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External auditor type, discretionary accruals

and investors’ reactions
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5. Summary and conclusion

The paper investigates, in an Egyptian context, the external auditor type (Big 4 vs local)
implications on reporting quality (measured by DA) and related investors’ pricing reactions
over 2012-2015, that is meant to be post the Egyptian revolution crisis.

The findings reveal the minimal external auditor’s role in mitigating earnings
management. More specifically, EGX firms choosing Big 4 audits are significantly expected
to report more DA, whether the disclosure of such DA is for signaling potential value
increasing investments needs future research investigation.

Investigating the investors’ perspectives of audited DA, the empirical analysis indicates
that neither DA nor the external audit firm type are considered as important factors for EGX
firms’ stocks pricing.

The paper findings call for attention from the side of regulatory authorities in regards to
establishing effective mechanisms to enhance the effectiveness of the external auditor role
in regards to mitigating earnings management to help reinforce investor confidence in
financial reporting quality.
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