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Abstract:

This study aims to explore the nature of the relationship between audit quality
and earnings management practices through intentional misclassification of
expense items in the income statement. A set of surrogate measures for the
audit quality was relied upon, represented in the extent of the audit firm’s
association with an international auditing firm, the percentage of companies
audited by the audit firm, external auditor’s opinion, and audit report lag. The
intentional misclassification of expense items in the income statement was
measured through non- expected operating earnings as the difference between
actual operating earnings and expected operating earnings.

The Empirical Study applying to a sample consisting of (22) companies from
the companies listed in the EGX 30 index of the Egyptian Stock Exchange
during the period from 2011 to 2021, and using multiple regression analysis
on three levels of analysis, which are basic, additional, and sensitivity
analysis, the study concluded that, Egyptian companies listed in The Egyptian
Stock Exchange Index EGX30 practice different levels of earnings
management practices by managing the presentation of income statement
items with the aim Inflate operating earnings that have a permanent nature
and depend on which users of financial reports in predicting the future of
companies. There is also a positive and significant effect of the audit quality
in limiting earnings management practices through managing the presentation
of income statement items. The nature of this relationship is also affected by
a set of control variables, which are the extent of the company's exposure to
the risks of financial destress, the return on assets, and the size of the
company.

This study has implications for the environment of professional practice, as it
provides evidence from the reality of the Egyptian business environment
about the audit quality and what drives the motives of company managers
towards managing the presentation of income statement items and thus the
quality of financial reports, and thus providing results for regulatory,
professional and supervisory authorities in the field of disclosure quality to
take steps Towards considering or amending accounting standards in the field
of presenting financial reports.
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