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ABSTRACT

The purpose of this article is to examine the impact of the audit quality on that of the accounting profits.
We chose the accrual quality, the accounting conservatism and the profit relevance as a measure of the
quality of the accounting profits. The empirical study, which was carried out in this article on a sample of
Tunisian firms listed on the TSE for the period (2005-2009), confirms the significant impact of the audit
quality on that of the accounting profits. The study results also show that the variables: size of the audit
firm, sector-based specialization of the audit firm, the co-commissioner and the size of the audit committee,
improve the quality of the accounting profits.
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INTRODUCTION

The financial crises that have been observed for a decade along with the recent financial scandals
(Enron) have created a revolution in the design and evaluation of the audit quality. In fact, they
reinforced the need for its improvement. In this context, several studies focus on the quality of the
financial statements and specifically that of the accounting profits considered as "priority
information» (Dechow 1994, Dechow, Kathari et Watts 1998, Ball et Brown 1968).

In this conceptual framework, most of these studies use accounting accruals as a measure of the
quality of the accounting profits. (Francis Hall and Wang 2008; Piot 2004, Francis Hall and
Wang, 2007; Becker et al 2007). Others use the accounting relevance as a measure of accounting
profits (Ball and Brown 1968; Barth, Beaver and Landsman 2001; Francis Lefond, shipper and
Olsson 2004). Besides, further researches use accounting conservatism as a measure of the
quality of the accounting profits in a way that it systematically affects the profits (Basu
1997 . Watts 2008, Olsson 1995; Givoly and Hany 2000 Penman and Zang 2001).

Regarding this perception, the aim of our study is to check if the quality of the external audit is a
constraint for the quality of the disclosed accounting profits. Our objective is to investigate to
what extent the quality of the accounting profits depends on that of the external audit. As a
consequence, we propose the profits relevance, the accounting conservatism and the accruals
quality as a measure of the quality of the accounting profits.
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1. THEORETICAL FRAMEWORK ON THE IMPACT OF THE AUDIT QUALITY ON
THAT OF THE ACCOUNTING EARNINGS:

In accordance with the agency theory, the leader is supposed to follow an opportunistic behavior
to maximize his utility function. To cope with such opportunistic behavior, the shareholders use a
third party (external auditor) to monitor the managers and check the quality of the disclosed
information. Within the framework of theoretical reflection, the role of the external audit, as a
means of controlling and reducing the agency costs, is twofold: it helps, on the one hand, reduce
the information asymmetry and , on the other hand, strengthen the mechanisms of corporate
governance.

The concept of asymmetric information and the unequal information distribution between the
shareholders and the managers is the basis of the signal theory. To deal with these problems, the
external auditor has always played a fundamental role in the process of solving the problems of
the information asymmetry since his intervention can discipline the opportunistic behavior of the
managers, particularly in terms of accounting information manipulation (Becker et al 1998,
Francis et al 1999). The role of the external audit is therefore twofold; the external auditors are
not only a means of controlling the decisions of the business leaders concerning the choice of
their accounting policies, but also a means of ensuring the reliability of the disclosed financial
information.

2. PERCEPTION OF THE AUDIT QUALITY:

Most of the studies agree that the assessment of the audit quality is based on two basic concepts:
the auditor’s competence and independence (De Angelo 1981 Lemon and Taffler 1992), Lemon
and Taffler (1992). However, recent financial scandals and the collapse of one of the audit giants,
"Arthur Anderson’s firm" showed the incapacity of these concepts to understand the audit quality
on their own. It should, therefore, be necessary to rethink the current valuation rules and propose
new measures that take into account the complexity of the audit work (Carcello et al 1992, Brown
et al 2005). In this perspective, other criteria appeared to be reliable indicators of the audit
quality. Accounting literature highlighted several measures of the audit quality, such as:

- The sector-based specialization:

By auditing several firms in the same auditing sector, the auditors require a good experience and
then become experts in the processes and procedures related to this sector. In this sense, several
studies predict that the audit firms specialized in a particular sector have considerable experience
and significant investment in the technology adopted in this activity sector. They are the most
competent in this sector and are likely to offer a relatively high quality of services (DeFond et al,
2000; Krishnan and Yang 2003; O'Keefe et al 2003)

- The size of the audit firm: It is generally accepted that the Big 4 produce better audits since they
have greater financial resources than others and better human skills. In this sense, De Angelo
(1981) considers that the size of the audit firm is an implicit guarantee of the quality of the
performed tasks (Becker et al 1998, Hammersley 2006, Piot 2004).

