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Objective: Stock price crash risk is an unfavorable event characterized by a severe
negative stock return. The primary challenge of this research is to explore the factors
associated with stock price crash risk. The objective of the present study is to explain
the relationship between auditors' opinions and stock price crash risk, with an
emphasis on the quality of corporate governance, based on signaling theory,
contingency theory, and public interest theory.

Method: To achieve this objective, data from 125 companies (1,250 firm-year
observations) listed on the Tehran Stock Exchange from 2013 to 2022 were
analyzed using panel data and multivariate regression analysis.

Findings: The results indicate a negative and significant relationship between the
quality of corporate governance and stock price crash risk. Additionally, a positive
and significant relationship was observed between the type of auditors' opinions and
stock price crash risk. Based on these findings, it can be concluded that, in
companies with a high level of conflict of interest, the presence of effective
corporate governance mechanisms is essential for preventing stock price crashes.

Conclusion: The findings emphasize that, in companies characterized by high
levels of conflict of interest, strong corporate governance and independent,
transparent auditing can serve as effective tools for reducing stock price crash risk.
This implies that shareholders and potential investors should consider the impact of
sound corporate governance on stock prices.
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Introduction

The relationship between stock price volatility and publicly disclosed corporate information
is a well-established phenomenon (Saghafi and Hashemi, 2004). In essence, the structure and
control mechanisms of a company’s information are influenced by its corporate governance
practices. Corporate governance encompasses the mechanisms, processes, and relationships by
which corporations are directed and controlled. Governance structures and principles delineate
the distribution of rights and responsibilities among stakeholders (such as the board of
directors, managers, shareholders, creditors, auditors, regulators, and other stakeholders) and
outline the rules and procedures for decision-making in corporate affairs. Consequently, a
modified audit report can trigger costly actions against companies, such as the suspension of
securities transactions or an increase in capital costs, leading to reduced liquidity and
potentially hindering stock price discovery, ultimately resulting in greater uncertainty in stock
prices (Bahmani-Oskooee & Saha, 2019). This scenario contributes to an increased risk of
stock price crashes. Therefore, companies with more effective corporate governance
mechanisms tend to have greater transparency and consequently face a lower stock crash risk.
This research aims to investigate the role of corporate governance mechanisms in elucidating
the relationship between audit outcomes and stock price crash risk, employing the signaling,
public interest, and contingency theories along with panel data from listed companies on the
Tehran Stock Exchange.

Method

This applied quasi-experimental research utilized a post-event approach. Quasi-
experimental research designs, similar to experimental designs, test causal hypotheses.
Additionally, descriptive statistics were employed for statistical analysis, and research
hypotheses were tested using panel data regression. The statistical population comprised all
listed companies on the Tehran Stock Exchange over a 10-year period from 2013 to 2022.
However, due to inconsistencies among society members, the following criteria were
considered for sample selection: a. Exclusion of sample companies, except for banks and
financial institutions; b. Companies with fiscal years ending in Esfand (March); c. Listed
companies on the Tehran Stock Exchange by the end of the 2013 fiscal year; and d. Companies
with no fiscal year changes during the relevant time period.

Results

The results from the first and second regression models for the first and second hypotheses,
respectively, indicate that 29% of stock crash risk variability and 22% of the stock crash risk
forecast error can be explained by the model’s independent and control variables. Additionally,
there is a significant and positive relationship between auditor opinion and stock crash risk, as
well as between auditor opinion and stock crash risk forecast error (t=2.39; t=2.01). This
finding suggests that a modified audit opinion from the previous year can lead to stock price
fluctuations, consequently increasing the stock price crash risk. Furthermore, the significant
and negative relationship between the corporate governance score and stock crash risk, as well
as between corporate governance score and stock crash risk forecast error (t=-2.51; t=-2.21),
implies that improved corporate governance mechanisms in the current year are expected to
reduce stock price risk in the following year. The overall significance of both models is evident
from the probability value of the F statistic, and the Durbin-Watson statistics for both models
(1.69 and 1.61) indicate non-autocorrelation among the model residuals. Therefore, both the
first and second hypotheses are confirmed. Given a Z statistic of 2.3, the third hypothesis is
also confirmed.
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Conclusion

The phenomenon of stock price crashes in recent years, triggered by specific events, has
emerged as an increasingly pressing issue in financial and accounting literature. The significant
relationship between auditors’ opinions and stock price crash risk demonstrates that auditors,
as integral components of financial statement verification mechanisms, play a crucial role in
fostering market trust in stock prices and mitigating stock price volatility. These findings align
with research by Foroughi and Mirzaei (2013) and Kim et al. (2016), while contrasting with
the results of Zhi & Kang (2021). Corporate governance mechanisms provide shareholders
with assurance that their interests will be protected against managers’ self-serving behaviors.
In accordance with public interest theory, it is reasonable to expect that the relationship
between auditor activities—such as the type or delay of audit reports—can be influenced by
corporate governance mechanisms. The results of the second and third hypotheses indicate that
the corporate governance score, as an alternative corporate governance mechanism, can affect
this relationship. In this context, the results are consistent with the findings of Hassas Yeganeh
and Dadashi (2010), Dianati et al. (2013), and Lim et al. (2016), yet contrast with those of
Ramezan Ahmadi et al. (2015).
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