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Introduction

ince the 1940s, audit committees

have played a crucial role in

overseeing financial processes, and
their role has grown after corporate
scandals. By selecting professional auditors
and having efficient monitoring, audit
committees can enhance audit quality,
which in turn can influence audit fees.
Empirical research shows that audit
committee attributes ~—  namely,
independence and financial expertise —
have a significant impact on audit pricing.
In addition, agency costs, through the
conflict of management and shareholder
interests, determine the connection of
abnormal audit fees with audit committee
characteristics. This study examines the
interaction between audit committee
characteristics, agency costs, and abnormal
audit fees. The main hypotheses are (1)
There are an inverse relationship between
audit committee characteristics and
abnormal audit fees, (2) There are positive
relationships between agency costs and
abnormal audit fees, and (3) Agency costs
moderate the relationship between audit
committee characteristics and abnormal
audit fees. By examining these dynamics,
this research improves audit quality and
agency cost reduction.

Methodology

This study examines the influence of audit
committee characteristics on abnormal
audit fees, with emphasis on agency costs.
The research is descriptive-correlational in
nature, and the statistical population was
companies listed on the Tehran Stock
Exchange between 2013 and 2022. A
screening method was utilized to choose
128 companies as the sample, and data was
gathered and processed from their financial
reports. Audit committee characteristics,
including size, independence, and financial
expertise of its members, are considered
independent variables, while agency costs
are a moderating variable, measured in
terms of the ratio of general, administrative,

and selling expenses to net sales. Abnormal
audit fees, derived from the residuals of the
regression model, are considered the
dependent variable. Regression models and
correlation techniques were employed in
analyzing the data. Moreover, some control
variables, such as audit report lag, firm age,
cash flow, institutional investors, and
market-to-book value ratio, were included
to control for other variables that might play
a role. Descriptive statistics indicate that
abnormal audit fees have a mean of 0.411
and a standard deviation of 0.276. Further,
skewness and kurtosis analysis indicate that
some variables have leftward or rightward
deviation. The Jarque-Bera test also
indicates the normality of the dependent
variable. Findings of this study can be
utilized by managers and investors in
making financial and investment decisions
and assist in the financial and auditing
policies of institutions and regulatory
authorities.

Results

The research reveals that there are strong,
negative correlations between some of the
audit committee dimensions and abnormal
audit fees. There is negative relationship
between audit committee size and abnormal
audit fees, implying that the larger an audit
committee, the lower the abnormal audit
fees will be. The inference is that larger
audit committees can better manage audit
costs. An R-squared of 20% signifies that
the model explains 20% of the variance of
abnormal audit fees, and therefore, some
variance 1s explained by audit committee
size and other unexplained variables will
account for the rest. The Variance Inflation
Factor (VIF) is also below 10, which
supports that there is no multicollinearity in
the model. Independent variables in the
model are not highly correlated with each
other, and hence the results are valid. With
respect to members of the audit committee's
independence and abnormal audit fees, the
research documents a negative correlation.
With an increase in the independence of the
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members of the audit committee, the
abnormal audit fees decrease. This may be
because independent members increase
control, leading to efficient auditing
procedures, which can decrease abnormal
costs. The R-squared of the model is 21%
and signifies that it explains 21% of
abnormal audit fee variation. The
correlation is greater than that of the
previous model, and the VIF is below 10,
which guarantees the non-existence of
multicollinearity. For the financial literacy
of audit committee members and abnormal
audit fees, findings also show a negative
correlation, i.e., higher financial knowledge
in the audit committee reduces abnormal
audit fees. This is because the more
financially knowledgeable members will
conduct a better audit process, which causes
into normal fees for audits. The model
explains 20% of the difference in abnormal
audit fees, as reflected in the R-squared
value, and VIF is below 10, and there is no
multicollinearity. For agency costs and
abnormal audit fees, the findings reveal a
positive correlation. As agency costs rise,
so do abnormal audit fees. This could be
due to the fact that higher agency costs
require more complicated audits or more
risk, thus increasing the abnormal audit
fees. The R-squared of 20% shows that this
model accounts for 20% of the variation in
abnormal audit fees, and the VIF is again
below 10 with no multicollinearity. In
analyzing the role of agency costs in the
interaction between audit committee
characteristics and abnormal audit fees,
results show that agency costs have a
considerable effect on these interactions.
Specifically, agency costs make the
negative  associations between audit
committee size and abnormal audit fees,
audit committee member independence and
abnormal audit fees, and audit committee
member financial knowledge and abnormal
audit fees more pronounced. This shows
that the greater the agency costs, the better
audit committees are at controlling
abnormal audit fees. The R-squared for the

models is 21%, which indicates that the
models account for 21% of the variance in
the abnormal audit fees. The VIF is always
below 10, which confirms that no
multicollinearity exists. The models used in
the study are generally valid and effectively
establish the interrelationships between
variables. The R-squared values ranging
from around 20% to 21% indicate that the
models are capturing a very huge
percentage of abnormal audit fee variance
but with some possibility of including more
variables in contributing to the variability of
the abnormal audit fees. The VIF values
below 10 establish that there is no
multicollinearity within each model, which
supports making the results more reliable.

