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1. Introduction
This research investigates the perceptions 

QH� 'I[RVKCP� CWFKVQTU� EQPEGTPKPI� VJG� KPƀWGPEG�
of audit client risks related to earnings 
management and corporate governance on 
their decisions, which Earnings management 
practices and the weakness of governance 
mechanisms of the audit client consider sources 
of risk that could affect audit process. It is 
important for auditors take into account the 
explicit consideration of governance factors 
because weaknesses in governance structure 
CTG� QHVGP� CUUQEKCVGF� YKVJ� NQYGT� ſPCPEKCN�
reporting quality, earnings manipulation, and 
ſPCPEKCN� UVCVGOGPV� HTCWF� 
%QJGP� GV� CN�� ������
577). Professional standards and accounting 
studies indicated that the risks of the audit 
client consider of the most important factors 
that affect the auditors’ decisions.  D’Aquila et 
al. 2010 stated that to manage the overall risk 
of an auditor’s association with a particular 
client, is a paramount objective for all auditors, 
particularly in the Big 4, and  Krishnan, et al, 
2013 indicated that Successful management of 

client risk is important to preserve the auditor’s 
reputation and mitigate the risk of litigation. 
Johnstone & Bedard, (2005) argued that there 
are several ways to manage audit risk, and one of 
these is making decisions on client acceptance, 
audit pricing and planning for the audit 
process effort needed to reduce audit risk to an 
CEEGRVCDNG� NGXGN� 
,QJPUVQPG� �� $GFCTF�� ������
���� *QYGXGT�� VJG� UVWF[� QH� FKTGEV� KPƀWGPEG� QH�
the earnings management risk and of corporate 
governance risk on the auditors’ decisions did 
PQV�TGEGKXG�UWHſEKGPV�CVVGPVKQP�KP�VJG�'I[RVKCP�
environment. In addition, there is no interest 
to get to know the perceptions of the auditors 
themselves in the factors that may affect their 
decisions. This paper examines the response 
of auditor to both earnings management risks 
and corporate governance risks in the Egyptian 
environment follow the work of Bedard & 
Johnstone, 2004, in US environment. The 
results of the current study show that Egyptian 
auditors take into their account both earnings 
management risks and corporate governance 
risks when making decisions. Such studies can 
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Abstract: This paper aims to investigate the auditors’ assessment of the impact of earnings management risk and 
corporate governance risk on their decisions concerning acceptance client, planning and pricing. A questionnaire 
YCU�RTGUGPVGF�VQ�����CWFKVQTU�VQ�ſPF�QWV�VJGKT�RGTEGRVKQPU�VQYCTF�VJG�KORCEV�QH�DQVJ�V[RGU�QH�TKUMU�CDQWV�VJGKT�FG-
cisions. The results showed that both types of risk affect auditors’ decisions concerning accept a new client, audit 
planning and audit fees. The earnings management risk factors appear to be more important for Egyptian auditors 
and of these factors, The Egyptian auditors gives big attention to whether there are indications of unusually aggres-
sive or creative accounting practices or no.  The results of the paper could provide auditors with practical insights 
that will prove useful in the course of their work.   
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contribute to enhancing understanding of a key, 
complex audit activity, impacting ultimately on 
audit quality.   Understanding of the factors that 
affect the decisions of the auditor can provide 
useful information to various parties, including 
the authority to issue regulations and standards, 
and the auditors themselves.   

The earnings management practices consider 
important risk factor, which Auditors appear to 
adjust the audit effort or extract risk premiums 
depending on the direction of earnings 
management risk (Barron et al. 2001). The 
risk of earnings management is important 
because Earnings management is pervasive and 
costly to investors and thus is of fundamental 
interest to regulators, auditors, investors, and 
others (Krishnan, et al, 2013), Theoretically, 
earnings management practices increase audit 
risk as they are often associated with a higher 
NKMGNKJQQF�QH�C�ſPCPEKCN�TGRQTVKPI�OKUUVCVGOGPV�
(Jones et al. 2008) and accruals which are often 
WUGF� VQ� OCPCIG� GCTPKPIU� ECP� DG� FKHſEWNV� VQ�
audit because they require auditors to assess 
the future likelihood of accruals being realized 
KPVQ� ECUJ�ƀQYU� 
)WN� GV� CN�� ������� +P� CFFKVKQP��
earnings management is associated with weaker 
internal controls (Doyle et al. 2007) and there 
is lawsuits against auditors are associated with 
earnings management (Heninger 2001). On the 
other hand, business literature has increasingly 
emphasized the need for effective corporate 
IQXGTPCPEG�VQ�JGNR�OKVKICVG�ſPCPEKCN�TGRQTVKPI�
risks including earnings management risk, 
which board of directors and audit committees 
should play an important role in controlling the 
SWCNKV[� QH� ſPCPEKCN� TGRQTVKPI� 
&GEJQY� GV� CN��
������%QJGP�GV�CN���������6JG�TQNG�QH�EQTRQTCVG�
governance is increasingly important in a 
strategic or business system auditing perspective 
UWEJ� CU� VJCV� FGXGNQRGF� D[�-2/)� 
$GNN� GV� CN��
1997). Auditors adjust their decisions according 
to their evaluation of management integrity 
KP� VJG� NKIJV� QH� VYQ� HCEVQTU�� ſTUV�� OCPCIGOGPV�
provides the foundation of internal control and 
without management integrity, it is unlikely that 
internal control will be effective in reducing 
ſPCPEKCN� UVCVGOGPV� OKUUVCVGOGPV�� UGEQPF��
auditors rely on management to provide a great 
deal of evidence during the course of the audit 

-K\KTKCP��GV�CN������������

This paper is motivated by some reasons; 
1) prior studies point to Low level of audit 
quality and breadth of the expectations gap 
in the Egyptian environment. In 2002, the 
World Bank assessed accounting and auditing 
practices in Egypt as part of the World Bank and 
International Monetary Fund’s Report on the 
1DUGTXCPEG� QH� 5VCPFCTFU� CPF�%QFGU� 
415%���
The World Bank reported that consultations 
with auditing practitioners and other market 
participants revealed that, overall, the quality 
of audits in Egypt is perceived to be low by 
the investor community. Also, Wahdan et al. 
(2005) concluded that there is a compliance 
gap between auditing requirements and actual 
practices in Egypt. Dixon et al. (2006) reported 
evidence of a wide audit expectation gap in 
Egypt in the areas of auditor responsibilities for 
fraud prevention, maintenance of accounting 
records, and auditor judgment in the selection of 
audit procedures. It can be argued that this low 
audit quality and expectation gap could partly 
due to lack of attention directed to analysis the 
factors of client business risk. 2) Increasing the 
likelihood of earnings management practices 
in the Egyptian business environment, Leuz, 
GV� CN� 
������ ſPF� VJCV�� EQORCPKGU� KP� EQWPVTKGU�
with developed capital markets, dispersed 
ownership structures, strong investor rights, 
and legal enforcement engages in less earnings 
management. Therefore, it can be expected that 
Egyptian companies engages more in earnings 
management. 3) Lack of interest in analyzing 
the perceptions of Egyptian auditors about 
risk factors related to audit client on their 
decisions, Bedard & Johnston, (2004) stated 
that accounting literature is not interested in 
direct examination of the relationship between 
auditors’ perceived earnings management risk 
and their decisions. In Egyptian context, the 
study of Ebaid, (2011) has focused on studying 
the impact of corporate governance factors on 
acceptance decision, while the current study is 
broader. 

