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Abstract

This study investigates the effect of corporate attributes on earnings management in Ethio-
pian private commercial banks. Specifically, it examines the effects of board attributes (size,
gender diversity, and meeting regularity) and audit committee features (size, meeting fre-
quency, financial competence, and independence) on earnings management measured by dis-
cretionary loan loss provisions. This study employs a quantitative research method using
balanced panel data obtained from 16 Ethiopian private commercial banks covering the pe-
riod from 2015 to 2024. Secondary data were obtained from the National Bank of Ethiopia
and the annual reports of sampled private commercial banks. To overcome the issue of un-
observed endogeneity and heteroscedasticity, the one-step system GMM estimator is applied.
The findings show that more frequent board meetings, audit committee financial expertise,
audit committee size, and audit committee independence are significantly related to lower
earnings management (P <0.01). Similarly, the results of the study reveal that the frequency
of audit committee meetings has a statistically significant negative effect on earnings man-
agement (P < 0.05). The result also indicates that the first lag of discretionary loan loss pro-
vision and return on assets has a significant positive effect on earnings management as meas-
ured by discretionary provision at (P < 0.05) and (P <0.01), respectively. In contrast, board
size, female board representation, financial leverage, and firm size were not found to have a
noticeable effect. This study is limited to only seven governance variables and sixteen private
commercial banks. Future studies may incorporate additional governance attributes and
other entities. The results provide valuable insight to managers, regulators, and policymakers
who need to enhance the governance framework and reduce opportunistic financial report-
ing, while also contributing to the literature on corporate governance in developing countries
like Ethiopia.
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1. Introduction

Earnings management refers to the intentional
manipulation of accounting figures by manag-
ers to mislead stakeholders or influence con-
tractual outcomes (Ronen & Yaari, 2008). Alt-
hough some forms of earnings management
may comply with legal boundaries, they often
misrepresent the true financial position of an
entity, thereby undermining investor confi-
dence and market efficiency. The occurrence of
major corporate scandals and failures in the
world, including WorldCom, Enron, MG Rover
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Group, Northern Rock, Nortel, and eToy, high-
lighted concern about earnings management
and strengthened the call for enhanced corpo-
rate governance (CG) (Al Hajjar et al., 2021).
These corporate failures were largely caused by
the manipulation of financial statements, which
resulted in significant losses for investors and
damaged trust in financial statements. Since
then, corporate governance has received in-
creasing attention as a possible means for ad-
dressing agency conflict between managers and
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owners. For instance, Saenz Gonzalez & Gar-
cia-Meca (2014) argue that effective corporate
governance mechanisms can reduce agency
costs by monitoring managers' actions and pre-
venting possible opportunistic behavior.

In the banking sector, earnings management is
executed by managers using loan loss provi-
sions (LLPs), which are considered the most
significant accruals in banks (Ben Othman &
Mersni, 2014). Similarly, Bouvatier & Lepetit
(2008) noted that loan loss provisions are used
to anticipate future loan defaults and substan-
tially influence stated earnings and regulatory
capital.

Given the managerial discretion in loan loss
provisioning, an effective corporate governance
mechanism plays an important role in deterring
conflicts and enhancing the quality of financial
reports (Garcia-Sanchez, 2010). Corporate gov-
ernance is a set of market-based and institu-
tional instruments designed to address agency
conflict, protect stakeholders’ interests, im-
prove profitability, and ensure adequate stock-
holders’ return (Ahmad et al., 2021; Khan,
Kamal, Abbas, et al.,, 2022; Khan, Kamal,
Hussain, et al., 2022). According to the Ethio-
pian Bank Corporate Governance Directive No.
SBB/71/2019, governance provides a frame-
work used for managing and supervising a
bank’s activity, to enhance long-term share-
holders’ benefit while safeguarding the rights of
customers and other interested parties. Sound
governance guarantees that the board and top
management are acting in the best interest of
stakeholders (Keertiman Sharma, 2021).
Akileng (2014) states that governance plays a
crucial role in curbing opportunistic behavior,
including earnings manipulation. Effective
governance systems improve transparency, re-
sponsibility, and oversight, which in turn reduce
the risk of financial misreporting.

The attributes of corporate governance, includ-
ing board size, gender diversity, board meeting
frequency, audit committee size, independence,
financial expertise, and frequency of meetings,
play an important role in monitoring manage-
ment actions and ensuring financial reporting
quality. In this study, these corporate govern-
ance attributes are chosen because they repre-
sent important internal monitoring mechanisms
mandated or encouraged by Ethiopian banking
regulations and international best practices, and
they directly influence the capacity of the board
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and audit committee to supervise the quality of
financial reporting and discretionary loan loss
provisioning practices.

In developing economies like Ethiopia, govern-
ance practices in the banking industry provide a
number of important functions. It enables the
steady and efficient functioning of the financial
system, strengthens accountability, balances
risk-taking with the interest of stakeholders,
and promotes both financial stability and eco-
nomic growth. In this context, the boards of di-
rectors serve as a crucial governance attribute
for aligning managers’ decisions with stake-
holders’ interests and reducing agency costs.
Marra et al. (2011) argued that a well-function-
ing board can discourage opportunistic behav-
ior. However, recent financial scandals weak-
ened stakeholders’ trust and placed increased
emphasis on a transparent and accountable gov-
ernance system. Recently, the banking sector
has faced several challenges, including limited
regulatory oversight, weak legal frameworks,
and a lack of professional expertise on the board
(Iftikhar et al., 2019). Negash (2013) noted that
Ethiopian institutional settings lack enough
separation of powers and that deficiencies in
corporate laws pose substantial barriers to
meeting international governance standards.
However, efforts have been undertaken by the
organization, including drafting a revised gov-
ernance framework, and integration with inter-
national norms aims to increase awareness and
restore stakeholders’ trust in the organization
and reduce earnings management.

In this regard, Ethiopian private commercial
banks provide a distinctive context for examin-
ing how governance attributes are associated
with earnings management. Banking sectors in
Ethiopia are characterized by concentrated
ownership structures, limited foreign bank par-
ticipation, developing governance frameworks,
and a financial system that is largely bank-dom-
inated (African Development Bank, 2021;
World Bank & International Monetary Fund,
2020). These characteristics can intensify
agency conflict between majority and minority
shareholders and may result in a greater proba-
bility of managerial discretion in financial re-
porting, particularly through loan loss provi-
sioning. Nevertheless, despite these unique in-
stitutional features, empirical studies on the link
between governance attributes and earnings
management in privately owned commercial



banks in Ethiopia remain limited.

Beyond Ethiopia’s domestic supervisory
frameworks, internationally recognized bank-
ing standards also highlight the importance of
effective corporate governance. Basel Pillar 2
underlines the importance of sound risk govern-
ance, effective board oversight, and appropriate
provisioning practices and requires banks to
maintain a strong internal control mechanism
and governance procedures to enhance finan-
cial stability and ensure good credit risk man-
agement related to loan loss provision (Basel
Committee on Banking Supervision, 2019). In
this context, this study investigates how gov-
ernance attributes in Ethiopian private commer-
cial banks can contribute to achieving the
broader goal of financial transparency and sta-
bility by constraining opportunistic earnings
management through discretionary loan loss
provisioning.

This study examines how corporate governance
attributes, including board attributes and audit
committee characteristics, affect earnings man-
agement practices in Ethiopian private com-
mercial banks. Previous studies on this issue
provide mixed theoretical perspectives and em-
pirical findings regarding the effectiveness of
boards in limiting such practices. Under agency
theory, Alagla (2012) argues that internal and
external governance attributes help to curb
managerial opportunism. Proponents of agency
theory also argued that smaller board size,
board independence, and the separation of the
manager and board chairperson roles improve
boards’ effectiveness (Eckles et al., 2011).