Conclusions

The general conclusion of this study is
based on its fundamental objective, which
is to examine the relationship between audit
committee characteristics and abnormal
audit fees with an emphasis on agency costs
in companies listed on the Tehran Stock
Exchange.  Specifically, the study
investigates the role of the size,
independence, and financial expertise of the
audit committee in monitoring the
governance of audit contracts and audit
fees.

The findings of this study are in line with
the literature. The evidence indicates that
the size of the audit committee, its
members' independence, and their financial
expertise all have a negative impact on
abnormal audit fees. That is, an increase in
these characteristics leads to a reduction in
abnormal audit fees and enhances the
effectiveness of the audit committee's
monitoring of audit contracts. These
findings are consistent with studies by
Abbott et al. (2003), Chohen et al. (2007),
Ferguson et al. (2004), and other
researchers, highlighting the significant role
audit committee characteristics play in
preventing  unnecessary  costs  and
improving the quality of monitoring.
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Additionally, the results show that agency
costs have a direct relationship with
abnormal audit fees, leading to the setting
of unjustified audit fees. The results are
consistent with previous literature, such as
Corbella et al. (2015) and Choi et al.
(2010), which demonstrated that agency
costs can affect audit contract regulation
and the extent of audit fees.

Briefly, this study, by concentrating on
audit committee characteristics and agency
costs, provides further insight into the way
the audit committee manages audit
contracts and audit fees in corporations. The
study also calls for the consideration of
audit committee  characteristics  in
determining audit fees and recommends
that regulatory bodies and accountants
place specific emphasis on these
characteristics to prevent abnormal
payments and guarantee quality services.
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ABSTRACT

Purpose: The aim of this study is to investigate the impact of CEO power
on capital structure and firm performance, as well as the moderating role of
CEO power in the relationship between capital structure and firm
performance.

Methodology: Methodologically, this research is descriptive-analytical
and applied in purpose. The statistical population consists of companies
listed on the Tehran Stock Exchange during the period from 2014 to 2023.
Using a purposive sampling method, 95 companies were selected as the
sample. Data analysis was performed using EViews software version 13,
and hypotheses were tested using a multivariate regression model based on
panel data.

Findings: The findings indicate that capital structure has a negative and
significant impact on firm performance. CEO power exhibits a positive and
significant effect on the capital structure of firms. The direct effect of CEO
power on firm performance is positive, but it is confirmed at the 10%
significance level. Furthermore, the interactive effect of CEO power and
capital structure shows that CEO power moderates the relationship between
capital structure and firm performance. Specifically, in firms with powerful
CEOs, the positive relationship between capital structure and firm
performance is weaker.

Originality: This study specifically analyzes the simultaneous influence of
CEO power and capital structure. The findings reveal that CEO power can
weaken the relationship between these two variables. In addition to
contributing to theoretical advancements, these results offer practical
insights for managers, policymakers, and investors in optimizing financial
and strategic decision-making. The study underscores the importance of
considering managerial characteristics alongside financial policies to
enhance corporate performance.
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Introduction

orporate capital structure and firm
Cperformance have always been key

topics in financial management and
corporate governance. The allocation of
debt and equity in a firm's capital structure
and its impact on performance has been
extensively studied by researchers and
financial managers. Among these factors,
the role of the CEO and their power in
shaping financial decisions is of particular
importance, as strategic decisions made by
the CEO can significantly affect firm
performance and  capital  structure
optimization (Chiu et al., 2022; Arif et al.,
2023). CEO power, as one of their key
attributes, influences organizational
decision-making processes and can either
enhance firm performance or exacerbate
agency problems (Li ez al., 2017).
Some studies suggest that powerful CEOs
can act as strategic assets for firms during
economic crises and market fluctuations,
making decisive decisions that improve
firm  performance (Amedu, 2016).
Similarly, research by Abdalkrim & Zehri
(2019) indicates that CEO power positively
impacts firm performance due to their
increased influence over key corporate
decisions. CEO power affects financial
decisions and firm performance in multiple
ways. More powerful CEOs have greater
control over investment decisions,
financing choices, and the formulation of
strategic policies (Ning, 2020). Studies by
Li et al. (2017) and Mundi (2024) suggest
that powerful CEOs can directly influence
capital structure and even increase its
complexity.
While many studies have examined the
direct impact of capital structure on firm
performance, limited research has explored
how CEO power moderates this
relationship. Some findings indicate that in
firms where CEOs hold significant power,
the relationship between capital structure
complexity and firm performance is weaker
(Chao et al., 2017; Mundi, 2023). These
results highlight that CEO power not only

impacts financial decisions but also plays a
crucial role in moderating the effect of
capital structure on firm performance. The
present study aims to fill this research gap
by investigating the moderating role of
CEO power in the relationship between
capital structure and firm performance. The
key research question addressed in this
study is: Does CEO power moderate the
relationship between capital structure and
firm performance?

Methodology

This research is applied in nature and
follows a descriptive-analytical approach.
The data were collected from the financial
statements of companies listed on the
Tehran Stock Exchange over the period
from 2014 to 2023. A total of 95 companies
were selected as the final sample. The
sampling  method  was  purposive
(screening-based), selecting only
companies that met the study criteria and
had consistent and complete financial data
throughout the study period. The inclusion
criteria ensured that only firms with
continuous market presence, the same fiscal
year-end, and complete data for key
variables were analyzed.

