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Abstract:

The study aims to determine the effect of managerial opportunistic
behavior (which is measured by the manager’s ability to engage in real
earnings management activities (REM)) on audit fees and the type of
issued audit report. The study examines real earnings management
practices, including sales manipulation, over- production, and
discretionary expenditure reduction, and their impact on audit fees and
audit report.

A field study is conducted where the study sample consists of 200
auditors, with questionnaires disseminated to auditors working in
Accountability State Authority or auditing firms in Egypt. Responses
were collected from 130 auditors, resulting in a response rate of 65%,
which is considered appropriate for reflecting the chosen research
population.

The study concluded that there is a significant positive effect of
managerial  opportunistic  behaviour  specifically real earnings
management activities on audit fees and the type of issued audit report.

Keywords: Managerial opportunistic behaviour, Real Earnings
Management, Audit fees, Audit Report, Agency Theory.
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1. Introduction:

The growing number of corporate frauds involving accounting
irregularities undermines the concept of "true and fair" accounting
information. According to the agency theory, managers' opportunistic
distortion of accounting information to meet earnings targets has
negatively impacted accounting decisions and disclosures in financial
reporting (Chang, 2015).

Managerial opportunism results in the manipulation of earnings for
personal gain (Boubakri, Ghalleb and Boyer, 2011). Auditing serves as a
control tool, reducing or eliminating managers' opportunistic behaviors
such as earnings management. As a result, it ensures a fair level of
financial statement dependability. Using financial information, an
unqualified audit opinion may be utilized as a promise and assurance for
numerous stakeholders. A modified audit opinion, on the other hand, may
indicate a piece of negative information. The auditor's report is the end
outcome of the accountant's investigation. Auditors must first gather and
assess audit evidence. Second, they should declare if the audited financial
statements are in line with the financial reporting structure. This view is
included in the audit report, which is distributed to the company's
financial reporting users (Imen and Anis, 2020).

Real earnings management activities (REM) are considered a result
of managerial opportunistic behavior which is enacted through operating
— investing or financing activities, the current study focuses on operating
activities which is considered the most enacted activities in the
organizations that could be easily aligned with the organization's normal
activities.

Under some economic conditions, certain real manipulation
methods, like price reductions and reductions in discretionary
expenditures, may be optimum. However, if managers engaged more
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vigorously than normal in this domain due to economic conditions to
meet or exceed a profit objective, they therefore manipulated their
earnings through genuine actions (Roychowdhury S., 2006).

The initial REM operational activity is sales manipulation;
overseeing sales demonstrates managers' efforts to enhance their sales
performance throughout the year. By providing limited price discounts or
adaptable financing terms ( Roychowdhury S., 2006 ,Ge and Kim, 2014b,
Ge and Kim, 2014a, Cohen D., et al, 2008).

The second REM operational activity is overproduction; industrial
organization managers may produce more goods than necessary to
exceed required revenues. Consequently, fixed overhead costs are
allocated across a greater number of units at elevated output levels,
thereby reducing fixed unit costs. This leads to reduced COGS and
improved operational margins recorded by the firm (Roychowdhury S.,
2006). The cost of sold items is shown in the income statement as COGS,
while unsold goods are recorded in the balance sheet as inventory (Ge
and Kim, 2014b). Production costs are determined by the aggregate of
COGS and inventory (Md Nasir N., et al., 2018).

The third REM operational activity is the reduction of discretionary
expenditures, which encompass advertising, marketing, general and
administrative costs, in addition to research and development (R&D)
spending. (Luo B., 2019). Discretionary expenditures are generally
settled in cash by enterprises. Minimizing such expenses decreases cash
outflows and positively influences anomalous cash flows in the present
time (Chouaibi J., et al, 2019).

Following the observation of opportunistic behavior, auditors may
need to perform further audit work to ensure assurance over significant
alterations in clients' transactions. For instance, in response to an
unforeseen fluctuation in manufacturing prices, an auditor may undertake
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additional audit procedures for inventory management. Moreover, an
unusual decline in R&D expenditures is expected to result in increased
examination of intangible asset audits. The auditors are expected to
allocate more hours to the audit of fixed assets following the observation
of atypical gains in asset sales. Moreover, to the extent that any of these
anomalous behaviors identified elevate the perceived likelihood of going
concern, the measures associated with this perspective similarly augment
the current fees. (Greiner A, et al, 2013).

