
Less than 1 percent
More than 5 percent
No answer

6
6
1
18

19.4
19.4
3.2
58

19.4
19.4
3.2
58

19.4
38.8
42
100

6
7
4
2
2
10

19.4
22.6
12.9
6.5
6.5
32.2

19.4
22.6
12.9
6.5
6.5
32.1

19.4
42
54.9
61.4
67.9
100

19
11
1

61.3
35.5
3.2

61.3
35.5
3.2

61.3
96.8
100

Compensation
Less than RM100,000
RM100,000-RM299,000
RM300,000-RM599,000
RM600,000-RM999,000
RM1,000,000 and above
No answer
Involved in decision
making
Yes
No
No answer

Based on Table I, 24 (77.4 %) of the respondents are male
and 6 (19.4%) are female. With regards to age, the youngest
respondent is 27 years old while the oldest is 76 years old.
More than half of the respondents are Malay (64.5%). For the
highest education, 15 (48.4%) out of the 31 respondents have
a first degree and the remaining respondents have either a
masters degree (19.4%) or other professional qualifications
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(29%).
10 (32.3%) out of the 31 respondents are executive
directors, 7 (22.6%) are independent non-executive directors
while the remaining respondents are in other categories, i.e.
finance manager, account manager; 14 (45.2%). The
respondents have been serving in their current position for a
period ranged between 1 to 20 years. A majority of the
respondents have less than 1 percent of total assets ownership
in the company. Meanwhile, 6 respondents (19.4%) receive a
compensation of less than RM100,000, 7 respondents
(22.6%) receive between RM100,000 - RM299,000, 4
respondents (12.9%) receive between RM300,000 RM599,000 and 4 respondents (12.9%) receive a
compensation greater than RM600,000 a year for 2011.
Interestingly, 19 (61.3%) of the respondents have been
involved in decisions that touch upon earnings management
during their tenure.

Items

V. CONCLUSION
Our study documents evidence on motives for directors to
manage earnings. Our study contributes to earnings
management research on the behavioural perspective which
is not observable through archival empirical research. Using
survey instruments, our results indicate that the primary
motive for directors to manage earnings is to meet market
expectations and to satisfy other parties rather than for their
own benefit. Results of our study support [5] by indicating
that manager are willing to give up real economic value to
manage earnings for the purpose of meeting analysts and
investors‟ expectations. The findings of our study are useful
in assisting the regulators in efforts towards enhancing the
quality of the reported financial information. Any regulatory
approach must consider that there are underlying motives
behind directors‟ inclination to manage earnings. Future
research can add more to these findings, for example by
looking at the perspective of other parties such as the
preparers of financial statement as well as the auditors.

TABLE II: RESULTS OF STATISTICS
Altruistic
Speculative
Pressure from
motivation
motivation
affiliated parties.

Mean

2.3902

1.9548

2.1425

Std.
deviation

0.5589

0.8209

0.7859
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