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The present study aims to explain the influencing factors—including auditor
characteristics, client characteristics, stock market features, and
macroeconomic factors—on failure in companies listed on the Tehran Stock
Exchange. To achieve this objective, 1,848 firm-year observations (154
companies over 12 years) were collected from the annual financial reports of
companies listed on the Tehran Stock Exchange during the period from 2011
to 2022. The study findings indicate that auditor size, auditor tenure, auditor
independence, audit firm ranking, type of auditor's opinion, audit report delay,
auditor specialization, audit fees, company size, company liquidity, company
profitability, institutional ownership, major shareholder ownership, board
independence, CEO tenure, inflation rate, exchange rate, and economic growth
rate have a negative and significant impact on audit failure. Conversely, auditor
change, company's debt ratio, government ownership, unsystematic risk, and
interest rate have a positive and significant effect on audit failure. Finally, the
results show that, statistically, company age, company growth opportunities,
client industry size, client industry competition level, client ownership type
(private or public), managerial ownership, audit committee size, audit
committee independence, audit committee financial expertise, board size,
board financial expertise, and systematic risk do not have a significant effect
on audit failure.
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Introduction

Audit failure is a critical issue that has gained significant attention in recent years due to its
profound impact on financial markets and investor confidence. The failure of high-profile companies such
as Enron and WorldCom has highlighted the consequences of inadequate audit practices and regulatory
oversights (Chu et al., 2024; Francis, 2011). Audit failure occurs when auditors fail to identify material
misstatements due to errors or fraud, leading to financial restatements and legal liabilities (Palmrose, 1988).
Factors contributing to audit failure include auditor independence, auditor tenure, audit firm ranking, and
the quality of financial reporting (Bebbington & Larrinaga, 2024). Previous studies have shown that auditor
size and experience are crucial in determining audit quality (Kabir et al., 2016). Moreover, economic
conditions, such as inflation and interest rates, can also influence audit outcomes by increasing the
complexity of financial reporting and introducing additional risks (Muraina et al., 2010).

This study aims to develop a comprehensive model to identify the factors influencing audit failure
in companies listed on the Tehran Stock Exchange (TSE). The research investigates the impact of auditor
characteristics, client characteristics, and macroeconomic factors on audit failure using a logistic
regression approach. By understanding these factors, the study seeks to provide insights that can enhance
audit quality and reduce the occurrence of audit failures.

Methods and Materials

The study follows a quantitative research design and employs a logistic regression model to
examine the factors influencing audit failure. The research sample includes 1,848 firm-year observations
from 154 companies listed on the Tehran Stock Exchange over a 12-year period from 2011 to 2022. Data
were collected from annual financial reports available on the Codal website, the Central Bank of Iran, and
the Statistical Center of Iran. The dependent variable, audit failure, is measured based on audit errors,
categorized into Type | (false positive) and Type Il (false negative) errors. Independent variables include
auditor size, auditor tenure, auditor independence, company size, company profitability, and
macroeconomic indicators such as inflation and exchange rates. The statistical analysis was conducted
using EViews software, and diagnostic tests such as variance inflation factors (VIF) and White’s test were
applied to ensure the validity of the model.

Findings and Results

The results of the study indicate that several factors significantly influence audit failure. Auditor-
related variables such as auditor size, auditor tenure, auditor independence, audit firm ranking, audit
opinion type, audit report delay, and audit fees have a significant negative impact on audit failure. This
suggests that larger audit firms with longer tenure and greater independence are less likely to experience
audit failures. On the other hand, auditor changes and the company's debt ratio positively affect audit
failure, indicating that frequent auditor changes and higher leverage increase the likelihood of audit
failures.

Regarding client characteristics, company size, liquidity, profitability, and ownership structure
(institutional ownership and major shareholder ownership) are found to have a significant negative effect
on audit failure. In contrast, government ownership shows a positive association with audit failure,



m Zarrin et al. Journal of Technology in Entrepreneurship and Strategic Management 3:5 (2024) 253-272

PUELISLLING INSTUTUTE

implying that state-owned enterprises are more prone to audit deficiencies. Board characteristics such as
board independence and CEO tenure also play a role in reducing audit failure risks.

In terms of macroeconomic factors, inflation rate, exchange rate, and economic growth rate
negatively impact audit failure, suggesting that stable economic conditions contribute to better audit
outcomes. However, unsystematic risk and interest rates have a positive and significant effect on audit
failure, indicating that increased financial uncertainty and borrowing costs can compromise audit
effectiveness.

The findings also reveal that some variables, such as company age, industry competition, and audit
committee characteristics, do not have a significant impact on audit failure, indicating that these factors
may not play a decisive role in audit outcomes.

Conclusion

The results of this study provide valuable insights into the determinants of audit failure and their
implications for audit quality and financial reporting. The negative impact of auditor size, tenure, and
independence on audit failure highlights the importance of regulatory policies that promote audit firm
transparency and accountability. Audit firms should consider implementing stricter independence policies
and longer client engagement periods to enhance audit quality. The findings also suggest that companies
with robust financial health and governance structures are less likely to experience audit failures,
emphasizing the need for improved corporate governance practices.

The positive relationship between government ownership and audit failure raises concerns about
the effectiveness of audits in state-owned enterprises and calls for stronger regulatory oversight in these
entities. Similarly, the significant influence of macroeconomic factors such as inflation and interest rates
underscores the importance of considering economic conditions when assessing audit risks.

From a practical perspective, the study's findings can be beneficial for regulators, auditors, and
investors in understanding the key risk factors associated with audit failure. Regulatory bodies may use
these insights to refine audit standards and enforcement mechanisms, while auditors can leverage the
findings to improve risk assessment procedures.

In conclusion, this study contributes to the literature by offering a comprehensive model that
examines the multifaceted factors influencing audit failure in the Iranian market. Future research can
expand on this study by incorporating additional factors such as industry-specific regulations and
international financial reporting standards to gain a more nuanced understanding of audit failures.
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