Auditors must exercise due professional care in implementing the
appropriate analytical procedures to identify REM activities. In instances
of significant doubt, auditors should scrutinize management's strategies
to address such activities and obtain essential and reasonable audit
evidence to either confirm or refute concerns regarding the organization's
viability. Furthermore, auditors should request a written report from
management detailing its plans and procedures. If auditors issue an
unqualified audit report despite identifying REM activities, they may
face substantial litigation risk (Alhadab M., 2017, p. 410), as the auditors'
report is the only method by which users can ascertain that the firm's true
economic reality is accurately reflected in the financial statements (Sani
A. etal., 2018).

The purpose of the current paper is to determine whether observing
opportunistic behavior (focusing on real earnings management activities)
may affect audit fees and audit report or not. The current paper is divided
into 4 sections, introduction, literature review and hypotheses
development, field study and conclusion.

2. Literature Review and Hypothesis Development:
2.1. Opportunistic Behavior and Earnings Management:

Manager’s opportunistic behavior is considered the main reason for
engaging in earnings manipulation as real earnings management. Real
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earnings management occurs when managers engage in activities that
deviate from the initial best practice to boost reported earnings. (Gunny
k., 2005) or when they deviate from regular operations to trick
stakeholders into thinking financial reporting objectives have been
achieved (Roychowdhury S., 2006).

Managers may employ REM to hide the "real” results and actions
of their organizations while increasing earnings to a certain level
(Enomoto M., et al, 2012).

REM's main privilege is that it is less likely to be discovered by
auditors or regulators, and it can easily achieve the desired profit
(Darmawan 1., et al, 2019). In other words, REM is considered more
opaque to external users which makes it has prevalence over AEM
(Huang X., et al, 2020).

However, not all managers or companies engage in REM, as
Certain traits are necessary to assume the risk of managing earnings
through REM.

2.1.1.Characteristics of Managers and Organizations that Could
Take the Risk of Managing Earnings Through REM:

2.1.1.1 Managers’ Characteristics:

Compared to accruals, managers are far more willing to manage
their earnings via REM. Top management undoubtedly plays an
important role in the implementation of an organization's strategic
decisions. The top management team (TMT) consists of all managers at
or above the vice president level (Qi B. et al., 2018,). CEOs are often
regarded as the most powerful people in any firm. They make corporate
choices such as the release of financial information, the composition of
the board of directors, and so on, and they are ultimately responsible for
the company's success. Because the CEO is in charge of the
organization's success, there is a higher chance of earnings management.
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The following are some management characteristics that will be
discussed:

1. Gender, age, education level, and financial job experience.

2. Managerial ability, and

3. Compensation depending on earnings, tenure, and the presence of a
co- CEO.

First: Age, Gender, Educational level, and Financial Job Experience:

The Upper Echelons Theory (UET) posits that the cognitions,
attitudes, and expectations of senior management significantly impact a
company's actions and performance (Huang and Sun, 2017). Qi B. et al.
(2018) indicated that due to the challenges in quantifying the
psychological framework of executives (including cognitions, beliefs,
and expectations), UET theory proposed that observable demographic
characteristics (such as age, gender, employment history, and education)
serve as a reasonable proxy for the underlying psychological differences.

According to Qi B., et al. (2018), these demographic factors
encompass both innate personal qualities like gender and age and learned
characteristics like work experience and educational level. Senior
executives approaching retirement tend to avoid risky actions that could
compromise their established characteristics, which in turn makes them
less likely to engage in AEM or REM. Female executives or CEOs are
also more loyal to their organizations and less likely to engage in REM.
Highly educated managers are less likely to engage in REM because they
are fully aware of the impact on the organization's performance.

Finally, although managers with extensive financial work
experience are completely aware of the implications of REM, they are
also strongly involved in REM practices since they have the most
knowledge with their firm and are fully aware of the opagueness of REM
activities to outside regulatory bodies. To summarize, young, male, less

-Y4..



Faculty of Commerce Scientific Journal, 84, June 2025

educated, and with the most financial job experience CEQOs are the most
likely to engage in REM activities.

Second: Managerial ability:

The ability of top management to maximize the benefits of earnings
management is largely influenced by their cognitions, beliefs, and
expectations. This ability is largely derived from their industry
knowledge, which includes the sector, business strategy, and technology
awareness. However, two opposing opinions exist in this regard: (Huang
and Sun, 2017)

Firstly, more competent CEOs or managers are less likely to
engage in REM, since they can achieve optimal results with existing
resources without resorting to earnings management practices, and also,
they are fully aware of its consequences on the firm performance.

Second, more capable CEOs or managers are more likely to be
engaged with REM because they are able to allign REM into their regular
business activities.