Even though several prior studies have ana-
lyzed the relationship between governance at-
tributes and earnings manipulation (e,g., Zgarni
& Fedhila, 2019; Abdou et al., 2021), most have
several shortcomings. First, the majority were
conducted in developed economies, limiting
their applicability in developing economies
with different institutional and regulatory envi-
ronments. Second, research evidence on gov-
ernance attributes and earnings management in
Ethiopia is still scarce, specifically in the bank-
ing sector, where regulatory oversight, govern-
ance enforcement, and disclosure practices dif-
fer noticeably from those in developed econo-
mies. Third, most of the previous studies are fo-
cused on industries other than banks, even
though banks are particularly vulnerable to the
discretionary behavior of loan loss provision.
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Fourth, the empirical results reported in prior
studies are inconsistent and inconclusive. Alt-
hough several prior studies in Ethiopia have ex-
amined the effects of corporate governance on
intellectual capital and financial performance
(e.g., Meressa, 2016; Harun, 2017; Assfaw &
Sharma, 2024), limited attention has been
given to earnings management. Finally, most of
these studies rely on fixed-effects and random-
effects statistical estimation approaches, which
may not adequately account for the problem of
endogeneity.

To overcome the above-mentioned drawbacks,
this study focuses exclusively on private com-
mercial banks and employs a dynamic panel es-
timation approach, particularly the system
GMM technique, which has often been over-
looked in previous studies. Furthermore, this
study incorporates different firm-related fac-
tors, such as bank size, firm performance, finan-
cial leverage, and the first lag of discretionary
provision, as regressors.

The study adds to the available body of litera-
ture in multiple ways. First, it may offer empir-
ical insights that may help private commercial
banks to strengthen their corporate governance
framework to reduce earnings manipulation and
foster a positive interaction between manage-
ment and stakeholders. Second, it contributes to
corporate governance literature in emerging
economies like Ethiopia. Third, it provides
practical insight for supervisory bodies, share-
holders, and company leaders who wish to im-
prove governance systems and financial report-
ing integrity among private commercial banks.
Finally, for academics, the application of SYS-
GMM is introduced methodologically and of-
fers a basis for future empirical studies on gov-
ernance, notably in Ethiopia’s banking industry,
which has been underutilized in prior studies.

The rest of the paper is structured as outlined
below. Part 2 presents a review of corporate
governance theories and prior empirical studies.
Part 3 describes the research methodology used.
Part 4 presents findings and their discussion.
Part 5 concludes the study and offers policy im-
plications.

2. Review of Related Literature and Hy-
pothesis Development

This section reviews various empirical and the-
oretical perspectives on earnings management



and governance practices in banks. The litera-
ture review is used to develop a research hy-
pothesis.

2.1.Theoretical Framework

Corporate governance is a new but quickly ex-
panding academic field that encompasses or-
ganizational behavior, economics, law, man-
agement, accounting, and finance (Tricker,
2015). Because governance practice is interdis-
ciplinary, numerous theoretical perspectives
have emerged to better comprehend and explain
the mechanisms that guide and control corpo-
rate activity. Among many theories, four are
particularly prominent in the literature and
commonly utilized to support corporate govern-
ance research: stewardship, resource depend-
ency, stakeholders, and agency theories. Each
of these theories offers a unique view on how
businesses are governed, the responsibilities of
various corporate actors, and how governance
systems affect organizational outcomes such as
responsibility, performance, and earnings man-
agement.

Agency theory states that sound governance
practice can promote greater transparency in fi-
nancial reporting. The traditional agency frame-
work emphasizes conflicts that arise between
managers and shareholders (Keay, 2017). This
view is less dominant in emerging and develop-
ing markets, where ownership concentration is
high. In such settings, the primary agency prob-
lem usually involves a type II agency conflict
between controlling and minority shareholders,
as controlling owners may exert significant in-
fluence over managerial decisions to extract
private benefit or smooth earnings (Purkayastha
et al., 2022). Various empirical studies support
the function of governance attributes in curbing
such a problem. For instance, Reddy et al.
(2013) reported that governance attributes, in-
cluding the size of the board, gender, donor
types and presence, volunteers, and leverage,
could reduce agency costs in New Zealand-reg-
istered charities. Similarly, Elghuweel et al.
(2017) found that minimizing earnings manage-
ment helps to reduce conflict and the infor-
mation gap between management and share-
holders. Similarly, Haddad et al. (2015) note
that concentrated ownership structure increases
the potential for opportunistic behavior, espe-
cially in areas with high managerial discretion,
such as loan loss provisioning. Consequently,
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audit committee independence, financial exper-
tise, and meeting frequency are essential gov-
ernance mechanisms to curb opportunistic dis-
cretionary behavior.

The stewardship framework offers an alterna-
tive perspective to the agency framework for
understanding managerial motive. Unlike
agency theory, it assumes managers are loyal to
the organization and act on behalf of the owners
(Donaldson & Davis, 1991). In opposition to
the individualistic focus of agency theory, stew-
ardship theory emphasizes the function of sen-
ior managers as stewards whose objectives are
aligned with the company’s (Afonso Alves et
al., 2021). Likewise, Albrecht et al. (2023) ar-
gued that stewardship theories are rooted in
psychological and sociological foundations,
where the objectives of corporate leaders are
linked to those of the firm and its shareholders.
Stewards are corporate managers and execu-
tives who work to benefit shareholders. There-
fore, the supporters of stewardship theory prior-
itize systems that empower and facilitate over
those that monitor and regulate.

According to Eskerod (2020), stakeholders are
groups or individuals who have legitimate con-
cerns regarding both operational and outcome-
related elements of corporate conduct. The
stakeholder theory is a well-known concept in
corporate governance, emphasizing that corpo-
rate leaders are responsible not only to share-
holders but also to the wider group of stake-
holders, including creditors, suppliers, manag-
ers, clients, personnel, government bodies, the
local community, and the general public (D. A.
et al, 2011). The study by Almahrog et al.
(2018) links strong corporate governance with
better earnings quality and reduced earnings
manipulation in managing stakeholders’ inter-
ests.

Resource dependency theory examines how or-
ganization’s behavior and actions are affected
by their dependence on external resources. As
noted by Drees & Heugens (2013), resource de-
pendence theory affects key strategic areas such
as organizational structure, hiring practices,
production processes, contract design, and ex-
ternal relationships. Resource dependency the-
ory emphasizes that securing external resources
is essential for effective strategic management
and highlights the strategic role of corporate
governance  (Miner, 2015).  Moreover,
Elghuweel et al. (2017) argue that reducing



earnings manipulation enhances firms’ ability
to access vital resources, including funding and
contractual opportunities. Shahwan & Fathalla
(2020) contend that sound corporate govern-
ance enhances a firm’s capability to acquire es-
sential assets, including human, physical, struc-
tural, and intellectual capital. The fundamental
concept of resource dependency theory is that
organizations cannot operate in isolation and
must depend on external environmental re-
sources to fulfill their objectives (Celtekligil,
2020). This study employs agency theory as its
primary theoretical framework to examine how
corporate  governance attributes mitigate
agency costs and prevent opportunistic earnings
management in the Ethiopian private banking
industry. This theory is adopted because of
earnings management, particularly through dis-
cretionary loan loss provisioning, fundamen-
tally arises from the agency problem between
managers and shareholders, and it provides a
robust base for analysing how internal govern-
ance attributes, including board characteristics
and audit committee attributes, function to
monitor managerial discretion and mitigate
earnings manipulation (Jensen & Meckling,
1979; Healy & Wahlen, 1999; Haddad et al.,
2015). Additional theoretical frameworks, in-
cluding stewardship, stakeholders, and resource
dependency theories, are used as a complemen-
tary framework that supports the analysis, but
agency theory remains central in explaining
governance effectiveness and earnings manipu-
lation incentives in the banking sector.

