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Abstract

This study aims to investigate the effectiveness of the monitoring role of the audit committee in
mitigating management earnings manipulation, throughout the abuse of real activities related
decision—making authority, applying to companies listed on the EGX during the period from 2014 to
2016. Accordingly, the study examines the relationship between, audit committee effectiveness
characteristics, represented by audit committee size, audit committee independence, audit committee
activity, financial and accounting expertise of audit committee members and their ownership in
company stock, and real earnings manipulation practices, through discretionary expenditures and
production related decisions. Results indicate that, management in the Egyptian business
environment, practices real eamings manipulation at different degrees. On the other side, the results
generated from processing the study model, using Path Analysis method, reveal the effectiveness of
the role of audit committee, in mitigating the chances of management earnings manipulation, through
decisions relating to real activities of companies listed on the EGX; as results indicate, that there is a
significant direct relationship between the total measure of earnings manipulation through real
activities and audit committee size and ownership in company stock, and a significant negative
relationship with financial and accounting expertise of audit committee members. On the other hand,
results indicate a significant relationship between the two sub-measures of eamings manipulation
(@bnormal  discretionary expenditures and abnormal production costs) and audit committee
effectiveness characteristics. These findings lends a general support to the Agency Theory claims,
and raise the fact that there is an advancement in corporate governance practices in the Egyptian
market, compared to other emerging markets. Based on study findings, the researcher provided a
number of recommendations, the most important are, the need of the Egyptian Financial Supervisory
Authority to develop regulations prohibiting ownership of company stock by audit committee
members, as this has an adverse impact on the effectiveness of audit committee monitoring role, and
the need for providing fraining to audit committee members in companies listed on the EGX, to
improve their ability to uncover real earnings manipulation practices.

Keywords: Company Real Activities Manipulation, Abnormal Discretionary Expenditures, Abnormal

Production Costs, Audit Committee Effectiveness Characteristics, Agency Theory, EGX.
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Minimum | Maximum Mean Median Std.
Variable
Deviation
N=323
RAM -5.228 6.491 -.020 -.006 .736
ABNDISC
EXP -2.375 1.943 -.040 -.004 322
ABNPROD
cosT -7.509 8.434 -.061 -.015 .953
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diial) Z L) 8 oDl Ay aall daslls Basdal) SN (500 Al () il s
Tasslly (0 +17) Jaral dad iy o cAdadl] Al Al Al A (e iS5l
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Aadld) Ll LA e 4) Jamgill 25 L s bl el (3dms L ASHAD ifise 233¢3 oo Gl
Jiael il (8 Gupaal) G SISEl A aiaal) Z LY 8 el @l Ll candl )
Roychowdhury, 2006; Cohen et al., 2008; Gunny, 2010; Cohen and ) Jaha )
-(Zarowin, 2010; Zang, 2012; Enomoto, 2013

laially Aabeiall el 3asl Aale Plaiad PLA o LY 3 oDl Slaloss 3laty Lad Ll
Lagprall bl (8 (Al ly dsaganlly Luall Cildg yumdly (Dlels Lleally jghailly iganll) Ll
—) Lasussll da cualy 35 (ABNDISCEXP) duslal) e i pusial) crliiill Al adf praags (¥) o8y Jsaalls