The rest of the paper will be continued as 
the following; second section present literature 
review, third section present hypotheses 
development, method was presented in the 
fourth section. The last section presents the 
results and conclusion.  
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2. Literature review 
Studies examining the association between 

risk and auditor’s decisions show mixed 
conclusions between positive association and 
no association. Some studies show auditor’s 
decisions are responsive to some types of risk, 
but not another, and that responsive change 
QXGT� VKOG� 
,QJPUVQPG� �� $GFCTF�� ������ ����
Auditing standards suggest that auditors should 
respond to audit risk by altering the nature, 
timing and extend of audit procedures (SAS No. 
99, 2002; SAS No. 107, 2006; SAS No. 110, 
2006). Some studies provide results consistent 
with the recommendations and requirements of 
CWFKVKPI� UVCPFCTFU��)TCJCO���$GFCTF�� 
������
ſPF� VJCV� CNN� V[RGU� QH� HTCWF� TKUM� HCEVQTU� CTG�
statistically associated with some form of audit 
plan. Fraud risk factors which they found are 
most frequently related to industry/competitive 
position, management integrity, internal 
EQPVTQN�U[UVGO�SWCNKV[��ſPCPEKCN�EQPFKVKQP��CPF�
RTGUUWTG� VQ�OGGV�ſPCPEKCN� VCTIGVU�� ,QJPUVQP���
Bedard, (2001), reported positive association 
between the audit fees and both error risk and 
HTCWF�TKUM��'NFGT���#NNGP�
������ſPF�C�RQUKVKXG�
association between risk assessment and sample 
size decision. Blay et al. (2007) reported that 
auditors plan to collect more evidence when 
fraud risk is assessed higher.    

On the other hand, some studies documented 
results which not consistent with these 
recommendations, Bell, et al (2001) argued that 
KP� EQORGVKVKXG� GPXKTQPOGPV� CWFKV� HGGU� TGƀGEV�
DWUKPGUU� TKUM��CPF� VJG[�UVCVGF� VJCV�%QPVTCT[� VQ�
the competitive model, auditors from several 
KPVGTPCVKQPCN�ſTOU� VGNN� VJGO� VJCV� VJGTG� KU� NKVVNG�
correspondence between business risk and audit 
HGGU�
$GNN��GV�CN�������������6JG[�ſPF�VJCV�JKIJGT�
business risk increases the number of audit 
hours, but not the fee per hour, which imply that 
there is no association between business risk and 
audit fees. Mock & Turner (2005) report that 
CWFKV�RTQITCOU�CTG�PQV�OQFKſGF�HQT�VJG�OCLQTKV[�
of clients in their sample, regardless of the level 
of risk assessed. Fukukawa, et al (2006) show 
that audit plans are, at best, weakly responsive 
to client risk assessments and that they differ 
in their responsiveness to broader risk factors 
compared to individual risk assessments. 

%QPEGTPKPI� VJG� TGNCVKQP� DGVYGGP� DQVJ�
earnings management risks and corporate 
governance risks and auditors’ decisions, 
Abbott, et al (2006) examined the association 
between audit fees and earnings management. 
6JG[�ſPF�VJCV�FQYPYCTF�GCTPKPIU�OCPCIGOGPV�
risk is associated with lower audit fees, and 
upward earnings management risk is associated 
with higher audit fees. Larcker & Richardson 
(2004) examined the relation between audit fees 
CPF�VJG�EJQKEG�QH�CEETWCNU�OGCUWTGU��6JG[�ſPF�
a negative association between audit fees and 
accruals.  

Sharma et al. (2008) examined the effect of 
non-mandatory corporate governance practices 
(the board of directors and audit committee) 
on a comprehensive set of audit judgments 
including client acceptance, risk and planning 
judgments. The results show that strong 
corporate governance is related positively to 
favourable acceptance judgment and negatively 
to control environment risk and the extent of 
UWDUVCPVKXG� VGUVU�� %QJGP� CPF� *CPPQ� 
������
ſPF� VJCV� OCPCIGOGPV� EQPVTQN� RJKNQUQRJ[� CPF�
corporate governance structure affect auditors’ 
acceptance and planning decisions, which 
auditors were more willing to recommend 
client acceptance and more likely to reduce 
substantive tests in the presence of a stronger 
corporate governance or management control 
philosophy. Yatim et al. (2006), Abbott et al. 

������CPF�%CTEGNNQ�GV�CN��
������GZCOKPGF�VJG�
relationship between corporate governance and 
CWFKV�HGGU��ſPFKPI�VJCV�CWFKV�HGGU�CTG�RQUKVKXGN[�
associated with good corporate governance.  
%QJGP� GV� CN�� 
������ GZCOKPGF� VJG� KORCEV� QH�
the role of the board of directors in monitoring 
management (agency role) and/or the role of 
the board in helping to formulate corporate 
strategies (resource dependence role) on the 
auditors’ planning decisions, and showed that 
auditors respond to the role of the board when 
making judgments with respect to control risk 
assessments and the planned scope of audit 
tests. In Egypt, Ebaid, (2011) investigated the 
impact of corporate governance practices on 
the auditor’s acceptance decision in Egypt. 
The results revealed that strong corporate 
governance is associated with more favourable 
acceptance judgments than weak corporate 
governance.
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Bedard & Johnston, (2004) examined 
the relation between auditors’ assessment 
of earnings management risks, corporate 
governance risks and both planning and pricing 
decisions. They reported that the heightened 
earnings management risk is associated with 
an increase in planned audit effort and with 
increased billing rates. In contrast, they found 
auditors planning and pricing decisions are less 
strongly related corporate governance risk. The 
current study follows this study in examining the 
auditors’ assessment of earnings management 
risk and corporate governance risk factors as a 
whole and each individual factor and the impact 
on their decisions.     

 3. Hypothesis development 
2TKQT� TGUGCTEJ� UWIIGUVU� VJCV� VJG� ſTUV� UVCIG�

in client acceptance decisions is the evaluation 
QH� ENKGPV�TGNCVGF� TKUMU� KPENWFKPI�� CWFKV� TKUM��
client business risk, and auditor business 
risk (Johnstone and Bedard, 2005; Bell et al., 
2002; Johnstone, 2000).  Auditors assess audit 
TKUM� CPF� ſPCPEKCN� TKUM�� CPF� EQPUKFGT� YJGVJGT�
CWFKV� HGGU� CTG� UWHſEKGPV� VQ� EQXGT� EWTTGPV� CPF�
future expected audit process costs (Johnston 
& Bedard, 2005; Bedard & Johnston, 2004). 
Also, international auditing standards (e.g., ISA 
315 and ISA 330) indicate to a direct, positive 
relation between the auditor’s understanding 
and assessment of client risks and the procedures 
planned in response to such assessed risks.

3.1 Earnings management      
Abbott, et al (2006) argued that the positive 

relation between earnings management and 
audit risk can build on three research pillars; 
positive relation between income-increasing 
abnormal accruals—a common proxy for 
earnings management—and subsequent auditor 
litigation, annual restatements trigger auditor 
litigation at a higher rate than bankruptcies, 
and auditor assessments of litigation risk and 
planned audit investments are higher when 
RQVGPVKCN� GTTQTU�QXGTUVCVG� 
#DDQVV�� GV� CN�� ������
86). 

In the context of the relation between 
earnings management and audit fees, the 
relation between auditors fees and earnings 
quality is the focus of considerable of scholarly 

and regulatory debate (Larcker & Richardson, 
������������$GFCTF���,QJPUVQPG�������CTIWGF�
VJCV�CWFKV�ſTOU�OC[�EJCTIG�C�JKIJGT�HGG�TCVG�VQ�
clients with higher earnings management risk as 
a premium to compensate them for costs related 
to potential future litigation. The positive 
relation between audit fees and earnings 
OCPCIGOGPV� TKUM�YKNN�DG�OCIPKſGF�YKVJKP� VJG�
greater litigation risk environment, and high 
price-earnings (P/E) ratio consider an indicator 
for the greater litigation risk environment 

#DDQVV��GV�CN�������������)WN�GV�CN��
������ſPF�
a positive association between audit fees and 
absolute values of abnormal total accruals and 
5EJGNNGOCP���-PGEJGN� 
������ ſPF� C� RQUKVKXG�
association between audit fees and signed 
current accruals.