For data analysis, EViews version 13 was
used. Initially, descriptive statistics of the
variables, including mean, standard
deviation, minimum, and maximum values,
were computed. The Levin, Lin, and Chu
test was applied to examine the stationarity
of the variables, confirming their stability.
To determine the appropriate model, the F-
Limer test was performed to choose
between the pooled effects model and the
fixed effects model. The results indicated
that the fixed effects model was more
suitable. Subsequently, the Hausman test
was conducted, confirming the fixed effects
model as the final model for analysis. To
test the research hypotheses, panel data-
based multiple regression analysis was
employed.
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Results

Descriptive statistics for the research
variables, including central tendency
measures such as mean and
minimum/maximum values, as well as
dispersion  indicators  like  standard
deviation, are reported. The mean value of
the firm performance variable (ROA) is
0.07, indicating a positive return on assets
among the sampled firms. The average
financial leverage ratio is 0.45, reflecting a
debt-to-asset ratio of approximately 45%.
The average firm size is 6.60, suggesting
that the sample firms are relatively large.
The mean board composition is 0.35,
meaning that, on average, 35% of board
members are independent. The standard
deviation of 0.48 indicates substantial
variation in board composition across
firms. For binary variables, the findings
show that 60% of CEOs have long tenures,
while only 25.26% are founders of the
company and 45.26% hold ownership
stakes. Additionally, 55.79% of firms have
a powerful CEO, which may influence
financial decisions and capital structure. To
assess the stationarity of the variables, the
Levin, Lin & Chu (LLC) test was
employed. The results show that the p-
values for all variables are below 0.05,
indicating that the variables are stationary.
Therefore, the research variables do not
suffer from unit root issues and are suitable
for regression analysis.

To determine the appropriate panel data
model, the F-Limer test was first used to
compare pooled models with fixed or
random effects models. The test results,
with a significant p-value below 0.05,
support the use of a model with effects.
Next, the Hausman test was conducted to
choose between fixed and random effects.
The p-value of less than 0.05 led to the
selection of the fixed effects model as the
final model for regression analysis. The
results of the hypotheses are presented
below:

Hypothesis 1: The effect of capital structure
on firm performance
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Regression results indicate that capital
structure has a significant negative effect on
firm performance, with the financial
leverage coefficient at -0.125 and a
significance level of 0.002. Additionally,
firm size, growth, tangible assets,
profitability, and board composition all
have positive and significant effects on firm
performance. The adjusted R* is 0.653,
indicating that 65.3% of the variation in
firm performance is explained by the
model. The F-statistic is also significant,
confirming the overall validity of the
model.

Hypothesis 2: CEO power and -capital
structure

The results suggest that CEO power has a
significant positive effect on capital
structure (coefficient = 0.077, p = 0.013).
This implies that powerful CEOs tend to use
higher financial leverage. Other variables
such as firm size, growth, tangible assets,
and profitability also have positive and
significant effects on capital structure.
However, board composition and size do
not show significant effects in this context.
Hypothesis 3: CEO power and firm
performance

The regression results for this hypothesis
show that CEO power has a positive but
relatively weak effect on firm performance,
being significant only at the 10%
confidence level (p = 0.054). Other
variables, including firm size, growth,
tangible assets, and profitability, have
positive and significant effects on firm
performance. However, board composition
and size are not significant. The adjusted R?
1s 0.527, indicating that the model explains
52.7% of the variation in firm performance.
Hypothesis 4: Interaction of CEO power
and capital structure

This section examines the moderating role
of CEO power in the relationship between
capital structure and firm performance. The
interaction term (financial leverage x CEO
power) has a coefficient of -0.022 and is
significant at the 10% level (p = 0.092).
This finding indicates that in firms with
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powerful CEOs, the positive effect of
capital structure on firm performance is
diminished. The adjusted R? is 0.615,
indicating that the model explains 61.5% of
the variation in firm performance and
confirming its validity.

Conclusions

This study aimed to examine the
moderating role of CEO power in the
relationship between capital structure and
firm performance. Based on theoretical
foundations, capital structure is expected to
influence firm performance by affecting
capital costs and return on assets.
Simultaneously, CEO power plays a key
role in financial and strategic decision-
making, potentially altering the strength
and direction of this relationship.

Findings indicate that capital structure
significantly affects firm performance,
aligning with the pecking order theory,
which suggests that firms prioritize internal
financing before resorting to debt.
However, excessive debt can increase
agency costs and reduce efficiency,
consistent with agency cost theory.
Additionally, CEO power does not have a
direct impact on capital structure, implying
that financial decisions are influenced more
by macroeconomic factors and market
conditions  rather  than  individual
managerial discretion.

Regarding firm performance, CEO power
alone does not have a significant direct
effect, but it plays an influential role
through interaction with other variables.
This aligns with the resource-based view,
which suggests that managerial skills,
knowledge, and networks contribute to
organizational success. Finally, CEO power
moderates the capital structure—
performance relationship, reducing the
positive impact of leverage on performance.
This supports agency theory, as powerful
CEOs may prioritize personal interests over
shareholder value.

These findings highlight the complex
interplay between capital structure, CEO

power, and firm performance, emphasizing
the 1importance of considering both
financial  policies and  managerial
characteristics. Firms should not rely solely
on leverage for performance improvement
but should also evaluate the influence of
CEO attributes on financial decisions.
From a practical perspective, shareholders
and boards should carefully monitor the
interaction between CEO power and
financial policies. Since powerful CEOs
may favor alternative financing methods
(e.g., retained earnings), firms should
implement governance mechanisms to
balance managerial discretion in financial
decision-making. Future research should
explore additional managerial traits such as
leadership style, international experience,
and professional networks, as well as
examine these relationships across different
industries and economic conditions.
Advanced econometric techniques,
including dynamic panel models and
artificial neural networks, could further
validate these findings.

