E-ISSN: 2717-4581 | P-ISSN: 2783-1345

Innovation Management and Operational Strategies

www .journal-imos.ir

Inov. Manage. Oper. Stra. Vol. 4, No. 4 (2023) 355-368.

Paper Type: Original Article
Financial Distress and Audit Fees: New Evidence of the Role

of Firm Size

Azadeh Shemshad*

Department of Accounting and Control, Erasmus University, Rotterdam, Netherland; azadeh.shemshad@gmail.com.

Citation:

Reviewed: 12/07/2023 Revised: 09/08/2023 Accepted: 01/10/2023

Abstract

Purpose: Financial distress can increase investment risk for investors. Therefore, it will be necessary to review the
financial statements by an independent person. Therefore, the purpose of this research is to investigate the relationship
between financial helplessness and audit fees. It also examines the effect of firm size in this regard. The bigger or smaller
the companies are, they can be influential in this regard.

Methodology: Multivariate linear regression was used to test the two hypotheses of this research. The statistical
population was 130 companies listed to the Tehran Stock Exchange during 2013-2022 (1300 observations per year).
Altman's model [1] has been used to measure financial helplessness.

Findings: The results of the research indicate the existence of a positive and significant relationship between financial
distress and audit fees. The results showed that firm size can moderate the relationship between financial distress and
audit fees. The results of additional tests exhibit that the difference between the size of the firm, that is, large and small
and medium, has a significant difference in this regard.

Originality/Value: When companies are in financial trouble, they pressure auditors to reduce their fees. This research
achievement can convey essential knowledge to the users of financial statements and auditors.
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Table 1- Descriptive statistics results.
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Table 2- Statistics of binary variables.
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Table 3- Test of independence of errors.
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Table 4- Normality of the distribution of errors.
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Table 5- Limer's F test.
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Table 6- Hausman test.
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Table 7- Results of research hypothesis test based on fixed effects.

0.0275 2.2035 0.2988 0.6584 DISTRESS b Saik,o
0.0031 2.9567 0.1548 0.4577 PROF S 9logm
0.0258 -2.2283 0.5621 -1.2525 RISK S
0.0114 2.5285 0.3001 0.7588 COMP Shkes Sz
0.0145 2.4435 0.4011 0.9801 ARL  Jb X5 0 5t
0.0996 1.6465 0.0877 0.1444  OPINION oyl kil Lo!
0.1796 1.3418 0.1899 0.2548 CUR Sl cans Yva¢
0.1048 1.6219 0.0931 0.1510 LOSS ob;
0.0290 2.1830 0.5103 1.1140 c [EVO R

F stat. 40.112 R-squ. 0.4269

Prob. 0.0000 Adj. R-squ. 0.4233

Sl by Ol s Sl 200 QTng\.stmcls.«‘\S&lqéUj Sl FoMNY L ol F i ol ldis oV J gl = ol
abal sl aa 3l JSL» ;.L':Laﬁ&ﬁ aS sl HLis 40% ol c]a“): Q}A)'T cb AL e ol sl g Jde

558 m o3 ey 3550 Gia s Jl 4o b Sl a )13 55 (6 sliae 5 Cote

ﬁ.\ﬂ/:w

<o

p9d dry? (ygejl gl -Y-Y-¥

=

2

Wl o ol A dgetom 3 0l gl (28,5 Sy (e 3550 RS 3 p3 elo b JaS g S, ) ool L :3

X

b Ol 3l el 1 gl pgd 4B (yg03] gl A Jgu 555

Table 8- The results of the second hypothesis test of the research based on fixed effects. :3
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Table 9- The results of the second hypothesis test - small and medium companies.

