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Abstract 
The main task of an auditor is related to the company's income, savings and investment. In 
addition, the duties and responsibilities of an auditor are to examine financial records, write 
reports at the end of audit procedures that determine the level of accuracy and clarity that 
the organization takes into account, ensuring that financial reports follow accounting 
principles. This is required for the firms to improve operations, build trust among 
stakeholders, and promote accountability. The current study's goal is to measure the 
influence of audit quality on earnings quality. A quantitative research methodology will be 
utilized to examine secondary data from 435 Malaysian companies listed on Bursa Malaysia's 
Main Market. The data collected is for the period from 2016 to 2021. The E-Views application 
will be utilized for the statistical investigations since it includes a range of built-in specification 
procedures to investigate panel data sets. The study's results show that audit quality have 
effect on earning quality, with audit quality having a beneficial effect on earning quality. The 
results show how complicated the idea of earning quality is and how dependent it is on a 
variety of elements, including business characteristics, accounting procedures, controls and 
governance, auditors, goals, and external elements. 
 
Introduction 

It is commonly acknowledged that auditing is essential to the growth and improvement 
of both the global economy and commercial organizations. Auditors are supposed to offer 
unbiased assessments of whether businesses are managed ethically and successfully to 
achieve the desired objectives in a business setting. The function of an auditor may be broken 
down into five categories: goals, reporting lines, profession, and relationships with other 
people. This is necessary for the businesses to enhance operations, establish stakeholder 
confidence, and establish responsibility (Kruk et al., 2018). According to Al-Khaddash et al 
(2013), the stakeholders need to be assured that the reported statistics are accurately 
measured and fairly presented. As a result, auditors must increase their level of expertise and 
independence, make use of the proper resources, who perform each of their jobs by providing 
consultancy services. 

A increasing body of research on the relationship between audit quality and earnings 
management contends that using better auditors is associated with less earnings 
management. The size of the audit company may be used as a proxy for audit quality since 
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larger firms are assumed to be more independent and better qualified. In other words, as the 
audit firm's size increases, the quality of the audit improves (Ha and Nguyen, 2020).  To 
promote high-quality audits, an institutional environment must be set up and followed. 
Similarly, Tsipouridou and Spathis (2012) discovered that there is no discernible difference 
between the earnings management methods of enterprises audited by the Big Four auditors 
and those of non-Big Four auditors in the context of Greece cases. According to AlKhaddash 
et al (2013), the size of the audit company has little impact on the choice of an auditor. The 
authors assert that there may be a number of variables that influence audit quality, 
highlighting that audit quality is not just influenced by audit firm size. 

Almomani (2015) conducted research on the relationship between audit quality and 
earning quality, concluding that there is a strong connection between the two. Also, some 
studies have examined the effectiveness of audits on earning managements. According to 
research by Nawaiseh (2016), the audit quality, which is measured using audit tenure, audit 
fees, and major multinational auditing firms as proxy, has a considerable impact on earning 
management.  The objective of the current study is to quantify the impact of  audit quality on 
earnings quality. 

 
Literature Review 
Agency Theory  

Agency theory is a branch of economics that studies the relationship between principals 
(such as shareholders) and agents (such as managers) in an organization. The theory explains 
how conflicts of interest can arise between the two parties and proposes ways to align their 
interests to achieve the organization's goals. The principal-agent relationship exists when one 
party (the principal) hires another party (the agent) to act on their behalf. The agent is 
expected to make decisions and take actions that serve the principal's interests. However, the 
agent may also have their own interests, such as maximizing their own wealth or job security, 
which may conflict with the principal's interests (Villiers and Kelly, 2017). 

Agency theory proposes that the principal and agent can mitigate these conflicts of 
interest by establishing contracts, incentive mechanisms, monitoring and control systems, 
and other governance mechanisms. These mechanisms can align the agent's interests with 
those of the principal and reduce the risk of opportunistic behavior by the agent. Agency 
theory has been applied to a wide range of industries, including finance, law, and healthcare. 
It has also been used to study corporate governance and executive compensation (Hong et 
al., 2016). 