- The reputation of the audit firm: the reputation of the audit firm is usually the most commonly
used indicator empirically to assess the audit quality. However, several studies show that the
long-term audit relationship may impair the auditors’ independence or inversely improve the
auditors’ conditions of the work exercise and therefore the quality of the performed audit. (Myers
et al 1999; Carcello and Nagy 2004; Mansi et al 2004, Jackson et al 2008).
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- The audit committee: the implementation of the audit committee in a company is one of the
controlling mechanisms that ensure the relevance and consistency of the accounting policies
adopted for the preparation of the financial statements. In this context, the presence of an audit
committee within the firm is likely to improve the transparency of the information disclosure and
limit the degree of the managers’ involvement in the process of the result management (DeFond
and Jiambalvo 1991, Dechow, Sloan and Sweeny 1996)

- The audit fees: the fees received by the auditor were considered by literature as a means to
measure the quality of service provided by the auditor. Frankel et al (2002) show that high fees
help reduce the audit management result. Indeed, high audit fees may also reflect an increased
audit effect and therefore a better audit quality.

3. CONCEPTUAL FRAMEWORK
3.1 sector-based specialization and the quality of accounting profits

Several studies show that the auditors who specialize in a well definite industry benefit from
specific knowledge. They have the ability to make a good quality service, achieve cost savings on
their audit and provide a better audit quality (Defond et al 2000; Piot 2004; Hammersley 2006).

Thus, Balsam Kristhman and Yang (2003) anticipate a positive and significant relationship
between the sector-based specialization of the audit firms and the quality of the accounting
profits. Gul et al (2000) find that sector-based specialization of the audit firms reduces the
discretionary accruals and improves the quality of the accounting figures of the firms. In this
regard, Carcello and Nagy (2004) expect a negative relationship between the auditors’
specialization and the reporting of fraudulent financial statements.

Hypothesis 1: the quality of the accounting profits is positively associated with the sector-based
specialization of the audit firms.

3.2 The size of the audit committee and the quality of the accounting profits

Piot C. and R. Janin (2004) find that the French firms having an audit committee have lower
discretionary accruals than others. The establishment of an audit committee within a company can
limit the power of the leaders and subsequently reduce the results management.

Several other researches admit that the presence of an audit committee within the firm limits the
results management. The researches of Defond and Jiambalvo (1994) and Dechow et al (1995)
seem to confirm this hypothesis. Moreover, other studies consider that the audit committee can
contribute to the improvement of the quality of the financial statements preparation process (Spira
1999 De Angelo 1981 Carcello et al 2004).

Hypothesis 2: The quality of the accounting profits is positively associated with the size of the
audit committee.

3.3 The size of the audit firm and the quality of accounting profits

The size of the audit firm is the most important criterion used in the empirical literature to assess
the quality of the external audit. It is generally accepted that the Big 4 produce better quality
audits. Chalmers and Godfray (2004) show that the Big 4 help, on the one hand, reduce the
problem of the information asymmetry between the managers and the shareholders, and on the
other hand, improve the quality of the accounting income of their customers.
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Several studies find a positive and significant relationship between the Big auditors and the
quality of the accounting profits. These studies suggest that the large audit firms may conduct a
checking of a higher quality. This hypothesis is also backed by: Francis and Yu 2009; De Angelo
1981, Chalmers and Godfrey 2004 Palmarosa 1988) and Defond Jiambalvo 1994 Krishnan 2002.

Hypothesis 3: the quality of the accounting profits is positively associated with the auditors’
belonging to an international network (BIG 4).