& loline o toylol o luslowl Gl o0l colyo o olod JUETTINT
0.0193 2.3379 0.4117 0.9625 DISTRESS Sl Swileyo
0.0430 2.0229 0.3965 0.8021 SIZE <S5 o3l
0.0276 2.2023 0.5003 1.1018  SIZE*DIS Slo Faile o ¥ S ol
0.0162 2.4036 0.2911 0.6997 PROF &35 5ms
0.0393 -2.0607 0.2670 -0.5502 RISK S
0.0235 2.2645 0.3232 0.7319 COMP Shles (Sazn
0.0346 2.1130 0.1919 0.4055 ARL Sl X855 50 53
0.1075 1.6092 0.2464 0.3965  OPINION ool i L]
0.1321 1.5058 0.3177 0.4784 CUR Sl s
0.1463 1.4525 0.1368 0.1987 LOSS obs
0.0129 2.4852 0.4870 1.2103 C foss 5l o0

F stat. 47.115 R-squ. 0.5103
Prob. 0.0000 Adj. R-squ. 0.5072

Q&‘QUL:: U‘};d" S '/' A de)lJLaﬁc]amd&LxT)\j Sl YV/\\O LJJJ‘jJ F;.:?QQJLOT)\.LE.A c« d}.’.’: Cit'.v ‘JNLN“)}
Luge 5 SosS GS Ly 53 OS5 oIl a8 sl (lis 0% (s lslixe c]ad 3 0 @l:.l AL e S0l il st e
&udﬁ)bﬁ)}é(ﬁjbwjﬁkdjﬁ;))\ obwﬁa\b J.SJJ‘J;G ‘)g;“‘).’L"“" A.Q;-JH&} u.u.a éublﬁ):uyﬁdmbu\;‘jdﬁ

Sl ok ol V¢ dgior 03 0 gl (285 s se T 3550 S

S5 GBSyl g0 oy (g0l glii =)+ Jgaz
Table 10- The results of the second hypothesis test - large companies.

& ylobze s toylol o lusbuw! Bl o0l colye o olod JUETIING]
0.0008 3.3488 0.2015 0.6748 DISTRESS Jb Sl
0.0044 2.8463 0.1933 0.5502 SIZE Sy ol
0.0039 2.8812 0.3131 0.9021  SIZE*DIS Sl Saile 0¥ Sl o5l
0.0275 2.2030 0.2208 0.4461 PROF S35
0.0262 2.2219 0.1605 0.3565 RISK Sy
0.0076 2.6686 0.0987 0.2634 COMP Sllee Sz
0.0092 2.6028 0.1337 0.3480 ARL Sl 58,15 50 5l
0.1874 1.3182 0.1920 0.2531  OPINION ool 5ol
0.1462 1.4530 0.2066 0.3002 CUR Syl o
0.0736 1.7888 0.0990 0.1771 LOSS obs
0.0449 2.0049 0.4030 0.8080 C loe 31 25

F stat. 45.902 R-squ. 0.5097
Prob. 0.0000 Adj. R-squ. 0.5066

Sl ol Ol oo sl /00 ;,TL;,bL;ucaMs&t,.J;\,w\ FOIA YLl F b o)l jldis (4 Joor s b
aayly L5 o Sy GLACS, b 55 OS5 o)l a8 515 oLis 0% (s lslins ch.», 23 el @L“J AL e ol bl gt Je
S oS |y gl a0 I 5 b SWile s oy

Ol 018 oo YIOYYY ims 5ol ol tojlol 4y am g5 Ly okl als 5 53 0 ww@,;w,;,go,ﬁjm‘w}wu@m ool s
4.«7-;“67-‘5 JL« ;J;ijbw‘t]mb BE) (&f)‘f Lsu‘:'sj‘;') bﬂ)&;éudsﬁ) ALSJ.& °J‘J‘“J:"L5)\'>LM CJ)L&T GIALY

