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1 Introduction

The relationship between corporate governance and earnings management repre-

sents a fundamental area of inquiry in accounting and finance research. Earnings

management, defined as the strategic manipulation of financial reports within

the boundaries of accounting standards to achieve specific objectives, has signif-

icant implications for market efficiency, investor protection, and corporate ac-

countability. While extensive literature has examined various governance mech-

anisms as potential constraints on earnings management, the results remain

inconclusive and often contradictory. This study addresses these limitations by

introducing a novel methodological approach that combines computational lin-

guistics with traditional governance analysis to provide deeper insights into how

corporate governance structures influence financial reporting practices.

Traditional research in this domain has primarily focused on quantitative

metrics such as board composition, audit committee characteristics, and owner-

ship structures. However, these approaches often fail to capture the nuanced in-

teractions and informal dynamics that characterize actual governance processes.
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Our research addresses this gap by examining not only the structural aspects of

governance but also the communicative patterns and relational networks that

emerge within corporate leadership. By analyzing earnings conference call tran-

scripts, board communications, and governance documents through advanced

natural language processing techniques, we develop a more comprehensive un-

derstanding of how governance mechanisms either constrain or facilitate earn-

ings management behaviors.

This study is motivated by several research questions that have received

limited attention in existing literature. First, how do linguistic patterns in cor-

porate communications correlate with earnings management practices? Second,

to what extent do social networks among board members influence financial re-

porting quality? Third, how do traditional governance metrics interact with

communicative behaviors to either mitigate or exacerbate earnings manage-

ment? By addressing these questions, our research contributes to both theo-

retical understanding and practical applications in corporate governance and

financial reporting oversight.

2 Methodology

Our research employs a multi-method approach that integrates quantitative fi-

nancial analysis, computational linguistics, and social network analysis to exam-

ine the relationship between corporate governance and earnings management.

The sample consists of 500 publicly listed firms from various sectors, selected

based on market capitalization and data availability over the five-year period

from 2018 to 2022. We collected comprehensive data from multiple sources,

including corporate filings, earnings call transcripts, board composition records,

and governance documents.

The earnings management measure was calculated using a modified Jones
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model that accounts for industry-specific characteristics and economic condi-

tions. Additionally, we developed a novel linguistic analysis framework that

processes earnings call transcripts and board communications to identify pat-

terns associated with earnings management behavior. This framework incor-

porates sentiment analysis, readability metrics, and specific linguistic markers

that previous research has linked to obfuscation or manipulation tendencies.

Social network analysis was employed to map the relationships among board

members, examining factors such as board interconnectedness, centrality of

key members, and the presence of cohesive subgroups. Traditional governance

variables, including board independence, audit committee expertise, and insti-

tutional ownership, were collected from corporate disclosures and governance

databases. The analytical approach involved both cross-sectional and longitu-

dinal analyses to account for temporal dynamics in governance-earnings man-

agement relationships.

Our methodological innovation lies in the integration of these diverse data

sources and analytical techniques. Rather than treating governance mechanisms

as isolated variables, we examine how they interact within the broader organi-

zational context. The computational linguistics component allows us to move

beyond structural governance metrics to understand how communication pat-

terns and discursive strategies may signal or facilitate earnings management

practices.

3 Results

The analysis reveals several significant findings regarding the relationship be-

tween corporate governance mechanisms and earnings management practices.

First, traditional governance metrics demonstrated limited predictive power

when examined in isolation. Board independence, often touted as a key gover-
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nance mechanism, showed only a weak negative correlation with earnings man-

agement indicators. Similarly, audit committee characteristics exhibited mixed

results, with financial expertise showing some constraining effect but other vari-

ables proving insignificant.

However, when combined with linguistic and network analysis, a more nu-

anced picture emerged. Firms with specific communication patterns in earnings

calls, characterized by high levels of linguistic complexity, excessive optimism,

and avoidance of specific financial topics, showed significantly higher levels of

earnings management. The linguistic analysis identified particular phrases and

discursive strategies that consistently correlated with financial manipulation in-

dicators across multiple firms and time periods.

Social network analysis revealed that board interconnectedness plays a cru-

cial role in either constraining or facilitating earnings management. Firms with

highly centralized boards, where a small number of directors maintain numerous

connections while others remain peripheral, exhibited higher levels of earnings

management. Conversely, boards with more distributed networks and diverse

connections showed stronger governance effectiveness. The relationship between

network structure and earnings management was particularly pronounced in

firms undergoing significant financial stress or strategic transitions.

The integration of traditional governance metrics with linguistic and network

analysis produced a comprehensive model with significantly higher explanatory

power than conventional approaches. This integrated model successfully iden-

tified earnings management patterns that would have been overlooked using

standard governance metrics alone. The findings suggest that governance effec-

tiveness depends not only on structural characteristics but also on the quality

of communication and the nature of relationships among governance actors.
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4 Conclusion

This research makes several important contributions to the understanding of

corporate governance and earnings management. By integrating computational

linguistics and social network analysis with traditional governance metrics, we

develop a more comprehensive framework for assessing governance effectiveness.

The findings challenge the conventional wisdom that structural governance char-

acteristics alone can effectively constrain earnings management, highlighting

instead the importance of communicative practices and relational dynamics.

The practical implications of this research are significant for various stake-

holders. Regulators and standard-setters can benefit from understanding how

linguistic patterns and board networks influence financial reporting quality, po-

tentially developing more sophisticated monitoring approaches. Investors and

analysts can incorporate these insights into their assessment of corporate gov-

ernance quality and financial reporting reliability. Corporate boards themselves

can use these findings to evaluate and improve their governance practices, pay-

ing greater attention to communication quality and network structures.

Several limitations should be acknowledged. The sample, while substantial,

may not fully represent all market segments or international contexts. The

linguistic analysis, though sophisticated, cannot capture all nuances of corpo-

rate communication. Future research could expand this approach to different

cultural and regulatory environments, examine additional types of corporate

communications, and explore how digital transformation is changing governance

dynamics and communication patterns.

In conclusion, this study demonstrates that effective corporate governance

requires attention to both formal structures and informal processes. The inte-

gration of computational methods with traditional analysis provides a powerful

approach for understanding the complex relationship between governance mech-
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anisms and financial reporting practices. As corporate environments become

increasingly complex and transparent, such multidimensional approaches will

become essential for ensuring accountability and integrity in financial markets.
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