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Ahbstract

Purpose - Jomt board mesagement mestngs brmg boards of diectors and top maagement teans together to
ahare information and dismuss company matters. The authaors inveatigate whether these joint meetings are
assocmted with hipher agency costs o information sharing benefits i the contest of firm earnings
AT EMENT,

Desipgn/methodology/approach - Using poblicly disclosed dam on the freguency of joint board
marggemen! meetings in Indoessn firms, the aothors eximine the relitionship between joint board
management meetings and eunings mamgement diring 2010-2017,

Findings — The authors find that mooe joint board ramspement meetmgs are assocsiled with lower esrnings
management. This 2 consi@tent with nmt board management meetings providing net mformation sharing
benefms, Additional testing indicates that the results are the stronaest when firms hold more pint board
management megtmgs than regular board meetings,

Originalityvalue - The findings supeest that inaddition o holding remiar board and audit committes
meetmgs, formal meetings between boards of directors and top management teams are beneficial to
ahareholders by resmicting opportunistic accoumiing chaoices by firm management,

Keywords Board of directors, Corporate povermance. Eamings management, Manogement, Meetings
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1. Introduction

Around the world, policyn@kers have required firms to ncrease the imdependence of ther
boards of directors and to form audit committees that are independent from firm
management. For example, the Sarbanes-Oxley Act in the USA and Australia’s Corporate
Governance Pringiples and Recommendations require boards of directors to be majority
independent and audit commitiess to be comprised solely of independent or non-executive
directors. Similar guidance also exists i Belgium, Canada, Finland, France, Italy,
Luxembourg, New Zealand, Pakistan, Russia, Smgapore, South Africa, Switzerland and
the United Kingdom [1]. This ensures that boards of directors can perform their monitoring
and advising functions without tndue influence or pressure from firm management,

In support of this agenda, a large Dlerature based on agency theory shows that higher
board independence and fewer connections between board members and management are
associated with better shareholder outcomes, Higher board independence has been linked to
ek Bk o iy less financial statement frand, moeased disclosure and transparency, and higher fimm
Vil 10y L 3082 performiance (Dechow efal, 1996, Abbott of &l , 2004; Cheng and Courtenay, 2006; Weir ¢f al,
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CEQ (Klein, 2002k; Mohd Saleh of al, 2007; Bronson ¢ al, 20089; Bruvnseels and
Cardinaels, 2014).

Boards of directors and audit committees, however, alsorely ot information provided by
firm management to perform their monitoring duties (Adams and Ferreira, 2007; Chen et al,,
2015). By reducing the presénce of executives on the board and removing the formal
involvement of management on audit committees, vital channels of communication between
firm management and directors have been lost. As a result, information sharing between
management and the board now takes place through a mix of different channels, such as
comversations with management outside of meeting=s or inviting executives to attend
particular board and committee meetings (Lawler and Fimegold, 2006; Johns ton and Nowland,
2017; Hoitash and Mlatchvan, 2019),

While we expect that substantial information sharing between boards of directors and top
mumnagernent exists m different formal and informal settings, it s difficult to find publicly
disclosed data about these interactions. In this study we utilize data disclosed by Indonesian
firms to mvestigate a formal channel for closer board management mteraction, joint board of
director and top management team meetings. While an increasing number of markets require
fitms 1o disclose data about their number of board of director meetings and/or top
management meetings, Indonesia is the only market where firms also disclose data on the
number of joint board management meetings, Of course, we expect similar nteractions
between boards and management to be ocourring in other markets around the world, but data
from other markets 15, so far, not forthcoming, This 15 why Indonesia provides a unique
setting to start mvestigating these types of interactions between boards of directors and top
management,

Using publicly disclnsed data from Indomesian firms we separately identify regular hoard
of director meetings and joint board management meetings. As an example, the 2007 annual
report of Garuda Indonesia shows the company held 9 regular board meetings and 40 joint
board management meetings durning the year [2] These jomt board management meetings
are formal meetings where directors and top executives (e.g, CEOQ, CFO, heads of business
units and heads of business funetions) meet to share information and discuss relevant topics,
such as company performance, planming and budgeting, compensation and hiring, capital
raisings, corporate governance polices, and business unit performance evaluation and
reporting (3}

In & prior study, Agustia ¢f ol (2022) show that these types of joint board management
meetings are beneficial to shareholders as they are associated with higher firm performance.
However, we do not kmow 1f this higher firm performance is due to benefits from hetter
strategic decisionmaking or a reduction in agency costs, In this paper, we concentrate on the
monitoring aspect of jomt board management meetings. We otilize accrual-based eamings
managEment s our measure to investigate whether joint board management meetings are
associated with higher or lower eamings management.

Ininvestigating this relationship betweéen joint board management meetings and eamings
management, we consider two competing hypotheses, First, based on agency theory, the
managentent power lpvpothess proposes that joint-board management meetmgs are another
avenue for the top management team to exert therr power and infleence over the board of
directars, resulting in decision-making that favors management and may not he m the best
interests of shareholders. This is expected to be associated with increased agency costs and
higher earnings management. Second, the imformation siaring Ivpothesis proposes that joint
hoard management meetings enhance the flow of information between top executives and the
board of directors. This enhanced iformation on topics such as the fimn's business
operations and accounting practices, allows the board to learn more about and ask more
mtensive questions about the firm's operations. This results 1n more effective monitoring of
nenagers and lower earnings management,
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Examining the fiéquency of joint board management meetings in Indonesian firms
during 20102017, we find that more joint board management mestings are associated
with lower earnings management. This includes reductions in both incoime- increasing and
income-decreasing accruals, These results are consistent with the fnformation sharving
bypothesis, which proposes that jont board management meetings are beneficial to
shareholders as they enhance information flow between firm management and the board
of directors, This enhanced information flow allows the board of directors to conduct
more elfective monitoring of (he activities of management, resulling m lower eamings
management.