The relation between earnings management 
practices and audit plan may take one of two 
directions; On the one hand, auditors might 
work harder if they expect that clients are 
attempting to manage earnings, On the other 
hand, clients that intend to manage earnings can 
anticipate that hard-working auditors are more 
likely to detect their earnings management 
attempts and might therefore contract with 
VJGKT�CWFKVQTU�VQ�GZGTV�NGUU�GHHQTV�
%CTCOCPKU���
.GPPQZ��������������)NQXGT�GV�CN��
������TGRQTV�
that auditors increase sample size and planned 
audit hours when management has an incentive 
VQ�OKUUVCVG� VJG�ſPCPEKCN� UVCVGOGPVU��)NQXGT� GV�
CN��
������ſPF�VJCV�CWFKVQTU�PGGF�VQ�OQFKH[�VJG�
CWFKV�RNCP�YJGP�TGF�ƀCIU�CTG�RTGUGPV���

It can be expected that, if there are clues 
about the presence of earnings management 
practices, more audit effort and higher audit 
fees will be required to reduce detection risk 
and the overall audit risk. If the risk arising 
from earnings management is too high to be 
mitigated by more audit efforts, the auditor is 
likely to not accept a new client or resign from 
the current client. Therefore, the following 
hypotheses are to be examined;

*�C�� VJG� GCTPKPIU� OCPCIGOGPV� TKUM� HCEVQTU�
KPƀWGPEG�VJG�CWFKVQTŏU�FGEKUKQP�VQ�CEEGRV�C�PGY�
client.
*�D�� VJG� GCTPKPIU� OCPCIGOGPV� TKUM� HCEVQTU�
KPƀWGPEG�VJG�CWFKV�RNCP�FGEKUKQPU��
*�E�� VJG� GCTPKPIU� OCPCIGOGPV� TKUM� HCEVQTU�
KPƀWGPEG�VJG�CWFKV�HGGU�FGEKUKQP�
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3.2 Corporate governance 
ISA 315 requires auditors to consider the 

nature of the entity, including its ownership 
structure and governance, when responding 
to assessed risks. The strength of corporate 
governance may affect the risk associated 
with a current or potential client; therefore 
EQTRQTCVG� IQXGTPCPEG� HCEVQTU� ECP� KPƀWGPEG�
the auditors’ risk assessments and clients’ 
acceptance decisions, audit program planning 
and professional staff allocation decisions 

EQJGP�GV� CN��������������$GFCTF���,QJPUVQPG�
(2004) argued that auditors perceive greater 
director independence is associated with 
stronger internal controls and lower risk of 
ſPCPEKCN�OKUTGRQTVKPI�� %QPUGSWGPVN[�� CWFKVQTU�
are likely to reduce the extent of audit tests. 
This argument can be explained as the stream 
of literature uses director independence as a 
measure of directors’ desire to protect their 
reputation capital, and consequently they 
demand a more extensive audit to protect 
their reputation capital and reduce the risk of 
NKVKICVKQP� 
$QQ�� �� 5JCTOC�� ������ ����� 6JG�
adoption of a perspective that goes beyond the 
audit committee and a monitoring approach may 
reduce the audit client’s overall business risk 
and in turn may potentially affect subsequent 
CWFKV� TKUM� CUUGUUOGPVU� 
#ſH[�� ������ ����� +P�
addition, a number of studies documented the 
association between corporate governance 
mechanisms and earnings management (Wu, 
������2GCUPGNN��GV�CN��������%QTPGVV��GV�CN��������
Lin & Hwang, 2010).

%QPEGTPKPI� #EEGRVCPEG� FGEKUKQP�� %QJGP�
et al (2002), reported that Auditors consider 
corporate governance factors to be especially 
important in the client acceptance phase. 
Asare, et al (2002), argued that increased risks 
associated with the governance structure could 
UKIPKſECPVN[� KPƀWGPEG� VJG� ENKGPV� CEEGRVCPEG�
decision. 

In the context of the impact of corporate 
governance on audit fees, corporate governance 
has an impact on the demand for auditing 
quality and auditors’ fees (Larcker & 
4KEJCTFUQP�� ������ ������ #DDQVV�� GV� CN� 
������
ſPFU� VJCV� CWFKV� EQOOKVVGG� KPFGRGPFGPEG� CPF�
ſPCPEKCN� GZRGTVKUG� CTG� CUUQEKCVGF� YKVJ� CWFKV�
HGGU�� )QQFYKP�5VGYCTV� �� -GPV� 
������ ſPF� C�

positive association between the level of audit 
fees and the existence of an audit committee. 
$QQ����5JCTOC��������ſPF�VJCV�VJG�CUUQEKCVKQP�
between audit fees and board/audit committee 
independence and size are weaker.  

With regard to audit plans, the auditor 
UJQWNF� ſTUV� TGEQIPK\G� CPF� RTQRGTN[� CUUGUU� VJG�
strength of corporate governance and, second, 
appropriately weight and use this evidence 
to develop an audit plan.  If the governance 
mechanisms are strong, an auditor could 
potentially reduce sample sizes and thus reduce 
VJG�GZVGPV�QH�EQUVN[�UWDUVCPVKXG�VGUVKPI�
%QJGP��
GV�CN��������������

If effective corporate governance practices 
CTG�UKIPKſECPVN[�CUUQEKCVGF�YKVJ� VJG�SWCNKV[�QH�
VJG�ſPCPEKCN�TGRQTVKPI�RTQEGUU��VJGP�KV�KU�GZRGEVGF�
VJCV� UWEJ� RTCEVKEGU� YKNN� KPƀWGPEG� CWFKVQTUŏ�
assessments of client-related risk and, therefore, 
KPƀWGPEG� VJG� ENKGPV� CEEGRVCPEG� FGEKUKQP�� CPF�
If auditors perceive that they cannot rely on 
corporate governance mechanisms, they may 
increase audit effort and audit fees (Bedard & 
Johnstone, 2004). So, the following hypotheses 
are to be examined;

*�C�� VJG�EQTRQTCVG�IQXGTPCPEG� TKUM� HCEVQTU�
KPƀWGPEG�VJG�CWFKVQTŏU�FGEKUKQP�VQ�CEEGRV�C�PGY�
client.   

*�D�� VJG�EQTRQTCVG�IQXGTPCPEG�TKUM�HCEVQTU�
KPƀWGPEG�VJG�CWFKV�RNCP�FGEKUKQPU��

*�E�� VJG�EQTRQTCVG�IQXGTPCPEG� TKUM� HCEVQTU�
KPƀWGPEG�VJG�CWFKV�HGGU�FGEKUKQP������

4. Methodology 

To investigate the perceptions of Egyptian 
auditors about the impact of risk factors on their 
decisions, a new questionnaire was designed 
in both Arabic and English. The current 
SWGUVKQPPCKTG� FKXKFGF� KPVQ� VYQ� UGEVKQPU�� 6JG�
ſTUV�UGEVKQP�EQPVCKPU�SWGUVKQPU�UGGMKPI�IGPGTCN�
information about the respondent’s background 
RTQſNG�� KPENWFKPI� VJGKT� CIG�� SWCNKſECVKQPU��
and work experience. This is customary 
for questionnaire development as such 
questions seek information indicating whether 
respondents’ answers qualify for inclusion 
(Al-Razeen and Karbhari, 2007). Furthermore, 
these serve certain aspects of the analysis, such 
as determining the association between age, 
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experience and perceptions of auditors.      

Another section contains six questions related 
to the respondent’s perceptions regarding the 
impact of risk factors on their decisions. The risk 
factors (table 1) were derived from  the study of 
Bedard & Johnstone, (2004) The respondents 

were asked to determine the degree of importance 
QH�GCEJ�KVGO�WUKPI�C�ſXG�RQKPV�.KMGTV�V[RG�UECNG��
where (1) referred to not important, and (5) to 
strongly important. Simplicity of questions and 
good structure of the questionnaire are important 
factors to consider (Al-Ajmi, 2009).

