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Abstract

This study aimed to examine the effect of seviaetors; company’s size represented by total aseeturn on
assets, return on equity, earning per share, fiablewverage, book value to price ratio, independkrect board

and the audit committee size on companies eamimigagement, the sample consists of (58) Jordariaite
companies listed on Amman Stock Exchange(ASE) ih22Go achieve the aim of the study a multiple
regression model which included many independemtabes and the earning management level as the
dependent variable..

The results of the study indicated that Jordanevise companies practice earning management by
level (26.2%), which is a high percentage with edrievels between companies. It was found thaspamation
sector ranked first in earning management pract{e@s4%) while health care sector ranked last imieg
management practices (14.2%). Multiple regressi@lyais indicated a positive correlation betweempgany’'s
size, financial leverage and earning managemeuwtipes. A negative significant correlation was fduetween
directors' board autonomy and company’s earningag@ment practices. No significant correlation wasfi
between return on assets, return on equity, eaipénghare, book value to price ratio and compaegising
management practices

Keywords. Earning management, Company sizmancial performance.

Introduction

The public listed general firms management boandgtige of some interfering behaviors in the
accounting data, which are used several partieg,hrage both negative and positive effects on tvagany’s
net income. Some may describe such actions as &raadhnipulation while others may consider it agtimate
actions regardless of being immoral as long ashteaves the economic unit interest. These actioag lead to
decreasing the income for taxes decrease purpogesircrease the company's income to increaseetivards
paid to board of director's members or to smoathinikome by decreasing it if it was low or to irase it if was
low to reduce the acute fluctuations in the incdevel to achieve stability in the stocks' procesthe market.

The earning management practices are one of thaigaa used in the public companies and it is an
ethical practice to gain the confidence of différstakeholders. The ethical nature of earning mamegt is one
of the controversial issues in the accounting feeld it is based on whether these practices aieaéyhjustified
or not. By using earning management, does the nesneigt seeks to make core improvements in sometaspec
pertaining to its future strategy, or does it seeksisguide the stakeholders. In any case, thguidance is not
always an unethical practice, but it needs readengistifications. When an alternative for misguida is
available, there is no justification for it ( Al Akar, 2010).

The Jordanian Ministry of Industry and Trade ance Ttordanian Securities Committee works on
organizing the public sector companiess. The agfdin of the laws and regulations issued by theursges
markets leads to improving the quality of finanaiaporting issued by the public service firms bytting
earning management practices and issuing accumatecfal reports reflecting the actual status emnth

Objectives of the study

The study attempts t identify the practice levekafning management in the Jordanian service public
firms listed on Amman Exchange Market by collectthg relevant data pertaining to the problem ofdtuely
from the financial annual reports issued by theismsf in 2012, particularly those relating to eagin
management measurement using Jones Modified Mddes is done to determine the optional liabilities
performed by the management then to identify sohtbeovariables affecting earning management. btiig,
the current study sought to achieve the followibgeotives:

1- To identify whether the Jordanian public senfios practice earnings management?

2- To identify factors affecting earnings manageniethe Jordanian service public firms?
Problem of the study

Problem of the study stems from the fact that Juedapublic service firms is one of the major sexto
in business and many individuals and organizatissesthe service provided by them. The public serfirens
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play a vital role in the economic activity in Jond& he increasing value of operational revenug2@12) by (
25%) compared to ( 2011) accompanied by the deere@ashareholders total right by (6%) in 2012, the
liquidation of (3) public service firms despite tif@ct that there were earning in the financial ybefore
liquidation indicates that firms are attemptingrotigh their financial lists to give a dishonesttpie about their
financial performance to affect the process ofrtlsicks in the exchange markets or to gain cumerititure
rewards. The problem of the study can be addraagbe following questions:

1. What is Jordanian service firms listed at Ammaxchange Market practice level for earning
management?
2. Are there factors affecting Jordanian servioadilisted at Amman Exchange Market practice |éwel

earning management?
Significance of the study

The significance of the current study stems fromttipic being addressed in the problem of the study
that is earning management practice level and db®ffs affecting this practice in the Jordaniarviserfirms
listed on Amman Stock Exchange and the importarideeoaccuracy of annual financial reports publisfer
each of these firms which are very important aneeheavalue for the financial information users. 3deeports
are of vital importance in important decision maki€onsidering the high competitiveness levels betwthe
different firms, they might use earning managenpeattices to change their financial lists to prégleam in an
optimal financial position.

