Management and Sustainable Development Studies

Volume 2, Issue 2 - Summer 2022 - Pages 29-57

Homepage: https://msds.zahedan.iau.ir

Explaining Relationship Between Audit Opinion and
Auditor’s Qualitative Characteristics on Earnings

Management

Omid Sabaghiyan Toosi!, Zahra Moradi #*, Shohreh Yazdani®

1. Department of Accounting, Damavand Branch, Islamic Azad University, Damavand, Iran.
2. Department of Accounting, Damavand Branch, Islamic Azad University, Damavand, Iran.
3. Department of Accounting, Damavand Branch, Islamic Azad University, Damavand, Iran.

OPEN ACCESS

Article type: Research Article

*Correspondence: Zahra Moradi

z-Moradi@damavandiau.ac.ir

Received: May 5, 2022
Accepted: August 20, 2022
Published: Summer 2022

Citation:

Sabaghiyan Toosi, O., Moradi, Z.,
Yazdani, S. (2022). Explaining
Relationship Between Audit Opinion
and Auditor’s Qualitative
Characteristics on Earnings
Management. Journal of
Management  and  Sustainable
Development Studies, 2(2), 29-57.
doi:

10.30495/msds.2022.1963359.1067

Publisher’s Note: MSDS stays
neutral with regard to jurisdictional
claims in published material and

institutional affiliations.

Copyright: © 2022 by the authors.
Submitted for possible open access
publication under the terms and
conditions of the Creative Commons
Attribution (cc BY)
(https://creativecommons.org/licenses/b
y/4.0/).

license

Abstract: This study explaining relationship between audit opinion and
auditor’s qualitative characteristics on earnings management in companies with
different investments opportunities. In this research, the data of 320 companies
during the years 2011-2021 have been analyzed using Eviews econometric
software. To test the hypotheses using the middle of 4 methods (MEQLDTA),
(MB), (PPEQGMEQLD) and (Growth PPE), the statistical population was
classified into two groups of companies with high and low investments
opportunities. In a group hypotheses were tested using data panel estimation
and ML - Ordered Probit method and the results are as follows: There are a
significant positive relationship between the auditor's tenure and the auditor
independence with the audit Opinion. There is a significant negative
relationship between the change auditor with the audit Opinion. Then the
hypotheses were tested using unstructured estimation in (OLS) and (ARMA)
methods and the result is as follows: Results of b_1 group hypotheses: There is
a significant relationship between the earnings management and auditor’s
qualitative characteristics in companies with high investments opportunities,
which are separated by MEQLDTA and Growth PPE methods. Results of b_2
group hypotheses: There is a significant relationship between earnings
management and auditor’s qualitative characteristics in companies with low
investments opportunities, which are separated by MB, PEEQGMEQLD and
Growth PPE methods.
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Extended Abstract

Introduction

Auditors play a decisive role in insisting companies to provide accurate
financial statements. If a professional auditor intends to provide quality
audit services, he/she can limit management misconduct in performing
earnings management activities by applying his professional judgment
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and experience and insist on presenting transparent and fair financial statements (Debnath,
Chowdhury, Khan , 2022:7). Manipulation in accounting information creates this opportunity for
management to communicate a type of message that shapes people's opinion about the company's
performance (Riahi Balkoui, 2013, p.645). Therefore, it is necessary to know the motivations and
tools of earnings management (Ghaemi, Ghiyasvand & Tojaki, 2011:143). Managers' choice of
action in using the principles of fulfillment and compliance is one of the factors that affects the
quality of profit (Khajavi & Nazemi, 2005:51). On the other hand, the auditor's professional
judgment regarding earnings management will lead to the preservation of real information in
financial reporting and support for users and their achievement of expected investment returns
(Du, Li, Lin & Wang., 2018, p .16). The added value of the audit also appears here, because the
audit is a type of review imposed on the discretion of management and information risk, due to
the amount of caution accumulated and determining the effect of the quality of the audit (Chen,
Chen, Lobo & Wang., 2010, p .26). In the current market conditions, optimal use of investments
opportunities leads to success (Shoorvarzi & Azadvar, 2010:16). Since companies with high and
low investments opportunities differ in their ownership structure, agency relationships and
bankruptcy risks also cause differences in the effectiveness of auditing in their financial reporting
(Lai, 2009). , p.40). Therefore, considering that companies with high investments opportunities
have more flexibility in earnings management, and high audit quality controls earnings
management in these companies, in this research, first by following Francis and Michel (2007:413)
the auditor's qualitative characteristics will be used as a scale to evaluate audit quality, and the
performance of large and non-large auditors will be considered based on quantitative and
qualitative variables on the type of auditor's comments (Norton, 2018, p. 56). In the second step,
we will compare the relationship between earnings management and the amount of qualitative
characteristics of the auditor in companies with high and low investment opportunities.

Case Study

The statistical sample of the research includes companies that from the beginning of 2011 to the
end of 2021 are among the companies listed on the Tehran Stock Exchange and Securities
Organization (TSESO).

