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This Script writting takes the title of The Relationship Between Earnings
Management and Information asymmetry as a Moderating Variable Good Corporate
Governance Mechanism (Empirical studies in Banking Company Listed in Indonesian Stock
Exchange (IDX) 2008-2010). This Script writting is divided into six chapters, consisting of
Chapter 1 introduction, Chapter II Literature Review, Chapter III Research Metodology,
Chapter 1V Data Descriptive, Chapter V The Analysis Result, Chapter 1V Conclusion.

Data used in this thesis is the secondary data obtained from the Pusat Referensi Pasar
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ABSTRACT

This research aims to examine the influence of asymmetry information with earnings
management and good corporate governance mechanism as a moderatimg variables. This
research is designed as a empirical study. The population of this research are public
Indonesian banking firms in 2008 until 2010. Which are used 54 samples with purposive
sampling method. The test use Assumption classic test, normality test with Kolmogorov-
Smirnov Test, heteroskedasticity test with scatterplots, multicolinearity test with VIF test and
Pearson correlation test, autocorrelation test with Durbin-Watson test.

The hypothesis result using regression test between earnings management and
asymmetry information show that there is no significant effect. Furthermore, the second
hypothesis which is the R square test show that corporate governance mechanism as a
moderating variable which are managerial ownership, proportion of independent
commissioner, meetings frequency of audit committee could be moderate the relationship
between asymmetry information and earnings management.

’\

Keywords : asymmetry information, earnings management, good corporate governo/
mechanism - R
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CHAPTER]

INTRODUCTION

I.1 RESEARCH BACKGROUND

Development of contemporary accounting is one of them to justify the use of
Agency Theory in positive accounting. Agency Theory is usually viewed as a
conflict of interest in accounting and corporate. A theory explaining the relationship
between principals and agents, example company's executives. In this relationship
the principal delegates or hires an agent to perform work. The theory attempts
to dealwith two specific problems first, that the goals of the principal and agent are
not in conflict (agency problem), and second, that the principal and

agent reconcile different tolerances for risk.

Manager of the company knowing better of internal information and prospects
of companies in the future than the owners. Therefore, as the manager, the manager
is obliged to provide signals about the condition of the company to the owner.
Signals given can be done through the disclosure of accounting information such as
financial statements. However, sometimes the information submitted is not

acceptable according to the company's actual condition.

This condition is known as the information that is asymmetric information.
Asymmetry information occurs because the manager is superior in the control of
information than other parties (owners). Asymmetry between management (dgent)

with the owner (principal) provide an opportunity for managers to act



opportunistically, for example personal gain. In terms of financial reporting,
managers can perform earnings management to mislead the owners on the

economic performance of companies.

Earnings management actions have been raised in a few cases reporting
accounting scandal that is widely known, such as Enron, Merck, WorldCom and the
majority of other companies in the United States (Cornett et al, 2006). In the case of
Enron, for example, one impact is very clear that the harm done to investors from
the collapse of a very dramatic value of the shares of the price per share of U.S. §
30 to only U.S. $ 10 in two weeks. The question that then arises is why a world-
class companies can suffer a very tragic thing to declare bankruptcy even after the
results of financial audit of the company declared "unconditional reasonable"
(Aljjoyo, 2003). Some cases that occurred in Indonesia, such as PT. Lippo Tbk and
PT. Kimia Farma Tbk also involves financial reporting which originated from the

detected manipulation (Gideon, 2005).

Indonesia's banking crisis that began in late 1997 not merely caused by the
economic crisis, but also not caused by the implementation of good corporate
governance and ethics underlying. Therefore, efforts to restore confidence in the
banking sector through restructuring and recapitalization of Indonesia can only
have long-term and fundamental impact if accompanied by three other important
measures are: (i) Adherence to the precautionary principle, (i) Implementation of

good corporate governance, and (iii) the effective supervision of the Authority

Bank supervisors.



