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Abstract

The purpose of this study is to explore the influence of audit committee characteristics
on the practices of earnings management. So, the study independent variables are the
audit committee characteristics including independence, gender diversity, frequency of
meetings, experience, and size. The study is a quantitative one that uses the descriptive
analytical approach to examine its hypotheses based on the data that belongs to a sample
consists of the industrial companies listed on the stock exchanges of Palestine, Jordan,
Qatar and Kuwait, subject to the data availability during the study period from 2016 to
2021. As a result, the data of 76 companies for six years totaling 456 observations, was
considered in the study analyses. This data was obtained from the annual reports of these

companies available at the official websites of stock exchanges and the companies.

Fixed effects and random effects linear regression were used to examine the effect of
audit committee characteristics on earnings management. The most important findings
reveal that gender diversity, the frequency of audit committee meetings, and the
experience of audit committee members have a negative statistically significant effect on
earnings management behavior. Implying that earnings management behavior by the
companies included in the study sample decreases as gender diversity, the frequency of
meetings, and the experience of audit committee members increase. Furthermore, the
results show a positive significant effects of audit committee member size and operating
cash flow on earnings management behavior. This indicates that earnings management
increases when audit committee member size and cash flows from operating activities

increase.

The study concludes that there are shortcomings in audit committees that may not perform

their role efficiently, especially in depressing earnings management. This may be due to
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non-compliance with corporate governance rules and corporate laws. Consequently, the
sample companies must adhere to applying the corporate governance code and corporate
laws, especially with regard to the independence of the audit committee and the size of
the audit committee. A major limitation of the study is the unavailability of data on certain
characteristics of audit committees. Consequently, important factors such as the legal
qualifications of audit committee members were disregarded. Future studies could expand
the research by including additional characteristics such as the age and remuneration of

committee members.

Keywords: Corporate Governance, Audit Committee Characteristics, Modified Jones

Model, Public Industrial Companies, Arab Countries.
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Chapter One
The General Framework of the Study

1.1 Introduction

Companies purpose to keep growing and developing can be achieved through good and
new investments financed by investors (Abdeljawad et al., 2023). This requires the
availability of investors’ confidence and the safe and stable business environment (Oroud,
2019). Following the global crises and the collapse of large companies, many questions
were raised about the extent to which the rights of the companies’ shareholders are
protected, and also about the role that the financial reporting plays (Alhassan et al., 2019).
Enron provides a good example of how management exploits the power it possesses to
achieve its interests at the expense of shareholders, by resorting to manipulation of the
financial statements through dubious accounting practices, and with collusion of the
external auditor, Arthur Anderson (Al Manaseer et al., 2012). As a result, companies, and
financial markets in general, lost investors’ confidence which required urgent and serious
intervention by the regulators (Galal et al., 2022). Efficient corporate governance
practices and high-quality financial reporting and external auditing were emphasized.
Accordingly, new laws and regulation such as Oxley Act were enacted and major reviews
of accounting standards were conducted, with the purpose of retrieving the lost
confidence (Algatamin, 2018).

Considering the agency problem, corporate governance practices are supposed to provide
a high level of protection for the interests of shareholders. These practices control the
management decision-making not oriented to the stewardship for the rights of the
shareholders (Bhasin & Shaikh, 2012). Corporate governance requires the adoption and
the availability of preferred practices and characteristics related to the board of directors.
Among the important corporate governance practices is the audit committee role in
controlling and supervising the financial reporting and auditing process and the
relationship between the board and the external audit, in a way that ensures the availability
of high-quality information, and thus reduce the information asymmetry (Nour, Nour,
Algaraleh, & Al-Attar, 2020; Mishra & Malhotra, 2016). Audit committees have a strong
and obvious contribution in monitoring the management decisions in terms of financial

reporting (Nelwan & Tansuria, 2019). However, audit committee must be efficient to be



able to perform its mission. Therefore, characteristics refer to it and its members
qualifications must be ensured (Galal et al., 2022).

One of the most important financial reporting issues that should be followed up by the
audit committee is the earnings management practiced by the managers. Earnings
management is used by companies to manage their profits, either for the purpose of the
company or opportunistically for their personal interests (Abu Alia et al., 2019). Improper
earnings management is considered as one of the most important areas of interest as it is
designed to mislead and distort a company's actual financial performance, and thus
reducing the financial reporting credibility and quality, leading to information
inconsistencies (Klein, 2002). Accordingly, effective decision-making by investors and
other stakeholders and efficient functioning of capital markets are prevented (Mishra &
Malhotra, 2016). Even though the practice of earnings management is partially legal, it is
unethical because of its impact on the credibility of the company and the capital market,
and thus influencing user’s decisions (Sudarman & Hidayat, 2019) and mostly the main
purpose of management is to mislead stakeholders. Therefore, reducing the managers
earnings management practices requires the adoption of efficient corporate governance
mechanisms. (Zalata et al., 2018). As we have already explained, the audit committee is
one of the fundamental elements of corporate governance, as it plays a supervisory and
control role in the company, providing advice, besides following up on issues related to
financial and accounting standards, and supervising the audit of financial statements (Abu
Alia & Awwad, 2022).

In the light of the foregoing, and consider the importance of the AC's role in overseeing
and supervising the board. The current study aims to determine to what extent the
characteristics of the audit committee (independence, gender diversity, frequency of
meetings, expertise, and size of the AC) influence earnings management in industrial
companies listed on the exchanges of four emerging countries that include the Palestine
Exchange (PEX), the Amman Stock Exchange (ASE), the Qatar Stock Exchange (QSE),
and the Kuwait Stock Exchange (KSE).



1.2 Problem Statement

The role of the audit committee has increased nowadays, and hence the responsibilities
of the members of this committee have increased significantly (Galal et al., 2022). Today,
companies operate in an environment fraught with high-risks, which is why these
companies are subject to intense scrutiny. As public awareness of corporate governance
issues continues to increase, AC members should be more diligent in performing their
duties (Lary & Taylor, 2012). Directors of companies may engage in certain practices
that may lead to poor and incorrect decision-making by stakeholders, thus providing
misleading information and reports with low quality standards as an accurate (Abu Alia
et al., 2020). One practice that these companies can adopt is the EM practice. However,
this type of practice does not reflect the company's actual financial statements. EM can
be legal if the accounting decisions made are in accordance with generally accepted
accounting principles (GAAP). However, Earnings management activities may be illegal
if they are too aggressive and violate GAAP (Rajeevan & Ajward, 2020). For
management, it may have accounting options to handle EM, either conservative
accounting or fraudulent accounting. However, fraudulent accounting is an option that
violates GAAP (Inaam & Khamoussi, 2016).

Monitoring procedures through agency theory aim to achieve a balance between
shareholders and managers and to reduce conflicts of interest arising from opportunistic
behavior by managers (Allam, 2018). Earnings management issued by management
deliberately aims to manipulate financial reports in order to influence the decisions of
certain stakeholders and mislead them (Ayemere & Elijah, 2015). The AC's are
fundamental bodies of Agency Theory, through which it is confirmed that the
management works to expand and enhance the wealth of shareholders in addition to that
it works to reduce information asymmetry, which contributes to solving and reducing
agency problems (Abu Alia et al., 2020). So, stakeholders can have a significant impact
on some financial and operational decisions, and from this point of view, according to
stakeholder theory, which states that managers must consider all the needs of the
stakeholders, not just those of the shareholders, as laid out in the agency theory (Ross &
Crossan, 2012). Therefore, the opportunistic behavior of some managers must be
controlled because they deceive interested parties such as investors, creditors and

shareholders when making their decisions (Nwanji & Howell, 2007). This behavior,
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pursued by some executives, can later lead to a loss of stakeholder trust in the company,
which in turn can damage its reputation and increase cost of capital (Alia & AbuSarees,
2023).

Companies face a variety of issues that may be fraught with high-risks and may damage
stakeholders and affect their decisions. Therefore, it is important to have regulatory
bodies that deter these risks and maintain the rights of stakeholders (Abdeljawad, Al-
Selkhi, & Abu-Ras, 2023). Some companies use EM behavior to influence financial
reports to mislead stakeholders in order to achieve specific gains. (Abu Alia et al., 2020).
Which could encourage regulators to establish a high-level audit committee based on
deterring such risks, especially with increased awareness of corporate governance issues.
Improving audit quality will lead to improved quality of financial reporting, as auditors
are responsible for making independent judgments about the fairness of financial
statements (Egwanwor & Thomas, 2022). To summarize, earnings management is
considered a common phenomenon across companies and industries. It distorts earnings
quality and paints a false picture of a company's financial performance (Alia, Asmar &
Ali, 2023). This practice actually harms the interests of shareholders and violates
corporate governance principles. Actually, corporate accounting fraud has its roots in a
pervasive earnings management culture. In this regard, audit committees represent a
popular corporate governance tool that enhances the credibility of financial statements
and plays a vital role in preventing the occurrence of earnings management (Abu Alia et
al., 2020). Many researchers argue that when more audit is applied, the information
asymmetry between shareholders and managers decreases (Galal et al., 2022; Al-Shaer et
al., 2017; Alhassan et al., 2019). However, it is unclear in the context of the emerging
countries of the study sample whether any of the characteristics of the AC will lead to the
occurrence of EM. On the other hand, avoiding litigation risk is key to maintaining high
audit quality, as it is closely related to information quality (Inaam & Khamoussi, 2016).
In light of this, we ask whether the characteristics of the AC influence earnings

management behavior in industrial companies in the Emerging Countries?



1.3 Importance of the Study

This study works to verify the effectiveness of the AC in influencing the EM practices in
the industrial companies listed on the (PEX), the (ASE), the (QSE), and the (KSE).
Studying the audit committee characteristics and its impact on earnings management
practices is very important for many reasons. As we know, earnings management refers
to the deliberate manipulation of financial information by management of companies to
achieve their personal interest (Abdeljawad & Abu Alia, 2023). However, the audit
committee, as a key component of corporate governance, plays a vital role in overseeing
financial reporting and ensuring its accuracy (Abu Alia et al., 2020). So, understanding
the characteristics of the audit committee sheds light on the effectiveness of corporate
governance mechanisms. An effective audit committee is also essential for maintaining
transparency and integrity in financial reporting, which, in turn, contributes to build
confidence among stakeholders. Thus, studying the relationship between audit committee
characteristics and earnings management contributes to a more stable and reliable
financial environment. Especially, unsupervised earnings management practices distort
financial markets, leading to deceive users of resources and increase market volatility.
Actually, this study is considered one of the few studies that link the most important
characteristics of audit committees and earnings management practices in the industrial
sector, which were conducted in Palestine, Jordan, Qatar, and Kuwait, as far as the

researcher is aware.

For decision-makers and investors, they rely on financial reports to make rational
decisions (Alia, Amarneh, & Abdeljawd, 2023). Thus, by examining audit committee
characteristics, researchers can evaluate its ability to limit earnings management
practices. This information is valuable for investors who seek to ensure that financial
statements accurately reflect the firm's performance. On the other hand, a reliable audit
committee helps build and maintain confidence among stakeholders, including
shareholders, employees, customers, and the broader community (Abu Alia et al., 2020).
This confidence is closely linked to the firm's reputation, which can be negatively affected
by uncertainties related to earnings management. Moreover, earnings management can
be a precursor to financial fraud. However, a strong audit committee can serve as a
deterrent to fraudulent activities by implementing effective internal controls and risk

mitigation strategies (Fitri & Siswantoro, 2022). Accordingly, studying the audit
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committee characteristics helps understand its role in preventing financial mis-

management.

Regulators often set guidelines and requirements for audit committees to ensure
compliance with accounting standards and ethics. Thus, research in this area helps
identify gaps in current regulations and provides insights into potential improvements to
enhance the regulatory framework. Furthermore, research in this area also contributes to
academic understanding of the dynamics of corporate governance. So, the findings can
serve as a basis for future researches and help professionals improve corporate
governance structures to address emerging challenges. In summary, examining the audit
committee’s characteristics and their relationship to earnings management practices is
critical to promoting transparency, integrity, and accountability in financial reporting.
Insights gained from such research can have profound implications for corporate
governance, investor and stakeholder confidence, and the overall stability of financial

markets.

1.4 Objectives

The primary goal of this study is to know the extent of the role of ACs in their ability to
prevent or mitigate opportunistic behavior and managerial aggression related to profit

manipulation by managers.

The following specific objectives associated with this main objective include:

= Knowing the impact of AC characteristics (independence, gender diversity,
frequency of meetings, experience and size of the AC) on the EM practices of
industrial companies listed on the (PEX), the (ASE), the (QSE), and the (KSE).

= Knowing the extent to which industrial companies apply the characteristics of AC's
according to the laws and regulations in force in Palestine, Jordan, Qatar, and Kuwait,
focusing on how compliance with established guidelines and regulations contributes

to the depressing of earnings management.

= Examine the demographic and professional characteristics of AC members, such as
their independence, diversity, meetings, experience and size, to understand how these
factors may affect the committee's effectiveness in overseeing financial reporting.



Analyze the degree of independence within ACs and explore its association with the

occurrence and extent of earnings management practices within organizations.

Examining the impact of the expertise of AC members (especially in areas such as
accounting and finance) on financial reporting quality and the mitigation of earnings
management practices. Furthermore, examining the size of the audit committee and
its potential impact on its ability to effectively oversee financial reporting,
specifically examining whether larger or smaller committees show difference in

addressing earnings management issues.



Chapter Two

Theoretical Framework, Literature Review, and Hypothesis Development

2.1 Introduction

This section discusses the main related theories and concepts relevant to the topic under
discussion, the regulatory and legal landscape of accounting, and looks to how audit
committee characteristics affect earnings management practices by examining the impact
of the independence, gender, frequency of meetings, expertise, and size of the audit
committee. As well as an overview of literature review on the topic. Then, hypotheses are

developed accordingly.

2.2 Earnings Management

Managers make great efforts to apply various method aimed at maximizing the company's
profits, and in order to satisfy management's interests, earnings management methods
may be employed (Singto & Precious, 2021). Earnings management is a complex and
controversial topic within the field of accounting and finance. It is defined as a widely
studied activity by management to take specific actions to achieve targeted level of profits
through manipulation or alteration in financial reports or certain choices of accounting
policies (Alia & Barham, 2020). These actions are intended to mislead interested parties
about the company's financial and economic performance (Alhassan et al., 2019).
However, Akporien (2021) confirms that management intentionally engages in EM to
manipulate financial reports, thus misleading decision-makers and taking actions that
may adversely affect them. This highlights the ethical and practical implications of

earnings management on financial reporting practices.

Earnings management may involve various types: (1) Income smoothing is the act of
using accounting methods to mitigate fluctuations in net income over different accounting
periods. This strategy is achieved by recognizing revenues or expenses in a way that
defers them from one accounting period to another (Aburisheh et al., 2022). The primary
goal of income smoothing is to reduce earnings fluctuations from one period to another
in order to present a more consistent and stable financial performance as if a company
has steady earnings, which can influence how the company is perceived by creditors,
investors, and other stakeholders (Alhassan et al., 2019). One key motivation for



companies to implement income smoothing is to reduce the volatility of reported
earnings, making the financial performance of the companies appear more reliable and
less subject to drastic fluctuations (Alzoubi, 2019). This, in turn, can contribute to

enhanced investor confidence and have a positive impact on stock prices.

Companies may intentionally defer the recognition of certain revenue or expenses from
one accounting period to another to create a more balanced and predictable revenue model
over time (Aburisheh et al., 2022). Although income smoothing can be viewed as a way
to demonstrate financial stability, it is worth noting that its use can be controversial.
Critics argue that this could lead to a lack of transparency in financial reporting, as it
could obscure a company's true economic performance (Algaraleh & Nour, 2020; Al-
Shaer et al., 2017). Additionally, there are ethical considerations, as manipulating
accounting methods to smooth earnings may not accurately reflect a company's economic
reality. (2) "Big bath" accounting is an accounting strategy in which a company's
management team manipulates earnings in a bad year by degrading the earnings, thereby
reporting more losses than they actually were, in order to make the future period or year
looks better and makes it possible for future results to look more attractive (Galal et al.,
2022). The main purpose of this strategy is to create a “bath” of losses in that specific
period. By doing this, the firm can set aside reserves for future losses, expenses or
liabilities, thus creating a financial cushion to absorb future negative events (Egwanwor
& Thomas, 2022). There are some key features included in a "big bath™ accounting: First,
the timing of expenses: Through this strategy, companies deliberately recognize expenses
in a specific period, even if those expenses are not directly related to that period. This
allows them to smooth future profits by making subsequent periods appear more
profitable. Second, future period benefit: The deliberate overstatement by companies in
estimating expenses or losses in the current period enables the company to offset for those
losses against future profits. This may lead to a more stable pattern of profits over time.
Third, boost future profits: By taking a “big bath” of losses in a single period, firms may
set the stage for reporting higher profits in later periods, making their financial
performance appear more favorable. Finally, a cushion for future adversity: Firms using
the “big bath” strategy may create a financial reserve that serves as a cushion against
future uncertainty or adverse economic conditions (Al-Shaer et al., 2017). On the other

hand, critics claim that deliberately overemphasizing losses can mislead investors and



stakeholders, because they may not accurately reflect a company's true economic
performance (Fitri & Siswantoro, 2022; Chariri & Januarti, 2017). In addition, accounting
standards and regulatory bodies often examine these practices to ensure transparency and
fair representation in financial reporting in an effort to reduce these practices (Inaam &
Khamoussi, 2016).

(3) "Cookie jar" reserves are a strategy in which firms allocate excess reserves during
profitable periods and use them to artificially enhance profits in less profitable periods
(Akporien, 2021). The primary goals of using “cookie jar” reserves include: (a)
Smoothing reported profits: The aim is to create a more stable pattern of reported profits
over time, by allocating excess reserves from high profitability periods and using them
strategically in less profitable periods, thereby presenting more stable and consistent
financial performance. (b) Influencing investor perception: Companies use the Cookie Jar
reserves strategy aiming of influencing how investors perceive their financial situation
and stability, so that companies create an image of financial consistency and reliability
by smoothing out profits and avoiding significant fluctuations, which can positively affect
investor confidence (Alzoubi, 2019). Although these goals may provide short-term
benefits, but this strategy raises ethical concerns. This strategy can lead to a lack of
transparency in financial reports, because it may not accurately represent the true
economic performance of a company (Ayemere & Elijah, 2015). In turn, accounting
standards and regulatory bodies seek to ensure that financial statements are a fair and

accurate representation of a company's financial position (Alkdai & Hanefah, 2012).

There are several methods of earnings management include:

1. Manipulating of accruals: Firms can adjust accruals, such as warranty expenses or

provisions for bad debts, to affect reported earnings.

2. Timing of revenue recognition: Acceleration or delay in revenue recognition may

impact reported earnings.

3. Classification shifting: is a new form of earnings management that involves a
deliberate change in the classification of items within the income statement for the
year, removing items from core earnings and assigning for special items to present a

more favorable financial position (Yew, 2013).
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Understanding the goals behind earnings management sheds light on the motivations for
its use in the corporate world. Therefore, we present the general objectives of using

earnings management practices, including:

1. Meet analysts’ expectations: Companies often manage their earnings to meet or
exceed analysts’ expectations, which can have a positive impact on stock prices, thus

influencing positive reactions from investors.

2. Influence contractual outcomes: Earnings management can be used to achieve
specific objectives in debt agreements, executive compensation agreements, or other

contractual arrangements.

3. Tax management: By managing revenues, companies can optimize their tax
obligations and take advantage of available tax benefits and managing its overall tax

liabilities effectively.

4. Maintain share price: Smooth or sustained positive earnings can help maintain or
increase a company's share price, which enhances investor confidence and market
value (Isa & Farouk, 2018).

However, it is possible to prevent and detect earnings management practices by: First,
financial statement analysis: Analysts and auditors use various financial ratios and
analytical tools to identify unusual patterns in financial statements. Second, boost
corporate governance: Strong corporate governance practices, including effective audit
committees, can help prevent and detect earnings management. Third, regulatory
oversight: Regulators establish standards and regulations, such as the Sarbanes-Oxley
Act, to enhance transparency and prevent unethical financial practices (Galal et al., 2022).

Earnings management raises ethical concerns, including deceptive practices through the
manipulation of financial information, leading to the misleading of investors and
stakeholders. Companies are expected to adhere to the principles of transparency and

accountability to maintain confidence in the financial markets (Setiawan et al., 2020).

The emergence of EM is one of the mechanisms that can lead to accounting scandals
(Alzoubi, 2019). Consequently, it poses a serious threat to the company if these types of
practices are discovered. This discovery can lead to weak investor confidence in the

company's financial reports, unreliability of reported earnings due to biased amounts, and
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a failure to reflect the actual performance of the company. Additionally, it is impeding
the effective flow of capital in the financial market (Albersmann & Hohenfels, 2017).
Accordingly, the presence of earnings management should be reduced or limited in
companies where a functioning and effective audit committee is in place (Alhassan et al.,
2019). On the other hand, there are many incentives that make management choose to
deliberately engage in EM. For example, it may be in order to avoid reporting losses, or
money managers and analysts may provide incentives to encourage management to
improve the reported performance of profits. This improvement may lead to an increase
in the market value of the firm, and thus enhancing the reputation of managers and
attracting more investors (Al-Shaer et al., 2017).

The activities of the earnings management practices are complex, ambiguous, and
difficult to detect due to the management's ability to manipulate financial reports, in
addition to the lack of credibility and transparency towards shareholders and regulatory
authorities (Alzoubi, 2019; Abdeljawad & Abu Alia, 2023). The existence of Good
Corporate Governance that works to limit the behavior of the practice of earnings
management, and this is what the audit committee shows (Nour et al., 2022). Usually,
managers resort to tax evasion as a tool in the exercise of EM in order to maximize profits
in the short term (Abdeljawad, Al-Selkhi, & Abu-Ras, 2023; Deslandes et al., 2020).
Numerous studies have shown the extent of influence of audit committees and corporate
government in general on EM practices (Akporien, 2021; Al Manaseer et al., 2012;
Mishra & Malhotra, 2016). Results of Soliman and Ragab (2014) showed that there is an
inverse effect of financial expertise and share ownership of audit committee on earnings
management, so that the study concludes that share ownership of audit committee and

financial expertise enhance the quality of financial reports.

Firm’s adoption of higher audit quality will reduce earnings management practices
(Safitri et al., 2018). Yew (2013) indicate that there is a relationship between the size of
the AC and earnings management, while no statistically significant relationship was
discovered for the other characteristics of the AC, which are the independence, legal
experience and financial literacy of the members of the audit committee. On the other
hand, the gender of the members of the AC greatly affects the behavior of earnings
management, the study shows that females are more careful in the AC because they are
more risk-averse and ethical than men (Saona et al., 2019). Umobung and Ibanichuka
12



(2017) indicate that earnings management occurs more when the company is unable to
meet the expectations of investors. However, some literature shows that earnings
management behavior has a direct impact on company value and stock return because
investors focus on earnings without examining its components in detail (Afza & Nazir,
2014).