3.4. The reputation of the audit firm and the quality of the accounting profits

Several studies consider that a long audit relationship improves the conditions of the auditors’
work performance and subsequently the quality of the carried out audit. Furthermore, some
authors show that a long audit relationship improves the conditions of the audit work
performance. In this case, the duration of the audit relationship can have a positive impact on the
quality of the accounting profits of the audited firms. (Libby and Frederick 1990; Mayers et al
2003; Carcello and Nagy 2004, Jackson et al 2008, Chen, Lin and Lin, 2007; Mayangsari 2006).

However, other studies consider a long relationship audit could corrupt the auditors’
independence, and thus the existence of a negative relationship between the duration of the audit
relationship and audit quality (shockly 1981: Mayer et al 2007 ;). The most recent work Hamilton
et al 2005, Reynolds and Francis JK JR 2004) confirm the negative association between the
duration of the audit relationship and the abnormal component of the result.

Hypothesis 4: the quality of the accounting profits is positively associated with the duration of
the audit relationship.

3.5. The expertise of the audit committee’s member and the quality of the
accounting profits

To handle the financial statement preparation process, and in order to carry out their missions, the
committee members must hold a degree in finance and (or) in accounting or other qualifications
in related fields (Lee et 1997 Stone, Abbott, Parker and Peters 2002). Therefore, several studies
find that firms having audit committee members with financial expertise have relevant accounting
profits (Anderson, Deli and Gillan 2003, Bryan et al 2004).

Empirically, the results broadly support that the presence of an expert in accounting or finance
within the audit committee can improve the performance of the company (Abbott et al 2000;
Bedard et al 2004). Similarly, Bryan et al (2004) and Rich (2009) argue that an audit committee
with financial expertise can increase the relevance of the profits.

Hypothesis 5: the quality of the accounting profits is positively associated with the expertise of
the audit committee’s member.

3.6. The existence of majority shareholders and the quality of the accounting profits
Several studies show that the agency costs in firms, where the capital is concentrated in the hands

of a small number of shareholders, result in conflicts of interest between the majority and
minority shareholders (Shleifer and Vishny 1997).

42



International Journal of Managing Value and Supply Chains (IJMVSC) Vol. 7, No. 1, March 2016

Indeed, the majority shareholders typically have a degree of influence and control over the
company. They can later force the managers to work for their benefit by opposing their decisions
which contradict the objective of maximizing the shareholders’ wealth.
This can be reflected in an increase of the audit request. Similarly, Jeanjean (2000) and Rajgopal,
and Venhatachalam Jiambalvo (1999) have argued that the existence of such shareholders
provides a control mechanism that can prevent the results management. However, Bryan et al.
(2004), show that the existence of such shareholders negatively affects the relevance of financial
information. These studies make us decide on the following hypothesis:

Hypothesis 6: the quality of the accounting profits is positively associated with the presence of
majority shareholders.

3.7. Concentration of the audit firms and the quality of the accounting profits

To strengthen the independence of statutory auditors and improve the services provided by the
auditors, some companies require the existence of two audit firms. On the institutional level,
however, this differs from the Anglo-Saxon environments by the obligation to have the

consolidated financial statements certified by at least two separate auditors.

The existence of two audit firms enables the audited entity to promote the audit quality both in
terms of independence and of competence.

Like the researches carried out on the control of the audit profession, Piot (2004) deducted the
positive effect of co-statutory auditor on the audit independence, on the safeguard of the interests

of financial investors, and subsequently on the quality of the achieved results.

Hypothesis 7: the quality of the accounting profits is positively associated with the concentration
of the audit firms.

Empirical analysis of the impact of the audit quality on that of the accounting profits
Sample

The study sample which consists of 20 companies listed on the Tunis Stock Exchange (TSE)
belongs to the non-financial sector. This study covers the period from 2005 to 2009.

The study Model:

To test our research hypotheses, we use the following model:

EQy; = fpy + 1 BIG; + p,SPEC;; + p;REPU + p,COMM;; + p_EXPER; + B ACTI; + p,CONC;
+ EBANALLJ + ﬁgTAILLI.j + Ej_l}ENDi.j + =

With:
EQy; : the relevance of the accounting profits
EQ:; :The 1 of the accounting conservatism

E@z; : The discretionary accruals to measure results management
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The study variables:
Variables to be explained: the quality measurement of the accounting profits
= The accounting conservatism.

