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ABSTRACT

The aim of this paper is to examine the relationship between Audit Committee Multiple-
Directorships and earnings management. Precisely, we empirically investigate the effect of the
multiple directorships held by audit committee directors on the level of earnings management of
listed French companies. Our investigation has been achieved on a sample of 88 non financial
French listed firms that belong to the SBF 120 index, for the financial year 2008. The results
suggest that the accumulation of several outside directorships by audit committee members may
lead to a higher degree of earnings management, as measured by the magnitude of discretionary
accruals. Therefore, our findings show that audit committee can’t provide effective monitoring of
earnings management when its members held many additional outside directorships.

Keywords: Multiple Directorships; Audit Committee; Earnings Management; Discretionary Accruals

1. INTRODUCTION

he role of audit committee in ensuring the quality of corporate financial reporting has received great
attention in the recent years by accounting and finance researchers. So, several studies has been

focused on the relationship between audit committee characteristics and the earnings management
(Chang and Sun, 2009; Krishnan et al., 2011; Habbash et al., 2013). In these studies, emphasis was placed mainly on
two characteristics of audit committee such as the independence and the financial expertise of its members. These
studies showed that the financial expertise of audit committee members and their independence are crucial in
constraining earnings management. To this line of research, we propose to study the effect on earnings management
of another characteristic of the audit committee, namely multiple directorships of its members.

Recently, the issue of the multiple directorships attracted the attention of researchers and practitioners. A
large literature focused on the concept of multiple directorship by directors and its relationships with internal and
external characteristics of the firm (Jackling and Johl, 2009; Sarkar and Sarkar, 2009; Jiraporn, et al. 2009; Ahn et
al. 2010). In this framework, some studies (Sarkar and Sarkar, 2009; Frye and Wang, 2010) highlighted the benefits
of increasing the number of directorships held by directors (e.g., additional experience; firm legitimacy). While
others researchers investigated some disadvantages of multiple directorships (e.g., lack of time and efforts) and
asked legislators to impose restrictions on the number of directorships held by a director to make it more effective
(Devos et al., 2009; Jiraporn et al., 2009b; Sharma and Iselin, 2012). These studies about the consequences of
multiple directorships are thus inconclusive so far, and they do not focus on the effect of multiple directorships on
financial information quality. Also, most of these studies examined multiple directorships at the board level. All this
motivated us to study multiple directorships held by directors at the audit committee level with special emphasis on
the impact of multiple directorships of audit committee members on earnings management. In fact, in order to
improve their reputation and to be more valued in the market (Fama and Jensen, 1983), the audit committee
directors may accumulate outside directorships (Jiraporn et al., 2009 a). However, the problem that emerges is to
know if this committee can be effective in reducing earnings management in the case where their members
accumulate many directorships.
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In this paper, we try to extend the literature on earnings management to the French context by studying the
relationship between audit committee multiple-directorships and earnings management of listed French companies.
To our knowledge, although there is a special attention paid to the issue of the multiple directorships in this French
setting, there are few studies in this context that examine multiple directorships at audit committee level. Moreover,
in France, the New Economic Regulations Law (2001) limited the number of directorships that a director can hold at
the same time, so that he can be more effective by spending more time to his monitoring duties. Likewise, the
section (L225-21) of the French Commercial Code (2008) required that “No natural person shall concurrently hold
more than five directorships of limited companies having their registered office on French soil ...” (Commercial
code, 2008; pp.60). This law gives thus possibility to the individual to hold additional board seats in non limited
companies or in those having their headquarters outside the French territory. So, directors of French companies can
hold too many directorships at the same time (more than five outside directorships). Thereby, for the French context,
it seems interesting to understand if the accumulation of outside board seats by audit committee directors affects the
level of earnings management in a firm.

Using a sample of 88 non financial firms belonging to the SBF 120 index during the financial year 2008,
we examine if the level of discretionary accruals is related to the multiple directorships of audit committee directors.
Discretionary accruals estimated by the Kothari et al. (2005) model are used as a proxy for earnings management on
the firm. The results of our estimation confirm the existence of a positive link between the multiple directorships of
audit committee directors and the magnitude of discretionary accruals in the firm. Otherwise, we find that the
accumulation of outside directorships by audit committee directors can raise the busyness of this committee. So, it
will have less available time and will become unable to monitor managers’ discretionary behavior effectively; which
may increase the intensity of earnings management in the company.

