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Abstract

In the most recent decades, the continuous academic debate over the economic and financial
ramifications of board gender diversity (BGD) has not been definitively resolved. Most
research focuses solely on gender diversity-induced financial performance measuring the
achievement of observed financial ratios while little research has examined the effects of BGD
on non-financial performance aspects such as the quality of financial statements measuring
the credibility of information provided. Additionally, demographic differences such as
nationalities will create cultural diversity in the boardroom leading to different acceptable
standards by the respective board of directors. These determinants are important to investigate
in order to comprehensively comprehend the influence of BGD on a company's financial
success (Laique et al., 2023). The fundamental responsibility of the board of directors of a firm
is to provide strategic counsel in decision-making by attempting to strike a balance between
the interests of management and shareholders (Finkelstein et al., 2009). A perceptive corporate
board acts as a significant strategic asset, enabling firms to achieve a competitive edge in the
market by utilizing expertise, experience, and corporate networks (Palmberg et al., 2009). The
importance of BGD in enhancing corporate performance and enhancing risk management and
governance has been supported by a considerable body of older literature and the assumption
that female directors tend to demonstrate risk aversion and ethical behavior is the primary
Justification for BGD's positive influence towards financial reporting quality (Chen et al.,
2016) (Guizani & Abdalkrim, 2022).
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1. Introduction

Financial fraud events in the early 21st century caused large financial losses and damaged
investors, stakeholders, and public trust raising awareness of financial reporting errors and
fraud and making ‘organizational corporate governance and fraud prevention grow in
importance (Huang et al., 2017). Financial reporting is an integral part of the company's
finances, credit, legal issues, and reputation which implies its detection and fraud prevention
are essential in assessing organizational risk. Surely, financial fraud can happen at any level of
a company with C-suite executives frequently implicated.

However, there are conflicting views and insufficient propositions regarding the factors that
can lead to financial reporting fraud indication in highly dynamic and different business
environments where reporting standards gradually evolve, and cultural differences have
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significant influence over the publicly accountable companies under new international
financial reporting standards in Southeast Asia. Thus, this research aims to identify and
evaluate financial reporting fraud detection approaches for publicly accountable companies
under new international financial reporting standards in Southeast Asia as financial reporting
fraud is not confined to a single country or region, and research efforts have become
increasingly global. International collaborations and the harmonization of accounting standards
have facilitated a broader perspective on fraud detection and prevention.

Research Contribution

Management remuneration, earnings management, restatements, and fraud have been
extensively studied. Research has also examined how company governance prevents financial
statement fraud. Recent laws like the Sarbanes-Oxley Act of 2002 (USA) and IFRS/TFRS 9
aim to improve company governance and combat financial statement fraud. However, little
research examines the moderation effect of newly introduced cash hedges accounting under
TFRS 9 on the relationship between board characteristics, Chief Executive Officer, ownership
structure, and financial reporting fraud in the Eastern corporate governance context. This study
aims to improve our understanding of complex dynamics and interactions between the top
management team and both internal and external stimuli. Board characteristics, compensation,
and misconduct, including bribery, embezzlement, option back-dating, and securities fraud
have also been studied by numerous studies. These investigations have explored earnings
manipulation, restatements, and option grant timing. The impact of directors' salaries on fraud,
earnings management, and restatements is unclear from these studies. A negative association is
found between board characteristics, compensation, and financial reporting fraud (Alkebsee et
al., 2021).

In contrast, a negative association is found in other studies (Kim et al., 2013), (Ye, 2014). The
lack of concrete evidence has created a research gap, indicating the necessity for more empirical
research on this topic. This dissertation addresses this research gap. This study enriches
literature, methodology, policy, practice, and theory. The paper reviews corporate governance,
upper echelon, and fraud theory literature. This study examines how these three assumptions
complement each other in financial statement fraud and provides empirical support. This study
also carefully reviews corporate governance literature. Previous studies have found conflicting
results on board characteristics and firm financial reporting fraud. This study provides
additional data. This study suggests that directors should not receive stock-based salaries or
shares. In addressing financial statement fraud, this study emphasizes the importance of firm-
level governance factors such as CEO duality, board of director’s independence, and
institutional ownership.