Therefore, the importance of this study emergesfits attempt to identify earning management
practice level and the factors affecting this peactin the Jordanian service firms listed on Amn&tock
Exchange. The persons who can use the resultsiooftidy include investors, clients, managementblip
organizations interested which have demands coimgertne need for a set of controllers and ethicad a
professional principles to achieve credibility antégrity in the data contained in the financiglags needed by
financial reports users, especially investors usliregfinancial securities markets.

Hypotheses of the study

The following null hypotheses were addressed is shidy
1. Jordanian service firms do not practice earniagagement.
2- There are no factors affecting earning managépmgtices in the Jordanian service firms.
From these two main hypotheses, the following higpsés emerged:
1-  There is no significant correlation between fgire and earning management practice.
2-  There is no significant correlation between meton assets and earning management practice..
3- There is no significant correlation between mesuon equity and earning management practice.
4- There is no significant correlation between ktqarofitability and earning management
practice.
5-  There is no significant correlation between fatrfinancial leverage and earning management
practice.
6- There is no significant correlation between botk market value ratio and earning
management practice.
7- There is no significant correlation between fegrhoard of directors autonomy and earning
management practice.
8- There is no significant correlation between tingicommittee size and earning management
practice.
Previousliterature

Al Sartawi et al (2013) sought in their study teamine the ability of auditing committees to reduce
earning management practices in the Jordanian .fifthe study also sought to examine the attribufeth®
auditing committees and their role in reducing earrmanagement before the financial crisis. To eahithe
objectives of the study, the researchers analyhedJordanian related to determine rules and regotato
determine the attributes of auditing committeetedisin these rules and regulations, and to idethi&r effect
on earning management for a sample consisting 0 (®rdanian industrial firms (6) years before the
appearance of the financial crisis (2001-2006) @ndbtain their finance data from the annual finaheports
issued by these firms and to develop the multigigression model. Results of the study pertainingh®
attributed of the auditing committee indicated tthet size of the auditing committee, the finaneigberiences
of its members and its meetings number has noteffeceducing the earnings management practiceite wie
auditing committee members' autonomy has an effeateducing earnings management practices. Ashfor t
auditing committee members ownership for stocksyas found that this variable had a significaneetfon
increasing earnings management practices.
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In another study, Rahman et al., (2013) soughtdentify the concept of earnings management,
methods used to practice earrings management anchéimagement motives to use earnings management and
how firms monitor earnings management. The studyd ube descriptive analytical approach. To achiiee
objectives of the study, the secondary resourcee vaviewed by resorting to the articles and swgigblished
in a number of specialized journalist, books, arebsites to obtain a clear picture about the useaofings
management by firms. Results of the study indicaied firms adopting earnings management practica®
using this based on a number of factors such ash@ve motives for the management, to maintairstbek
process in the financial markets, and to achiewsgmal motives. There were also some organizatiandl
political motives for using earning management ficas. The auditing committee awareness and theofise
governance practices and the use of ethical pesctiy the interested stakeholders played a vitaltoocontrol
the earnings management practices.

