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"Empirical Study on the Egyptian Listed Companies "

Abstract o

This study aimed to investigate the effect of the board characteristics (including
board size, board independence, CEO duality, number of board meetings, and
managerial ownership) , and the effect of carning management on accounting
disclosure tone in financial reporting (which expressed in three different descriptive
proxies, [ accounting disclosure tone for good news (positive or optimistic tone),
accounting disclosure tone for bad news (negative or pessimistic tone), and
accounting disclosure tone for net-news)]. The study using 125 non-financial
companies listed in the Egyptian stock exchange, and covering different 11 sectors,
over the period of 2016 to 2019. Multiple linear regression analysis, Fixed Effects
Model (FEM) was adopted to test the research hypotheses. The study found a
significant effect of the CEO duality on accounting disclosure tone in financial
reporting, as it found that there was a positive significant effect of the CEQ duality on
accounting disclosure tone for good and net news, and a negative significant effect of
the CEO duality on accounting disclosure tone for bad news. The study also found a
significant effect of the number of board meetings on accounting disclosure tone in
financial reporting, as it found that there was a negative significant effect of the
number of board meetings on accounting disclosure tone for good and net news, and
a positive significant effect of the number of board meetings on accounting disclosure
tone for bad news. The study also found a significant effect of the board
independence and managerial ownership on accounting disclosure tone in financial
reporting, as it found that there is a non-linear (square) relationship between board
independence and accounting disclosure tone in financial reporting , and a non-linear
(square) relationship between managerial ownership and accounting disclosure tone
in financial reporting , and that this quadratic relationship takes the form of the letter
U. That is, the effect of the board independence and the managerial ownership on
accounting disclosure tone for good and net news is negative at low levels of board
independence and the managerial ownership, while it turns positive at high levels of
the board independence and the managerial ownership, The effect of the board
independence and the managerial ownership on accounting disclosure tone for bad
news is positive at low levels of board independence and the managerial ownership,
while it tums negative at high levels of board independence and the managerial
ownership. The study failed to reach any significant impact for board size on
accounting disclosure tone in financial reporting. While the study reviled a significant
effect of earning management on accounting disclosure tone in financial reporting, as
it found that there was a positive significant effect of the earning management on
accounting disclosure tone for good and net news, and a negative significant effect of
earning management on accounting disclosure tone for bad news.
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Keywords: characteristics of the board of directors ,including board size, the
independence of the board of directors, CEO duality, number of board meetings, and
managerial ownership, earning management, accounting disclosure tone, accounting
disclosure tone for good news, accounting disclosure tone for net news, accounting
disclosure tone for bad news.
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Statistical Power analysis (A-priori Sample Size for Multiple Regression)
minimum required sample size for study

First hypothesis Second hypothesis
Anticipated effect size (£): 0.15 0.15
Desired statistical power level (p): 0.99 0.99
Number of predictors: 6 10
Probability level (a): 0.05 0.05
Minimum required sample size: 195 227
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Descriptive summary statistics

Obs. Mean Std. Dev. Min Max
Dependent Variable:
POS-DTONE 500 0.6818 0202 0 1
NEG-DTONE 500 03182 0.202 0 1
NET-DTONE 500 03637 . 0403 -1 1
Independent Variable:
BDSize 500 7.8300 2634 2 17
CEOD 500 0.6360 0.482 0 1
BDIND 500 0.6526 0236 0 1
MOWN 500 03437 0323 0 1
BDNM 500 9.8080 4759 2 27
ABS(DAC) 370 021712 0912 0.0002 10.785
Control Variables:
SIZE 500 20329 1.578 13914 25.025
PROF 500 0.1951 2949 -1.0521 65.882
LEV - 500 0.5943 0.788 0.0088 10.59
CFo 500 0.1328 1332 -15.129 15.993

(%) b dsa
dall ClSHE A LY B S
Earning management structure in the sample firms

Earning Earning Management Down Earning Management Up
management ratios  (ps, % Mean Obs. % Mean
%l - %5 81 %479 0.0282 98 %649 0.0282