This research contributes to the literature in different ways. Firstly, this paper contributes to the existing
literature on multiple directorships into the area of audit committee. It contributes also to the existing literature on
earnings management by investigating audit committee’s role in reducing earnings management from a new
perspective: audit committee multiple-directorships. Secondly, our results may give some guidance to French
companies that are seeking to reinforce the effectiveness of their audit committees. Thirdly, our research provides
policy advice for other francophone contexts by documenting that the restriction of the number of directorships held
by audit committee directors is an important factor in reducing the earnings management.

The remainder of this paper is organized as follows. In the next section, we present the literature review on
relationship between earnings management and the accumulation of directorships by audit committee directors, and
we develop the hypotheses to be tested. In the third section, we describe empirical methodologies. In the last section,
we discuss the results of our empirical study and we draw the conclusions.

2. AUDIT COMMITTEE MULTIPLE DIRECTORSHIPS AND EARNINGS MANAGEMENT:
LITERATURE REVIEW

The literature on earnings management turns principally around the agency theory which suggests that the
interests of managers do not align all the time with those of shareholders. Managers can use earnings management
which is defined as an intervention in the financial reporting process to extract rents from shareholders and improve
their private profits (Healy and Wahlen, 1999). In fact, managers can undertake earnings management to lower the
likelihood of dismissal when performance is very low. Also, they can use it to increase their compensation and to
reassure investors on non-violation of their contracts (Dechow et al., 2010).

The principal body responsible for the monitoring of management is the board of directors with the
assistance of its created committees (Vienot, 1995). In fact, in order to facilitate their activities, boards of directors
might delegate responsibilities and important tasks to their monitoring committees. The committee responsible for
financial reporting oversight is the audit committee, which is consisting of the members of the board. The audit
committee can help in protecting the interests of shareholders by maintaining the credibility of firm’s financial
reports. Laux and Laux (2009) have shown that one of the most important role of audit committee is to prevent and
detect any earnings management practices in order to have reliable financial statements and accurate information
about the firm. The creation of the audit committee is among the trend on corporate governance.
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Prior research does not lead to clear conclusions about audit committee effectiveness in reducing earnings
management. For example, Beasley (1996) showed that an audit committee does not reduce greatly the fraud and
earnings management practices. Nevertheless, other authors such as Piot and Janin (2007) reported that the creation
of an audit committee reduces the earnings management in the French firms. Moreover, there is an emergent
empirical literature that focuses on the relationship between audit committee characteristics and earnings
management. In this respect, some authors found that audit committee independence can mitigate earnings
management (Klein, 2002; Chang and Sun, 2009; Kang et al., 2011; Alkdai and Hanefah, 2012). In this paper, we
are interested in another audit committee characteristic that can have influence on the earnings management.
Particularly, we focus on audit committee multiple-directorships. In their research, DeZoort and Salterio (2001)
detected a positive association between the number of directorships simultaneously occupied by audit committee
directors and the financial information quality. Also, Vafeas (2005) proved that the number of external board seats
held by audit committee members improves the financial reporting quality because these directors have an incentive
to protect their reputation (Fama and Jensen, 1983). Some researchers affirmed that the members who serve many
outside directorships are more active and motivate to attend board and internal committees meetings (Sarkar and
Sarkar, 2009). The participation in frequent meetings can help these busy audit committee directors to interact and to
coordinate with others audit committee members which improves their effectiveness in constraining earnings
management. In this respect, Xie et al. (2003) argued that members who meet frequently can enhance their
monitoring capacities which reduce the earnings management behavior of managers. Furthermore, using a sample
of 250 US firms, Yang and Krishnan (2005) investigated the relationship between audit committee characteristics
and quarterly earnings management. Using discretionary accruals as a measure of quarterly earnings management,
they found that the average number of outside directorships held by audit committee directors is significantly
associated with lower discretionary accruals. So, Yang and Krishnan (2005) confirmed that the exercise of many
outside directorships by audit committee members can reduce earnings management behavior. The results of their
study showed that audit committee directors with multiple directorships are motivated to engage in greater
monitoring in order to maintain their expertise and reputation as good monitors (Fama and Jensen, 1983).
Accordingly, we suppose that the multiple directorships held by audit committee members may provide a committee
with added capacities, which can reduce the level of earnings management. This leads to pose the following
hypothesis:

H1: There is a negative relation between multiple directorships of audit committee members and the magnitude
of earnings management.