2.3 The Regulatory and Legal Landscape of Accounting

In Palestinian context, accounting practices are governed by the Palestinian Association
of Certified Public Accountants (PACPA) and the Palestinian Companies Law, so that
the Companies Law sets out the requirements for financial reporting and disclosure for
companies operating in Palestine (Abdeljawad, Al-Selkhi, & Abu-Ras, 2023). For
regulatory authority, the Palestinian Capital Market Authority (PCMA) plays a key role
in regulating financial markets and overseeing companies’ application of accounting
standards. On the other hand, Palestine is making efforts to align its accounting practices
with the International Financial Reporting Standards (IFRS) to explore the extent of
adoption and any challenges may face (Abu Alia et al., 2020). Actually, the challenges
may include limited resources, capacity building, and the need to increase awareness of
International Accounting Standards. However, opportunities can arise by enhancing
transparency to attract foreign investment and promote economic growth, despite the
obstacles it may face under the Israeli occupation (Nour et al., 2022; Abdeljawad et al.,
2023).

In Jordan, the Jordanian Association of Certified Public Accountants (JACPA) and the
Jordanian Companies Law guide accounting practices in the country, so that the Jordan
Securities Commission (JSC) supervises the financial reports of publicly traded
companies (Abbadi, 2016). For regulatory authority, the (JACPA) is the primary
regulatory body responsible for ensuring the integrity and professionalism of the

accounting profession (Abu Saleem, 2019).

In 2008, laws establishing an audit committee were issued however on a voluntary basis.
Later in 2013, it became mandatory for all companies listed on the stock exchange
(Algatamin, 2018). Jordan has made substantial progress in aligning its accounting
practices with IFRS and explore the implications for financial reporting and investments

(Algaraleh & Nour, 2020). Challenges may include the need for continued training and
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education, while opportunities could arise from increased harmonization with global

standards.

The legal framework of accounting in Qatar is influenced by the Qatar Financial Markets
Authority (QFMA) and the Qatar Central Securities Depository (QCSD), so that the Qatar
Financial Centre (QFC) also plays a role in drafting financial regulations (Association of
Legal Accountants, 2022). The QFMA supervises financial markets and ensures
compliance with accounting standards. Qatar has been proactive in adopting IFRS to
enhance the credibility of financial reporting and attract international investment. The
challenges may involve adapting to rapid economic growth, while opportunities can stem
from a country's commitment to global financial standards (Association of Legal
Accountants, 2022). In Kuwait, the legal framework was established by the Kuwait
Financial Center “Markaz” and the Capital Markets Authority (CMA). The Companies
Act and the Commercial Companies Act provide the regulatory foundation for accounting
practices. For regulatory authority, the Capital Market Authority is an important
regulatory body that oversees accounting practices, financial disclosure and auditing
standards (Kuwait Accountants and Auditors Association, 2023). Kuwait has been
working towards the alignment of its accounting standards with IFRS, with the aim of
achieving greater consistency and transparency. The challenges may include the need for
increased enforcement and/or compliance, and opportunities may arise from a more

standardized financial reporting system that attracts international investors.

In compliance to the rules stipulated in the Palestinian Corporate Governance Law, issued
by the National Governance Committee in 2009, and the corporate governance system in
Qatar and Kuwait, companies were mandated to establish an audit committee emanating
from the Board of Directors (BOD), consisting of members with independence and both
scientific and practical experience (Corporate Governance National Committee, 2009;
Corporate Governance System, 2009; Corporate Governance Guide, 2013). The audit
committee is one of the basic elements of corporate governance and the board's
subcommittees that help control management practices, improve the quality of financial
reporting, and reduce audit risk (Abdeljawad et al., 2020). In addition, it is an effective
tool to ensure good corporate governance in the organization (Salleh & Haat, 2014). Audit
committees can enhance their effectiveness by diligently enforcing laws and adhering to
regulatory bodies (Abbadi, 2016). One of the important or critical aspect is ensuring
14



compliance with accounting standards and financial regulations imposed by regulatory
bodies. By keeping up with legal requirements, audit committees contribute to financial
transparency and reliability. Furthermore, regular communication and collaboration with
regulatory bodies facilitates a proactive approach to compliance, reduces the risk of legal
issues and ensures compliance with the latest industry standards (Nour et al., 2022). In
addition, an effective audit committee focuses on internal control systems to ensure that
the organization's operations comply with legal requirements and best practices such as
reviewing and enhancing internal audit processes, risk management procedures and
monitoring mechanisms to identify potential issues and address them immediately (Al-
Rassas & Kamardin, 2015). Measuring the effectiveness of the audit committee can be
achieved by assessing the company's performance and competitiveness, particularly in
the face of a dynamic or volatile and uncertain business environment beyond the
company's management (Abbadi, 2016). An audit committee can be defined as a sub-
committee of the BOD’s that creates arrangements for auditing (Galal et al., 2022). The
purpose of creating the audit committee is specially to attain a governance structure for
public corporations and also the implementation of control procedures to confirm the

protection of the interests of stakeholders (Yew, 2013).

2.4 The Effect of Corporate Governance on Accounting

Corporate governance has become one of the most important topics on the company's
agenda and one of the foundations for building trust in companies, as good corporate
governance (GCG) can reduce the occurrence of earnings management practices with its
various methods (Yew, 2013). The main purpose of corporate governance is to protect
and increase the value of the company in a way that ensures the shareholders rights and
the interests of other stakeholders (Asmar et al., 2018; Alia et al., 2022). The Cadbury
Commission states that the good corporate governance is a principle aimed at balancing
a company's strength and authority by delegating responsibilities to shareholders and
stakeholders as a whole (Puspita et al., 2020). This step aims to regulate the power of all
shareholders, managers and other parties involved in the development process in a given
environment (Al Manaseer et al., 2012). Companies must apply ethical principles to
achieve GCG.

15



The term Corporate Governance is very broad concept. According to Allam (2018), it is
the systems and methods by which companies are controlled and managed, emphasizing
its role in ensuring transparency, accountability, and the protection of stakeholder’s
interests. Amri et al. (2022) defines it as a process of monitoring and supervision designed
to ensure that the company's Board of Directors acts in accordance with the interests of
shareholders. Akporien (2021) argued that the role of corporate governance is not to direct
the operations of the company per se, but to provide it with general directions, overseeing
and controlling of management activities, meeting reasonable expectations of
accountability, organizational requirements, and comply with interests outside the
company's borders. Corporate governance provides a framework in which corporate goals
are defined, the means of achieving those goals are determined, and performance is
monitored (Firdaus et al., 2018).

The impact of corporate governance on accounting is a complex and multifaceted
relationship that affects every aspect of financial reporting and transparency (Abbadi,
2016). Effective corporate governance practices, particularly those related to board of
directors and audit committee oversight of financial reporting, can help to improve the
quality of financial reporting, thereby making it more accurate and reliable (Algaraleh &
Nour, 2020). Corporate governance mechanisms such as sound internal controls and audit
committees can serve as preventive measures against fraud and financial
mismanagement. Additionally, a well-structured governance framework can prevent and
detect accounting irregularities (Amri et al., 2022). Good corporate governance facilitates
timely and transparent disclosure of financial information. This ensures that stakeholders
have timely access to relevant accounting information, thereby increasing trust (Firdaus
etal., 2018). Corporate governance practices that align management's interests with those
of shareholders also help improve accountability (loualalen et al., 2015). This direction

encourages management to adopt accounting practices that boost shareholder value.

Corporate governance frameworks often include compliance with IFRS. Adherence to

these standards ensures consistency and comparability of financial reporting worldwide

(loualalen et al., 2015). Having independent directors on the board can help reduce

conflicts of interest and ensure that accounting decisions are in the best interests of the

company and its stakeholders (Isa & Farouk, 2018). Corporate governance practices

contribute to effective risk management (Bhasin & Shaikh, 2012). A well-structured
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governance system can identify and address accounting-related risks, thereby
contributing to a company's financial stability (Chariri & Januarti, 2017). Additionally,
aligning executive compensation with long-term financial performance promotes good

accounting practices (Albersmann & Hohenfels, 2017).

Audit committees play a crucial role as one of the key elements of corporate governance,
particularly in light of corporate scandals (Deslandes et al., 2020). They bear the
responsibility of overseeing the financial reporting process, internal controls, and the
external audit, aiming to ensure transparency and accountability within the organization.
Consequently, they must assume responsibility for both the external auditor and
management to ensure the quality of the company's financial reporting and internal
controls (Alves, 2013). Klein (2002) examined the relationship between audit
committee/board characteristics and earnings management, accounting for other factors.
The results showed a negative association between abnormal accruals and the
independence of the Board of Directors or the audit committee. Previous accounting
research has demonstrated the relationship between various factors of corporate
governance and earnings management (Abdeljawad et al., 2023; Alhassan et al., 2019;
Juhmani, 2017). The vast majority of research has focused on the Board of Directors and
the audit committee as representatives of the corporate governance mechanism. For
example, Akporien (2021) found that companies with a Board of Directors and/or audit
committee made up of independent directors were less likely to manage profits.
Concurrently, Yasser and Al Mamun (2016) also found that an effective corporate
governance mechanism is less likely to manage profits. Moreover, Albersmann and
Hohenfels (2017), Metawee (2013) and Anderson et al. (2004) emphasized that the
characteristics of the Board of Directors are important determinants of earnings

management.
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2.5 Exploring Theories Clarifying the Relationship Between Audit Committees and
Earnings Management

2.5.1 Agency Theory

Agency theory is primarily grounded in the concept of the agency relationship,
delineating the connection between the principal (owner) and the agent (management)
(Jalal, Alkoni, & Nour, 2023; Firdaus et al., 2018). This relationship materializes when
owners grant decision-making authority to managers, empowering them to act on their
behalf in alignment with their interests. The separation of ownership and management
has given rise to a conflict of interest between the two parties. Owners aspire to maximize
their assets and attain the highest return on investment, while managers seek job security,
bonuses, incentives, and other benefits for their own interests. This conflict often leads to
what is known as an agency problem, where managers may not consistently act in the
best interests of the owners, capitalizing on the information asymmetry between
management and owners (Akporien, 2021). Additionally, agency theory posits that the
separation of ownership and control may prompt managers to engage in activities that
serve their personal interests (Umar & Hassan, 2018). Undoubtedly, management
practices such as earnings management may be employed to achieve their own interests,
resulting in a conflict with shareholders. Thus, agency theory strives to balance the
interests of managers and shareholders by instituting control measures that mitigate
conflicts of interest and curb opportunistic behavior by management (Alhassan et al.,
2019).

Audit committees prove to be a crucial control mechanism aimed at aligning
management's interests with those of shareholders, thereby reducing agency problems
associated with earnings management (Ayemere & Elijah, 2015). Earnings management
is often driven by managers' personal interests and poses risks to shareholders because it
can compromise the transparency and accuracy of financial reporting (Nelwan &
Tansuria, 2019). Therefore, an audit committee composed of independent directors with
supervisory responsibilities can prevent opportunistic behavior by management
(Albersmann & Hohenfels, 2017). Because of their independence, audit committee
members are well-suited to act in the best interests of shareholders and enhance the
credibility of financial reporting (Juhmani, 2017). This independence minimizes the risk
of managers manipulating financial reports for personal gain. Furthermore, agency theory
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holds that the audit committee, as a representative of the owners, acts as an intermediary
to bridge the information gap between shareholders and management (Akporien, 2021).
The Committee's oversight of the financial reporting process, internal controls and the
external audit function is designed to enhance transparency and accountability (Alzoubi,
2019). It balances potential agency problems and ensures that managers do not take
advantage of information asymmetries to engage in earnings management practices that
are contrary to shareholder interests (Al-Rassas & Kamardin, 2015). In practice, agency
theory supports the view that a well-functioning audit committee, characterized by
independence, expertise, and diligence, helps promote ethical financial reporting
practices and minimize earnings management risks (Abdeljawad, Al-Selkhi, & Abu-Ras,
2023). This is consistent with the theory's broader goals of mitigating agency problems

and establishing mechanisms to protect shareholder interests.

As a result, in the context of agency theory, audit committees become an important
component in managing the agency relationship between owners and managers. By
overseeing the financial reporting process and controlling management's discretion, the
audit committee plays a key role in depressing earnings management and ensuring that

financial information reflects shareholder interests (Abu Alia et al., 2020).

2.5.2 Stakeholder Theory

For the stakeholder theory, it posits that a company's success depends on its ability to
maintain relationships with stakeholders, keep up with their expectations, and meet their
diverse needs (Niresh & Silva, 2018). Stakeholders include all individuals such as
shareholders, creditors, customers, suppliers, etc., who can influence or be influenced by
the achievement of corporate goals (Juhmani, 2017). As such, managers must consider
the needs of all stakeholders, not just shareholders, thereby limiting opportunistic
behavior that results from misleading stakeholders in decision-making. Such behavior

could weaken stakeholder confidence in the company (Yew, 2013).

Stakeholder theory emphasizes consideration of the diverse needs and expectations of all
stakeholders, providing valuable insights into the role of the audit committee in mitigating
earnings management (Herranz et al., 2022). According to stakeholder theory, a
company's success is closely related to its ability to maintain positive relationships with

various stakeholders, including shareholders, creditors, customers, and suppliers (Niresh
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& Silva, 2018). In earnings management context, stakeholders, especially shareholders,
rely on accurate financial information to make informed investment decisions. Earnings
management practices that mislead stakeholders not only threaten shareholder trust but
also have broader consequences for a company's relationships with other stakeholders
(Abu Alia et al., 2020). Stakeholder theory suggests that companies should prioritize the
interests of all stakeholders and avoid opportunistic behavior that could undermine these

relationships (Juhmani, 2017).

Audit committees play a key role in upholding the principles of stakeholder theory (Galal
et al., 2022). By overseeing the financial reporting process and internal controls, audit
committees can prevent manipulative earnings management practices (Alhassan et al.,
2019). The committee, which typically consists of independent directors, is able to act in
the best interests of all stakeholders and ensure the transparency and accuracy of financial
reporting, thus increasing stakeholder confidence (Albersmann & Hohenfels, 2017).
Stakeholder theory promotes a holistic view of corporate responsibility, and audit
committees are guided by this view through their oversight and supervisory functions
(Inaam & Khamoussi, 2016). It is recognized that misleading financial conduct not only
affects shareholders but also damages the trust of creditors, customers, suppliers and other
stakeholders (Mishra & Malhotra, 2016). Therefore, effective audit committees help
increase stakeholder satisfaction by promoting ethical financial reporting practices and
protecting the interests of all those involved in the company's success (Al-Shaer et al.,
2017).

2.6 Literature Review and Hypotheses Development

The audit committee is an important tool for achieving Good Corporate Governance,
given its primary role in supervision and control (Abdeljawad, Al-Selkhi, & Abu-Ras,
2023). It serves to reduce or prevent aggressive earnings management and acts as an
effective mechanism to minimize disputes arising from the separation of ownership from
control (Algaraleh & Nour, 2020; Abdeljawad et al., 2020). Its importance also includes
making a significant contribution to promoting financial transparency, accountability and
stakeholder trust (Abu Alia et al., 2020). Earnings management, the practice of distorting
financial results to present a more positive image, poses significant risks to the credibility
of financial reporting (Abdeljawad & Abu Alia, 2023). The audit committee serves as an

oversight body and reviews financial statements, internal controls and the entire financial
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reporting process. This oversight prevents financial data from being manipulated and
provides a more accurate reflection of company performance (Algaraleh & Nour, 2020).
According to the Palestinian, Jordanian, Qatari, and Kuwaiti Corporate Governance
Laws, which stipulate that the boards of directors of traded companies establish an audit
committee responsible for controlling and supervising financial matters (Corporate
Governance National Committee, 2009; Governance Instructions For Listed Stock
Companies, 2017; Corporate Governance System, 2009; Corporate Governance Guide,
2013). The formation of this committee aims to instill confidence in financial reporting

by reducing the occurrence of earnings management practices.

Galal et al. (2022) emphasize that the characteristics of the audit committee should
receive careful attention because the mere existence of this committee does not guarantee
that it will function as an effective body in monitoring and supervision. To ensure the
committee's effectiveness, corporate governance standards define specific characteristics
for its composition, thereby enhancing the quality of the audit process (Herranz et al.,
2022). This, in turn, has the potential to reduce earnings management and mitigate
uncertainty regarding reported earnings (Algaraleh & Nour, 2020). In this context, five
characteristics of ACs may influence earnings management practices: independence of
committee members, gender diversity, frequency of meetings, experience, and size of the
AC.

According to the literature, the role of the audit committee is considered necessary to
support the credibility of the financial statements (Setiawan et al., 2020). Therefore,
companies with an audit committee are likely to mitigate fraudulent practices by
management, as well as hinder earnings management through the control and supervisory
functions of the audit committee (Alves, 2013). Notably, there is an inverse relationship
between discretionary benefits and the existence of an audit committee (Herranz et al.,
2022). Likewise, there is a negative relationship between audit committees and earnings
management, suggesting the ability of audit committees to curb such behavior (loualalen
etal., 2015).
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2.6.1 Audit Committee Independence

The independence of AC members is a key factor in ensuring the effectiveness of the
committee's supervisory and oversight functions (Ha, 2022). Mishra and Malhotra (2016)
highlight the importance of independence in an audit committee, and define independent
audit committee members as individuals who do not have significant financial
relationships with the company or persons associated with the company, which may affect
members' ability to make objective and fair judgements. Independent audit committees
are free from management pressure and therefore can more effectively oversee the

financial reporting process (Amin et al., 2018).

Independent AC members can provide objective and unbiased oversight of the financial
reporting process (Mardessi & Fourati, 2020). This is critical to maintain the integrity of
financial reporting and ensuring that it accurately reflects the company's financial
position. Additionally, independence minimizes the agency problems due to conflicts of
interest that might arise when committee members have a relationship with the company
or its management, thereby absence of conflicting interests allows members to prioritize
the interests of shareholders (Ayemere & Elijah, 2015).

Independent members, free from managerial influence, are in a better position to examine
financial reports, and can play a critical role in identifying and addressing risks associated
with earnings management (Nelwan & Tansuria, 2019). They can also reduce the
potential for earnings manipulation by regularly evaluating accounting practices and
challenging management assumptions (Yasser & Al Mamun, 2016). Their focus on
shareholder interests is consistent with the goal of providing a fair and accurate picture
of the company's financial condition (Isa & Musa, 2018). Financial reports audited by an
independent audit committee are likely to have greater credibility in the eyes of investors
and stakeholders. This credibility can increase the risk of exposure to scrutiny and
accountability, thereby deterrent managers from engaging in aggressive earnings
management practices (Egwanwor & Thomas, 2022). Many corporate governance laws
and regulations emphasize the importance of independent audit committees (Abdeljawad,
Al-Selkhi, & Abu-Ras, 2023). These regulations often require the presence of

independent members to ensure a robust system of checks and balances.
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Under corporate governance laws in Palestine, Jordan, Qatar and Kuwait, company
boards are required to establish audit committees. The law provides that the chairman of
the committee must be independent, and its membership must include at least one person
with experience and practical knowledge in accounting and financial matters (Corporate
Governance National Committee, 2009; Governance Instructions For Listed Stock
Companies, 2017; Corporate Governance System, 2009; Corporate Governance Guide,
2013). At the same time, the audit committee must remain independent from management
in order to effectively perform its oversight and supervisory functions, and thereby protect
the interests of shareholders (Setiawan et al., 2020). Moreover, investors universally
demand companies to present reliable and honest information (Jatiningrum et al., 2020).
For an audit committee to be truly effective and independent, a majority of its members
must be non-executive directors (Abdeljawad et al., 2020). Research indicates that
companies with a substantial proportion of independent audit committee members shows
lower levels of EM practices (Nelwan & Tansuria, 2019; Isa & Farouk, 2018).

Many studies have confirmed that the independence of AC members enhances control
over financial information and earnings management (Egwanwor & Thomas, 2022; Isa
& Musa, 2018). Yasser and Al Mamun (2016) showed that companies that have an audit
committee depressing earnings management practice. Mardessi and Fourati (2020)
confirmed that the independence of the audit committee also reduces the behavior of real
earnings management. In the same context, Abu Saleem (2019) indicates that the
independence of the AC leads to improving the quality of financial reports. Additionally,
Nelwan and Tansuria (2019) and Isa and Farouk (2018) showed that the independence of
the audit committee is effective in depressing the behavior of earnings management.
Accordingly, the presence of an independent AC is important and mandatory in public
listed companies. Because, it is considered an effective and good mechanism for
controlling tax risks as one of the practices of earnings management, and therefore the
independent of the AC members must work to reduce tax risks (Abdeljawad, Al-Selkhi,
& Abu-Ras, 2023). However, the findings of Setiawan et al (2020) and Chandrasegaram
et al. (2013) differs from the previous studies, as they confirmed that there was no effect
of the independence of the AC on earnings management. Furthermore, the study Amin et
al (2018) and Hamdan et al (2013) showed a positive effect between the independence of

AC members and the earnings quality.
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The independence of AC members is an essential element in boosting financial
accountability and transparency, mitigating the potential for earnings manipulation (Abu
Saleem, 2019). Furthermore, the regulatory requirement for independent members on the
audit committee serves as a basic safeguard against unethical financial practices, thereby
enhancing the overall governance structure of the organization (Susanto, 2016).
Consequently, this ensures that financial reports are consistent with the interests of
shareholders and contribute to the overall credibility of the firm’s financial disclosures

(Yew, 2013). In light of this, we can make the following hypothesis:

H1: There is a statistically significant effect of audit committee independence on earnings

management behavior.

2.6.2 Gender Diversity on the Audit Committee

Substantial gender differences have long been recognized in the psychology and
management literature (Zalata et al., 2018). The participation of women managers in
subcommittees such as ACs requires careful consideration, given the qualities they may
bring to corporate boards and their contributions to corporate governance influences, such
as leadership style, conservatism, communication skills, risk aversion, and decision-
making (Isa & Farouk, 2018; Galal et al., 2022). Accordingly, the gender ratio of audit
committee members can impact the quality of financial reports (Ammer & Ahmad-
Zaluki, 2017).

Gender diversity brings different perspectives to the decision-making process. Female
audit committee members often have diverse educational backgrounds and expertise. This
diversity contributes to a more complete understanding of financial reporting issues and
leads to more effective decision-making to prevent earnings manipulation (Zalata et al.,
2018). The presence of women on audit committees can help create a more inclusive
organizational culture. An inclusive culture is associated with improved governance
practices, transparency, and a reduced likelihood of fraudulent activities, including
earnings management (Mardessi & Fourati, 2020). In the framework of decision-making
and control within the company, there are some differences between the sexes (female
and male). For example, female managers exhibit higher moral considerations and more
risk-averse attitudes than male managers (Setiawan et al., 2020). Female directors are also

more cautious than male directors (Gavious et al., 2012). Regulators have recognized the
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importance of gender diversity in corporate governance. As a result, regulators are
considering regulations that mandate a minimum representation of women on boards and
audit committees (Galal et al., 2022). Compliance with such regulations may lead
organizations to prioritize gender diversity, thereby influencing financial reporting

practices.