Further testing toaddress endogeneity issues, by using a two-stage mstrumental varable
approach and change analysis, confirms the negative relationship between joint board
management meetings and camings management, but with a lower level of significance,
When we examine the particiafir number of joint board management meetings, we find that
our results are the strongest when firms hold more joint board management meetings than
regular board meetings: In summary, our findings suggest that in addition to holding regular
board and audit committee meetings, formal meetings between boards of directors and top
management teams are beneficial to shareholders by restricling opportunistic acocounting
choices,

2. Literature review and hypotheses

Prior research has examined the frequency of board of director meetings, committee meetings
and top management team meetings. These studies propose that a higher number of board
and committes meetings require corporate directors to expend more time and effort in their
directorial duties, which should mdoresse the effectiveness of the monitoring and advising
functions of the board. In support of thi=s argument, Vafeas (1999 and Hrck and
Chidambaran (2010) both show that & higher number of board meetings are associated with
better [irm performance, Hogue ef al (2013) show that more audil and remuneration
commiittee meetings are linked to higher returm on assets. Mohd Saleh of @l (2007) show that
more audit committes meetings are associated with lower eamings management. In addition
Rovell (2020) explains that CED time 15 a scavee resource and that the tvpe of m.ﬂmgumem
meetings held and the time spent in these meetings is dependent on the characteristics of the
top management team,

In Indonesia, recent studies have also investigated the effectiveness of board of director
and top management team mestings. AlMuzali and lsmail (2015) nvestigate the
relationships between board meeting effectiveness, board diversity and mtellectual capital
performance. Harvmawan ¢f af (2020) find that move top management team meetings reflect
effective effort by management to enhance company performance, Sutarti ef al (2021)
examing the mteractions between top management team meetings, age diverzity and firm
performance,

These prior studies, however, examine the meetings of the board of directors and firm
management separately. That 15, they use board and committee meetings to measure the
activity of the board of directors, and top management team meetings to measure the
activities of management. The only other study to investigate joint meetings of the board
of directors and top management s Agustia of of (2022), They show thatl these types of
joint board management meetings are associated with higher firm performance. However,
we do not know if this higher firm performance is because joint meetings allow for
better strategic decision-making or reduced agency costs from more intense momtoring,
In this paper, we progress the literature by investigating the monitoring aspect of joint
board management meetings through their association with higher or lower eamings
nanagemerit,




2.1 Agency theary and management power lypothesis

Prioe literature on board of director and ziudit committee independence from management has
been heavily based on dgency theary, Agency theory argies that firm managers may exercise
their own selfanterest, to the detriment of shareholders (Jensen and Meckling, 1976). One avenue
to reduce agency costs is to strengthen the effectivensss of corporate governance mechanisms,
such as the board of directors, in offsetting the infTuence of management (Fama and Jensen,
1983), Agency theory suggests that independent directors are maore lilkely to make efficient and
unbiased corporate decisions and enbance monitoring of Brmmanagement (Byrd and Hickman,
1962 Anderson mnd Rech, 2004). Prior studies show that more independent boards are
associated with less financial statement fraud, meveased disclosure and transparency, less
consuniption of private benefits by management, and higher firm performmnce Dechow of af,
1996; Abbott of al, 2004; Cheng and Courtenay, 2006; Wer ef af, 2002),

With respect to fmancial reporting outcomes, boards are advized to delegate the
responsibility to monitor frm managenent o anaudit committee. Audit commitiees that are
independent from management are expected to be more effective in overseeing the financial
report ing process, particularly m combatting inappropriate eamings management distorting
the true financial performance of compaiies (Levitt, 1998), Prior research onaudit commitiees
has shown that accounting quality i= positively related to the independence of audit
committees, and that accounting quality is higher when the CEO is not involved in the
selection of auditiGhmmittee members (Klein, 20023, Bedard of ai, 2004; Vafeas, 2005; Mohd
Saleh ef al, 2007; Bronson of al, 2009; Carcello of af, 2011; Bruynzeels and Cardinaels, 2014).

In practice, regulators have also pushed for greater independence of boards of directos
and audit committees. The Sarbanes-Oxdey Act in the USA requires boards of directors to be
majority independent and audit committees to be comprised solely of independent directors.
Similar guidance also exists in Australia, Belgium, Canada, Finland, France, Italy,
Luxembourg, New Zealand, Paldstan, Russia, Singapore, South Africa, Switzerland and
the United Kingdom. ASX (2019) specifially states that "having a majority of mdependent
directors makes it harder for any mdvidual or small group of individuals to dominate the
buosrd’s decision-making and maximizes the likelihood that the decisions of the board will
reflect the best interests of the entity as a whole and not be biased towards the interests of
management or any other person or group”,

In this study we investigate a new channel for closer board management interaction, joint
board of director and top management team meetings, These joint meetings allow for greater
interaction between boards of directors and top management leams in a formal setting,
Agency theory suggests that these meetings could be a mechanism for management to exert
their influence over the board. The more frequently that boards and top management teams
meet, the more opportunity that arses for management to exert their influence and promote
their own personal interests.

We call this line of reasoning the management power ivpathests. This assumes that greater
interaction between boards of directors and top management teams, in the form ol more _'|uLnt
board management meetings, = associated with higher agency costs and more earmings
management. Agency costs are higher as jomnt board mapagement meetings provide
management with another channel to exert their power over the board of directors. For
example, by controlling the agenda items and therefore the mformation provided and
discussed al meetings, This reduces the elfectiveness of the independent oversight of the
bosrd of directors in monitoring management behavior, resulting in decision-making that
favors the interests of the top management team and may not be in the best interests of
shareholders, This suboptimal decision making s then reflected in greater earnings
management. Based on this hypothesis, we make the following prediction;

HI. Joint board management meetings are positively related to eamings management.
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2.2 Information sharing hvpothesis

An alternative explanation for joint board mansgement meetings s that they enhance
mnformation sharing between firm mamagement and bosrds of divectors. The push for greater
board and audit committee mdependence has reduced the presence of executives at these
meetings and has restricted 33tal channels of communication between firm management and
directors, The consequence is that inforngation sharing between management and the board
now takes place through a mix of different channels, such asconversations with management
ottside of meetings or inviting executives to attend particolar board and commitiee meetings
(Lawler and Finegold, 2006; Johnston and Nowland, 2017; Hoitash and Mlrtchvan, 2019),

Jomt board management meetings are a solution to this esue as they are formal meetings
where directors and top executives meet to share information and discuss relevant issues, If
management are forthcoming with valid dnd up-to-date information at joint board
nunagement meetings, then this allows the board of directors to more effectively
undertake their monitoring and advising voles, resulting in stronger momtoring and more
effective strategic decision-malking. In this study, we focus on the monitoring aspect of joint
meetings, which is expected o produce higher quality accounting outeomes for firms.