el )\JfJ.:SL? ‘\L—vb U'i‘ DL df:v QJ‘JJ‘ ‘_;’L:-’ @ .J)‘) J‘)?‘-} ‘_ngJLMa-



S g5 dzis =0

szl:- L;SLA LSLQQ)FL;&;M‘U&JJAJ;L‘})&;M‘ as- Lt cwjlﬂ.# ajﬁjt’,}h;;.’.Lé" S g uT)JASg;.w‘ 6\4}? ijw
CM))‘MCM‘&&W\MML;&J&M ‘L;“jh*’;y:)‘;g“i\)\)‘g*f,“S”ﬁ“—"‘jﬂd‘“u**‘—‘*:SQL‘ifﬁj’)‘jﬁ
wﬂwdu@}mcu s daboly 4y pa Bod (goles 4 Sl o S 53 5 (6 b sl s Bl ¢l S gl
«oJJ.J)LEL':\ S48 dLi) &"Jﬁ‘ 4SL>UT)\ .cJC‘J )Ub."&‘ S48 db.) -y 9 o)Li’;wb)}A )\5 Slelw U‘J:A -\ Juf}vl.:da MJ}A 9 )\ Jg,fv;a
oo 33 35 o Ll Dl o5 5 Al dal el Iadoes 08,8 a8 50 Jlea! ol e o bl 1y Sl 5 Jloz|
)m‘ U‘}:J" cM}j)}f}J&Mdjb)Qmj\ 6}.5%)}]@.&4\; cd\ﬁajy\.& ;j;.uy;ﬁb C,.S):dM)j
j)wb‘ e Ji'.'.bﬁ‘ ‘M)) YL JLQ:\>‘ Lv LSLAC,S}&; 6‘]; L&g_.dij:»_.; G_L.AL.& C,..@? ‘) Jj} L;Ladib)c QL.»JJ,!L..@ 45:,.&‘.)
o 15 e Se aaly S L nlply il skt s Sl e lige Clusar ) e SO Gl (el pluple

ALl 4l 355 (6 e Sty 5 (ot plnm

el ogmas 53 i slebl 4w sl el 4 a5l (Lol a3l 32) ool kS 4875 S o)Ll [36] o)\ 5 55
ladde (8l Gl YL Sy Lo s 4 Lok S SR & Ol b ST plsea Jb ol dsb s S50 b
e (LB 6l 63k G pliies 5 o igmims p pl 4 alitind Sl ege Ul o (Sileys 5 SeuSla
ool ISl 5 Cndo S ke 4 53 WES, 8 381 .S 2 i 333 5 5bas |y e §xu)>}u§m§a),6mm¢w
505 Jods 2 ) 2 E538 Sllas 5 g e Go b 51 (Il (Sl s cadyl Jorln ol dials e o SIS
S 4o bl 355 oo (6 Sl 058 S8 5 e I3 53 gm s BB Dl eoh Loty il e oS Jalse e IS 5 g
St 3 isn e 3pmp ) S8 3 Shas a5 Cod (Mol el o5 Jlo (Sile s S das e 0Li [28] SdS 5 i 0
SR s G 2 (e Pl 30 G plgear 1) b BLe o 51 il o ol ms oty G ol (S5 (5303l
o 35y sl 5 ol lagh o (ool 033l BLEI | sladle 534S Il gl [37] 353 e i 4y & oy
Ol S S Lol (bl Olms 255 00 LS5 Sy Sl Lol 6 oo 51 (S ol 035 13 oa 50 a2
el dg 30l O Sl 5 SMalee a8 (Il Slage 5 S8 (S5 (oSG ks Sl Jolis (gsladl

[38] das [l Sty 1 S 8 Sl a5l Sy Bl g s3laBl ol o sl petal s 4 pslie Coldgw SalS

Sy el b aS o3l b Nl s (ol Gl o (glimiad dlazl s 55 4 bS8 (GlacKiny 5 45 305 355 ) )
el 5 G AN 03 S dslaie (gl |y gl aam 3l (LS 03101 4 Al g0 oS S 5e 3 Gl e Sl e (65l
238 (5583 2 53 Slon o ((SaanSi )5 Sy SRIBI L 3 S (6 S0,LS LIS 31 cims b3 Sy (T L agrso b dans
CMSCen 3 (6 8ol shateny [39] sl andls g Lo 4 Joles sl s s pla (5,8 o 13 (o) (slacan
L slacS,s gl ok 25 alulis S 1 355 G 3 Gl i 4 Ctls JUanl Gl oo ¢ KamSlly5 3,50 53 oliad (s5les
duled yolane 345 Do aem Pl Olamar |y 2iw 5 ol ol oo sl 55000 cdins 2al53] ¢ Kanli s YU Jlex>|
IVl ol 31 4288 (gla frn st 5 dalgd L axBls 552 5 (6 e S 5 (o ol ae 13> St by SO b ol ol
g b 3L s Sy 4 ot S ekl o SNSKe 5 (S5 Sy I3 0 bl [40] iles oo ol
355 Gla oAy dil 55 Sl (S At SnSiiy s San 5 2 e 534S GOS0 aST o dans Sulipl 1y 555 (gla gy o 6 Az
o5ad 5 (25 ol 5l el s 4 gl e 55 (SanSls pdel b Al I3 53 S8, 55ma8 S ppen 55 S S |
Cils ol Ol s ol Aol il Galad s oy oen [39] ([11] 1> dialys ploil s 1 5,55 (b gy €5 o) o