Table 1: risk factors

Earnings management risk factors related to the following issues:
Ŗ�6JG�EQORCP[�JCU�C�JKUVQT[�QH�GZCEVN[�OGGVKPI�EQPUGPUWU�GCTPKPIU�GUVKOCVGU�
Ŗ�6JG�EQORCP[ŏU�UVQEM�RTKEG�KU�DCUGF�QP�CP�WPWUWCNN[�JKIJ�
UVQEM�RTKEG���RTQſV��HQT�KVU�KPFWUVT[�
Ŗ�6JG�EQORCP[�JCU�KPFKECVKQPU�QH�WPWUWCNN[�CIITGUUKXG�QT�ETGCVKXG�CEEQWPVKPI�RTCEVKEGU�
Ŗ�6JG�EQORCP[�JCU�C�JKUVQT[�QH�KPCEEWTCVG�CEEQWPVKPI�GUVKOCVGU�
Ŗ�%GTVCKP�CEEQWPVKPI�RQNKEKGU�OC[�DG�KPCRRTQRTKCVG�HQT�VJG�DWUKPGUU�
Ŗ�6JG�GPICIGOGPV�VGCO�JCU�PQPURGEKſE�EQPEGTPU�CDQWV�GCTPKPI�OCPCIGOGPV�
Ŗ� /CPCIGOGPV� JCU� RTQXKFGF� KPCEEWTCVG� TGRTGUGPVCVKQPU�� QT� JCU� DGGP� NGUU� VJCP� HQTVJTKIJV� CDQWV�
ſPCPEKCN�TGRQTVKPI�KUUWGU�

Ŗ�6JGTG�JCU�DGGP�C�TGUVCVGOGPV�KP�VJG�NCUV�VJTGG�[GCTU��CPF�KV�YCU�FWG�VQ�KPVGPVKQPCN�OCPKRWNCVKQP�
Ŗ�6JG�GPICIGOGPV�VGCO�JCU�EQPEGTPU�CDQWV�C�RCTVKEWNCT�CEEQWPVKPI�VTGCVOGPV�

Corporate governance risk factors:
First, Board of directors risk factors are related to the following issues: 
Ŗ�6JGTG�KU�QPG�RGTUQP�TWPPKPI�VJG�RQUVU�QH�%JCKTOCP�CPF�%'1
Ŗ�6JGTG�KU�PQ�YTKVVGP�EQFG�QH�EQPFWEV�
Ŗ�6JGTG�CTG�TGEGPV�RTQDNGOCVKE�TGUKIPCVKQPU�QH�$1&�OGODGTU��
Ŗ�6JG�$1&�KU�KPUWHſEKGPVN[�KPFGRGPFGPV�HTQO�OCPCIGOGPV��
Ŗ�6JG�$1&�FQGU�PQV�JQNF�HTGSWGPV�VKOGN[�OGGVKPIU�YKVJ�VJG�%(1�CPF�CEEQWPVKPI�QHſEGTU�
Ŗ� 6JG�$1&�JCU� PQV� RTQXKFGF� UWHſEKGPV� VKOGN[� KPHQTOCVKQP� VQ� CNNQY� HQT�OQPKVQTKPI� QH� KORQTVCPV�

management behavior.
Ŗ�6JG�$1&�JCU�PQV�RTQXKFGF�UWHſEKGPV�VKOGN[�KPHQTOCVKQP�CDQWV�UGPUKVKXG�KUUWGU��

Second, Audit committees risk factors are related to the following issues:
Ŗ�6JG�#%�FQGU�PQV�JCXG�C�HQTOCN�YTKVVGP�EJCTVGT�
Ŗ�6JG�#%�FQGU�PQV�JQNF�HTGSWGPV�VKOGN[�OGGVKPIU�YKVJ�VJG�%(1�QT�QVJGT�CEEQWPVKPI�QHſEGTU�
Ŗ�6JG�#%�OGODGTU�CTG�PQV�OCFG�WR�QH�QWVUKFG�FKTGEVQTU��
Ŗ�6JG�#%�KU�KPUWHſEKGPVN[�KPFGRGPFGPV�HTQO�OCPCIGOGPV��
Ŗ�6JG�#%�OGODGTU�CTG�PQV�ſPCPEKCNN[�NKVGTCVG���
Ŗ� 6JG� #%� JCU� PQV� RTQXKFGF� UWHſEKGPV� VKOGN[� KPHQTOCVKQP� VQ� CNNQY� HQT� OQPKVQTKPI� QH� KORQTVCPV�

management behavior. 

5. Results 

5.1 Descriptive statistics 
Of the 150 questionnaires were distributed, 

only 96 questionnaires (response rate 64%) are 
returned, and 16 questionnaires were excluded 
due to lack of answer some questions or to 
errors in answering such as choosing more 
than one answer at the same time. Thus the 
ſPCN�UCORNG�TGCEJGF����CWFKVQTU��5CORNG�CIGF�
between 33 and 52 years and the average age 

of the sample about 43 years, and the average 
length of experience among the sample 
DGVYGGP����CPF����[GCTU��4GICTFKPI�UEKGPVKſE�
SWCNKſECVKQPU�� VJG�OCLQTKV[�TCVKQ�QH�VJG�UCORNG�

������� JCF� QPN[� C� ſTUV� WPKXGTUKV[� FGITGG��
YJKNG� ������ JCXG� RQUVITCFWCVG� EGTVKſECVGU��
EQPEGTPKPI� RTQHGUUKQPCN� EGTVKſECVGU�� ��� 
�����
CWFKVQTU� JCXG� RTQHGUUKQPCN� EGTVKſECVG�� CPF� VJKU�
JKIJ�TCVKQ�ECP�DG�GZRNCKPGF�CU�DKI�CWFKV�ſTOU�KP�
'I[RV�TGSWKTG�UWEJ�EGTVKſECVGU�CU�C�HWPFCOGPVCN�
requirement for admission to employment. The 
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sample includes 24 auditors (30%) work in the 
CWFKV�ſTOU�YJKEJ�TGRTGUGPVKPI�CIGPVU�QH�VJG�DKI�
four in Egypt.                              

5.2 Results 

The sample responses showed that, generally, 
auditors’ decisions have been affected by the 
governance risk and earnings management risk 
associated with the client of the audit process. 
The results show that 86.1% (68 auditors) of 
the sample stated that their decision to accept 
a new client is affected by those risks, while 
a whole sample (100%) agreed that both the 
planning of the audit process and the decision 
of determining audit fees is affected by those 
risks. The results of correlation analysis 
showed a positive average correlation between 
perceptions of respondents toward the impact of 
governance risk and earnings management risk 
on the decision to accept a new client and both 
the age of respondents (ß 0.548; Sig. 0.000) and 
experience (ß 0.548; Sig. 0.000), suggesting 
that the increasing of respondents experience 
increases their interest in governance risk and 
earnings management risk associated with the 
client when making the decision to accept a 
new client. There is no association between the 
perceptions of respondents toward the impact 
of risks on planning and determine audit fees 
decisions with any of the characteristics of the 
sample. 

%QPEGTPKPI� GCTPKPIU� OCPCIGOGPV� TKUM�
factors, table (2) show the mean of the 
respondents’ perceptions toward the impact of 
each factor on their decisions.  The results of 
the users’ perceptions show a variation in the 
importance of the effect of each factor.  The 
results concerning acceptance decision show 
The company has indications of unusually 
aggressive or creative accounting practices 
and Management has provided inaccurate 
representations, or has been less than forthright 
CDQWV� ſPCPEKCN� TGRQTVKPI� KUUWGU� CU� VJG� OCKP�
HCEVQTU� YJKEJ� KPƀWGPEG� CEEGRVCPEG� FGEKUKQP�
(mean > 4), six factors as being moderate 
importance (with a mean of 3.0147 - 3.6618), 
CPF� QPG� HCEVQT� YJKEJ� CRRGCT� VQ� PQV� KPƀWGPEG�
acceptance decision (with a mean of 2.7500). 
In contrast, the results reveal that respondents 
rated six factors as being great importance 
(with a mean of 4.0375 – 4.2250) when making 
audit fees decision, 2 factors as being of 
moderate importance (with a mean of 3.1750 
and 3.7375), and one factor which appear to not 
KPƀWGPEG� CWFKV� HGGU� 
YKVJ� C�OGCP� QH� ���������
Regarding planning decision, the results reveal 
VJCV�TGURQPFGPVU�TCVGF�ſXG�HCEVQTU�CU�DGKPI�ITGCV�
importance (mean > 4), two factors as being of 
moderate importance (with a mean of 3.9250 
and 3.0250), and two factors which appear to 
PQV� KPƀWGPEG� CWFKV� RNCPPKPI� 
YKVJ� C� OGCP� QH�
2.5500 and 2.4125).  