Good corporate governance system is a good of linkages among stakeholders
that the company used to establish and oversee the strategic direction and business
performance of an organization. In practice the GCG is a written reference
(guidelines) on the agreement among the stakeholders in identifying and
formulating decisions in an effective and coordinated strategic (Hitt et.al, 2000).
With the provision of these guidelines can then be built mutual trust between
company owners and corporate leaders (Board of Directors and top level
managers). In order to monitoring the performance of the company and safeguard
the interests of the owners of capital in a professional manner, then the owner of the

company, appoints the commissioner to seated on the Board of Commissioners.

In terms defined by the Office of State Enterprises Minister, corporate
governance is seen as an effective decision-making process derived from the firms
culture, ethics, values, systems, business processes, policies and organizational
structure, all of which aim to encourage and support enterprise development,
natural resource management and risk more efficiently and effectively with
corporate accountability to shareholders and relevant stakeholders. Become
increasingly clear from this description of the concept of good corporate
governance will bring benefits to the creation of value for holders of various parties

(stakeholders), including shareholders, trustees, creditors, governments and

employees.

Banks due to the different characteristics with other industries. The banking
industry has tighter regulation compared with other industries. Bank Indonesia uses

the financial statements as the basis in determining the status of a bank (if bank is a
3



bank that is healthy or not). Therefore, managers have an incentive to make profit
management company so, they can meet the criteria required by the BI. Earnings
management of the bank in Indonesia have to fullfil the criteria of the BI. Setiawati
and Na'im (2001) argued that the financial statements have been prepared by the
management can lead to distortions in the allocation of funds. In addition, the
banking industry is a "trust” industry. If investor confidence is reduced due to the
financial statements are usual because the act of earnings management, then they
will withdraw the funds together which can result in rush. Therefore, need a
mechanism to minimize earnings management conducted by the banking company.
One mechanism that can be used is the practice of corporate governance. Therefore,
this study examined the effect of corporate governance mechanisms on earnings
management in Indonesia. This study examined the mechanism of corporate
governance: Managerial Ownership, the proportion of the independent
commissioners, and the meetings frequency’s of audit committees on earnings

management practices conducted by the banking company in Indonesia.

The research was conducted on the basis of previous research conducted by
Adhika Wisnumurti (2010) who conducted research on Corporate Governance
Influence on the relationship between Asimetry Information with Practice Earnings
Management on banking companies on the Stock Exchange. and the results of these
studies indicate that the size of the audit commitice able 0 moderate the
relationship between information asymmetry and eamings management, but the
board composition and size of the board of commissioners are not able to moderate
the relationship between information asymmewny and camings management. From

4



research conducted by Adhika (2010) researchers want to change the Corporate
Governance Mechanisme to determine whether Managerial Ownership, the
proportion of Independent Commissioner's and the frequency of the Audit
Committee could be able to moderate the relationship between information

asymmetry and Earnings Management.

According to the explanations above the writters interested to do the research
with tittle “The Relationship between Asymmetry Information and Earnings
Management as a Moderating variable Good Corporate Governance Mechanism
(Empirical study in Banking Company Listed in Indonesian Stock Exchange (IDX)

2008-2010).

1.2 Problem Statement

1. Are the Asymetry Information has significan influence to the Earnings

Management?

2. Are Managerial Ownership, The Proportion of Independent Commissioners
and Meeting’s frequency of Audit Committee have an influence on relationship

between the asymmetry of information with the occurrence of earnings

management practices?



1.3 Reserach Objective
The purpose of this study are to obtain the evidence Empirical against:
1. Testing the influence of Asymetry Information to the Earnings Management

2. Testing the influence of Managerial Ownership, Proportion of Independent
Commissioner, and Meeting’s frequency of Audit committee on the
relationship between Asymetry Information with the occurance of Earnings

Management practices.
1.4 Research Benefit
This research can give the benefits for :
1. Investor

Can give the information about company’s condition especially about Earnings
Management, Asymetry Information, and the Good Corporate Mechanism to

be useful to facilitate investment decision making

2. Company

Can provide information of the extent to which influence the effectiveness of
corporate governance in adding or reducing the information asymmetry

relationship with earnings management practices that occurred in the company.



3. Academia

Provides information related to the Asymetry Information, Earnings

Management and the Good Corporate Governance Mechanism
4. Next Researchers

The results of this study are expected to contribute to theory development,

especially relating to corporate governance in the perspective of agency theory.
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