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Examining the Relationship between Board of Directors
Characteristics, Family Control, Global Financial Crisis and Earning
Management Practices: An Empirical Study on the Lebanese

Banking Sector
Abstract



This study aims to examine the relationships between board of directors’ characteristics,
family control and earnings management practices in the Lebanese commercial banks during
the period 2008 to 2012. Board of directors characteristics include board independence,
board size and role duality. The study also aims to identify earnings management practices
during the global financial crisis (2008-2009) and the years following it (2010-2012). Earnings
management practices were measured by using special accrual approach where the
discretionary accrual of loan loss expense was estimated. Consistent with the objectives of
the study, the absolute values of the discretionary accrual were used since the study aims at
identifying earnings management practices whether such practices were directed towards
increasing or decreasing income. The population of the study consists of Lebanese
commercial banks registered at the Central Bank of Lebanon -Banque Du Liban- and this
provides 173 observations during the study period.

The results indicate that the Lebanese commercial banks with relatively large board size,
which have high proportion of independent directors and which have low family control are
less engaged in earnings management practices. Large boards have a variety of financial and
accounting expertise for its members, which increase the effectiveness of the board
oversight role and contribute in the mitigation of earnings management practices. The
increase in the proportion of independent directors also support the effectiveness of the
board of directors’ oversight role. Entrenchment effect overcomes alignment effect and
therefore the controlling family will maximize their benefits even on the account of the
minority shareholders, which in turn leads to more earnings management practices. In
addition, role duality and the interaction between role duality and family control have no
effect on earnings management practices. Finally, the results indicate that the Lebanese
commercial banks are more engaged in earnings management practices during the period of
the global financial crisis (2008-2009) compared to the following period (2010-2012), in
order to improve their financial performance and position, and regain/maintain investors’

confidence.

Keywords: Board of directors charactersitics, family control, Global financial crisis, earnings

management.
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Model Summary
Model R R Square Adjusted R Std. Error of the Durbin-Watson
Square Estimate
1 .3852 .148 .096 .9444263 1.922
ANOVA

Model Sum of Squares Df Mean Square F Sig.

Regression 25.121 10 2.512 2.816 .003

Residual 144.494 162 .892

Total 169.615 172

Coefficients
Model Unstandardized Coefficients | Standardized t Sig. Collinearity Statistics
Coefficients
B Std. Error Beta VIF

(Constant) -.475 441 -1.077 .283
BIND -.464 .201 -.405 -2.315 .022 5.818
INDEX .851 .376 427 2.266 .025 6.739
BSIZE -.234 .132 -.225 -1.770 .079 3.082
DUAL .175 .247 .055 .708 .480 1.154
FAM .396 .185 .349 2.138 .034 5.078
FAMEX -.246 .378 -.121 -.651 .516 6.559
FAMDUAL -.381 .289 -.193 -1.321 .188 4.040
YEAR -.418 172 -.208 -2.433 .016 1.393
AUDITOR .266 .184 .130 1.443 151 1.541
TA .026 .109 .026 .237 .813 2.247
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Normal P-P Plot of Regression Standardized Residual Histogram
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