Table (2): the impact of earnings management risk factors on auditors’ decisions

Factors
Acceptance 

decision Fees decision Planning 
decisions

Mean rank Mean rank Mean rank
1. The company has a history of exactly meeting 

consensus earnings estimates.
2.7500 9 4.1125 3 4.1500 3

2. The company’s stock price is based on an 
unusually high (stock price / RTQſV� for its 
industry. 

3.6618 3 4.1125 4 4.2375 2

3. The company has indications of unusually 
aggressive or creative accounting practices.

4.1618 1 4.2250 1 4.1000 4

4. The company has a history of inaccurate 
accounting estimates.

3.0147 8 2.9875 9 3.0250 7

��� %GTVCKP accounting policies may be 
inappropriate for the business.  

3.2059 6 4.0375 6 2.5500 8

6. The engagement team JCU� PQPURGEKſE 
concerns about earning management. 

4.0588 2 3.7375 7 3.9250 6
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Factors
Acceptance 

decision Fees decision Planning 
decisions

Mean rank Mean rank Mean rank
7. Management has provided inaccurate 

representations, or has been less than 
HQTVJTKIJV�CDQWV�ſPCPEKCN�TGRQTVKPI�KUUWGU�����

3.4853 4 3.1750 8 2.4125 9

8. There has been a restatement in the last 
three years, and it was due to intentional 
manipulation. 

3.4559 5 4.2125 2 4.3750 1

9. The engagement team has concerns about a 
particular accounting treatment. 

3.1765 7 4.1000 5 4.1000 5

With regard to governance risk factors 

(table 3), they have been divided into two 

ECVGIQTKGU��ſTUV�� factors linked to the board of 
directors, second, factors associated with audit 
EQOOKVVGGU�� %QPEGTPKPI� DQCTF� QH� FKTGEVQTUŏ�
factors, the results show The BOD has not 
RTQXKFGF�UWHſEKGPV�VKOGN[�KPHQTOCVKQP�VQ�CNNQY�
for monitoring of important management 
behaviour as the main factor (mean > 4) which 
KPƀWGPEGU� DQVJ� CEEGRVCPEG� FGEKUKQP� CPF� HGGU�
decision.  In the context of acceptance decision, 
the respondents rated three factors as being 
moderate importance (with a mean of 3.1471 
– 3.7941) and three factors tend to have no 
KPƀWGPEG� QP� CEEGRVCPEG� FGEKUKQP� 
OGCP�  �
3). Regarding audit fees, the results reveal 
VJCV� TGURQPFGPVU� TCVGF� ſXG� HCEVQTU� CU� DGKPI�
moderate importance (with a mean of 3.0000 
- 3.9375) and one factor which appear to not 
KPƀWGPEG�CWFKV�HGGU�
YKVJ�C�OGCP�QH����������+P�
the context of audit planning, only one factor 

6JG� $1&� KU� KPUWHſEKGPVN[� KPFGRGPFGPV� HTQO�
OCPCIGOGPV��YJKEJ�CRRGCT�VQ�ITGCVN[�KPƀWGPEG�
(mean > 4) planning decisions and the remaining 

HCEVQTU�CRRGCT�VQ�JCXG�PQ�KPƀWGPEG�QP�RNCPPKPI�
decisions (with a mean of 2.1000 - 2.8500).   

With regard to Audit committees’ factors, 
contradictory to expectation, the results show 
that these factors in a general have a 

OQFGTCVG�QT�PQ�KPƀWGPEG�QP�CWFKV�FGEKUKQPU��
In the context of acceptance decision, only one 
HCEVQT�
6JG�#%�FQGU�PQV�JCXG�C�HQTOCN�YTKVVGP�
EJCTVGT��YJKEJ�CRRGCT� VQ�JCXG�PQ� KPƀWGPEG�QP�
acceptance decision (with a mean of 2.1176) 
while the remaining factors appear to have 
moderate importance (with a mean of 3.0735 
�� ��������� � %QPEGTPKPI� CWFKV� HGGU�� VJG� TGUWNVU�
reveal that respondents rated four factors as 
being moderate importance (with a mean of 
3.1875 - 3.7375) and two factors which appear 
VQ� PQV� KPƀWGPEG� CWFKV� HGGU� 
YKVJ� C� OGCP� QH�
2.8875 and 2.9250). Regarding audit planning, 
the results reveal that respondents rated three 
factors as being moderate importance (with 
a mean of 3.1250 - 3.6125) and three factors 
YJKEJ�CRRGCT�VQ�PQV�KPƀWGPEG�CWFKV�HGGU�
YKVJ�C�
mean of 2.2000 - 2.8000).   

Table (3): the impact of corporate governance risk factors on auditors’ decisions

Factors
Acceptance 

decision Fees decision Planning 
decisions

Mean rank Mean rank Mean rank
Section one: factors associated with the board of directors

1. There is one person running the posts of 
%JCKTOCP�CPF %'1

2.8382 5 3.6250 3 2.1000 6

2. There is no written code of conduct. 2.6912 7 3.0500 4 2.1500 5

3. There are recent problematic resignations 
of BOD members. 

2.7794 6 2.2125 7 2.1000 7
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Factors
Acceptance 

decision Fees decision Planning 
decisions

Mean rank Mean rank Mean rank
��� 6JG� $1&� KU� KPUWHſEKGPVN[� KPFGRGPFGPV�

from management. 
3.7206 3 3.9375 2 4.0750 1

5. The BOD does not hold frequent timely 
OGGVKPIU� YKVJ� VJG� %(1� CPF� CEEQWPVKPI�
QHſEGTU�

3.1471 4 3.0500 5 2.8500 2

���6JG�$1&�JCU�PQV�RTQXKFGF�UWHſEKGPV�VKOGN[�
information to allow for monitoring of 
important management behavior.

4.0758 1 4.0125 1 2.8250 3

���6JG�$1&�JCU�PQV�RTQXKFGF�UWHſEKGPV�VKOGN[�
information about sensitive issues. 

3.7941 2 3.0000 6 2.7000 4

Section two: factors associated with the audit committee
���6JG�#%�FQGU�PQV�JCXG�C formal written 

charter.
2.1176 6 2.9250 5 2.2000 6

���6JG�#%�FQGU�PQV�JQNF�HTGSWGPV�VKOGN[�
OGGVKPIU�YKVJ�VJG�%(1�QT�QVJGT�CEEQWPVKPI�

QHſEGTU�
3.3824 3 2.8875 6 2.7375 5

���6JG�#%�OGODGTU�CTG�PQV�OCFG�WR�QH�
outside directors. 

3.4706 2 3.7000 3 3.4500 2

���6JG�#%�KU�KPUWHſEKGPVN[�KPFGRGPFGPV�HTQO�
management. 

3.1176 4 3.7125 2 3.6125 1

���6JG�#%�OGODGTU�CTG�PQV�ſPCPEKCNN[�
literate.  

3.0735 5 3.7375 1 3.1250 3

���6JG�#%�JCU�PQV�RTQXKFGF�UWHſEKGPV�VKOGN[�
information to allow for monitoring of 

important management behavior. 
3.9701 1 3.1875 4 2.8000 4

5.3 Analysis and Discussion  

The results, in general, show that Egyptian 
auditors pay attention to audit client risk factor 
related to both earnings management risks and 
governance risks when making their decisions, 
which support to a large extent the hypotheses of 
paper. It appears that auditors are more interested 
in earnings management risk indicators (which 
a mean of respondents’ perceptions concerning 
all earnings management factors 3.6498) than 
governance risk indicators (which a mean 
of respondents’ perceptions concerning all 
corporate governance factors 3.1267). Also, 
it appears that audit fees is the most decision 
KPƀWGPEGF� D[� TKUM� HCEVQTU�� HQNNQYGF� D[�
acceptance decision, then audit planning.      