Among the researchers who presented a variety of definitions of the accounting conservatism, we
find Bazu (1997) who defined conservatism as "the tendency of the accountants to require a
higher degree of verification so as to take into account the good news as gains rather than to
recognize the bad news. The principle of the accounting conservatism affects the company’s
financial statements in a direct manner and the accounting profit in a specific way. In this regard,
Givoly and Hayn (2000) define conservatism as a selection criterion among several accounting
principles that lead to the minimization of reported profits due to the delay in the consideration of
the income, the rapid recognition of expenses and the lowest evaluation of assets and the highest
one of the liabilities. These studies predict that the published results reflect the good news rather
than the bad news.

To measure accounting conservatism, we will use the same approach as that of Basu (1997): a
reverse profit regression compared with the performance of companies of which we present the
following sequence:

Ezndfices;t . . . .
- E_a 3 T a7 Uy + dpgyRendement;; + 3;;U;.*Rendement;, + &,
Profits Returns Returns
With :

Bénéfices;; : Profits on company j for year t, divided by the market value or the share price at the

beginning of year t-1 (Pjz—).

Dy : Mute variable (1 if the returns of year t are negative, 0 if they are positive).

Rendement;; : equity returns for company j for year t.

The response factors for the good and bad news are represented by B_0j and ( f_0j B_1j).
The [By; coefficient is a response coefficient which helps detect the effect of the bad news. Basu

and Walker (1999) as well as Givoly and Hayn (2000) measure conservatism on the basis of the
(Boj t B1j)/Byj.ratio, which gives the following formula:

Conservatism = (Bg; + By;) / Bo; =P A large value of the variable “conservatism” shows that there

is an accounting conservatism and therefore quality benefits.
=> The relevance of the accounting profits.

According to Core, Guay, and Buskirk (2003), Kothari and Shanken (2003), the relevance of
accounting information can be defined as the ability of the accounting figures to summarize the
underlying information at the share cost.

Empirically, Borth, Beaver and Landsman (2001) consider that an accounting figure is a relevant
value if it is association with the market value of the company that published it. In this regard, the
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previous studies dealt with the relevance through the association between the accounting profits
and the stock returns.

The response coefficient of the generated profit of this regression is the measurement of the
profits relevance.

To estimate the profits relevance, Francis (1999) and Schipper (1999) and Bushman, Chen, Engel
and Smith (2003) use the following model:

Returns (j, t) = & (0, j) + & (1,i) Profit (j, t) + & (2 ,j) A Profit (j, t)

With :

Returns (j, t) : equity returns for company j for year t.

Profits (j, t) : Profits for company j for financial year t, divided by the market value or the share
price at the beginning of financial year t.

Francis and Shipper (1999), LaFond, Olsson and Schipper (2004) measure the benefits relevance
on the basis of the adjusted R? arising from the regression model per company already

mentioned. Therefore, Relevance = Adjusted R”.

=>The results management.

Schipper (1989) defines the results management as "a deliberate intervention in the presentation
of the financial information in order to obtain personal gain." Therefore, the quality of disclosed
information depends on whether there is a phenomenon of results management or not.

Thus, many studies referred to the practices of earnings management in order to assess the quality
of the accounting profits (Frankel et al 2002; Francis, Lafond, Olsson and Shipper 2005).

The literature review identifies two perspectives included in the approach of the earnings
management to measure the quality of the accounting profits: the prospective of the total accruals
and that of the discretionary ones

Regarding our research, we suggest estimating the quality of the accounting earnings on the basis
of the discretionary ones as proposed in the modified model of Jones (Dechow et al 1995).
Consequently, the model is as follows:

TA 1 AREVE_AREC,
—L =gty (—) + ey ( " e
[—1 —1 L—1

1 3 Ap—z
Several models aim at assessing the discretionary component of the accruals and start with the
basic accounting equation by taking total accruals (TA) the sum of discretionary accruals (DA)
and the non-discretionary ones (AND) = AD AND ACT.