In the context of earnings quality, agency theory suggests that managers may have 
incentives to manipulate reported earnings to meet financial targets or to conceal poor 
performance. Therefore, higher agency costs (i.e., costs associated with agency problems) can 
lead to lower earnings quality.  In the context of audit quality, agency theory suggests that 
auditors may have incentives to please their clients or to maintain ongoing relationships with 
them, which could compromise their independence and objectivity. Therefore, higher agency 
costs can lead to lower audit quality. Overall, agency theory can help explain why earnings 
quality and audit quality may be influenced by factors such as agency costs, conflicts of 
interest, and information asymmetries. Understanding these relationships can help 
companies and auditors identify and mitigate potential risks to financial reporting quality. 
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Earnings Quality 
Earnings quality refers to the degree to which a company's reported earnings accurately 

reflect its financial performance. High-quality earnings provide useful and reliable 
information to investors and other stakeholders, while low-quality earnings may be 
misleading or manipulated through accounting practices. There are various measures of 
earnings quality, including earnings persistence, predictability, and smoothness, as well as 
metrics that capture the degree of earnings management and accounting conservatism. For 
example, earnings management involves using accounting methods to manipulate reported 
earnings in a way that benefits the company or its managers. This can include adjusting 
accruals or other accounting estimates to smooth out earnings, recognize revenue 
prematurely, or defer expenses to future periods (Dechow & Dichev, 2002). 

Earnings management is receiving more attention as manipulative techniques that 
enable managers to accomplish reporting targets under certain economic conditions. 
Earnings management occurs when managers use judgment in financial reporting and in 
structuring transactions to alter financial reports to either mislead some stakeholders about 
the company's underlying economic performance or to influence contractual outcomes that 
depend on reported accounting practices. A fair and lawful management decision-making and 
reporting process that aims to achieve and reveal steady and predictable financial results is 
often referred to as earning management (Mushiirah et al., 2018). 

Earnings management as deviations from standard operating procedures that happen 
as a result of managerial involvement in the reporting process, namely through accounting 
estimations and methodologies as well as operational choices. Managers control earnings for 
three reasons: capitalmarket motive, contractual motivation, and regulatory motivation. This 
might be accomplished, for instance, by speeding up sales, changing shipping plans, and 
deferring expenses for maintenance and R&D. Managers participate in earnings management 
to maximize their pay, such as bonus plans and stock options, or to minimize the cost of capital 
or political expenses. In this respect, minimizing capital expenditures or political expenses will 
help businesses, whilst maximizing remuneration will benefit management at the expense of 
shareholders. Using high-quality auditors can help alleviate some of the negative effects of 
these income management methods. High-quality auditors often provide greater audit 
quality as well as more reliable and credible information (Sulaiman et al., 2018). 

The concept of earnings quality has important implications for financial reporting and 
analysis, as well as for corporate governance and investor decision-making. A company with 
high-quality earnings is more likely to be viewed positively by investors and analysts, while a 
company with low-quality earnings may face skepticism or even legal or regulatory scrutiny. 
Auditors play a key role in ensuring earnings quality, as they are responsible for reviewing a 
company's financial statements and assessing the reliability of its accounting practices. 
However, auditors may also be subject to conflicts of interest or other pressures that can 
compromise their independence and objectivity. As such, the quality of audit work is also an 
important factor in ensuring the accuracy and integrity of reported earnings. 

Earnings quality is a measure of the reliability and usefulness of a company's reported 
earnings. It is related to but distinct from earnings management, which involves the 
manipulation of earnings through accounting practices. The concept of earnings quality is 
important for financial reporting and analysis, corporate governance, and investor decision-
making, and is closely tied to the quality of audit work and the effectiveness of corporate 
governance mechanisms. So it can be say that higher earning quality will lower earning 
management, which is opposite relationship. 
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Audit Quality 
According to DeAngelo (1981), audit quality is "the market judged joint chance that a 