The importance of earnings management risk 
for auditors is consistent with the implications of 
UQOG�UVWFKGU�UWEJ�CU�*GPKPIGT�
������YJKEJ�ſPF�
a positive association between income-increasing 
abnormal accruals and ex post auditor litigation, 
Houston et al. (1999) and Lee & Mande (2003) 
which concluded that auditors incorporate the 
magnitude and direction of discretionary accruals 
into their litigation risk assessments. Also, it’s 
consistent with the view of Abbott, et al (2006) 
which argued that due to asymmetric litigation 
effects, audit fees decrease (increase) with a 
client’s risk of income-decreasing (increasing) 
earnings management risk.

�� %QPEGTPKPI� 'CTPKPIU� OCPCIGOGPV� TKUM�
factors, it can be noted that the following factors 
KPƀWGPEG�CNN�CWFKVQTUŏ�FGEKUKQPU��
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- The company’s stock price is based on an 
WPWUWCNN[�JKIJ�
UVQEM�RTKEG���RTQſV��HQT�KVU�KPFWUVT[��
- The company has indications of unusually 
aggressive or creative accounting practices.
�� 6JG� GPICIGOGPV� VGCO� JCU� PQPURGEKſE�
concerns about earning management. 
- There has been a restatement in the last three 
years, and it was due to intentional manipulation.
- The engagement team has concerns about a 
particular accounting treatment.  

earnings management risk indicators can be 
arranged according to their importance for all 
audit decisions, which the Egyptians auditors 
seem to be more interested in the presence of 
indications of unusually aggressive or creative 
accounting practices, followed by whether There 
has been a restatement in the last three years, 
and it was due to intentional manipulation, and 
NGUU� KPVGTGUVGF� KP� YJGVJGT� %GTVCKP� CEEQWPVKPI�
policies may be inappropriate for the business. 
6JG�KPFKECVQT�VJCV�YJGVJGT�VJG�%QORCP[ŏU�UVQEM�
price is based on an unusually high (stock price 
�� RTQſV�� HQT� KVU� KPFWUVT[� KPƀWGPEG� CNN� CWFKVQTUŏ�
decisions, and it is a third factor according to its 
importance. This is consistent with the argument 
that a client’s propensity to manage earnings 
WRYCTF� YKNN� DG� OCIPKſGF� HQT� ENKGPVU� YKVJKP�
greater litigation risk environments (Barron et 
al. 2001), and high price-earnings (P/E) clients 
categorized as those facing greater litigation 
risk. High P/E clients likely have incentives to 
KPƀCVG� VJGKT� GCTPKPIU� VQ�OGGV� GCTPKPIU� ITQYVJ�
expectations (Bedard & Johnstone 2004; 
Richardson et al. 2002; Dechow et al. 2000).

From the standpoint of audit decisions, audit 
fees appear to be more affected by earnings 
management risk factors followed by audit 
RNCPPKPI��VJGP�CEEGRVCPEG�FGEKUKQP��%QPEGTPKPI�
acceptance decision, auditors appear to be 
more interested in whether the company has 
indications of unusually aggressive or creative 
accounting practices, and less interested in 
whether the company has a history of exactly 
meeting consensus earnings estimates when 
they decide whether to accept a client or not. 
4GICTFKPI� CWFKV� HGGU�� OQUV� KPƀWGPVKCN� HCEVQT�
KP� VJKU� FGEKUKQP� KU� YJGVJGT� VJG� %QORCP[� JCU�
indications of unusually aggressive or creative 
CEEQWPVKPI� RTCEVKEGU�� CPF� VJG� NGCUV� KPƀWGPVKCN�
factor is whether the company has a history of 

inaccurate accounting estimates. In the context 
of audit planning, the most important factor 
is whether there has been a restatement in the 
last three years, and it was due to intentional 
manipulation, and the least important factor is 
whether Management has provided inaccurate 
representations, or has been less than forthright 
CDQWV�ſPCPEKCN�TGRQTVKPI�KUUWGU��������������

With regard to corporate governance risk 
factors, it appears that Egyptian auditors pay 
little attention to these factors, and they are 
more interested in risk factors related to audit 
committees than risk factors related to board 
of directors.  This result is consistent, to some 
extent, with the context of previous results 
which documented a relation between corporate 
governance and instances of fraud. The auditors 
more interested in factors related to audit 
committee than board of directors factors, 
YJKEJ� KPEQPUKUVGPV�YKVJ�%CTEGNNQ� GV� CN�� 
������
YJKEJ�ſPF�VJCV�DQCTF�EJCTCEVGTKUVKEU�TCVJGT�VJCP�
audit committee characteristics are associated 
with higher audit fees. But it is consistent with 
stream of accounting literature which linked 
audit committees to audit process. 

%QPEGTPKPI� TKUM� HCEVQTU� TGNCVGF� VQ� DQCTF�
QH�FKTGEVQTU�� VJGTG� KU�QPG�HCEVQT� VJCV� KPƀWGPEGU�
CNN� FGEKUKQPU�� VJG� KPUWHſEKGPVN[� KPFGRGPFGPEG�
of the board of directors from management, 
CPF� QPG� HCEVQT� YJKEJ� CRRGCT� VQ� PQV� KPƀWGPEG�
any decision There are recent problematic 
resignations of BOD members. These factors 
can be arranged according to their importance, 
YJKEJ� 6JG� $1&� KU� KPUWHſEKGPVN[� KPFGRGPFGPV�
from management is the most important 
factor followed by The BOD has not provided 
UWHſEKGPV� VKOGN[� KPHQTOCVKQP� VQ� CNNQY� HQT�
monitoring of important management behavior, 
while There are recent problematic resignations 
of BOD members appear to be less important. 

The importance of independence of the 
board of directors is consistent with Prior 
studies which reveal that the effectiveness of 
the board of directors’ oversight role can be 
KPƀWGPEGF�D[�CVVTKDWVGU�UWEJ�CU�DQCTF�UK\G��DQCTF�
independence (percentage of outside directors 
on the board), board members’ expertise, and 
meeting frequency. Outside directors have 
an incentive to monitor management because 
the value of their human capital is partially 
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determined by the effectiveness of their 
monitoring performance (Fama and Jensen, 
1983). Therefore, independent (outside) 
directors are more willing to provide effective 
oversight.   Xie et al. (2003) suggested that 
greater independent outside representation 
on the board, background in the corporation, 
ſPCPEG�� QT� NCY�� CPF� OGGVKPI� HTGSWGPE[� YGTG�
related to a lower level of discretionary accruals. 
Ebrahim (2007) suggested that earnings 
management was negatively associated with 
the independence of the board of directors and 
KVU� CWFKV� EQOOKVVGG�� %JGP�� GV� CN� 
������ ſPFU�
that the proportion of outside directors, the 
number of board meetings, and the tenure of the 
chairman are associated with the incidence of 
fraud.   

Egyptian auditors appear to be not interested 
in the problem of role duality, which The 
presence of one person running the posts of 
%JCKTOCP� CPF�%'1� KPƀWGPEG� QPN[� CWFKV� HGGU��
which consistent, to some extent, with Peel & 
%NCVYQTVJ[�
������YJKEJ�KPFKECVGF�VJCV�CWFKVQTU�
may perceive the risk of audit failure to be higher 
where the roles of chairman or chief executive 
are combined, since it can be argued that there is 
more scope for concealment or misstatement of 
relevant facts, and even fraud to be perpetrated. 
Also, it’s consistent with Dechow et al. (1996) 
YJQ�HQWPF�VJCV�ſTOU�YJQUG�%'1�CNUQ�EJCKTGF�
the board of directors were more likely to be 
subject to accounting enforcement actions by 
VJG�5'%�HQT�)##2�XKQNCVKQP��

With regard to risk factors related to audit 
committees, they are more important than risk 
factors related to board of directors and this 
attention of audit committees is consistent 
with what expected and context of prior 
studies, Kaplan et al., (2009) found that the 
audit committees of US public companies with 
effective operating procedures help to minimize 
the likelihood of fraud, Law, (2011) indicated 
that the audit committee effectiveness, 
internal audit effectiveness, the tone at the top 
management level, and ethical guidelines and 
policies are positively associated with a lack of 
fraud within Hong Kong organizations.   Within 
VJGUG� HCEVQTU� 6JG� #%�OGODGTU� CTG� PQV� OCFG�
up of outside directors appears to be the most 
important factor for Egyptian auditors followed 

D[�6JG�#%� KU� KPUWHſEKGPVN[� KPFGRGPFGPV� HTQO�
OCPCIGOGPV��9JKNG��6JG�#%�FQGU�PQV�JCXG�C�
formal written charter appear to be the least 
important.  