Prioe studies sugwest that greater information exchange betwesn management and the board
15 expected to increase the intensity of monitoring by the board and its audit committes (Adams
and Ferveara, 2007, Chen et al, 2015). We propose that jomt board namspement meetings allow for
mureased monitormg by the board as they both enhance the board's access to company
mformation and provide the board with greater opportunity to question management activities,

As anexample, the 2017 amnmual report of Garuda Indonesia shows the agenda items at their
ot board management meetings include presentations and discussions on planming and
budgeting (at the start of the vear), ongoing company performance reports (each month during
the vear) and business unit performance evaluation {at the end of the vear). This frequent
provision and discussion of information about the activities of the company's business units
and about overall company performance means the board ismaore actively involved in both the
budgeting and performance evaluation processes. Thus, joint meetings have moreased
the board’s access to more detailed and up-to-date information from management about the
ongoing activities of the company, This greater access to information means the board i=more
mformed about the operations of the business and therefore better able to understand and
monitor the activities of management, For example, if management tries to use opportunistic
acoounting estimates to meet their budgeted benchmark or qualidfy for a higher level of
compensation, this is more likely 1o be identibed and questioned by the board

In addition, joint meetings provide a more regular forum for directors and managers to
gather together. This provides directors with incessed opportunity to gquestion the
mformation provided by management and to ask more specific guestions about firm
operations and accounting choices. For example, directors could question the choices made
by management or request additional information about the consolidation of subsidiaries,
classification of leagses, recognition of off-balance-sheet items, depreciation choices on capital
assets, recurring versus discontinued operations, capitalization of research and development
costs, and so on. Jomt meetings therefore provide greater opportunty for momtoring of
management by providing additional access to firm managers.

Thus, the mformation sharing explanation proposes that joint board management
meelings are beneficial to shareholders as they enhance information fow between firm
management and the board of directors. This enhanced information flow allows the board of
directors to conduct more effective monitoring of the activities of management, resulting in
lower earmings management. Therefore, based on the information sharing hypothesis,
we make the following prediction:

H2 Joint board management meetings are negatively related to earnings management,




3. Data and variables
3.1 Sample
This study uses data from Indonesia as this is the only market that publicly discloses data on
formally scheduled joint meetings of boards of directors and top management teams, The
initial sample used in this study conists of all public companies listed on the Indonesian
Stock Exchange during 2010-2017. Financial data is obtained from the ORBIS database.
Data about meetings and other corporate govemance variables are hand-collected from
company annual reports, We exclude companies from the financial assurance and real estate
mdustry (I 6) because of the different nature of their financial reporting and exclude any
observations with missing data. Our final sample includes 1,128 firmeyear observabions,
Table 1 provides an overview of the sample by industry and year. The sample increases
from 97 chservations in 2010 to 185 observations in 2017, With respect to industry, the
highest mumber of observations come from Comstruction Industries (343), Transportation,
Communications and Utilities (211), Manufacturing (168) and Mining (150} The smallest
number of observations are from Health, Legal and Edvucation Services (26) and Agriculture,
Forestry and Fisheries (59).

a2 Vanabde definilions

In Indonesia, companies have a board of commissioners and a board of directors. The board
of commissioners supervises company management and includes independent members,
meaning it functions the same as a board of directors in olher markets. The board of directors
in Indonesian companies is comprised of company executives and is generally referred to as
the top management team in other marketz. To ensure consistency with prior studies from
around the world, we label boards of commissioners in Indonesia as boards of directors inour
study, and boards of directors in Indonesia as top management teams in our study [4].

We measure earnings manapement using the absolute value of discretionary acoruals
from the Larcker, Kothan and Modified Jones models (Larcker and Richardson, 2004; Kothari
ef al, 2005: Dechow ef al, 1995), The Modified Jones model estimates total aceruals based on
the mverse of total assets, change n revenue adusted for change in recevables, and net
property plant and equipment. The Kothan moedel meludes a performance adjustment by
adding return on assets as another factor m the accruals model, The Larcker model adds
proxies for growth and operating cashflows (o the acarual estimation model
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Year

Induistry 2010 2011 H12 2003 )4 015 A6 2017 Total
(SIC () A griculture, forestry and 4 [ 4 ] 7 1 10 4 L
fisheries

{SIC 1) Mining 13 13 19 18 14 14 2 28 150
{SIC 2) Constroction industries 30 3 18 A4 349 18 i 51 BN
{SIC 3 Manufacturing e 27 26 14 14 2l 14 18 168
(SIC 4) Transportation, L 15 21 25 32 M B Bl 211

Commurnications and Utilities

{SIC 3) Whobesale & retail irade 140 T B 8 0 12 14 15 B
{SIC 7) Service indusires 7 8 8 H 11 13 15 18 By
{SIC 8) Heakh, legal, and educational 0 3 2 3 3 4 7 6 26
sorvres & consuling

Total o7y 111 1396 130 120 16l 179 185 1,124

Table 1.

Note(s): This mble shows the sample distribution by industry and year for the sample of 1128 fimeyenr Sample disnibution by

observations of companies lsted on the DX duringr 2010-2017

psclistry anud vear




Joint board management meetings (JOINTMEETINGS) is the number of joint board of
director and top management teammestings the company held durmg the vear, Companies in
Indonesia can hold board of director meetings and no joint board management meetings,
board of director meetings and joint board management meetings, or only joint board
management meetings with no separate board of director meetings. In owr analvsis we
control for the number of separte board of director meetings and audit committee meetings,

Consistent with prior research (Larcker and Richardson, 2004; Kothan et al, 2005; Siagian
and Trespaningsih, 2011), the control variables used in this study control Tor the elfects of
board and audit committee governance characteristics, frm =ize and leverage, growth
opportunities and performance, Earmings management 15 expected to be lower when firms
are bigger and have stronger governance charactenstics, eg. bigeger boards and audit
committees, more independent boards, and more frequent board and audit commutiee
meetings. Eamings management is expected to be higher when firms are performing poorly,
when firms have higher leverage and when [irms have higher growth opportunities,

The comtrol variables are defined as follows: the number of directors on the board
{BOARDSIZE), proportion of independent directors (BOARDINDEP), the number of board
meetings (BOARDMEETINGS), the size of the audit committee (ACSIZE), the number of
audit committee meetings (ACMEETINGS), the natuwral logarithm of total assets (FIRMSIZE),
total debt divided by total assets (LEVERAGE), and the market-to-book ratio (MTR), net
ineome divided by total assets (ROA) and a dummy variable highlighting loss firms (LOSS).
Al financial and meeting vanahles are winsorized at the 1 and 99% Jevels.