specific auditor would both detect and disclose a violation in a client's system" (p.186). This 
basically divides the two components of audit quality into the chance of finding inaccuracies 
and the appropriateness of reporting those findings (DeAngelo, 1981). Work by DeAngelo 
(1981) laid the groundwork for audit-quality research. Prior to DeAngelo's (1981) research, 
audit quality was never specifically identified, and it was typically seen unreasonable to make 
a distinction between the top eight Certified Public Accounting (CPA) companies and all other 
CPA firms as long as professional norms and qualifications were upheld. In reality, the 
American Institute of Certified Public Accountants (AICPA) claimed that the size of the auditor 
should not be taken into consideration when choosing an auditor, supporting the claim that 
audit quality is unaffected by auditor size. 

DeAngelo (1981), in contrast, was the first to assert that bigger audit companies offer a 
greater degree of audit quality. His research on audit fees supports this claim, contending that 
there is less incentive for the auditor to act opportunistically when the auditor's clientele is 
larger and the client's share of total clients is smaller. As a result, there is a higher likelihood 
that the perceived audit quality will improve. The notion of audit quality is rephrased into two 
elements in more recent literature by Knechel (2016), building on DeAngelo's (1981) earlier 
work: 1) auditor knowledge (probability of uncovering misstatements), and 2) auditor 
independence (likelihood of disclosing the discovered misstatements). As both characteristics 
are seen to be favorably connected to audit quality, these two variables are often handled as 
different audit components.   

  
Audit Quality and Earnings Quality 

Auditing plays a crucial function in lowering the expenses of intermediaries between 
management and the stakeholders in businesses. By confirming the accuracy of financial 
reporting, auditors are expected to help users of financial statements. Unfortunately, this 
significant role may not actually play out as expected. Managers have a favorable 
environment and a chance to participate in earnings management due to the knowledge 
asymmetry between management and shareholders. Moreover, managers have self-
interested motivations to use this knowledge asymmetry to window-dress reported 
revenues. In order to save agency expenses, shareholders must thus rely on contracting and 
supervision. In this regard, an excellent auditor can serve as a useful monitoring device (Al-
Baidhani, 2014). 

Audit quality refers to the level of assurance provided by the auditor that the financial 
statements are free from material misstatements, while earnings quality refers to the 
reliability and relevance of reported earnings as an indicator of the company's financial 
performance and position.  Research has shown that audit quality is positively associated with 
earnings quality. A high-quality audit can increase the reliability of financial statements and 
reduce the likelihood of earnings manipulation or misstatement (Francis et al., 1999). 
Auditors play a critical role in detecting and reporting financial statement errors and fraud, 
which can have a significant impact on earnings quality. 

Moreover, auditors also provide a level of credibility to financial statements that can 
enhance the quality of earnings by increasing investor confidence in the accuracy of reported 
earnings. This, in turn, can lead to improved access to capital markets and reduced cost of 
capital   However, it is important to note that audit quality alone is not sufficient to ensure 
high earnings quality. Companies also need to adopt strong internal control systems and 



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES 
Vol. 1 3 , No. 3, 2023, E-ISSN: 2222-6990 © 2023 
 

1492 
 

adhere to generally accepted accounting principles (GAAP) to ensure the accuracy and 
reliability of their financial statements. So, it can be say, there is a strong positive relationship 
between audit quality and earnings quality. High-quality audits can enhance the reliability and 
credibility of financial statements, which can lead to improved earnings quality and increased 
investor confidence. 

Previous studies have demonstrated a favorable correlation between enhancing the 
Earnings Quality and audit quality (Balsam et al., 2003; Francis et al., 1999; Mcdougal, 2011). 
According to Abdul Rashid et al (2012), the Audit Quality is a crucial issue that managers in 
businesses should consider while engaging in Initial Public Offering (IPO) activities. Initial 
improvements in the level of shareholder trust in the capital market toward the operations 
of the firm were facilitated by the presence of the Audit Quality function in the business 
prospectus. This description supports the following hypothesis: 
H1: There is an effect of audit quality on earnings quality 
 
Research Methodology 

The data used were obtained from the annual reports, and the study's population 
included Malaysian listed companies on Bursa Malaysia's Main Market. The objectives of this 
study will be accomplished via a quantitative research approach. A variety of industries will 
be represented in the sample of listed firms chosen for this study from 2016 to 2021 that 
were listed on Bursa Malaysia's Main Market are included in the population. These industries 
can be grouped under commerce, business services, real estate, industrial items, consumer 
goods, and technology. 