2.2. Empirical Literature and Hypothe-
sis Development

Governance attributes are essential to ensure ef-
fective oversight and control over firms, partic-
ularly in the banking industry. Prior empirical
research (Abdou et al., 2021; Ali, 2024; Assfaw
& Sharma, 2024; Attia et al., 2022) has identi-
fied several governance attributes, such as gen-
der diversity, board size, experience, board sub-
committee diversity, and audit committee size,
as key determinants of good governance prac-
tices. Grounded in these studies, this study fo-
cuses on selected governance attributes, includ-
ing board attributes (board gender diversity,
size, and meeting frequency and audit commit-
tee characteristics (audit committee independ-
ence, financial specialization, size, and meeting
frequency).

37

2.2.1. Board Size

Board size refers to the total number of individ-
uals serving on the company’s board of direc-
tors (Valls Martinez & Cruz Rambaud, 2019;
Attia et al., 2022; Assfaw & Sharma, 2024).
Ethiopia’s Bank Corporate Governance Di-
rective No. SBB/71/2019 requires a board to
have at least nine members. Al-Musalli & Is-
mail (2012) contend that large boards can be
more effective in reducing company failure and
in securing critical resources, which aligns with
agency and resource dependency perspectives.
Supporting this perspective, numerous empiri-
cal research studies have documented a nega-
tive link between earnings management and
board size. For example, Farag et al. (2018)
found that larger boards possess greater exper-
tise and supervision capacity, which allows for
better supervision of managerial conduct. Fur-
thermore, Ming-Feng Hsu & Wen (2015) and
Hashed & Almagqtari (2021) found that large
boards are related to lower earnings manipula-
tion, enhanced financial reporting quality, and
the prevention of reporting inconsistency. In
contrast to previous studies and the assumption
of both agency and resource dependency theo-
ries, Aleqab & Ighnaim (2021) reported that a
larger board size is related to an increased level
of earnings management. Given these conflict-
ing results, the first hypothesis is outlined be-
low.

HI1: Board size is inversely related to earnings

management in Ethiopian private commercial
banks.

2.2.2. Board Meeting Frequency

The annual board meeting frequency is consid-
ered a vital indicator of strong and effective cor-
porate governance, as it reflects the extent to
which directors engage in supervising and guid-
ing the organization’s financial and strategic
decisions within a year (Wondem & Singh Ba-
tra, 2019; Ebaid, 2023). Consistently, Ethio-
pia’s Bank Governance Regulatory No.
SBB/71/2019 requires boards to meet at least
once a month. Several empirical studies exam-
ining the link between the frequency of board
meetings and financial reporting manipulation
provided contradictory results. For instance,
Chouaibi et al. (2018) find that frequent board
meetings are inversely related to earnings man-
agement. Additionally, using multivariate anal-
ysis, 10 Eze (2017) reports a substantial inverse



association between the regularity of board ses-
sions and discretionary financial reporting.
Whereas Manan & Amin (2023) report a nega-
tive but statistically insignificant relationship.
Furthermore, Obigbemi et al. (2016) presented
empirical results showing a positive associa-
tion, indicating that a more frequent board
meeting is related to increased earnings man-
agement. Given these inconsistent findings re-
ported in earlier studies, the second hypothesis
is formulated as follows.

H2: Board meeting frequency is inversely related
to earnings management in Ethiopian private
commercial banks.

2.2.3. Board Gender Diversity

Recent corporate governance research has in-
creasingly emphasized board gender diversity.
In this context, and consistent with prior stud-
ies, it is measured as the proportion of females
serving as board members. This measurement is
appropriate for the Ethiopian private commer-
cial bank context, where the corporate govern-
ance framework emphasizes on gender repre-
sentation rather than mandatory quotas. The
proportion of women in boardrooms has re-
ceived growing attention in academic and pol-
icy circles (Croci, 2018). As voluntary efforts
have been proven insufficient, several countries
have introduced legal mandates to improve gen-
der balance on corporate boards (Kent et al.,
2018). Under agency theory, gender diversity of
a board is advocated as a means to improve su-
pervisory effectiveness (Gull et al., 2018). Re-
source dependency theory highlights the rele-
vance of board gender diversity in fostering eth-
ical consideration and acquiring essential re-
sources (Nadeem et al., 2017; Khan, Kamal,
Abbas, et al., 2022). Nevertheless, the existing
studies on the impacts of female board repre-
sentation on earnings manipulation provide in-
consistent findings.

For instance, Hutchinson et al. (2015) and Isi-
dro & Sobral (2015) suggest that a higher pro-
portion of women on company boards has many
advantages, including providing new ideas and
perceptions, growing corporate value, enhanc-
ing communication, making valuable decisions,
minimizing earnings management practices,
minimizing agency costs, creating competitive
advantages, enhancing earnings quality, leading
to reliable financial reports, and enhancing fi-
nancial reporting. These arguments are con-
sistent with resource dependency theory, which
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emphasizes the value of diverse board re-
sources. Similarly, Wahyuningsih & Rasmini
(2020) stated that females are more efficient in
preventing and solving financial reporting ir-
regularities. Moreover, lylia Dayana Mohamed
Izwan et al. (2023) argue that active participa-
tion of female board members is necessary to
significantly influence earnings management.

However, Li (2021) and Goel & Kapoor (2022)
report a statistically significant positive link be-
tween board gender diversity and earnings man-
agement. In contrast, Elghuweel et al. (2017)
and Osemene et al. (2024) report that the pro-
portion of female directors on the board is not
significantly associated with earnings manage-
ment. In Ethiopia’s banking sector, female par-
ticipation on boards remains relatively low,
which may influence their supervisory role and
reduce their ability to influence board decisions
and the discretionary behaviour of manage-
ment. Although female directors may improve
oversight quality and ethical oversight, their
impact may be weaker or statistically insignifi-
cant in circumstances where their representa-
tion on the board is low (Adams & Ferreira,
2009; Joecks et al., 2013; Kanter, 1977). Given
these mixed results and the institutional context
of Ethiopia, the third hypothesis is developed as
outlined below.

H3: Board gender diversity is inversely related
to earnings management in Ethiopian private
commercial banks.

2.2.4. Audit Committee Size

Ali (2024) defines an audit committee as an in-
dependent internal body that assures external
stakeholders of the organization’s ethical con-
duct. Ethiopia’s bank governance legislation
No. SBB/71/2019 requires the bank to have at
least three members. However, there is disa-
greement concerning the impact of audit com-
mittee size on earnings manipulation. From a
supervisory perspective, a large committee is
expected to improve oversight ability by com-
prising a greater diversity of expertise and
strengthening control over reporting procedures
(Abbott et al., 2004).

Prior studies that examine its effect on earnings
discretion have provided mixed and unsettled
findings. For instance, Hamdan et al. (2013) re-
port a negative association between audit com-
mittee size and earnings quality, suggesting that



large audit committee size improves financial
reporting supervision. Similarly, Galal et al.
(2022) report a statistically significant negative
relationship between audit committee size and
earnings management. In contrast, Ali (2024)
discovers a statistically significant and positive
association between audit committee size and
earnings management in Ethiopian insurance
companies. Habbash et al. (2013), on the other
hand, reported that there is an insignificant as-
sociation between audit committee size and
earnings manipulation. Nassir Zadeh et al.
(2023) also stated that although the audit com-
mittee size can influence earnings management,
it lacks a strong link with earnings manage-
ment. Given the inconsistent results of these
studies and the Ethiopian banking context, the
fourth hypothesis was developed as presented
below:

H4: Audit committee size is inversely related to
earnings management in Ethiopian private com-
mercial banks.