In recent years, the issue of gender diversity has garnered increasing attention in corporate
finance and corporate governance literature (Zalata et al., 2018). Notably, women are now
represented on important subcommittees such as the AC. Female ACs can mitigate
earnings management because they tend to show higher ethical and conservative more
than male audit committees (Saona et al., 2019). Additionally, female AC members are
more likely than their male counterparts to comment and take action to enhance board
oversight and limit earnings management practices (loualalen et al., 2015). During
supervision, female managers tend to be more conservative and stricter in implementing
rules (Setiawan et al., 2020). Accordingly, female managers may be considered more

effective than male managers in reducing earnings manipulation.

Literature shows that teams are more effective when women outnumber or equal men,
especially in complex management tasks requiring long-term management, relevant
information processing, planning, and decision-making (Mardessi & Fourati, 2020).
Additionally, studies have often shown that the proportion of women in groups is a
significant predictor of group collective intelligence, understood as a group's overall
ability to perform well on various tasks (Woolley et al., 2015). Several recent studies have
explored the impact of female CEOs and managers on a firm’s financial performance and
market value (Lakhal et al., 2015; Woolley et al., 2015; Gavious et al., 2012). Gender
diversity on the AC has been shown to enhance organizational productivity and
committee effectiveness (Aldamen et al., 2018; Green & Homroy, 2018), although some
previous studies have found conflicting results. However, other studies have showed that
female managers demonstrate better transformational leadership skills than their male
counterparts, and female leaders tend to demonstrate a greater sense of responsibility by
investing more energy into their tasks (Zalata et al., 2018). Moreover, Setiawan et al.
(2020) found that the conservative and ethical characteristics of women improve
corporate governance and reduce hidden and potential fraud risks. Sudarman and Hidayat
(2019) investigated the impact of AC gender on the earnings management of industrial
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companies listed on the Indonesian Stock Exchange from 2013 to 2017. The paper
concludes that audit committee gender has a significant negative impact on the earnings
management of industrial companies. Isa and Farouk (2018) and Ammer and Ahmad-
Zaluki (2017) showed that women on the audit committee are more cautious and have
more decision-making power when preparing financial reports. Additionally, some
literature has also found a negative relationship between female directors and earnings
management, indicating that earnings management tends to decrease when the number of
women on the audit committee increases (Galal et al., 2022; Setiawan et al., 2020;
Aldamen et al., 2018). Other studies have confirmed a negative relationship between
female managers and earnings management (Saona et al., 2019; Green & Homroy, 2018;
loualalen et al., 2015). However, there is also evidence indicating that female directors
have no influence on earnings management, some studies did not find an association
between the proportion of women on audit committees and earnings management

practices (Sun et al., 2011). Based on the above, we propose the following hypotheses:

H2: Gender diversity on the audit committee has a statistically significant influence on

earnings management behavior.

2.6.3 Frequency of Meetings

Regular and well-organized AC meetings play a vital role in shaping a company's
financial reporting landscape (Abu Saleem, 2019). The impact of these meetings on
earnings management practices is manifold. First and foremost, AC meetings provide a
structured platform for auditors and management to engage in discussions regarding the
audited financial statements. This direct interaction ensures that potential issues related
to earnings management are discovered and thoroughly investigated (Amin et al., 2018).
Ongoing dialogue between auditors and management enables ongoing evaluation of
financial practices, thereby reducing the possibility of opportunistic earnings
management (Salloum et al., 2014). Additionally, the initiative to meet frequently
provides audit committees with the opportunity to address emerging financial reporting

challenges in a timely manner (Setiawan et al., 2020).

Companies that prioritize regular, meaningful, and well-structured AC meetings are more
likely to create an environment of financial transparency that minimizes the risks

associated with earnings management practices (Galal et al., 2022). In addition to their
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oversight role, audit committee meetings can serve as a deterrent to questionable financial
behavior (Bicer & Feneir, 2019). The awareness that financial reports are scrutinized at
regular meetings acts as a deterrent to managers from considering profit management
strategies. This preventive effect is especially evident when the audit committee carefully

discusses and understands the complexities of financial reporting (Abu Saleem, 2019).

The audit committee performs the function of controlling and monitoring information
provided by management for important decisions. This interaction occurs either through
management's official attendance at AC meetings or through the exchange of information
by informal channels (Phuong & Hong, 2021). According to the laws and instructions of
Palestinian, Jordanian, Qatari, and Kuwaiti corporate governance, the audit committee is
required to meet periodically, with a minimum of four meetings per year, i.e., at least
once every three months (Governance Instructions For Listed Stock Companies, 2017;
Corporate Governance Guide, 2013; Corporate Governance National Committee, 2009;
Corporate Governance System, 2009).

Meetings during which auditors discuss the audited financial statements, if conducted
effectively, can adversely impact earnings management practices (Amin et al., 2018).
Several studies conclude that regular audit committee meetings throughout the financial
year are essential for effective oversight. Therefore, the more frequently they occur, the
better the audit committee can exercise its functions of monitoring and controlling the
financial environment, thereby reducing financial reporting problems and ensuring the
reliability of financial reporting through these meetings (Galal et al., 2022). The
frequency of the meetings has a positive impact on the effectiveness of the audit
committee's work (Salloum et al., 2014). Additionally, researchers argue that audit
committees that meet frequently have more opportunities to discuss financial reporting
issues and can be more effective in preventing accounting fraud and in overseeing and
monitoring financial activities such as the preparation and reporting of financial

information of the company (Abu Saleem, 2019; Bicer & Feneir, 2019).

The number of AC meetings serves as a descriptor of the committee's activities. Several
studies indicate that an increased frequency of audit committee meetings is expected to
mitigate earnings management practices (Setiawan et al., 2020). Regular audit committee

meetings not only enhance their professional competence and control function, positively
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influencing company performance (Musallam, 2020), but also serve as an important
indicator of issues that the committee needs to address, subsequently reducing the
likelihood of fraud or misrepresentation (Bicer & Feneir, 2019). In previous studies,
frequent meetings of the audit committee have showed the conscientiousness of
committee members and the diligent work exercised by the audit committee. Metawee
(2013) and Lin and Hwang (2010) found a significant negative correlation between audit
committee meetings and practices of earnings management. While Lee et al. (2012) and
Persons (2009) found a positive association between the number of audit committee
meetings and voluntary disclosure, indicating the committee's diligence. Moreover, the
frequent meetings of the audit committee with the internal audit is evidence of the
effectiveness of the audit committee in addressing critical internal control issues (Alzeban
& Sawan, 2015). Frequent audit committee meetings are very encouraging as they help
the committee maintain greater professional due diligence, which reduces earnings
management practices (Soliman & Ragab, 2014). However, different studies have shown
different results. Some studies, such as Galal et al. (2022) and Phuong and Hong (2021)
found no significant association between the frequency of audit committee meetings and
earnings management practices. Similarly, Hasan et al. (2019) and Chandrasegaram et al.
(2013) reported no close relationship between audit committee meetings and earnings
management size. Consequently, the frequency of audit committee meetings alone may
not be sufficient to deter the practice of earnings management in publicly traded

companies. Based on this literature review, the following hypothesis is formulated:

H3: The frequency of audit committee meetings has a statistically significant influence

on earnings management behavior.

2.6.4 Financial Expertise of Audit Committee

From an agency theory perspective, the audit committee, comprised of members with
accounting and financial expertise, serves as a crucial mechanism to address the agency
problem within the company (Mardessi & Fourati, 2020). This problem arises due to the
separation of ownership (shareholders) and control (management), leading to potential
conflicts of interest (Firdaus et al., 2018). Members equipped with financial expertise are
better positioned to comprehend complex financial reporting, enabling them to more
effectively monitor management behavior (Nguyen, 2022). The audit committee's

expertise plays a vital role in preventing opportunistic behavior by management
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(Abdeljawad, Al-Selkhi, & Abu-Ras, 2023). Earnings management, a method through
which management may manipulate financial data to present a positive image in
economic reality for personal gain. This poses risks to shareholders as it can impact the
transparency and accuracy of financial reports, negatively affecting the company and its
reputation (Abu Alia et al., 2020). However, the presence of members with practical and
scientific expertise, coupled with a deep understanding of accounting principles and
financial reporting standards, empowers the audit committee to critically assess financial
disclosures and prevent opportunistic behavior by management. This, in turn, reduces the
likelihood of earnings management, ultimately safeguarding the interests of shareholders
(Abdeljawad & Abu Alia, 2023). In line with agency theory, the expertise of the audit
committee is pivotal in balancing potential agency problems and ensuring that managers
do not exploit information asymmetry to engage in earnings management practices

conflicting with the interests of shareholders.

On the other hand, stakeholder theory, assumes that companies are responsible not only
to shareholders but also to a broader group of stakeholders, including investors, creditors,
employee, customers, and communities (Juhmani, 2017). Against this backdrop, an AC
with diverse expertise ensures that financial reporting is accurate, transparent and meets
the expectations of various stakeholders (Al-Shaer et al., 2017). Additionally, the
expertise of audit committee members is consistent with stakeholder theory, enhancing
the committee's ability to respond to the interests of various stakeholders (Kibiya et al.,
2016).

The presence of knowledge and experience among AC members contributes significantly
to enhance shareholder value and influences strategic decision-making process within the
company. This expertise is essential for effective collaboration with other committees
(Abdeljawad, Al-Selkhi, & Abu-Ras, 2023; Amri et al., 2022). According to Law No.
(42) for the year 2021 governing Palestinian companies and corporate governance
instructions in Jordan, Qatar, and Kuwait, AC members are required to possess
knowledge in accounting and financial matters. Moreover, at least one member must have
previous work experience in accounting or financial fields or hold a professional or
academic qualification in accounting or other related fields (Advisory and Legislation
Bureau, 2021; Governance Instructions For Listed Stock Companies, 2017; Corporate
Governance Guide, 2013; Corporate Governance System, 2009).
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For audit committee members to perform their duties effectively, it is essential that they
possess the ability to read, interpret, and analyze financial statements (Habib & Bhuiyan,
2016). Therefore, members should be experienced and financially knowledgeable to
instill confidence in shareholders and stakeholders through reliable and transparent profit
reporting (Obermire et al., 2021). Having members with expertise in accounting and
finance increases the possibility of accurate financial data disclosure, as they adhere to
ethical codes to maintain their reputation, enhancing more effective control within
companies (Setiawan et al., 2020). Notably, it's not necessary for all members to possess
accounting or financial experience, as the committee can engage specialized consultants
without undermining the expertise of its members, and this does not mean a lack of
interest in the experiences of committee members (Kibiya et al., 2016). The inclusion of
an accounting and financial expert on the audit committee plays a pivotal role in guiding
the committee's control over opportunistic risks by management. This expertise helps in
managing expectations, reducing information conflicts and conflicts of interest, thereby
enhancing control and the quality of earnings (Nguyen, 2022). The combination of
experience and competence among members significantly impacts the audit committee's
effectiveness, particularly in high-risk decision-making scenarios (Siagian & Siregar,
2018). Additionally, financial expertise among members enhances the audit committee's

authority over executive management decisions (Velte, 2018).

The diversity of practical and cultural backgrounds, along with different skills, enhances
the effectiveness of the committee by providing varied experiences and opinions in
supervising the company's performance and strategies (Pathak et al., 2021). Nevertheless,
the experience of the members is an important factor in performing their duties, including
finding solutions to difficult and complex issues that may arise between management and
other regulatory bodies (Mardessi & Fourati, 2020). Members can acquire experience by
interacting with other audit committees, expanding their knowledge, and enhancing the
oversight process (Velte, 2018). Research supports the existence of an audit committee
to improve corporate governance, enhance the quality of information, and limit the
behavior of earnings management. In light of this, previous literature emphasizes the
importance of having scientific and practical experience among members to enhance

oversight and restrict earnings management practices, coupled with the ability to make
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decisions that directly impact the financial performance of the company (Ayemere &
Elijah, 2015).

Abdeljawad, Al-Selkhi & Abu-Ras (2023); Mardessi & Fourati (2020) indicates an
inverse effect between financial experience and earnings management, highlighting
financial experience as an effective mechanism for reducing earnings management.
Increasing the proportion of financial experts in the Audit Committee is shown to enhance
the quality of earnings and financial reports (Al-Shaer et al., 2017; Habib & Bhuiyan,
2016). Employing members with financial expertise helps prevent the manipulation of
financial statements (Abu Alia et al., 2020). An audit committee equipped with
knowledge and experience in accounting and finance is likely to reduce the incidence of
earnings manipulation in the company (Kibiya et al., 2016). The study by loualalen et al.
(2015) and Be’dard et al (2004) confirms that an audit committee with financial and
accounting expertise has an adverse effect on earnings management practices.
Additionally, an audit committee that consists of a financial expert member is inversely
associated with discretionary accruals (Phuong & Hong, 2021; Be'dard et al., 2004).
However, the study by Setiawan et al (2020) and Alkdai and Hanefah (2012), which
examines the relationship between the characteristics of the audit committee and earnings
management in Malaysian and Indonesian companies, differs from previous studies. It
shows that there is no significant relationship between financial experts and earnings

management. Based on these arguments, we can propose the following hypothesis:

H4: Financial expertise in the audit committee has a statistically significant impact on

earnings management behavior.

2.6.5 Size of Audit Committee

The size of the audit committee varies depending on the organization's needs (Qader et
al., 2022). According to the Palestinian Companies Law, as per Article 189, and the
corporate governance instructions for Jordanian, Qatari, and Kuwaiti, the AC must
include at least three members, either from the Board of Directors (BOD) or other
individuals with practical experience and knowledge. The majority of the audit committee
members should be non-executive managers, and the committee's chairman must be an
independent member of the Board of Directors (Advisory and Legislation Bureau, 2021,

Governance Instructions For Listed Stock Companies, 2017; Corporate Governance
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Guide, 2013; Corporate Governance System, 2009;). The size of the audit committee
supports its fundamental role in effectively monitoring financial reports when numerous
members possess knowledge and skills, leading to a limitation of earnings management
(Al-Sayani et al., 2020). A large audit committee with experienced and diverse members
may enhance the monitoring process and complement each other (Mazurina et al., 2017).
However, some researchers argue that increasing the number of audit committee members

may lead to operational losses and a lack of flexibility (Afza & Nazir, 2014).

The quality of the audit is influenced by the size of the audit committee, composed of
independent members with accounting and financial experience, which positively affects
the quality of financial reports (Musallam, 2020). Independent members with knowledge
and skills can address problems arising from agency theory, contributing to the
improvement of oversight and supervisory roles over executive management behavior
(Al-Sayani et al., 2020). On the other hand, diversity of experiences among committee
members is considered a major factor in reducing the possibility of errors in financial
statements (Pathak et al., 2021). The size of the committee, composed of independent
members who are part of the Remuneration and Incentives Committee, has a significant

impact in reducing the risks of earnings manipulation (Krishnan & Lee, 2009).

According to agency theory, the audit committee is an important mechanism to mitigate
the agency problems caused by the separation of ownership and control in a firm (Firdaus
et al., 2018). A larger audit committee size is generally viewed as a positive factor,
aligning shareholder interests with management interests, reducing information
asymmetries, and discouraging opportunistic behavior such as earnings management. The
idea is that a larger committee can bring a greater diversity of skills, experience, and
perspectives, improving its ability to effectively oversee management actions (Ayemere
& Elijah, 2015). Furthermore, the presence of larger audit committees is associated with
improved governance quality, increased oversight, and enhanced transparency. This, in
turn, discourages managers from adopting earnings management practices because they
are subject to rigorous controls and accountability (Krishnan & Lee, 2009). Research
shows an inverse relationship between audit committee size and earnings management
practices, which is consistent with agency theory (Fitri & Siswantoro, 2022; Juhmani,

2017). It is believed that larger committees can resolve potential conflicts of interest
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between managers and shareholders and reduce the likelihood of earnings management

to serve managerial interests (Mazurina et al., 2017).

Stakeholder theory emphasizes the importance of considering the interests of all
stakeholders, not just shareholders (Yew, 2013). From this perspective, larger audit
committees can better protect stakeholders by ensuring ethical financial practices
(Musallam, 2020). Furthermore, the diversity of knowledge and experiences within a
larger audit committee can be seen as a means of protecting the interests of different
stakeholders, thereby enhancing the committee's ability to detect and prevent earnings
management, maintaining the financial health of the company and its stakeholders (Al-
Sayani et al., 2020). Additionally, larger AC has a positive impact on the quality of
financial reporting. This is critical for stakeholders who rely on accurate financial
information to make decisions. Higher reporting quality may indicate a lower likelihood
of earnings management and increase stakeholder trust (Qader et al., 2022). Accordingly,
a larger audit committee, due to its diversity, is better able to reduce the likelihood of
errors in financial reporting, thereby protecting stakeholders from the risks associated
with inaccurate financial information, contributing to the long-term sustainability of the

company and maintain its reputation (Pathak et al., 2021).

Many studies have supported the resource dependency theory, asserting that the
effectiveness of the audit committee increases with its size. A larger audit committee,
with more members, can allocate more resources and authority to perform its
responsibilities efficiently, making it better equipped to fulfill its oversight
responsibilities and addressing various matters and challenges faced by the company.
This enhanced resource allocation may act as a deterrent to earnings management, as
committees have a greater ability to critically evaluate financial disclosures and prevent
manipulation (Abdeljawad, Al-Selkhi, & Abu-Ras, 2023; Deslandes et al., 2020; Al-
Rassas & Kamardin, 2015). A study Fitri and Siswantoro (2022) demonstrated an inverse
relationship between the size of the audit committee and earnings management practices.
Qader et al. (2022) found a positive association between the size of the audit committee
and the quality of financial reports. Additionally, a positive association exists between
the size of the audit committee and company performance due to the diverse knowledge
and experiences among independent committee members (Musallam, 2020; Afza &
Nazir, 2014). Researchers Krishnan and Lee (2009) and Anderson et al (2004) suggested
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that a larger audit committee improves governance quality, providing strong supervision
and enhancing disclosure and transparency levels. Another study Juhmani (2017)
confirmed a significant negative relationship between the size of the audit committee and
earnings management, indicating that larger audit committees may contribute to reducing
earnings management practices in companies. However, conflicting findings exist, with
some literature indicating that the size of the audit committee has no effect on earnings
management practices, as evidenced by studies where the number of members had no
impact on earnings management at all (Hasan et al., 2019; Alkdai & Hanefah, 2012).
Based on the above, we propose the following hypothesis:

H5: The size of the audit committee has a statistically significant impact on earnings
management behavior.
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Chapter Three
Methodology and Procedures

3.1 Introduction

The current study aims to determine the extent of the role of AC's in influencing the EM
practices of industrial companies listed on the (PEX), the (ASE), the (QSE), and the
(KSE). This chapter provides a description of the research methodology, the study
population and its sample, the data collection, the variable measurement mechanisms, the
model, the interpretation of the research model, and finally the statistical analysis methods

used.

3.2 Methodology
3.2.1 Studt Sample

This study employs an analytical descriptive approach to reach logical results supporting
the study's hypotheses. Additionally, a historical approach is taken to review the previous
studies. The population and sample for this study include 76 industrial companies listed
on the Palestine, Amman, Qatar, and Kuwait Stock Exchanges, as per the official websites
of PEX, ASE, QSE, and KSE. The distribution of companies is as follows: 11 on PEX,
33 on ASE, 10 on QSE, and 23 on KSE. All listed industrial companies were considered,
excluding one newly listed company on the Kuwait Stock Exchange, as the time series
used in this study does not encompass newly listed companies. Conducted over a span of
6 years (2016-2021), this study examines the most significant characteristics of ACs and
their impact on EM practices, comprising a total of 456 observations. Each country was
selected based on a set of shared characteristics and criteria, considering their distinct
legal frameworks, economic structures, and industrial landscape. The presence of
industrial firms listed on the sample study provides a standardized platform for
comparative analysis across different regulatory environments. This uniformity facilitates
the evaluation of AC effectiveness and its implications for EM practices. Despite the
diverse legal and economic landscapes across the chosen countries, there exist
overarching themes such as regulatory frameworks and corporate governance standards.
These shared elements serve as the basis for comparative analysis and enable the
identification of common trends or disparities in AC composition and EM practices.
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Table (1)
Distribution of Industrial Companies in the Sample and Population.

Stock Total Industrial Sample of  Industrial Industrial
Exchange Companies Companies Industrial Percentage Companies in
g P "Population" Companies (%) Entire Sample (%)

PEX 48 11 11 23.0% 14.5%

ASE 167 33 33 19.8% 43.4%

QSE 51 10 10 19.6% 13.2%

KSE 149 23 22 15.4% 29.0%

Total 415 77 76 18.6% 100%

3.2.2 Data Collection

The researcher relied on a variety of relevant secondary data and information, primarily
sourced from the annual financial reports of industrial companies and the disclosures they
issued throughout the study period, all of which were published on their respective
websites. This data was gathered according to the official websites of the Palestine,
Amman, Qatar, and Kuwait stock exchanges. Additionally, the study relied on

information from scientific journals and theses relevant to the subject.

3.2.3 Measurement of Variables
3.2.3.1 The Independent Variable (1V)

AC characteristics are the independent variables in this study. Therefore, it addresses one
of the most important characteristics of the AC in reducing opportunistic managerial
behavior, which has been used by many academics and researchers, who have sparked
much interest in studying the effectiveness of these characteristics in influencing
managerial behavior (Galal et al., 2022; Alhassan et al., 2019; Albersmann & Hohenfels,
2017; Yasser & Al Mamun, 2016; Ayemere & Elijah, 2015; Yew, 2013; Persons, 2009;
Be“dard et al., 2004). Especially with the emergence of the agency problem due to the
differences and conflicts of interest between management and shareholders. These
characteristics include the following (independence, gender diversity, frequency of
meetings, experience and size of the AC). Independence of an audit committee can be
measured by assessing the percentage of independent members within the committee
(Abdeljawad, Al-Selkhi, & Abu-Ras, 2023; Galal et al., 2022). Independent members are

those who do not have any significant financial relationships with the firm the or family
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ties, ensuring unbiased decision-making (Amin et al., 2018). Gender diversity is often
measured by the percentage of females within the audit committee (Ha, 2022). This
percentage provides insights into the inclusivity and diversity of the committee,

contributing to a broader range of perspectives (Mardessi & Fourati, 2020).

The frequency of meetings is a straightforward metric, usually measured by the number
of times the audit committee meets annually (Phuong & Hong, 2021). Frequent meetings
may indicate a proactive approach to oversight (Galal et al., 2022). The experience of
audit committee members can be assessed based on their scientific and professional
background, including certifications in accounting or financial management, the number
of years in relevant roles, and previous experience in auditing or financial management
(Obermire et al., 2021; Chariri & Januarti, 2017). A diverse range of expertise contributes
to the committee's effectiveness. While, the size of the audit committee refers to the total
number of audit committee members (Musallam, 2020). Ideally, a balance should be
achieved; Too few members may lack diversity of ideas, while too many may hinder
effective decision-making (Fitri & Siswantoro, 2022). The size should be appropriate to
the organization's complexities and needs. These measurements assist in evaluating the
efficiency and effectiveness of the audit committee in fulfilling its responsibilities related
to financial oversight and governance. Therefore, it is necessary to align these metrics
with the specific challenges faced by the organizations under study. The mechanisms for

measuring these variables are summarized in Table (2) of this study.