- AY -



cialy aalie 81 o (Y) o) Joaalls Ay yaall ilil) gy QIS (0 €0 —) bl Jassglly (v, 0 8
sl Bl il ) il i AV qailall e L (1,967) Baalie ol caaly cpm B oY, YVO)
(=) bend) assglly (0 ) 0-) Javesll Ao cuzly 23 (ABNPRODCOST) Loalell e L)
3pag bl g Mg (A, £78) Baalie Aol Cudly s 8 ¢(V,0097) Baalie 81 sl Gllig
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ey 7Y A el S ulaal Qi 30) (RAM) el i) puasall @llig (Y411 Yoo
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variable Year value Number of
N=323 Companies
RAM <=- >-095 >-.006 >.068
.095 to to
-.006 .068
2V 29 30 21 27 107
2015 24 25 32 28 109
AL 27 27 28 25 107
ABNDISCEXP <=- >-023 >-.004  >.014
.023 to to
-.004 .014
2% 29 25 28 25 107
2015 24 29 31 25 109
AL 29 27 22 29 107
ABNPRODCOST &= - >-.086 >-.014 >.050
.086 to to
-.014 .050
A 30 28 23 26 107
2015 26 19 35 29 109
20 25 34 23 25 107
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b el ililear Gl Lad 1528l . (Zang, 2012; Zhao, 2012; Enomoto, 2013) S, ddadsly
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daslatly Aiiecal) cfpaiall Lubeagh celasy) (£) ady Jgia
Independent (N=323)
Minimum | Maximu Mean Median | Std.Dev.
SIZEAC 2 7 3.360 3 0.854
INDPAC(%) 0 100 74.910 100 0.315
ACTIVITYAC 0 40 4.89 4 4.146
FEXPERTAC(% 14.290 50 31.119 | 33.333 0.058
OWNAC* 0 1 0.80 1 0.404
Control Variables
BLOCK(%) 0 100 60.623 | 63.516 25.129
BIG4* 0 1 0.45 0 0.498
COMSIZE 17.251 25.357 20.499 | 20.410 281
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COMLEV 0.014 2.998 0.473 | 0.453 0.280
COMPROF -0.502 0.512 0.049 0.040 0.102
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Variable 1 2 3 4 5 6 7 8 9 10 11 12 13
1 | RAM 1
2 | ABNDISCEXP  [--3797| 1
3 | ABNPRODCOST | -7677|-.027 | 1
4 | SIZEAC .015 [-.130"| .016 1
5 | INDPAC -050 | -.028 | -.087 | -064 | 1
6 | ACTIVITYAC -.034 | .008 | .042 | .044 | .094 1
7 | FEXPERTAC -.006 | -.090 | .037 | -.944" .032 |-.041| 1
8 | OWNAC .082 | .027 | .060 .107 .3057 .075 -.088 1
9 | BLOCK -134"| .024 | -.128" .091 .014 .039 -.047 .0274 1
10 | BIG4 -.066 | .134" | -.119"| -.014 | .129" | -.036 | -.045 | -.080 | .150™ 1
11 | comsIZE .018 |.-.009| .014 | -.005 | .034 | .111"| .030 |-.114"| .261" | .501" 1
12 | COMLEV -.027 | .114"| .013 |-.144"| .033 |-.034 | .128" |-.111"| .189" | .392" | .404™ 1
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G o+, ) sl o ey chariall bl Tl V) cBlelae (and 430 Y] (Gl lguanss
((+,9) Lanball diad aaang daaliall diad pliacY dnalaally dla) 833 cp dalsy¥) Jalae &by
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as A bl e gysld Jaay Multicollinearity tasl) z1533V) A5 o maags Lla Yl
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OLid) 2 3gad Baga (e aShlly D paall ISHAIL dedll Al 5y DA e Liaiaal) 2 L))
Liginall (e aaaill clydige Loyl slaia) a3 ¢«(The Overall Fit of the Model) dul;all (=5 5
J3all 5 (GFI) Goodness of Fit Index daladl s3sa si5e 5 (X
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(1) o Ju
g ) L) g isal Gk gl

Variable RAM ABNDISCEXP ABNPRODCOST
Coefficient | Probability | Coefficient | Probability | Coefficient | Probability
(Estimate) (Estimate) (Estimate)
SIZEAC 212 .003 -422 .000 .166 .017
INDPAC -.201 293 -.268 158 -.315 .093
ACTIVITYAC -.013 .378 010 474 010 .490
FEXPERTAC | -2.984 .005 -3.907 .000 2.867 .006
OWNAC 304 .043 047 755 257 .082
BLOCK -.007 .005 002 474 -.006 .016
BIG4 -.148 221 409 .000 -.213 073
COMSIZE 067 .038 -075 .018 037 240
COMLEV -.068 753 221 303 .088 676
COMPROF -.819 .166 -.783 183 -2.157 .000
YEAR Included (Dummy)
INDUSTRY Included (Dummy)
R? .506 .383 220
X2 (p. value) .000 .003 .002
<.05
GFI >.90 .998 972 .986
RMR <.06 .03 .03 .02
CFl >.95 .988 .966 977

(g Al L) zigas 2t dales dal L8 (1) a8) Jsaally g peall milull Lk
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AL Gl 358 e S ity g i) LAl #3sat Jids Bale] il ek LS L (RAM)
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(ABNDISCEXP) sl juiall & ) jsill (e (%YA) st o Lgiay 3l aaall il
il e (%Y V)5 el il 53 JUA (e Aiiiall ZLY) & oDl e e (2)
PIA e Lidall LY & oDl ey (53) (ABNPRODCOSTS) aulill juaiall (3 <
A B byl dhah Lalad) bl Pl

Loyl Lgiae cft A daalyall diad (ailad eyt ) Al clpianiall cafian S 13
S 10 Asina (ssima die ((RAM) dladll Al DA e LY (3 oDl clules e
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aagy ash i ) (1Y) daiajil) daa pre i aile ¢lug .(2006) Rahman and Al 44)

Al Bladl) Aaisl) PIA e WY A cedlally daaball diad aas o digine 4le

o) G Ll Dagias A 359 (N (1) o) dsaallo slell bl uis AT s (0
5oLy M aela)) oS ) Yl ciralyall diad cliacd dpuladlly 2l 5,85 (RAM) ol
O z LY 8 oDl L) e Lnalaes Al 5303 agaal (rae daaball Lind cliac 503
O 2 Lae LY 5yl ey A0 380 agleny ) aghals Caven ciladl) daisly) Pla
sad Jalis (A cdsulaally AL 5l (653 (e slimeY) s g auiy S dxalyall diad ddlad
O Aaalill SN ISl e 2y Las ¢8I0 (5lei¥) sbudly dabidl jue Allad) il jladl
ile gl gl fialll (e dae 4] ag Lo pe bl el 32y . o paall (5lgnl] ol
Hossain et al., 2011; Krishnan et ) = L¥) & caedal) clujleas daalyal) il cliac] 38
¢lus .( Wilbanks et al., 2017;Y+VY «(Dla; al., 2011; Sharma and Iselin, 2012;
Laahall ial 83 On dugine ABDe 2agY @l i A (5Y) Lnjil) daa pie a4
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