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The Relationship between Characteristics of Audit Committee, Board of

Directors and Level of Earning Management, Evidence from Egypt.

Dr. Ahmed Kamal Metawee
Al-lmam Muhammad Ibn Saud Islamic University
Associate Professor of Accounting

study. Thus, we cannot accept the results of those previous studies and reliability in A.R.E.

Based on the above, this study aimed to investigate the relationship between some of the characteristics related to the
formation of boards of directors, audit committees in Egyptian companies, which we believe it is having an impact on
levels of earnings management.

We concluded that the earnings management operations practiced in Egyptian companies differently, and the Applied
study ended that there are three characteristics have the impact of levels earnings management in Egyptian companies,
and represented those characteristics in the independence of the members of the Board Directors, the periodical change
for members of the Board Director, and financial expertise to members of audit committees.

With regard to these three characteristics the Egyptian Code of corporate governance (2011) showed the following:

* The number of board members shouldn’t less than five members, and the majority of members should be non-executive,
or to be one third of the members at a minimum independence (45-2-).

« it should t not exceed the term of contract per the Executive Board member for more than three years, unless it is for
obvious reasons and specific are disclosed in the General Assembly of the Company and may be renewed contract for
one or more periods(175-2-)

+Audit committee consists of three independent members at least , one of whom is an expert in finance and accounting(1-
5-5)

We conduct previously that the Egyptian codes of corporate governance have many shortcomings mention following
are:

= |t is merely non-binding guidelines for companies.

= |t did not commit companies With periodical change for members of boards directors, but gave flexibility to companies
to adhere or not for stated period.

= |t did not specify the characteristics and standards to be met in the financial expert participating in the membership of
audit committees.

Based on above, the study provides three recommendations to reduce the levels of earnings management as following:

= included Egyptian Companies Law No. 159 of 1981 a binding text for Egyptian companies appoint one-third of the
members of the Board of Directors of the independent members as a minimum, that includes developing clear standards
of skills and experience required of them.

= Included Egyptian Companies Law No. 159 of 1981a text binding Egyptian companies board members with periodic
change every three years.

= Binding companies according to the law that includes independent members of audit committees with financial and
accounting expertise, and set standards for the characterization experience includes scientific and professional
qualifications.

if  E——
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The Relationship between Characteristics of Audit Committee, Board of

Directors and Level of Earning Management, Evidence from Egypt.

Dr. Ahmed Kamal Metawee
Al-lmam Muhammad Ibn Saud Islamic University
Associate Professor of Accounting

Earnings management is defined as distortion to real reflections
of economic events that has been taken place in an organization
through the use of managerial judgment. It can be defined also
as the purposeful intervention by management in the earnings
, determination process usually to satisfy selfish objectives.

S In both definitions, it is mutually satisfied that the premise of
Dr. Ahmed Kamal Metawee earnings managementliesinthe calculated misrepresentation of

e o e facts by the management driven by self-preservation motives.

Al-Imam Muhammad Ibn Saud Islamic University
a_metaweel968@yahoo.com

Corporate scandals and failures such as Enron, WorldCom, Xerox, etc. were highly catastrophic and had a terrible effect
on stakeholders. The pressure of globalization and the intense competition have lead to organizations encouraging good
corporate governance. These scandals were usually caused by the conflict of interest inherent in the relationship between
the owner and managers. In this conflict, it was necessary to establish formulas for government to regulate the actions of
all actors involved in companies. Furthermore, to enhance the credibility and transparency of financial information as well
as contributing to greater control of managers, different codes and laws of corporate governance were issued such as the
Cadbury Report in the UK, 1992; the SOX in U.S.A, 2002; the law of financial security no 200596- in Tunisia).

Corporate governance is one of the key elements increasing the economic efficiency; it included a relation series between
the company management, the board of director, the stock shareholder, and the other stakeholders. The system of
corporate governance gives the effective protection for the stock shareholder and creditor so that they believe will really
obtain the return of their infestation.

In Egypt, several mechanisms was adopted in the last decade, which aims to increase levels of transparency and
confidence in the content of financial reporting, these mechanisms include Egyptian Accounting Standards, and the code
of corporate governance (2011), and the creation of the Egyptian Financial Supervisory Authority (EFSA). In spite of all
this mechanisms, the ability of companies to manipulate financial reports through the earnings management still exists,
especially since these management practices are legally and within the flexibility allowed by the accounting standards
which differ from illegal practices and that are classified as cases of fraud.

In our opinion , the characteristics of the Board directors are compatible with the rules of corporate governance represents
a tool for the prevention of such practices, in addition to that, the academic literature emphasizes the importance of the
audit committees role in reducing malpractice management Which targeting manipulate financial reporting and harming
stakeholders.

Although there are numerous studies dealt with that relationship between the characteristics of the Board directors,
audit committees and earning management, but those studies were mostly in countries characterized with its economy
progress, well legal and regulatory environment than the economic environment in Egypt. those studies differed in
selected Characteristics boards and audit committees of the most influential levels of earnings management. In our
opinion, this difference is logic in order to differentiate the economic environment of countries that have implemented the
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Winter 2014 Global Conference on Business and Finance g l:IJlg:Ma & 6-9 January 2014
2014 UTS Australian Summer Accounting Conference Syinues):}al\\lliiw 6-7 February 2014
YMN Smart Business Conference 2014 Chicago, USA 9-11 March 2014
2014 INFORMS Conference on Business Analytics & LAl BeE e 30 March 2014 - 01
. Waterfront, Boston, .
Operations Research April 2014
USA
17th Annual Conference of the Swiss Society for Financial . . ,
Market R ch - SGE CONEERENCE 2014 Zurich, Switzerland 11 April 2014
énnual Internati ona Conference on Business, Law and AilErs Gresos 5.8 May 2014
conomics
49th Annual (2014) Journal of Accounting Research . .
Conference - Disclosure, the Media, and Capital Markets Cleaze et iley 20na
12th Annual International Conference on Accounting Athens, Greece 26-29 May 2014
COSTA RICA Global Conference on Business and Finance SAN JOSE, COSTA
(GCBF) RICA 27-30 May 2014
::C_:AF 2014 : International Conference on Accounting and Copenhagen, Denmark 13-14 June 2014
inance
The Wharton School,
2014 Journa of Accounting & Economics Conference University of 7-8 November 2014
Pennsylvania
2014 World Congress of Accountants Rome, Italy 10-13 November 2014
12th World Congress of Accounting Educators and
R chers Florence, Italy 13-15 November 2014
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