From the researchers’ perspectives, managers recognize that failing
to meet earnings targets incurs more detrimental effects on their
organizations than engaging in earnings management. Consequently, the
latter viewpoint is substantiated, as managers optimize their performance
when they lack alternative means to achieve target earnings, thereby
participating in real earnings management (REM) more adeptly, treating
it as an integral aspect of their operations rather than mere earnings
manipulation.

The second opinion also was supported by Huang and Sun (2017)
and Chou and Chan (2018) where they reached the same conclusion.
They found that REM is positively connected with CEOs who have the
highest levels of experience, expertise, or competence.
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Third: Earnings Based Compensation, Tenure and CEO Duality:

Other significant factors influencing CEOs or managers' decisions
to participate in REM activities include earnings-based remuneration,
tenure, and CEO duality. In a scenario where CEO remuneration is
closely correlated with the company's stock price, CEOs may possess
considerable incentives to distort stated earnings or influence the timing
of information dissemination to further their own interests. Consequently,
CEOs may be anticipated to engage in REM to optimize their wealth.

In terms of the CEO's tenure, a tenured CEO is more likely to
improve the organization's performance through effective management
and earn a higher salary as a result of the accumulation of sufficient
business knowledge and experience over the course of their years of
service. In other words, the longer the CEQ's tenure, the less likely they
are to engage in the REM. Roychowdhury S. (2006), Chi W., et al.
(2011), and Chou and Chan (2018) concluded that CEOs engage in more
REM activities to increase their short-term earnings as their tenures
extend.

The final critical factor that could potentially increase the probabilit
y of REM activities is CEO duality, which is the act of serving as both a
board chair member and CEO. This practice has the potential to incre
ase CEO entrenchment, which in turn reduces the flow of information to t
he board of directors and, as a result, the board's ability to monitor manag
ers (Chou and Chan, 2018). When the CEO holds the position of both bo
ard chair and CEO chair (CEO duality), a conflict of interest arises, and t
he organization's power would be concentrated in the hands of a single in
dividual, which is likely to increase engagement in the REM (Naciti V.,2
019, Al-Haddad and Whittington, 2019).
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In conclusion, CEOs are more likely to engage in REM when their
compensation is closely linked to earnings, their tenure in the
organization is shorter, and they have held both the position of board
chair and CEO (i.e., CEO duality).

Nuanpradit S. (2019) concurred with Chou and Chan (2018) that
the probability of REM activities was elevated by CEO duality and early-
serviced CEOs.

Regarding CEO tenure, the researchers agreed with
(Roychowdhury S., 2006) solely; CEOs with longer tenures are more
likely to engage in REM because they have more experience with the
organization and its activities, are more likely to align REM with the
normal activities of the organization and have an incentive to maximize
their wealth before ending their service. In contrast, CEOs with shorter
tenures have less experience with the business and are more likely to be
afraid of losing their position if they engage in unethical practices such as
real earnings management.

2.1.1.2 Organization’s characteristics

The likelihood of REM engagement is not solely attributed to the
characteristics of managers; rather, the characteristics of the organization
are equally significant and must be comprehended by regulators to
identify REM activities. Organizational attributes that are examined
include:

1. Organizational type, whether manufacturing or merchandising,
2. Organizations with debt covenants;

3. Organizations with expansion potential;

4. Organizations with increased stock inventories; and

5. Organizations with large credit sales.
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The characteristics of these organizations were summarized by
Roychowdhury S. (2006), who concluded that manufacturing and
merchandising companies can offer price reductions (which is considered
one of the REM activities) to increase sales. However, overproduction
(one of the REM) is restricted to organizations in the manufacturing
industry. As a consequence, manufacturing industries experience an
increase in anomalous production costs due to questionable firm-years.
Suspicious firms that have debt restrictions that render losses unattractive
have a greater incentive to engage in real activity manipulation than
suspect firm-years that lack such covenants.

The stock market imposes a more severe penalty on organizations
with growth potential if they fail to meet income objectives; as a result,
these organizations have a greater incentive to participate in REM.
Additionally, when an organization has a lengthy inventory history, it is
easier to implement excess output to cover fixed inventory expenses and
is more likely to remain undetected.

