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and business risk (Francis, 1984; Palmrose, 1986; Simunic, 1980). One of the critical
factors affecting audit fees is real earnings management, particularly in its
aggressive form. Aggressive real earnings management involves a high level of
earnings manipulation, where managers engage in overly aggressive practices to

Keywords: influence reported earnings. This practice can create substantial risks for
Audit fees, Real earnings auditors. In response to such risks, auditors may initially increase the scope of
management, Aggressive their audit procedures, and if that proves insufficient, they may demand higher
real earnings audit fees (Krishnan et al., 2013).

management,  Audit In this regard, the role of first-rank auditors accredited by the Securities and
i“uﬂ:g}s First-Rank Exchange Organization (SEO) is of particular importance, as they are presumed

to provide higher-quality audit services (Mohammadrezaei & Mehrabanpour, 2016).
It is expected that this group can moderate the impact of aggressive real earnings
JEL: management on audit fees. Accordingly, the central question of this research is,
M41, M42. how do the risks arising from aggressive real earnings management affect audit
fees, and what role do SEO-accredited first-rank auditors play in this
relationship?

The importance and necessity of this study stem from the conflicting findings of
previous research regarding the relationship between real earnings management
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and audit fees. While some studies have reported a positive and significant
association, others have found a negative relationship (Azad et al., 2023;
Emadoddini & saeedi, 2019). Moreover, the role of first-rank auditors as potential
moderators in this relationship has been largely overlooked in the domestic
literature. Therefore, this paper seeks to address this gap and provide greater
clarity on the current state of the issue.

The primary objective of this study is to examine the relationship between
aggressive real earnings management and audit fees and to analyze the
moderating role of first-rank auditors accredited by the Securities and Exchange
Organization in this relationship. The main research question focuses on the
existence of this relationship and the moderating effect of first-rank auditors.
This study presents three key innovations: first, it directly examines the
relationship between aggressive real earnings management and audit fees;
second, it analyzes the moderating role of first-rank auditors; and third, it extends
and develops existing models in this area.

Theoretical Foundations and Literature Review

The concept of earnings management was defined by Schipper (1989) as the
intentional intervention in the financial reporting process to achieve a desired
level of earnings. Earnings management is carried out through two main
approaches: discretionary accruals and real activities manipulation. When
accounting standards restrict the use of discretionary accruals, managers tend to
engage in real earnings management instead (Schipper, 1989). According to
Joshua Ronen (2008), earnings management consists of a set of managerial
decisions aimed at not reporting the most accurate short-term earnings (Joshua
Ronen, 2008). Real earnings management refers to deviations from normal
business practices, involving the alteration of operating, investment, or financing
activities to manipulate reported earnings (Roychowdhury, 2006; Xu et al., 2007).
This type of earnings management, particularly in its aggressive form,
characterized by extreme managerial decisions, is more difficult for stakeholders
to detect and tends to involve fewer legal consequences (Ge & Kim, 2010; Greiner
etal., 2017).

Audit fees, as an indicator of the market value of audit services, are influenced
by various factors, including client characteristics, the quality of internal
controls, and audit risk (Ahmadi & Shirali, 2017; Saeedi et al., 2022). An increase
in audit risk resulting from real earnings management leads to greater audit effort
and, consequently, higher audit fees (Kim & Park, 2014; Krishnan et al., 2013).
Auditors respond to this risk first by expanding the scope of their procedures and
then, if necessary, by demanding higher fees (Choi et al., 2010; Simunic, 1980).
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In this context, the moderating role of first-rank auditors accredited by the
Securities and Exchange Organization (SEQ) in the relationship between
aggressive real earnings management and audit fees is particularly significant.
In the absence of international auditing firms, the SEO has implemented a
ranking system for domestic audit firms, classifying first-rank firms as those
with superior quality in terms of professional structure, qualified human
resources, and internal quality control systems (Mohammad Rezaei & Mohammad
Rezaei, 2015; Mohammadrezaei & Mehrabanpour, 2016; Mohammadrezaei & Yahyaei,
2016). This classification may also influence audit fees, as companies are often
willing to pay higher fees to gain the trust of first-rank auditors and ensure high-
quality audit services (Gul et al., 2018). Moreover, the heightened pressure to
maintain professional quality reduces the likelihood that these auditors will
accept clients who engage in aggressive earnings management practices, which
in turn affects the relationship between aggressive real earnings management
and audit fees (Behn et al., 2008). Therefore, first-rank auditors not only influence
audit quality but also play a key moderating role in this relationship.

