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ABSTRACT

Abstract

Salem, Mohamed Ibrahim.

Ain Shams University, Faculty of Business, Accounting
and Auditing Department.

“Using Game Theory to Encounter Management Practices
in Managing Audits — An Experimental Study." PhD.
Thesis, 2021.

The current study aims to support auditors in
interpreting the predictions of the game theory, which is used
for dealing with conflicts and decision making. Also, this
study explores different sets of tactics employed by the client
to conceal intentional misstatements included in the

financial statements.

This study uses signaling games as game solution.
Signaling games, one of the game theory models that apply
private information where one of the players knows nature's
move, and the other player try to predict such move. A semi-
controlled lab experiment is conducted. Data collected for
the experiment was from Egyptian auditors working for the
Big-4, Non-Big-4 auditing firms and Egyptian
Accountability State Authority through an online

Instrument.

Findings from the experiment suggest that as the

client exercises diversionary managing audit tactics to

v



ABSTRACT

conceal intentional misstatements significantly and
adversely affects the audit effectiveness and significantly
affect the auditor’s judgment. While exercising distraction,
managing audit tactics significantly and adversely affects the
audit effectiveness only. It is recommended to apply industry
specialization as a moderator variable to get more insights

into the auditor's detection effectiveness.

Keywords: Managing Audits — Auditor-Client Relationship
— Game Theory — Theory of Cognitive Style — Diversionary
Statements — Distraction Tactics — Experiment.



Table of Contents

Page
Approval.........oooi 1
Acknowledgement.....................oo 1
Dedication..........ccooviiiiiiiiiii e 111
ADStract. ... ..o \Y
Table of Contents...............ccoovviiiiiniennnn.. Vi
List of Terms and Acronyms......................... Xi
List of Figures..........coooeviiiiiiiiiiiiiiiiiee, Xii
Listof Tables.........coooviiiiiiiiiii, Xiv

. Chapter One: Introduction and Research

Design

1.1, OVEIVIEW...oiiiiiiie it 2

1.2. Statement of the Problem....................... 4
1.2.1. Research Questions .......................... 6
1.2.2. Defining of Key Concepts.................. 7

1.3. Research Objectives..............coevvvinnnn... 8

1.4. Research’s Variables, Hypotheses and
Modeling.........oooviiiiiii e, 9
1.4.1. Research’s Variables....................... 9
1.4.2. Research’s Hypotheses........................10
1.4.3. Variables Modeling........................ 12

1.5. Research Methodology and Methods........12
1.5.1. Research Methodology................... 12

Vi



TABLE OF CONTENTS

1.5.2. Research Method........................... 15
1.6. Research Limitations.......................... 17
1.7. ThesisOutline...............cccoviiniinennn., 18
1.8, Summary.........coooviiiiiiiiiiiie . 19

2. Chapter Two: Audit Management
2.1. Introduction.................ccceeiveiiiiiiinnn, 21
2.2. Audit Conflict.................ccviiiiinenninnnn 22
2.2.1. The Conflict of Auditor-Client
Interaction...............cociiiiiinl, 22
2.2.2. Conflict Raise from the Auditing
Profession............ccoooeiiiiiiiii . 25
2.3. Broadening the Scope of Audit Management
Practices.......cooviiiiiiiiiiii 27
2.3.1. Intentional Misstatements Discovery.....28
2.3.2. Audit Management Main Tactics......... 29
2.3.3. Client’s Pressure..............coeevveeeennn, 32
2.3.4. Controlling Auditor’s Judgment..........35
2.4, SUMMANY ..ot e eeeei e 36

3. Chapter  Three: Foundations  and
Applications of Game Theory to Audit Field

3.1. Introduction................ccoooiiiiiiiniinnn. 40
3.2. GameTheory........ccooevvviiiiiiiiinnn, 41

Vil



TABLE OF CONTENTS

3.2.1. Game Assumptions....................... 42
3.2.2. Game Strategies...........ovvveerrennnnn. 44
3.2.3. Game Formation........................... 49
3.2.4. Game Solutions................eeevennnn.. 95