Therefore, to do so, we must first calculate, for each firm i and year t, the total accruals according
to the direct approach which is as follows:

ACT=RN- FTE

With :

ACCT :the total accruals.

RN : the net book profit.

FTE : The net operating cash flow
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The discretionary accruals, which are obtained by the difference between the total accruals for
each firm and the normal accruals, will then be estimated using the modified Jones model,
therefore we obtain:

ACT, 1 AREVIt — ACCIt IMMO,
ACD, =g =—— [0 (A )""x: ( ) +0oig ( )]
Apq £-1 Ay Ay

With

ACD : discretionary accruals

ACT :total accruals.

A : total assets

AREV : income variation

ACCL: accounts receivable

IMMOB : Gross assets excluding financial assets

Regression residual corresponding to the discretionary accruals

o Explanatory Variables: measurement of the audit quality

=> Size of the audit firm "Big4": the dummy variable that takes value 1 if the firm is audited by
the "Big4" and 0 otherwise. (Francis et Yu, 2009 ; De Angelo, 1981 ; Frankis, Hall et Wang 2006
; Chalmers et Godfrey ,2004)

=> Auditor’s reputation "REPU": the dummy variable that takes value 1 if the period is three years
and O if it is shorter. (Myers et al 2003; Carcello and Nagy, 2004; Mansi et al, 2004).

=> Size of the Audit Committee "COMM": the dichotomous variable that takes value 1 if the
members of the audit committee are at least three and 0 otherwise. (Spira 2003 Rish 2009).

=> The expertise of the Audit Committee’s member "EXPER": It is a binary variable that takes
value 1 if at least one member of the audit committee is an expert in financial management or
accounting, and 0 otherwise. (Abbott et al, 2000, Rich 2009, Knapp 1991 Bryn at al 2004).

=>The existence of majority shareholders “ACTI”: this variable will be measured by the number
of the shareholders who own more than 5% the company’s stake. (Jeanjean (2005), Jensen and

Meckling, 1976; palmarosa, 1986).

=>» The concentration of the audit firms "CONC" : this variable will be measured by a dummy
variable that takes value 1 if the firm is audited by two audit firms, and 0 otherwise. (Piot 2004)

The control variables

=>» The tracking analyst "ANAL" : It is a binary variable that takes value 1 if the audited firm has
a financial analyst, and O otherwise. (From George et al, 2005; Bayle and Schwartz, 2005).

=>» The size of the audited firm "TAILL": the firm’s size is assessed in accordance with the
logarithm of total assets (Mayangsari 2007 Piot, 2004).

=>» Indebtedness "END" = Total Debt / Total Assets (Becker et al, 1998; Balsam, Krishnan and
Yang, 2003)
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4. RESULT ANALYSIS

4.1.Univariate test

=>Table 1: Univariate test on the subsample of the Tunisian non-financial firms.

BIF

......

-l LWL

Table 1 presents the results obtained from the univariate tests related to the explanatory variables
of the Tunisian non-financial firms. The results in this table show that the variables BIG, COMM,
and EXPER DETAILEDREPORT affect significantly and positively the quality of the accounting
profits, as measured by the approach of the results relevance and management. The variables
ANLY, ITAC and END significantly and negatively affect the quality of the accounting profits,
as measured by both the relevance and conservatism approaches.

It appears from this table that the existence of shareholders owning more than 5% of the capital
and the sector-based specialization of the audit firms positively and significantly affect the quality
of the accounting profits as measured by the conservatism approach.

In fact, this table has a B2 coefficient of about 39.33%, 55.35% and 19.56% respectively for the

three measures of the accounting profits quality, namely the relevance, conservatism and results
management. We can say that the explanatory power of this model is significant. Therefore, we
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can conclude that the independent variables used in this model do well explain the studied
phenomenon, namely the quality of the accounting profits.

To better examine the impact of the audit quality on that of the accounting profits, it is very
important to conduct a multivariate analysis taking into account the simultaneous effect of all the
studied variables.

