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ABSTRACT

Energy and utility industry is important in economic system. A high investment is required for such industry.
The investment fund can be raised through the Stock Exchange that requires reliable financial statements. This paper
aims at studying the relationship between executive compensation and business eamings management in the energy
and utility industry. Operating cash flow, income growth rate and retum on total assets are used as controlling variables.
The variation of firm sizes is also controlled. Eamings management calculation employed in this paper is based on the
modified Jones model. The sample size consists of 11 firms running their business over 11 years during 2003 — 2012,
Results show that the executive compensation has negative relation with eamings management. The firm performance
measured by operating cash flow also has negative relation with eamings management. Additionally income growth

rate and retum on total assets have positive relationship with eamings management.
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Variable | Obs | Mean Min Max Std.D
DA 103 0.006 | -0.391 | 0.006 | 0.106
COM 103 | 10.704 8.876 | 12.132 | 0.594
CFO 103 0.134 | -0.030 | 0.600 | 0.109
ROA 103 | 14.888 | -8.510 | 41.720 | 8.713
GRW 103 0.148 | -0.607 1.589 | 0.316
SIZE 103 3.778 | 0.000 | 4.796 | 0.936
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wuIrsensradnafieglugasfidadidniade 0.006
Tnofiddgn -0.391 Agegn 0.006 uazildiu
Deauuanmsgnu 0.106 Ameuunugims feeds
10.704 A1gegn 12.132 A19gn 8.876 warildiu

LﬁENLU‘lJiJ'W]Sﬂ’]‘U 0.594 NFELANUANIINAINTTY

'
a1 o
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A1379% 2 ATAUTUNUSVDIRIMUIIS Pearson
product moment correlation wag Spearman

rank correlation

ar. | DA COM | CFO | GRW | SIZE | ROA

DA | 1.000 | 0.046 |-0.735 [-0.114 |-0.107 [-0.025
(0.641) {(0.000%)|(0.254) {(0.285) {(0.803)

COM| 0.069 | 1.000 | 0.085 0.067**|-0.076*%0.237
(0.490) (0.391) [(0.505) |(0.444) |(0.016%)

CFO |-0.816 |-0.030 | 1.000 | 0.211 |0.007 |0.533

(0.000%)((0.765) (0.033%)[(0.947) |(0.000%)

GRW |-0.056 |-0.255 | 0.122 | 1.000 |0.004 |0.149
(0.575) |(0.009%)[ (0.220) (0.971) (0.133)

SIZE |-0.172 |-0.055 | 0.111 [-0.036 | 1.000 |-0.066
0.083*%)/(0.585) |(0.264) |(0.715) (0.506)

ROA |-0.085 [0.243 | 0.573 | 0.023 [-0.007 | 1.000
(0.395) |(0.014%)[(0.000%)|(0.821) {(0.942)
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correlation wag (Pearson product moment

correlation) 5¥17199M5ING ABULNUADAUNSNE I
(ROA) ﬁ’vﬁmammu@:ﬂ%mi (COM) WAy 0.237
(0.243) §A1 p-value 0.016 (0.014) RUIBAIINTI
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F151N15LAULNU88AVIY (GRW) AUAIRDULYIY
HUIMT (COM) Wiy -0.067 (-0.255) 1A p-value
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-0.735 (-0.816) &A1 p-value  0.000  (0.000)
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DA Coef. t P>It|
CONS 0.266 4.10 0.000
COM -0.019 -3.02 0.003
CFO -1.148 -14.14 0.000
ROA 0.008 8.29 0.000
GRW 0.015 1.84 0.069
SIZE - 0.005 -1.50 0.137

R-squared = 0.899
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(Robustness checks)

DA Coef. t P>lt|

cons 0.070 5.08 0.000
COM-MARKET | - 6.30e-07 -2.19 0.031
CFO| -1.131 -14.64 0.000
ROA 0.007 8.42 0.000
GRW 0.024 2.63 0.010
SIZE - 0.005 -1.59 0.116

R-squared = 0.8916
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