On the other hand, several studies failed to support the negative association between the accumulation of
outside directorships by audit committee members and the extent of earnings management. These researches
advanced that monitoring of top management’s behavior need more effort and available time, and demand directors
with less number of directorships served (Booth and Deli, 1996). In fact, Beasley (1996) proved that the likelihood
of fraud rises when outside directors serve simultaneously more than two seats in other boards. In that sense, the
accumulation of directorships isn’t beneficial for audit committee when its members hold multiple outside board
seats at the same time. The major problem that can be faced by audit committee directors is the lack of time needed
to perform their monitoring tasks (Morck et al., 1988). However, the holding of multiple directorships by an audit
committee director can reduce the time that he must devote to its various directorships served (Jiraporn et al., 2009
b). So, the accumulation of directorships may make the audit committee directors busier. Thus, they will be less
attentive and unable to monitor the discretionary behavior of managers effectively (Jiraporn et al., 2009 b; Sharma
and Iselin, 2012; Pathak and Sun, 2012). In their research, Jiraporn et al. (2009 a) advanced that directors who hold
multiple directorships at the same time are unable to attend all committees meetings which reduce their ability to
monitor the opportunistic behavior of managers. Consequently, managers will be less controlled and may have more
freedom, which motivates them to increase their earnings management practices. Accordingly, this leads us to test
the following hypothesis:

H2: There is a positive relation between multiple directorships of audit committee members and the magnitude
of earnings management.
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3. EMPIRICAL METHODOLOGIES

The purpose of this research is to investigate the effect of multiple directorships held by audit committee
members on earnings management. To test our hypotheses, we use a multiple linear regression model which regress
the measure of earnings management on the independent variable and on a set of control variables. In what follows,
we discuss data and sample, variables measurement, and model specification.

3.1. Data and Sample

This research involves a cross-sectional investigation of 88 non financial French listed companies that
belong to the SBF 120 index, for the financial year 2008. From 120 listed companies of the SBF 120 index, 21
financial and foreign companies are dropped because they have distinctive features and they are subject to specific
regulations; 11 other companies are dropped due to the lack of some specific information about their audit
committee. Information pertaining to audit committee characteristics and financial information were obtained from
annual reports published by these studied firms. All data are hand-collected from these reports and website of
companies. We study the financial year 2008 because the French commercial code that has limited the number of
directorships that a director can hold to five is brought into force in 2008.

3.2 Variables Measurement
3.2.1. Measurement of Earnings Management

According to earlier researches, the magnitude of discretionary accruals can be used as a proxy for the
extent of earnings management (Klein, 2002; Davidson et al., 2005; Alves, 2012). To better estimate the magnitude
of discretionary accruals, we evaluate the discretionary accruals using the Kothari et al. (2005) model. We use this
model, because Kothari et al. (2005) proved by a set of statistical tests that the performance-matched discretionary
accruals model is most robust to detect earnings management particularly in profitable firms; and we found that on
average French firms are profitable. Thus, this Kothari et al. (2005) model seems be more adaptable to the French
context. This model is as follows:

(TACCI,UATI t-1) = 00+ al (1/ ATi,t-1) + o2 (A REVi,t/ ATit-1) + 03 (PPEit/ AT it-1) + 0c4ROAi,t-1+¢i, t

TAcci, t=Total Accruals of the company; PPEit = Property, plant and equipments of the company; A REVi, t=
Change in Revenue of the company; ATi, t-t= Assets total of the company in year t-1; ROA i,t-1= Return On Assets
of the company in year t-1; ¢ = random error term