4.2. Tests on the panel data

The panel data have two dimensions: one for individuals (in our model they are the firms) and
another for time. They are generally identified by indices i and t respectively. It is often useful to
identify the effect associated with each individual, an effect which does not vary in time, but
varies from one individual to another. This effect can be fixed or random. This is summarized in
the test for the presence of individual effects, the Hausman and the correlation tests.

Test for the presence of individual effects

This test is to verify the presence of individual effects in our data. Our analysis will focus on the
modeling of U; individual effects for the panel data as follows: Y;; = Y + X;; + e;;. In fact, we

seek to test the Hy: I; = 0 null hypothesis in the previous regression. This hypothesis is about the
absence of individual effects.

=>» Table 2 : Test for the presence of individual effects

PER CONS ACD
Chi 2 Test 12,922 0,435 2.789
(0,000) (0,509) (0,094)

The results of this test for the subsample of non-financial firms can make us accept Hy and check
the absence of individual effects for the conservatism model. However, for the other two models
of the results relevance and management, we can say that this test can reject Hy and accept the

alternative hypothesis, that it is to say, the hypothesis about the presence of individual effects . In
this case, we should use the Hausman test to define whether the effects are fixed or random.

> Hausman Test

The Hausman test is a specification one which helps determine if the coefficients of both
estimates (fixed and random) are statistically different. The idea of this test is that, under the null
hypothesis of independence between the errors and the explanatory variables, both estimators are

unbiased and hence, the estimated coefficients should differ slightly. The Hausman test compares
the variance-covariance matrix of both estimators.

W=(@F-4a) var(A4F- da)"*(4F-4a)

The null hypothesis of this test (HO) refers to the random effect, if p-value is greater than 10%,
we use the random effects which are more effective.
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=>» Table 3 : Hausman test

PER CONS ACD
Chi 2Test 5.039 15.323 1.121
(0,080) (0.000) (0.570)

In our case, the Hausman test shows probabilities lower than 10% for both the relevance and
conservatism models; that is (8% and 0%). However, concerning the results management model,
the probability is greater than 10%; that is (57%)

The results of this test therefore show that the individual effects are random and non-stationary
for the results management model, whereas the individual effects are fixed and non-random for
the other two measures of the accounting profits quality, namely the relevance and conservatism.

The correlation test between the explanatory variables

The last test to be checked in the panel data framework is the absence of a of multicolinearity
problem between the variables included in our model. We will then examine Sperman’s
correlation matrix of the independent variables including the control ones.

In Table 4, we find that the correlation coefficients are significantly smaller than 0.8, which
corresponds to the line drawn by Kennedt (1985) from which we generally begin to have serious
problems of multicollinearity. As a result, we can say that there is no multicollinearity problem
between the variables.

Table 7 : Pearson’s correlation

BIG SPEC REPU COMM EXPER ACTI CONC  ANALY TAIL END
L

BIG 1.0000
SPEC -0.0821 1.0000
REPU 0.2336% 0.1873 1.0000

COMM 0.0503 - -0.1147  1.0000
0.3572%
EXPER -0.0657 - - 0.0345 1.0000
0.3120%% 0.3505%%
ACTI 0.1888 0.2880* -0.0330 0.0433 1.0000
0.3387%
CONC 0.1667 0.1873 0.1531 0.133¢6
0.5334% 0.3237*% 1.0000
ANALY 0.0985 0.2287% 0.0%964 0.2100 0.0278 0.2287%  1.0000
* 0.3363%
TAILL -0.031%9 0.133% 0.1630 -0.0815 -0.1336 0.16%2 0.0263 - 1.000
0.4294%= @
END -0.145%  0.1408 0.0517 0.0326 0.0432 -0.0617 1.000
0.2370* 0.2723* 0.0317 0

*Correlation is significant at 1%
** Correlation is significant at 5%

As argued by O'Keefe et al (1994), Piot (2004), Carcello and Nagy (2004), the auditors who
specialize in certain industries will benefit from specific sector-based knowledge, and therefore
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will be able to produce a quality service which subsequently helps improve the quality of the
results.

Similarly, Balsam et al (2003) found, on a sample of U.S. firms, that the sector-based
specialization of the audit firms reduces the discretionary accruals and improves the relevance of
the accounting income.