3.3 Methodology

This study nees OLS regression models with fixed year and industry effects. We relateiour
three measures of earmings mamigement (LARCKER, KOTHAR] and MODJONES) to the
number of joint board management meelings and control variables. The management powwer
hypothesis predicts the coefficient on JOINTMEETINGS to be positive, The saformeation
sharing hypothesis predicts the coefficient on JOINTMEETINGS to be negative,

Earnings Management, ;, = f, + f, JOINTMEETINGS, , |+ p, BOARDSIZE
+ L BOARDINDE Py + 8 BOARDMEETINGS;
+ - ACSIEZE,; + . ACMEETINGS,
+ -FIRMSIZE, ; + . LEVERAGE; ; + . MTB,
+ §,ROA, ,+p,, LOSS, , + YEAR, + INDUSTRY ;

—Eir

(1)

4. Empirical analysis

4.1 Deseviptive statistics and univariale lesls

Table 2 provides descriptive statistics of the variables m this study, The mean (median)
company has 368 (2.00) joint board management meetings. This ranges from a low of zero to
a high of 24 joint meetings [5]. Out of our sample of 1,128 observations, 603 hold joint
meetings. This is 53% of the sample. In these firms that hold joint mestings, the average
number of mestings is 689,

The average company has firm size of IDR 4.33 million, leverage of 52%, marketto-book
ratio of 1,74, returm on assets of 4.51 and 20% ncidence of making a loss. The average board
size is 4.51, with independence of 38% and 570 board meetings [6] Average size of the audit
committee 5 279 and the average number of audit committee meetings 1s 5,54, The three
measures of earnings management, from the Larcker, Kothari and Modified Jones models
have average absolute values of discretionary accruale of 007, 007 and 006




Menn Median Min Max Sedev
JONTMEETTINGS S68 200 LX) ] 2400} 215
BOARDSEE 151 4.0 1. 22100 2
BOARDINTEP 038 33 (LK1 K] 140} 113
BOARDMEETINGS a70 4.00 X1 4] 000 540
ACHIE 279 L1 i FELL] L.10
ACMEETINGS 554 4.00 {11 ] 100} 173
FIRMSIER 2248 2163 1511 159 178
LEVERAGE 52 53 N 493 {14
MTE 1.74 074 0m 2501 335
O 151 345 —30.05 4201 994
LOKS (30 (X113 [1T] ] 1000 {144
LARCKER 07 A5 LLEI ] 48 {106
KOTHAR! 07 105 LT ] (k45 006
MOTHONES (LEe5 04 0 k32 0,05

Note{s): Thessmple mchades 1,128 firmeyear ochservations of companies §sted on the 1Y during 2000-2117,
JONTMEETINGS i the number of jomt board of divector top management team meetmges the company beld
durang ibe year. BOARDSIZE is the number of directors on the board. BOARDINDEP is the proportion of
independnt directors, BOARDMEETINGS 15 the number of board of director meetings held durmg the year,
ACSIZE 18 the size of the audit committes, ACMEETNGS is the munber of audit committes meetings: held
during the year, FIRNGIZE & the naturil logarithm ofimtl asses, LEVERAGE iz total debt divided by rotal
assets, and MTE & (he market-tobook ratio, ROA & nel ineome divided by tokal assets, LOSS = 2 dismmy
variable equal to one for firms that make & less, LARCKER is the absofute value of discretionary sooruaks
caleninted vsing the Larcker model, KOTHARI & the abeolote valoe of discretionary secruals caleakated using
thee Kotheari modisl, MODJONES & the absolute value of diecretnmary accruals cdodated vsmg the mdified
Jones model. All frssvemd and meebing vanables have been wansorized ai the 1and 989% levels
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Table 2.
Dhvscriplve statistics

Table 3 shows the correlations between the variables. Joint board management meetings are
negatively correlated with the absolute value of discretionary aceruals from the Kothar
model (3 < 0.10) but are not significantly correlated with the level of earnings management
from the other two models. There are two potential explanations for these meignificant
correlations. First, there are other factors related to eamimnes management that we need to
control for in our analysis to more cleanly measure the relationship between joint meetings
and eamings management. We address this in owr nultivariate analysis, Second, the
relationship between joint meelings and eamings management may not bé Gmsistent across
all levelz of joint meetings (something we explore in section 45, Joint meetings are also
positively correlated with firm size, audit committee size, board meetings and audit
committee meetings, and negatively correlated with market4o-book ratios. The three
eammgs management variables are highly correlated with each other, .96 to 0.98, However,
correlations between the control variables used in our models are generally low and do not
raise any multicollinearity concemns,

Table 4 shows the test results for differences in means between firms that hold
joint meetings (JOINTMEETINGS=0) and firms that do not hold joint meetings
JOINTMEETINGS = ). Firms that hold joint meetings have similar size and
independence of their boards, but hold more board meetings. They have bigger audit
committess and hold more audit commitiee meetings, They are also bigger in size and
have lower market-to-book ratios, There are no significant differences in leverage and
performance. These differences are expected as the choice to hold joint meetings is not
randomand 15 likely to be related to firm size and other governance characteristics, These
characteristics are contralled for in our subsequent analysis,

Examimng the earnings management variables, we can see that firms that hald joint
board management meelings have significantly lower levels of diseretionary aceruals under
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Pearson correlations

Tahle 3.