2.2.5. Audit Committee Meeting Fre-
quency

In this study, the frequency of audit committee
meetings is measured as the number of sessions
conducted annually by the committee. Ethio-
pia’s bank governance regulation No.
SBB/71/2019 requires the audit committee to
conduct meetings a minimum of once a month,
which shows the relevance of regular oversight
in the financial reporting process. From corpo-
rate governance perspectives, more frequent au-
dit committee meetings are expected to improve
monitoring effectiveness by providing a timely
review of financial information, internal con-
trols, and managerial action, and previous stud-
ies consider meeting frequency as an essential
indicator of audit committee consciousness and
governance oversight (Abbott et al., 2004; Yin
et al., 2012).

Several existing research studies on audit com-
mittee meeting frequency and earnings manip-
ulation provide inconsistent results. For in-
stance, Bamahros (2016) reported that the num-
ber of audit committee meetings is adversely re-
lated to discretionary current accruals, indicat-
ing that more meetings enhance supervision.
Moreover, Alzoubi (2019) stated that the fre-
quency of audit committee meetings minimizes
discretionary accruals. Similarly, the study by
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Kapkiyai et al. (2020) reports that frequent au-
dit committee meetings significantly reduce
earnings manipulation in Kenyan publicly
listed firms. In addition, in their study, Jameel
et al. (2024) investigate the effect of audit com-
mittee attributes on earnings manipulation in
Dubai banks. Their findings show that frequent
and strict committee meetings result in higher
financial reporting quality, which in turn re-
duces earnings management. In contrast, Ali
(2024) reports a strong direct relationship be-
tween audit committee meeting frequency and
earnings management. Considering the above
inconsistent results and the Ethiopian banking
context, the fifth hypothesis is developed as
outlined below:

H5: Audit committee meeting frequency is in-
versely related to earnings management in
Ethiopian private commercial banks.

2.2.6. Audit Committee Financial Ex-

pertise

Ali (2024) stated that audit committees are ac-
countable for checking financial statement accu-
racy and examining the financial reporting pro-
cess. In this study, audit committee financial ex-
pertise is measured as the proportion of audit
committee members who possess qualifications in
accounting, finance, auditing, banking, or other
related fields. The Ethiopian bank governance
regulation No. SBB/71/2019 mandates the audit
committee members to include at least one indi-
vidual with financial and accounting expertise.
According to the Securities and Exchange Com-
mission (2003), the audit committee’s financial
expertise includes a principal financial officer, a
chief financial officer, an accounting or auditing
professional, or a company president. However,
previous research shows a contradictory finding
regarding its effect on earnings manipulation. For
example, Badolato et al. (2014) stated that the au-
dit committee’s financial know-how and status
are essential for mitigating aggressive, fraudulent
activity. Aldamen et al. (2024) also reported that
an audit committee’s financial expertise is nega-
tively linked to irregular cash flow operation and
production cost, implying minimal earnings ma-
nipulation engagement.

On the other hand, in their study Abu Siam et al.
(2018) investigate the link among audit commit-
tee professionalism, accrual quality, and corporate
governance, reporting a strong positive link be-
tween accrual quality and accounting profession-
alism. Moreover, Cheung & Chung (2022) con-



duct another study that found a direct link be-
tween accounting academics and auditing exper-
tise and earnings manipulation. Similarly, Ali
(2024) reported a strong direct association be-
tween the audit committee’s financial profession
and earnings manipulation in Ethiopian insurance
companies. Given the preceding contradictory
findings, the sixth hypothesis is formulated as pre-
sented below:

H6: Audit committee financial expertise is in-
versely related to earnings management in
Ethiopian private commercial banks.

2.2.7. Audit Committee Independence

Academics and experts underlined the im-
portance of audit committee independence to
oversee earnings management. Accordingly,
and in line with prior corporate governance lit-
erature, in this study, audit committee inde-
pendence is defined as the ratio of independent
members to the total number of audit committee
members (Ali, 2024). This ratio-based measure
reflects the degree of autonomy and objectivity
exercised by the audit committee in overseeing
the financial report. Moreover, this definition
aligns with Ethiopian banking corporate gov-
ernance requirements, which focus on inde-
pendence as a requirement for effective audit
committee supervision. The Ethiopian banking
corporate  governance  regulation  No.
SBB/71/2019 requires each bank’s audit com-
mittee to include at least one independent mem-
ber. Previous research that examines the impact
of committee independence on earnings man-
agement provided contradictory findings. For
instance, Nelwan & Tansuria (2019) found an
inverse statistically significant linkage between
earnings management and the independent au-
dit committee. Moreover, Masmoudi Mardessi
& Makni Fourati (2020) investigated a sample
of 80 nonfinancial companies between 2010
and 2017. Their study results revealed that an
audit committee’s independence limits earnings
manipulation. Similarly, Alkebsee et al. (2022)
investigate the association between audit com-
mittee independence and discretionary accruals
in China, reporting that a higher ratio of inde-
pendent audit committee members is signifi-
cantly and negatively correlated to discretion-
ary accruals. In contrast, Galal et al. (2022) re-
port a substantial direct association between the
proportion of independent audit committee
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members and discretionary accruals in Egyp-
tian listed companies, indicating that independ-
ence alone may not ensure effective oversight.
Habbash (2019) and Nassir Zadeh et al. (2023)
also examine the effects of an independent audit
committee on earnings management and report
no substantial link. Given the preceding incon-
sistent empirical evidence, the seventh hypoth-
esis is established as outlined below:

H7: Audit committee independence is inversely
related to earnings management in Ethiopian pri-
vate commercial banks.

3. Research Materials and Methods
3.1. Data and Sample

To analyze the impacts of governance attributes
on earnings manipulation, this study adopts a
quantitative method, combining both descrip-
tive and explanatory research designs. The re-
quired quantitative data were gathered from 16
Ethiopian private commercial sample banks
over a period of 10 years (2015-2024). For data
collection, banks' websites, which release an-
nual audited financial reports, as well as the
website of the National Bank of Ethiopia, were
used. The study period was selected based on
the presence of reliable data for most banks and
the increased emphasis on corporate govern-
ance during these periods. Non-financial insti-
tutions and other financial sectors are excluded
from the sample because their cash flow from
operations, reported earnings, and regulations
are significantly different from banks’. The
sample banks were chosen based on two main
criteria: (i) the presence of complete financial
data over the study period and (ii) availability
of nonfinancial information, including board
characteristics and audit committee attributes.
According to the National Bank of Ethiopia’s
fourth quarter report for 2023/2024, thirty-two
banks are operating in Ethiopia, of which thirty
are privately owned commercial banks. This
study purposively selects 16 banks among the
thirty private commercial banks based on ac-
cess to required data during the research period.
Out of thirty Ethiopian privately owned com-
mercial banks operating over the study period,
14 were excluded due to their establishment af-
ter 2015, as shown in Table 1. Therefore, the
findings of this study are interpreted with refer-
ence to these sixteen private commercial banks
included in the sample.



Table 1.The Study Sample
Details

Total number of private commercial banks

Minus banks which are newly established after the study period

Final sample
Observation period (2015 to 2024)

Final number of observations

3.2.Variables and Measurement

In this study, three categories of variables are
considered by the researcher: dependent, ex-
planatory, and control variables. All of which
are defined in Table 2.

3.2.1 Dependent Variable (Earn-
ings Management)

A thorough review of existing literature shows
that loan loss provision is a commonly utilized
earnings manipulation strategy among bank ex-
ecutives (Zgarni & Fedhila, 2019). Zgami &
Fedhila (2019) noted that loan loss provisions
represent the most widely used strategy for
managing earnings and classified them as dis-
cretionary and non-discretionary. This research
uses discretionary loan loss provisions as a
proxy of earnings management. Following
Zgarni & Fedhila’s (2019) two-stage technique,
the discretionary loan loss provisions are de-
rived through the following steps.