3.2.3.2 The Dependent Variable (DV)

EM appears as the dependent variable in this study. Previous literature has commonly
measured EM through discretionary accruals (Abdeljawad & Abu Alia, 2023; Aburisheh
et al., 2022; Singto & Precious, 2021; Abu Alia et al., 2020; Alzoubi, 2019; loualalen et
al., 2015; Yew, 2013). Total accruals include various types of accruals. In contrast to non-
discretionary accruals, which arise as a result of natural processes, discretionary accruals
result from voluntary actions by management to manipulate profitability (Abdeljawad &
Abu Alia, 2023). Therefore, this paper outlines several models for evaluating EM,

including the following:
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I. Healy Model (1985)

As a foundational model in the literature, Healy's (1985) approach was among the earliest
attempts to measure earnings management by estimating normal earnings management in
each period. However, it has faced criticism for its simplicity, notably from researchers

like Young (1999), who deemed it inappropriate for estimating discretionary accruals.

Healy (1985) tested the hypothesis that managers, particularly those with bonus schemes
tied to company performance, would seek to enhance their bonuses through the
application of earnings management. He demonstrated that a company's profits comprise
cash flows from operating activities, non-discretionary accruals, and discretionary
accruals. The model operates under the assumption that managers can influence earnings
amounts over periods using discretionary accruals within a given opportunity. However,
this assumption diverges from the reality that this year's discretionary accruals form a
portion of last year's total accruals. Notably, in this model, discretionary accruals are
expected to be zero.

While Healy's model played a pioneering role, it has faced criticism for oversimplifying
real-world financial reporting complexities. The model assumes that discretionary
accruals are entirely controllable, overlooking external factors and managerial constraints
that could hinder the effectiveness of earnings management. Moreover, relying on a zero
assumption for discretionary accruals might not accurately capture the intricacies of
managerial decision-making. Additionally, it is important to note that the model's
assumptions may not apply universally across diverse industries or under changing
economic conditions. The dynamic nature of business environments and evolving
accounting standards could restrict the model's applicability in contemporary settings
(Chandrasegaram et al., 2013). These limitations emphasize the need for a nuanced
understanding of Healy's model and consideration of alternative approaches in the study
of earnings management. Before calculating discretionary accruals, the non-discretionary
accruals (NDAs) must be calculated as follows:

TA+
A, e

NDA, = % Y en e EQL (D)
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Where; NDA; the non-discretionary accruals adjusted for total assets at time t; t the
estimated years; n the no. of estimated years; TA;; the total accruals of the firm i at year

t; Aj.; the total assets of the firm in the previous year i — t.

The discretionary accrual is calculated as the difference between the company's total

accruals and the normal accruals from the previous equation:
DAt = TA”_- - NDAt tee eee tee see ses sas see ses ans senn Eq (2)

1. DeAngelo Model (1986)

Following the introduction of the Healy (1985) model, the DeAngelo (1986) model
emerged as its development, positioning itself as a specialized version of the Healy model.
One significant difference is that the DeAngelo model does not require an assessment
interval and limits non-discretionary accruals based on previous year observations
(Dechow et al., 1995). However, this design choice raises concerns about the model's
adaptability to changing economic conditions, as it assumes constancy in non-

discretionary accruals over the examined period.

The assumption of constancy in non-discretionary accruals, shared by both the Healy
(1985) and DeAngelo (1986) models, is considered a potential weakness. Given the
changing economy's impact on non-discretionary accruals, as indicated by Kaplan (1985),
this limitation suggests that the models may not fully capture the dynamic nature of
economic factors influencing accruals, potentially leading to errors in assessing earnings

management.

Furthermore, DeAngelo's model inherits challenges from Healy's model, as both
acknowledge the difficulty in isolating discretionary accruals. The identification and
isolation of discretionary accruals are complex but crucial for detecting earnings
management practices (Chandrasegaram et al., 2013). The reliance on historical data and
acknowledgment of this computational challenge prompt questions about how effectively
the model can provide accurate insights into earnings management. In addition to these
concerns, the fact that the DeAngelo (1986) model builds on Healy's (1985) model raises
the possibility that issues from the original model may persist in the updated version.
While building on existing ideas can be beneficial, it's essential to recognize potential

problems inherited from the original model. Despite its merits, the DeAngelo model
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seems to have limitations in terms of adaptability, addressing computational challenges,
and possibly carrying over weaknesses from its foundational model. This raises doubts
about its effectiveness as a comprehensive measure of earnings management. DeAngelo

examined the present and past periods with the following formula:
ACl - ACO = (DAl —DAO ) + (NAl —NA()) tee tes eae see ses aus see nen aes saen Eq (3)

Where; AC, total accruals; DA, discretionary accruals; NA; non-discretionary accruals;

0, 1 prior period, examined period.

I11.  Jones Model (1991)

Jones (1991) challenges the assumptions made by Healy (1985) and DeAngelo (1986),
arguing against the notion that non-discretionary accruals remain constant from one
period to another. He highlights the reality that non-discretionary accruals undergo
changes in each period over time, emphasizing the need for a new measurement method
to accurately estimate them. However, the Jones model is not without its concerns. While
proposing a time series model that considers changes in sales and the total amount of
depreciable fixed assets to control for the impact of changes on non-discretionary
accruals, some potential drawbacks emerge (Jones, 1991). The reliance on a time series
model might introduce complexities, and the inclusion of specific variables such as sales
and fixed assets could potentially lead to a more intricate calculation process.

Even with these concerns, Jones (1991) suggests a helpful approach, recognizing the need
to adjust measurement methods to handle the changing nature of non-discretionary
accruals. It's important to weigh the benefits and possible drawbacks to thoroughly
evaluate how well the Jones model can estimate total accruals. The following illustrates

the approach proposed by Jones:

TA¢

PPE;
= oy * + a; * + az * —L 4+ € e EQL (4)
At—1 At—1 At—1 At—1

The formula for non-discretionary accruals is as follows:

NDA; AREV; PPEj;

+ a, * " + az * e Eq. (5)

A1 Ap—q t-1 t—-1

= aq *
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The discretionary accruals are calculated as the previous equation (2).

Where; A;_ represents the lagged assets; AREVj, represents changes in revenues; PPE;;

represents the gross value of property, plant, and equipment.
IV. Industry Model (1991)

Another model discussed in the literature is the industrial model proposed by Dechow
and Sloan (1991). The industry model diverges from the assumption that non-
discretionary accruals remain constant over time. Instead of directly figuring out what
causes these accruals, the industry model thinks that the reasons for changes are similar
for companies in the same industry. But this model has some problems. For example, it
might oversimplify things for individual companies in an industry, making it not so
accurate in estimating non-discretionary accruals (Dechow & Sloan, 1991). Even with

these problems, the industry model can be represented by this equation:

TA; . TA;
L= oyt medlanli(ﬁ) + Ejp oo EQL (B)

Ajt-1

Where; TA;; the total accruals of the firm i at year t; A;_; the total assets of firm i at the

TA; .
" £) Median value of total
it—1

end of year t — 1; y4, y, firm specific parameters; median;(

accruals; €, error term of the firm i at year t.

V. Modified Jones Model (1995)

The Modified Jones model (1995), extensively cited in the literature, builds upon the
widely used Jones model (Abdeljawad & Abu Alia, 2023; Dechow et al., 1995; Jones,
1991; Healy, 1985). DeFond and Jiambalvo (1994) suggested a refinement by proposing
separate calculations for regression coefficients within each sector, aiming for improved
outcomes. The modified model, as proposed by Dechow et al. (1995), challenges the
assumption that firms do not manage their revenues. It recognizes that companies often
manipulate receivables to control when they receive funds from their revenues.
Additionally, it considers companies managing earnings through revenue statements.
Dechow et al (1995) argue that this approach provides a more nuanced understanding,
capturing the effect of human manipulation on the variation in key operating income in

the Jones model.
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The Modified Jones model, established by Dechow et al. (1995), stands out as the most
widely used in accounting literature. After scrutinizing numerous earnings management
detection models, Dechow et al. (1995) found it to be the most effective and reliable. This
model's strength lies in its ability to address the shortcomings of the original Jones model,
especially in handling the manipulation of revenues and the nuanced impact of human
behavior on key operating income.

Abbadi (2016) and Soliman and Ragab (2014) further endorse the Modified Jones model,
identifying it as the most reliable for measuring earnings management. The model's
flexibility in capturing manipulations related to receivables and revenue statements
enhances its applicability across various industry contexts. Kasznik (1999) contributes
significantly by incorporating changes in operating cash flow into the Jones' Model,

augmenting its ability to provide a comprehensive measure of earnings management.

In this study, we adopt the Kasznik approach within the Modified Jones model,
recognizing its advantages in addressing nuanced manipulations and offering a more
refined assessment of earnings management practices. This is done through the following

steps:

1. Total accruals are calculated according to an operating model that specifies that total
accruals equal the difference between net income after tax and net cash flow from

operating activities.
TAlt = Nllt - OCFlt “ee tee see tes ses cee tes e snnn Eq. (7)

Where; TA;, the total accruals of the firm i at year t; NI;; the net income amount of

firm i at year t; OCF;; the amount of operating cash flow of firm i at year t.

2. The Modified Jones Model (1995) used by Kasznik (1999) is estimated. The error
term is then used to calculate the non-discretionary accruals. This model is presented
as follows:

TAy [ Aijg—r = a1(1/ A1) + ao[(AREVy — ARECy)/ Aje—1] +  az(PPE /
Ait—l) + a4(A0CFLt /Ait—l) F R Eq (8)
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Where:

TA;;: the total accruals of the firm i at year t.

A;_1: the total assets of firm i at the end of year t — 1.

AREV;;: the change in revenues of firm i between yearstand t — 1.
REC;;: the change in receivables of firm i between yearstand t — 1.
PPE;;: is the total of property, plant, and equipment of firm i in year t.
AOCF;;: the amount of operating cash flow of firm i at year t.

€g: the residual, which represents the discretionary portion of total accruals of a

firm.

3. Finally, in this study, the absolute value of discretionary accruals is used as the
dependent variable since it can include both increasing and decreasing income

options.

3.2.3.4 The Control Variables (CVs)

Based on previous literature and in addition to the independent variables discussed above,
this study included a number of control variables to manage for organizational
characteristics that may affect the occurrence of earnings management (Abdeljawad &
Abu Alia, 2023; Galal et al., 2022; Abu Alia et al., 2020; Mishra & Malhotra, 2016;
Soliman & Ragab, 2014; Salleh & Haat, 2014). These variables include firm size,
operating cash flow, and leverage, all of which have a significant impact on earnings

management.

Firm size is commonly measured by using the natural logarithm of the total assets (Nour
etal., 2022). The relationship between firm size and earnings management can vary based
on different factors. Large companies are often thought to have higher costs due to their
scale and complexity. The expectation is that larger companies might engage in more
earnings management to manage these costs. However, Meek et al. (2007) argue the
opposite, indicating that earnings management may be lower in large companies. This

perspective suggests that large companies, with their stronger governance structures and
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reduced information asymmetry, may have less incentive or need to engage in earnings
management compared to smaller companies. Furthermore, Ali et al. (2015) reported in

their study that firm size has a significantly positive impact on earnings management.

Operating cash flow represents the cash generated by a company's core operating
activities, excluding financing and investing activities (Abughniem et al., 2020). It is
often calculated as the operating cash flows divided by the incomes (Soliman & Ragab,
2014). The expectation is that companies with good operating cash flow are less likely to
engage in earnings management. Jiang et al. (2008) assert that high operating cash flow
indicates a company's efficiency in generating cash from its core operations, reducing the
need for manipulative accounting practices. Conversely, companies with low operating
cash flow may be more inclined to use earnings management to manage their financial
performance, especially during financial challenges. This study controls the impact of
operating cash flow to identify performance differences between companies in different

industries and to monitor the business impact on earnings management.

The higher leverage (as measured by the debt-to-asset ratio) is associated with executives
being more likely to decide to cut their earnings (Mishra & Malhotra, 2016). It is expected
that companies with higher levels of debt may face pressure to meet debt covenants or
avoid financial distress. Therefore, executives may be more inclined to manipulate
earnings downward to meet these obligations or present a more favorable financial
position to stakeholders (Bicer & Feneir, 2019). Empirical research shows that firms in
financial distress and firms on the verge of default on their debts have higher rates of
abnormal accruals, higher rates of GAAP violations, and a greater likelihood of
accounting fraud (Soliman & Ragab, 2014). The higher the firm is leveraged, the more

likely it is that executives will decide to cut their earnings.
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Table (2)
Measurement of Variables

Variables Ticker Measurement Expected Sign  References
Dependent variable
Discretionar (Singto & Precious,
y DAC The Modified Jones Model. ~ Dependent ~ 2021; Abu Alia et al.,
Accruals
2020).
Independent variables:
Independence The ratio of  the
of Audit independent (non- (Abdeljawad, Al-
Committee IND_AC executive) members of the + Selkhi, & Abu-Ras,
Member’s AC to the total number of 2023; Ha, 2022).
members of the AC.
Gender _
M (Ha, 2022; Mardessi
D|ver5|ty of GD_AC Percentage of females on + & Fourati, 2020:
the Audit the AC. .
. Setiawan et al., 2020).
Committee
. . (Galal et al.,, 2022;
Eggﬁﬁngy of MEET_AC Neoa;rOf AC meetings in a + Phuong &  Hong,
g year. 2021).
The percentage of the no. of
members who have a
Financial degree in accounting or (Obermire et al.,
Expertise of EXP AC financial management or + 2021; Deslandes et
Audit = who have practical al., 2020; Chariri &
Committee experience in accounting Januarti, 2017).
or finance from the total
members of the AC.
Size of the (Fitri & Siswantoro,
Audit SIZ_AC ;anbgf;a' no. of AC + 2022 Musallam,
Committee ' 2020).
Control variables:
(Nour et al., 2022;
. . The natural logarithm of Asa’d et al., 2023;
Firm Size FI_SIZE the total assets. * Abdeljawad et al,
2023).
Cash Flows . (Abughniem et al.,
from CFO dols;e(;gé”k‘)g the"i";‘]f;me;c'ows + 2020; Soliman &
Operating y ' Ragab, 2014).
Financial (Bicer &  Feneir,
L FLEV Total debt/total equity. + 2019; Mishra &
everage

Malhotra, 2016).

45



3.2.4 Study Model

To clarify the relationship between the set of independent variables, the dependent

variable and the control variables, this model was built:

Figure (1)
Study Model
[ Independent Variables (1V) ] { Dependent Variable (DV) ]
\J
Characteristics of Audit Committees > Earnings Management

Independence of Audit Committee Member’s

Gender Diversity on the Audit Committee

Discretionary Accruals
(DAC)

Source: (Prepared by the researcher).
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3.2.5 Model

We use the following linear model to test the hypotheses, where the dependent variable
is (EM). The independent variables are the characteristics of the AC, which are
(IND_AQC), (GD_AC), (MEET_AC), (EXP_AC), and (S1Z_AC) for the effectiveness of
the AC. While the other variables in the model are the control variables in the factors
related to the financial characteristics that may have an impact on management decisions

in manipulating or managing profits:

EM = B0 + BI(IND_AC) + B2(GD_AC) + B3(MEET_AC) + B4(EXP_AC) +
BS(SIZ_AC) + B6(F1_SIZE) + B7(CFO) + BS(FLEV) + &;,

Where: EM, earnings management; IND_AC, independence of the audit committee;
GD_AC, gender diversity of the audit committee; MEET_AC, meeting of the audit
committee; EXP_AC, expertise of the audit committee; SIZ_AC, size of the audit
committee; FI_SIZE, firm size; CFO, cash flow operating; FLEV, financial leverage;

and g, the error term.

3.2.6 Statistical Analysis Methods

To test the hypotheses and process the data obtained, the researcher used the following

statistical methods to achieve the objectives of this study:

1. Descriptive Statistics: Is includes percentages and arithmetic means, medians,
standard deviations, and maximum and minimum values of study variables that

provide explanatory analysis.

2. Variance Inflation Factor "VIF": To measure the strength of the model through

the absence of overlap between the variables of the study "Multicollinearity".

3. Correlation Coefficient: To determine the relationship between the independent
variables and the dependent variable.

4. Linear Regression Analysis: The study used fixed effects and random effects linear
regression models to examine the effect of independent variables as well as control
variables on the dependent variable. This statistical analysis method allows to used
understand the strength of the correlation or effect between the independent and

dependent variables.
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Chapter Four
Data Analysis and Findings

4.1 Introduction

To achieve the objectives of the study, this chapter discusses the analysis of data collected
from the annual financial reports of the companies sampled for the study. Several
statistical methods were used to reach the results and thus be able to answer the study
question and confirm its hypotheses or not. The R statistical computer programming
program was used to analyze the collected data, a common approach in numerous studies
(Jebreen & Ghattas, 2016; Jebreen, 2017; Jebreen et al., 2021). Therefore, descriptive
analysis is used to describe the mean, median, maximum, minimum and standard
deviation of the research variables, correlation coefficient analysis is used to clarify the
relationship between variables, and linear regression coefficients are used to determine
the extent and strength of the effect between the independent variables and the dependent

variable.

4.2 Descriptive Statistics

The descriptive statistical analysis in Table 3 highlights the key variables including the
dependent variable (DAC), independent variables (IND_AC, GD_AC, MEET_AC,
EXP_AC, SIZ_AC) and control variables (FI_SIZE, CFO, FLEV).

The mean value of the dependent variable "DAC" is 0.42 (p = 0.21), signifying that the
modified Jones model represents approximately 42%, with minimum and maximum
values of -0.52 and 2.43, respectively, and a standard deviation of 0.31. Notably, the
majority of audit committee members exhibit independence, reflected inan IND_AC ratio
of 0.67 (p = 1.00), However, the p-value for this variable is 1.00, exceeding the
conventional significance level of 0.05. This implies that, statistically, the observed
independence may not be considered significant. The participation of women in audit
committees represented by GD_AC is extremely low, with a mean percentage of 0.02
(p = 0.03). This observation indicates that the proportion of women on audit committees
is extremely small, with an associated p-value of less than 0.05, highlighting the statistical
significance of this result. Low participation rates may be influenced by various social
and family factors that influence women's participation in the audit committees,

especially in the context of the study sample countries.
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The mean of MEET_AC is 4.18 (p = 0.84), indicating that, on average, companies in the
study sample generally adhere to the Governance Code recommendations regarding the
number of audit committee meetings. However, it is worth noting that the p-value is not
statistically significant (p > 0.05). Despite the compliance trend, this result is not
statistically robust. The mean percentage of EXP_AC is 0.83 (p = 1.0), indicating that the
majority of members have accounting and financial experience. However, it is worth
noting that the p-value is higher than 0.05, indicating that the result is not statistically
significant. The mean value of SIZ_AC is 3.21 (p = 0.91), which indicates that, on
average, the companies in the sample generally adhere to the Corporate Governance Code
recommendations regarding the size of audit committee members. Again, it is worth
noting that the p-value is higher than 0.05, indicating that this result is not statistically

significant.

The mean ratio of FI_SIZE is 7.94 (p = 1.0) with a standard deviation of 0.88. The mean
ratio of CFO is 2.21 (p = 0.17), indicating good operating cash flow in industrial
companies within the study sample. However, it's important to note that the p-value is
greater than 0.05, indicating that this result is not statistically significant. The mean of
FLEV is 2.24 (p = 0.91), indicating that 224% of assets are financed with debt. The ratio
is considered very high and not in line with industry standards, indicating an imbalanced
capital structure. This implies increasing debts to finance assets, which is generally
considered an imprudent financial strategy and increases the financial risks associated
with excessive debt. However, it is also important to note that the p-value is above 0.05,
indicating a lack of statistical significance in this result.
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Table (3)

Descriptive Analysis for PEX, ASE, QSE, and KSE

Variable Mean Median (Q1-Q3) P-value Min. Max. Standard Deviation N (Missing Value)
DAC 0.42 0.4(0.21-0.59) 0.21 -0.52 243 0.31 456(0)
IND_AC 0.67 0.66(0.33-1) 1.0 0.0 1.0 0.30 456(0)
GD_AC 0.02 0(0-0) 0.03 0.0 0.66 0.1 456(0)
MEET_AC 4.18 4(4-4) 0.84 0.0 13.0 1.38 456(0)
EXP_AC 0.83 1(0.66-1) 1.0 0.33 1.0 0.22 456(0)
SIZ_AC 3.21 3(3-3) 0.91 2.0 7.0 0.64 456(0)
FI_SIZE 7.94 7.88(7.36-8.53) 1.0 5.76 10.06 0.88 456(0)
CFO 221 0.9(-0.04-2.03) 0.17 -144.76 189.3 18.91 456(0)
FLEV 2.24 0.47(0.24-0.87) 0.91 0.0 584.7 27.43 456(0)
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4.3 Correlation Coefficient Analysis

Table 4 illustrates the Pearson correlation coefficients used to analyze the relationships
and determine the direction of the relationship between independent and control variables
with the dependent variable (Earnings Management), as well as assesses the strength of

the relationships among the independent variables.

The correlation analysis presented in Table 4 indicates that the correlation coefficient
values between each variable are not notably high, with the highest correlation coefficient
reaching only 0.30. Consequently, the relationships between the independent variables
are usually less than 0.80, signifying an absence of multicollinearity problems among the
research variables. This ensures the ability to assess the importance of each individual

variable and its distinct contribution to predicting the dependent variable.

The correlation coefficient analysis in Table 4 reveals significant results. Notably, there
is a negative and statistically significant relationship between the frequency of meetings
and earnings management, supported by a correlation coefficient of -0.10 and a p-value
of 0.03, at a significance level less than 0.05. Conversely, a positive and statistically
significant relationship is observed between the independence of the audit committee and
earnings management (0.10, p = 0.026), at a significance level less than 0.05. Moreover,
a negative but insignificant relationship is noted for gender diversity and the expertise of
the audit committee with earnings management (-0.82, p = 0.07) and (-0.02, p = 0.73)
respectively, with significance levels exceeding 0.05. Additionally, positive relationships
are identified between the size of the audit committee, firm size, operating cash flow, and
financial leverage with earnings management, despite these relationships being

statistically insignificant.
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Table (4)

Correlation Coefficient Analysis for PEX, ASE, QSE, and KSE

Correlation 1) () 3) (4) (5) (6) () (8) 9)
(1) DAC 1

(2)IND_AC  0.1(0.026) 1

(3)GD_AC  -0.08(0.071) -0.03(0.538) 1

(4) MEET_AC  -0.1(0.03)  -0.2(<0.001)  0.03(0.555) 1

(5) EXP_AC  -0.02(0.736) -0.01(0.752)  0(0.967)  -0.06(0.229) 1

(6) SIZ.AC  0.03(0.489) -0.08(0.088) 0.03(0.555) 0.3(<0.001) -0.12(0.008) 1

(7)FISIZE  0.05(0.252) 0.01(0.863) 0.18(<0.001) -0.09(0.068) 0.28(<0.001) -0.14(0.003) 1

(8) CFO 0.05(0.327)  0(0.955)  -0.07(0.125) 0.18(<0.001) -0.07(0.112)  0(0.943)  0.01(0.906) 1

(9) FLEV 0.07(0.162)  0.03(0.458)  0.02(0.614) 0.11(0.023) -0.05(0.311) 0.03(0.572) 0.17(<0.001)  0(0.977) 1

Note: Significant at p-value less than 0.05.
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4.4 Linear Regression Analysis

We conducted two models—the fixed effects model and the random effects model—to
examine the impact of independent variables (IND_AC, GD_AC, MEET_AC, EXP_AC,
SIZ_AC) on the dependent variable (Earnings Management). The selection of the most
suitable model was determined through the Hausman test. If the p-value from the
Hausman test is greater than 0.05, we employed a random effects model; otherwise, if the
p-value is 0.05 or less, we employed the fixed effects model. Additionally, we verified

the absence of collinearity problems using (VIF).