Literature Review

This chapter presents a comprehensive review of the relevant literature pertaining to the subject
matter of this thesis. The chapter provides a comprehensive examination of the current body of
literature pertaining to corporate governance (CG). This encompasses various theories on CG,
different CG systems, the influence of culture on CG, the CG model in Thailand, and the
challenges faced by CG. Additionally, the chapter delves into the topic of board characteristics,
Chief Executive Officer (CEO), ownership structure, cash hedge accounting, and their
connection with the upper echelon theory. Furthermore, the chapter investigates financial
statement fraud (FSF), including theories related to this type of crime and the repercussions
associated with FSF. The chapter additionally examines the relationship between board
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characteristics, Chief Executive Officer (CEO), ownership structure, cash hedge accounting,
and financial statement fraud (FSF).

The Grand Design of Corporate Governance

Corporate governance is the set of rules, policies, and controls that govern a firm. Corporate
governance involves delicately regulating the opposing interests of stakeholders. These
stakeholders include shareholders, executives, consumers, suppliers, financiers, the
government, and the community. Corporate governance encompasses action plans, internal
controls, performance measurement, and transparency. It helps an organization achieve its
goals. A board of directors is essential to organization governance. Proxy advisors and
shareholders are crucial stakeholders that can impact corporate governance. Communicating a
company's corporate governance policies is vital to building community and investor
connections. The executive team and board of directors of Apple Inc. are described on its
investor relations website. Committee charters, bylaws, stock ownership requirements, and
articles of incorporation are available on the platform. Most companies strive for good
corporate governance. Many stakeholders require more than corporate profits. The company
must also demonstrate good corporate citizenship by prioritizing environmental awareness,
ethics, and good governance. The board of directors is a major stakeholder in corporate
governance. Directors are elected by shareholders or appointed by board members. They
represent firm stockholders.

The board nominates corporate officers, sets executive salaries, and sets dividend policy.
Corporate boards often have duties beyond financial optimization. This happens when
shareholder resolutions prioritize social or environmental issues. Independent and insider board
members are common. Insiders include founders, managers, and owners. Independent directors
have no insider ties. Selection is based on substantial experience managing large enterprises.
Independents reduce power concentration and align shareholder and insider interests, making
them good for governance.

Corporate governance policies must integrate corporate strategy, risk management,
accountability, transparency, and ethical business practices. The board of directors must
monitor this. The Anglo-American Model includes the Shareholder, Stewardship, and Political
Models. However, the Shareholder Model dominates. The Shareholder Model gives directors
and shareholders control over a corporation. Vendors and staff lack control, as acknowledged.
The management team runs the company to maximize shareholder value. Incentives are crucial
to align management with shareholder or owner goals.

Table 1. Theoretical Research Focus between Western and Eastern perspectives

Theory \Western perspective Eastern perspective
Principal-agent conflicts; Managerial Prmmpal-prlr_mlpal comfhcts:
Agency A . . |Founder/family control; Network
compensation; Board effectiveness; .
theory Market for corporate control governance,
P The governance role of the state
Innovative capacity and late entrant
Access to markets for key resources; |advantages;
Resource- . e g )
based view Flrm-sp_ecmc a@ya_ntages, External networks; N N
Dynamic capabilities Non-market competition (political
connections)
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Compliment to developed institutions |Substitute for underdeveloped

Network Either/or world-view, individual institutions Both/and world-view, in-
Perspective |interpersonal orientation, and linear  |group interpersonal orientation, and
temporal orientation cyclical temporal orientation

Enterprise Management of Multi

Internalization vs externalization; ; A
National Enterprises;

Market entry;

TCE/IB Theory of a Multi National Bus:mess groups, ]
- Political business strategy; Network-
Enterprises; .
based coordination
I Isomorphlsm, ) Institutional voids
Institutional |Strategic agency; AT .
M o Informal institutions and organizational
theory Formal institutions and organizational | ' ...
. legitimacy
efficiency

Source: (Filatotchev Annette B.; Bell, R. Greg, 2019)

Enterprises operating in industrialized Western countries with substantial and well-functioning
stock markets, centers on safeguarding the concerns of owners, particularly minority investors,
against the self-interested and exploitative actions of professional managers. Nevertheless, the
distinctive characteristics of corporate sectors in numerous industrialized and developing
nations in the Eastern region introduce novel factors that have received comparatively little
attention in agency-based research. One notable observation is that the presence of founding
families in a corporation frequently entails holding substantial ownership shares.