S s 1y adaly ) 15 e CSS 3l

dﬁ&_db;&by@;)\j}@ASdl»\j,r—ﬂL.-)dSLpL;LaMASzﬁbLMQb‘Kgbﬁyoljdawb@uwu‘ﬂ
uwﬁl...o-m:jl6.,\;&@4:.1131):L@;..“Mwwlex.,uQL:AQLA;-):.,\;3\}30»Ql)l.lfa\ibﬂjwu\ﬂ)m>)|}4>;}3.s)},o.sﬁd;\)

ﬁdc)bW\bﬁdijw&buﬁ‘JJJ«So.)l.a&w\wjt.\}db;uwdﬁjéﬁ

Y1

ﬁ.\ﬂ/:w

<o

YOO-YFA ldedo NAF Y ut.w.a) ¥ O)LA-\;‘ ¥ 093 ‘JL:.LQ.P 6L¢Jﬂ.¢b_jé)j‘js



Yav

CS % ol ) s 3 Ao (ghalgd 1 pw b e P35 Lo ;JC:LOJD

>L€,J...iu.:.a;".z e Gl B w50 bn e Oi\l.giol,gjlﬁbo‘xm sbly ‘;Tduuiaﬁi);)ﬁd ;L@.'Jwgol/&jjiq
s 5 andlas 3590 |y S0 CoeSl Luas Sl sed e

&bw

[1] Altman, I. (1977). Privacy regulation: Culturally universal or culturally specific? Journal of social issues, 33(3),
66-84.

[2] Platt, H., & Platt, M. (2006). Understanding differences between financial distress and bankruptcy. Review of
applied economics, 2(2), 141-157. http://www.lincoln.ac.nz/Documents/Commerce/RAE/2006 1/1-Harlan D
Platt.pdf

[3] Al-Attar, A., Hussain, S., & Zuo, L. Y. (2008). Earnings quality, bankruptcy risk and future cash flows. Accounting
and business research, 38(1), 5-20.

[4] Wruck, K. H. (1990). Financial distress, reorganization, and organizational efficiency. Journal of financial
economics, 27(2), 419-444. DOI:10.1016/0304-405X(90)90063-6

[5] Ohlson, J. A. (1980). Financial ratios and the probabilistic prediction of bankruptcy. Journal of accounting
research, 18(1), 109. DOI:10.2307/2490395

[6] Gordon, M. J. (1971). Towards a theory of financial distress. The journal of finance, 26(2), 347-356.
DOI:10.1111/j.1540-6261.1971.tb00902.x

[7] Flanagan, D. J., Muse, L. A., & O’Shaughnessy, K. C. (2008). An overview of accounting restatement activity in
the United States. International journal of commerce and management, 18(4), 363-381.
DOI:10.1108/10569210810921979

[8] Sonu, C. H., Ahn, H., & Choi, A. (2017). Audit fee pressure and audit risk: evidence from the financial crisis of
2008. Asia-pacific journal of accounting and economics, 24(1-2), 127-144. DOI:10.1080/16081625.2016.1208574

[9] Ettredge, M., Fuerherm, E. E., & Li, C. (2014). Fee pressure and audit quality. Accounting, organizations and
society, 39(4), 247-263. DOI:10.1016/j.a0s.2014.04.002

[10] Gul, F. A., Khedmati, M., Lim, E. K., & Navissi, F. (2018). Managerial ability, financial distress, and audit fees.
Accounting horizons, 32(1), 29-51.