SNNTMEETINGS =0 JOINTMEETINGS = @

i = 6l n= 525 Differenoe

BOARDSIZE 148 455 007
BOARDINDES 0.38 0.37 001
BOARDMEETINGS 6.4 5.1 a7
ACSZE 290 267 023"
ACMEETINGS 5.4 508 085"
FIRMSIZE 2362 2117 2457
LEVERAGE 052 052 100
MTB L30 224 085"
ROA (%) .70 128 42
LOSS 021 0.18 {Te
LARCKER 0.06 .07 S
KOTHARI 0.06 0.07 001
MODIONES 0,05 0.06 001

Note{s): Thessmple mchades 1,128 firmyear chservations of companies §sted on the 1Y during 2000-2117,
JOINTMEETINGS is the number of jomt board of director-top management team meetings the company held
during the year, BOARDSIZE is the number of directors on the board, BOARDINDEP i the proportion of
independnt directors, BOARDMEETINGS 15 the number of board of director meetings held during the year,
ACSIEZE 18 the size of the awdit committes, ACMEETINGS is the mumber of audit committer meetings: held
during the vear, FIRMSIZE & the natural logarithm ofmial assetz, LEVERAGE = total delvt divided by toml
aswets, and MTE & (he market-tobook ratio, ROA & el income divided by tokal assets, LOSS = 2 dismmy
vanable equml to one for firms that make & loss, LARCKER is the absolute valoe of discretionary sooruats
caleninted vsing the Larcker model, KOTHARI & the abeolote valoe of discretionary secruals caleakated using
thee Rothan model, MODJORES & the absolute value of deaebmary accrueds cdoulated vseg the moedified
Jones miodel All fimancial and meebng varmbls have been winsoried at the 1 and 89%, levels, Simaficance
inchicaited af * 10, ** 5 and *** 1% kvels
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Table 1.
Mean tests

all three models (p < 0.05), This provides some initial suppart for the fnfermuation sharing
frvpothests, which sugrests that more joint board management meetings are beneficial as they
enhance information sharing between management and the board, resulting i heightened
levels of monitoring and lower levels of earnings management,

4.2 foin! bagrd management meetings and earnings managemen!

Table 5 shows the results of our main analysis relating the number of joint hoard
manggemrent meehings (o earnings management. Across the three specifications, using the
Larcker, Kothari and Modified Jones models to estimate the abzolute value of discretionary
accruals, we find significant negative relationships (p < 0.01) between the number of joint
baard management meetings and earmings management. These findings are consistent with
the tformation sharing vypothests and indicate that joind board management meelings are
associated with greater information sharing and less earnings management [7].

Ax a measure of economic significance, our results mdicate that if the average firm held
one additional joint board management meeting, earnings management would decrease m the
range of 1.2-16% across our three measures, i a sample firm that did not previously hold
any joint meetings started holding an average of 6 joint meetings a year, we would estimate
their eprnings management to reduce in the range of 7.2-9.8%.

In our amalysis, we control for a number of board of director and avudit committee
charactenstics. This allows us to ceanly measure the relationship between the mumber of
joint board management meetings and earnmings management. In other words, the results we
find are ncrementzl to the number of separate board of director meetings and the number of
audit committee meetings that the firm holds,
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Table &,

Jusint bogard-
mmragenent meetmgs
and earmings
management

LARCKER ROTHARS MOINONES
L [ (3

JOINTMEETINGS o (262 e f-348) o0 f- 310
BOARDSIE ~0,001 (~0:63) — 01001 (—(152) —[L0L (0240}
BOARDINDEP —00ET (= 206) —{027" (=1 Al —025" (=1 88
BOARDMEETINGS 0,001 HEd) (007 ((h6E) (RO 0,380
ACKLE — D000 {074 —0.001 (—073) — 00T (122
ACMEETINGS — (0L {—10.4) — 0000 (—007) 0,001 (0.14)
FIRMSIZE —0,ME (—1,59) —0002 (—1.38) —0.002 (—1.34)
LEVERAGE 100K {0055 0011 (1.17) 0,008 (1.4
MTH 0,001 {1.14) 0001 (117) 0,001 (0,68
RO —0001 {107 —0001 (—LOG) —00T (—1.34)
LOoss ~00M6 (~091) 0002 [ -0,52) ~0.003 {—0.84)
CONSTANT 01 (372 01357 (338 01187 @)
Y durniviies Incloded Included Inickaded
Industry dummnmies Included Includied Inchaded
R-aqured 0083 ning 0486
N 119 1,128 1128

Notel(s): The sample meludes 1,128 firmeyear abservations of compames lsted on'the (DX during 260 0-4017.
JOINTMEETINGS = the number of joint bosrd of director-fop management team meetings the compary held
diring the year. BOARDSIZE & the number of directors om the board, BOARDINDEP iz the proportion of
mr]upm:!ﬂ dm_-.,hrs, BOARDMEETINGS s the number of bodird of director meetimgs held durnng the vear,

ACSIZE 15 the size of the apdit committes, ACMEETNGS & the number of audit committes meefings held
during the vear, FIRMSIZE i2 the natural logarithm ofiital assetz, LEVERAGE iz total deht divided by toml
assets, and MTB & the market-tobook matic, ROA s net incoms divided by total assets, LOSS is a dummy
varzbile equsl 16 one or Grms that nobke a loss, LARCKER i the absolute valse of dieoetionary sccorals
calrulated usmng the Larcker model, KOTHAR] s the absolite value of discrefionary socmunis crloulnted vsing
the Kothan model, MOLJONES ts the abastute value of dizaotionary acerunls caloulated vsing the midified
Jones mindel. A Gnaneciat and meeting variabls have been winsorieed st the 1 and 90% levels Similkance
indicated pk * 10, ** 5 and *** 1% levels

With respect to the control variables used in the model, we find a significant negative
relationship between board independence and earnings mamsgement, This is consistent with
prior literatre as more independent hoards are expected to be mare effective monitors of
management, resulting in lower eamnings mamagement. We find no other significant
relationships between the control variables and eamings management in the models. This is
somewhat unexpected as the comelations in Table 3 show that the eamings management
variables are also negatively correlated with firm =ize and return on assets, and positively
correlated with leverage and the market-to-book ratio. However, these relationships are not
significant in the nultivariate models. A number of the unreported industry and year fixed
effects are significant, indicating significan! variation n earnings management across
industries and time perids.