First, total provisions are calculated by identi-
fying the non-discretionary components. Sec-
ond, the discretionary components are com-
puted by subtracting non-discretionary parts
from total provisions. Accordingly, total loan
loss provisions (LLP) are the sum of managerial
discretion and non-discretionary components.

Step 1: To estimate the loan loss provision:

LLPit = a0 + alNPLi,t — 1+ a2ANPLit
+ a3 ALOANit +
€ it

€Y
Where:

e LLPi represents loan loss provision for
bank i at year t normalized by total loans
at the end of year t-1.

e NPL;1denotes non-performing loans at
the start of the period divided by total
loans at the end of year t-1.
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Number %
30 100
(14) 46.67
16 53.33
10 years

160

e ANPLit is the change in non-performing
loans during year t divided by the total
loans in year t-1.
o ALOAN:: refers to the change in total
loans for bank i at year t normalized by
the total loans at the end of year t-1.
e gitis the error term, representing the dis-
cretionary component of the provisions.
In this model, total provisions are computed to
obtainthe a o, & 1, 2,and «a 3 coefficient estima-
tors. The obtained estimators (4o, a1, 42, 43) were
subsequently used to compute the non-discre-
tionary provisions.

NDLLPit
= a0 + a1NPLit + a2ANPLit

+ A3ALOANit 2)

Where:

NDLLP: Represents the components of loan
loss provision that arise from normal credit risk
rather than managerial discretionary action.

41, 82, and as: represent how loan loss provisions
respond to the level and variation in non-per-
forming loans and loan growth, reflecting ex-
pected provisioning behaviour driven by credit
risk rather than managerial discretion.

Step 2: Estimation of discretionary components
of loan loss provisions (DLLP):

This is derived as the residual component from
the first- stage model, as follows:

DLLPit= €= LLPit - NDLLPi
It can be further computed as

DLLPit
= LLPit — (a0 + a1NPLit + a2ANPLit

+ a3ALOANit) 3)

Where:



NDLLPi: represents the non-discretionary com-
ponent of the loan loss provision of bank i in

year t.

DLLP;: denotes the discretionary components

of loan loss provisions of bank i in year t.

3.2.2 [Explanatory Variables (Cor-
porate Governance Attrib-

utes)

This study employs governance attributes as its
main explanatory variable, and it is categorized
into board and audit committee-related factors.
Board-related factors consist of board size, gen-
der diversity, and meeting frequency. Similarly,
audit committee-related factors comprise com-
mittee size, meeting frequency, financial com-
petence, and independence. The operational
definitions and measurement approaches of
these factors are summarized in Table 2.

Table 2. Operational Summary of Study Variables and Measurement

Symbol Variable Measurement

EM Earnings management Discretionary component of loan loss provisions

DLLP Discretionary loan loss provi- | Total loan loss provision minus estimated non-discretion-
sion ary component

BrdGD Board gender diversity Proportion of female directors on the board

Brdsize Board size Total number of directors serving as board members

BrdMee | Board meeting frequency Number of board meetings conducted annually

FrmSize | Firm Size Natural logarithm of total asset size

RoA Return on assets Net income divided by total assets

FL Financial leverage Total liability divided by total assets

ACSize Audit committee size Total number of members serving on the audit committee

ACMee Audit committee meetings Number of audit committee sessions held per year

ACFex Audit committee financial | Number of audit committee members with financial
expertise knowledge divided by the total number of audit committee

members

AClInd Audit committee independ- | Percentage of independent members serving in the audit

ence committee
3.2.3 Control Variables overstate earnings due to their complex opera-

Based on previous earnings management (EM)
and corporate governance (CG) literature
(Abdou et al., 2021; Assfaw & Sharma, 2024),
this study incorporates three firm-specific vari-
ables-firm size, return on assets, and financial
leverage-to examine their effects on earnings
management. Table 2 presents the summary of
these variables.

In this study firm size is calculated using the
natural logarithm of banks’ total assets. Total
asset size is considered a reliable proxy for firm
size (Kirshin & Volkov, 2018). A firm’s size de-
termines the extent an organization minimizes
agency conflict, consequently influencing
agency cost (Hashmi et al., 2020). Large corpo-
rations face higher political costs due to their
frequent media coverage. Chen et al. (2013) re-
ported that firm size is directly related to audit
quality, which in turn influences earnings man-
agement. Furthermore, Uwuigbe et al. (2015)
stated that large firms have the opportunity to
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tions, which is difficult for stakeholders to de-
tect. Gorganlidavaji & Vakilifard (2014) found
that larger firms have higher political costs,
which may motivate them to change reported
earnings. In contrast, Wuryani (2013) noted that
firms with huge assets are deemed to be less
risky than firms with small assets. However,
Martens et al. (2021) found no statistically
meaningful variation in efficiency between
small and large banks, despite investigating 567
banks across 22 frontier economies, which im-
plies that bank size and earnings management
practice have no clear correlation. In addition,
Gajdosikova et al. (2022) assessed various
firm-specific factors that affect earnings man-
agement and concluded that large bank size is
not necessarily positively related to earnings
management.

Return on assets is another firm-specific varia-
ble considered in this study. Prior studies on its
relationship with earnings manipulation pro-




vide contradictory results. For instance, Al-
zoubi (2018) reported a significant negative as-
sociation between return on assets and earnings
management in Jordan, indicating that firms
with more profitability are less inclined to ma-
nipulate earnings. Similarly, the study result by
Alhadab & Own (2017) reported that earnings
management is negatively related to firm value,
as measured by RoA. Another study conducted
in Anglophone sub-Saharan countries by
Boachie & Mensah (2022) found that earnings
management and firm performance, measured
by RoA, are inversely related. In contrast, Abra-
ham Lincoln Ayisi et al. (2021) and Kalbuana et
al. (2021) reported that ROA and earnings ma-
nipulation practices have a significant positive
relationship. This indicates that businesses with
higher profitability are more likely to engage in
earnings management. Furthermore, another
study carried out in sub-Saharan African coun-
tries by Edesiri & Confidence (2020) confirmed
that ROA and earnings manipulation have a sta-
tistically significant positive relationship.

Corporate Governance Attrib-
utes

Board Size

Board Meeting Frequency

Board Gender Diversity

Moreover, this study incorporates financial lev-
erage as an additional firm-related variable. Ac-
cording to Rao et al. (2020) and Yeboah &
Takacs (2018), leverage serves as a measure of
a firm’s capacity to meet its debt obligations.
However, empirical results regarding its effect
on earnings management are inconsistent.
Some scholars suggest that higher leverage may
curb managers' opportunistic behavior. For ex-
ample, Nelly (2021) found that higher financial
leverage is associated with minimal accrual-
based earnings manipulation, implying that
earnings manipulation is non-existent or mini-
mal in high-risk firms such as banks.

3.24 Conceptual Framework

The conceptual framework of this study demon-
strates how corporate governance attributes and
other control variables affect earnings manage-
ment in Ethiopian private commercial banks. In
this study, 10 variables are chosen, including con-
trol variables based on earlier research, as indi-
cated in Figure 1.

Earnings Management

Audit Committee Size

Audit Committee Meeting Frequency

Audit Committee Financial Expertise

Audit Committee Independence

Figure 1. Conceptual Framework of the Study

N

(DLLP)

Control Variables
e Firm Size

e Return on Assets
¢ Financial Leverage

Source: Developed by the researchers based on the literature.
Note: Solid arrows in Figure 1 represent the proposed link between governance attributes and earnings
management (DLLP), where a sign (—) denotes a negative relationship.
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3.3. Model Specification

To analyze the impacts of governance attributes
and firm-specific factors on earnings manage-
ment (proxied by DLLP), a dynamic panel data
model has been used. Dynamic data modeling
is appropriate in this context, as earnings man-
agement behavior tends to persist over time,
and previous practices may influence current
decisions. To account for this potential persis-
tence and prevent omitted variable bias, the
lagged value of the dependent variable (DLLP;t
1) isused as a regressor. However, incorporating
the lagged dependent variable into a panel data
model with fixed effects may result in endoge-
neity due to correlation with the error term. Fur-
thermore, certain independent variables may
also be endogenous. To handle the econometric
concerns of endogeneity, unobserved heteroge-
neity, and autocorrelation, this study applies the
system GMM estimator developed by Arellano
& Bover (1995) and Blundell & Bond (1998).
This estimator is employed due to its ability to
solve the endogeneity issue by using lagged
variables as internal instruments, thereby
providing strong and consistent estimates on the
dynamic association between governance at-
tributes and earnings management.

