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The Impact of Audit Firm's Size and Rotation on
Accounting and Real Earning Management Practices

An Empirical Study on Egyptian Listed Companies
Abstract

The research aimed to study and test whether there was a Significant
Variances between the companies in the level of earrings management (EM)
practice, whether accounting (Emy or real (Em), depending variances of the
level of External auditing quality Measures, where the researcher focused on

both the audit firm's size, and the turnover of the auditor.

Based on a sample of companies listed on the Egyptian Stock Exchange
over the period from 2013 in 2018, there is an empirical evidence about
significant variances between the companies in level of accounting (Em)
through accruals according to Auditor's size. The Miller ratio was used as an
indicator of accounting (Emy for each individual company, while the total

number of clients of each auditor was relied upon as a proxy of auditor's size.

However, the researcher did not find any significant variances between the
companies in the level of real (Emy due to the auditor's size. On the other
hand, there was no significant difference in the level of both accounting (Em)
and real (Em), for companies that changed the external auditor between the

previous period and subsequent period of the hiring a new auditor.

Keywords: Audit Quality, Audit Firm Size, Audit Firm Rotation, Earning

Management Practices.
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Method

u1: mean of Acc.EM for big auditor Co.
H2: mean of Acc.EM for Non big auditor Co.
Difference: pq - |2

Equal variances are not assumed for this analysis.
Descriptive Statistics

Sample N Mean StDev SE Mean
Acc.EM for big auditor Co. 32 0.131 0.105 0.019
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Acc.EM for Non-big auditor Co.
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V/(®) Gala
Two-Sample T-Test and Cl: NonAcc.EM for big auditor ; NoAcc.EM for non-big
auditor Co.
Method

us: mean of NonAcc.EM for big auditor Co.
M2: mean of NoAcc.EM for non-big auditor Co
Difference: py - M2
Equal variances are not assumed for this analysis.
Descriptive Statistics
Sample N Mean StDev SE Mean
NonAcc.EM for big auditor Co. 32 0.0716 0.0448 0.0079
NoAcc.EM for non-big auditor Co 32 0.0898 0.0629 0.011
Estimation for Difference

95% CI for
Difference Difference

-0.0182 (-0.0456; 0.0091)

Test
Null hypothesis Ho: p1-H2=0
Alternative hypothesis Hi: pg - i #0
T-Value DF P-Value
-1.33 55 0.188

T/(G)éa.h

Two-Sample T-Test and Cl: Acc.EM Befor rotation; ... EM After rotation
Method

ws: mean of Acc.EM Befor rotation

H2: mean of Acc.EM After rotation

Difference: py - U2
Equal variances are not assumed for this analysis.
Descriptive Statistics

Sample N Mean StDev SE Mean

Acc.EM Befor rotation 29 0.234 0.148 0.027
Acc.EM After rotation 29 0.277 0.218 0.040
Estimation for Difference

) 95% ClI for
Difference Difference

-0.0428 (-0.1410; 0.0553)

Test
Null hypothesis Ho: i -H2=0
Alternative hypothesis Hy:pg -z #0

T-Value DF P-Value

-0.88 49 0.385
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Two-Sample T-Test and Cl: Non-Acc.EM Befor rotation; Non-Acc.EM
After rotation
Method

w1: mean of Non-Acc.EM Befor rotation
M2: mean of Non-Acc.EM After rotation
Difference: p4 - Uz

Equal variances are not assumed for this analysis.
Descriptive Statistics

Sample N Mean StDev SE Mean

Non-Acc.EM Befor rotation 29 0.385 0.304 0.056

Non-Acc.EM After rotation 29 0.523 0.316 0.059
Estimation for Difference

95% CI for
Difference Difference

-0.1379 (-0.3011; 0.0252)

Test

Null hypothesis Ho: p1 -2 =0
Alternative hypothesis Hjy: p; - g2 #0

T-Value DF P-Value
-1.69 55 0.096
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