%6 - %10 38 %225 0.0814 30 %15 0.0848

%11 - %25 33 %19.5 0.1685 40 %20 0.1707

%26 - %S0 9 %54 03419 10 %5 03888

%51 - %100 3 %18 0.8297 7 %3.5 0.7623
More than %100 5 %2.9 3.7818 15 %715 3.0591
Total 169 %100 0.2095 200 %100 0.3359
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Specifications Tests used in the study model
Tests used Description
Robust test Robust test for differing group intercepts
Residual variance test Test for differing group intercepts (Pooled OLS versus FEM)
Breusch-Pagan test Test for differing group intercepts (Pooled OLS versus REM)
Hausman test To compare between (REM versus FEM)
Time test Wald joint test on time dummies
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Diagnostic Tests used in the study model
Problems Tests used
Heteroskedasticity White's test
Serial Correlation Wooldridge test
Cross-Section Dependence Pesaran CD
Normality Jarque-Bera
Function Form Ramsey RESET Test
Breakpoint Chow test
Collinearity Variance Inflation Factors (VIF)
Omit variables Omitting variables test based on covariance matrix
Linearity Auxiliary regression for non-linearity test (squared terms)

Auxiliary regression for non-linearity test (log terms)
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Board characteristics and Accounting disclosure tone: Econometric results

Dependent variable: POS-DTONE & NEG-DTONE & NET-DTONE
Method: 1way fixed effects with white robust standard error

Reg (1) Reg (2) Rez (3)
POS-DTONE NEG-DTONE NET-DTONE
BDSize -0.004772 0.004772 -0.009544
[-0.642] [0.642] [-0.642)
CEOD 0.052640 -0.052640 0.105281
[2.053]** [-2.053]*# [ 2.053]*+*
BDIND -0.435089 0.435089 -0.870178
[-2470]** [ 24701 [-2470]%*
BDIND square 0.412553 -0.412553 0.825106
[2.387]*+ [-2.387]% [2.387p*=
MOWN 0311324 0311324 0.622648
[4.235)5%+ [ 4.235]84+ [4.235]%es
MOWN sguare 0.340208 -0.340208 0.680416
[9.079]*#+ [9.079]%#+ [9.079]*++
BDNM -0.004277 0.004277 -0.008554
[-3.749]%++ [3.740]%++ [-3.749] 4
SIZE -0.043437 0.043437 -0.086874
[-1.756]* [ 1.756]* [-L.756]
LE¥ 0.008038 -0.008038 0.016075
[1.526] [-1.526) [ 1.526]
CFO <0.002855 0.002855 -0.005710
[40.320] [0.320] [-0.320]
Constant 1.742428 -0.742428 2.484855
[ 3.504)**= [-1.532] [2.563)*+
Key Statistics
R-squared 89.7% 89.7% 89.7%
Adjusted R-squared 78.5% 78.5% 78.5%
Durbin-Watson star 27519 2.7578 27519
Fisher test (Prob.) 3.0153 (0.000)*** 3.0153 (0.000)**=* 3.0153 (0.000)***

Post-hoc Stat. Power

Note: *+* *= % indicaie significance at 1%, 5% and 10% respectively
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Eaming Management and Accounting disclosure tone: Econometric results

Dependent variable: POS-DTONE & NEG-DTONE & NET-DTONE
Method: 1way fixed effects with white robust standard error

Reg (4) Reg (5) Reg (6)
POS-DTONE NEG-DTONE NET-DTONE
Abs(DAC) 0.030800 -0.030800 0.061600
[ 2.504]% [-2.504]** [ 2504+
SIZE 0.017266 -0.017266 0.034532
[0.569] [0.569] [ 0.569]
LEV -0.027155 0.027155 -0.054309
[_3‘ms]ttt [ 3_”]'“ [_3_(”5]’-#
CFO -0.007111 0.007111 -0.014223
[-0.775] [1.775] [0.775)
Constant 0.338232 0.661768 -0.323536
[0.547] [1.071] [0.262]
Key Stafistics
R-squared 90.1% 90.1% 90.1%
Adjusted R-squared 83.9% 83.9% 83.9%
Durbin-Watson stat. 28104 28104 28104
Fisher test (Prob.) 2.3975 (0.000)*** 2.3975 (0.000)*** 23975 (0.000)***
Obs. 369 369 369