3.3.  Game Theory in Auditing Research........65
3.3.1. Audit Fees and Accounting
Treatment...........ccooeviiiiiiiiinn.nn. 66
3.3.2. Joint Auditing..................ooeinnnnn. 68
3.3.3. Auditor’s Efforts and Financial Reporting
Fairmess........cooovvviiiiiiiiiiiie e, 69

3.3.4. Audit Supervisory Board Oversight and

Misstatement Rate......................... 70

3.3.5. Fraud Detection Games................... 71
3.3.6. Remarks.............coooiiiiiiiini, 72
34, SUMMArY .....ooovviiiiiii i e 73

4. Chapter Four: Theory and Hypotheses

Development

4.1. Introduction............c..coiiiiiiiiiiinn 76

4.2. Agency Theory.........coovviiiiiiiiiiiinnn 77
4.2.1. Nature of Agency Relationship........... /8

4.2.2. The Rise of Conflicting Objectives......79
4.2.3. Incentive Control and Contract

Monitoring.........cooevviiiiiiiiiiinnnnn, 80



TABLE OF CONTENTS

4.3. Theory of Cognitive Psychology Processes.82
4.3.1. Auditor Field-Dependence-Independence

Cognitive Style...............oooii. 84

4.4. Theory of Incomplete/Complete Information
Game Model............ccooii 86

4.4.1. Description of Mathematical Game
Model........ooiiiiii 86
4.4.2. Mathematical Game Model............. 88
4.4.2.1. Incomplete Information “Signaling

Games” Mathematical Model......... 88
45, Summary.........coiiiiiiiiiii e 96

5. Chapter Five: Experiment

5.1. Introduction...............cccooeiiiiiinnnn. 98
5.2. Research Hypotheses.......................... 98
5.3. Experimental Design.......................... 101
5.3.1. Independent  Variables  (Experimental
Factors).......ccooviiiiiiiii 103
5.3.2. Between-Subject Treatment............. 105
5.3.3. Moderator Variable........................ 105
5.3.4. Dependent Variables....................... 107
5.3.5. Control Variables........................... 108
5.4. Data Collection...................eevvee... 108
5.4.1. Experiment Participants................. 108

IX



TABLE OF CONTENTS

5.4.2. Experimental Instrument............... 109
5.5. Data Analysis........cccovviiiiiiniiiiinnnnn. 111
5.5.1. Descriptive Statistics...................... 111

5.5.2. Analysis of Variance “ANOVA™.......123

5.6.
S5.7.

Findings..........coooiiiiiiiii i, 140
Summary..........ooeiiiiiiii 162

6. Chapter Six: Summary, Conclusion and

Further Research

6.1. IntroducCtion..........ocoveueeueeeeeiennennn.n, 164
6.2. Summary...........cooiiiiiiiiii i, 164
6.3. ConcClusion.......covvvvineiiieie i, 167
6.4. Contribution...........cooveiiiiiiiiiinnnnnn.. 168
6.5. LImItationS........coovveeiiiiee i, 169
6.6. Areas for Further Research................... 170
Bibliography..................ocooiiii 171
Appendix — Experiment Instrument............ 188

Arabic Summary



LIST OF TERMS & ABBREVIATIONS

List of Terms and Acronyms

Acronym Term

AM Audit Management

AQ Audit Quality

ANOVA Analysis of Variance

CRM Customer Relationship Management

FD Field-Dependence

FI Field-Independence

FS Financial Statements

GEFT Group Embedded Figures Test

IAS International Auditing Standards

NA Nash Equilibrium

PBE Perfect Bayesian Equilibrium

SAS Statements on Auditing Standards

SG Signaling Games

SV Shapley Value

SPSS Statistical Packages for the Social
Sciences

Xi