Based on the results of the Hausman test, which yielded a p-value of 0.92—exceeding
the significance level of 0.05—we chose a random effects model interpretation. This
decision is supported by the linear regression analysis presented in Table 5. Accordingly,

we proceeded to test the results of the following hypotheses:

H1: There is a statistically significant effect of audit committee independence on

earnings management behavior.

Upon examining the independence of the audit committee, the study revealed a p-value
of 0.946 at a significance level of 0.05, showing independence at 0.006. However, since
the probability value exceeds the significance level (0.05), we reject the hypothesis that
indicates a statistically significant effect of audit committee independence on earnings
management behavior in industrial companies listed on the Palestine, Jordan, Qatar, and
Kuwait Stock Exchanges. Instead, we accept the hypothesis indicating a positive but not
statistically significant effect of audit committee independence on earnings management
behavior in industrial companies listed on the Palestine, Jordan, Qatar, and Kuwait Stock

Exchanges.

Although the p-value is statistically insignificant, the results have implications that may
warrant further exploration. These findings are particularly interesting in the context of
the theoretical frameworks adopted in this study, which propose a link between audit
committee independence and earnings management behavior. We will delve into
a detailed analysis of these results, offering interpretations grounded in the adopted
theories. Additionally, we will explore how these findings align with or contradict

existing literature, providing a more nuanced understanding of the role of audit committee
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independence in influencing earnings management behavior within the context of the

studied industrial company’s sample.

H2: Gender diversity on the audit committee has a statistically significant influence

on earnings management behavior.

The findings reveal a coefficient of -1.32 with a probability value of 0.001 at a
significance level of 0.05. Since the probability value is less than the significance level
of 0.05, we accept the study's hypothesis, indicating that gender diversity in the audit
committee has a statistically significant negative effect on earnings management behavior
in industrial companies listed on the Palestine, Jordan, Qatar, and Kuwait Stock
Exchanges. This implies that as gender diversity increases in the audit committee,
earnings management behavior tends to decrease in the listed industrial companies across

the four countries.

H3: The frequency of audit committee meetings has a statistically significant

influence on earnings management behavior.

When examining the frequency of audit committee meetings, the study results indicate a
coefficient of -0.10, with a probability value of 0.005 at a significance level of 0.05.
Notably, the probability value is less than the significance level of 0.05. Therefore, we
accept the study's hypothesis, indicating that the frequency of audit committee meetings
has a statistically significant negative effect on the behavior of earnings management in
industrial companies listed on the Palestine, Jordan, Qatar, and Kuwait Stock Exchanges.
This implies that earnings management behavior tends to decrease in the companies of

the sample study when the frequency of audit committee meetings increases.

H4: Financial expertise in the audit committee has a statistically significant impact

on earnings management behavior.

The financial expertise of audit committee members is indicated by a coefficient of -0.39
with a probability value of 0.04 at the significance level of 0.05. Notably, the probability
value is less than the significance level of 0.05. Accordingly, we accept the study
hypothesis, which indicates that financial expertise in the audit committee has a
statistically significant negative effect on earnings management behavior in industrial
companies listed on the Palestine, Jordan, Qatar, and Kuwait Stock Exchanges. This
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implies that increasing the financial expertise of audit committee members will reduce
earnings management behavior in the listed industrial companies across the four
countries.

H5: The size of the audit committee has a statistically significant impact on earnings

management behavior.

When examining the size of the audit committee, the study results indicate a coefficient
of 0.16 with a probability value of 0.02 at a significance level of 0.05. However, the
probability value is less than the significance level of 0.05. Therefore, we accept the study
hypothesis, which indicates that the size of the audit committee has a positive, statistically
significant effect on earnings management behavior in industrial companies listed on the
Palestine, Jordan, Qatar, and Kuwait Stock Exchanges. This implies that earnings
management behavior in listed industrial companies in the four countries tends to increase
when the size of the audit committee increases, despite the presence of experienced

members that may depress earnings management behavior.

Moreover, controlling variables, along with independent variables, play a significant role
in influencing earnings management behavior. The findings reveal an operating cash flow
coefficient of 0.01 with a probability value of 0.03 at a significance level of 0.05. Notably,
this probability value is less than the significance level of 0.05, indicating a positive and
statistically significant effect of cash flow from operating activities on earnings
management behavior in industrial companies listed on the Palestine, Jordan, Qatar, and
Kuwait Stock Exchanges. This implies that an increase in cash flows from operating
activities is associated with an increase in earnings management behavior in companies

listed in the four countries.

Additionally, the study indicates that firm size (0.037, p = 0.469) and financial leverage
(0.046, p = 0.208) have a positive impact on earnings management behavior in industrial
companies listed on the Palestine, Jordan, Qatar, and Kuwait Stock Exchanges, although

these effects are not statistically significant.
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4.5 Discussion of The Findings

According to the results of the study hypothesis testing, the statistically significant
negative effects of gender diversity, frequency of audit committee meetings, and
experience of audit committee members on earnings management behavior can be
explained through the perspective of agency theory. Therefore, in line with agency theory
predictions regarding effective monitoring mechanisms, an increase in gender diversity,
the frequency of audit committee meetings, and the experience of audit committee
members is expected to reduce agency problems by aligning the interests of managers
and shareholders. The results further indicate that an increase in these characteristics is
associated with a decrease in earnings management behavior in industrial companies
listed on the Palestine, Jordan, Qatar, and Kuwait Stock Exchanges. Agency theory
supports this finding regarding effective monitoring mechanisms. This also aligns with
the perspective of stakeholder theory, which emphasizes the preservation and protection
of stakeholder interests. Similar results were observed in studies conducted by Galal et al
(2022), Setiawan et al (2020), Sudarman and Hidayat (2019), and Al-Shaer et al (2017),

supporting the consistency of these effects across different contexts.

The presence of women in the audit committee plays a crucial role in depressing earnings
management. This may be attributed to their traits, such as transparency, accuracy,
conservatism, and strict adherence to rules. Furthermore, females may also show higher
morality and more risk-averse attitudes than their male counterparts. Agency theory
supports the idea that diverse perspectives in the decision-making process reduce agency
problems. Stakeholder theory aligns with positive engagement that reflects stakeholder

interests and contributes to transparency.

Frequent audit committee meetings, resulting from an increased frequency, have proven
effective in reducing earnings management. The Audit Committee holds periodic
meetings to evaluate performance by reviewing the company internal systems and
ensuring their effectiveness in preventing fraud and errors. These regular meetings also
involve verifying compliance with local and international controls and laws, contributing
to the observed reduction in earnings management behavior. Moreover, the experience of
the audit committee members plays a pivotal role in reducing earnings management
behavior. The diversity of experience among the members enhances the effectiveness of

the audit committee in detecting fraud and provides added value to its operations.
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Conversely, the predictions of agency theory contradict the positive and significant
effects of audit committee member size and operating cash flow on earnings management
behavior. These findings may indicate potential interagency conflicts, as larger committee
sizes and high cash flow from operating activities are associated with higher earnings
management behavior. It appears that larger committee sizes and abundant cash flow in
listed industrial companies on the Palestine, Jordan, Qatar, and Kuwait Stock Exchanges
may not necessarily be consistent with agency problems. Despite the presence of good
experience among the members, contributing to aligning the interests of managers and
shareholders, these characteristics do not effectively protect the interests of stakeholders
from the perspective of stakeholder theory. Moreover, there are shortcomings in the
members of the Audit Committee performing their effective and required role, even with
the presence of valuable experience. This contradicts the findings of the study by (Fitri &
Siswantoro, 2022). The contradiction in these results may be attributed to differences in

sample characteristics, methodologies, or even contextual factors.

Although the positive effects of audit committee independence, firm size, and financial
leverage on earnings management behavior are not statistically significant, they are not
supported by agency theory. According to the expectations of agency theory, the
independence of audit committee members, as an effective monitoring mechanism, may
mitigate agency problems. However, the positive effects of these factors, though not
statistically significant, may imply that they do not necessarily prevent earnings
management behavior, indicating a potential lack of commitment to governance
mechanisms, especially regarding the independence of audit committee members.
Additionally, this may be due to audit committee members not performing their work in
the manner required to achieve the committee's objectives. Moreover, a larger company
size and higher leverage may indicate potential risk factors. This finding appears to
conflict with agency theory, which posits that larger firms are expected to exhibit superior
management. Additionally, a high debt-to-asset ratio may exacerbate agency problems,
highlighting potential conflicts of interest with stakeholders from the perspective of
stakeholder theory. However, this contradicts the findings of the study by Setiawan et al.
(2020). The contradiction in these results may be attributed to differences in sample

characteristics or methodologies.
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Table (5)

Linear Regression Analysis for PEX, ASE, QSE, and KSE

Dependent Variable:

Model 1

Model 2

"DAC" Fixed effect Random effect Hausman VIF
Independent Variables Beta SD P R?/AR? Beta SD P R?/AR? Test
IND_AC 0.003 0.086 0.97 0.006 0.086 0.946 1.06
GD_AC -1.354 0.417 0.001 -1.326 0.414 0.001 1.04
MEET_AC -0.111 0.037 0.003 -0.106 0.037 0.005 1.22
EXP_AC -0.393 0.196 0.046 -0.39 0.196 0.047 1.13
0.072/0.043 0.072/0.043 0.92
SIZ_AC 0.164 0.072 0.024 0.168 0.072 0.02 1.14
FI_SIZE 0.035 0.051 0.489 0.037 0.051 0.469 1.2
CFO 0.01 0.005 0.023 0.01 0.004 0.028 1.07
FLEV 0.046 0.037 0.213 0.046 0.037 0.208 1.06

Note: Significant at p-value less than 0.05.
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4.6 Additional Analysis
4.6.1 Linear Regression Analysis for PEX

In this section, we conducted two models—the fixed effects model and the random
effects model—to explore the impact of independent variables (IND_AC, GD_AC,
MEET_AC, EXP_AC, SIZ_AC) on the dependent variable (Earnings Management). The
selection of the most suitable model was determined through the Hausman test. If the
Hausman test value p > 0.05, we employ a random effects model, but if p < 0.05, we use
a fixed effects model. Additionally, we verified the absence of collinearity problems using
the Variance Inflation Factor (VIF).

We chose to interpret the random effects model based on the Hausman test's p-value,
which was found to be 0.885, exceeding the significance level of 0.05. Table 6 shows a
negative, statistically significant effect of the experience of audit committee members
(-1.968, p = 0.001) and firm size (-0.429, p < 0.001) on earnings management behavior.
This implies that earnings management practiced by the listed Palestinian industrial
companies decreases as the experience of audit committee members and firm size
increase. This is consistent with studies by Phuong and Hong (2021) and Mardessi and
Fourati (2020). However, there is a positive, significant effect of the size of audit
committee members (0.587, p < 0.001) and operating cash flow (0.02, p = 0.019) on
earnings management. This indicates that increasing the size of committee members and
cash flow from operating activities increases earnings management behavior,
contradicting findings by Fitri and Siswantoro (2022) and Juhmani (2017). The
contradiction in these results may be attributed to differences in sample characteristics,
methodologies, or even contextual factors. Moreover, there is a negative but statistically
insignificant effect of the independence of audit committee members (-0.325, p = 0.074),
frequency of meetings (-0.091, p = 0.156), and financial leverage (-0.016, p = 0.93) on
earnings management. However, this is consistent with studies by Mardessi and Fourati
(2020), Musallam (2020), Nelwan and Tansuria (2019), and Isa and Farouk (2018). On
the other hand, gender diversity (1.074, p = 0.41) shows a positive effect on earnings
management behavior but is statistically insignificant, contradicting findings by Setiawan
et al. (2020) and Saona et al. (2019).
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According to the above results, the statistically significant negative effects of AC
members experience and firm size on earnings management behavior can be explained
with agency theory. Thus, according to agency theory, control mechanisms, such as
experienced audit committee members and larger firm size, are expected to reduce agency
problems by aligning the interests of managers and shareholders. The results indicate that
as the experience of audit committee members and firm size increases, there is a decrease
in earnings management behavior among listed Palestinian industrial companies. This is

consistent with agency theory's predictions about effective monitoring mechanisms.

Conversely, the positive and significant effects of AC member size and operating cash
flow on earnings management behavior appear to be contradictory to agency theory
predictions. These findings may indicate potential interagency conflicts, as larger
committee sizes and greater cash flow from operating activities are associated with higher
earnings management behavior. This may indicate that larger committee sizes and
abundant cash flow in listed Palestinian industrial companies are not necessarily
compatible with agency problems. Moreover, despite the presence of good experience
among the members that contributes to aligning the interests of managers and
shareholders, there are shortcomings in the members of the Audit Committee performing
their effective and required role.

The nonsignificant negative effects of independence of AC members, frequency of
meetings, and financial leverage on earnings management are consistent with agency
theory, and this indicates that these characteristics may not significantly influence agency
conflicts in the context of Palestinian listed industrial firms. From a stakeholder theory
perspective, the results indicate that gender diversity does not have a statistically
significant effect on earnings management behavior. This may indicate that gender
diversity is not a strong determinant of the motivations that stakeholders encourage or

desire for earnings management in the context of these firms.
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Table (6)

Linear Regression Analysis for PEX

Dependent Variable:

Model 1

Model 2

"DAC" Fixed effect Random effect Hausman VIF
Independent Variables Beta SD P R?/AR? Beta SD P R?/AR? Test
IND_AC -0.328 0.184 0.081 -0.325 0.182 0.074 1.95
GD_AC 0.134 1.439 0.926 1.074 1.303 0.41 1.08
MEET_AC -0.092 0.066 0.168 -0.091 0.064 0.156 1.25
EXP_AC -2.007 0.62 0.002 -1.968 0.611 0.001 1.73
0.616/0.52 0.616/0.52 0.885
SIZ_AC 0.64 0.169 <0.001 0.587 0.164 <0.001 1.13
FI_SIZE -0.467 0.118 <0.001 -0.429 0.113 <0.001 1.27
CFO 0.019 0.009 0.031 0.02 0.009 0.019 11
FLEV -0.15 0.2 0.457 -0.016 0.178 0.93 1.22

Note: Significant at p-value less than 0.05.
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Figure (2)
Trend of DAC from 2016 to 2021 in PEX
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4.6.2 Linear Regression Analysis for ASE

The fixed effects model and the random effects model were conducted to examine the
impact of independent variables (IND_AC, GD_AC, MEET_AC, EXP_AC, SIZ_AC)on
the dependent variable (Earnings Management). Model selection was based on the
Hausman test. If the p-value from the Hausman test (p > 0.05), we employ a random
effects model; otherwise, we employ a fixed effects model. Importantly, no collinearity

problems were detected using (VIF).

We selected the random effects model for interpretation based on the Hausman test p-
value, which was found to be 0.816, exceeding the significance level of 0.05. Table 7
reveals a statistically significant negative effect of firm size (-0.237, p = 0.033) on
earnings management behavior, indicating a decrease in earnings management among
listed Jordanian industrial companies as firm size increases. Conversely, there is a
positive and significant effect for gender diversity (2.558, p = 0.009), operating cash flow
(0.013, p = 0.004), and financial leverage (0.097, p = 0.022) on earnings management
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behavior. This indicates that earnings management tends to increase with higher gender
diversity, operating cash flow, and financial leverage, contradicting studies by Setiawan
et al. (2020), Saona et al. (2019), and Amin et al. (2018). Furthermore, there is a negative
but insignificant effect of the frequency of meetings (-0.028, p = 0.545) on earnings
management behavior, aligning with the findings of Musallam (2020). Additionally, there
Is a positive effect for the independence of the audit committee (0.101, p = 0.37),
experience of the audit committee (0.306, p = 0.161), and the size of the committee
(0.024, p = 0.739) on earnings management behavior; however, these effects are
considered insignificant, contradicting studies by (Setiawan et al., 2020; Saona et al.,
2019 & Amin et al., 2018).

Based on the above findings, larger firms may be more likely to have better compliance
with governance mechanisms or face greater scrutiny, thereby reducing the likelihood of
earnings management behavior. Furthermore, the results indicate that increased gender
diversity, operating cash flow, and financial leverage are associated with an increase in
earnings management. This contradicts the perspective of agency theory, as it indicates
that both gender diversity and broader female participation in the audit committee, along
with abundant cash flow and a higher ratio of debt to assets in listed Jordanian industrial
companies, are indicative of agency problems. This finding deviates from some previous
studies and may be attributed to differences in sample characteristics and methodologies.
Additionally, the findings indicate that the frequency of meetings may not be a significant
factor depressing earnings management behavior in listed Jordanian industrial companies,
aligning with results from other studies. Despite the positive effects observed for the
independence, experience, and size of the audit committee, they do not have a statistically
significant impact on earnings management, contradicting agency theory. This contrast

also extends to some previous studies.
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Table (7)

Linear Regression Analysis for ASE

Dependent Variable:

Model 1

Model 2

"DAC" Fixed effect Random effect Hausman VIF
Independent Variables Beta SD P R?/AR? Beta SD P R?/AR? Test
IND_AC 0.105 0.113 0.354 0.101 0.113 0.37 1.18
GD_AC 2.59 0.991 0.01 2.558 0.983 0.009 1.09
MEET_AC -0.028 0.047 0.55 -0.028 0.047 0.545 1.25
EXP_AC 0.314 0.219 0.154 0.306 0.218 0.161 1.24

0.096/0.029 0.096/0.029  0.816

SIZ_AC 0.012 0.073 0.868 0.024 0.072 0.739 1.13
FI_SIZE -0.241 0.112 0.032 -0.237 0.111 0.033 1.39
CFO 0.014 0.005 0.003 0.013 0.005 0.004 1.09
FLEV 0.094 0.043 0.031 0.097 0.042 0.022 1.19

Note: Significant at p-value less than 0.05.
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Figure (3)
Trend of DAC from 2016 to 2021 in ASE

—

T T T
2016 2017 2018 2019 2020 2021

045
|

DAC

0.40
|

0.3
|

Year

4.6.3 Linear Regression Analysis for QSE

We performed two models (fixed effects model and random effects model) to examine
the impact of the independent variables (IND_AC, GD_AC, MEET_AC, EXP_AC,
SIZ_AC) on the dependent variable (Earnings Management). Subsequently, we used the
Hausman test to select the best model. If the Hausman test p-value was greater than 0.05,
a random effects model was employed; otherwise, a fixed effects model was used.

Importantly, no collinearity problems were found using VIF.

We chose to interpret the random effects model, as the p-value of the Hausman test
(p = 0.977) exceeded the significance level of 0.05. According to the results of the linear
regression analysis presented in Table 8, gender diversity (-3.515, p < 0.001) has a
statistically significant negative effect on earnings management behavior. This implies
that an increase in gender diversity will lead to a reduction in earnings management
behavior in listed Qatari industrial companies, aligning with previous studies (Galal et
al., 2022; Aldamen et al., 2018). Additionally, there is a negative but insignificant effect
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of the independence of audit committee members (-0.288, p = 0.393), frequency of
meetings (-0.237, p = 0.126), committee member experience (-0.935, p = 0.175),
committee size (-0.224, p = 0.557), and operating cash flow (-0.019, p = 0.631) on
earnings management behavior. These results are consistent with findings in previous
studies (Abdeljawad, Al-Selkhi, & Abu-Ras, 2023; Phuong & Hong, 2021; Mardessi &
Fourati, 2020; Musallam, 2020). Moreover, there is a positive effect of firm size and
financial leverage on earnings management behavior, although these effects are

insignificant.

The statistically significant negative effect of gender diversity on earnings management
in Qatari industrial companies indicates that an increase in gender diversity reduces
earnings management behavior. This highlights the importance of having female
members in the audit committee, possibly due to their traits such as transparency,
precision, conservatism, and strict adherence to rules. Females may also exhibit higher
morality and more risk-averse attitudes than their male counterparts. Agency theory
supports the idea that diverse perspectives in decision-making reduce agency problems.
Stakeholder theory aligns with positive engagement reflecting stakeholders' interests and

contributing to transparency.

The negative but nonsignificant effects of audit committee member independence,
meeting frequency, committee member experience, committee size, and operating cash
flow on earnings management align with agency theory, indicating that these factors may
not be significantly effective in mitigating agency conflicts. Stakeholder theory posits that
these factors may not strongly influence stakeholder motivations related to earnings

management.

The positive effect of firm size and financial leverage on earnings management, although
statistically insignificant, suggests potential risk factors associated with larger firm size
and higher financial leverage. This finding appears to contradict agency theory, which
posits that larger companies are expected to exhibit superior management. A high debt-
to-assets ratio may escalate agency problems, highlighting potential conflicts of interest

with stakeholders from a stakeholder theory perspective

66



Table (8)

Linear Regression Analysis for QSE

Dependent Variable:

Model 1

Model 2

"DAC" Fixed effect Random effect Hausman VIF
Independent Variables Beta SD P R?/AR? Beta SD P R?/AR? Test
IND_AC -0.336 0.345 0.336 -0.288 0.337 0.393 1.28
GD_AC -3.675 0.788 <0.001 -3.515 0.756 <0.001 1.18
MEET_AC -0.267 0.163 0.108 -0.237 0.155 0.126 1.34
EXP_AC -0.835 0.953 0.386 -0.935 0.932 0.316 15

0.421/0.245 0.421/0.245  0.977

SIZ_AC -0.156 0.4 0.698 -0.224 0.382 0.557 1.18
FI_SIZE 0.034 0.158 0.831 0.02 0.15 0.895 1.47
CFO -0.026 0.041 0.536 -0.019 0.039 0.631 1.49
FLEV 0.073 0.314 0.817 0.031 0.305 0.918 1.89

Note: Significant at p-value less than 0.05.
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Figure (4)
Trend of DAC from 2016 to 2021 in QSE
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4.6.4 Linear Regression Analysis for KSE

The fixed effects model and the random effects model were conducted to assess the
impact of independent variables (IND_AC, GD_AC, MEET_AC, EXP_AC, SIZ_AC)on
the dependent variable (earnings management). Subsequently, we employed the Hausman
test to determine the most suitable model. If the p-value from the Hausman test is greater
than 0.05, we employ the random effects model; otherwise, if p < 0.05, we selected the
fixed effects model. On the other hand, no collinearity problems were identified using
(VIF).
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We chose to interpret the random effects model based on the p-value of the Hausman test
(p = 0.83), which was greater than 0.05. According to the linear regression analysis in
Table 9, the results indicate a positive statistically significant effect of the independence
of the audit committee (0.52, p = 0.012), the size of the audit committee (0.417, p =
0.034), and firm size (0.63, p < 0.001) on earnings management behavior. This implies
that an increase in the independence of the audit committee, the size of the audit
committee, and firm size will lead to an increase in earnings management behavior,
contradicting the findings of studies by Fitri and Siswantoro (2022) and Setiawan et al.
(2020). The contradiction in results may be attributed to differences in sample
characteristics, contextual factors, or methodologies. On the other hand, there is a
negative but statistically insignificant effect of gender diversity (-0.028, p = 0.974),
frequency of meetings (-0.096, p = 0.285), expertise of members (-1.286, p = 0.107), and
financial leverage (-0.064, p = 0.419) on earnings management behavior. This aligns with
the findings of studies by Abdeljawad, Al-Selkhi, and Abu-Ras (2023), Phuong and Hong
(2021), Musallam (2020), and Mardessi and Fourati (2020). Additionally, there is a
positive but insignificant effect of cash flow from operating activities (0.003, p = 0.792)

on earnings management behavior.