Pas;-hoc Stat. Power
Note: *** ** *indicate significance at 1%, 5% and 10% respectively.
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by ol dasll abma) Sl Adlia) ilagles W alay ,4) paad (Jalls Al el Lpdaall
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(Partial Correlation Coefficients) isjadl clbla ¥ ca 1 paa cibuea gy Lad 1 e
el 2 a1 4 g 2L Bl Slanslany eBIY) Gulae ailamd iy Sga (PCCs)
@Y chaind) AU e Bl ae Jdly Gl el oy L3 V1 A il L)
ol o) LGN 030 dygat 5y IS dms o8 () il o Ll 5 L bzl rpuily
ol ol Al o) plaal Cyige e () ') o dosadl miagsy . Fisher's Zr ol sk
ik LS (Hattie ,2009) «(Cohen ,1988)

b 39 laal Chpdge s
Interpretation for different effect sizes

Cohen's d r 7 Cohen (1988) Hattie (2009)
<0 <0 - Adverse Effect
0 0.00 0.000
0 No Effect Developmental
0.1 0.05 0.003 effects
0.2 0.10 0.010 Small Effect Teacher effects
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0.3 0.15 0.022

0.4 020 0.039

0.5 024 0.060 .

0.6 029 0.083 I““E'“d’aﬁ -

07 033 0.110 = Zone of desired
- . effects

08 037 0.140

0.9 041 0.168 Large Effect

>10 0.45 0.200

* Cohen (1988) reports the following intervals for r: 0.1 to 0.3: small effect; 0.3 10 0.5:
¢ B! pdae pailaad i 28 (L) paa) Ldead AN (VY) od) Jgaall (fayang
b and gayg + (£) ¢ (V) Opaad) B ABE aulaal o L) daii e LY B Cllaay
Al Ll o Y ¢ dab (R Al ruladd syl Ll Y1 pna ciliany oLESY!
) o LS i 5lal oSl 1 paa (i Lgd (05 Tl ¢ o)) Aaidll plsa U 503
» ailal) Al o A5 daail) Bylased Tlas ¢ QLG daiil] dildaa (35S ALl

(Y) dss
(V) paa) Adaal) N
Practical significance for accounting disclosure tone

BDSize  CEOD  BDIND  BDIND MOWN MOWN BDNM Abs(DAC)

Effect Size (Cohen's d) -0.0708 02273 02741 02647 -0.4757 1.0993 04195 02317
Effect Size (r) -0.0354 0.1129 -0.1358 0.1312 02314 04817 -0.2053 0.1151
Confidence interval (%93)
Lower  0.1436 0.0047 -0.2439 0.0230 -0.3397 0.3735 -0.3135 0.2234
Upper  0.0728 02212 -0.0275 0.2395 0.1232 0.5899 -0.0970 0.0069
1-stat. {Effect Size) [0.642]  [2.053]** [2470]**  [2387]**  [4.235]***  [9.079]*** [3.749]***  [2.093]**
Interpretation No Small Small Small Small Small Small

Effet  Effect  Effect  Effect Effet  LomeEffed  pp Effect

Note: *** ** *indicate significance at 1%, 5% and 10% respectively.
Ualae DG Al (Small Effect) spie dulu Ldae A2 2929 (VY) o) Jsnall (0 e
laall 7 Laail Laii 2 L1 Blaly BT padae oLl Clya 3aey ¢ gyl LSkl )y
A3 aai o B o(BLEY) 2 eS sige clpu) S paa (5pihe gl e 5Ly ol ALlEA)
sl S8y (I syl yp0 Agalys) ABN (Small  Effect) baa dislay Llee
B dla) Alee A2 3pag Badl Lty ALEA) sl o L) iy BY) edaa 2DELY
BIAY1 el paal 0K o Julidll (g ALME raladll 2 Loaf) daiy )11 ASLall i) S
e ol gl
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