Businesses with missing variable data for any period from 2016 to 2021 and incomplete 
online annual reports for any year from 2016 to 2021 reduce the data. The final sample is thus 
made up of 435 data. In this study, secondary data will be used, and all statistical analyses will 
be done with the help of the E-Views program, which has a variety of built-in specification 
approaches to look at the panel data sets. 

Several methods, such as pooled OLS, fixed effects, and random effects, are used to 
estimate regression models with panel data. Each method has a unique set of presumptions 
and limitations. 

The technique you select will be determined by the precise study goals and the data's 
structure, thus it's critical to thoroughly consider the assumptions of each strategy before 
making a decision. In this inquiry, the Lagrange Multiplier Test, Hausman Test, and Chow Test 
were used. 
1. Lagrange Multiplier Test, first. If the probability value (p-value) is less than or equal to 

0.05, use traditional least squares. (OLS). If the probability value (p-value) is greater than 
or equal to 0.05, select the common effect. 

2. If the probability value (p-value) is less than or equal to 0.05, use the fixed effect in the 
Hausman test. If the probability value (p-value) is greater than or equal to 0.05, use the 
random effect. 

3. Chow Test. The favored model is the common effect strategy if the probability cross-
section F value is greater than 0.05. In the event where the probability cross section F 
value is smaller than 0.05, the fixed effect strategy is the preferable model. 
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The Measurement of Dependent Variable (Earnings Quality) 
There are several ways in measuring earning quality, such as Dechow et al (1995) developed 
Jones model (1991) it became Modified Jones- Model, (Kothari, 2005; Paiva and Lourenço, 
2013),  
When the variable of interest is associated with the firm's performance, Kothari et al (2005)  
found that the performance-matched DACC measurement is helpful in reducing type I errors 
(likelihood of incorrect rejection of a null hypothesis that the profits are not systematically 
controlled). In order to assess the efficacy of the Jones model (1991) and the Modified Jones 
Model, Kothari et al (2005) carried out a simulation 1995. Their findings showed that the 
conclusions' dependability is increased when the DACC performance was measured. The 
performance-matched-DACC model was employed in this study to evaluate the EM practices. 
The performance-matched-DACC model was employed in this study to evaluate the EM 
practices. The following examples show how the performance matched discretionary accruals 
concept works 
TACCit/TAit-1=B0+B1(1/TAit-1) +B2(∆REVit-∆ ARit)/TAit-1+B3(PPEit/TAit-1)+ B4ROAit-1+ eit  
Where: 
TACCit: Total accruals of firm  i in year t 
TAit : Total assets of firm i at end of year t-1 
∆REVit : Revenues in the year t less revenues in the year t-1 for firm i 
∆ARit : Changes in the Accounts Receivable 
PPEit : Property, plant , and Equipment  
ROAit : Return On Assets  
eit : Residual from regression 

 
The residual values obtained from the regression analysis between the financial 

performance component and total accruals, according to this model, show the quality of the 
profits. Last but not least, using the model's projected residual values from the regression 
analysis, accrual Earnings quality was substituted among the selected firms. 
 
Diagnostic Test 
Normality Test 
A normality test is a statistical analysis that assesses whether a given dataset is normally 
distributed or not. Normality is an assumption of many statistical analyses, and if a dataset is 
not normally distributed, certain statistical tests may not be appropriate (Sekaran and Bougie, 
2016). 
 
Linearity Test 
A linearity test is a statistical analysis that tests whether there is a linear relationship between 
two variables. Linear relationships are often assumed in regression analyses, so a linearity test 
can help determine whether the regression model is appropriate (Montgomery et al., 2012). 
 
