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Abstract

Gender diversity of boards and reporting of earnings are two most debated issues in the
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corporate world. In this context, the paper explores how the presence of women directors on
the corporate board influence real earnings management through accretive buyback programs.
Using a sample of 601 firms’ observations that engage in accretive share buyback from
2010-2015, the findings reveal that existence of women directors on the board is associated
with less engagement in accretive share buyback activities. We further find that firms with a
higher number of independent directors are less likely to practice real earnings management
through accretive buyback programs. Our paper contributes to the debate on gender diversity
on boards and its influence on the utilisation of accretive buyback programs as a tool to real
earnings management.

Keywords: Women directors, Board of directors, Real earnings management, Accretive share
buyback, Malaysia
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1. Introduction

In the recent decades, gender diversity on top corporate positions has attracted rising attention
subsequently to financial scandals and legislative reforms. Since researchers have focused on
the pattern of appointing women as directors on the board or as executives, Researchers find
women’s participations on top management level varies across countries. Existing literature
reveals that women on boardrooms are under-represented despite their high participation in
the workforce (Amran et al., 2014). Malaysian authorities in 2004 have required the
public-sector agencies to increase the representation of women on decision-making level to
reach 30 percent. Subsequently, the governance in 2011 protracted the policy and involve
the private sector in the strategy of represented-women to increase the existing of women on
the top management and identify the year 2016 as the date to match the target 30 percent
(The Star, June 27, 2011).

Deloitte (2015) has provided a professional report for gender diversity on board of directors
worldwide. Norway and France have the highest women representative on the board which
accounted about 36.7 and 29.9 percent respectively. Japan has the lowest percentage of
women held seats on board which was about 2.4 percent. Regarding Malaysia, Deloitte's
report (2015) reveals that women represented about 10.4 percent of board seats, which is
slightly less than the average of world rate, which is 12 percent. Recently, in April 2016 FMT
state report on women participation on the boardrooms, which reveals that the presence of
women in top management increase from 8.3 percent to 12.5 percent during 2014. The report
also shows that Malaysia is the second country after Australia 21.9 percent in women
nominated on board of directors (FMT, April 20, 2016).

The literature on boards’ gender diversity commonly supports the argument that
representation of women on the board enhances firm's financial performance (S. M. Adams,
Gupta, & Leeth, 2009; Campbell & Minguez-Vera, 2008; Lam, Mcguinness, & Paulo, 2013).
Regarding board of directors’ effectiveness, prior studies indicate an effective role for gender
diversity in enhancing monitoring tasks and improving decisions quality (R. B. Adams &
Ferreira, 2009; Nielsen & Huse, 2010; Valenti, 2008). Regarding earnings management,
previous studies of Gavious, Segev and Yosef (2012), Peni and Vdhdmaa (2010) and
Krishnan and Parsons (2008), provide evidence that firms with a higher number of women on
the board are less likely to manipulate earnings. Recently, Arun, Almahrog and Ali Aribi
(2015) find that firms with a higher number of women and independent women directors are
adopting restrained earnings management practices.

According to prior studies, managers have several incentives to manage earnings; to
maximise stock price prior to security issuance (Graham, Harvey, & Rajgopal, 2005; S. H.
Teoh, Welch, & Wong, 1998; S. Teoh, Welch, & Wong, 1998) to meet analyst forecasts
(Sitrasellvi Chandren, 2016; Gunny, 2010; Skinner & Sloan, 2002), and to increase
managerial compensation (Cheng & Warfield, 2005; Healy, 1985). Recent literature reveals
that managers using firms’ real activities to manipulate earnings, which directly affect cash
flows (Cohen, Dey, & Lys, 2008; Roychowdhury, 2006; Sun, Lan, & Liu, 2014). Managers
also employ share buyback activities as a tool for managing reported EPS through adjusted
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outstanding shares that represent denominators of EPS equation (Burnett, Cripe, Martin, &
McAllister, 2012; Hribar, Jenkins, & Johnson, 2006). Based on these different views, this
paper examines the association between women directors and real earnings management
through accretive share buyback in Malaysia.