In a similar vein, an organization that has substantial credit sales to
dealers may find it simpler to engage in channel stuffing, which entails
sending products to dealers before the transaction is officially recognized
and recording receivables. The organization may need to offer dealers
additional price reductions in order to offset any increased inventory
holding expenses. ( Roychowdhury S., 2006)

In 2006, Roychowdhury S. added Future buyer potential and the
organization's ability to pay suppliers on time were in risk if its financial
performance fell below a predetermined threshold, like zero. The extent
of real activity manipulation at the start of the year should therefore
positively vary with the current liabilities, as higher levels of outstanding
commercial debt and other short-term liabilities lead to harsher credit
conditions and other terms for suppliers, as well as a negative reaction
from suppliers.
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Organizations that satisfy the following criteria: disclose small
income (satisfy and only exceed analyst earnings projections), have an
irregular operating activity, and have increased net operating assets
above the sales ratio (NOA) are suspected of employing some earnings
management practices such as real earnings management to prevent loss
reporting (Taylor and Xu, 2010).

According to the researchers, managers who are male, young, less
educated, and have a lot of financial work experience—as well as
managers who are more capable and whose pay is based on their
earnings—and CEOs who have held both board chair and CEO chair
(CEO duality) are the traits that are most likely to have led to higher real
earnings management activities.

For organizations that are most likely to engage in real earnings
management activities are manufacturing organizations, organizations
that have high debt covenants, higher liabilities to suppliers, higher stock
of inventory, and significant credit sales, so, in order to improve the
likelihood of real earnings management detection, regulators must have a
thorough understanding of these traits and revise them frequently.

2.2.Mangerial Opportunism and Audit Fees:

Any supplementary amount of audit fees imposed in a specific
relationship between an audit firm and its client is defined as the unusual
level of auditing fees.

The client's size, complexity, and risks are often factors of audit
fees. Additional fees may be ascribed to (Greiner A., et al, 2013):

1. Compensating auditors for additional effort required to finalize the
audit.

2. Compensating auditors for increased risk, as well as for greater work,
may provide a favorable pricing impact.
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Upon suspicion or discovery of earnings manipulation
(opportunistic behavior) actions, auditors are likely to respond by
decreasing acceptable detection risk (a diminished tolerance for the
failure of auditing methods to identify substantial misstatements) and
augmenting business risk. These risks encompass audit-related litigations
that can be mitigated by enhanced measures. Auditors may reduce the
acceptable audit risk in reaction to heightened perceived business risk,
offering additional safeguards against the potential of issuing an
inaccurate opinion due to a corresponding increase in underlying risk.
Consequently, the auditor expends additional work and increases
expenses due to heightened risk. (Greiner A, et al, 2017).

Earnings manipulation due to opportunistic behaviors is enacted
through two channels accruals earnings management (AEM) or real
earnings management (REM). Real earnings management exerts a more
significant influence on audit fees than accruals earnings management;
thus, organizations should recognize that transitioning from AEM to
REM may increase compliance expenses, particularly in countries with
stringent legislative frameworks. (Choi A., et al, 2021) The magnitude of
irregular audit fees is regarded as a reaction to the presence of real
earnings management activities. Notably, anomalous discretionary
expenditures, atypical manufacturing costs, and the overall amount of
real earnings management exhibit a strong correlation with elevated audit
fees. Supplementary audit expenses incurred by audit firms lead to
increased audit processes, hence enhancing the efficacy and efficiency of
their client's operational systems and complicating the ability of
managers to manipulate reported results. (Alhadab M., 2017)

REM positively influences audit fees overall. Furthermore, it was
determined that real earnings management (REM) resulting from
heightened production costs and reduced discretionary spending
positively influences audit fees, but real earnings management stemming
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from increased sales had no effect on audit fees. (Ghanbari A., et al,
2014,). Enhanced audit efforts involve the investment of more resources
by auditors to identify REM. (Paredes P., 2017)

The researchers concur with prior literature that real earnings
management activities initiated by the organization as a result of
managerial opportunistic behavior are significantly associated with
increased audit fees. This is attributed to the allocation of additional
resources and the implementation of more extensive audit procedures by
auditors to identify REM activities.

Furthermore, elevated audit fees reflect a perception of greater
business risk within the organization. Consequently, increased audit fees
resulting from real earnings management serve as an indicator that the
auditor has exercised due professional care to mitigate business and audit
risk and to ensure the integrity of financial statements. Consequently,
REM's presence without elevated audit fees signifies diminished effort
and reduced processes undertaken by the auditor to perform a fair and
accurate audit.

