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Related Party Transactions, Corporate Governance and Earnings Management

The Association between Related Party
Transactions and Real Earnings Management:
Internal Governance Mechanism as Moderating
Variables

Genius Khober Limanto', and Antonius Herusetya" 3

! Accounting Department, Business School, Universitas Pelita Harapan, Tangerang, Indonesia

(Lake) (oomy Olotubos () el S 5

Abstract. We investigate the association between related party
transactions (RPT) and real earnings management (REM). We also
investigate the role of internal governance mechanism through the
effectiveness of board of commissioner and audit committee in mitigating
the association between RPT and REM. Our research sample consists of
386 firm-years of manufacturing firms listed in Indonesian Stock
Exchange (IDX) from year 2010 - 2014. Using linear regression, we find
evidence that RPT has positive association with REM, only when the firm
has higher RPT but not in the lower RPT. We find a contradictory result
that board of commissioners strengthen the positive association between
RPT and REM. Finally, we find evidence that the effectiveness of audit
committees weaken the positive association between RPT and REM, both
in full sample and in high RPT sample.

Keywords: related party transactions, real earnings management, board of
commissioner, audit committee, corporate governance
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