The coefficients (a0; al; a2; a3; a4) obtained from the estimation of regression above are used to defining
the value of non discretionary accruals scaled by the lagged total assets of the firm (NDA). Thus, the non
discretionary accruals deflated by lagged total assets are calculated as follows:

NDA =a+d& (/AT )+& (AREV /AT )+& (PPE /AT ) +w ROA
it 0 1 it-1 2 it i1 3 it it-1 4 i, t-1

DA = (TAcc /AT )-NDA
it i, t- it
These discretionary accruals will be used as a proxy for earnings management in French firms. Thus, we
use the absolute value of discretionary accruals (DA) as a proxy of the magnitude of earnings management (Piot and
Janin, 2007; Qi and Tian, 2012; Al-Zyoud, 2012).

3.2.2. Measurement of Audit Committee Multiple-Directorships
Majority of the researchers have used the average number of outside directorships held by audit committee
members to evaluate the audit committee multiple-directorships (Yang and Krishnan, 2005; Kang et al., 2011).

However, in their study of the level of outside directorships held by board members, Sarkar and Sarkar (2009)
showed that is more accurate to use the median than the average number of outside directorships. The median has
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the advantage of eliminating the extreme observations and reflecting the multiple directorships of the majority of
directors (Sarkar and Sarkar, 2009). Therefore, our independent variable (OUTDIR) is measured as the median of
the number of outside directorships held by audit committee directors.

3.3. Model Specification

The model used to examine the impact of audit committee multiple directorships on the magnitude of
earnings management was inspired by the survey of Yang and Krishnan (2005) on which we make some change in
the French context. Thus, to test our hypotheses, we use the following model:

DA = By + P, OUTDIR + B, ACSIZE + Bs INDAC + B, NREUAUD + ps TENURE + BAUDOWN + B; NDEAR +
Bs LEV + By ROA + B1oSIZE + £

DA: absolute Discretionary Accruals as calculated by using the Kothari et al. (2005) model; OUTDIR: Outside
directorships held by audit committee directors; ACSIZE: Audit committee size; INDAC: percentage of
independent members on the audit committee; TENURE: the average tenure of audit committee directors on the
board; AUDOWN: percentage of company’s stock owned by audit committee members; ACMEET: Audit
committee meetings; NDEAR: Nondiscretionary earnings; SIZE: Firm size; LEV: Leverage; ROA: Return on asset
ratio.

Table 1: Variables Measurement
Variables Measurement
DA The Absolute discretionary accruals calculated using Kothari model
OUTDIR The median of the number of outside directorships held by audit committee directors.

2 | ACSIZE The number of audit committee members
2 | INDAC The percentage of independent directors on audit committee
5 | ACMEET  The number of meetings of the audit committee
& | TENURE  The average numbers of years the audit committee members have served in the board of directors.
2 | AUDOWN  The percentage of the firm shares detained by audit committee directors in the firm
S |NDEAR  The nondiscretionary earnings variable
> | LEV The debt-to-total assets ratio
ROA The net income-to-total assets
SIZE The logarithm of total assets
4. RESULTS AND DISCUSSION

4.1. Descriptive Statistics and Tests

Table 2 provides descriptive statistics of different variables used in our analysis. According to this table,
the average absolute value of discretionary accruals, for the French firms that constitute our sample, is 5.3% of
assets. Thereby, we can say that managers of French companies tend to manage firm’s earnings. Furthermore, the
table 2 shows that the average level of multiple directorships by audit committee members is between four and five
outside directorships by director. Thereby, we can say that on average French firms that constitute our sample have
busy audit committees. The busyness of these audit committees can reduce their ability to monitor the process of
preparation of financial statements effectively and to limit the opportunistic behavior of managers, which might
increase earnings management in firms.