Theoretical framework

Unqualified opinion: is provided to the employer when he/she has followed the three general
standards and the three operating standards in the preparation of financial statements, with the
condition that the financial statements are in all material respects in accordance with Generally
Accepted Accounting Principles (GAAP) and the conditions that the addition of an explanatory
paragraph or Change the word processing to make it not exist. Qualified opinion: is provided due
to significant limitations or deviations from (GAAP). Adverse opinion: is provided when there is
a significant deviation from (GAAP). Disclaimer of opinion: is provided when there is a very
important (fundamental) limitation or when there is a lack of independence of the auditor (David,
2017, p.7). Earnings management: refers to biased financial reporting, based on which managers
intentionally intervene in the financial decision-making process in order to gain some special
benefits (Chen & Peer, 2017, p.167). Investment: is the conversion of financial funds into one or
more types of assets that will be kept for a period of time in the future. On the other hand,
investment requires studying the investment process and wealth management of investors. This
wealth includes the sum of current income and the present value of future income. Therefore, the
present value and the concept of compound interest can play an important role in the investment
process (Hewitt, Hodge, Frank, Pratt & Jamie., 2015, p.33). Audit quality: is a good reputation
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and professional care, as a result of the auditor's good reputation, the credibility of financial
statement information will increase, and due to the auditor's professional supervision and care, the
quality of financial statement information will increase (David, 2017, p.5).

Methodology

In terms of different dimensions of research, the method of this research is based on the theoretical
foundations of the book of experimental research and methodology in accounting (Bani Mahd,
Arabi & Hassanpour, 2016: 48). Therefore, this research is an applied research in terms of
execution result, quantitative research in terms of execution process, combined research in terms
of performance logic (deductive and inductive), retrospective longitudinal research (post-event)
and In terms of purpose, it is a correlational analytical study. The data required for this research
are mainly collected from the following sources and methods:

1- Library: To collect information related to the research background and to make the
researcher more familiar with the details of the subject, library documents, information
received from Internet sites and sites related to the subject have been used. Including:
(SSRN, Elsevier, Springer & Science Direct).

2- Exchange system trading system: Information data related to the structure of capital
and liquidity will be extracted from the trading and supervisory system of the (TSESO),
which includes "Tadbirpardaz" and "Rahavard Novin" softwares.

3. Use of software: Excel 2019 spreadsheet software will be used to calculate the variables
and ivory Eviwes econometric software will be used to process them.

Society and statistical sample have been selected through the method of systematic
elimination as follows:

The name of the company should be listed in the list of listed companies. The company
name should not be removed from the list of listed companies. The company is not an
Over the Conter (OTC). The company has been a member of the (TSESO) before 2008.
Financial and non-financial information of the company is available during the research
period. Based on the implementation of the mentioned filters, finally 320 companies listed
on the (TSESO) remained in the statistical population of the research.

Discussion and Results

The significant relationship between the variables expressing the auditor's qualitative
characteristics and the auditor's opinion type shows that when a company is audited by high-
quality auditing institutions, the management of the audited companies is less likely to participate
in earnings management, and on average 80% of the companies admitted to the (TSESO), which
has been audited by high-quality auditing institutions, has received a qualified opinion. On the
other hand, the characteristics of the tenure of the auditor, the independence of the auditor and the
change of the auditor after the year of renewal of the financial restatements have a significant
relationship with the qualified audit opinion. The findings show that companies with high
investments opportunities are more likely to earning management and probably income smoothing
in this group is more (Dibrova, 2015, p. 284), (Chen & Peer, 2017, p. 171) and (Defond, Wong &
Li., 2000, p. 281). By separating the companies in terms of investments opportunities, it was
observed that the MEQLDTA and GROWTHPPE methods show the fitting power of the
regression model more efficiently in companies with high investments opportunities. On the other
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hand, it is better to use MB, PPEQGMEQLD and GROWTHPPE methods to separate companies
in terms of low investments opportunities.

Conclusion

This research, explains the relationship between audit opinion and auditor’s qualitative
characteristics on earnings management in companies with different investment
opportunities. The results depict the competitive nature of Iran's audit market, and auditors
have significant incentives not to disturb the structure of their owners. As a result, audit
institutes may be involved in restrictive operations. According to the comparison of
earnings management in companies with different investment opportunities in this
research, a higher level of earnings management is expected for companies with high
investment opportunities, compared to companies with low investment opportunities.
Because investments opportunities affect earnings management (Sharif, 2016, p. 7),
(Kazmi, et al., 2016, p. 613) and (Scalera, & Zakova Talpova, 2014, p. 1249). Referring
to the adjusted coefficient of determination to explain the explanatory power of the
methods in separating companies in terms of investment opportunities, the MEQLDTA
method is selected as the optimal method with 39.7% in companies with high investment
opportunities. In contrast to the MB method, with an adjusted coefficient of determination
of 40.1%, it has high explanatory power for explaining the effect of variables among other
methods in companies with low investments opportunities.
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