Despite its contributions, this study has
some limitations. First, it focuses on
publicly traded firms in Tehran Stock
Exchange, which may limit generalizability
to other financial markets. Future studies
should compare these relationships in
different economic contexts. Second,
alternative measures of CEO power could
be explored to gain a more comprehensive
understanding of its impact on financial
decision-making.
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Introduction

s public awareness increases,

expectations for non-financial

reporting have gradually increased,
and societal pressures are expected to lead
to the consolidation of non-financial
reporting. Changes in social perspectives on
accounting are combining with the growth
of information literacy, quantitative
methods, and behavioral sciences to rapidly
impact the current accounting profession.
Evidence suggests that most of a successful
company's assets are intangible assets such
as human capital. However, few companies
disclose detailed information about these
resources. Users of financial information
are increasingly demanding different
information on different aspects of a
company's performance, and different
environmental groups are putting different
pressures on companies to provide useful
information in different areas. This issue
has led to the emergence of new aspects in
financial and non-financial reporting of
companies, under the title of "corporate
social and environmental responsibility"
(Hajiannejad & Pourheidari, 2015). In
recent years, investors have focused their
attention on corporate governance, social
and environmental practices. To protect
shareholders' resources from material
misstatements and errors in financial
statements, auditors can improve audit
quality to detect earnings management
practices and force managers to improve
earnings quality. Audit quality, which
determines audit performance, is subject to
several factors such as the size of the audit
firm, expertise and audit tenure (Ramazan
Ahmadi et al.,2019). According to auditing
theory, the effectiveness of external audits
depends on audit quality. Various
characteristics have been proposed in
previous research to assess auditor
competence, including the size of the audit
firm. Audit quality increases with the size
or brand of an audit firm. Well-known
auditors produce higher quality audits to
protect their reputational capital and remain

independent from their clients (Bacha et al.,
2021). Hassanzadeh & Yarmohammadi
(2024) investigated the effect of corporate
governance, social and environmental
disclosure on dividend payments and
whether audit quality moderates the
relationship between corporate governance,
social and environmental disclosure and
dividend payments. They used panel data
method and EViews software to estimate
the research model and test the research
hypotheses. The results of their research
indicated that corporate governance, social
and environmental disclosure has a positive
and significant effect on corporate dividend
payout. Also, audit quality has a significant
moderating role in the relationship between
corporate  governance, social  and
environmental disclosure and corporate
dividend payout. Jung & Yoo (2023)
examined the moderating effect of market
competition on environmental, social, and
corporate governance activities and firm
performance and concluded that there is a
positive relationship between
environmental, social, and corporate
governance activities and market value, and
that the relationship between
environmental, social, and corporate
governance activities and profit margin is
linear. Based on what has been said and in
accordance with the research topic, the
following  hypotheses  have  been
formulated:

1) Environmental, Social and Governance
(ESG) factors affect corporate financial
performance (CFP) in companies that listed
on the Tehran Stock Exchange.

2) Environmental, Social and Governance
(ESG) factors affect corporate financial
performance (CFP) with a moderating role
of audit quality in companies listed on the
Tehran Stock Exchange.

Methodology

One of the most important steps in
conducting any scientific research is its
methodology. If research has a very strong
theoretical basis and its data is collected
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accurately and completely, but an
appropriate research method is not used to
analyze the data, the research results will
not be very reliable. For this reason, to
reject or not reject the hypotheses of any
research, it is necessary to adopt an
appropriate research methodology and
methodology. It is  under these
circumstances that the research findings are
reliable, and their results can be used for
decision-making. The present research is
applied in terms of classification based on
the purpose. Because the results of this
research can be used by companies. Also,
this research is analytical-descriptive in
nature, which’ll examine the correlation
between variables, and in terms of time
dimension, it is a type of post-event
research. That is, it uses historical
information of the companies under study.
The statistical population of the present
study includes companies listed on the
Tehran Stock Exchange for 2014-2022.
The reasons for selecting the statistical
population are as follows:

1. Access to the financial information of
the mentioned companies is possible.

2. Specific criteria and regulations have
been established for accepting and
continuing the activities of companies
on the stock exchange and their
reporting methods, so it seems that the
information contained in the financial
statements of these companies is of
higher quality and their information is
more reliable.

3. Information from companies listed on
the stock exchange is more reliable
due to the application of supervision
and the existence of specific
regulations.

4. If other information is needed, access
to that information is possible.

Due to the large size of the statistical
population and the existence of some
inconsistencies among the members of the
population, we refer only to organizations
that have the characteristics of the desired
population for selection. Considering the
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above-mentioned limitations, 101
companies were selected as the research
sample from 408 companies through
screening and their financial statements for
the mentioned period were examined.

To examine the research hypotheses, the
two models used in the research of Zahid et
al. (2022) will be used.