[11] Chen, H., Hua, S., Liu, Z., & Zhang, M. (2019). Audit fees, perceived audit risk, and the financial crisis of 2008.
Asian review of accounting, 27(1), 97-111. DOI:10.1108/ARA-01-2017-0007

[12] Kane, G. D., Richardson, F. M., & Graybeal, P. (1996). Recession-induced stress and the prediction of corporate
failure. Contemporary accounting research, 13(2), 631-650. DOI:10.1111/j.1911-3846.1996.tb00517.x

[13] Das, S., Shroff, P. K., & Zhang, H. (2009). Quarterly earnings patterns and earnings management. Contemporary
accounting research, 26(3), 797-831. DOI:10.1506/car.26.3.7

caard, J. C., ohnstone, K. . . Barnings manipu ation risk, corporate governance risk, and au 1tors
[14] Bedard, J. C., & Joh K. M. (2004). Earni ipulation risk isk, and auditors’
planning and pricing decisions. Accounting review, 79(2), 277-304. DOI:10.2308/accr.2004.79.2.277

[15] Bell, T. B., Doogar, R., & Solomon, I. (2008). Audit labor usage and fees under business risk auditing. Journal of
accounting research, 46(4), 729-760. DOI:10.1111/j.1475-679X.2008.00291.x

[16] Simunic, D. A. (1984). Auditing, consulting, and auditor independence. Journal of accounting research, 22(2),
679. DOI:10.2307/2490671

[17] Choi, J. H., Kim, J. B., Liu, X., & Simunic, D. A. (2008). Audit pricing, legal liability regimes, and big 4 premiums:
Theory and cross-country evidence. Contemporary accounting research, 25(1), 55-99. DOI:10.1506/car.25.1.2

[18] Doogar, R., Sivadasan, P., & Solomon, I. (2010). The regulation of public company auditing: evidence from the
transition to AS5. Journal of accounting research, 48(4), 795-814. DOI:10.1111/j.1475-679X.2010.00380.x

[19] Kheirollahi, F., Delavari, S. J., & Yousefi, O. (2022). The effects of the global financial crisis on financial distress,
earnings management and market pricing of accruals. Monetary & financial economics, 29(23), 168-193. (In
Persian). https://danesh24.um.ac.ir/article_42993.html?lang=en

[20] Harunklaei, K., Nabavi Chashmi, S. A., Barzegar, Q., & Dadashi, I. (2019). Explanation of the financial factors
affecting the exit from helplessness of the companies admitted to the Tehran Stock Exchange. Economic modelling,
14(50), 103-129. (In Persian). https://journals.iau.ir/article_674214.html?lang=en

[21] Heydary Farahany, M., Ghayour, F., & Mansourfar, G. (2019). The effect of management behavioral strains on
financial distress. Archive of sid journal of financial accounting research, 11(3), 117-134. (In Persian).
https://far.ui.ac.ir/article_24352.html

[22] Sadeghi, H., Rahimi, P., & Salmani, Y. (2014). The effect of macroeconomic and governance factors on financial
distress in manufacture firms listed in Tehran Stock Exchange. Monetary & financial, 21(8), 107-127. (In Persian).
https://danesh24.um.ac.ir/article/view/27266/article_29744.html?lang=en

[23] Farid, D., Faghihzadeh, S., & Andalib, D. (2023). Scenario planing of factors affecting financial distress using
fuzzy system dynamics technique. Journal of iranian economic issues, 9(2), 185-214. (In Persian).
https://feconomics.ihcs.ac.ir/article_8545.html?lang=en

[24] Simunic, D. A. (1980). The pricing of audit services: theory and evidence. Journal of accounting research, 18(1),
161-190. DOI:10.2307/2490397