The descriptive statistics reported in table 2 also indicate that the average size of the audit committee in
French firms is between three and four members. In addition, the proportion of independent members on this
committee is, on average, high with a percentage of about 67%. So, French firms tend to include more independent
directors in their audit committees. These results seem to meet the recommendations of French reports, especially
Vienot (1995, 1999) and Bouton (2002). The results show also that the average number of audit committee meetings
is equal to five meetings per year (4.76) and that their members spend, on average, between five and six years on the
board of their companies. Furthermore, we perceive that audit committee members own, on average, about 0.06% of
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the shares of their firms. This level of stock ownership seems to be low to motivate audit committee members to
provide more effort in monitoring earnings management. From the table above, we notice also that the non-
discretionary earnings of French firms represent, on average, (-0.015) of their total assets. This may explain the
incentive of managers to manage firm’s earnings. The statistics reported in table 2 indicate also that French
companies had an average size of 4009.6 million of euro (e¥%*), and had an average debt to total assets ratio of
around 27%. In addition, the return on assets ratio of these firms is on average about 6%. Therefore, we can say that
the firms included in our sample are on average profitable.

Table 2: Descriptive Statistics

Mean Std dev Min Max

DA 0.053 0.083 0.00003 0.395
OUTDIR 4.619 2.954 0 12
= |AcsizE 353 1.124 2 7
2 |INDAC 0.669 0.286 0 1
< | ACMEET 4.761 2.160 0 12
g | TENURE 5.53 3.731 2 19
S | AuDOWN 0.0006 0.002 0.000 0.017
5 | NDEAR -0.015 0.036 -0.141 0.167
> |Lev 0.271 0.154 0.004 0.714
ROA 0.061 0.067 -0.346 0.205
SIZE 8.296 5.831 3.107 10.215

Before proceeding to the regression analysis, it was necessary to run several statistics tests to make sure
that there was no violation of the OLS assumptions of multicollinearity between explanatory variables,
homoscedasticity and normality of the error terms. It is essential to pay a special attention to the correlation among
explanatory variables in order to avoid multicollinearity problem. In fact, the linear regression requires the absence
of multi-collinearity among these variables. To verify this condition, we use the correlation matrix and the variance
inflation factors (VIFs) for explanatory variables, as presented in the table 3 below. According to this table, we
notice that the correlation coefficients among explanatory variables are very small; all coefficients are less than 0.5.
Therefore, correlation coefficients among explanatory variables indicate that the regression analysis is free from
multicollineartity problem. This conclusion is also justified by the VIFs test. In fact, all variance inflation factor
values are fairly small than 5 (all VIF values are between 1 and 1.3), confirming that multicollinearity is not a
problem in our model.

Table 3: Correlation Matrix and VIFs

Correlation Matrix for Explanatory Variables VIF
ACSIZE INDAC SIZE LEV ROA TENURE AUDOWN NDEAR ACMEET OUTDIR

ACSIZE 1 1.133
INDAC -0.071 1 1.110
SIZE -0.115  -0.048 1 1.084
LEV -0.132  -0.003  0.040 1 1.087
ROA 0.003 -0.110 0.139 -0.128 1 1.244
TENURE 0.035 0.081  0.057 -0.025 0.083 1 1.055
AUDOWN| -0.170  -0.209 0.113 -0.094 0.179 -0.132 1 1.222
NDEAR 0.029 0.027 -0.014 -0.173 0.163  0.002 -0.137 1 1.131
ACMEET 0.219 -0.039 -0.116 0.019 -0.307 -0.067 -0.125 0.105 1 1.215
OUTDIR 0.033 -0.137  -0.193 -0.047 -0.022 -0.105 -0.130 0.122 0.107 1 1.118

The Skewness and kurtosis test results, as presented in the table 4 below, indicate that the null hypothesis
of residuals normality can be accepted at 5% significance level ((P>Chi2) = 0.91> 0.05). Thus, the test confirms that
the residuals of our model are normally distributed. The Breusch-Pagan test is used to detect the heteroscedasticity
problem by testing the null hypothesis of homoscedasticity of residuals (HO: the residuals’ variance is constant). In
this case, the results indicate that the residuals are homoscedastic. Therefore, no heteroscedasticity problem is found
in the regression model. The Ramsey RESET test is used to test for omitted variable bias. The results of the Ramsey
RESET test show a p-value higher than the threshold of 5% ((P>F) = 0.48 > 0.05). So, we fail to reject the null
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hypothesis and we can conclude that there is no omitted variables bias in our results. Since the regression model
satisfies the assumptions of OLS (Ordinary least-squares) regression, we can therefore estimate our model using the
OLS method.