2.3. Managerial Opportunism and Audit Report:

The objective of the audit report is to enhance confidence in the
financial statements of the intended users. The auditor is alone
accountable for the opinion that accompanies the report. An opinion does
not constitute a certificate. (Tsipouridou and Spathis, 2014)

The audit opinion, being the exclusive responsibility of the auditor
and entirely within their jurisdiction and control, serves as a direct
indicator of audit quality. When a going concern audit opinion is
warranted but not disclosed, the auditor issues an erroneous audit
opinion, constituting a significant audit failure. (De Fond and Zhang,
2014)
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Analyzing the correlation between an auditor's opinion and
earnings management is essential in contexts where there is a pronounced
inclination to manipulate results, since the auditor's report serves as the
medium for conveying their assessment of financial information. (Sharraf
and Nassar, 2021)

Organizations receiving a qualified audit report exhibit a
heightened level of real income management, evidenced by the
utilization of operationally abnormal cash flows stemming from sales
manipulation and the reduction of discretionary costs (Alhadab, 2016)
,Moazedi and Khansalar (2016) concurred with Alhadab (2016) that
irregular cash flow from operations adversely impacts audit opinions;
specifically, when auditors detect that earnings management (REM) has
occurred inside the audited organization, a qualified audit report is
provided. In contrast to this judgment, manipulating sales or reducing
discretionary costs did not influence the nature of the auditor's opinion.
(Abd EI Aty A., 2019)

The issuance of a qualified opinion for significantly misstated
financial statements and the failure to obtain sufficient acceptable audit
evidence are not attributable to irregular product costs resulting from
overproduction activities. (Omid A., 2015). It was determined that
irregular manufacturing costs led to the issuance of qualified or
unfavorable audit findings in financially troubled organizations. (Abd El
Aty,2019).

The researchers concur with the literature indicating that managerial
opportunistic behavior specifically Real Earnings Management (REM)
leads to the issuance of qualified or adverse audit reports, while
dissenting from studies asserting that REM has no impact on the type of
audit report issued. From the researchers’ perspective, the presence of
real earnings management (REM) activities within the audited
organization, if unacknowledged in the audit opinion, signifies a decline
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in audit quality and constitutes an audit failure, exposing the auditor to
significant litigation risk from investors and stakeholders.

Consequently, it is determined that REM activities lead to
heightened audit efforts, which subsequently result in elevated audit fees,
and the identification of REM activities increases the likelihood of
producing qualified or unfavorable audit reports.

The study hypothesis could be concluded:

Hi1: There is a significant positive effect of real earnings
management (REM) activities detection on audit fees and the type of
issued audit report.

3.Data and Study Design:

3.1.Sample:

The study sample comprises auditors from auditing firms and the
Accountability State Authority.

A judgmental sample, or purposive sampling, is employed in this
exploratory study due to the necessity for participants with specific
characteristics. This sampling method is appropriate as it falls under
Non-Probability Samples, which are instrumental in data collection when
the population size is indeterminate. The primary focus in judgmental
sampling is the researchers’ evaluation and selection of participants who
can most effectively provide the requisite information to achieve the
study's objectives. (Ayhan, 2011, Kumar, 2018)
Judgmental sampling is advantageous for creating something that is
familiar only to a limited number of people, as mentioned in the current
study. (Kumar, 2018)

The study sample comprises 200 auditors, with questionnaires
distributed to auditors employed in state accountability authorities or
auditing firms. Responses were obtained from 130 auditors, yielding a
response rate of 65%, which is deemed acceptable for representing the
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selected study population. The researchers select a judgmental sample
based on criteria aligned with the study's objectives, opting for persons
who possess relevant expertise and understanding of the issue and have a
desire to participate. The researchers select this judgmental sample based
on the subsequent criteria:

1.

The auditors involved in the research must represent auditing
businesses of varying sizes (big, medium, and small) based in Greater
Cairo, in addition to auditors from the Accountability State Authority
across several ministries in the same region.

Convergence of the auditors' professional experiences involved in the
research.

Prior to disseminating the questionnaire to the research population, it
is developed and evaluated on a pilot sample. This enables the
researchers to assess the respondents’ comprehension of the questions
and to integrate their input. Upon confirmation that the questionnaire
aligns with the research goals, it is then finalized.

3.2.Variables:

The present study considers Managerial opportunistic behavior as

an independent variable, which is subdivided and assessed by real
earnings management (REM) operational activities (sales manipulation,
overproduction & reducing discretionary expenses, while Audit fees and
Audit report serves as the dependent variable.
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The relationship between the study independent and dependent
variables could be illustrated through the following model:

Independent Dependent
Variables Variables
[ Sales Manipulation = Audit Fees

= Audit Report

[ Overproduction

Decreasing
Discretionary

3.3.Statistical Analysis:

Before executing the statistical analysis, performing a preliminary
data analysis is an essential step, as it ensures the accuracy of the future
statistical procedures. The subsequent actions were executed during the
initial data analysis phase:

1. Performing reliability testing.
2. Determining the statistical techniques to be utilized for data analysis.

3.3.1.Reliability Test:

Reliability refers to the consistency of the questionnaire statements.
In other words, if administered to a different sample of same size, the
questionnaires are likely to provide findings that are comparable, with a
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probability corresponding to the value of the reliability coefficient.
Cronbach's Alpha is employed to assess the reliability of surveys.