Our paper contributes to the existing literature by focusing on the women serving on the
board of directors as a determinant of accretive buyback activities during the scope of
Malaysian Code of Corporate Governance (MCCG 2012). Previous studies focus on
influence of some firms’ financial characteristics (Farrell, Unlu, & Yu, 2014) and some
governance features such as board of directors, audit quality and managerial ownership (S
Chandren, Ahmad, & Ali, 2015; Farrell, Yu, & Zhang, 2013; Farrell et al., 2014). The
findings of this paper may help policy makers and regulators to draw policy implications on
the importance of existing women on the top management, where the results reveal the
efficacy of women on boardrooms especially in emerging market. It also supports the
orientation of policy makers to increase gender diversity on the top level of decision making.
The paper is organised as follows. The development hypothesis of women directors and
earnings management are set out in Section 2. Section 3 discusses the empirical research
methods used. Section 4 shows the findings and discussions and Section 5 displays the
conclusion.

2 Hypotheses Development

Previous studies report that women are more ethical in the workplace and less likely to
engage in unethical behaviour to gain financial rewards (Betz & Skepard, 1989; Khazanchi,
1995). They argue that The existence of female directors on top management level reduce
information asymmetry between women directors and managers through obtaining voluntary
information as well as better to demonstrate greater ethical behaviour and risk aversion
(Francis, Hasan, Park, & Wu, 2009; Gul, Yu, Fung, & Jaggi, 2009). Byrnes, Miller, and
Schafer (1999) provide evidence that women are less likely to take risks, particularly in the
financial decision environment. Further, Arun et al. (2015) and Powell and Ansic (1997)
indicate that women on top management are more cautious and less aggressive than men in a
variety of decision-making contexts.

Regarding earnings management, prior studies reveal that the quality of earnings is higher for
firms with more women directors (Krishnan & Parsons, 2008; Peni & Vidhdmaa, 2010;
Thiruvadi & Hua-Wei Huang, 2011). Further, Gavious et al. (2012) and Barua, Davidson,
Rama, and Thiruvadi (2010) reveal that firms with women CEOs have fewer earnings
management than those with males, and document a negative relationship between women
executives and earnings management. Liu, Wei, & Xie (2016) provide evidence that that man
CFOs to save their job they aggressively engage in earnings management more than women
CFOs, suggesting that women CFOs are more conservative in financial reporting than their
counterparts from men as well as less involved in earnings management. Based on this view,
we hypothesise that:

Firms with women directors on the board are less likely to engage in real earnings
management through an accretive share buyback.
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3 Methodology
3.1 Sample

Following Hribar et al. (2006), we measure the accretive share buyback as a real earnings
management model. He establishes two steps to distinguish between accretive and
non-accretive buyback activities; Firstly, we begin to remove the impact of buyback activities
from EPS by computing EPS without shares buyback which is called ASIF EPS. The paper
calculates ASIF EPS by estimating the denominator and numerator effects of accretive
shares buyback on EPS as follows:

ASIF_EPS = NI / (Shares outstanding j; +0.5 x Shares issued ) (D)

Where ASIF EPS represents the estimated EPS in the absence of accretive share buybacks,
NI is reported earnings before comprehensive income available to ordinary shareholders for
fiscal year, Shares outstanding j; is the reported number of ordinary shares outstanding, at the
beginning of the firm year, Shares issued i is the actual or estimated number of ordinary
shares issued during a year. The second step is to compute the difference between reported
EPS as presented in financial statement and EPS without shares buyback impact (ASIF EPS).
If the difference between them is a positive value, it is an accretive shares buyback. Based on
prior studies such Burnett et al. (2012), Farrell et al. (2014) and Hribar et al. (2006), shares
buyback is accretive shares buyback when it leads to change in EPS by one cent.

The total number of Malaysian listed firms that engaged in accretive share buyback from
2010 to 2015 is 106 firms based on the Hribar’ model. As displayed in Table 1, we excluded
financial listed firms because they apply different regulatory requirements. Further, we
excluded firms with incomplete data or missing annual report from the sample selected.
These processes yield an ultimate sample consisting of 601 firm year observations with 225
observations of accretive share buybacks (39.1% of the sample) and 374 none-accretive share
buybacks (60.9% of the sample). The information on accretive share buyback, women
directors, independence and size of the board, and Big 4 audit firms are obtained from the
annual reports available on the Bursa Malaysia website. Whereas the other control variables,
ROE, FSIZE, LEV and FCF showed in the model below are collected from Thomson
DataStream. The actual annual EPS data for a year from 2010 — 2015 were obtained from the
annual reports on Bursa Malaysia websites.

