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Social responsibility, earnings management and financial performance:

Empirical evidence of Saudi listed companies.
Nasr Taha Hassan
Lecturer, accounting department, Benha University

Abstract

This paper aims to examine the relationship between earnings
management practices and corporate social responsibility and the reflection of
that relationship on the corporate financial performance.Also,it aims to
examine the effect of the effectiveness of the governance system on those
relationships. Therefore,this paper analyze whether social responsibility can be
regarded as a control mechanism against earnings management practices, or it
is a tool to fortify the managers that are practiceearnings management. On the
one hand, social responsibility oriented companies that want to keep it
transparent should to practice low earnings management, thus it can be
expected a negative relationship. But on the other hand, if those companies
trying to meet the demands of multiple parties, it may hurt its financial
performance, leading the company into earnings management to cover this
weakness and therefore a positive relationship can be expected.In addition, it
can be expected that there is no correlation between social responsibility and
earnings management when the practice of earnings management is motivated
by institutional factors are not related to social responsibility.

The study used two regression models, Poisson and linear regression, to
examine these relationships, using data from the Saudi non-financial
companies. The results indicated a negative correlation between social
responsibility and earnings management practices, and the governance system
does not affect this relationship.The results showed, also, that earnings
management practices affect the expected positive relationship between social
and financial performance, and the efficiency of the governance system affect
those relationships.

Key words:
Corporate social responsibility — earnings management — governance system —
financial performance —Saudi business environment.
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Panel A: regression results

CSR Coef. Std. Err. | z P>|z|
| DA -1.56e-06 | 8.97¢-07 | -1.74 | 0.082 ||
CS -.9612586 | .6082258 | -1.58 | 0.114
LEV 1.767083 | .7169234 | 2.46 | 0.014
owcC -.0679902 | .1564953 | -0.43 | 0.664
ROA -.0229631 | .7180195 | -0.03 | 0.974
RD 1461476 | .1672715 | 0.87 | 0.382
CF .6325043 | 1.335713 | 0.47 | 0.636
TA -.0401504 | .2330376 | -0.17 | 0.863
CONS. -3.275506 | 1.976822 | -1.66 | 0.098
Number of obs. 112
LR chi2(8) 97.07
Prob. > chi2 0.0000
Pseudo R2 0.3659
Log likelihood -84.106731
Panel B: Goodness-of-fit
Goodness-of-fit chi2 15.39661
l Prob> chi2(103) 1.0000 ]
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Lgiads ChI2 dgine pie Cum 73 el AuDle (a3 il JLEaY) el dasi Jaall (e B)
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Panel A: regression results

CSR Coef. |Std.Err.| z | P>z
| CG -.031728 | .404432 | -0.08 | 0.937 ||
| DA -1.58e-06 | 9.18e-07 | -1.72 0.086‘

CS -.9346549 | .6963641 | -1.34 | 0.180

LEV 1.758523 | .7252051 | 2.42 | 0.015

OWC -.060396 | .184041 |-0.33]0.743

ROA -.0232882 | .7182472 | -0.03 | 0.974
| RD 1484538 | .1699796 | 0.87 0.382‘

CF 619641 | 1.344872 | 0.46 | 0.645
| TA -.0393182 | .2331948 | -0.17 | 0.866 ||
| CONS. -3.336347 | 2.124056 | -1.57 0.116‘

Number of obs. 112
LR chi2(8) 97.07
Prob> chi2 0.0000
Pseudo R2 0.3659
I Log likelihood -84.103656 ‘
Panel B: Goodness-of-fit
Il Goodness-of-fit chi?2 15.39046 |
|__Prob> chi2(102) 1.0000 |
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Number of obs. 29 83
Prob. > F 0.0009 0.0000
R-squared 0.9264 0.9778
| Adj. R-squared 0.8528 0.9745 |
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0.004

Number of obs. 29 83
Prob. > F 0.0003 0.0000
R-squared 0.9633 0.9808

Adj. R-squared 0.9161 0.9776
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