[25] Yeganeh, Y. H., Habibi, R., & Nazi, B. (2016). The effect of asset quality on banks’ financial distress. Financial
studies and islamic banking, 3(6/7), 25-58. (In Persian). https://ensani.ir/file/download/article/20180620104551-
10141-35.pdf


http://www.lincoln.ac.nz/Documents/Commerce/RAE/2006
https://danesh24.um.ac.ir/article_42993.html?lang=en
https://journals.iau.ir/article_674214.html?lang=en
https://far.ui.ac.ir/article_24352.html
https://danesh24.um.ac.ir/article/view/27266/article_29744.html?lang=en
https://economics.ihcs.ac.ir/article_8545.html?lang=en
https://ensani.ir/file/download/article/20180620104551-10141-35.pdf

[26] Mulyadi, M. S. (2009). Volatility spillover in Indonesia, USA, and Japan capital market. https://mpra.ub.uni-
muenchen.de/16914/

[27] Hay, D. C., Knechel, W. R., & Wong, N. (2006). Audit fees: A meta-analysis of the effect of supply and demand
attributes. Contemporary accounting research, 23(1), 141-191. DOI:10.1111/j.1524-4733.2006.00093.x

[28] Jenson, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency costs and ownership
structure. Journal of financial economics, 3(4), 305-360.

[29] Francis, J. R., & Simon, D. T. (1987). A test of audit pricing in the small-client segment of the US audit market.
Accounting review, 62(1), 145-157.

[30] Craswell, A. T., & Francis, J. R. (1999). Pricing initial audit engagements: A test of competing theories. Accounting
review, 74(2), 201-216. DOI:10.2308/accr.1999.74.2.201

[31] Casterella, J. R., Francis, J. R., Lewis, B. L., & Walker, P. L. (2004). Auditor industry specialization, client
bargaining power, and audit pricing. Auditing: a journal of practice & theory, 23(1), 123-140.

[32] Januarti, I., & Wiryaningrum, M. S. (2018). The effect of size, profitability, risk, complexity, and independent audit
committee on audit fee. Jurnal dinamika akuntansi, 10(2), 136-145.

[33] El-Gammal, W. (2012). Determinants of audit fees: evidence from Lebanon. International business research, 5(11),
136. DOI:10.5539/ibr.v5n11p136

[34] Naser, K., & Hassan, Y. M. (2016). Factors influencing external audit fees of companies listed on Dubai Financial
Market. International journal of islamic and middle eastern finance and management, 9(3), 346-363.
DOI:10.1108/IMEFM-01-2015-0007

[35] De Lima Castro, W. B., Peleias, I. R., & Da Silva, G. P. (2015). Determinants of audit fees: A study in the companies
listed on the BM&FBOVESPA, Brazil. Revista contabilidade e financas, 26(69), 261-273. DOI:10.1590/1808-
057x201501560

[36] Xu, Y., Carson, E., Fargher, N., & Jiang, L. (2013). Responses by Australian auditors to the global financial crisis.
Accounting and finance, 53(1), 301-338. DOI:10.1111/j.1467-629X.2011.00459.x

[37] Kouki, M., & Elkhaldi, A. (2011). Toward a predicting model of firm bankruptcy: evidence from the Tunisian
context. Middle Eastern finance and economics, 14, 26-43.

[38] Mohammad Rezaei, F., Mousai Farahani, M., & Salahi, H. (2018). Economic crisis and audit fees. Financial
accounting quarterly, 11(43), 27-46. (In Persian). https://www.noormags.ir/view/fa/articlepage/168253

[39] Salehi, M., Komeili, F., & Daemi Gah, A. (2019). The impact of financial crisis on audit quality and audit fee
stickiness: evidence from Iran. Journal of financial reporting and accounting, 17(2), 201-221. DOI:10.1108/JFRA-
04-2017-0025

[40] Cobbin, P. E. (2002). International dimensions of the audit fee determinants literature. International journal of
auditing, 6(1), 53-77. DOI:10.1111/j.1099-1123.2002.tb00005.x

YA

ﬁ.\ﬂ/:w

<o

YOO-YFA ldedo NAF Y ut.w.a) ¥ O)LA-\;‘ ¥ 093 ‘JL:.LQ.P 6L¢Jﬂ.¢b_jé)j‘js


http://muenchen.de/16914/
https://www.noormags.ir/view/fa/articlepage/168253