Table 1. Sample selection process during the Sample Period

Calculation of 601 observations: Firms year observations.
Accretive buyback firms 2010-2015 106

Less: Financial accretive buyback 5
Non-financial accretive buyback firms 101

Accretive buyback firm’s observations (101 firms *6 606

years)

Less: firms’ observations without prior years’ data 2

Less: unlisted firms’ observations in 2015 3

Total observations for accretive buybacks firms 601
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3.2 Empirical Models
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This paper utilised logistic regression since the dependent variable (ABBD) is a dichotomous
variable. Based on previous studies, this paper uses the following model to examine the
proposed hypothesis.

ABBD = B¢+ B; GENDER + B,BIND + B3 BSIZE + B4 BIG4 + Bs ROE + B FSIZE+ f; LEV

w1+ Ps FCF ey +e (2)

Where

ABBD A dichotomous variable equal 1 for accretive share buyback; 0 otherwise.

GENDER A dichotomous variable equal to one if board of directors contain at least
one women, and zero otherwise;

BIND Percentage of independent directors serving on board of directors scaled by
the board size;

BSIZE The number of directors serving on board of directors;

BIG4 A dichotomous variable equal to one if the firms audited by one of Big4
audit firms, and zero otherwise;

ROE the net income scaled by shareholders’ equity

FSIZE ¢4 Natural log of total assets at the beginning of the year.

LEV ¢4 The ratio of current plus long-term debt to total assets at the beginning of the
year.

FCF ¢4 The ratio of firm’s beginning of the year cash and cash equivalents scaled by

total assets.
4. Findings and discussions
4.1. Descriptive Satistics and Univariate Tests

The descriptive statistics for the women serving on the board variable as well as for the other
control variables are presented in Table II. The table shows the statistics for the entire sample
of 601 observations. The statistics demonstrate that nearly 48 percent of the sample firms
contain women serving on their boardroom during the sample period 2010-2015. Accordingly,
independent directors represent 45 percent of board size which is consistent with the
recommendation of MCCG 2012. The table also reveals that Big 4 audit firms audit about 50
percent of the sample firms.
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Table 2. Descriptive statistics of independent Variables.

Variables Mean Median Std. Dev. Min Max
Number Obs. =601
ABBD 0.3910 0 0.4883 0 1
GENDER 0.4792 0 0.4999 0 1
BIND 0.4544 0.4285 0.1202 0.1667 1
BSIZE 7.4309 7 1.9754 4 14
BIG4 0.5024 1 0.5004 0 1
ROE 0.0999 0.0842 0.3342 -1.1469 7.4308
FSIZE(log) 19.993 19.763 1.6103 16.7523 24.834
LEV 0.1813 0.1649 0.1446 0 0.7601
FCF 0.1622 0.1201 0.1408 -0.0378 0.8801

The following Table 3 shows the Pearson correlation results of independent and control
variables. Results in Table 3 show low coefficient correlations which indicate that less
serious multicollinearity problems between independent variables, where the highest
correlation is 54 percent which is between FSIZE and LEV.

Table 3. Correlation matrix of variables

Variables ABBD GENDER BIND BSIZE BIG4 ROE FSIZE LEV FCF

ABBD 1
GENDER  -0.038 1

BIND -0.090*  -0.26%** 1

BSIZE 0.065 0.28%**  _0.36%** 1

BIG4 -0.021  0.009 -0.15%* 0.09* 1

ROE -0.003  -0.07 -0.058 0.019 0.072 1

FSIZE 0.047 0.13%* -0.056 0.45%**  0.35%%*  0.092 1

LEV -0.028  0.22%**  -0.19%**  (.33***  (.14** -0.027  0.55%** 1

FCF 0.034 -0.09* 0.028 -0.08 -0.060 0.098 -0.18*** 0. 3*** ]

Notes: *, ¥*, *** significant at 10%, 5%, and 1% levels, respectively.
4.2 Multivariate Analysis

The results of panel logistic regression are presented in Table 4, which provide considerable
evidence regarding the tested hypothesis of our paper. As shown in in the table, the
coefficient on the percentage of women serving on the board of directors (GENDER) is
-0.3007 which is significantly negative accretive share buyback (z=-1.65, p < 0.10). The
findings are somewhat consistent with our prediction that the presence of women directors on
firms’ board of directors is less likely to utilise accretive share buyback to manage EPS. The
result is also slightly consistent with the argument that women are more conservative and less
risk tolerance than a man in making decisions related to managing earnings (Ittonen & Peni,
2012; Krishnan & Parsons, 2008; Peni & Védhdmaa, 2010). Practically, the results of this
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paper support the policy of the Malaysian government to increase the presence of women in
decision-making positions to become 30 percent in both public and private sectors.