Multicollinearity Test 
Multicollinearity refers to the situation where two or more independent variables in a 
regression model are highly correlated with each other. Multicollinearity can cause problems 
in regression analyses, such as making it difficult to identify the unique contribution of each 
independent variable. A multicollinearity test is a statistical analysis that identifies whether 
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multicollinearity is present in the data (Sekaran & Bougie,  2016). The variance inflation factor  
(VIF) can be used to identify multicollinearity. 
 
Heteroskedasticity Test  
Heteroskedasticity refers to the situation where the variance of the residuals in a regression 
model is not constant across all values of the independent variable(s). Heteroskedasticity can 
cause problems in regression analyses, such as making it difficult to estimate the standard 
errors of the regression coefficients. A heteroskedasticity test is a statistical analysis that 
identifies whether heteroskedasticity is present in the data (Sekaran & Bougie, 2016). The null 
hypothesis is rejected if the regression model clearly exhibits heteroscedasticity and the 
heteroscedasticity probability (p-value) is greater than 0.05. 
 
Autocorrelation Test 
Autocorrelation refers to the situation where the residuals in a regression model are 
correlated with each other. Autocorrelation can cause problems in regression analyses, such 
as making it difficult to estimate the standard errors of the regression coefficients. An 
autocorrelation test is a statistical analysis that identifies whether autocorrelation is present 
in the data. The null hypothesis is rejected if the regression model clearly exhibits 
heteroscedasticity and the heteroscedasticity probability (p-value) is greater than 0.05 
(Sekaran & Bougie, 2016). 
 
Regression Analysis  
Regression analysis is a statistical analysis that examines the relationship between a 
dependent variable and one or more independent variables. The goal of regression analysis 
is to identify the best-fitting line (or curve) that describes the relationship between the 
variables (Sekaran & Bougie,  2016). The null hypothesis is rejected if the regression model 
clearly exhibits heteroscedasticity and the heteroscedasticity probability (p-value) is greater 
than 0.05. 
 
Results and Discussion 
Descriptive Statistics  
Table 1 
Descriptive Statistics of Earning Quality (EQ) by Industries 

Industry 
Dependent 
variable 

N Minimum Maximum Mean 
Std. 
Deviation 

Construction EQ 55 0 0,13 0,0355 0,0282 
Consumer Product EQ 87 0 0,37 0,0646 0,07419 
Industrial Product EQ 70 0 0,24 0,042 0,04601 
Plantation EQ 38 0 0,06 0,0135 0,01313 
Properties EQ 63 0 0,13 0,0285 0,02806 
Technology EQ 24 0 0,09 0,0414 0,0272 
Trading  and Services EQ 98 0 0,18 0,0475 0,04339 

 
In Table 2, the descriptive statistics for the independent variable are shown based on the 
minimum, maximum, average, and standard deviation. The average value of the audit quality 
variable is 2.823162. These findings fall short of the average value of 0.0775 found in research 
by (Setiawan et al., 2019). This is due to the research's usage of various samples from various 
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nations. In particular, the telecoms and retail service businesses registered on the Indonesia 
Stock Exchange between 2012 and 2017 were utilized as a sample of public companies in this 
study. 
 
Table 2 
Descriptive Statistics for independent variable 

Variable  Observations  Mean  Maximum  Minimum  Std. Dev. 

AQ  435  2.823  4.307  1.944  0.448 

 
Normality Test 
The investigation's findings, which are represented in Figure 1, offer support for the assertion 
that the dataset does not flagrantly deviate from the normalcy assumption. 

 
Figure 1. Graphical Distributions of Normality Test 
 
Linearity Test 
The linearity test could suggest other models that would be more appropriate if a linear 
regression model is not suited for the data. In Table 3, the linearity test is displayed. 
 
Table 3 
The Linearity Test 

Variable The Linearity Test 

EQ 0.752 

Residuals 0.046 

 
The dependent variable (residuals) has a standard deviation of 0.046 and the independent 
variable (EQ) has a standard deviation of 0.752, as shown in table.3 above. The potential that 
EQ and the residuals have a linear relationship is increased by the fact that the standard 
deviation of the residuals is relatively low. 
 