Given the small sample size, this study applies
the one-step system GMM estimator with ro-
bust standard errors, as the two-step system
GMM estimator may produce downward-bi-
ased standard errors in small sample sizes. To
mitigate the problem of instrumental prolifera-
tion, the instrument count is reduced by restrict-
ing the lag length. The validity of the internal
instruments has been ensured by the Hansen
test of over-identifying restriction and the Sar-
gan test, while the lack of second-order serial
correlation was confirmed through the Arel-
lano-Bond AR(2) test. By using the lagged
value of endogenous variables as internal in-
struments, this technique employs both the first
differenced equation (to reduce fixed effects)
and the levels equation (to increase efficiency).

To test the hypothesis, this study estimates the
impacts of explanatory and other control varia-
bles on the natural logarithm of absolute value
of DLLP. The econometric model employed in
this work is adopted from other studies, includ-
ing Shawtari et al. (2015), Zgarni & Fedhila
(2019), and Djebali & Zaghdoudi (2020).
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DLLPit

= a+ ADLLPi,t — 1 + B1Brdsizeit

+ B2BrdMeeit + B3BrdGDit + 34ACSizeit
+ B5ACMeeit + B6ACFexit + f7ACIndit
+ B8FrmSizeit + B9RoAit + f10FLit

+ it

Where:

e DLLP it = Discretionary loan loss provi-

sion for bank i in year t (dependent varia-
ble)

e DLLPit1 = lagged discretionary loan loss
provision

e Brdsize, BrdMee, BrdGD = board charac-
teristics: size, meeting frequency, and gen-
der diversity

e ACSize, ACMee, ACFex, ACInd = Audit
committee Attributes: Size, meeting fre-
quency, financial expertise, and independ-
ence

e FrmSize, RoA, FL = Control variable:
Firm size, return on assets, and financial
leverage

e ) = coefficient measuring the persistence
of earnings management over time

®  ¢&it= error term
e (o = constant term

4. Results and Discussion

The correlation matrix, empirical, and descrip-
tive statistics results of all variables are outlined
in this section. Similarly, the implications of in-
significant and significant effects are discussed
in the context of the Ethiopian private commer-
cial banking sector and governance structures.

4.1. Descriptive Statistics

Based on 160 bank-year observations, Table 3
provides the summary of descriptive statistics
results for key variables used in this research.
Discretionary loan loss provision (DLLP), a
measure for earnings management, has a mean
value of 9.553, ranging from 7.576 to 11.072,
and deviates from the mean by 0.543, implying
relatively slight variability across sampled pri-
vate commercial banks. The mean value board
size (Brdsize) among the sampled private com-
mercial banks is 10.18 members, which ranges
from 7 to 13, with a standard deviation of 1.549.
The mean value of board gender diversity

(4)



(BrdGD), which ranges from 0 to 0.429, is
0.141 with the standard deviation of 0.099, im-
plying the limited representation of females on
the bank board. BrdMee in the sampled banks
ranges from 13 to 19 meetings per year, with an
average of 14.863 and a standard deviation of
1.315.

In addition, Table 3 indicates that the mean AC-
Size is 3.769 members, which deviates from the
mean by 0.596 and has a range from 3 to 5. The
sampled private commercial banks’ audit com-
mittees have an average of 0.698 (69.8%) mem-
bers who possess financial expertise (ACFex),
which deviates from the mean by 0.112 (11.2%)
and has values ranging from 0.5 (50%) to 1
(100%). The sample banks’ audit committees
meet 14.637 times per year on average, ranging
from 12 to 18, and deviate from the mean by

Table 3. Descriptive Statistics

1.544. ACind has a mean value of 0.572
(57.2%); it ranges between 0.25 (25%) and 0.75
(75%) and deviates from the mean by 0.149
(14.9%).

Similarly, Table 3 indicates that firm size
(FrmSize) has a mean value of 10.359, ranging
between 9.058 and 11.451, and a standard devi-
ation of 0.487. The mean value of ROA across
sampled banks is 1.879, with a range between
0.003 and 4.899, and deviates from the mean by
1.423. Additionally, the mean value of financial
leverage (FL) across the sample is 0.858, which
ranges between the values of 0.738 and 0.921
and deviates from the mean by 0.034. The mean
value of FL is comparatively high (85.8%); this
implies that most banks’ assets are financed by
debt.

Variable Obs Mean Std. Dev. Min Max
DLLP 160 9.553 0.543 7.576 11.072
Brdsize 160 10.181 1.549 7 13
BrdGD 160 0.141 0.099 0 0.429
BrdMee 160 14.863 1.315 13 19
ACSize 160 3.769 0.596 3 5
ACFex 160 0.698 0.112 0.5 1
ACMee 160 14.637 1.544 12 18
ACInd 160 0.572 0.149 0.25 0.75
FrmSize 160 10.359 0.487 9.058 11.451
RoA 160 1.879 1.423 0.003 4.899
FL 160 0.858 0.034 0.738 0.921

Source: Authors' computation based on banks' annual reports using Stata 14

4.2.Correlation Analysis

Table 4 presents the correlation coefficient of
various governance characteristics, discretion-
ary loan loss reserves, and control variables.
The findings reveal that board meeting fre-
quency (BrdMee), audit committee size (AC-
Size), audit committee meeting frequency (AC-
Mee), audit committee independence (AClInd),
and audit committee financial expertise
(ACFex) are all strongly and inversely associ-
ated with DLLP. These suggest that a higher
level of these governance attributes is linked

with a lower level of earnings management, as
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measured by DLLP. Similarly, return on assets
(ROA) and board gender diversity (BrdGD) ex-
hibit a moderately negative correlation with
DLLP, implying that higher values of these var-
iables are associated with reduced discretionary
loan loss provision.

In contrast, firm size (FrmSize) and financial
leverage (FL) exhibit a strong positive correla-
tion with DLLP, indicating that large and highly
leveraged banks are more prone to earnings ma-
nipulation. Furthermore, there is a slight posi-
tive correlation between DLLP and Brdsize,
suggesting that a larger Brdsize is modestly



linked to higher DLLP. Generally, the findings
in Table 4 below reveal that most corporate
governance attributes have an effective role in
minimizing earnings manipulation, whereas

Table 4. Correlation Coefficient Matrix

certain fim-specific factors may create opportu-

nities for greater discretionary financial report-

ing practices.