The findings reveal the association between women on the board of directors and accretive
buyback is significant only at 0.10, which support the outcomes of the reports that reveal the
presence of women in the top management in Malaysia is still under normal level (Delliotte,
2015; FMT, 2016). Regarding control variables, the result also reported a negatively
significant association between accretive share buyback (earnings management proxy) and
board of directors independent (BIND) with t = -2.65 and coefficient at -2.1467, which is
consistent with Siagian and Tresnaningsih (2011) and Xie et al. (2003) who found effective
role of the board independence in constraining earnings management. This empirical
evidence hence supports the role of independent directors as an effective mechanism in
monitoring managers’ behaviours.

However, BSIZE and BIG4 variables have no significant association with accretive share
buyback actions. Consistent with Abdul Latif and Taufil-Mohd (2013), free cash flow (FCF)
has an insignificant relationship which means accretive share buyback activities do not
influence by excess cash flow. Whereas, firm size (z= 2.1, p = 0.036) is significantly positive,
indicating that large firms are more likely to manage earnings through an accretive share
buyback. Finally, the table shows a significantly negative linkage among firms’ leverage and
accretive buyback, suggesting high leverage firms are less likely to increase EPS by share
buyback activities, or firms may use share buyback programs to reach the optimal capital
structure (Dittmar, 2000).

Table 4. Result of multivariate logistic regression

Inde.pendent Coefficient Std. Err. V/ P.value
Variables

Constant -2.3002 1.2869 -1.99 0.047%*
GENDER -0.3007 0.1825 -1.65 0.099*
BIND -2.1467 0.8098 -2.65 0.008***
BSIZE 0.02866 0.0526 0.54 0.586
BIG4 -0.2751 0.1857 -1.48 0.139
ROE -0.18595 0.3043 -0.57 0.568
FSIZE 0.15530 0.0741 2.1 0.036**
LEV -1.40112 0.7659 -1.83 0.067*
FCF 0.35498 0.6402 0.55 0.579
Log likelihood -394.229

LR chi2(8) 15.92

No Obs. 601

Notes: *, ** *** gignificant at 10%, 5%, and 1% levels, respectively. ABBD is a dichotomous
variable equal 1 for accretive share buyback; 0 otherwise.; GENDER is A dichotomous variable equal
to one if board of directors contain at least one women, and zero otherwise; BIND is a percentage of
independent directors serving on the board of directors; BSIZE is the number of directors serving on
the board; BIG4 is a dichotomous variable equal to one if firm is audited by Big4 auditors, and zero
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otherwise; ROE ¢ is return on equity at the beginning of the year ;FSIZE ¢, is the logarithm of the
firm’s total assets at the beginning of the year; LEV . is total debt at the beginning of the year, deflated
by total assets; FCF ¢ is cash and cash equivalent at the beginning of the year, deflated by total assets.

5. Conclusions

The purpose of our paper is to examine the nature of shares buyback activities between
Malaysian listed firms for the years 2010-2015 and to examine whether the existence of
women directors on the board is associated with activities of earnings management through
an accretive share buyback. Using a sample of 601 firms’ observations that engage in
accretive share buyback from 2010-2015, the findings reveal that existing of women directors
serving on the board are associated with less likelihood of accretive share buyback activities.
The outcome shows that women directors are effective in monitoring managers’ actions,
especially regarding earnings management practices. Our results thus are consistent with
previous studies proving the effective monitoring by women directors (Krishnan & Parsons,
2008; Peni & Vidhdmaa, 2010). Further, the results of our paper are consistent with a
Malaysian government orientation to increase the representation of women on boards of
directors to 30 percent.

The findings of our paper may provide input for the policy makers and the regulatory bodies
in Malaysia to pay more attentions for shares buyback programs. In addition to being a tool
for financial policy, managers may use share buyback to manage earnings and shares price.
Our findings also provide implications that support the policy of regulatory bodies to increase
the representation of women on the firms’ boardroom. It further supports MCCG 2012
regarding reinforcing the independence of the board of directors through evidencing effective
role for independent directors in eliminating earnings managements by using accretive share
buyback activities. For future research, academicians could demonstrate deeper on nature of
women involvements on top management such as independent, executives, chairman and
family member. Future studies could also consider the qualities of women representations on
decision making through follow qualitative instruments.
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