4.3 Income-increasing and mcome-decreasing earnings managenent

In Table 6, we separate the absolute value of discrelionary accruals into income-increasing
and income-decreasing aceruals for each of the three earnings management measures. For
moome-increasing accruals (specifications 1-3), we find significant negative coefficients
i = 010) on the number of joint board punagement meetings in two of the three
specifications. For income-decreasing aceruals (specifications 4-8), we find significant
negative relationships (p < 010, p < 005, p < 0.01) between the number of joint board
management meetings and eamings management dcross the three messures.
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These results indicate that joint board management meetings are associated with 2
reduction m both mcomeincreasing and meome-decreasing accruals, This provides further
support for the information sivering fppothesis and suggests that the information sharing at
these joint meetngs helps the board of directors to rein in opportunistic accounting choices
by firm management in hath directions,

A4 Endogeneity issues and robustness lesis

While provriding support for the meformation sharing lypothesis our analysis 13 susceptible to
endogeneity issies - selection bias, reverse causality and omitted variable bias. Selection bias
arises because the decision to hold joint board management meetings may not be random
across our sample firms. Reverse causality suggests that firms with lower earnings
nemagement may choose to hold more pint board management meetings. Cmitted variable
bias 1= an i=see if other variables, that are not controlled for m our analysis, are associated
with the relationship that we document.

To address these endogeneity concerns, weconduct robus iness tests usmg two-stage least
squares and change analysis, Inour two-stage least squares mode], we need an instrumental
variahle that ts correlated with the number of each firm's joint board management meetmggs,
but not correlated with each firm's earnings management. We use the industry-average
number of joint board management meetmgs (not including the sample firm). Thes 15 a valid
mstrumental variable as we document (in the first stage model) that each firm's number of
point meetings is positively correlated with their industry-average number of joinl meetings,
In addition, we do not expect there to be any direct link between the number of joint board
management meetings held by other companies m the same industry and the specific
earnings nanagement practices of a sample firm.

Table 7 displays the results of our two-stage least squares analysis, The first specification
shows the results for the first stage model, relatmg the number of joint meetmgs to the
mstrumental variable and controls, We find that the INSTRUMENT, the indusiry average
number of joint hoard management meetings, 12 significantly positvely related (p < 0.01) to
the number of joint meetings held by our sample frms, The model also shows that the number
of joint board management meetings s positively related to the number of board and andit
committee meetings, and negatively related to board size and marketto-book ratios.

The resulis for the second stage models are shown in specifications two to four, The
second stage relates the earmings management vanables to the predicted number of joint
meetings (from the first stage model) and controls. We find significant negative relationships
{r= 0100 between the predicted values of JOINTMEETINGSand eaming};mmwgenmtmﬂ]l
three models. However, the significance of these results is weaker than our mam analysis,

In Tahle B, we further address endogeneity nfmcemsh:, rflahngcl‘tangﬁ;mﬂtnmhﬂ'uf
joint board management meelings and changes in control variables to changes in the
earming: management variables, Change analysis removes the potential influence of time-
mvariant omitted firm charactenistics on the results. To be mcluded m this analysis, an
observation needs data from two consecutive vears to caleulate changes in all variables, so
our sample size drops to 741 firm-year observations [8] The results of these change mndels
ghow that changes m the number of jomt board management meetings are negzbively related
o changes in earnings management (< 0L10) across all three models,

Chverall, these robustness checls show that endogeneity issues are a concern in our
analy=is, However, usmg these models to address endogeneity =sues, we still document a
significant negative relationship between the number of joint board management meetings
and earmnings management. We acknowledge that the significance of the relationship is
reduced in the results documented in this section, but there 1s still sigmificant support for the
mformation shaving Tnpothess,




Joint board

First stage Second stnge models:
JGL'\TH.EE‘H "».'E.S PARCKER KOTHAR! MOINONES nunagement
i 2 ] i) meetings

INSTRUMENT 1118™ (443
JOINTMEETINGS —OO05 (18T 005" (=18 —0004" (—165)
BOARDSEE 013" (~224) 0.060] {44 =101 (031} (L] (008
BOARDINDEDP —0.401 {—0:33) T —236) —0026T (200 —0dEdT (—219 553
BOARDMEETINGS 01707 (402) 0001 10.37) 0,001 {0.08) —0.001 (—0.20)
ACSIZE 0032 021 —0001 (0,73 —00l (=070 —{0XH] (123
ACMEETINGS 0248™ (583) 000 (-84 N1 (—0.64) 0000 (043}
FIRMSIZE —(hM9 | —043) —0.00E" {— L68) —h002 (—145 —{LNE (L3
LEVERAGE 0563 (L 71) 0,008 #.81) AL (107 1,008 (0,95)
MTB —0084d" (-193) 0,001 (1.28) (11 (131 (LAXF] (0 B3)
kA O30 LET) ~ 0060 {100 (001 {~1.05% Q0] (—-1.34)
Liss (LAZ8 (065 — LG (-8 — a3 E—ﬂ.ﬁl:l —{1] {078}
CONSTANT —{1A25 | —(12) .10 14,28) 01567 (100 014987 (L)
Year dunmies Included Included Inchuded Inchaded
Industry dumemies Incduschesd Included Included Irechuded
R-sipored 0187 0073 00T 083
N 1128 1,028 1128 I 128
Note(s); The sample Biclodes 1,123 firmayear obervations of companies izted on the IDX during 2010-2017,
NSTRUMENT & the mdustry average number of jpint board-managernent meetmgs beld durmg the v,
JOINTMEETINGS i the predicted number of jomt board-management mechings the company held duning the
vear from the first stime model. BOARDSIZE &2 the number of directors on the board, BOARDINDEP iz the
proportion of mdependent directors, BOARDMEETINGS & the number of board of director meetmps held
duarang the viear, ACSIZE & the see of the andit committer, ACMEETNGS i the number of audit commitiee
meetngs held durmg the vear, FIRMSIZE 15 the matom] oganthoyof tote] assets; LEVERAGE 1= total debt
divided by total assets, and MTH iz the market-to-book mtio, ROA &= netinconie divided by totalassets, LOSS &
& dummy varible el 1 ane for Gros that noke o loss, LARCKER & the abeolute value of disoetiomiry
acenmls caloulited vsing the Larcker model, ROTHAR] is the absolute valoe of discretionary accruals
cakcnkited u=ing the Kothan model MODJONES & the absolute vabe of disctétionary acerunis caloulated
=ing the modified Jones model. A financial and meeting wariables have been winsorized at the T and 99% Tahle 7.