The network perspective, rooted in the field of sociology, centers on the recurring connections
between individuals within a social system, commonly referred to as a network. This
perspective examines the advantages and limitations that arise from an individual's position
within a network, such as structural holes and centrality. Additionally, it explores how the
overall structural characteristics of a network, such as density and centralization, influence the
behavior of its members (Kenis and Oerlemans, 2008). One of the fundamental principles of
the network approach posits that activity is primarily facilitated or restricted by relationships,
rather than the individual attributes of players. Network links facilitate access to a variety of
valuable assets, including talents, resources, power, prestige, markets, and knowledge.

Hedge Accounting under TFRS 9 in Reducing Financial Risk

Hedge accounting is a complex but essential financial reporting technique employed by
companies to manage and mitigate various types of financial risks. Under the Thailand
Financial Reporting Standard 9 (TFRS 9), which became effective for annual periods beginning
on or after January 1, 2020, hedge accounting rules were significantly revamped to align them
more closely with risk management practices and reduce income statement volatility. In this
comprehensive exploration of hedge accounting under IFRS 9, we will delve into its key
principles, benefits, challenges, and the impact it has on financial reporting
(PricewaterhouseCoopers LLP, 2016).

Hedge accounting supports a company's risk management strategies by allowing for the precise
alignment of risk exposures with hedging instruments. This, in turn, helps protect against
adverse market movements. In conclusion, hedge accounting under IFRS 9 is a vital tool for
companies seeking to manage and mitigate financial risks while providing transparent and
accurate financial reporting. While it comes with challenges, the benefits of stable earnings,
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improved transparency, effective risk management, and potential cost savings make it an
essential component of modern financial reporting and risk management strategies. Companies
should carefully consider the principles and requirements of hedge accounting and work to
implement them effectively to reap the rewards it offers in terms of financial stability and risk
reduction (PricewaterhouseCoopers LLP, 2016).

Financial Reporting Fraud

Financial reporting fraud involves manipulating financial statements to misrepresent a
company's finances. An employee or the organization misleads shareholders by providing false
or deceptive information. Financial statements can be manipulated to commit fraud by
overstating revenue or assets, omitting expenses, and understating obligations. Financial fraud
is rare accounting fraud that can have the worst effects on a company. Fraudulent behavior
often entails inflating income, assets, and earnings and understating liabilities. Fraudulent acts
can damage stakeholders’ trust in an organization.

Effective corporate governance and fraud prevention are linked. Certain entities manipulate
financial statements to boost their standing. Financial statement audits have always included
fraud, its influence on financial reporting, and the auditor’s duty to report on fraud. These audits
should follow Auditing Standards. Professional skepticism while verifying the report and
examining corporate internal measures is necessary. Companies usually concentrate on
methods to improve the presentation of their financial accounts to attract investors and portray
a positive image. This is generally done by aggressive accounting (Chavan et al., 2018).

The agency theory was utilized in the majority of studies. Agency theory explains the tensions
that arise between shareholders (principals) and management (agents). Conflicts arise between
principals and agents due to the existence of two channels. The first channel pertains to
organizational decisions made by self-interested managers. The term second channel pertains
to the unequal distribution of information between managers and shareholders. Specifically,
managers possess crucial knowledge that might complicate the dynamic between them and the
shareholders (Laique et al., 2023). Fortunately, directors have the ability to potentially decrease
information asymmetry for stakeholders (Fama Michael C., 1983).