Domestic studies such as those by Emadoddini and Saeedi (2019), Sayahi
(2021), Azad et al. (2023), and Kazemdokht and Baradaran Hassanzadeh (2022)
have examined the relationship between earnings management, audit quality,
and audit fees. In addition, international studies, including those by Greiner et
al. (2017), Anisa et al. (2019), Pacheco-Paredes and Whitley (2021), Alqudah
(2024), and Hossein et al. (2024), have explored the role of audit quality and
auditor behavior in real earnings management and audit fee determination.
Research Methodology

This study is applied in terms of its objective and correlational in terms of its
research method. It is also an Ex-post factor, as it utilizes historical data to test
the research hypotheses. The research follows a quantitative approach, and to
examine the relationships between variables, panel regression analysis has been
employed.

To develop the theoretical framework, a library-based and document analysis
method was used. Data analysis was conducted using statistical techniques. The
required data were collected from audited financial statements of companies.
The statistical population includes all companies listed on the Tehran Stock
Exchange during the period from 2011 to 2022, provided they meet specific
criteria: they do not operate in the banking, insurance, or investment sectors;
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their fiscal year ends in March; and they disclose audit fee information.
Additionally, to enable industry-level calculation of earnings management, each
industry was required to include at least eight firms. After applying these criteria,
a total of 864 firm-year observations were included in the final dataset.

Based on the theoretical framework, the first and second hypotheses of the study
are formulated as follows:

Hypothesis 1: Aggressive real earnings management is positively associated
with audit fees.

Hypothesis 2: First-rank auditors moderate the relationship between aggressive
real earnings management and audit fees.

Results

The results showed that the research model was statistically significant at the
95% confidence level based on the F-statistic, and the model’s R-squared value
was 59.9%. The coefficient for aggressive real earnings management was 0.397
and statistically significant at the 95% level. Therefore, the first hypothesis,
which proposed a positive relationship between aggressive real earnings
management and audit fees, was confirmed.

Regarding the second hypothesis, the interaction effect between first-rank
auditors and aggressive real earnings management was not statistically
significant, leading to the rejection of the second hypothesis. In other words,
first-rank auditors did not serve a moderating role in this relationship.

The results of the supplementary tests also confirmed the positive relationship
between real earnings management and audit fees. Even in the model based on
audit fee changes, the coefficient was 0.083 and statistically significant.
Discussion and Conclusion

The objective of this study was to examine the relationship between aggressive
real earnings management and audit fees, as well as the moderating role of first-
rank auditors accredited by the Securities and Exchange Organization (SEO) in
this relationship. The findings revealed a positive and significant relationship
between aggressive real earnings management and audit fees. This suggests that
detecting this type of earnings management is challenging for auditors,
prompting them to charge higher fees to compensate for the associated risks.
These results are consistent with the findings of Krishnan et al. (2013), Greiner et
al. (2017), Kim and Park(Y+) ¢) , and Choi et al. (2010). In contrast, the hypothesis
regarding the moderating role of first-rank auditors was not supported. This
finding aligns with studies by Mohammad Rezaei and Mohammad Rezaei (2015),
Mohammadrezaei and Mehrabanpour (2016), and
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Mohammadrezaei and Yahyaei (2016), indicating that the audit quality of first-rank
firms is not significantly higher than that of other firms.

Based on these findings, it is recommended that the Audit Organization and the
Securities and Exchange Organization incorporate the issue of aggressive real
earnings management into professional auditing guidelines and the ranking
criteria for audit firms. Furthermore, the results indicate that higher audit fees do
not necessarily reflect higher audit quality, and being classified as a first-rank
firm is not a definitive indicator of superior audit performance.
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