The first model for the first hypothesis:

CFP; s = Bo + P1ESG; + + B,Size; + B3LEV;,
+ Si,t

Second model for the second hypothesis:

CFP;; = Bo + B1ESG;; + B,DA;;
+ B3DA;, % ESGy,
+ ﬁ45izei,t + ﬁsLEvi,t + gi,t

Results

The reliability of the research variables was
tested using the Levine, Lin, and Cho test.
If the research variables are not stable, it
will cause the problem of spurious
regression, whether in the case of time
series data or in combined data. The test
results show that all variables are stable.
The presented models are used to test the
research hypothesis. Before fitting the
models, it is necessary to perform the F-
Limer test to examine the use of the fixed-
effects panel data method versus the mixed
data method for the above models. The
results showed that the combined data
model is the preferred method.

According to the results and considering the
F-statistic obtained as 154.483 and its error
level (0.000), it can be claimed that the
research model is highly significant overall.
Also, considering the adjusted coefficient
of determination obtained for this model,
which is equal to 0.336, it can be stated that
the independent and control variables of the
research explain the changes in the
dependent variable by more than 0.336. In
addition, considering the value of the
Durbin-Watson statistic, which is equal to
1.755 and is between 1.5 and 2.5, it can be
claimed that there is no first-order
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autocorrelation between the residuals of the
model. The results of the estimation of the
first model of the research show that the
coefficient of the variable of environmental,
social and governance factors is equal to
0.011 and its significance level is equal to
0.049, which is less than 0.05. Therefore,
environmental, social, and governance
factors have a positive and significant
impact on the financial performance of
companies listed on the Tehran Stock
Exchange, confirming the first hypothesis
of this study.

The results, considering the F-statistic of
314.93 and its significance level (0.000),
indicate that the research model is highly
significant overall. Also, considering the
adjusted coefficient of determination for
this model, which is 0.337, it can be stated
that the independent and control variables
explain more than 33.7% of the variation in
the dependent variable. In addition,
considering the value of the Durbin-Watson
test, which is equal to 1.748, it can be
claimed that there is no first-order
autocorrelation between the residuals of the
model. The results of the estimation of the
second research model show that the
coefficient of the variable of environmental,
social and governance factors*audit quality
is equal to 0.006 and its significance level is
equal to 0.008, which is less than 0.05. This
means that the audit quality variable
positively and significantly moderates the
impact of environmental, social, and
governance factors on companies' financial
performance; as a result, the second
hypothesis of this study is confirmed.

Conclusions

The aim of this study is to investigate the
effect of environmental, social and
governance factors on the financial
performance of the company with the
moderating role of audit quality in
companies listed on the Tehran Stock
Exchange. To achieve the stated objective,
two hypotheses were formulated. The
results of the estimation of the first model

of the research show that the coefficient of
the variable of environmental, social and
governance factors was equal to 0.011 and
its significance level was equal to 0.040,
which is less than 0.05. Therefore,
environmental, social, and governance
factors have a positive and significant
impact on the financial performance of
companies that are members of the Tehran
Stock Exchange, and as a result, the first
hypothesis of this study is confirmed. These
findings are consistent with the results of
Zandi & Faghani Makrani (2018). The
significance of this hypothesis was also
confirmed in the study of Zahid er al.
(2022), but the direction of the relationship
was reversed, contrary to the results of this
study. This difference could be due to the
different statistical populations of the two
studies and the role of economic-political
factors in the research results. Today,
companies are under great pressure from
their domestic and foreign shareholders to
disclose environmental, social, and
governance factors. Therefore, by meeting
this need of their stakeholders, companies
restore credibility, which ultimately has a
positive impact on the company's financial
performance. The results of the second
model estimation showed that the
coefficient of the variable environmental,
social and governance factors*audit quality
was 0.006 and its significance level was
0.008, which is less than 0.05. This means
that the audit quality variable positively and
significantly moderates the impact of
environmental, social and governance
factors on the financial performance of
companies; as a result, the second
hypothesis of this study is confirmed. This
finding is consistent with the results of the
study by Zahid et al. (2022). According to
the agency theory proposed by Meckling &
Jensen (1976), auditing is a vital method to
reduce information asymmetry, curb
opportunistic behaviors, and enhance ESG
performance. Therefore, the higher the
quality of auditing, the more accurate and
reliable financial reporting will be, and the



Journal of Accounting & Financial Transparency 2024: 2(4) 65-86

69

more selfish and opportunistic behaviors of
managers will be reduced, resulting in
improved financial and non-financial
reporting performance.
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Introduction

The digital economy has become a
significant growth point in the business
world. In  this  context,  digital
transformation, which is the foundation of
the development of the digital economy, has
become an inevitable choice for the survival
and sustainable development of companies.
Digital transformation will change the
organizational risk and information
environment and will also bring challenges
to the audit profession. Researchers,
especially abroad, have conducted a lot of
research on the impact of organizational
digital transformation, but current research
has not reached a consistent conclusion on
whether digital transformation can bring
more positive or negative effects to
companies. Some researchers believe that
digital transformation improves the
accuracy and accessibility of a company's
financial data. and increases the
performance and value of the company.
Researchers also believe that digital
transformation =~ makes  organizational
business more complex. It also increases the
uncertainty of identifying, measuring, and
reporting the company. And it brings more
risks and challenges. Therefore, examining
how  digital transformation affects
companies and their stakeholders is crucial
to promoting the sustainable and healthy
development of the digital economy. From
an audit perspective, the role of auditors is
to disclose reliable and fair accounting
information to all stakeholders. The
deepening  digital transformation of
companies has also had a particular impact
on the audit environment. Audit efficiency
plays a vital role in the process of
companies providing timely and reliable
financial information to stakeholders.
Therefore, this study examines the impact
of corporate digital transformation on audit
efficiency to enrich related audit research.
Existing studies mainly use audit delay as a
measure of audit efficiency. Audit lag refers
to the number of days from the end of the
accounting period to the date of the audit

report, which can partly reflect the time
spent on the audit and the timeliness of the
financial reports.