In his study, Al Kandari ( 2012) investigated lewdl using earnings management practices by the

Kuwait public firms, to identify the effect of magement use for earnings management practices iKuhait
public listed firms ( acquisition accounting, rélat importance misuse, using accounting estimatiand
revenues disclosure) on the firms profitability. achieve the objectives of the study, the reseambsigned a
guestionnaire consisting of (28) items. The questire was administrated to a sample of ( 12&5nfomal
manger, external auditors, internal auditors wagkimthe Kuwaiti listed public firm. Several stdittgl analysis
methods were used in data analysis using (SPSSMltRef the study indicated that firms' managemesa
earnings management practices, that there wagistist significant effect for using earnings mgaeent by
the firm's management on its profitability, thaterth were significant statistical differences betwdbe
perceptions of the sampled subjects concerningjrinés management use of earnings management geacti

Abed et al. (2012) investigated the relationshipween earnings management practices, corporate
governance characteristics ( management board @uignmanagement board size, separation between the
executive manger position and head of managemeadbgmosition, the percentage of internal ownership)
addition to investigating other control variablefirth size, firm's financial leverage). To achigbe objectives
of the study, a sample of Jordanian non- profihéiwere used in the current study as their findmef@orts were
analyzed (2006-2009). The level of earnings managemractices were measured via the use of optional
liabilities using Jones Models and to obtain théadelating to the variables of the study from #rwnual
financial reports of the sampled firms. Researslieveloped a multiple regression model. Resulth@ftudy
indicated that there was only a significant cotietabetween the size of the management board armings
management practices level. The results obtaindokicurrent study had important implications ampp®rt the
use of cooperate governance practices; lead toatdhe management board practices in distortirgahnual
financial reports. As a consequence, the levetsust and transparency can be enhanced in theodéestlannual
financial data.

Shaheen ( 2011) sought in his study to examineow éxtent do the banking sector practice earnings
management and to identify the risks resulting ftbese practices by identifying the nature of thesetices,
their indicators, the methods used in their pragtend the resulting consequences in the operattignal
banks in Palestine. The study was conducted onngplsaof (5) Palestinian national banks as theiruahn
financial reports were analyzed in the period (2R2089). The study also measured the earnings marage
practice suing the Modified Jones Models) to idgntine optional liabilities practiced by the managmnt. A
guestionnaire was also used to measure bank's eaesd awareness for the risks resulting from egmin
management. It was found in this study from theistteal analysis that Palestinian national bankacfice
earnings management at high levels in the yeamiestuin the current study with variant degrees. k3an
managements were not aware about the risks regdtim practicing earnings management, that thaiegs
management practices had a significant effect enfifiancial data integrity, making them misguidiagd
making them loose their objectivity, credibility igh in turn has negative effects on the finandistisl users'
decisions.

Al Qathammi (2010) examined levels of Saudi lisfechs use for earnings management, to test the
effect of some variables on these firms' trendsctopt earnings management practices. These vavialeded
the size of firm, firm's debt level, sector therfioperates. The study was conducted on a samgg/plisted
firms in the Saudi Stock Market. The study reliadearnings measurement on estimating the optideaility
for the sampled firms using Modified Jones Moded98). The study also developed a multiple regressio
model. Results of the study indicated that firmgately practice earnings management and thatoibging
firms positively practice earnings management. &heas no effect for the firm's size and the sethat the
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firm practices its operations on the earnings mamamt, while there was an effect for the firm's tdahd
profitability on earnings management practices.

Gunney (2010) examined the relationship betweehtraasactions manipulation and the future firm's
performance. Furthermore, the study examined tfextedf certain factors (firm size, number of braes, the
ration between the market value for equity to tbelbvalue of equity, the returns on assets averthgecash
flows from the operational activities, in additidn the research and development expenses) on garnin
management practices. To achieve the objectivéseastudy, the study was implemented on a sampigiting
of all manufacturing firms which their financialagtments are published via the internet (1988-2@®2he
Great Britain and United States of America. Thelgtalso obtained the financial statements frompihglished
financial reports. The researchers developed aiptailtegression analysis model. It was found inghely that
there was a significant correlation between thenfisize, number of branches, and cashflows from the
operational activities from one hand and the egsimanagement on the other. It was further fourad th
research and development expenses in the firm eamgeltthe management to practice earnings management
The study showed that there was no significantetation between earnings management and the meglkéty
value ratio to the book value.

