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Abstract:
The objective: developing internal audit activities regarding reviewing
and assessing the procedures and assumptions used to measure the
parameters of expected credit loss model. Furthermore, investigate the
reflection of such activities on reducing the practices of discretionary
earnings smoothing through loan loss provisions (LLPs).
Methodology: An analytical study was conducted on the methodology
for applying the expected credit loss model under the IFRS 9, in
addition to a field study of a sample of (98) individuals that included all
the managers of the risk, internal audit, and compliance and
governance departments of the banks in question. The purpose was to
assess the level of awareness among officials from these three
departments regarding the significance of developing internal audit
activities to examine the methodology employed in applying the
expected credit loss model and its potential impact on mitigating the
practice of discretionary earnings smoothing through loan loss
provisions.
Findings and recommendations: The research concluded that
developing internal audit activities to examine the methodology for
applying the expected credit loss model enhances the accuracy,
reliability, and transparency of estimates of these losses. Additionally,
it leads to more transparent and reliable financial statements, thereby
limiting discretionary earnings smoothing through loan loss provisions
by identifying and preventing such practices. The field study findings
revealed no statistically significant differences between the
respondents' opinions regarding commercial banks’ awareness of the
determinants and the methodology of applying the expected credit loss
model. Additionally, it was found that there exist significant
differences among the respondents’ viewpoints concerning the qualities
of discretionary earnings smoothing techniques using loan loss
provisions in commercial banks. Simultaneously, it was observed that
there existed no statistically significant differences among the
respondents’ viewpoints concerning the development of internal
auditing procedures in commercial banks for scrutinizing the
methodology employed in applying the expected credit loss model.
Finally, the development of internal audit activities aimed at assessing
the methodology of applying the expected credit loss model
significantly impacted mitigating the practice of discretionary earnings
smoothing through loan loss provisions by commercial banks.
Keywords: Internal Audit Activities, Expected Credit Loss Model,
Discretionary Earnings Smoothing.
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