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Abstract: The aim of the study is to analyze the impact of corporate governance rules on earnings
management practiced by companies listed on Palestine Exchange. A number of corporate governance
variables were selected to achieve this aim, including the board size of directors, CEO duality, board of
director’s independence, property rights, number of board directors’ meetings. Modified Jones Model was
used to detect earnings management. Panel Data Model was also involved in the study, where the
population study consists of the 48 companies listed on Palestine Exchange. The study sample included 13
industrial and services companies listed on Palestine Exchange. This study found that there was a negative
influence between board size and CEO duality, and between earnings management. The study also
showed that there was a positive influence between board independence and earnings management.
Moreover, it showed that no relationship between board directors' meetings and internal ownership with
earnings management. The study stressed the need for continued reinforcement of the governance rules, in
order to avoid the negative impacts resulted from failure to apply these rules, taking into consideration the
support of board independence in their relationship with areas of executive work to avoid taking decisions
that may affect earnings management. It also recommended that doing other researches on the same
subject should be continued, taking into account the examination of variables other than those in this study
to get to the variables that have the greatest impact on earnings management for companies listed on the
Palestine Exchange.
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EDACIt = TACit | Ait-1
Where:
EDACIit = Estimated discretionary accruals for firm i in year t. TACit =
Total accruals for firm i at the beginning of year t.
Ait — 1= Total assets for firm i at the beginning of year t. "i" refers
to the firm or the industry depending on whether the analysis is

time series or cross — sectional
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EDACit = TACit - TACit- 1 [ Ait-1
Where:
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DACit = Estimated discretionary accruals for firm i in year t. TACit =
Total accruals for firm i at the beginning of year t.

Ait — 1 Total assets for firm i at the beginning of year t. " i' refers to
the firm or the industry depending on whether the analysis is time

series or cross — sectional.

s Gl e AS5all Anlaiy) gyl g 3 Saall 23 sail - 58 Jones, (1991) zisa .3 116

zisal e Adal) Alsleall ey LAlas) e ) G Gal ) e Gask e g kaaY)

:jones

TACit [ Ait-1 = ail (1/Ait-1) Bil (REVit [ Ait-1) + Bi2 (PPE it/Ait- 1)
+ €M

Where:

TACit = Total Accruals for firm i in year t.

Ait —1= Total Assets for firm | at the beginning of year t.

REVit = change in revenue for firm if from year t- 1 to year t.

PPE it = Gross property, plant, and equipment for firm i in year t.

All variables are deflated by beginning total assets to adjust for heteroscedasticity.

aSail) daal i gaill Jolis Cua JONES #3gail Alaaa 4 g8 g Dechow, et al. (1995) z3sa -4
5 Pl ALY clegd) & @l IS o liaa g3 salll o irs oz WY ol 4oy oY) b
tJanall 73 gaill e AN Alabead) jaaig (=LY 51 e g A )
EDACIt = TACit | Ait-1 - { ail ( 1 [ Ait-1) + bil (( REVit _ ARit)/Ait-1)+bi2
(PPEit/Ait-1)}
Where:
EDACIt = Estimated discretionary accruals for firm i in year t.
TACIit = Total accruals for firm i at the beginning of year t.
Ait —1= Total Assets for firm i at the beginning of year t,
REVit =Change in revenue for firm i from year t-1 to year t.
ARIit = Change in accounts receivable for firm i from year t— 1- to year t.

PPEit = Gross property, plant and equipment for firm i in year t.

Aald) Alleall s Jasall Jiga 2350 525 Y1 z3salll DA e 2 WY1 53] Guld daes Cua
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WY Bl e ASsal) 5 el da )
sl Ay i
base Ay Adlll Ghal ehaodi Gsu 8 Lgagad dapad) IGEN aues Auhl paina ]
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At il 1A Jea) el ) dlas) sl clisiedd) :NDACi / Airg

4)LaaY) Cliaial Gl tAGIEY 3bdl) .3
Dha e Ayl 558 DUa Ala) e Climiasally LK il o Gill Co Ble s
;i) daladll
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3.524123 Akaike info criterion |(0.125354 | S.E. of regression
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0.125100 S.D. dependent var 0.531544 |Adjusted R-squared
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