Shtaiwi (2009) attempted in his study to test andlyze the effects of some economic variables on
earning management practices in a sample of Egyfitims. Another objective of the study was tontify the
correlation between the variance in the due ac@ogninfluence by the economic factors, includinge th
characteristics of the firm, the nature of disctesenvironment. To achieve the aims of the studky,financial
statements from the annual financial reports farample of (50) listed firms at Cairo and Alexandstack
markets (2003- 2005) were examined and analyzeslilReof the study showed that there is a coraidtr the
variance in the due accounting and economic factoectuding firm's size, financial leverage sizee tength of
operations cycle, and the growth on assets. Resutte study indicated that the more the firmzesivas, the
lesser the use of earnings management, the lessethe financial leverage, the lesser was the tipesacycle
period and the decrease of the negative earningsature of the sector the firm operates in, itime's record in
the stock market, the reduction in variance in ¢hsh distributions, the reduction in earnings manant
practices with the increases in growth rates, dakiction in the fluctuations in the stock prices tharket value
decrease to the stock ratio.

M ethodology
Population and sample of the study

The study population consists of all Jordanian BesvCompanies listed on the Amman Stock Exchange
(ASE) for fiscal year 2013, shares of (86) Comp&@igrdan Securities Commission, 2012). These praesdu
produced a sample of (58) Services companies ¢pagsent approximately 67% of the total Servicespamies
listed on the ASE. Information about these compmanias collected from the companies™ annual regortthe
year 2012 and from the Jordanian Shareholding Caiepdsuide for the year 2013 issued by the AmmankSt
Exchange and that the following conditions are latxdé:

-End of its fiscal year on 31/12.
-The annual financial report of the company avaé@dbr the year 2013.
-The shares to be traded on the ASE in 2013.

Table (1)
Distribution of the study sample

Sector No. of companies
Health Care Services 4
Educational Services 6
Hotels and Tourism 12
Transportation 13
Technology and Communications 2
Media 2
Utilities and Energy 4
Commercial Services 15

Total 58
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Model of the study
Data were collected for this study from the sam{ple58 companies) of the reality of annual reports
issued by service companies listed on the ASEn®year 2012, so as to detect the data variablhe study
are as follows:
1. Obtaining the data relating to measuring easiinganagement practices by calculating the optional
liabilities representing the earnings managemeinthfe service firms sector as it was widely usedhamy
of previous studies. The study used ( Modified 3ode@del, 1995) as the studies conducted by Jeah, et.
(2004); Tendeloo, (2005)has indicated that this ehdd the most robust model to detect earnings
management. The model uses the following formula:

DACCit= (TACCit /TAIit-1)- [B1(1/TA it-1) + B(AREVit -ARECIt)/TA it-1+ 3;PPEit /TA it-1]
Where
DACC is the optional liabilities representing tter@ngs management practices.
TACC is the net income before the exceptional earnihe net cash flows from the operational proegss
TA it is the total assets for the previous finahgear.
AREVit is changes in revenues.
ARECIt is changes in creditors.
PPEit is the total assets.

1. Collecting financial data from the reality ofraual reports of companies study sample which
relates total assets, return on assets, returguitygearnings per share, financial leverage ef th
company Book Value to price, independent directrtoia addition to the Audit committee size.

2. The following multiple regression model is degd to test the research hypotheses:

EM =o + B1 SIZE + 2 ROA +3 ROE +34 EPS +35 Lev +6 BM+ 7INDIR + 38 Audcom + Et

Where:

EM: Earning Management level

3i: the regression coefficients, i=1, ..., 8

Size: Company'’s size represented by total assets.