Table 4: Statistical Tests

Skewness and Kurtosis Test for Normality
Ramsey’s RESET Test
Breusch-Pagan Test

Chi2(2) = 0.18 ; (P> Chi2) = 0.913
F(3,74)=0.83 ; (P>F)=0.481
Chi2(1)= 0.31 ; (P > Chi2) = 0.577

4.2. Regression Analysis

Table 5 reports the results of the regression model. Based on this table, we notice that the adjusted-R2 value
is 0.211, which implies that 21.1% of the variation in the dependant variable (DA) is explained by the variation in
the explanatory variables of the model. Thereby, we can affirm that the goodness of fit of our model is relatively
good. Based on the F-test, we can also see that our model is globally significant at 1% level (p-value <0.01). So, we
can conclude that all explanatory variables included in our model explain the dependant variable well.

The results of the estimation of our regression model are represented in table 5. From this table, we notice
that the average level of multiple directorships held by audit committee members affects positively and significantly
the magnitude of discretionary accruals in French firms. In that sense, the accumulation of several outside
directorships by audit committee members may lead to a higher degree of earnings management in French
companies as measured by the magnitude of discretionary accruals. This positive relationship can be explained by
the unavailability and the busyness of the audit committee members. Indeed, the accumulation of several outside
directorships can reduce the concentration and the time devoted by the audit committee members to their task of
monitoring the process of preparation of financial statements and the quality of information to disclose. In addition,
busy members are often less able to attend audit committee meetings (Jiraporn et al., 2009a), which weakens their
coordination ability and therefore reduce their capacity to control the managers and to detect earnings management
practices. So, being less supervised, managers will then have more chance to manage earnings in order to generate
private advantages. The magnitude of discretionary accruals in French firms is, therefore, more influenced by the
lack of time devoted by busy audit committee members to their monitoring tasks, than by the expertise gathered
from the accumulation of several outside directorships. This can be explained by the fact that the tasks performed by
the audit committee require expertise and mainly high availability of its members to be executed effectively
(Jiraporn et al., 2009b). So, our result confirms those of Morck et al. (1988), Booth and Deli (1996), Jiraporn et al.
(2009b) and Pathak and Sun (2012). These researchers have shown that the accumulation of outside directorships by
directors may reduce their ability and their time devoted to the audit committee’s monitoring tasks. Thereby,
managers can easily manage the earnings of the firm by increasing the discretionary accruals.

Table 5: Effect of Multiple Directorships Held by Audit Committee Directors on the Magnitude of Discretionary Accruals

Variables Coefficients t-Student Signification

Constant 3.215%** 3.026 0.003
OUTDIR 0.083* 1.671 0.099
ACSIZE 0.414*** 3.150 0.002
INDAC 1.026** 2.005 0.048
TENURE 0.031 0.801 0.426
AUDOWN 0.025 0.416 0.679
ACMEET 0.057 0.801 0.426
NDEAR -0.619 -1.492 0.140
LEV 3.226*** 3.441 0.001
SIZE -0.009 -0.179 0.858
ROA -1.420 -0.618 0.539
R? = 0.302

Adjusted- R2 = 0.211

F (10, 77) = 3332

Prob. Fisher = 0.001

*, ** *** Sjgnificant at 10%, 5% and 1% level, respectively.
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Table 5 also shows that the size of the audit committee affects the magnitude of discretionary accruals
positively and significantly at the 1% level. This positive effect can be explained by the problems of communication
and the difficulties of sharing responsibility suffered by the large audit committees (Karamanou and Vafeas, 2005).
These difficulties may restrict the ability of the committee to control earnings management practices and the process
of preparation of financial statements, which can give more freedom for managers to manage earnings of the firm
easily.