Tevels Sigmificince mdicated at * 10, ¥ 5and # 1% bk Robiustiwss lests 9515

4.5 Hew many joint board management meetings?

In prioe secions we document a negative relationship between the number of joint board
memnagenent meetings and earmingz mrmgﬂmmt This sugrests that more jont meehngh
are alwavs associated with lower levels of eammgs management. Inthis section we examine
this issue more closely by investigating if our results are consistent across different ranges of
meetings, First, we break up the number of joint meetings into the ranges of 1-3,4-6,7-9and
10+ mestings, In our sample we have 153 observations of firms holding 1-3 joint meetings
per vear, 258 observations of firms holding 4-6 joint meetings per year, 50 observations of
firms holding 7-9 joint meetings per vear, and 142 observations of firms holding 10 or more
joint meetings per vear,

In Table 3 we mvestigate whether our main results are consistent across these different
levels of meetings, In the first three specifications, we find negative coefficients on the terms
JOINTMEETINGSI-3 (p < 0.01), JOINTMEETINGS?9 (¢ < 0.01) and JOINTMEETINGS10+
i = 0.05). However, the coefficient on JOINTMEETINGS4-6 1= insignificant. These results
mdicate that the relationship between jomt meetings and eamings management 15 not
consistent across all levels of meetings, Holding some meetings (1-3 joint meetings) and a
larger number of meetings (7-9, 104 joint meetings) are associated with lower levels of
earnings management. However, holding 4-6 jont meetmgs has no significant relationship
with earnmings management.
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Table 8,
Robustness teats:
Change models

ALARCKER AROTHAR AMODIINES
i1 e i3

AJOINTMEETINGS LN i 168} oo - Las e’ - 179
ABOARDSIZR 0,001 033 0001 (116) 0001 0
ARCARINNDEP —0.097 {(—1.24 —0023 (112 —0.] [—1.1%
ABOARDMEETINGS 0,00 (—1.00) 0001 (- 117) 0.0 (- 1.21)
AACSIZE 0002 ([63) Q002 (1.74) 0.002 1101
AACMEETINGS 0,001 {01 000 (244 0.001 0.35)
AFTRMSIZE 0017 (L6 0016 (1.60) 0012 (1.8
ALEVERAGE 0022 {-0.74) 0018 [--057) 0013 [-0.53)
AMTE 0,001 {—LA8 (001 (- 186 —0001" (188
ARCIA (L0 [— {180 00 {—180) 0001 (—0.57)
L0058 —(,011 (—- 128 —(1009 {— 1.35) —(L008 (—1.24)
CONSTANT 0002 [H51) 0005 (1.53) 0,004 1114
Yeur dunumies Inchaded I buched Includhed
Industry dummies Included Included Inchaded
R-aqured 0.047 L060 0061
N 74l 741 7l

Notels): The sample for the change analysis inchides changes in 741 finn-year ohservahions fior companies
tisted on the DX during 2010-2017, JOINTMEETINGS is the number of joint board of director-top
maragement team meetings the company held during the vear, BOARDSIZE i the nienber of directorson thie
b, BOARDINDEP i the propection of independétidivectors, BOARDMEETINGS & the numiber of bosed
of director meetings held during the year, ACSIZE 15 the size of the Ridit commitiee, ACMEETNGS is the
number of aid it committee mestings held during the year, FIRMSEZE 5 the natural ogarithm of 08k assats,
LEVERAGE is total debt divided by total assets, and MTB k= the market-to-book ratio, ROA & net oo
divded by total mesete, LOSS & a4 dummiy varishle egual fo e for firms that make a loss, LARCKER is the
absolutevalueof discretinary accruals caloulated using the Larcker model, KOTHAR s the absolute vakieof
discretionary accrualk cilonlted using the Kothari model, MODIONES b= the absolute value of discretionary
aciruas cilubited using the modified Jones model AR Aol and meeting varibles have been winsorzed
at the 1 and 8% levels. Sigmficance mdicated at * 10, %= 5 and *#F 1% levels

Smee more mee tings allow for greater mformation sharmg between managers and boards of
directors, larger numbers of joint board management meetings (7-9, 10+) are naturally
expected to be more strongly associated with less earnings management, Consequently, it is
not unexpected that the results for spaller numbers of meetings are less significant, as fewer
meetings create fewer opportunities for imformation sharing. We do however find a
significant result for 1-3 joint meetings. This result is likelv due to the impact of 37 companies
i our sample that started holding a small number of joint meetings (1-3) far the first time. As
this new corporate governance practice 15 started in these compames it likely provides an
mmmediate and ncremental boost fo ther information sharing resulting in increased
monttoring and less earnings management. Unfortunately, our analysis sugpests that this
incremental impact decreases over time unless a company starts to hold larger numbers of
joint meetngs (7—9, 104-),

T further corroborate our results for larger numbers of meetings, we also examine if our
documented relationship is strongest when companies hold more joint meetings than regular
hoard meetings. We use dummy variables to identify 227 sample observations where firms
hold more joint meetings than board meetings (JOINTMEETINGS > BOARDMEETINGS),
139 ob=ervations where firms hold the same number of joint meetings and board meetings
{JOINTMEETINGS = BOARDMEETINGS), and 237 observations where firms hold fewer
joint meetngs than board meetings JOINTMEET INGS < BOARDMEETINGS).

Specifications four to six in Table 9 show the results of this analysis. We find significant
negative coefficients on JOINTMEETINGS > BOARDMEETINGS (p = (LOL) and
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LARCKER KOTHARS MOTNONES
1 2 ()
JONTMEETINGS1.3 fo13 (263 ams"" -3.11) 2™ (- 200
TOINTMEETINGSL6 _ 0005 (—1.07) — (1004 {—1.03) — (M {— 108
JOINTMEETINGS -9 12T =128 —f02y (—3.45) —0024™ =37
JOINTMEETINGS10+4 a1 (=235 ~AMs (=326 0™ (-2 75
Control var shles Inchided Inwlucded Inchaded
Yesar dummies Innchached Incluched Ikl
Industry dummies Inchsded Included Inchaded
R-aquared (1085 0108 10
N 1128 1128 1128
LARCKER HOTHART MOTNONES
i) &) (6}