The auditors’ concern about the 
independence of audit committees can be 
understood in the context of stream of studies 
which documented the association between 
audit committees characteristics and quality of 
ſPCPEKCN�TGRQTVKPI��7\WP�GV�CN�
������ſPF�VJCV�
as the number of independent outside directors 
increased on a board and in the board’s audit 
and compensation committees, the likelihood 
of corporate wrongdoing decreased. Abbott 
GV� CN�� 
������ HQWPF� VJCV� ſTOU� VJCV� JCF� CWFKV�
committees composed entirely of independent 
directors meeting at least twice annually were 
NGUU� NKMGN[� VQ� DG� UCPEVKQPGF� D[� VJG� 5'%� HQT�
HTCWFWNGPV� QT� OKUNGCFKPI� ſPCPEKCN� TGRQTVKPI��
%CTEGNNQ� CPF� 0GCN� 
������ HQWPF� VJCV� VJG�
ITGCVGT� VJG� RGTEGPVCIG� QH� CHſNKCVGF� FKTGEVQTU�
QP� VJG� CWFKV� EQOOKVVGG� KP� ſTOU� GZRGTKGPEKPI�
ſPCPEKCN�FKUVTGUU��VJG�NQYGT�VJG�RTQDCDKNKV[�VJG�
auditor would issue a going-concern report. 
Klein (2002) suggested a negative relationship 
between audit committee independence and 
abnormal accruals. Abbott et al. (2004) found 
that the audit committee’s independence, 
the presence of at least one member with 
ſPCPEKCN� GZRGTVKUG�� CPF� OGGVKPI� CV� NGCUV� HQWT�
VKOGU� RGT� [GCT� GZJKDKVGF� C� UKIPKſECPV� CPF�
negative association with the occurrence of 
the restatement. Anderson et al. (2004) found 
that an independent audit committee was 
associated with increased accounting report 
integrity and therefore a lower cost of debt 
ſPCPEKPI�� -TKUJPCP� 
������ CPF� <JCPI� GV� CN��

������ HQWPF� VJCV� ſTOU� YGTG� OQTG� NKMGN[� VQ�
have internal control weaknesses if their audit 
committees were less independent and had 
NGUU� ſPCPEKCN� GZRGTVKUG� QT�� OQTG� URGEKſECNN[��
JCF� NGUU� CEEQWPVKPI� ſPCPEKCN� GZRGTVKUG� CPF�
PQP�CEEQWPVKPI�ſPCPEKCN�GZRGTVKUG��&G<QQTV�GV�
al. (2008) found that audit committee support 
for an auditor-proposed adjustment was 
UKIPKſECPVN[�JKIJGT�KP�VJG�RQUV�51:�RGTKQF�CPF�
that greater audit committee member support 
for the proposed adjustments was higher for 
OGODGTU�YJQ�YGTG�%2#U�VJCP�OGODGTU�YJQ�
YGTG�PQP�%2#U�  
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From viewpoint of auditors’ decisions, 
audit fees appear to be more affected by 
corporate governance risk factors, followed 
by acceptance decision, then audit planning. 
%QPEGTPKPI� CEEGRVCPEG� FGEKUKQP�� VJG� OQUV�
KPƀWGPVKCN� HCEVQT� KU� 6JG�#%� JCU� PQV� RTQXKFGF�
UWHſEKGPV� VKOGN[� KPHQTOCVKQP� VQ� CNNQY� HQT�
monitoring of important management behavior 
CPF�VJG�NGCUV�KPƀWGPVKCN�HCEVQT�KU�6JG�#%�FQGU�
not have a formal written charter. Regarding 
CWFKV� HGGU�� VJG� OQUV� KPƀWGPVKCN� HCEVQT� KU� 6JG�
#%� OGODGTU� CTG� PQV� ſPCPEKCNN[� NKVGTCVG� CPF�
VJG� NGCUV� KPƀWGPVKCN� HCEVQT� KU�6JG�#%�FQGU�PQV�
JQNF�HTGSWGPV�VKOGN[�OGGVKPIU�YKVJ�VJG�%(1�QT�
QVJGT�CEEQWPVKPI�QHſEGTU��+P�VJG�EQPVGZV�QH�CWFKV�
RNCPPKPI��6JG�#%�KU�KPUWHſEKGPVN[�KPFGRGPFGPV�
from management appear to be most important 
HCEVQT� CPF� 6JG� #%� FQGU� PQV� JCXG� C� HQTOCN�
written charter appear to be less important.

Conclusions 
This paper investigated the perceptions of 

Egyptian auditors about the impact of earnings 
management risk and governance risk on their 
decisions. The results showed that both types of 
risk affect auditors’ decisions concerning accept 
a new client, audit planning and audit fees. The 
earnings management risk factors appear to 
be more important for Egyptian auditors.  The 
Egyptian auditors give big attention to whether 
there are indications of unusually aggressive 
or creative accounting practices or no.  Also, 
Egyptian auditors’ perceptions are consistent 
with stream of academic studies which reported 
the importance of independent directors and they 
have expressed great attention to independence 
of the board of directors and audit committees.       
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Appendix A: questionnaire
First part: PERSONNEL INFORMATION 
Name: 
Age: 
Occupation:
Educational�TXDOLÀFDWLRQV�

Bachelor Master PH.D. Professional Other

Experience:

Less than 5 
years

Between 5 and 10 
years

Between 10 and 15 
years

Between 15 and 20 
years

More than 20 
years 

Second part 
First question

+U� [QWT� FGEKUKQP� VQ� CEEGRV� C� PGY� ENKGPV� KPƀWGPEGF� D[� VJG� GCTPKPIU� OCPCIGOGPV� TKUMU� CPF� VJG�
corporate governance risks that related to this client?   

o Yes o No o One of them
��earnings 

management 
risks only 

��corporate 
governance 
risks only 

Second question 
If the answer to the previous question is yes, please specify the extent of the impact of the following 

factors that determine the earnings management risks and the corporate governance risks on your 
FGEKUKQP�VQ�CEEGRV�C�PGY�ENKGPV����

Factors

Extent of the impact of these factors on the 
decision to accept a new client

Very 
strong Strong Weak Very 

weak
No 

LQÁXHQFH
First, factors associated with earnings 
management risks  
1. The company has a history of exactly meeting 

consensus earnings estimates.

���%QORCP[ŏU�stock price is based on an unusually 
high (stock price / RTQſV� for its industry. 

3. The company has indications of unusually 
aggressive or creative accounting practices.

4. The company has a history of inaccurate 
accounting estimates.

��� %GTVCKP accounting policies may be 
inappropriate to the business.  
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Factors

Extent of the impact of these factors on the 
decision to accept a new client

Very 
strong Strong Weak Very 

weak
No 

LQÁXHQFH
6. The engagement team JCU� PQPURGEKſE 

concerns about earning management. 

7. Management has provided inaccurate 
representations, or has been less than forthright 
CDQWV�ſPCPEKCN�TGRQTVKPI�KUUWGU�����

8. There has been a restatement in the last 
three years, and it was due to intentional 
manipulation. 

9. The engagement team has concerns about a 
particular accounting treatment. 

Second, factors associated with corporate 
governance risks 
Section one: factors associated with the board 
of directors
10. There is one person running the posts of 

%JCKTOCP�CPF %'1

11. There is no written code of conduct.

12. There are recent problematic resignations of 
BOD members. 

����6JG�$1&�KU�KPUWHſEKGPVN[�KPFGRGPFGPV�HTQO�
management. 

14. The BOD does not hold frequent timely 
OGGVKPIU�YKVJ�%(1�CPF�CEEQWPVKPI�QHſEGTU�

���� 6JG� $1&� KU� PQV� RTQXKFGF� UWHſEKGPV� VKOG[�
information to allow for monitoring of 
important management behavior.