We find also that the independence of the audit committee affects the level of discretionary accruals
positively and significantly at the 5% level. This result can be explained by the principle of collegiality in
controlling the quality of financial information (Bouton, 2002). In fact, the Bouton report specifies that: "The audit
committee should not indeed substitute for the board of directors, but be an emanation which facilitates the work of
the board" (Bouton, 2002; pp. 11). In that sense, although it plays an important role in monitoring the quality of
financial statements, the audit committee seems to have a consultative role to the board of directors. This
consultative role can demotivate independent members to monitor the process of preparation of financial statements
effectively, which may give more opportunities for managers in French firms to increase their opportunistic earnings
management (Piot and Janin, 2007). The highly participation of independent members on the audit committee may
also lead to less communication and share of information between them, especially, since they can be absent from
some committee meetings. These members will be therefore more dependent on the manager in order to gather
internal information (Harris and Raviv, 2008).Thereby, the manager will have more influence on the audit
committee directors and he will have more liberty and opportunities to manage the earnings of the firm. At this
level, we notice that this positive relationship corroborates the findings of Piot and Janin (2007) in the French
context. We find moreover that the level of leverage affects the magnitude of discretionary accruals positively and
significantly at the 1% level. This positive relationship may be explained by the fact that highly leveraged firms are
motivated to manage their earnings by increasing discretionary accruals, in order to convince borrowers and to prove
their solvency. This might help them to negotiate the terms of their loans and to respond easily to their financing
needs with lower costs. However, the results show also that no other variables in the regression model have any
impact on earnings management.

CONCLUSION

Using a sample of 88 non financial French listed companies belonging to the SBF 120 index, during the
financial year 2008, we find that the magnitude of earnings management in French firms is an increasing function of
the mean (median) level of multiple directorships held by audit committee members. In other words, if the audit
committee members undertake on average an additional number of outside directorships, the level of earnings
management increase. Our findings thus show that audit committee can’t provide effective monitoring of earnings
management when its members hold too many outside directorships. The accumulation of many directorships can
reduce the available time of the audit committee members and make them busier, so they become unable to control
the discretionary behavior of managers effectively and to constrain the earnings management practices. These results
suggest, therefore, that the earnings management in French firms is more influenced by the lack of time devoted by
busy audit committee members to their monitoring tasks, than by the reputation and the expertise gathered from the
accumulation of outside directorships. Thus, our study recommends that audit committee members shouldn’t hold
many outside directorships. Furthermore, our results show that the size of the audit committee and the independence
of its members are significantly associated with higher level of earnings management. Our findings also prove that
there is a positive relation between the magnitude of earnings management and the level of leverage in the firm.

This paper contributes to the existing literature by studying the effect of audit committee on earnings
management from a new perspective: audit committees multiple-directorships. We provide considerable evidence on
the link between audit committee multiple-directorships and corporate earnings.

The results of this paper have implications for firms seeking to improve their audit committee
effectiveness. Thereby, the results must encourage companies to avoid the appointment of directors holding multiple
directorships or to reduce the number of outside directorships held by members of its audit committee, this if they
want to improve the quality of financial information disclosed. Moreover, the findings of this paper have
implications for investors in understanding the effect of audit committee multiple-directorships on corporate
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earnings. According to our results, investors should see multiple directorships of audit committee members as a
threat. Furthermore, the results of this study may have implications for regulators who are concerned to reduce
opportunities for earnings management and to improve financial reporting quality. Practically, the findings of this
study provide some meaningful insights for the decision makers and policy makers in terms of the role of audit
committee in enhancing the reliability of the financial reporting process and the information content of accounting
earnings. Investors and shareholders too should be aware of management’s capacity to alter accounting earnings for
opportunistic purposes. Our findings in general support the French regulatory authority laws that require firms to
limit the number of outside directorships that a director can hold simultaneously. So, our study recommends, for
other francophone contexts, the imposition of limits on the number of directorships held by audit committee
members if they seek to improve financial reporting quality.

The results and implications of our research are subject to several limitations that suggest future research.
Firstly, due to difficulties in collecting data, the sample size of our research is relatively small and the period of the
study is short compared to some studies examining earnings management. Future research could use larger sample
and longer period when data becomes more available. Secondly, our model did not include all new governance
variables that may affect the extent of earnings management. Thus, future research on earnings management may
include and analyze the impact of others new governance variables related to the ownership structure or the
compensation of CEO on the magnitude of earnings management.
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