The contribution of this study to the
literature 1s as follows:

First, this study extends the research on the
economic consequences of organizational
digital transformation. Existing research on
corporate  digital transformation and
auditing mainly focuses on the aspects of
audit quality, audit fees, and audit risk,
while this study examines another
economic consequence of corporate digital
transformation, the change in audit
efficiency based on the audit delay
perspective. Secondly, it enriches the
relevant literature on factors affecting audit
efficiency. In fact, within the framework of
the digital economy era, the Iranian audit
environment will also undergo new
changes, and analyzing how the digital
transformation of companies affects audit
efficiency is of practical importance. On the
other hand, this study examines and
analyzes the effects of the role of
accounting firms' competence through
which companies' digital transformation
affects audit efficiency. This study
empirically tests the impact of corporate
digital transformation on audit efficiency.
In addition, this study selects A-rank audit
firms as representatives with  high
professional competence to analyze and
validate their role in the impact of corporate
digital transformation on audit efficiency.

Methodology

To achieve the objectives of the research, a
sample of 141 company-year of listed
companies in Tehran Stock Exchange
which were selected according to the
systematic exclusion pattern, was collected.
To test the research hypotheses, a
multivariate regression model was used.
The dependent variable in the present study
is the efficiency of corporate auditing,
which is measured by the audit report delay



Journal of Accounting & Financial Transparency 2025: 2(4) 87-106

index. Thus, the audit report delay is equal
to the natural logarithm of the difference
between the end of the fiscal year and the
date of publication of the company's
financial statements. The independent
variable is digital transformation. The
indicators are shown by the frequency of
keywords in the reports to reflect the
digitalization of listed companies. In this
study, “artificial intelligence technology”,
“blockchain”, “cloud computing”, “big data
technology” and “digital technology” are
used as indicators of the digitalization of
companies. DIGIT*BIG and
DIGIT*NONBIG are interactive variables.

Results

This study considered audit delay as a
variable to measure audit efficiency and
took companies listed on the Tehran Stock
Exchange as a sample to study the impact of
a company's digital transformation on audit
efficiency, considering the role of audit
firms' competence. Given that the
independent variable of the company's
digital transformation (DIGIT) has a
significant level of less than 5%, it can be
said that the company's digital
transformation has a significant effect on
the company's audit efficiency. In addition,
the coefficient obtained for digital
transformation is positive, which indicates
that with the increase in the level of digital
transformation, the delay in the companies'
audit report increases and ultimately the
audit efficiency decreases. In fact, the
higher the degree of organizational digital
transformation, the more serious the audit
delay and the lower the audit efficiency. On
the other hand, the impact of a company's
digital transformation on increasing audit
efficiency is only realized when audits are
conducted by A-rank audit firms. The
reason for this result may be that auditors
with strong professional competence and
audit firms with a greater degree of

89

digitalization can effectively cope with the
complex situation of companies undergoing
digital transformation, so the impact of
companies' digital transformation on
improving audit efficiency increases. The
estimated coefficient of the DIGIT*BIG
synergy variable in the table above
indicates the existence of a negative and
significant relationship between corporate
digital transformation*audit firms of
quality rank A with audit efficiency at the
0.05 error level. Because the p-value
calculated for the coefficient of this
independent research variable is less than
0.05. That is, audit firms of quality rank A
neutralize the positive relationship between
corporate digital transformation and audit
efficiency.  Therefore, the  second
hypothesis of the research is confirmed.
Overall, the results show that organizational
digital transformation exacerbates audit
delays and reduces audit efficiency. On the
one hand, most companies in Iran may still
be in the early stages of digital
transformation and the challenges they face
in the transformation process have not been
resolved. On the other hand, the
competencies of audit firms, especially
from a digitalization perspective, may not
be sufficient, and auditors may not be able
to complete audit work effectively and
systematically when faced with the
challenges of new technologies and the
complexity of data resulting from the digital
transformation of companies, which results
in reduced audit efficiency.

Conclusions

The results of this study showed that the
higher the degree of organizational digital
transformation, the more serious the audit
delay and the lower the audit efficiency.
Also, when companies are audited by non-
A-rated audit firms, the impact of a
company's digital transformation on
reducing audit efficiency is more evident.
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The results show that when audit units are
“non-A-rated”, the effect of firm digital
transformation on audit efficiency decline is
more obvious. This result confirms that
digitalization is widening the gap between
audit firms and that A-ranked firms tend to
better utilize the benefits offered by digital
technologies. The results of this study
suggest that high audit firm competence can
mitigate the negative effects of corporate
digital transformation on audit efficiency.
Emerging technologies bring opportunities
as well as challenges, and this study
identifies the adverse effects of corporate
digital transformation on audit efficiency
and provides insights into how to improve
audit efficiency in the context of corporate
digital transformation. First, audit firms
should strengthen their digital
transformation promotion so that they can
better conduct corporate audits and achieve
higher audit quality and efficiency. Second,
given the advancement of digital
technologies, firms should make the
technologies  used  transparent and
formulate codes of conduct as soon as
possible.
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Introduction
here has been a growing interest in
earnings  management  through