It appears that the results obtained in our study are consistent with the previous studies and
support the hypothesis previously issued: The quality of the accounting profits is positively
associated with the sector-based specialization of the audit firms for the variables regressions of
interests, conservative, and result management.

Like the results released by Franci and Yu (2009), Chalmers st Godfrey (2004), our results
obtained about the effect of the audit firm’s size on the interest variables confirm the hypothesis
previously issued and reflect a positive and significant relationship between the 'Big 4' auditors
and the quality of the accounting profits as measured by the results management, the profit
relevance and the accounting conservatism. This means that the large audit firms produce higher
quality services because they have better techniques and well informed human skills.

As for the expertise variable of the audit committee’s member, the obtained results confirm that
the quality of the accounting profits is positively associated with the member expertise of the
audit committee. Anderson, Deli and Gillan (2003) and Bryan et al (2004) showed that firms
whose audit committees have members with financial expertise get relevant profits. Similarly,
Bryan et al. (2004) argue that an audit committee with a financial expertise increases the profits
relevance.

Regarding the variable “auditor’s reputation”, the obtained results show a positive and significant
effect on the model of the relevance of the accounting profits, and a negative and significant
effect on that of the results and accounting conservatism management. Theoretically, this
contradictory effect of the “auditor’s repuation” variable is justified by the findings of Libby and
Frederick 1990; Myers et al. 2003, Carcello and Nagy, 2004; Jackson et al, 2008; who argued that
the relationship length between the auditor and audited improves the conditions of carrying out
the audit task. Hamilton et al 2005, Meyers et al, 2007 JR Francis, (2004), find a negative
association between the relationship length in years between the auditor and audited and the
abnormal component of the result.

The effect caused by the existence of one or more shareholders confirms the hypothesis
previously advanced. This hypothesis says that the quality of the accounting profits is positively
associated with the presence of shareholders, and therefore corroborates the theoretical statements
of Shleifer and Vishny (1986), Denis and Serrano (1996) who reported that the concentration of
the capital increases the control efficiency of the staff by the shareholders.

Jeanjean (2000) and Rajgopal, Venhatachalam and Jiambalvo (1999) argued that the existence of
such shareholders provides a control mechanism that can hinder the profits management. Unlike
the expected results, the variable size of the audit committee positively affects only the model of
the results management. Such a contradiction can be explained by the divergence of the results
obtained in the studies of DeAngelo (1981), Carcello and Nagy (2000 ) and DeFond Jiambalvo
(1994).

Like in the researches carried out by Piot (2004) on the control of the audit profession where the
effect of co-statutory auditor on the audit independence was concluded, the obtained results show

a significant effect of the variable “concentration of the audit firms” only for the model of the
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results management. This implies that the co-statutory auditor limits the managers’ authority and
therefore generates quality benefits.

Regarding the control variables, the obtained results suggest a positive relationship between the
quality of the firms’ accounting profits and respectively the company’s size and the presence of
tracking financial analysts. These results imply that these elements are reasons that contribute to
the improvement of the quality of the accounting profits on which indebtedness has no significant
impact.

CONCLUSION

As a governance mechanism, the external audit's main objective is to ensure the reliability of the
accounting data published by the firms. Therefore, the agency and the signal theories are a
theoretical basis for the positive impact of the external audit on the quality of the accounting
earnings measured by different approaches such as the relevance, conservatism and results
management.

In our study, we tried to check whether the quality of the external audit can improve the quality of
the accounting profits using three different approaches of measurement such as, the relevance, the
level of conservatism and the results management. The empirical analysis in the Tunisian context
helped us show that a better external audit quality improves that of the accounting profits.

More specifically, the developed study shows that the auditors’ belonging to an international
network (Big), the reputation of the audit firm, the existence of an accounting expert in the audit
committee, the existence of an audit committee and the size of the audited company have a
positive impact on the relevance of the accounting profits for both sectors (financial and non-
financial).

The results show that other variables of the external audit, such as the existence of majority
shareholders holding more than 5% of the capital, the co-statuary auditor and the presence of a
financial analyst within the company being audited, improve the quality of the accounting profits
even in the financial sector.
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