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Abstract

The Effect of Audit Committees Characteristics On
The Quality of Financial Reports - An Empirical Study on the
Banks Listed On the Palestine Exchange

This study aims to investigate the effect of audit committees'
characteristics on the quality of financial reports in Palestinian banks listed
in Palestine Exchange. In order to achieve the objectives of the study,
descriptive and analytical method has been used, the analysis of seven
banks' financial statements (the study sample) covers the period from 2006
to 2011 by using logistic panel regression with another statistical methods
based on statistical analysis program (E-views).

The main findings of the study indicate an inverse relationship
between audit committee (the size of committee and independence of audit
committee members) and The Quality of Financial Reports. The existence
of direct relationship between the percentage of shares owned by
committee members and The Quality of Financial Reports. Moreover, there
is no relationship between The Quality of Financial Reports and both
members' Accounting qualification and the number of annual regular
meetings.

The study recommends that it would be better for Palestinian
Monetary Authority to identify clearly the concept of independent audit
committee members according to international requirements, The study
also recommends the activation of evidence rules and best practices of
corporate governance, which committed all companies listed on the
Palestine Exchange shall have an audit committee, and impose sanctions on
those that did not comply . There have been more demands to improve the
footnotes to the financial statements to include audit committees'
responsibilities, achievements and members' characteristics (their the size ,
independence, experience, percentage of shares owned by committee
members and the number of annual regular meetings) .
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12 — (Inaam, et., al.,2012 ): " The Effect of Audit Committee

Characteristics on Real Activities Manipulation in The
Tunisian Context"
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13 — ( Luohe, et., al.,2008 ) : " Board Monitoring, Audit
Committee Effectiveness, and Financial Reporting Quality:
Review and Synthesis of Empirical Evidence "
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14- (Martinez & Fuentes, 2007): " The Impact of Audit
Committee Characteristics on the Enhancement of the Quality
of Financial Reporting: an empirical study in the Spanish
context "
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15 — (Stewart and Munro , 2007 ) : " The Impact of Audit
Committee Existence and Audit Committee Meeting
Frequency on the External Audit: Perceptions of Australian
Auditors"
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16— ( Felo, et. Al., 2003 ) : " Audit Committee Characteristics
and Quality Of Financial Reporting : An Empirical Analysis"
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17 - (Abbott, et. al. , 2002 ) : " Audit Committee Characteristics
and Financial Misstatement: A Study of the Efficacy of Certain
Blue Ribbon Committee Recommendations'

Claagi pang ddeld Jdo dufpn @ dlal) cliy ailly gdail) Aad Lailad —
@Y byl ddad
Allaialy gl Glad 8 dume pailiad 5 586 s las) ) Al s o
S e S pailadll sda Glaid Alla 8 ALl bl 8 Cagyail
Adhide cleUad (e 4855 4855 500 Ayl die cilad 8y ¢S
sAE) il ) Al cilags g
U TRV PO IO IRV JERCSA Y & a8l glal e %74 o -
Sl e Laa) Aagl alall DA e lalll 38 (10 %57 of -
Al o Lo sps 53 Y e aaly pume e dalll Qe glalll (30 %79 o -
283 oo LoacY) LD )dadine EDEN atliadll cujlial olalll ol (p aid %38 () -
() e Aaalll 8 aaly Il sslae el il i) S e Laa) day)f
Agllall aliball A Cagpat Sigas g OB (ailiadll 815 G 4ule dABle aa g -

19



S dalaadl cyall e loac] e J8Y1 e aald daall) L) cp doa e A aag -
AL i) 3 Cagpail) 3l e ALl

Suped dal e Al sl (593 e Liae ) Jilgi 55 yuin Al 038 Cilunagi abl (1ay
L) &35 il lilee 8 olall) 3 anali ) Gamy (53 B3 5 LEY) sl