classification shifting in the income
statement in recent accounting literature
(Lail et al, 2014). Since misclassification
of cost of goods sold and selling, general,
and administrative expenses, affects
different line items in the income
statement—such as gross profit and
operating income—it is therefore essential
to examine the misclassification of each
operating expense account separately (Fan
& Liu, 2016).
Expense misclassification not only affects
gross and operating income, but also
reduces the transparency of financial
statements, thereby misleading investors
and financial analysts (Healy & Wahlen,
1999). The aggregation of cost of goods
sold and selling, general, and administrative
expenses conceals the strategies used in
various forms of classification shifting.
These are strategies employed by managers
to manipulate different line items in the
income statement (e.g., gross profit versus
operating income) (Fan & Liu, 2016).
In this study, the classification of cost of
goods sold and selling, general, and
administrative expenses will be examined
separately. The aim is to enhance
transparency by modeling cost of goods
sold and selling, general, and administrative
independently. In light of the discussions
surrounding the classification of operating
expenses, this research seeks to answer the
question: when gross operating profit and
net income decline, do managers engage in
classification shifting of cost of goods sold
components and selling, general, and
administrative expenses?

Methodology

This research is a quantitative study that
employs a scientific method involving
empirical validation and hypothesis testing
based on pre-defined research designs.
Such studies are used when data can be
measured quantitatively and statistical

techniques are applied to derive
conclusions. In this study, data collection
was conducted using library research
methods. For compiling the theoretical
framework, relevant literature from
domestic and international academic
journals was used. Other required data was
gathered from the databases of the Tehran
Stock Exchange and the Rahavard Novin
software. Data analysis and hypothesis
testing were performed using EViews 9 and
SPSS 21.

The statistical population of this study
includes all companies listed on the Tehran
Stock Exchange during the years 2019 to
2023. This research does not utilize
statistical ~ sampling;  however, the
companies under investigation were
selected based on the following criteria:

1. They are not investment or holding
companies.

2. To ensure comparability, the fiscal
year ends on March 19 (Esfand 29 in
the Persian calendar).

3. The financial data of the companies
must be available for the entire study
period.

4. The companies' shares must have been
continuously traded on the Tehran
Stock  Exchange, without any
significant trading halts.

Based on these criteria, a total of 80
companies (equivalent to 1,600 firm-
quarter observations) were analyzed.

In this study, misclassification refers to
situations where, through model estimation
and testing, evidence suggests that
management has not accurately classified
items within the income statement. To
measure the misclassification of operating
expenses, a multi-step process is followed.
In this research, operating expense
misclassification is measured indirectly.
Specifically, the relationship between
unexpected and actual items in the income
statement is examined. If a significant
relationship is observed, a portion of that
association is attributed to operating



Journal of Accounting & Financial Transparency 2025: 2(4) 107-128 109

expense misclassification (Fan & Liu,
2016).

To measure this, the first and fourth quarters
of a fiscal year are considered. If there is a
relationship between operating expenses in
the first quarter compared to the fourth
quarter—namely, if adjustments or
reversals of expenses are observed in Q4
relative to QIl—it indicates possible
misclassification of operating expenses.
This is estimated using the two models
below, and the residuals from these models
represent the extent of misclassification. In
other words, the greater the absolute value
of the residuals, the higher the level of
misclassification. Data is estimated on a
quarter-year-industry basis.

Results

Hypothesis 1

There is a significant relationship between
decrease in gross operating profit margin
and misclassification of cost of goods sold
items. The results indicate that when the
gross operating profit margin decreases, the
misclassification of cost of goods sold items
is significantly affected. In other words,
there 1is meaningful evidence of a
relationship between these two variables.
Hypothesis 2

Specific operating income and expense
items moderate the effect of decrease in
gross  operating  profit on  the
misclassification of cost of goods sold. The
results show that certain specific income
and expense items within the operating
section can moderate the effect of a
decrease in gross operating profit on the
misclassification of cost of goods sold. This
indicates the moderating effect of certain
operational variables on the relationship in

question.

Hypothesis 3

There is a significant relationship between
decrease in net income and

misclassification of selling, general, and
administrative expenses. The results of this
hypothesis indicate that a decrease in net
income is significantly associated with the

misclassification of selling, general, and
administrative expenses. This suggests that
a decrease in net income may lead to
changes in the classification of these
expenses.

Hypothesis 4

Specific non-operating income and expense
items moderate the effect of decrease in net
income on the misclassification of selling,
general, and administrative expenses.
According to this hypothesis, certain
specific non-operating income and expense
items can moderate the effect of a decrease
in net income on the misclassification of
selling, general, and administrative
expenses. Specifically, these items may
alter the intensity or direction of the
relationship between the decrease in net
income and the misclassification of these
expenses.