Variables ) 2) 3) 4 5) (6) @) (®) ) (10) (11)
(1) DLLP 1.000
(2) Brdsize 0.084 1.000
(3) BrdGD -0.051  -0.169  1.000
(4) BrdMee -0.821 -0.114  0.080 1.000
(5) ACSize  -0.760  -0.104 -0.017 0.690 1.000
(6) ACFex -0.517  -0.124  0.071  0.478 0.186 1.000
(7)ACMee  -0.737  0.017 0.017 0.703 0.688 0.450 1.000
(8) ACInd -0.617  0.037 0.106  0.469 0.306 0.381 0.328  1.000
(9) FrmSize  0.838 0.155 -0.128 -0.694  -0.605 -0.416  -0.604 -0.600 1.000
(10) RoA -0.008  -0.080  0.004 0.148 0.218 -0.021  0.330 -0.445 0.004 1.000
(11) FL 0.550 0.052 -0.056 -0.489 -0.323 -0.312  -0.484 -0.385 0.592 -0.143  1.000

Source: Authors' computation based on banks' annual reports using Stata 14

4.3.Multicollinearity Test

Table 5 below shows the results of the variance
inflation factor (VIF) test conducted to examine
the existence of multicollinearity among the
study variables. The VIF values of the study
variable range between 1.063 and 3.242, with
the mean VIF of 2.10. The VIF value of all var-
iables is below the commonly accepted level of
10, implying that the multicollinearity issue is
Table 5. Variance Inflation Factor (VIF) Results

not a serious concern in the model. Likewise,
the corresponding tolerance value (1/VIF)
ranges between 0.941 and 0.308, which is
above the minimum acceptable level of 0.10.
These results indicate that the variables used in
this study are not highly correlated with each
other.

Variables VIF 1/VIF
ACMee 3.242 0.308
BrdMee 3.101 0.322
ACSize 2.865 0.349
FrmSize 2.861 0.350
FL 1.712 0.584
ACFex 1.616 0.619
RoA 1.303 0.767
Brdsize 1.136 0.880
BrdGD 1.063 0.941
Mean VIF 2.10

Source: Authors’ computation using Stata 14

4.4.0ne-Step System GMM Results

Before presenting and interpreting the econo-
metric results, the study assesses the potential
presence of multicollinearity among variables
using the pairwise correlation matrix and the
variance inflation factor (VIF), as reported in
Table 4 and Table 5, respectively. The results
indicate no evidence of multicollinearity, as all
pairwise correlation coefficients are below 0.8
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and all VIF values are below the recommended
threshold of 10.

Table 6 presents the econometric findings on
the effects of corporate governance attributes
on earnings management, as measured by dis-
cretionary loan loss provision (DLLP), esti-
mated by a one-step GMM approach. The diag-
nostic tests reported alongside the estimation



supports the reliability of the model. The Arel-
lano-Bond test indicates first-differenced errors
are first-order correlated AR(1), whereas the
AR(2) test results show no second-order auto-
correlation, as its p-value exceeds the 5%
threshold. Moreover, both the Sargan and Han-
sen test results support the validity of instru-
ments used in the system GMM estimation, in-
dicating that the instruments are appropriate
and the model is free from over-identification
concerns.

The empirical findings presented in Table 6 fur-
ther indicate that, at the 5% significance level,
the first lag of DLLP has a significantly positive
effect on the present period’s DLLP. Quantita-
tively, a one-unit increase in the prior period's
DLLP leads to a 0.375 increase in the current
period’s DLLP, holding other variables con-
stant. This implies the presence of a persistence
pattern in earnings management practice.

Moreover, the results in Table 6 demonstrate
that board size (Brdsize) does not have a statis-
tically significant effect on DLLP. This indi-
cates that variations in Brdsize have a limited
influence on how earnings are managed in Ethi-
opian private commercial banks. Consequently,
HI isrejected. Although earlier studies have re-
ported the significance of board size in shaping
DLLP (e.g., Al-Musalli & Ismail, 2012; Ming-
Feng Hsu & Wen, 2015; Farag et al., 2018;
Hashed & Almagqtari, 2021), the finding of the
present study indicates that Brdsize does not
have a significant effect on DLLP. One possible
reason is that the board appointments in Ethio-
pian banks are often influenced by regulatory
and social considerations rather than profes-
sional expertise and governance effectiveness.
Another possible reason relates to the relatively
homogeneous nature of bank boards in Ethio-
pia, where most banks have similar board struc-
tures, thereby limiting the outcome of variation
in board size.

Likewise, board gender diversity (BrdGD) does
not have a statistically significant association
with DLLP, implying that changes in gender
composition do not significantly influence dis-
cretionary loan loss provision once other factors
remain constant. As a result, H3 is rejected.
Even though earlier studies have highlighted
the significance of BrdGD in influencing DLLP
(e.g., Hutchinson et al., 2015; Isidro & Sobral,
2015; Wahyuningsih & Rasmini, 2020), the re-
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sult of this study reveals no significant relation-
ship. This may be attributed to lower represen-
tation or non-existence of females on the board,
approximately 14.1% in the sample, and their
engagement in the board is to meet regulatory
requirements rather than enhance governance.
As a result, variation in BrdGD may not exert a
strong influence on managerial decisions re-
lated to earnings management. This finding is
consistent with those of Elghuweel et al. (2017)
and Osemene et al. (2024), who likewise report
an insignificant association.

However, board meeting frequency (BrdMee)
exhibits a statistically significant and inverse
association with DLLP at a 1% level, with other
factors remaining constant. Hence, H2 is ac-
cepted. This demonstrates that a one-unit in-
crease in board meeting frequency per year is
associated with a 0.058 (approximately 5.8%)
decrease in DLLP, indicating the role of regular
board meetings in strengthening supervision
and minimizing DLLP. This result is consistent
with the results reported by Sangboonnak
(2016), Chouaibi et al. (2018), and 10 Eze
(2017) but contrasts with the evidence pre-
sented by Manan & Amin (2023), who reported
an insignificant relationship.

Moreover, at the 1% level, ACSize has a statis-
tically significant inverse effect on DLLP, the
estimated coefficient indicating that an increase
of one person in the audit committee is linked
with a 0.297 unit decrease in DLLP, other fac-
tors remaining constant. Therefore, H4 is ac-
cepted. The findings indicate that a larger audit
committee improves monitoring effectiveness
and financial oversight, thereby reducing man-
agers’ motive to engage in earnings manage-
ment. This finding is consistent with the major-
ity-minority agency framework, which states
that the larger audit committee improves collec-
tive supervision and minimizes the ability of
dominant shareholders to influence provision-
ing decisions for individual benefit. Moreover,
this outcome supports the reasoning of Haddad
et al. (2015), who argue that a strong internal
governance system helps to protect minority
shareholders by curbing opportunistic financial
reporting practices. Additionally, this result is
consistent with Basel Pillar II, which focuses on
the importance of a sufficient governance struc-
ture and effective internal control over credit
risk management and provisioning procedures.



However, the result contrasts with that of Hab-
bash et al. (2013), who reported no meaningful
association between ACSize and DLLP.

Furthermore, ACFex exhibits a statistically
meaningful inverse impact on DLLP at the 1%
level of significance, implying that a 1% growth
in financially skilled audit committee members
leads to a 0.677 (approximately 67.7%) de-
crease in DLLP ceteris paribus. The results are
consistent with H6. The findings suggest that
greater financial expertise within the audit com-
mittee substantially improves the committee’s
supervision effectiveness and reduces manage-
rial discretion in financial reporting. The result
supports the type Il agency view and the argu-
ments of Haddad et al. (2015), suggesting that
a financially skilled audit committee is crucial
in preventing type Il agency problems by
strengthening the internal control system and
reducing discretionary behavior. Similarly, this
finding aligns with the principles of Basel Pillar
II, which emphasizes the need for knowledgea-
ble and competent supervisory bodies that can
effectively understand provisioning practices
and complicated credit risk models. However,
this finding contrasts with those of Abu Siam et
al. (2018), who reported a direct link regarding
accrual quality and ACFex.

In addition, the results indicate that ACMee has
a significant inverse effect on DLLP at a 5%
significant level. Specifically, each additional
meeting is linked to a 0.038 (3.8%) decrease in
DLLP, holding other factors constant. These
findings support H5. This implies that more fre-
quent meetings improve the effectiveness of au-
dit committee oversight. This result aligns with
majority-minority agency views, which argue
that frequent audit committee meetings enhance
supervision and minimize information gaps,
thereby helping the audit committee to evaluate
provisioning practices and credit risk closely
and minimize discretionary loan loss provision.
Similarly, the finding of this study is in agree-
ment with Basel Pillar II, which focuses on on-
going and active governance in risk manage-
ment procedures. Furthermore, this finding is
similar to Bamahros’ (2016), who also docu-
mented a significant inverse association be-
tween ACMee and DLLP.