Aalaad) il o gudadl) —1-8
g3z gl Ally Alud) cluhll Led) cliags Al milall aal Gl axy
O ety ¢ Adlinall Culgall Gams LIl (ans (e IGEN aSon ol Gl Gl
Fae eaplall Ghaall iy Leiddle 5 (8l plad pailas Ao @3S aluhll (s,
oull ¢ (Martinez&Fuentes, 2007)4u) clla<y (2011 ¢ ogidias Olaas) dly
¢ Al Al Gailad (e desaney Candai )il A58 alud AlSa) (o ARl Ly
i o)l yrial) (A0 Janal ddaylal) culyaiall e de sane dilia) a8 Eis
O A gl alls (2012¢ebilalls elaggd) o) A GAS ¢ alall ol
DVE sl 5% (Lee lial Gy 2o @ alld Bl laaall) il Glal pailad
Lal pailas e @i, ) (Felo,et. AL,2003) duhs Jie iy aslall 38l
(2011 caeal) duyy Jie A ¢ ALl )l 3asm s (pnadl ADUELY 3 yall) 38
Glpe 2o 3 pall A BDlE LY haaall) Gaxl Glal pailad u AL dulyy g Al
Jhe llags gllad) il agad GuliaS iy )5 o Jseand) dplSals (¢ LaaY)
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Dependent Variable: Y

Method: Panel Least Squares
Date: 04/19/13 Time: 11:07

Sample: 2006 2011
Periods included: 6

Cross-sections included: 7
Total panel (balanced) observations: 42

(1) o2 Gals

White cross-section standard errors & covariance (d.f. corrected)
WARNING: estimated coefficient covariance matrix is of reduced rank

Aliiaal) i piial) guan g golil) el il

Variable Coefficient Std. Error t-Statistic Prob.
C -1.316568 0.470603 -2.797617 0.0089
X1 0.309236 0.182112 1.698050 0.0998
X2 0.140589 0.037306 3.768514 0.0007
X3 0.335548 0.285302 1.176116 0.2488
X4 0.010001 0.016311 0.613151 0.5444
X5 -1.968105 0.722222 -2.725069 0.0106
Effects Specification
Cross-section fixed (dummy variables)
R-squared 0.291215 Mean dependent var 0.071429
Adjusted R-squared 0.031327 S.D. dependent var 0.260661
S.E. of regression 0.256546 Akaike info criterion 0.351937
Sum squared resid 1.974472 Schwarz criterion 0.848414
Log likelihood 4.609318 Hannan-Quinn criter. 0.533916
F-statistic 1.120541 Durbin-Watson stat 1.843169
Prob(F-statistic) 0.380269
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Dependent Variable: Y?

Method: Pooled Least Squares

Date: 04/19/13 Time: 15:04

Sample: 2006 2011

Included observations: 6

Cross-sections included: 7

Total pool (balanced) observations: 42

White cross-section standard errors & covariance (d.f. corrected)
WARNING: estimated coefficient covariance matrix is of reduced rank

Variable Coefficient Std. Error t-Statistic Prob.
C -1.286581 0.471286 -2.729941 0.0102
X1? 0.393426 0.138768 2.835139 0.0079
X27? 0.108183 0.03139%4 3.445927 0.0016
X5? -1.803050 0.523241 -3.445927 0.0016
Fixed Effects (Cross)
_A1—C 0.019398
_A2—C 0.180380
_A3—C 0.629259
_Ad—C -1.164725
_A5—C 0.017475
_A6—C 0.175847
_A7—C 0.142366

Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.283236 Mean dependent var 0.071429
Adjusted R-squared 0.081646 S.D. dependent var 0.260661
S.E. of regression 0.249794  Akaike info criterion 0.267893
Sum squared resid 1.996699 Schwarz criterion 0.681624
Log likelihood 4.374240 Hannan-Quinn criter. 0.419542
F-statistic 1.405012 Durbin-Watson stat 1.759827

Prob(F-statistic) 0.227219
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