Consequently, the transmission of important information from managers to shareholders
ensures that managers' motivations are in line with shareholders' interests. Several benchmarks
used to quantify the richness of board information include the count of board meetings,
frequency of board meetings, presence of board subcommittees, board members with
managerial and market abilities, specific ownership represented by board members, and
dividend policy. The agency framework suggests that increasing the number of female directors
on corporate boards enhances board independence, hence enhancing monitoring efforts
(Francoeur Réal; Sinclair-Desgagné, Bernard, 2007).

Upper Echelon Theory

The upper echelons theory emphasizes that the perceptions, values, and cognitions of top
management have a substantial influence on the firm's outcomes and decisions
(Hambrick Phyllis A., 1984). The hypothesis suggests that demographic variables, such as
gender, education, and work experience, can be used as reliable indicators of an individual's
psychological traits. These management attributes will ultimately be evident in a company's
results, decisions, and plans. Previous research has shown that the gender, education, age, and
experiences of top management teams (TMTs) have an impact on the degree of earnings
management (Qi et al., 2018) (Qi & Tian, 2012).
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The performance of the audit committee's monitoring and supervisory tasks is closely tied to
their demographic features (Raimo et al., 2021) such as directors' academic expertise and
experience to equip them in effectively handling complex matters including earnings
management (Martinez-Ferrero et al., 2016). According to the upper echelon theory, boards
that have a diversified gender composition should have a strong understanding of the market
(Carter Betty J.; Simpson, W. Gary, 2003). Therefore, it would be intriguing to investigate the
influence of the features of board directors, such as gender, education, and experience, on the
manipulation of earnings in financial reporting.

Conclusion

Consequently, managers of state-owned enterprises (SOEs) have reduced motivation to engage
in earnings manipulation. The manipulation of earnings may not be influenced by the
effectiveness of corporate governance, thereby diminishing the connection between corporate
governance and earnings management in China. Conversely, in the absence of government
intervention, non-state-owned enterprises (non-SOEs) in Vietnam are prone to distorting their
earnings due to the predominant use of accounting information as a means of governing listed
corporations under the administrative governance method. In order to issue more shares to
current shareholders, a publicly traded company must have a positive return on equity (ROE).
Therefore, managers are highly motivated to manipulate earnings in order to accomplish their
objectives. Consequently, it is anticipated that the influence of enhanced corporate governance
quality in curbing profit manipulation will have a greater effect on non-state-owned enterprises
(non-SOEs) compared to state-owned enterprises (SOEs) in Vietnam.

Additionally, auditor tenure may also determine the financial reporting quality. Recent studies
indicate that auditors who have been in their position for a shorter period of time are linked to
inferior quality of earnings compared to auditors who have been in their position for a longer
period of time (Johnson et al., 2002) (Myers et al., 2003) (Ghosh & Moon, 2005). Auditor
tenure refers to the duration of time that an auditor remains employed by a company (Myers et
al., 2003). Three distinct rationales have been offered to account for this correlation. The first
argument posits that auditors with limited tenure lack the client-specific knowledge required to
perform a high-quality audit.

Furthermore, the accounting profession asserts that a brief tenure can lead to an increased risk
of audit failures. This is due to the fact that auditors who are new to a client may lack the
necessary knowledge about the specific client, and therefore must rely heavily on the estimates
and statements provided by the client firms (Gul et al., 2007) (Pricewaterhouse Coopers, 2002).
The second is the practice of lowballing, where auditors deliberately charge lower audit fees in
order to attract and keep new customers. The intention is to make up for these initial losses in
subsequent years of the audit engagements (Gul Simon; Jaggi, Bikki, 2009).

Our work provides various academic recommendations for future research from a scholarly perspective.
To begin, we emphasize the importance of the complexity perspective, which argues that a complex
system (such as the relationship between BGD and financial reporting quality) cannot be adequately
analyzed using a single theoretical approach. This often results in methodological inconsistencies when
studying the relationship in isolation, such as using multiple linear regressions. Therefore, it is crucial to
have a complexity framework in order to overcome the limitation of solely measuring financial reporting
quality based on a single theoretical perspective, such as BGD.
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