ROA: Return on Assets

ROE: Return on Equity

EPS: Earning Per Share

Lev: Financial leverage

BM: Book Value to price

INDIR: independent direct board

Audcom: Audit committee size

Et: Error term

Analysisresults
In this section, the author presents the resultting to the earning management practices in trdahian
service listed firms at ASE for the year (2012)isTéection also addresses the significant effetwdsn the
practice of earnings management in the Jordangedlifirms and some of the firm's related varialiesh as
firm's size (the total assets, returns on assatsreturns on equity, stock profit, firm's finarlcieverage, and
book to market value ratio, board of directorsoaoimy in addition to the auditing committee autogpnThe
section also presents the correlations values leeiwee independent variables examined in this steidwally, it
presents the descriptive analysis for the variableéke study.
Level of earning management practices based on the service sector

Table (2) shows Level of earning management pregtiased on the service sector in the Jordanias fir
listed on ASE. The earnings management measures measured using the optional due estimation fer th
sampled firms using Modified Jones Model as it shole level of earning management practices baseteo
service sector and for all of the sampled firms
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Table (2) Level of Earnings Management Practicegthan Service Sector

Earnings
Sector Number of firms M anagement Std. Deviation
Practices L evel

Health Care Services 4 0.142 0.151
Educational Services 6 0.333 0.168
Hotels and Tourism 12 0.307 0.168
Transportation 13 0.524 0.181
Technology and 5 0.236
Communications 0.315

Media 2 0.219 0.106
Utilities and Energy 4 0.221 0.193
Commercial Services 15 0.261 0.164
Total earnings management 0.262 0.168
practices 58

It can be noted from the previous table
- The level of earnings management practices inJdrelanian service listed firms ranged between (
14.2%- the lowest average) and ( 52.4%est avehagBigh)
The sectors that used the earnings managemericpsathe more in the service industry was as Walothe
transportation sector (52.4%), then education @3.30n the other hand, the least sectors usingiregn
management practices was health care ( 14.2%)ewhig media services, the energy and utilities and
commercial service used the earnings managemectiqgag with close rates ( 26.2%).
- In general, results of the study indicated tratdnian service firms listed in ASE reported azgni
management practices in the different sectors (&/2%, SD=16.8%), indicating that there was no itistion
in the earnings management practices between theled firms. Descriptive analysis for the indepemid
variable

Table (3) shows the results obtained for the dpsee analysis for the independent variables net¢ato
the sampled firms using the appropriate statisticalysis procedures such as means, standardidaesijatigher
value, lesser value for the total sample consistin@®8) Jordanian service firms listed on ASE 20(2).

Table (3)
Descriptive Analysis for Independent Variables
Variables Mean Std. Deviation Minimum Maximum
TA (Log) 7.448 0.609 5.691 8.900
ROA 0.019 0.136 -0.180 0.637
ROE -0.193 1.355 -10.114 0.508
EPS 0.082 0.292 -1.040 1.070
Lev 0.346 0.243 0.015 0.940
BM 1.184 0.909 0.168 4.508
INDIR 0.863 0.144 0.333 1.000
Audcom 5.448 1.327 3 8

It can be noted from the above table:

-The means for the total assets (Log) was (M=7.8E8;0.609) indicating that there is a varianceni t
sampled service firms' sizes as their total agteiy) ranged between (5.691- the least value) &h8q0- the
highest value).

-The previous table shows that the return on asset®btained in average a positive value reachiif@.019)
with low standard deviation (0.136). At the sanmeetj when noting the return on equity, one can lsagit
reported a negative value ( -0.193) with a highd#ad deviation of (1.355), which means that thegee no
significant differences in the results reportedtfer Jordanian listed service firms on the retomassets
variable and the high levels for the differencethmreturns on equity variable. The Jordaniaedistervice
firms report reaching in average to ( 0,082) wiitandard deviation of ( 0.292) meaning that theresh
profitability for the firm was variant and rangedttveen ( -1.04) and ( 1.07).