The significant positive effects of audit committee independence, audit committee size,
and firm size on earnings management behavior can be explained from an agency theory
perspective. In agency theory, monitoring mechanisms, such as independent audit
committees and committees of larger sizes, are expected to mitigate agency problems
through the alignment of the interests of managers and shareholders. However, the
positive effects may indicate that these characteristics do not effectively prevent earnings
management behavior in listed Kuwaiti industrial companies, indicating potential
deficiencies in compliance with governance mechanisms. Additionally, this may be
attributed to the lack of qualified members capable of achieving the committee's

objectives.

Moreover, the negative but statistically insignificant effects of gender diversity, meeting

frequency, member experience, and leverage may also align with agency theory

perspective. Thus, it may indicate that these characteristics do not significantly influence

agency conflicts in listed Kuwaiti industrial companies. It may also indicate, from the

perspective of stakeholder theory, that these characteristics may not be strong
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determinants of the motivations encouraged or desired by stakeholders for earnings
management in listed Kuwaiti industrial companies. The positive but insignificant effect
of cash flow from operating activities on earnings management may indicate that
operating cash flow in listed Kuwaiti industrial companies does not exert a significant
influence on managerial behavior related to earnings management, contrary to what might

be expected from an agency theory perspective.
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Table (9)

Linear Regression Analysis for KSE

Dependent Variable: Model 1 Model 2

"DAC" Fixed effect Random effect Hausman VIF

Independent Variables Beta SD P R?/AR? Beta SD P R?/AR? Test
IND_AC 0.521 0.207 0.013 0.52 0.207 0.012 1.15
GD_AC 0.23 0.874 0.793 -0.028 0.86 0.974 1.25
MEET_AC -0.123 0.091 0.179 -0.096 0.09 0.285 1.67
EXP_AC -1.184 0.807 0.145 -1.286 0.799 0.107 1.06

0.192/0.095 0.192/0.095 0.83
SIZ_AC 0.432 0.197 0.031 0.417 0.197 0.034 1.26
FI_SIZE 0.643 0.169 <0.001 0.63 0.168 <0.001 1.3
CFO 0.005 0.012 0.673 0.003 0.012 0.792 1.39
FLEV -0.065 0.08 0.424 -0.064 0.08 0.419 1.38

Note: Significant at p-value less than 0.05.
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Figure (5)
Trend of DAC from 2016 to 2021 in KSE
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4.7 Comparative Analysis of Audit Committee Characteristics Influencing Earnings
Management in Listed Industrial Companies: Insights from Palestine, Jordan,
Qatar, and Kuwait

4.7.1 Audit Committee Independence and Its Impact on Earnings Management

In the analysis of listed industrial companies in Kuwait, the independence of the audit
committee showed a positive and statistically significant effect on earnings management
behavior. This finding indicates that an increase in the independence of audit committee
members in the Kuwaiti context is associated with an increase in earnings management,
contradicting the perspective of agency theory. Similarly, a positive effect was observed
in listed Jordanian industrial companies, but it is not statistically significant. However, it
is not aligned with agency theory. This indicates that the independence of the audit
committee may not necessarily lead to an increase in earnings management behavior in
the Jordanian context. In contrast, there was a negative effect, albeit statistically

insignificant, on earnings management behavior in listed industrial companies in both
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Palestine and Qatar. Although consistent with agency theory, this effect did not
significantly impact the reduction of earnings management behavior in the Palestinian

and Qatari contexts.

In the Kuwaiti and Jordanian contexts, we note that the independence factor in the audit
committee plays a weak role in limiting the behavior of earnings management, especially
in the Kuwaiti context, despite its importance in the audit committee. Conversely, in the
Palestinian and Qatari contexts, it was found that the role of independence does not
significantly affect the reduction of earnings management. Accordingly, there is a lack of
commitment to governance regarding independence across the four countries, especially

in the Kuwaiti context, followed by Jordan, then Palestine, and Qatar.

4.7.2 Gender Diversity on Audit Committee and Earnings Management

Regarding gender diversity, there was a statistically significant negative effect on
earnings management behavior in the Qatari context, consistent with agency theory. This
indicates that increasing gender diversity reduces earnings management behavior, thereby
mitigating agency problems in the Qatari context. In contrast, a positive, statistically
significant effect on earnings management was found in the Jordanian context. This
indicates that earnings management tend to rise with increased gender diversity, which
does not align with the interests of stakeholders from the perspective of stakeholder

theory.

Additionally, in the Palestinian context, there was a negative, but not statistically
significant, effect on earnings management behavior. This implies that gender diversity
does not significantly influence earnings management behavior in the Palestinian context.
However, in the Kuwaiti context, a positive but not statistically significant effect on
earnings management behavior emerged, indicating that gender diversity does not
necessarily increase earnings management behavior in Kuwait. Accordingly, the
importance of the presence of a female in the audit committee in depressing earnings
management behavior appears in the Qatari context and also in the Palestinian context,
although it does not have a significant impact. Notably, in the Jordanian and Kuwaiti
contexts, the presence of a female played a weak and negative role in limiting earnings
management behavior, especially in the Jordanian context. In summary, there is

significant interest in the presence of a female member of the Audit Committee in the
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Qatari context, followed by Palestine, with very weak interest in the Jordanian context,

followed by Kuwait.

4.7.3 Frequency of Meetings and Earnings Management

In the context of the four countries, there was a negative effect of the frequency of
meetings on earnings management behavior, although it was not statistically significant.
However, this finding aligns with agency theory, indicating that increasing the frequency
of audit committee meetings does not significantly impact the reduction in earnings
management behavior in the four countries. While it may play a positive role in protecting
the interests of stakeholders from the perspective of stakeholder theory, its effectiveness
is limited. Therefore, there is a need for stricter compliance with governance mechanisms
regarding the frequency of audit committee meetings, along with efforts to increase
accountability and ensure the presence of qualified members capable of transparently

fulfilling their tasks.

4.7.4 Expertise of Audit Committee and Earnings Management

In the Palestinian context, there was a statistically significant negative effect of the
experience of audit committee members on earnings management behavior. This
indicates from the perspective of agency theory that increasing the experience factor of
members of the audit committee reduces agency problems in the Palestinian context, in
addition to protecting the interests of stakeholders according to the stakeholder theory.
Moreover, in the Qatari and Kuwaiti context there is a negative but not statistically
significant effect on earnings management behavior. Although it is consistent with
stakeholder theory, it does not necessarily protect the interests of stakeholders, nor does
it have a significant impact on reducing agency problems according to agency theory.
However, in the Jordanian context, it was found that there was a positive but not
significant effect on earnings management. Indicating that experience does not

necessarily increase profit management in the Jordanian context.

Accordingly, the experience of the members of the Audit Committee plays an important
role in limiting the behavior of earnings management in the Palestinian, Qatari and
Kuwaiti context, especially in the Palestinian context. With the weak factor of experience
in reducing profits management in the Jordanian context. Therefore, it is necessary to

adhere to governance with regard to the presence of expertise among members of the
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audit committee to reduce agency problems and protect stakeholders. In summary, the
experience factor played a pivotal role in reducing earnings management behavior mainly

in Palestine, followed by Qatar and Kuwait, and then Jordan.

4.7.5 Audit Committee Size and Earnings Management

In the Palestinian and Kuwaiti contexts, the size of the audit committee has a positive,
statistically significant effect on earnings management. This implies that earnings
management tends to rise when the size of the audit committee increases. Additionally, it
indicates that the size of the audit committee does not mitigate agency problems or protect
the interests of shareholders, as supposed by agency theory. In the Jordanian context, the
size of the audit committee also shows a positive but not statistically significant effect on
earnings management. However, this finding is inconsistent with the expectations of
agency theory. In the Qatari context, the size of the audit committee has a negative,
though not statistically significant, effect on earnings management. Although this aligns
with stakeholder theory, it does not effectively safeguard the interests of stakeholders.

In general, the size factor in the audit committee does not play a pivotal role in limiting
earnings management in the Palestinian, Kuwaiti and Jordanian context, especially in the
Palestinian and Kuwaiti context. Additionally, the size factor in the Qatari context was
good, but it may not necessarily influence earnings management behavior; in other words,
it was not significant. Accordingly, there is a need to strengthen accountability and
commitment to governance rules regarding the size of the audit committee. Moreover, the
competence, experience, and ability of committee members to carry out their assigned
duties must be taken into account. In summary, the size of the audit committee emerges
as a weak factor in limiting earnings management behavior in the Palestinian and Kuwaiti

contexts, followed by Jordan and then Qatar.

4.8 Summary

We observed that the independence of the audit committee has a positive and statistically
significant effect on earnings management behavior in industrial companies listed on the
Kuwait Stock Exchange. This implies that earnings management tends to increase with
the rising independence of the audit committee in the Kuwaiti context. Additionally, a
positive but not statistically significant effect of audit committee independence on

earnings management behavior in the Jordanian context and for the group. Conversely,
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we found that the independence of the audit committee had a negative, albeit not
statistically significant, effect on earnings management behavior in the Palestinian and

Qatari markets.

Moreover, gender diversity exhibited a statistically significant negative effect on earnings
management behavior in industrial companies listed on the Qatar Stock Exchange and for
the group countries. This indicates that profit management tends to decrease with
increasing gender diversity. This can be explained by the observation that females may
exhibit higher levels of morality, conservatism, and adherence to rules compared to
males. On the contrary, a statistically significant positive effect of gender diversity on
earnings management behavior was discovered in the Jordanian context, indicating that
an increase in gender diversity may lead to an increase in earnings management behavior
in Jordan. Additionally, there is a positive effect of gender diversity on earnings
management behavior in the Palestinian context and a negative effect in the Kuwaiti
context, but these effects are not statistically significant.

In countries as a group, a statistically significant negative effect emerged regarding the
frequency of audit committee meetings on earnings management behavior. This suggests
that an increase in meeting frequency is associated with a decrease in earnings
management. Furthermore, in the Palestinian, Jordanian, Qatari, and Kuwaiti contexts,
the frequency of meetings showed a negative but not statistically significant effect on

earnings management behavior.

While a statistically significant negative effect of the experience of audit committee
members on earnings management behavior was discovered in the Palestinian context
and for the group, indicating that profit management tends to decrease as the experience
of audit committee members increases. It was also found that the experience of audit
committee members has a positive effect on earnings management behavior in the
Jordanian context and a negative effect in the Qatari and Kuwaiti contexts; however, these
effects are not statistically significant. It is surprising that the size of the audit committee
has a positive and statistically significant effect on earnings management behavior in the
Palestinian and Kuwaiti contexts as well as for the group. This indicates that a larger
committee size increases earnings management behavior. Additionally, the size of the

audit committee has a positive effect on earnings management behavior in the Jordanian
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context and a negative effect in the Qatari context, but these effects are not statistically
significant. These findings highlight the variation in the impact of corporate governance
factors, as determined by the audit committee characteristics, on earnings management
across different stock exchanges. This emphasizes the importance of considering regional
context and regulatory environments. Table 10 illustrates the type of influence of the audit

committee characteristics on earnings management in each country.

Table (10)

Summary of the Impact of AC Characteristics on EM in Each Country

Impact IND_AC GD_AC MEET_AC EXP_AC SIZ_AC

Group Countries Positive Negative & sig. Negative & sig. Negative & sig. Positive & sig.

PEX Negative Positive Negative Negative & sig. Positive & sig.
ASE Positive Positive & sig. Negative Positive Positive
QSE Negative Negative & sig. Negative Negative Negative
KSE Positive & sig. Negative Negative Negative Positive & sig.
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Chapter Five

Conclusions and Recommendations

5.1 Introduction

After reviewing the theoretical framework for each variable in this study, an empirical
study was conducted and the hypotheses were tested. It is against this background that

the results and recommendations are determined.

5.2 Conclusions

AC characteristics play a critical role in influencing earnings management. As the
linchpin of corporate governance, the AC is established to ensure the implementation of
appropriate systems and methods for the effective operation of the company. It works
with internal and external auditors in an effort to protect the interests of stakeholders,
particularly shareholders. Ensuring that earnings manipulation is prevented is only one of
the tasks within the oversight purview of the committee. Therefore, the AC must perform
its duties with due diligence. This requires the appointment of directors who are not only
qualified and experienced, but also responsible. Furthermore, the AC's commitment to
transparency and compliance with ethical standards are essential elements in reducing
earnings management. Committees that take a proactive stance tend to implement strong
internal controls, effective risk management strategies and rigorous oversight
mechanisms. By fostering a culture of accountability, the AC not only sets the framework
for responsible financial practices but also sets the organizational method for ethical
behavior. This commitment applies to all levels of management and contributes to an
environment where stakeholders can have confidence in the integrity of decision-making
and financial reporting processes. The effectiveness of the AC is critical, as its failure can

lead to a corresponding breakdown in organizational structures, controls and systems.

Given that ACs usually play a prominent role in addressing financial issues related to
risks, this study seeks to investigate whether the characteristics of the AC can affect
reducing earnings management behavior in industrial companies listed on the PEX, the
ASE, the QSE, and the KSE. To determine this effect, linear regression coefficients are
the analytical tool of choice. The study included data from 76 listed companies for the
period from 2016 to 2021, forming a data set with a total of 456 observations. AC

independence, gender diversity, frequency of meetings, committee financial experience,
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and committee size were independent variables in this study. In addition, a modified Jones
model was used to calculate discretionary accruals as a proxy for earnings management.
While firm size, operating cash flows, and financial leverage are represented as control

variables.

Upon testing the hypotheses, the findings reveal that gender diversity, the frequency of
audit committee meetings, and the experience of audit committee members have a
negative and statistically significant effect on earnings management behavior. This
implies that there is a tendency for earnings management to reduce with an increase in
these characteristics. Agency theory supports these results, as it reduces agency problems
and preserves shareholders' interests by aligning the interests of shareholders and
management, thus protecting the interests of stakeholders from the perspective of

stakeholder theory.

Conversely, there were positive and significant effects of audit committee member size
and operating cash flow on earnings management behavior. This indicates that earnings
management increases when audit committee member size and cash flows from operating
activities increase. It appears that larger committee sizes and abundant cash flow in listed
industrial companies in the four countries may not necessarily be consistent with agency
problems. Additionally, there is a positive effect for audit committee independence, firm
size, and financial leverage on earnings management behavior, although these effects are

not statistically significant.

The findings of this study will be useful to auditors and stock exchanges in Palestine,
Amman, Qatar and Kuwait. Additionally, the results of this study may also be useful to
the Associations of Certified Public Accountants (ACPA), the Board of Auditing
Professions (BOAP) and other stakeholders interested in this research, as well as relevant
regulatory bodies. EM behaviors can be reduced to improve the quality of financial
reporting by enhancing external auditing, establishing strong ACs, and adopting

conservative accounting principles.
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5.3 Recommendations

Based on the conclusions of this paper, we offer some of the following recommendations:

1.

The firms’ commitment to apply the laws of the Corporate Governance Code and
corporate laws, especially with regard to the independence of the audit committee

and the size of the audit committee members.

The regulators should work to enhance the oversight over the companies in terms of
corporate governance practices, especially those related to audit committees and thus

ensure their efficiency.

Investing in continuous training and development programs for members of the AC
and developing their skills and abilities in reducing and detecting earnings

management behavior.

Ensure that the AC consists of independent directors with diverse skills and

experience.

Transparency and accountability for the disclosure of correct information in
companies, in accordance with the provisions of the Companies Law and regulators.
Furthermore, regulators must ensure the companies compliance with the adopted
accounting standards, which would control companies’ use of earnings management.

Accordingly, the rights of the stakeholders, including the shareholders, are protected.

Create an environment in which there is open and transparent communication
between the AC and key stakeholders, including shareholders, regulators and internal
management. Timely communication can help in early detection and resolution of

earnings management issues.

Conduct regular and comprehensive risk assessments to identify areas vulnerable to
earnings management. Therefore, it is important for the AC to play a proactive role
in supervising the effectiveness of internal control and risk management processes to

reduce the possibility of manipulation.

Establishing penalties for companies that mislead stakeholders by misrepresenting or
distorting their profits. This is to make the financial statements trustworthy, credible
and fair.
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By implementing and adhering to these recommendations, the AC can contribute
significantly to preventing and detecting EM, maintaining the integrity of financial

reporting and maintaining stakeholder confidence.

5.4 Limitations

Although research on AC characteristics and EM is useful for understanding the dynamics
of corporate governance and financial reporting, it may face some limitations. A major
study limitation is the unavailability of data and/or difficulty to obtain it, especially on
certain characteristics of audit committees that were among the important characteristics
in the previous literature. Accordingly, important characteristics such as the legal
qualification of the members of the audit committee were ignored, even though this may
have an impact on earnings management behavior. In the same context, some companies
do not include any information on their audit committees in their annual reports, violating
the corporate governance code and corporate laws, especially in the Palestinian context.
Highlighting the need for efficient regulation existence, and companies must take the
initiative to improve their disclosure. Despite these limitations, research on AC
characteristics and EM remains critical to improving our understanding of corporate
governance practices and their impact on financial reporting integrity. Therefore,
researchers should be aware of these limitations and exercise caution when drawing

general conclusions from specific studies.

5.5 Future Studies

After conducting research on audit committee characteristics and earnings management,
several avenues for future research can contribute to a deeper understanding of this
complex relationship. Below are some suggestions for future research. More
characteristics, such as the age and remuneration of audit committee members, may be
included to verify whether there is any relationship with EM. Moreover, an important
variable, i.e., the external audit quality, should be considered, given its important effect
on the objectives of the audit committee and the quality of the companies’ financial
reporting and disclosure. Furthermore, more companies from other countries should be
considered in future studies. Thus, additional observations are included, and the effect of
differences between countries, in terms of cultural, economic, and regulatory factors on

the nexus between audit committee characteristics and earnings management, is
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estimated. Moreover, it is beneficial to consider the effect of the differences between
countries in terms of surrounding factors on the relationships addressed in this study,

given the important influence they play on the accounting choices (Alia, 2010; Alia &
Branson, 2011).

By exploring these proposed pathways, researchers can deepen their understanding of the
complex relationship between AC characteristics and EM, thereby providing valuable

information to the academic and corporate governance communities.
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List of Abbreviations

Abbreviation Meaning

AC's
ACPA
ASE
BOD’s
BOAP
CMA
CEO
CFO
Ccv
DAC
DV

EM
EXP_AC
PEX
PCMA
PACPA
PPE
QSE
QFMA
QCSD
QFC
KSE
GAAP
GCG
IND_AC
GD_AC
MEET_AC
SIZ_AC
FI_SIZE
FLEV

E

v
NDAs
TA
REV

NI

REC
VIF
JACPA
IFRS
JSC

Audit Committees

Associations of Certified Public Accountants
Amman Stock Exchange

Board of Directors

Board of Auditing Professions

Capital Markets Authority

A chief Executive Officer

Cash Flows from Operating

Control Variable

Discretionary Accruals

Dependent Variable

Earnings Management

Financial Expertise of Audit Committee
Palestine Stock Exchange

Palestinian Capital Market Authority
Palestinian Associations of Certified Public Accountants
Property, Plant, & Equipment

Qatar Stock Exchange

Qatar Financial Markets Authority

Qatar Central Securities Depository

Qatar Financial Centre

Kuwait Stock Exchange

Generally Accepted Accounting Principles
Good Corporate Governance

Independence of Audit Committee Member’s
Gender Diversity of the Audit Committee
Frequency of Meetings

Size of the Audit Committee

Firm Size

Financial Leverage

The error term

Independent Variable

Non-Discretionary Accruals

Total Accruals

Revenue

Net Income

Receivables

Variance Inflation Factor

Jordanian Associations of Certified Public Accountants
International Financial Reporting Standards
Jordan Securities Commission
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Appendices

Appendix (A)
Descriptive statistics by Group Years for country: PEX

var n(%) var.1 2016 2017 2018 2019 2020 2021 P.value
DAC DAC

n (miss) 66(0) n (miss) 11.(0) 11(0) 11(0) 11 (0) 11(0) 11(0) 0.84 b
Mean + Std-Dev__|0.430.23 Mean + Std-Dev | 0.39+0.2 042+0.2 0.39+0.2 0.43+0.2 043+03 052+0.2

Median (Q1-Q3) |0.42(0.26-0.6) | Median (Q1-Q3) | 0.4 (0.22-0.52) | 0.41 (0.29-0.6) | 0.34 (0.26-0.5) | 0.43(0.3-0.5) | 0.47 (0.22-0.62) | 0.5 (0.39-0.68)

Min, Max 0.04,0.89 Min, Max 01,08 0.1,0.7 0,08 0.1,0.8 0,08 0,09

IND_AC IND_AC

n (miss) 66(0) n (miss) 11.(0) 11(0) 11(0) 11 (0) 11(0) 11(0) 1.00d
Mean + Std-Dev__| 0.6620.29 Mean + Std-Dev | 0.66+0.3 0.66+0.3 0.66 +0.3 0.66+0.3 0.66+0.3 0.66+0.3

Median (Q1-Q3) |0.66(0.33-1) Median (Q1-Q3) | 0.66 (0.33-1) | 0.66 (0.33-1) | 0.66(0.33-1) | 0.66(0.33-1) | 0.66(0.33-1) | 0.66 (0.33-1)

Min, Max 0331 Min, Max 03,1 03,1 03,1 03,1 03,1 03,1

GD_AC GD_AC

n (miss) 66(0) n (miss) 11.(0) 11 (0) 11 (0) 11 (0) 11.(0) 11(0) 0.07d
Mean + Std-Dev__|0.010.05 Mean + Std-Dev 0+0 0+0 0+0 0+0 0+0 0.05+0.1

Median (Q1-Q3) | 0(0-0) Median (Q1-Q3) 0(0-0) 0 (0-0) 0 (0-0) 0 (0-0) 0 (0-0) 0 (0-0)