JOINTMEETINGS = BOARDMEETINGS 0015 (-2480  —0016™ (-390 -5 (—4.08)
JOINTMEETINGS = BOARDMEETINGS — 004" f—1. 75) — (AR =185 —LXIS [—1.67)
JORNTMEETINGS < BOARDMEETINGS  —000 (—072) — (K (—1,11) —{LA0S (—L7H)
Control varmhles Inchoded Inchuded Inchuded
Yeur dunmmics Inctuded Inchuded Included
Inecbustr v diimmpes Eneluded Incchaded Inclisded
R-squared nos 66 0102
N 1,138 1128 1,128
MNote(s): The mgludes 1,13 frm-pear observations of comparieés hsted on the IDX during 20003017,

JONTMEETINGS1-3 15 o dummy variahle equeil i one if the company holds 1-3 jont board-mana gement
meetings during the vesr, JOINTMEETINGS6 i 2 dummy varkbbe equalite one if the company holds 4-6
joint board-management meetings during the vear, JOINTMEETINGST.0 i 1 dommy varisble equal to oae if
the company holds 7-4 joint board-mana gement meetings during the vear JOINTMEETINGSI0+ s 8 dummy
wariable squal to one i the company holds 104+ joint bosrd management meetings durmg the year.
JONTMEETINGS = BOARDMEETINGS & & dummy variable squal to one if the company holds more joint
boardamanagement meetings than board meetmgs, J[OINTMEETINGS = BOARDMEETINGS 15 5 dummy
varable equal fo one if the company holds the same pumber of jomt beard-mamgement meetmgs and board
meetings. JOINTMEETINGS < BOARDMEETINGS iz o dummy variablegqual to one if the company holds
lesss joint board-mansgement mestings than board meetings. LARCKER is the abeolute valoe of discretionary
acrmubs caleulited vsmp the Larcker mode, KOTHARI 5 the absolite value of discretionary acerial
calcnlited uring the Kothar model MODJONES & the absolute valie of discretionary sccrunbs cabeulnted
uzing the modified Jones model, Al fimancial and meeting varables have been winsorized at the T and 99%
Tevels, Significinee ndicated at * 10, ¥ 5and "= 1% kvels

Tahle &,
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JOINTMEETINGS = BOARDMEETINGS (p < 0.10). The coefficient on JOINTMEETINGS <
BOARDMEETINGS is nsignificant. These results confirm that the negative relationship
between jomt meetings and exrnings management is strongest when companies hold larger
numbers of repularly scheduled jomt board management meetings, partwularly when
companies hold more jont board management meetings than regular board meetings,

5. Conclusions

As boards of directors and audit committees become more independent from firm
management, formal lines of ‘ommunication between firm management and directors
have been reduced. As a result, mformation sharing between management and the board now
takes place through a mix of different channels. However, while we know this is happening,
accessing widespread data on how directrs and mansgers are interacting and sharing
information is challenging, In this study, we ulilize publicly disclosed data from Indonesia to
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mvestigate the use of joint board management meetings, a formal channel for enhanced
commumication between the board of directors and management. We mvestigate whether
thieze joint meetings are associated with higher agency costs or information sharing benefits
m the context of firm esmings management.

Examining the frequency of jomt baard management meetings in Indonesian firms during
2010-2017, we find that more joint board management meetings are associated with lower
earmnings management. Thisresult is consistent with the snformation sharing fivpotiesis, which
proposes that the enhanced information Oow at jomt board mamgement meetings allows the
board of directors to conduct more effective monitoring of the activities of management. As
endogeneity 1salways a concern m corporate governance research, we conduct additional tests
tor address endogeneity 1ssues, Our resalts i these tests are weaker, but still document a
significant negative relationship between ot meetings and eamings management.

This study contributes to the literature by examming data on a new type of formal
mteraction between boards of divectors and management — joint board management
meeting= Prior studies have examined the composition of beards of directors and top
management teams and how these two groups work independently. In this study, we test for
the benefits versus costs of firms holding joint board management meetings. We find that this
formal channel for regular mteraction between boards and management has a negative
relationship with earnings management. Thus, for policymakers and practitioners we
highlight that greater board and avdit committee mdependence should be weighed up
alongside the need for frequent interaction and mformation exchange between boards of
directors and top management. One way this can ocour is for firms to hold regular joint board
management meelings,

This study is conducted on Indonesian firms due to availability of publicly available data in
Indonesia on jont board management meetings, It s likely that similar meetings and other
forms of nfarmaton exchanges between directors and managers are ocourring in other
markets around the wirld. We do not believe there are any special mstitutional features in
Indonesia that would negate the generalizability of our results i this study to other markets. To
be sure, as more data becomes available in other markets, future research should continue to
investigate these formal and informal chammels of interaction between directors and managers
m different markets around the world. Also, a lmitation of our study 1s that we only relate joint
mectings to measures of accrual-based earmmgs management. Future research could exphire
relationships between joint meetings and other measures of financial reporting quality,

Motes

L. See corporate governance codes available at httptwwweogiongleodes/all_codeaphp, Most
eorntries have comply-or-explaim oodes rather than mandatory regquirements,

2 In Indonesia, these are called Board of Commissioner meetings and Joint Board of Commissiones-
Baogrrd of Thrector meetings See section 2.2 for mome explanation,

3 These examples were takien from agenda stems of junt meetings on pages 315-317 of Garodsa
Indonesia’s 20017 annual report.

4. CEO-Charperson duality s not possible in Indonesia as direciors cannot also serve on the board of
COMIMSSIONETS.

5, As all fmanoal and meting varables have been winsorized at the | and 99% levels, the 40 jomt
maeetings for Garuda Indonesia m 2007 was winsorized to the 99% leved of meetings 24) i our
analysis Ths s done to redice the potential influence of any outliers on our resulis,

. The minmuams for joint board-management maeetings and board of director meetings are zevo, This
14 betanase firmes can have joimt meetings and/or board meetings. For esample, a firm may only have
hoard of director mestings and no jont meetings. Another firm may have only pmt meetings and no
separate board of director mestings.




7. Duetothe long right tal of the number of joint meetmgs, we alao repeat our analysas with the natuml
Igrarithm of the number of jomt meetings . The unreported resolts are consas tent with those reported,

£ Welose the observations for 3010 as we do not have data foom 209 tocaloulate dhanges froom 2008 1o
20000 We also lose observations where data B misamg for the same company in the prior year, (ur
sample for this change analysis mnges (rom 73 observations m 2011 to 145 observations in 2017,
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