Cronbach's Alpha is a coefficient that ranges from 0 to 1. The
coefficient's value is O when the questionnaire data is entirely
inconsistent, and one when the data is perfectly consistent. An increase in
Cronbach's Alpha signifies enhanced reliability of the data.

The Cronbach's Alpha scale has a minimum value of 0.7, with
values beyond 0.7 indicating a robust level of data stability. Cronbach, L.
(1951). Values beyond 0.6 are also deemed acceptable (Griethuijsen V.,
et al., 2015; Taber K., 2018). Table (1) presents the outcomes of the
reliability test for the study's variables.

Table (1): Reliability Test

Variables Croﬁgggr?!?l/pha
. Manageri_al_ Decreasing Discretionary 0.848
opportunistic | Expenses (DDE)
?lgrllzal\\;li)or Sales Manipulation (SM) 0.645
Overproduction (OVE) 0.613
= Audit fees and Audit Report (AQ) 0.752

Table (1) indicates that the reliability levels of all variables are
above the threshold of 0.60, hence confirming the stability of the survey
data. Consequently, it is determined if the data correctly reflects the
examined population and is suitable for future statistical analysis. It is
important to note that question 4 has been eliminated from the
overproduction section, question 5 has been excluded from the Audit fees
and Audit report section, as they were incongruent with the other
guestions representing the variables.
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3.3.2.Demographic Data Analysis:

Table (2): Demographic data analysis

Variables Items Frequencies Pro(ez;tlon
Bachelor 81 45.8
Educational Diploma 14 7.9
Level Master 47 26.5
Doctor of Philosophy 35 19.8
Emplover Accountability State Authority 48 27.1
ploy Auditing Office 129 72.9
The There is no partnership or 117 66.1
affiliation of representation with the outside '
the audit The office is a branch of an 2 14.7
company external audit office '
Wlth fexternal The office is representative of an
auditing o 34 19.2
firms external audit office
5—10 years 76 42.9
\E(earS_Of 10— 15 years 48 271
xperience 15 years and more 53 29.9
CMA 10 5.6
Professional
- CPA 21 11.9
Certificates
Other 146 82.5
According to the preceding table:
1. The sample distribution by educational level is as follows:

The majority of the sample comprises applicants with a Bachelor's
degree, accounting for 45.8 percent.
2. The distribution of the sample by employer:

I
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The bulk of responders comprise personnel from auditing offices,
accounting for 72.9%, while the remainder, 27.1%, is employed at the
Accountability State Authority.

3. The sample distribution based on the link between the audit office and
external audit offices:

The bulk of responses, at 66.1%, consists of personnel in auditing
offices without external partnerships or representation.

4. The distribution of the sample based on Years of Experience:
The bulk of replies comprise auditors with five to 10 years of
expertise.

5. The sample distribution about Professional credentials: A predominant
82.5% of respondents own credentials other than CMA or CPA, such
as IFRS.

3.3.3. Descriptive Statistics:

Descriptive statistics for variables are computed by calculating the
mean, median, and standard deviation for each variable; these statistics
are utilized to ascertain the prevailing opinion trend within the study
sample. To validate the prevailing opinion trend of the study sample, the
One-Sample Wilcoxon Signed Rank test is employed, as seen in Table

3).

X



Faculty of Commerce Scientific Journal, 84, June 2025

Table (3): Descriptive Statistics and Wilcoxon Signed Rank test

. Descriptive Statistics Wilcoxon-test
Variables
Mean Median SD Statistic p-value
Decreasing
Discretionary {541 | 367 | 0953 | 9367.0 | 0.000
Expenses
(DDE)
Sales
Manipulation 3.75 4 0.792 | 12064.5| 0.000
(SM)
Overproduction | 5 gq 4 0.839 | 9663.0 | 0.000
(OVE) ' ' ' '
Audit fees and
Audit Report 3.68 3.80 0.709 | 125455 | 0.000

Table (3) indicates that the overall tendency for all variables is to
Agree, with both the Mean and median above 3. Furthermore, the
Wilcoxon Signed Rank test validated that the median for each variable
surpasses 3, while the p-value is below the significance threshold of 5%
(p-value = 0.000 < o = 0.05), indicating a confidence level of 99%.