Multicollinearity Test 
Table 4 
Multicollinearity Test Result 

Variable VIF 

Audit Quality  1.312601 
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The VIF values for audit quality are 1.312601 < 10, which makes it evident from table 4 that 
there was no multicollinearity. 
 
Heteroscedasticity Test  
A significant p-value for the heteroscedasticity test in Table 5 reveals that there is 
heteroscedasticity. When the p-value for the heteroscedasticity test is less than 0.05, the 
evidence is strongly in favor of the null hypothesis, which states that the variances of the 
residuals are the same across all levels of the independent variables. This shows that residual 
variability is not constant over the range of predictor variables, which may affect the accuracy 
and dependability of the regression model's predictions. 
 
Table 5 
Heteroscedasticity Test: Breusch-Pagan-Godfrey 

 Chi2(1) Prob > chi 2 

Breusch-Pagan-Godfrey 13.73787 0.0000 

 
Autocorrelation Test 
Table 6 was used to make this determination. As the value of DW = 1.914051 is more than 
1.67 (du) and less than 4.-1.67, it was concluded that regression model does not statistically 
exhibit any autocorrelation (4-du). As a result, the estimations of the regression coefficients 
can be skewed, and the validity of the hypothesis tests might be compromised. As a result, it 
is essential to eliminate any autocorrelation in the residuals before analyzing the results of a 
regression analysis. 
 
Table 6 
Autocorrelation Test 

 Durbin-Watson stat 

Autocorrelation 1.914052 

 
Model Selection 
Table 7 
 Lagrange Multiplier Test 

 Test Hypothesis 
 Cross-section Time Both 

Breusch-Pagan 3.868967 0.236645 4.105612 
 (0.0492) (0.6266) (0.0427) 

 
The data above are displayed on Table 7. and the p value for the Lagrange Multiplier Test in 
this study is 0.0427 0.005. The results suggest that random effects models ought to be utilized 
as a result. 
 
Table 8 
Hausman test 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Period random 7.371813 5 0.1944 
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The Hausman test results are shown in Table 8, and the p-values are 0.1944 > 0.005. It may 
be assumed that the random effect model will be used in the current inquiry because all 
diagnostic tests show that it is valid and better suited than both the random effect and panel 
regression models. 
 
Table 9 
Chow test 

Effects Test Statistic d.f. Prob. 

Period F 1.474363 (5,424) 0.1969 
Period Chi-square 7.498068 5 0.1862 

Table 9 shows the significance value for the Chow test was 0.1969 > 0.005, showing that the 
model chosen has a frequent impact (OLS) 
 
Regression Analysis Results: Relationship between Audit Quality and Earning Quality 
In this study using Kothari (2005) for the measurement of earning management. Earning 
quality is opposite of earning management. The p-value, which indicates a significant 
influence or not, was used to assess the significance of the research hypothesis in this study 
since it only looks at whether factors can have an impact or not. So that the discussion and 
justification at the table will be  achieved. 
The model is deemed to fit as a result since the Probability F value is 0.000006 < 0.05. The 
independent variables in the model can explain 6.04% of the total variance of the dependent 
variable, according to the modified R square of 0.060394. This suggests that the variables used 
in the research have not been able to sufficiently explain how the factors that have a 
substantial impact on them relate to one another. 
 
Table 10 
Multiple Regression Results 
Earning Quality  

Variable Predicted sign Coefficient Std. Error t-Statistic Prob. 

_cons  0.083291 0.016627 5.009318 0.0000*** 
log_aq_ + 0.125175 0.057220 2.904451 0.0363** 

R-squared 0.071219 Mean dependent var 0.042435 
Adjusted R-squared 0.060394 S.D. dependent var 0.048214 
F-statistic 6.579119 Durbin-Watson stat 1.640577 
Prob(F-statistic) 0.000006    

Note: note: log_aq_ = audit quality 
*** p<.01, ** p<.05, * p<.1; p-values have been adjusted where appropriate.  
  