-When looking to the financial leverage variableaswered dividing the total liabilities to the to#asets for the
sampled firms, we can notice that the Jordaniaviceetisted firms rely in their assets funding be internal
funding compared to the external funding resourths. means scores for the external funding sowress

75



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) J LN |
\OL5, No.12, 2014 ISTE

(M=0.346) with a standard deviation of (0.243). Simidicates that there was a significant variantcéhe
Jordanian listed service firms on the external fogdesources when purchasing their asset. Thegeeaation
for the book value to the market value was ( 1.18dicating that Jordanian listed service firms tiseleast
reserved rules and standards and has a positieet effi the published asses value in the finantatéments
and negatively on the present liabilities and heglative effects on the future firm's value as teets are
presented using exaggerated figures while thelili@isiare presented with the least value.

-In terms of the board of directors' autonomy, dsviound that boards of directors had autonomfef t
executive management board reaching in averag#b6t8%) and a standard deviation of (0.144). Comigini
between board of directors and executive manageisi@ntiolation to cooperate governance regulatissised
by the Jordanian securities committee requiring i@ board of directors entail the independenividdals
(nonexecutives).

As for the auditing committee size, it was foundttthe Jordanian service firs form their auditiognenittees in
accordance to the cooperate governance regulasismsd by the Jordanian securities committee rieguihe
need for forming an auditing committee to montte accounting and auditing activities in the fitmgnsure
that there was no conflict of interests by the Brtmansactions with the different stakeholdersddnian
Securities Committee, 2007) as the average nunobéhd auditing committee in the Jordanian serfirces
was ( 5.448) and a standard deviation of ( 1.3Pf¢. average number of the auditing committee mesnber
ranged between ( 3-8 members).

-The least standard deviations for the variablebefstudy were relating to the returns on assetkia value
was ( 0.136) meaning that it is the least distrifufrom the its means value. A the same timehigber
standard deviation was for the returns on equiighéng a value of ( 1.355) meaning that it is thgghér
distributing from the its means value

Correlation matrix

Before conducting the analysis, the regression ineee checked for the presence of multicollinearity
problem between the independent variables. Thisirscawhen two or more independent variables arelyigh
correlated which makes it difficult to determine timdividual contribution of each variable to thegiction of
the dependent variable (Barrow, 1988). (Kenned8519Anderson et al. 1993) consider an absoluteetaiion
coefficient high if it exceeds (70%) for any two tife independent variables. To assess the extetttiof
problem with respect to the current regression magleorrelation matrix incorporating all the indelent
variables was run (see Table 4). As seen from dbke} the correlation coefficient between each péithe
independent variables is not high, suggesting thatresults of the regression model are not affette
multicollinearity.

Table (4)

Correlation matrix
Variables TA ROA ROE EPS Lev BM INDIR | Audcom
TA 1.000
ROA 0.179(**) 1.000
ROE 0.306(*) | 0.254(**) 1.000
EPS -0.215 0.105 -0.152 1.000
Lev 0.332(*) | 0.333(*) | -0.343(**) | -0.117 1.000
BM -0.130 -0.033 -0.401(**) | -0.034 | -0.014 1.000
INDIR 0.285(*) 0.015 0.090 0.054 0.235 -0.015 1.000
Audcom -0.047 -0.160 0.125 0.100 | -0.094 -0.107 | -0.056 1.000

**Correlation issignificant at the 0.01 level (2-tailed). *Correlation issignificant at the 0.05 level (2-
tailed).

Multicollinearity Test:

General Linear Model (GLM) based mainly on the imgledence assumption of each independent
variables and because this condition is not aclietre general linear model is not fit for the aggtion and
cannot be considered good for the process of etstignéhe parameters (Sifo & Meshaal, 2003), (Shtyiya
2013) in order to achieve this we use Collineddiggnostics scale, this test is a measure of itnpathe link

76



Research Journal of Finance and Accounting

www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) g
Vol.5, N0.12, 2014 IISTE

between the independent variables, and (Gujar@@i3Rfound that to get the value (VIF) is highearth(10)
which refers to a problem with Multicollinearitydependent concerned variable.
Table (5)
Multicollinearity Test

. Multicollinearity Test
ezl Tolerance VIF
1.587
TA 0.630
ROA 0.820 1.220
ROE 0.541 1.850
EPS 0.898 1.113
Lev 0.558 1.792
BM 0.796 1.257
INDIR 0.855 1.170
Audcom 0.933 1.071

Table ( 5) shows that (VIF) values for all indepentvariables was lesser than ( 4), thus suppottieg
results obtained from the Pearson Matrix previousgntioned indicating that there are very weakealations
between the independent variables. Thus, the limgarfering problem did not affect the good of fiitr the
model used in this study.