Min, Max 0,0.33 Min, Max 0,0 0,0 0,0 0,0 0,0 0,03

MEET_AC MEET_AC

n (miss) 66(0) n (miss) 11.(0) 11 (0) 11 (0) 11 (0) 11(0) 11(0) 0.93d
Mean + Std-Dev__|3.59+1.11 Mean £ Std-Dev | 3.27+1.2 3.73+15 3.73+15 3.36+1.1 3.64+0.7 3.82+04

Median (Q1-Q3) | 4(3-4) Median (Q1-Q3) 4 (3-4) 4 (3.5-4) 4 (3.5-4) 4 (3-4) 4 (35-4) 4 (4-4)

Min, Max 17 Min, Max 1,4 1,7 1,7 1,4 2.4 3,4

EXP_AC EXP_AC

n (miss) 66(0) n (miss) 11.(0) 11 (0) 11 (0) 11 (0) 11(0) 11(0) 0.87d
Mean + Std-Dev | 0.72+0.14 Mean £ Std-Dev | 0.73+0.1 0.73+0.1 0.73+0.1 0.69+0.2 0.73+0.1 0.73+0.1

Median (Q1-Q3) |0.66(0.66-0.73) | Median (Q1-Q3) | 0.66 (0.66-0.71) | 0.66 (0.66-0.71) | 0.66 (0.66-0.71) | 0.66 (0.66-0.66) | 0.66 (0.66-0.71) | 0.66 (0.66-0.71)

Min, Max 05,1 Min, Max 07,1 07,1 07,1 05,1 07,1 07,1

SIZ AC SIZ AC

n (miss) 66(0) n (miss) 11(0) 11(0) 11(0) 11 (0) 11.(0) 11 (0) 0.87d
Mean + Std-Dev__ | 3.05+0.41 Mean + Std-Dev | 3.09+0.3 3.09+0.3 3.09+0.3 2.91+05 3+04 3.09+05
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var n(%) var.1 2016 2017 2018 2019 2020 2021 P.value
Median (Q1-Q3) |3(3-3) Median (Q1-Q3) 3(3-3) 3(3-3) 3(3-3) 3(3-3) 3(3-3) 3(3-3)

Min, Max 24 Min, Max 3,4 3,4 3,4 2,4 2,4 2,4

FI_SIZE FI_SIZE

n (miss) 66(0) n (miss) 11(0) 11(0) 11(0) 11(0) 11.(0) 11.(0) 0.49d
Mean + Std-Dev | 7.48+0.63 Mean + Std-Dev | 7.33+05 7.29+0.7 7.56 0.7 759+0.7 753+06 76+06

Median (Q1-Q3) |7.69(7.32-7.85) | Median (Q1-Q3) | 7.51 (7.09-7.7) | 7.54 (6.82-7.8) | 7.75 (7.38-7.83) | 7.76 (1.38-7.86) | 7.8 (7.37-7.87) | 7.82 (7.46-7.98)

Min, Max 6.02,8.98 Min, Max 6.2,7.9 6.2, 7.9 6.1, 8.9 6,9 6,8.1 6, 8.2

CFO CFO

n (miss) 66(0) n (miss) 11(0) 11(0) 11(0) 11(0) 11.(0) 11.(0) 0.46 d
Mean + Std-Dev__|-2.19+25.56 Mean + Std-Dev | 1.94+2.9 042+06 -10.75 + 44.8 3.29+9.2 -0.67 +43.8 1.62+25

Median (Q1-Q3) |0.81(0.3-1.31) | Median (Q1-Q3) | 0.96 (0.7-1.86) | 0.34 (0.11-0.79) | 0.72 (0.34-1.32) | 0.7 (0.19-1.11) | 0.88 (0.39-1.36) | 0.97 (0.56-1.68)

Min, Max -144.76,30.86 Min, Max -0.2,10.1 -0.6, 1.6 -144.8,19.5 -2,30.9 -139.9, 25.6 -0.5, 8.7

FLEV FLEV

n (miss) 66(0) n (miss) 11(0) 11(0) 11(0) 11(0) 11.(0) 11.(0) 0.81d
Mean + Std-Dev__ | 0.45+0.39 Mean + Std-Dev | 0.32+0.1 0.35+0.1 0.37+0.1 0.37+0.2 072+038 056+0.4

Median (Q1-Q3) |0.32(0.25-0.53) | Median (Q1-Q3) | 0.3 (0.24-0.4) | 0.29 (0.26-0.5) | 0.33 (0.24-0.48) | 0.32 (0.28-0.45) | 0.34 (0.24-0.84) | 0.44 (0.26-0.75)

Min, Max 0.02,2.6 Min, Max 0.1,06 0.2,06 0.2,0.6 0.1,0.6 0.1,26 0,13
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Descriptive statistics by Group Years for country: ASE

var n(%) var.1 2016 2017 2018 2019 2020 2021 P.value
DAC DAC
n (miss) 198(0) n (miss) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 0.14d
Mean * Std-Dev 0.4+0.31 Mean + Std- 04+04 0.38+£0.3 04+03 0.42+0.2 0.34+£0.2 0.49+£0.3
Dev
Median  (Q1- | 0.38(0.24-0.52) Median (Q1- 0.33(0.2-0.47) | 0.34 (0.25-0.46) | 0.39 (0.26-0.49) 0.4 (0.26-0.47) 0.37 (0.17-0.49) 0.46 (0.36-0.71)
Q3) Q3)
Min, Max -0.52,2.43 Min, Max -0.1,2.4 -0.1,15 -0.2,1.3 01,1 -0.5,0.8 -0.5,1.2
IND AC IND AC
n (miss) 198(0) n (miss) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 1.00d
Mean + Std-Dev 0.6940.3 Mean + Std- 0.68 £0.3 0.66 £0.3 0.7+0.3 0.7+0.3 0.68 +£0.3 0.68 +£0.3
Dev
Median  (Q1- 0.66(0.52-1) Median (Q1- 0.66 (0.66-1) 0.66 (0.5-1) 0.66 (0.66-1) 0.66 (0.66-1) 0.66 (0.5-1) 0.66 (0.6-1)
Q3) Q3)
Min, Max 0,1 Min, Max 0,1 0,1 0,1 0,1 0,1 0,1
GD AC GD AC
n (miss) 198(0) n (miss) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 0.40d
Mean + Std-Dev 0.01+0.05 Mean + Std- 00 00 0.02+0.1 0.02+0.1 0.02+£0.1 0.01+£0.1
Dev
Median  (Q1- 0(0-0) Median (Q1- 0 (0-0) 0 (0-0) 0 (0-0) 0 (0-0) 0 (0-0) 0 (0-0)
Q3) Q3)
Min, Max 0,0.33 Min, Max 0,0 0,0 0,0.3 0,0.3 0,0.3 0,0.2
MEET AC MEET AC
n (miss) 198(0) n (miss) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 0.88d
Mean + Std-Dev 4.41+1.45 Mean + Std- 442+1.9 445+1.9 412+1.3 464 +1.3 442 +1.2 442 +1
Dev
Median  (Q1- 4(4-5) Median (Q1- 4 (4-5) 4 (4-5) 4 (4-4) 4 (4-5) 4 (4-5) 4 (4-5)
Q3) Q3)
Min, Max 0,13 Min, Max 0,13 0,13 1,9 3,8 2,7 2,7
EXP_AC EXP_AC
n (miss) 198(0) n (miss) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 1.00d
Mean + Std-Dev 0.76+0.26 Mean + Std- 0.76 £0.3 0.75+0.3 0.75+0.3 0.76 £0.2 0.77 £0.3 0.75+0.2
Dev
Median  (Q1- 0.73(0.62-1) Median (Q1- 1 (0.66-1) 0.71 (0.66-1) 0.75 (0.66-1) 0.66 (0.66-1) 1(0.57-1) 0.66 (0.6-1)
Q3) Q3)
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var n(%) var.1l 2016 2017 2018 2019 2020 2021 P.value
Min, Max 0.33,1 Min, Max 0.3,1 03,1 0.3,1 0.3,1 0.3,1 0.3,1
SIZ AC Sl1Z AC
n (miss) 198(0) n (miss) 33 (0) 33(0) 33 (0) 33 (0) 33(0) 33 (0) 0.26 d
Mean + Std-Dev 3.35+£0.8 Mean + Std- 3.18+0.6 3.27+0.9 3.33+0.6 3.39+0.9 3.36+0.9 3.55+0.9
Dev
Median (Q1- 3(3-3) Median (Q1- 3(3-3) 3(3-3) 3(3-3) 3(3-3) 3(3-3) 3(3-4)
Q3) Q3)
Min, Max 3,7 Min, Max 3,6 3,7 3,5 3,7 3,7 3,6
Fl _SIZE Fl _SIZE
n (miss) 198(0) n (miss) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 1.00d
Mean + Std-Dev 7.42+0.55 Mean + Std- 7.44+0.5 7.44+05 74+0.6 7.42+05 7.39+0.6 7.41+0.6
Dev
Median (Q1- | 7.44(7.21-7.89) Median (Q1- 7.43 (7.22-7.93) | 7.42(7.23-7.94) | 7.4 (7.22-7.85) 7.44 (7.26-7.8) 7.46 (7.2-7.8) 7.49 (7.19-7.83)
Q3) Q3)
Min, Max 5.76,8.19 Min, Max 6.1,8.2 6.1, 8.2 5.9,8.2 5.9,8.2 5.8,8.2 5.8,8.2
CFO CFO
n (miss) 198(0) n (miss) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 0.41d
Mean + Std-Dev 2.56+17.2 Mean + Std- 2.83+19.1 043+7.4 0.99%9 6.51 +30.3 4.03+19.2 055+29
Dev
Median (Q1- 0.76(-0.49- Median (Q1- 1.11 (0.34-3.28) 0.42 (-0.69- 0.64 (-1.02- 0.42 (-1-2.02) 0.59 (-0.32-2.03) 0.89 (-0.38-1.67)
Q3) 1.83) Q3) 2.15) 1.58)
Min, Max -75.89,161.1 Min, Max -75.9, 69.3 -29.4, 26.8 -24.6, 36.5 -22,161.1 -13.7,107.9 -7.6,7.7
FLEV FLEV
n (miss) 198(0) n (miss) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 33 (0) 0.73d
Mean + Std-Dev 4.02+41.6 Mean + Std- 0.57+0.6 0.63+0.7 0.84+1.2 1.9+6.6 149+£35 18.68 + 101.6
Dev
Median (Q1- | 0.44(0.21-0.86) Median (Q1- 0.42 (0.19-0.65) | 0.41(0.2-0.73) | 0.52 (0.26-0.84) | 0.55(0.21-0.87) 0.32 (0.22-1.06) 0.54 (0.23-1.2)
Q3) Q3)
Min, Max 0.02,584.75 Min, Max 0,24 0,32 0,6.4 0,384 0,19.2 0, 584.8
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Descriptive statistics by Group Years for country: QSE

var n(%) var.1 2016 2017 2018 2019 2020 2021 P.value
DAC DAC

n (miss) 60(0) n (miss) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 0.67d
Mean * Std-Dev 0.52+0.31 Mean * Std-Dev 0.61+0.3 0.51+0.3 0.52+0.3 0.49+0.3 0.43+0.3 0.55+0.3

Median (Q1-Q3) | 0.56(0.36-0.71) | Median (Q1-Q3) | 0.66 (0.62-0.78) | 0.59 (0.25-0.66) | 0.55 (0.45-0.65) | 0.5(0.37-0.68) | 0.49 (0.13-0.64) 0.62 (0.4-0.7)

Min, Max -0.09,1 Min, Max 0,1 0,09 0,0.9 0,1 -0.1,0.9 0,1

IND_AC IND_AC

n (miss) 60(0) n (miss) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 1.00d
Mean + Std-Dev 0.82+0.32 Mean * Std-Dev 0.82+0.3 0.82+0.3 0.83+0.3 0.8+04 0.82+0.3 0.83+0.3

Median (Q1-Q3) 1(0.66-1) Median (Q1-Q3) 1(0.74-1) 1(0.74-1) 1(0.74-1) 1(0.74-1) 1(0.74-1) 1(0.74-1)

Min, Max 0,1 Min, Max 0,1 0,1 0,1 0,1 0,1 0,1

GD_AC GD_AC

n (miss) 60(0) n (miss) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 0.72d
Mean * Std-Dev 0.09+0.19 Mean * Std-Dev 0.03+0.1 0.03+0.1 0.1+0.2 0.13+0.2 0.12+0.2 0.13+0.2

Median (Q1-Q3) 0(0-0) Median (Q1-Q3) 0(0-0) 0(0-0) 0 (0-0 0(0-0.25) 0(0-0.19) 0(0-0.25)

Min, Max 0,0.66 Min, Max 0,03 0,03 0,0.7 0,07 0,07 0,0.7

MEET_AC MEET_AC

n (miss) 60(0) n (miss) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 0.94d
Mean + Std-Dev 3.78+1.14 Mean * Std-Dev 38+17 34+14 41+07 38+11 3.7+£09 3.9+07

Median (Q1-Q3) 4(4-4) Median (Q1-Q3) 4 (4-4) 4 (3.25-4) 4 (4-4) 4 (4-4) 4 (4-4) 4 (4-4)

Min, Max 0,7 Min, Max 0,7 0,5 3,6 2,6 2,5 2,5

EXP_AC EXP_AC

n (miss) 60(0) n (miss) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 1.00d
Mean + Std-Dev 0.82+0.17 Mean * Std-Dev 0.83+0.2 0.83+0.2 0.83+0.2 0.79+0.2 0.83+0.2 0.83+0.2

Median (Q1-Q3) | 0.73(0.66-1) Median (Q1-Q3) | 0.83 (0.66-1) 0.83 (0.66-1) 0.83 (0.66-1) 0.73 (0.66-1) 0.83 (0.66-1) 0.83 (0.66-1)

Min, Max 051 Min, Max 07,1 07,1 07,1 051 07,1 07,1

SI1Z_AC SIZ_AC

n (miss) 60(0) n (miss) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 0.69 d
Mean + Std-Dev 3.1+0.54 Mean + Std-Dev 3.1+03 3.1+03 30 34+£12 3.1+03 29403

Median (Q1-Q3) 3(3-3) Median (Q1-Q3) 3(3-3) 3(3-3) 3(3-3) 3(3-3) 3(3-3) 3(3-3)

Min, Max 2,6 Min, Max 3,4 3,4 3,3 2,6 3,4 2,3

Fl_SIZE Fl_SIZE

n (miss) 60(0) n (miss) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 0.98d
Mean + Std-Dev 8.88+1.04 Mean + Std-Dev 8.97+0.9 8.98+0.9 9.01+0.9 8.7+12 8.74+13 8.87+13

Median (Q1-Q3)

9.11(8.58-9.61)

Median (Q1-Q3)

9.26 (3.8-9.56)

9.23 (8.82-9.56)

9.25 (3.87-9.57)

9.04 (3.64-9.56)

9.24 (8.04-9.66)

9.25 (8.67-9.69)
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var n(%) var.1 2016 2017 2018 2019 2020 2021 P.value
Min, Max 6.43,10.06 Min, Max 6.7,9.6 6.7,9.6 6.7,9.7 6.5,9.7 6.4, 10 6.4,10.1

CFO CFO

n (miss) 60(0) n (miss) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 0.31d
Mean + Std-Dev | 1.77#4.12 | Mean + Std-Dev | _ 4.02+6.9 1.69 + 2.5 0.32+17 214+58 0.69+1.9 L7 +2.7

Median (Q1-Q3) | 0.85(0.18-1.17) | Median (Q1-Q3) | 1.17 (0.53-1.21) | 0.88 (0.71-1.16) | 0.86 (0.31-1.15) | 0.55 (-0.01-0.78) | 0.45 (-0.47-0.98) | 0.85 (0.6-1.96)

Min, Max -4.42,19.55 Min, Max 0.1,19.6 0.1,86 44,15 -0.5, 18.6 13,5 0,9.2

FLEV FLEV

n (miss) 60(0) n (miss) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 10 (0) 0.56d
Mean + Std-Dev | _ 0.59+0.58 | Mean + Std-Dev | _ 0.78 +0.7 0.58 £ 0.5 0.6+05 0.56 + 0.6 05+0.6 05+0.6

Median (Q1-Q3) | 0.61(0.13-0.72) | Median (Q1-Q3) | 0.78 (0.21-0.81) | 0.58 (0.24-0.72) | 0.68 (0.22-0.69) | 0.6 (0.13-0.71) | 0.38 (0.06-0.66) | 0.34 (0.09-0.63)

Min, Max 0,2.06 Min, Max 0,2 0,18 0,1.9 0,2 0,2.1 0,2
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Descriptive statistics by Group Years for country: KSE

var n(%) var.1 2016 2017 2018 2019 2020 2021 P.value
DAC DAC
n (miss) 132(0) n (miss) 22 0) 22 (0) 22 0) 22 0) 22 0) 22 0) 0.31d
Meag:vsw' 0.39+0.34 Meageivsw' 0.38 + 0.4 0.47£0.3 0.46 0.3 0.34 + 0.4 0.29+0.3 0.38+0.3
Med'ég)(Ql' 0.31(0.1-0.6) Medgg)@l' 0.26 (0.09-0.55) | 0.41 (0.24-0.66) | 0.38 (0.22-0.56) | 0.22 (0.06-0.76) | 0.24 (0.05-0.48) | 0.32 (0.1-0.63)
Min, Max -0.25.1.24 Min, Max 02,12 01,12 0.1, 1.2 02,11 02,1 02,09
IND_AC IND_AC
n (miss) 132(0) n (miss) 22 (0) 22 (0) 22 (0) 22 (0) 22 (0) 22 (0) 1.00d
Meag:vsw' 0.59+0.27 Meageivsm' 0.59 +0.3 0.59+0.3 059 +0.3 0.59+0.3 059 +0.3 0.59 +0.3
Medg‘g)(m' 0.63(0.33-0.74) Medgg)(Ql' 0.63 (0.33-0.66) | 0.63 (0.33-0.66) | 0.58 (0.33-0.66) | 0.58 (0.33-0.92) | 0.53 (0.33-0.92) | 0.53 (0.33-0.92)
Min, Max 0.25.1 Min, Max 03,1 031 03,1 02,1 03,1 03,1
GD_AC GD_AC
n (miss) 132(0) n (miss) 22 0) 22 (0) 22 0) 22 0) 22 (0) 22 0) 031d
Mean  Std- 0.02£0.11 Mean  Std- 0£0 0£0 0£0 0.05 +0.2 0.05+0.2 0.03+0.1
Dev Dev
MEdg‘g)(Ql' 0(0-0) Medgg)(Ql' 0(0-0) 0 (0-0) 0 (0-0) 0 (0-0) 0 (0-0) 0 (0-0)
Min, Max 0,0.66 Min, Max 0,0 0,0 0,0 0,0.7 0,07 0,0.7
MEET_AC MEET AC
n (miss) 132(0) n (miss) 22 0) 22 0) 22 0) 22 (0) 22 0) 22 0) 0.68 d
Meageivsw' 4.29+1.26 Meageivsm' 3.95+0.7 455+18 432+1.1 4.27+09 414+0.8 45+18
MEdg‘g)(Ql' 4(4-4) Medgg)(Ql' 4 (4-4) 4 (4-4) 4 (4-4) 4 (4-4) 4 (4-4) 4 (4-4)
Min, Max 212 Min, Max 2.6 4,10 4,9 4,7 2.6 2,12
EXP_AC EXP_AC
n (miss) 132(0) n (miss) 22 0) 22 (0) 22 (0) 22 0) 22 0) 22 0) 0.31d
Mean  Std- 0.98+0.1 Mean £ Std- 0.95+0.2 0.97+0.1 0.96+0.1 1+0 1+0 1+0
Dev Dev
Medgg)(m' 1(1-1) Medgg)(Ql' 1(1-1) 1(1-1) 1(1-1) 1(1-1) 1(1-1) 1(1-1)
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var n(%) var 1 2016 2017 2018 2019 2020 2021 P.value
Min, Max 0.33.1 Min, Max 03,1 03,1 03,1 11 11 11
SIZ AC SIZ AC
n (miss) 132(0) n (miss) 22 (0) 22 (0) 22 (0) 22 (0) 22 0) 22 (0) 0.98
Meag:vsw' 3.12+0.46 Meageivsw' 314405 314405 318407 3.09+0.3 3.09+0.4 3.09+0.4
Med'sg)(Ql' 3(3-3) Medgg)@l' 3 (3-3) 3 (3-3) 3 (3-3) 3 (3-3) 3 (3-3) 3(3-3)
Min, Max 36 Min, Max 3.5 3.5 3,6 3.4 3.5 3.5
FI_SIZE FI_SIZE
n (miss) 132(0) n (miss) 22 (0) 22 (0) 22 (0) 22 (0) 22 (0) 22 (0) 1.00b
Meag:vsw' 8.53+0.55 Meageivsm' 85405 8.52+0.5 8.52+0.5 8.5 + 0.6 8.5+ 0.6 8.5 + 0.6
Medg‘g)(m' 8.5(8.08-8.82) Medgg)(Ql' 8.48 (8.06-8.79) | 8.48 (8.07-8.8) | 8.48 (8.13-8.79) | 8.55 (8.15-8.87) | 8.55 (8.16-8.83) | 8.56 (8.15-8.83)
Min, Max 7.39,9.97 Min, Max 77,97 77,98 76,98 76,98 75,99 74,10
CFO CFO
n (miss) 132(0) n (miss) 22 (0) 22 0) 22 (0) 22 0) 22 (0) 22 (0) 0.31d
Meag:vsw- 4.11421.24 Meageivsw' 2.65+6.7 22428 181417 1.74+9.9 8.91+40.7 733+309
Median (Q1- 1.19(-0.02- Median (Q1- ] ] ] ] PO 0.87 (-:0.58-
o3 260 o3 1.31(0.21-2.46) | 1.51(0.6-3.12) | 1.24 (0.88-2.81) | 1.56 (0.43-3.82) | -0.27 (-2.23-3) P50
Min, Max -32.98,189.3 Min, Max 44,294 12,103 04,69 33,291 95,1893 34,1451
FLEV FLEV
n (miss) 132(0) n (miss) 22 (0) 22 (0) 22 (0) 22 (0) 22(0) 22 0) 0.97d
Meag:vsw' 1.2241.27 MeaB:VStd' 111+11 119+1.4 11412 119+13 146+ 1.4 129+13
MEdg‘g)(Ql' 0.61(0.32-2.03) Medgg)(Ql' 0.7 (0.33-1.38) | 0.56 (0.32-1.98) | 055 (0.32-1.85) | 052 (0.3-2) | 0.78(0.35-2.3) | 0.6 (0.32-2.08)
Min, Max 0.11,6.09 Min, Max 01,47 02,61 02,5 015 02,49 01,4

107




Descriptive statistics by Group Years for country: PEX-ASE-QSE-KSE

var n(%) var.1 2016 2017 2018 2019 2020 2021 P.value
DAC DAC

n (miss) 456(0) n (miss) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 0.21d
Mean * Std-Dev 0.42+0.31 Mean * Std-Dev 0.42+0.4 0.43+0.3 0.43+0.3 0.41+0.3 0.35+0.3 0.47+0.3