Conclusions

Hypothesis 1 examines the relationship
between the decrease in gross operating
profit and the misclassification of cost of
goods sold items. The testing model for this
hypothesis (Model 3) suggests that when
the reported gross operating profit
decreases and reaches the level of the
previous year's benchmarks, managers
misclassify specific items in the cost of
goods sold. The results of the model testing
indicate a significant negative relationship
between these two variables. In other
words, as the gross operating profit
decreases, the misclassification of cost of
goods sold items increases. This result
aligns with the agency theory and
managerial opportunism theories.
Additionally, an increase in specific
operating income and expense items (other)
is positively and significantly associated
with the misclassification of cost of goods
sold items. This suggests that managers
manipulate specific items to reduce the cost
of goods sold and engage in earnings
management.
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Model 3 also investigates the impact of
specific income and operating expense
items on the relationship between the
decrease in gross operating profit and the
misclassification of cost of goods sold. The
results show that companies, when
experiencing a decline in gross margin,
utilize specific income and operating
expense items to achieve their desired
profit.

Hypothesis 3 examines the relationship
between the decrease in net income and the
misclassification of selling, general, and
administrative expenses. The testing model
for this hypothesis (Model 4) suggests that
when the reported net income decreases and
reaches the level of the previous year's
benchmarks, managers misclassify specific
items in selling, general, and administrative
expenses. The results of the model testing
indicate a significant negative relationship
between these two variables. In other
words, as net income decreases, the
misclassification of selling, general, and
administrative expenses increases. This
result is consistent with the agency theory
and managerial opportunism theories.
Furthermore, an increase in specific non-
operating income and expense items (other)
is positively and significantly related to the
misclassification of cost of goods sold
items. In other words, managers manipulate
specific items in an attempt to reduce costs
and manage earnings.

Model 4 also examines the impact of
specific income and operating expense
items on the relationship between the
decrease in gross operating profit and the
misclassification of selling, general, and
administrative  expenses. The results
indicate that companies, when facing a
reduction in gross margin, use specific
income and operating expense items to
achieve their desired profit.
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Introduction

n recent years, understanding how

managers allocate capital efficiently

based on future cash flow capital
allocations and firm valuation guidance has
been of interest to many researchers.
According to the traditional capital market
approach, capital allocation biases include
misalignment  of  managerial  and
shareholder interests and information
asymmetry between internal and external
investors in the firm. Some other
researchers believe that capital allocation in
the absence of any friction in the capital
market will experience less than optimal
capital allocation even with risk-averse
CEOs. Therefore, by reviewing the
theoretical literature on finance and
accounting, this gap can be addressed in this
study and added to the rich literature in this
field. Therefore, according to research,
single CEOs differ in terms of risk-taking or
risk-aversion compared to their other
counterparts, and this is because married
CEOs also think about job stability and
security, which induces higher risk
aversion. These individuals are very likely
to have greater economic and social
commitment and are therefore less inclined
to take actions that put their personal lives
atrisk. The second reason can be mentioned
as their biological status, which affects the
level of individual risk. For example,
married managers have lower testosterone
levels, which is directly related to their risk-
taking behaviors. Finally, social studies in
the family sector show that normative
commitment to marital life acts as a catalyst
for reinforcing social values, which leads to
more conservative risky behaviors. The
results obtained can be argued that single
managers are more risk-averse than married
managers. First, married individuals
emphasize job stability and security, which
indirectly induces a biological preference
for risk aversion. These individuals have
greater economic and social commitment,
which makes them avoid actions that may

jeopardize the well-being of their family
life. Work and family facilitate each other
for managers with  marital role
commitment, thereby reducing their stress
and strengthening job commitment.
Second, marital status has a direct
biological effect on individual risk
preference. Married men are more likely to
have lower testosterone levels, which are
positively associated with risk-taking
behavior. Finally, normative commitment
to marital life acts as a catalyst for
promoting social values and the public
good, leading married individuals to behave
responsibly in risk-taking. Therefore,
married CEOs are pro-social and are
associated with better social responsibility.
The purpose of the present study is to
investigate the relationship between
managing director's marital status and the
efficiency of capital allocation of
companies listed on the Tehran Stock
Exchange.

Methodology

This research examines the status of
management's  influence on  capital
allocation of companies listed on the
Tehran Stock Exchange, which is applied in
terms of purpose, and applied research is
research that is carried out using the results
of fundamental research to improve and
perfect the behaviors, methods, tools,
devices, products, structures, and patterns
used by human societies. The method of the
present research is causal in nature. Causal-
comparative methods or post-event
methods (based on analyzing past
information from companies' financial
statements) and in terms of the method of
hypothesis analysis, it is correlational
because this research seeks to find a
relationship between several variables. This
study examines the marital status of
management on the capital allocation of
companies listed on the Tehran Stock
Exchange, which is applied in terms of
purpose and correlation in terms of
hypothesis analysis method because this
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study seeks to find a relationship between
several variables.

Results

The marital status of managers can affect
their  risk-taking  or  risk-aversion.
Therefore, the more single managers
companies employ, the more risk-taking
they will be and ultimately participate in
projects that have higher risk and return,
which ultimately leads to the allocation of
company capital towards the companies'
projects. The results of the research findings
show that single managers, based on less
lack of commitment in marital life, are more
risk-taking than married managers, and this
causes investment in the company, which
ultimately leads to the company's capital
allocation.

Conclusions

According to the traditional capital market
approach, deviations related to capital
allocation are the incorrect alignment of
management and shareholder interests and
information asymmetry between the
company's domestic and foreign investors,
and in this regard; Single CEOs are less risk
averse and, on the other hand, bring higher
capital allocation inefficiency to the
organization.
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