Autocorrelation Test

The autocorrelation problem appears in the mddlei observations were interrelated which will in
turn affects the quality of the model used as iy ie@d to eliciting untrue effect for the indepenteariables
on the dependent at high levels as a result ofdbiselation. To verify the absence of this probldéarbin
Watson Test was used. The optimal results obtdirmed this test range between (1.5) to (2.5), intiicathat
there is no autocorrelation between the variattesnomists feel confidence about the results obthifithe
autocorrelation was not found, especially when the ( D-W) value is close to ( 2.0), as the aatoelation
problem may be at low levels ( Al Saifo& Meshad)03). The results pertaining to calculated (D-Wji¢ated
that this value was (2.146). According to the poasirule, the calculated test value falls withia #ttceptable

range, indicating that there was no problem rejatnthe autocorrelation affecting the fithess obdg for the
model of the study.

The Multiple Regression Analysis Results

Table ( 5) shows the results pertaining o the iplaltregression analysis relating to the effecthaf
variables affecting earnings management practities Jordanian service firms in ( 2012) using (SP®& can
be noted that the used model had a significanteéffethe significance level ( 1%).

Table (6)
The Results of Multiple Regression Analyses of HagiManagement
Independent Variables Coefficients t-statistic Sig. Level

TA 0.191 1.135 0.042
ROA 0.104 0.705 0.484
ROE -0.244 -1.339 0.187
EPS 0.022 0.158 0.875
Lev 0.447 2.496 0.016
BM -0.032 -0.210 0.834
INDIR -0.029 -0.200 0.041
Audcom -0.067 -0.481 0.032

F- value 1.066

Sig. 0.008

It can be noted from the above table:

There was a significant positive correlation betw#®e following independent variables: firm sifiep's -
financial leverage and the earnings managementipeacAlso, there was a negative significant datien
between earnings management practices and the bbdictors autonomy.
There was no significant correlation between egmimmanagement practices and the following—
independent variables: return on assets, retueqgaity, share value, book to market value ration.
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The R- Square test was used to detect the totapemtlent variables adequacy to account the vasdnoed in
the dependent variable (earnings management).élhudts obtained are presented in table (7).

Table (7)
The Effect of Accounted Variance for the Independéariables on the Dependent Variable
Adjusted R Std. Error of the
el B R Square Estimate
1 0.449(a) 0.321 0.231 0.169903

Predictors: (Constant), AUDCOM, TA, BM, ROA, EPSIDIR, LEV, ROE
Dependent Variable: EM

As seen in the previous table (7), the R- Squalewas ( 0.231), indicating that the combined irefefent
variables had a positive effect on the earningsagament practices in the Jordanian listed servinesf
All these variables accounted for (23%) of totaliaace in the dependent variable (Earnings manageme
practices). (77%) of variance occurring and affegtihe earnings management practices are a results
non accounted for variables in this study.

M ultiple Regression Results Discussion and Testing Hypotheses

In light of the results obtained from the regressimalysis, one can note that the firm's finaneaérage was
one of the most influential factors on earnings aggment practice in the Jordanian listed service it ASE.

The service firms' reliance on the external fundingrces in funding their assets purchase or eigransives

them to practice earnings management to influehe& earnings positively. This result is consistetith the

results reported in Al Qathamai ( 2010), Shtaiv2i009) and Shen and Chih ( 2007) which indicated tthere

was a positive significant correlation between fiha's financial leverage and earnings managemeattices.
This result is inconsistent with the results repdrin Abed et al., ( 2012) reporting that there wasignificant
correlation between the firm's financial leveragd aarnings management practices.