According to Table 10, there is a strong and favorable correlation between earning quality 
and audit quality. It is clear from the substantial positive coefficient and t-value (t= 2.904451, 
p=0.03663 0.05) that the degree of audit quality and earning potential are highly correlated. 
Since the hypothesis accepted, Audit Quality has an impact on Earning Quality at the 5% level. 
The outcome is consistent with DeFond and Zhang's (2014) finding that businesses with high-
quality audits have higher-quality profits. In order to give a better degree of scrutiny and 
confidence over the company's financial reporting, high-quality auditors are more likely to 
detect and remedy accounting mistakes and inconsistencies. 
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There is evidence that audit quality and earnings quality are positively correlated, according 
to a different research by (Al-ahdal & Hashim, 2021). High-quality auditors are more willing 
to question management's accounting judgments and are better able to identify and disclose 
financial anomalies, which can result in more accurate and trustworthy financial reporting. 
Moreover, Badia et al (2020) discovered that audit quality influences earnings quality 
favorably. This is because competent auditors are more likely to offer a higher level of comfort 
regarding the company's financial reporting and are better equipped to recognize and remedy 
accounting problems. 
 
Discussion 
The association between earning quality and audit quality is favorable and strong. It is clear 
from the substantial positive coefficient and t-value (t= 2.904451, p=0.03663 0.05) that the 
degree of audit quality and earning potential are highly correlated. So H1 was accepted, Audit 
Quality has an impact on Earning Quality at the 5% level. According to the findings of DeFond 
and Zhang (2014); Al-ahdal & Hashim (2021); Badia et al (2020), audit quality positively affects 
earnings quality. 
According to some, audit quality directly influences earnings quality. The financial industry 
has shown a great deal of interest in the complex issue of earnings quality. Depending on 
whether they provide evidence for the causes or effects of the earnings quality proxy they 
evaluate, studies on earnings quality are categorized into one of two groups in the literature 
review. In the determinants studies by Dechow et al., the dependent variable is the earnings 
quality proxy 2010. 
The following are some examples of the commercial variables that affect the quality of 
earnings: (1) Firm characteristics, including size, growth and investment, debt, and company 
performance. (2) Standards that are based on principles as opposed to rules in regards to 
accounting practices, financial statement categorization, interim reporting, and accounting 
processes. (3) Governance and controls. (4) Auditors. (5) Goals based on capital market 
incentives, such as capital raising, and profitability. (6) Outside factors in the analysis of the 
consequences articles (Beneish and Vargus 2002), which look at the effect of earnings quality 
on an outcome, the earnings quality proxy acts as the independent variable. They include the 
possibility of litigation, audit views, market valuations, real operations, disclosure, executive 
compensation, labor market outcomes, cost of equity capital for the company, cost of debt 
for the company, and the reliability of analyst projections. 
The findings indicate that there is a strong and positive association between earning quality 
and audit quality. The study also emphasizes the fact that profits quality is a complex idea 
that is impacted by many different things, such as corporate characteristics, accounting 
practices, controls and governance, accountants, objectives, and external components. The 
study's findings offer crucial information to practitioners and policymakers aiming to raise the 
standard of financial reporting and increase the dependability of financial data. Overall, the 
study emphasizes the significance of audit quality in fostering earnings quality and 
emphasizes the need for more research to understand the intricate links between these two 
crucial concepts. 
 
Conclusion 
In conclusion, the study provides evidence of a favorable and strong association between 
earning quality and audit quality, with audit quality having a positive impact on earning 
quality. The findings highlight the complexity of the concept of earnings quality and its 
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dependence on various factors such as firm characteristics, accounting practices, controls and 
governance, auditors, objectives, and external components. The study's results have practical 
implications for practitioners and policymakers seeking to improve financial reporting 
standards and enhance the reliability of financial data. The study also calls for further research 
to explore the intricate links between earning quality and audit quality, emphasizing the 
importance of audit quality in promoting earning quality. 
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