���� 6JG� $1&� KU� PQV� RTQXKFGF� UWHſEKGPV� VKOG[�
information about sensitive issues. 

Section two: factors associated with audit 
committee
���6JG�#%�FQGU�PQV�JCXG�C formal written charter.

���6JG�#%�FQGU�PQV�JQNF�HTGSWGPV�VKOGN[�OGGVKPIU�
YKVJ�VJG�%(1�QT�QVJGT�CEEQWPVKPI�QHſEGTU�

���6JG�#%�OGODGTU�CTG�PQV�OCFG�WR�QH�QWVUKFG�
directors. 

��� 6JG� #%� KU� KPUWHſEKGPVN[� KPFGRGPFGPV� HTQO�
management. 

���6JG�#%�OGODGTU�CTG�PQV�ſPCPEKCNN[�NKVGTCVG���

��� 6JG� #%� KU� PQV� RTQXKFGF� UWHſEKGPV� VKOGN[�
information to aloe for monitoring of important 
management behavior. 
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Third question 
Is�[QWT�RNCPPKPI�QH�VJG�CWFKV�RTQEGUU�KPƀWGPEGF�D[�VJG�GCTPKPIU�OCPCIGOGPV�TKUMU�CPF�VJG�EQTRQTCVG�

governance risks that related to this client?   

o Yes o No o One of them
��earnings 
management risks 

only 

��corporate 
governance risks 

only 

Fourth question 
If the answer to the previous question is yes, please specify the extent of the impact of the following 

factors that determine the earnings management risks and the corporate governance risks on your 
RNCPPKPI�QH�VJG�CWFKV�RTQEGUU�

Factors

Extent of the impact of these factors on the 
decision to accept a new client

Very 
strong Strong Weak Very 

weak
No 

LQÁXHQFH
First, factors associated with earnings 
management risks  

1. The company has a history of exactly meeting 
consensus earnings estimates.

��� %QORCP[ŏU� stock price is based on an 
unusually high (stock price / RTQſV� for its 
industry. 

3. The company has indications of unusually 
aggressive or creative accounting practices.

4. The company has a history of inaccurate 
accounting estimates.

��� %GTVCKP accounting policies may be 
inappropriate to the business.  

6. The engagement team JCU� PQPURGEKſE 
concerns about earning management. 

7. Management has provided inaccurate 
representations, or has been less than 
HQTVJTKIJV�CDQWV�ſPCPEKCN�TGRQTVKPI�KUUWGU�����

8. There has been a restatement in the last 
three years, and it was due to intentional 
manipulation. 

9. The engagement team has concerns about a 
particular accounting treatment. 

Second, factors associated with corporate 
governance risks 
Section one: factors associated with the board 
of directors
1. There is one person running the posts of 
%JCKTOCP�CPF %'1
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Factors

Extent of the impact of these factors on the 
decision to accept a new client

Very 
strong Strong Weak Very 

weak
No 

LQÁXHQFH
2. There is no written code of conduct.

3. There are recent problematic resignations of 
BOD members. 

���6JG�$1&�KU� KPUWHſEKGPVN[� KPFGRGPFGPV� HTQO�
management. 

5. The BOD does not hold frequent timely 
OGGVKPIU�YKVJ�%(1�CPF�CEEQWPVKPI�QHſEGTU�

���6JG� $1&� KU� PQV� RTQXKFGF� UWHſEKGPV� VKOG[�
information to allow for monitoring of 
important management behavior.

���6JG� $1&� KU� PQV� RTQXKFGF� UWHſEKGPV� VKOG[�
information about sensitive issues. 

Section two: factors associated with audit 
committee
��� 6JG� #%� FQGU� PQV� JCXG� C formal written 

charter.

��� 6JG� #%� FQGU� PQV� JQNF� HTGSWGPV� VKOGN[�
OGGVKPIU�YKVJ� VJG� %(1� QT� QVJGT� CEEQWPVKPI�
QHſEGTU�

���6JG�#%�OGODGTU�CTG�PQV�OCFG�WR�QH�QWVUKFG�
directors. 

��� 6JG� #%� KU� KPUWHſEKGPVN[� KPFGRGPFGPV� HTQO�
management. 

���6JG�#%�OGODGTU�CTG�PQV�ſPCPEKCNN[�NKVGTCVG���

��� 6JG� #%� KU� PQV� RTQXKFGF� UWHſEKGPV� VKOGN[�
information to aloe for monitoring of 
important management behavior. 

  

Fifth question 
Is�[QWT�FGEKUKQP�VQ�FGVGTOKPG�VJG�CWFKV�HGGU�KPƀWGPEGF�D[�VJG�GCTPKPIU�OCPCIGOGPV�TKUMU�CPF�VJG�

corporate governance risks that related to this client?   

o Yes o No o One of them

��earnings management 
risks only 

��corporate 
governance risks 
only 

Sixth question 
If the answer to the previous question is yes, please specify the extent of the impact of the following 

factors that determine the earnings management risks and the corporate governance risks on your 
FGEKUKQP�VQ�FGVGTOKPG�VJG�CWFKV�HGGU���



26 1DVU�7DKD�+DVVQ��7KH�LPSDFW�RI�HDUQLQJV�PDQDJHPHQW�ULVNV����

http://journals.uob.edu.bh

Factors

Extent of the impact of these factors on the 
decision to accept a new client

Very 
strong Strong Weak Very 

weak
No 

LQÁXHQFH
First, factors associated with earnings 
management risks  
1. The company has a history of exactly 

meeting consensus earnings estimates.

��� %QORCP[ŏU� stock price is based on an 
unusually high (stock price / RTQſV� for its 
industry. 

3. The company has indications of unusually 
aggressive or creative accounting practices.

4. The company has a history of inaccurate 
accounting estimates.

��� %GTVCKP accounting policies may be 
inappropriate to the business.  

6. The engagement team JCU� PQPURGEKſE 
concerns about earning management. 

7. Management has provided inaccurate 
representations, or has been less than 
HQTVJTKIJV�CDQWV�ſPCPEKCN�TGRQTVKPI�KUUWGU�����

8. There has been a restatement in the last 
three years, and it was due to intentional 
manipulation. 

9. The engagement team has concerns about a 
particular accounting treatment. 

Second, factors associated with corporate 
governance risks 
Section one: factors associated with the 
board of directors
1. There is one person running the posts of 
%JCKTOCP�CPF %'1

2. There is no written code of conduct.

3. There are recent problematic resignations of 
BOD members. 

���6JG�$1&�KU�KPUWHſEKGPVN[�KPFGRGPFGPV�HTQO�
management. 

5. The BOD does not hold frequent timely 
OGGVKPIU�YKVJ�%(1�CPF�CEEQWPVKPI�QHſEGTU�

��� 6JG� $1&� KU� PQV� RTQXKFGF� UWHſEKGPV� VKOG[�
information to allow for monitoring of 
important management behavior.

��� 6JG� $1&� KU� PQV� RTQXKFGF� UWHſEKGPV� VKOG[�
information about sensitive issues. 
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Factors

Extent of the impact of these factors on the 
decision to accept a new client

Very 
strong Strong Weak Very 

weak
No 

LQÁXHQFH
Section two: factors associated with audit 
committee
��� 6JG� #%� FQGU� PQV� JCXG� C formal written 

charter.

��� 6JG� #%� FQGU� PQV� JQNF� HTGSWGPV� VKOGN[�
OGGVKPIU�YKVJ� VJG�%(1�QT�QVJGT�CEEQWPVKPI�
QHſEGTU�

���6JG�#%�OGODGTU�CTG�PQV�OCFG�WR�QH�QWVUKFG�
directors. 

���6JG�#%� KU� KPUWHſEKGPVN[� KPFGRGPFGPV� HTQO�
management. 

���6JG�#%�OGODGTU�CTG�PQV�ſPCPEKCNN[�NKVGTCVG���

��� 6JG� #%� KU� PQV� RTQXKFGF� UWHſEKGPV� VKOGN[�
information to aloe for monitoring of 
important management behavior. 

Any comments about questionnaire or the point of search please specify.