Similarly, the results reported in Table 6 show
that ACInd has a significant inverse effect on
DLLP at a 1% significance threshold. The result
supports H7. The estimated coefficient implies
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that, other things remaining constant, a 1% rise
in ACInd is related to a 0.481 (approximately
48.1%) decline in DLLP. This result confirms
the importance of greater independence in re-
ducing DLLP, as independent auditors are less
prevalent to pressure from majority sharehold-
ers and can protect earnings manipulation. This
finding is strongly aligned with the type II
agency perspective, which highlights conflicts
among majority and minority shareholders. It is
also consistent with the arguments of those in
Haddad et al. (2015) who argue that independ-
ence in the corporate governance framework is
essential for minimizing ownership-related
agency problems in ownership-concentrated
firms. Furthermore, this result is consistent with
the regulatory expectations of Basel Pillar II,
which emphasizes the role of independent con-
trolling bodies in promoting reliable financial
reporting and effective management of credit
risk. Finally, it is also consistent with Sun et al.
(2011), who found that greater ACInd is associ-
ated with lower DLLP.

Moreover, the findings show that firm size
(FrmSize) has a statistically insignificant in-
verse linkage with DLLP. This implies that
FrmSize does not significantly affect discre-
tionary loan loss provisions within Ethiopian
private commercial banks. The result is con-
sistent with Martens et al. (2021) and Gaj-
dosikova et al. (2022), who also reported no sig-
nificant relationship between FrmSize and
DLLP.

However, RoA has a significantly positive im-
pact on DLLP at the 1% level, implying that a
1% increase in RoA corresponds with a 0.041
(approximately 4.1%) rise in DLLP. This indi-
cates that higher profitable banks are more
likely to engage in DLLP. One possible reason
is that banks that have more ROA face stronger
incentives to maintain or report favourable per-
formance to attract investors or comply with
performance benchmarks, which may encour-
age discretionary provisioning behaviour. This
result aligns with the findings of Edesiri & Con-
fidence (2020), Abraham Lincoln Ayisi et al.
(2021), and Kalbuana et al. (2021) but contrasts
with Alhadab & Own (2017), Alzoubi (2018),
and Boachie & Mensah (2022), who found a
statistically significant negative association.

Finally, financial leverage (FL) exhibits a sta-
tistically insignificant positive association with



DLLP, suggesting that leverage does not signif-
icantly influence discretionary loan loss provi-
sion in Ethiopian sampled private commercial
banks. This may be due to regulatory oversight

and institutional internal factors, despite a rela-
tively high level of leverage. This finding con-
trasts with the finding of Nelly (2021), who re-
ported a negative association between financial
leverage and discretionary loan loss provision.

Table 6. One-Step System GMM Results (Dependent Variable: DLLP)

DLLP Coef. St.Err. t-value p-value  [95% Conf Interval] Sig
L.DLLP 0.375 0.175 2.14 0.032 0.032 0.718 *x
Brdsize -0.014 0.009 -1.58 0.115 -0.031 0.003
BrdGD -0.057 0.188 -0.31 0.760 -0.425 0.311
BrdMee -0.058 0.015 -3.86 0.000 -0.087 -0.028 otk
ACSize -0.297 0.032 -9.21 0.000 -0.360 -0.234 *oxk
ACFex -0.677 0.175 -3.86 0.000 -1.020 -0.334 ok
ACMee -0.038 0.019 -2.06 0.040 -0.074 -0.002 *x
ACInd -0.481 0.136 -3.54 0.000 -0.747 -0.215 *oxk
FrmSize -0.069 0.190 -0.36 0.718 -0.440 0.303
RoA 0.041 0.014 2.93 0.003 0.014 0.068 roxE
FL 1.226 0.748 1.64 0.101 -0.240 2.692
Constant 9.015 0.745 12.10 0.000 7.554 10.475 Hoxk

AR (1): z=-2.36, P-Value = 0.018
AR (2): z=0.85, P-Value = 0.394

Sargan test: chi2(2) =1.67, P-Value = 0.433
Hansen test: chi2(2) =2.34, P-Value = 0.311

Note: *** and ** Indicate statistical significance at 1% and 5% levels, respectively.

The Sargan and Hansen tests evaluate the soundness of internal instruments used in the one-step system
GMM estimation, where a P-value above 0.05 indicates that the instruments are valid. The Arellano-Bond
AR(1) and AR(2) tests are used to examine the presence of first- and second-order autocorrelation in the

first differenced residuals.

Source: Authors' computation based on banks' annual reports using Stata 14

5. Conclusion, Policy Implications,
Limitations and Future Research Di-
rection

5.1.Conclusion and Policy Implica-
tions

The study investigates the impacts of corporate
governance attributes on DLLP in Ethiopian
private commercial banks. This study utilizes
balanced annual panel data obtained from the
annual reports and official websites of sixteen
sampled banks over the period of 2015 to 2024.
The analysis applies the one-step system GMM
estimator to estimate the model parameters and
address the problems of unobserved endogene-
ity and heteroscedasticity.

To the best of the researchers’ knowledge, no
empirical study has jointly investigated board
characteristics and audit committee attributes,
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including board size, meeting frequency,
BrdGD, ACSize, ACMee, financial expertise,
and independence, to assess their effects on
earnings management in Ethiopian private
commercial banks. By addressing this gap, the
study extends existing corporate governance
studies, using a quantitative approach with both
descriptive and exploratory research designs.

The empirical findings of this study reveal that
board meeting frequency (BrdMee) and audit
committee factors-specifically audit committee
size (ACSize), financial expertise (ACFex),
meeting frequency (ACMee), and independ-
ence (ACInd)-have a significant negative effect
on earnings management. Whereas the lagged
value of discretionary loan loss provision
(DLLP) exhibits a positive, persistent, and sig-
nificant impact on the current period’s earnings
management. Similarly, return on assets (RoA)



has a significant positive impact on earnings
management. Board size (BrdSize), gender di-
versity, financial leverage, and firm size do not
show a noticeable effect on earnings manage-
ment.

The results of this research have several im-
portant policy implications. First, the result
shows that the statistically significant coeffi-
cient of lagged DLLP indicates that earnings
management practices tend to persist over time
in Ethiopian banks. To reduce the persistence of
earnings manipulation in these banks, the Na-
tional Bank of Ethiopia (NBE) should enhance
monitoring mechanisms, strengthen enforce-
ment of governance policies, and conduct con-
tinuous oversight. Second, the Ethiopian pri-
vate commercial banks should move beyond
symbolic compliance requirements to improve
board gender diversity. Regulators, specifically
the National Bank of Ethiopia (NBE), should
motivate private commercial banks to use a
merit-based nomination strategy that gives pri-
ority to professional expertise and financial lit-
eracy among female board candidates. Third,
privately owned commercial banks in Ethiopia
should strengthen audit committee independ-
ence by minimizing the appointment of direc-
tors who are socially connected or executive-af-
filiated. Each private commercial bank should
have a clear internal policy that can separate
board supervision from management influence.
The National Bank of Ethiopia (NBE) should
further support each commercial bank by issu-
ing clear governance directives regarding the
independence of audit committee members.
Fourth, improving the financial expertise of au-
dit committee members is essential for reducing
earnings management. As a result, Ethiopian
private commercial banks should have at least
one audit committee member who possesses
qualifications in auditing, accounting, or fi-
nance, which are complemented by continuous
professional development. Finally, banks
should increase board and audit committee
practices, including the frequency of board
meetings and the number of audit committees,
and manage critical financial indicators, such as
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