There was a significant correlation at the sigaifice level ¢= 0.05) between firm's size and the earnings
management practice in the Jordanian listed seffiice at ASE. This result is consistent with thesuks
reported in Shen and Chih ( 2010) that there wpssitive significant correlation between the fsmize and
earnings management practices. This result is Bistemt with the results reported in Al Qathamio(2) and
Abed et al., (2012) reporting that there was naificant correlation between the firm's size andnaays
management practices

As for the effect of the financial performance bgtfirm ( returns on assets, returns on equity simare
earnings), it was found that here is no significzotrelation at the significance level«0.05) between with the
earnings management practices in the Jordaniad lsérvice firm at ASE. This result is consisteithvthe
results reported in Gunny ( 2010) indicating ttetre was no significant correlation between retwon assets
and earnings management practices. This resulicensistent with the results reported in Al Kanda?i012)
and Al Qathami ( 2012) reporting that there wasnificant correlation between the EPS and earnings
management practices, indicating that as the sfsdve decreases, the more the firm used earningagament
practices. t

The results of the multiple regression also indidathat there was a significant negative corratatd the
significance level¢= 0.05) between boards of directors autonomy aadeirnings management practice in the
Jordanian listed service firm at ASE. The boardsliofctors autonomy helps on reaching higher cértnal
monitoring practices, using effective assessmeanalfcdhe financial operations in the firm, previegtfraud and
manipulation in the financial statement. These ticzas are stated in the Jordanian Governance Ststtaearn
the trust of foreign investors and dealers with tliféerent dealers with the Jordanian firms. Thesuit is
consistent with the results reported in Shen anth (2010) and is inconsistent with the results regbin Abed

et al., ( 2012) indicating that there was no sigaiit correlation between boards of directors aanton and
earnings management practices

The results indicated that there was a significesgiative correlation at the significance lewet 0.05) between
numbers of the auditing committee and the earningsagement practice in the Jordanian listed sefiriceat

ASE. The auditing committee consist of independer@mbers in the board of directors and practice
monitoring role, works on enhancing the efficieranyd quality of the internal and external auditeverks on

ensuring their autonomy from the management angapeespecial reports, following up the executiornhease
reports to assure that the firm is executing tl®memendations stated in these reports, which mdyceethe
practice of earnings management. This result isistant with the results reported in Shen and C2@®7) and
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Rahman et .al., (2013) and is inconsistent withresilts reported in Abed et al., ( 2012) indiogtihat there
was no significant correlation between numberdiefauditing committee and earnings managementigeact

Conclusion
Results:
In light of the statistical analysis results, tb#dwing conclusions were formulated:

1- The Jordanian listed service firms on ASE practiaenings management with an average of (26.2%),
and this is a high average and with varying degbedween the firms.

2- The transportation sector is the highest in prami@arnings management ( M=52.4%) and the heath
care service was the lesser in practicing earmmgsagement ( M=14.2%).

3- The financial leverage of the firm is the most uefhtial factors on using earnings management
practices in the Jordanian listed service firmse Thsults of the study indicated that there was a
positive and significant correlation at the sigrafice level d= 0.01) while the size of the auditing
committee in the firm was the least influential earnings management practices in the Jordanian
listed service firms

4- The earnings management practice is positivelyaélaith the firm's size, the firm's financial leage
and was negatively related with the boards' of afines’ autonomy and the number of auditing
committee.

5- There were no significant correlations betweenrrston assets, returns on equity, share earniog&, b
to market value ratio and the earnings managenraotipes in the Jordanian listed service firms.

Recommendations:

1. To inform investors about the mechanisms and madtiatscan be used to detect earnings management
practice to identify financial statements manipolatwhich make their investments at risk.

2. To enforce some penalties on the service firmsgugarnings management practices to influence
investors', shareholders and financial statemesgssudecisions.

3. To further investigate the earnings managementctapid its relationship with other variables
unexamined in the context of the current study.
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