Median (Q1-Q3) | 0.4(0.21-0.59) | Median (Q1-Q3) | 0.36 (0.16-0.59) | 0.38 (0.25-0.61) | 0.39 (0.25-0.55) | 0.4 (0.22-0.52) | 0.37 (0.14-0.51) | 0.46 (0.3-0.69)

Min, Max -0.52,2.43 Min, Max -0.2,24 -0.1,15 -0.2,1.3 -0.2,1.1 -05,1 -05,1.2

IND_AC IND_AC

n (miss) 456(0) n (miss) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 1.00 d
Mean * Std-Dev 0.67+0.3 Mean * Std-Dev 0.67+0.3 0.66 £0.3 0.68+0.3 0.68 £0.3 0.67+0.3 0.67+0.3

Median (Q1-Q3) 0.66(0.33-1) Median (Q1-Q3) | 0.66 (0.33-1) 0.66 (0.33-1) 0.66 (0.38-1) 0.66 (0.33-1) 0.66 (0.33-1) 0.66 (0.33-1)

Min, Max 0,1 Min, Max 0,1 0,1 0,1 0,1 0,1 0,1

GD_AC GD_AC

n (miss) 456(0) n (miss) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 0.03d
Mean * Std-Dev 0.02+0.1 Mean * Std-Dev 00 0+0 0.02+0.1 0.04£0.1 0.04+0.1 0.04£0.1

Median (Q1-Q3) 0(0-0) Median (Q1-Q3) 0(0-0) 0(0-0) 0 (0-0 0(0-0) 0 (0-0 0(0-0)

Min, Max 0,0.66 Min, Max 0,03 0,03 0,0.7 0,07 0,0.7 0,0.7

MEET_AC MEET_AC

n (miss) 456(0) n (miss) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 0.84d
Mean * Std-Dev 4.18+1.34 Mean + Std-Dev 404+15 424+18 412+1.2 424+12 413+1 429+12

Median (Q1-Q3) 4(4-4) Median (Q1-Q3) 4 (4-4) 4 (4-4) 4 (4-4) 4 (4-4) 4 (4-4 4 (4-4)

Min, Max 0,13 Min, Max 0,13 0,13 1,9 1,8 2,7 2,12

EXP_AC EXP_AC

n (miss) 456(0) n (miss) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 1.00 d
Mean * Std-Dev 0.83+0.22 Mean + Std-Dev 0.82+0.2 0.82+0.2 0.82+0.2 0.82+0.2 0.84+0.2 0.83+0.2

Median (Q1-Q3) 1(0.66-1) Median (Q1-Q3) 1 (0.66-1) 1 (0.66-1) 1 (0.66-1) 1 (0.66-1) 1(0.66-1) 1 (0.66-1)

Min, Max 0.33,1 Min, Max 03,1 03,1 03,1 031 03,1 031

SIZ_AC SIZ_AC

n (miss) 456(0) n (miss) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 0.91d
Mean * Std-Dev 3.21+0.64 Mean + Std-Dev 3.14+0.5 3.18+0.6 3.21+0.6 3.24+0.8 3.2+0.7 3.26+0.7

Median (Q1-Q3) 3(3-3) Median (Q1-Q3) 3(3-3) 3(3-3) 3(3-3) 3(3-3) 3(3-3) 3(3-3)

Min, Max 2,7 Min, Max 3,6 3,7 3,6 2,7 2,7 2,6

Fl_SIZE Fl_SIZE

n (miss) 456(0) n (miss) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 1.00 b
Mean + Std-Dev 7.94+0.88 Mean + Std-Dev 7.93+0.9 7.93+0.9 7.96+0.9 7.94+0.9 7.93+0.9 7.96+0.9

Median (Q1-Q3)

7.88(7.36-8.53)

Median (Q1-Q3)

7.88 (7.36-8.47)

7.89 (7.36-8.49)

7.87 (1.38-8.55)

7.86 (7.38-8.57)

7.86 (7.33-8.52)

7.88 (7.33-8.54)
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var n(%) var.1 2016 2017 2018 2019 2020 2021 P.value
Min, Max 5.76,10.06 Min, Max 6.1,9.7 6.1,9.8 59,98 59,98 5.8, 10 5.8,10.1

CFO CFO

n (miss) 456(0) n (miss) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 0.17d
Mean £ Std-Dev |  2.21#18.91 | Mean £ Std-Dev | 2.8 +13.2 111+52 -0.56 + 17.9 4.09 % 20.9 3.02+30.2 2.83+16.8

Median (Q1-Q3) | 0.9(-0.04-2.03) | Median (Q1-Q3) | 1.14 (0.38-2.5) | 0.8 (-0.03-2.05) | 0.98 (0.06-1.61) | 0.78 (-0.06-2.17) | 0.66 (-0.64-1.86) | 0.88 (-0.09-1.88)

Min, Max -144.76,189.3 Min, Max -75.9, 69.3 -29.4, 26.8 -144.8, 36.5 -33,161.1 -139.9, 189.3 7.6, 145.1

FLEV FLEV

n (miss) 456(0) n (miss) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 76 (0) 0.91d
Mean + Std-Dev | 2.24427.43 | Mean £ Std-Dev | _ 0.72+0.8 0.74%0.9 0.82%1 13+44 1.24+24 8.63£67

Median (Q1-Q3) | 0.47(0.24-0.87) | Median (Q1-Q3) | 0.44 (0.23-0.78) | 0.45 (0.25-0.73) | 0.5 (0.27-0.78) | 0.49 (0.24-0.84) | 0.6 (0.23-1.15) | 0.54 (0.23-1.19)

Min, Max 0,584.75 Min, Max 0,4.7 0,6.1 0,6.4 0,384 0,19.2 0,584.8
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Correlation matrix for country = PEX

Appendix (B)

DAC IND_AC GD_AC MEET_AC EXP_AC SI1Z_AC FI_SIZE CFO FLEV
DAC 1(NA) -0.23(0.059) 0.01(0.936) -0.12(0.328) | -0.32(0.008) 0.26(0.033) | -0.44(<0.001) | 0.17(0.174) 0.23(0.065)
IND_AC -0.23(0.059) 1(NA) 0.12(0.352) -0.16(0.199) | 0.54(<0.001) | -0.09(0.471) | 0.11(0.381) 0.22(0.075) -0.34(0.005)
GD_AC 0.01(0.936) 0.12(0.352) 1(NA) 0.07(0.604) | -0.03(0.797) 0.17(0.182) 0.16(0.196) -0.01(0.95) -0.1(0.427)
MEET_AC | -0.12(0.328) | -0.16(0.199) 0.07(0.604) 1(NA) -0.21(0.095) 0.08(0.546) 0.36(0.003) 0.04(0.777) 0.12(0.328)
EXP_AC -0.32(0.008) | 0.54(<0.001) | -0.03(0.797) | -0.21(0.095) 1(NA) -0.12(0.353) | -0.09(0.471) | -0.05(0.689) -0.1(0.407)
SIZ_AC 0.26(0.033) -0.09(0.471) 0.17(0.182) 0.08(0.546) | -0.12(0.353) 1(NA) 0.03(0.828) | -0.01(0.961) 0.17(0.177)
FI_SIZE -0.44(<0.001) | 0.11(0.381) 0.16(0.196) 0.36(0.003) | -0.09(0.471) 0.03(0.828) 1(NA) -0.02(0.886) -0.2(0.115)
CFO 0.17(0.174) 0.22(0.075) -0.01(0.95) 0.04(0.777) | -0.05(0.689) | -0.01(0.961) | -0.02(0.886) 1(NA) -0.09(0.47)
FLEV 0.23(0.065) -0.34(0.005) -0.1(0.427) 0.12(0.328) -0.1(0.407) 0.17(0.177) -0.2(0.115) -0.09(0.47) 1(NA)
Correlation matrix for country = ASE

Year DAC IND_AC GD_AC MEET_AC EXP_AC SIZ_AC FI_SIZE CFO FLEV
Year 1(NA) 0.12(0.089) | 0.01(0.93) 0.11(0.116) | 0.04(0.621) | 0(0.947) 0.14(0.047) | -0.02(0.816) | -0.04(0.616) | 0.17(0.017)
DAC 0.12(0.089) | L(NA) 0.11(0.119) | 0.19(0.007) | -0.03(0.688) | 0.07(0.295) | 0.06(0.433) | 0.05(0.456) | 0.12(0.093) | 0.13(0.06)
IND_AC 0.01(0.93) 0.11(0.119) | 1(NA) -0.03(0.633) | -0.19(0.007) | -0.07(0.313) | -0.05(0.472) | 0.23(0.001) | -0.03(0.716) | 0.18(0.014)
GD_AC 0.11(0.116) | 0.19(0.007) | -0.03(0.633) | 1(NA) -0.05(0.453) | 0(0.953) 0.1(0.17) 0.12(0.094) | -0.01(0.88) -0.04(0.585)
MEET_AC | 0.04(0.621) | -0.03(0.688) | -0.19(0.007) | -0.05(0.453) | 1(NA) -0.15(0.039) | 0.24(0.001) | -0.35(<0.001) | 0.16(0.026) | -0.04(0.585)
EXP_AC | 0(0.947) 0.07(0.295) | -0.07(0.313) | 0(0.953) -0.15(0.039) | 1(NA) -0.11(0.121) | 0.17(0.017) | -0.15(0.031) | -0.22(0.002)
SIZ_AC 0.14(0.047) | 0.06(0.433) | -0.05(0.472) | 0.1(0.17) 0.24(0.001) | -0.11(0.121) | L(NA) -0.18(0.013) | -0.02(0.771) | -0.07(0.316)
FI_SIZE -0.02(0.816) | 0.05(0.456) | 0.23(0.001) | 0.12(0.094) | -0.35(<0.001) | 0.17(0.017) | -0.18(0.013) | 1(NA) 0.03(0.698) | 0.27(<0.001)
CFO -0.04(0.616) | 0.12(0.093) | -0.03(0.716) | -0.01(0.88) 0.16(0.026) | -0.15(0.031) | -0.02(0.771) | 0.03(0.698) | 1(NA) -0.06(0.406)
FLEV 0.17(0.017) | 0.13(0.06) 0.18(0.014) | -0.04(0.585) | -0.04(0.585) | -0.22(0.002) | -0.07(0.316) | 0.27(<0.001) | -0.06(0.406) | L(NA)
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Correlation matrix for country = QSE

Year DAC IND_AC GD_AC MEET_AC EXP_AC SIZ_AC FI_SIZE CFO FLEV
Year 1(NA) -0.09(0.499) | 0.01(0.957) | 0.21(0.115) | 0.01(0.914) | -0.01(0.938) | -0.05(0.68) -0.08(0.562) | -0.15(0.256) | -0.14(0.288)
DAC -0.09(0.499) | 1(NA) 0.26(0.042) | -0.54(<0.001) | -0.35(0.006) | -0.05(0.683) | -0.31(0.017) | -0.08(0.539) | 0.03(0.838) | -0.01(0.921)
IND AC 0.01(0.957) | 0.26(0.042) | 1(NA) -0.45(<0.001) | -0.25(0.057) | 0.33(0.01) -0.23(0.072) | -0.17(0.195) | 0.16(0.227) | -0.11(0.385)
GD_AC 0.21(0.115) | -0.54(<0.001) | -0.45(<0.001) | 1(NA) 0.25(0.055) | -0.12(0.366) | 0.11(0.395) | 0.18(0.171) | -0.15(0.251) | -0.07(0.569)
MEET AC | 0.01(0.914) | -0.35(0.006) | -0.25(0.057) | 0.25(0.055) | 1(NA) 007(0.584) | 0.43(0.001) | -0.11(0.411) | -0.2(0.123) 0.07(0.621)
EXP AC | -0.01(0.938) | -0.05(0.683) | 0.33(0.01) -0.12(0.366) | 0.07(0.584) | 1(NA) -0.1(0.458) -0.24(0.069) | -0.03(0.849) | -0.37(0.004)
SIZ AC -0.05(0.68) -0.31(0.017) | -0.23(0.072) | 0.11(0.395) | 0.43(0.001) | -0.1(0.458) 1(NA) -0.09(0.499) | -0.07(0.574) | 0.17(0.201)
FI_SIZE -0.08(0.562) | -0.08(0.539) | -0.17(0.195) | 0.18(0.171) | -0.11(0.411) | -0.24(0.069) | -0.09(0.499) | 1(NA) -0.34(0.008) | -0.33(0.011)
CFO -0.15(0.256) | 0.03(0.838) | 0.16(0.227) | -0.15(0.251) | -0.2(0.123) -0.03(0.849) | -0.07(0.574) | -0.34(0.008) | 1(NA) 0.45(<0.001)
FLEV -0.14(0.288) | -0.01(0.921) | -0.11(0.385) | -0.07(0.569) | 0.07(0.621) | -0.37(0.004) | 0.17(0.201) | -0.33(0.011) | 0.45(<0.001) | 1(NA)

Correlation matrix for country = KSE

Year DAC IND_AC GD_AC MEET_AC | EXP_AC SIZ_AC FI_SIZE CFO FLEV
Year 1(NA) -0.09(0.297) | 0(0.989) 0.15(0.081) | 0.04(0.634) | 0.17(0.055) | -0.05(0.584) | 0.03(0.693) | 0.05(0.573) | 0.07(0.427)
DAC -0.09(0.297) 1(NA) 0.06(0.498) | -0.04(0.615) | -0.04(0.665) | -0.03(0.693) | 0.14(0.109) | 0.23(0.008) | -0.06(0.488) | 0.06(0.513)
IND_AC 0(0.989) 0.06(0.498) 1(NA) 0.17(0.053) | -0.2(0.024) | -0.01(0.916) | -0.1(0.239) | -0.24(0.005) | -0.06(0.473) | 0.03(0.695)
GD_AC 0.15(0.081) | -0.04(0.615) | 0.17(0.053) 1(NA) 0.04(0.675) | 0.03(0.694) | -0.05(0.571) | -0.14(0.116) | -0.17(0.053) | 0.19(0.026)
MEET_AC | 0.04(0.634) | -0.04(0.665) | -0.2(0.024) | 0.04(0.675) 1(NA) 0.04(0.628) | 0.4(<0.001) | 0.14(0.101) | 0.35(<0.001) | 0.25(0.003)
EXP_AC 0.17(0.055) | -0.03(0.693) | -0.01(0.916) | 0.03(0.694) | 0.04(0.628) 1(NA) -0.03(0.714) | 0.18(0.037) | 0.02(0.785) | 0.12(0.168)
SIZ_AC -0.05(0.584) | 0.14(0.109) | -0.1(0.239) | -0.05(0.571) | 0.4(<0.001) | -0.03(0.714) 1(NA) 0.09(0.286) | 0.05(0.566) | 0.19(0.026)
FI_SIZE 0.03(0.693) | 0.23(0.008) | -0.24(0.005) | -0.14(0.116) | 0.14(0.101) | 0.18(0.037) | 0.09(0.286) 1(NA) 0.05(0.602) | 0.39(<0.001)
CFO 0.05(0.573) | -0.06(0.488) | -0.06(0.473) | -0.17(0.053) | 0.35(<0.001) | 0.02(0.785) | 0.05(0.566) | 0.05(0.602) 1(NA) 0.04(0.621)
FLEV 0.07(0.427) | 0.06(0.513) | 0.03(0.695) | 0.19(0.026) | 0.25(0.003) | 0.12(0.168) | 0.19(0.026) | 0.39(<0.001) | 0.04(0.621) 1(NA)
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Correlation matrix for country = PEX-correlation matrix for country = ASE-correlation matrix for country = QSE-correlating matrix for country = KSE

Year DAC IND_AC GD AC | MEET AC | EXP AC SIZ_AC FI_SIZE CFO FLEV
Year 1(NA) 0.02(0.677) | 0(0.943) | 0.14(0.003) | 0.04(0.381) | 0.02(0.622) | 0.05(0.271) | 0.01(0.882) | -0.01(0.822) | 0.11(0.018)
DAC 0.02(0.677) 1(NA) 0.1(0.026) | -0.08(0.071) | -0.1(0.03) | -0.02(0.736) | 0.03(0.489) | 0.05(0.252) | 0.05(0.327) | 0.07(0.162)
IND_AC 0(0.943) 0.1(0.026) 1(NA) -0.03(0.538) | -0.2(<0.001) | -0.01(0.752) | -0.08(0.088) | 0.01(0.863) | 0(0.955) | 0.03(0.458)
GD_AC 0.14(0.003) | -0.08(0.071) | -0.03(0.538) 1(NA) 0.03(0.555) | 0(0.967) | 0.03(0.555) | 0.18(<0.001) | -0.07(0.125) | 0.02(0.614)
MEET_AC | 0.04(0.381) | -0.1(0.03) | -0.2(<0.001) | 0.03(0.555) 1(NA) -0.06(0.229) | 0.3(<0.001) | -0.09(0.068) | 0.18(<0.001) | 0.11(0.023)
EXP_AC 0.02(0.622) | -0.02(0.736) | -0.01(0.752) | 0(0.967) | -0.06(0.229) 1(NA) -0.12(0.008) | 0.28(<0.001) | -0.07(0.112) | -0.05(0.311)
SIZ_AC 0.05(0.271) | 0.03(0.489) | -0.08(0.088) | 0.03(0.555) | 0.3(<0.001) | -0.12(0.008) 1(NA) -0.14(0.003) | 0(0.943) | 0.03(0.572)
FI_SIZE 0.01(0.882) | 0.05(0.252) | 0.01(0.863) | 0.18(<0.001) | -0.09(0.068) | 0.28(<0.001) | -0.14(0.003) 1(NA) 0.01(0.906) | 0.17(<0.001)
CFO -0.01(0.822) | 0.05(0.327) | 0(0.955) | -0.07(0.125) | 0.18(<0.001) | -0.07(0.112) | 0(0.943) | 0.01(0.906) 1(NA) 0(0.977)
FLEV 0.11(0.018) | 0.07(0.162) | 0.03(0.458) | 0.02(0.614) | 0.11(0.023) | -0.05(0.311) | 0.03(0.572) | 0.17(<0.001) | 0(0.977) 1(NA)
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Appendix (C)
LR analysis for each separately

Sample size is: 66

Variable Beta SD P R2/AR2 Beta SD P R2/AR2 phtest VIF
IND_AC -0.328 0.184 0.081 0.616/0.52 -0.325 0.182 0.074 0.616/0.52 0.885 1.95
GD_AC 0.134 1.439 0.926 1.074 1.303 0.41 0.885 1.08
MEET_AC -0.092 0.066 0.168 -0.091 0.064 0.156 0.885 1.25
EXP_AC -2.007 0.62 0.002 -1.968 0.611 0.001 0.885 1.73
SIZ_AC 0.64 0.169 <0.001 0.587 0.164 <0.001 0.885 1.13
FI_SIZE -0.467 0.118 <0.001 -0.429 0.113 <0.001 0.885 1.27
CFO 0.019 0.009 0.031 0.02 0.009 0.019 0.885 1.1
FLEV -0.15 0.2 0.457 -0.016 0.178 0.93 0.885 1.22

For Country: PEX

Sample size is: 198

Variable Beta SD P R2/AR2 Beta SD P R2/AR2 phtest VIF
IND_AC 0.105 0.113 0.354 0.096/0.029 0.101 0.113 0.37 0.096/0.029 0.816 1.18
GD_AC 2.59 0.991 0.01 2.558 0.983 0.009 1.09
MEET_AC -0.028 0.047 0.55 -0.028 0.047 0.545 1.25
EXP_AC 0.314 0.219 0.154 0.306 0.218 0.161 1.24
SIZ_AC 0.012 0.073 0.868 0.024 0.072 0.739 1.13
FI_SIZE -0.241 0.112 0.032 -0.237 0.111 0.033 1.39
CFO 0.014 0.005 0.003 0.013 0.005 0.004 1.09
FLEV 0.094 0.043 0.031 0.097 0.042 0.022 1.19

For Country: ASE
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Sample size is: 60

Variable Beta SD P R2/AR2 Beta SD P R2/AR2 phtest VIF
IND_AC -0.336 0.345 0.336 0.421/0.245 -0.288 0.337 0.393 0.421/0.245 0.977 1.28
GD_AC -3.675 0.788 <0.001 -3.515 0.756 <0.001 0.977 1.18
MEET_AC -0.267 0.163 0.108 -0.237 0.155 0.126 0.977 1.34
EXP_AC -0.835 0.953 0.386 -0.935 0.932 0.316 0.977 1.5

SIZ_AC -0.156 0.4 0.698 -0.224 0.382 0.557 0.977 1.18
FI_SIZE 0.034 0.158 0.831 0.02 0.15 0.895 0.977 1.47
CFO -0.026 0.041 0.536 -0.019 0.039 0.631 0.977 1.49
FLEV 0.073 0.314 0.817 0.031 0.305 0.918 0.977 1.89

For Country: QSE
Sample size is: 132

Variable Beta SD P R2/AR2 Beta SD P R2/AR2 phtest VIF
IND_AC 0.521 0.207 0.013 0.192/0.095 0.52 0.207 0.012 0.192/0.095 0.83 1.15
GD_AC 0.23 0.874 0.793 0.192/0.095 -0.028 0.86 0.974 0.192/0.095 0.83 1.25
MEET_AC -0.123 0.091 0.179 0.192/0.095 -0.096 0.09 0.285 0.192/0.095 0.83 1.67
EXP_AC -1.184 0.807 0.145 0.192/0.095 -1.286 0.799 0.107 0.192/0.095 0.83 1.06
SIZ_AC 0.432 0.197 0.031 0.192/0.095 0.417 0.197 0.034 0.192/0.095 0.83 1.26
FlI_SIZE 0.643 0.169 <0.001 0.192/0.095 0.63 0.168 <0.001 0.192/0.095 0.83 1.3

CFO 0.005 0.012 0.673 0.192/0.095 0.003 0.012 0.792 0.192/0.095 0.83 1.39
FLEV -0.065 0.08 0.424 0.192/0.095 -0.064 0.08 0.419 0.192/0.095 0.83 1.38

For Country: KSE
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Sample size is: 456
Variable Beta SD P R2/AR2 Beta SD P R2/AR2 phtest VIF
IND_AC 0.003 0.086 0.97 0.072/0.043 0.006 0.086 0.946 0.072/0.043 0.92 1.06
GD_AC -1.354 0.417 0.001 -1.326 0.414 0.001 1.04
MEET_AC -0.111 0.037 0.003 -0.106 0.037 0.005 1.22
EXP_AC -0.393 0.196 0.046 -0.39 0.196 0.047 1.13
SIZ_AC 0.164 0.072 0.024 0.168 0.072 0.02 1.14
FI_SIZE 0.035 0.051 0.489 0.037 0.051 0.469 1.2
CFO 0.01 0.005 0.023 0.01 0.004 0.028 1.07
FLEV 0.046 0.037 0.213 0.046 0.037 0.208 1.06

For Country: PEX_ASE_QSE_KSE
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