The preceding table indicates that the overall trend for the variables
of sales manipulation, discretionary expenses, and overproduction
surpasses the mean and median levels of 3, with a standard deviation
ranging from 0.792 to 0.9 and a p-value of less than 5%. This suggests
that respondents concur that these three variables represent the most
prevalent real earnings management activities undertaken within
organizations which are considered indicators of managerial
opportunistic behavior, corroborating the conclusions of prior studies
(Roychowdhury s., 2006, Cohen D., et al, 2008 , Ge and Kim, 2014) .
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Ultimately, it is observed that the overall trend for the variable
audit fees and audit report surpasses the mean and median levels of 3,
with a standard deviation of 0.709 and a p-value below 5%. This suggests
that respondents concur that the indicators of audit quality (audit fees and
the type of audit report) are influenced by real earnings management,
corroborating findings from prior studies (Greiner A., et al, 2017, Choi

A, etal, 2021)

3.3.4.Correlation:

Table (4): Correlation between Real Earnings Management (REM)

activities and Audit fees and Audit Report.

_ Af
Variables DDE SM OVE QAT
Decreasing Corr.
Discretionary Expenses 1
(DDE) p-value
Sales Manipulation Corr. | 0.496 1
(SM) p-value | 0.000
Overproduction Corr. | 0.393 | 0.425 1
(OVE) p-value | 0.000 | 0.000
Audit fees and Audit Corr. ]| 0.376 | 0.453 | 0.373
(A B A p-value | 0.000 | 0.000 | 0.000 | *

The Spearman correlation test is employed to ascertain the causal
relationship between independent and dependent variables, as well as to
evaluate the interrelationship among independent variables to identify the

presence of multicollinearity issues.
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The correlation among the independent variables (Decreasing
Discretionary Expenses, Sales Manipulation, and Overproduction) varied
from 39.3% to 49.6%, failing to achieve 70%; hence, the issue of
multicollinearity is absent in the current study.

Table (4) convey:

There is a statistically significant positive relationship between
Indicators of Audit Quality variable and Decreasing discretionary
expenses, sales manipulation and overproduction, which means that the
existence of the above real earnings management activities result in
increasing the procedures of conducting the audit which is considered an
indicator of increased quality of audit, the highest effect on Audit Quality
factors comes from sales manipulation activities, this relationship is
significant whereas p-value less than significance level at 5% (p-value =
0.000 < a = 0.05), where the existence of REM activities resulted in
changing audit fees and the type of issued audit report, increased audit
fees is highly affected by the presence of REM activities where auditors
would increase audit procedures to increase REM detection which in turn
increase audit fees, in addition the presence of REM activities result in
changing audit opinion from unqualified to qualified or adverse opinion
which in turn enhance audit quality.

3.3.5.Multiple Linear Regression:

This section provides a statistical analysis to evaluate the
study hypothesis: "There is a significant positive effect of REM activities
detection on audit fees and the type of issued audit report.” Multiple
Linear Regression Analysis is employed to assess the effect of Real
Earnings Management activities (independent variables) on Audit Fees
and the Type of Issued Audit Report (dependent variable). Table (5)
presents regression coefficients, standard error (S.E.), t-test results,
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collinearity assessed using variance inflation factor (VIF), correlation
coefficient (r), coefficient of determination (r?), and F-test statistics.

Table (5): Regression Model between Real Earnings Management
(REM) activities and Audit Fees and The Type of Issued Audit

Report
Coefficients t-test F-test

H 2

Variables valee | sE i p-value VIF r r E p
value

Constant | 1.586 | 0.265 | 5.988 | 0.000 | -----

DDE 0.078 | 0.054 | 1.440 | 0.152 | 1.252 | 0.524 |0.275 | 21.838 | 0.000

SM 0.320 | 0.066 | 4.828 | 0.000 | 1.302

OVE 0.170 | 0.060 | 2.847 | 0.005 | 1.194

The Regression Model is:
AQ = a+b1DDE+b2SM+b30OVE

AQ =1.586+0.078DDE+0.320SM+0.1700VE
Table (5) demonstrates that:

1. There is no statistically significant effect of Decreasing Discretionary
Expenses (DDE) on Audit Fees and the Type of Issued Audit Report
(AQ), as the p-value of the t-test exceeds the significance levels of 5%
and 10% (p-value = 0.152 > a = 0.05). This outcome is unexpected
and contradicts conclusions drawn in the literature, which posits that
an unanticipated reduction in discretionary expenses would necessitate
expanded audit procedures to ascertain whether this decline is
consistent with the organization's standard operations or indicative of
genuine earnings management. Consequently, if the auditor fails to
identify the decrease in discretionary expenses, it could adversely
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impact audit quality (Greiner A., et al, 2013).This aligns with the
conclusions drawn by Abd El Aty A. (2019), which indicate that a
reduction in discretionary expenses does not influence audit opinions.
From the researchers’ perspective, this is likely due to the impact of
discretionary expenses is likely to manifest more significantly in the
long term than in the short term, as a decrease in discretionary
expenses may enhance an organization's profitability by increasing
cash flow in the short term.

. There is a statistically significant effect of Sales Manipulation (SM)
on Audit Fees and the Type of Issued Audit Report (AQ), as the p-
value of the t-test is below the significance threshold of 5% (p-value =
0.000 < a = 0.05). This aligns with the conclusions of prior studies
(Abasizade and Zamanpour, 2016, Alhadab, 2016), which indicated
that detecting sales manipulation requires greater effort from auditors,
thereby elevating audit fees, and that such manipulation heightens the
likelihood of receiving a qualified or adverse audit report. Conversely,
this contradicts the findings of Ghanbari A. et al. (2014) and Abd El
Aty A. (2019), which indicated that sales manipulation does not
influence the escalation of audit fees or the type of the issued audit
report.

. There is a statistically significant effect of Overproduction (OVE) on
Audit Fees and the Type of Issued Audit Report (AQ), as the p-value
of the t-test is below the significance threshold of 5% (p-value = 0.005
< a = 0.05). This aligns with the conclusions drawn by Alhadab
(2017) and Abd ElI Aty A. (2019). This outcome contradicts the
findings of Omid A. (2015), which asserted that abnormal production
costs arising from overproduction do not influence the nature of the
audit opinion issued. Consequently, according to Omid A. (2015), the
issuance of an unqualified audit opinion in the presence of REM was
not deemed indicative of diminished audit quality.
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4. The effect is positive (+), indicating that auditors (participants in the
field research) concur that REM activities which is considered an
indication of managerial opportunistic behavior positively influence
audit fees and the nature of the issued audit report.

5. The regression model is statistically significant, since the p-value of
the F-test is below 5% (p-value = 0.000 < o = 0.05).

6. Real earnings management activities have a moderate correlation with
audit fees and the type of issued audit report, evidenced by a
correlation coefficient of 0.524. Real earnings management activities
account for approximately 27.5% of the variations in audit fees and
the type of issued audit report, while the remaining 72.5% may result
from random error or other unaddressed factors influencing audit fees
and the type of issued audit report.

Managerial opportunistic behavior which resulted in real earnings
management (REM) necessitates heightened efforts from auditors for
detection, which in turn requires additional procedures and leads to
increased audit fees (Greiner, et al, 2013). Furthermore, the presence of
REM elevates the likelihood of influencing the nature of the issued audit
report, with failure to address it regarded as a significant audit error (De
Fond and Zhang, 2014)

In conclusion, a considerable beneficial influence of REM
activities detection on audit fees and the type of issued audit report has
been identified; hence, the study hypothesis is accepted.
This outcome aligns with the conclusions drawn in prior work
(Abasizade and Zamanpour, 2016, Greiner A. et al, 2017,).

4.Conclusion:

The recognition of managerial opportunistic behavior as real
earnings management (REM) is considered a pivotal moment for
auditors, prompting them to urge managers to enact changes that may not

S
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be qualitatively necessary or mandated by regulations, as they will
perceive management as overly assertive in other activities unrelated to
REM following the detection of REM activity.

Real earnings management (REM) may adversely affect the firm's
performance, potentially leading to increased long-term expenses for
shareholders due to its detrimental impact on future cash flows and the
firm's overall worth over time. Thus, Auditors must employ suitable
analytical methods to identify REM.

REM activities led to heightened audit efforts and resources, as
well as an augmented perception of business risk, which in turn resulted
in increased audit fees. Consequently, elevated audit fees associated with
REM activities are regarded as a sign of enhanced audit quality, wherein
auditors exercise due professional care. Furthermore, REM activities
have prompted a shift in the issued audit opinion from unqualified to
qualified or adverse. Thus, the issuance of an appropriate audit opinion in
the context of REM is viewed as indicative of improved audit quality,
reflecting the auditors' diligence in identifying managerial opportunistic
behaviors (REM).
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