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Objective: This study aims to investigate the effect of the independent audit
experience of the chairman of the audit committee on the independent audit fee of
annual financial statements in companies listed on the Tehran Stock Exchange.

Method: To test the research hypothesis, the multiple regression method with
generalized least squares estimation methods was used. Also, depending on the
type of data used (mixed data), specific tests for this data were performed, such
as reliability tests, Leamer and Hausman diagnostic tests, classical assumption
violation tests, and model and coefficient significance tests.

Results: The results showed that the independent audit experience of the
audit committee chairman has a significant direct effect on audit fees,
meaning that the independent audit experience of the audit committee
chairman increases the independent audit fees.

Conclusion: The independent audit experience of the audit committee chair
means that the committee chair is familiar with the independent audit process, for
this reason, this person is likely to show greater sensitivity to internal control
weaknesses, fraud risks, and accounting complexities, and therefore makes the
best use of the independent auditor to increase the quality of financial information
and reports. In areas where the probability of audit risk is higher, by sharing the
weaknesses, the independent auditors will focus more on those areas, and as a
result, they will want to conduct more extensive investigations, deeper analytical
tests, and use a specialized and reputable auditor, which will lead to increased
auditor working hours and, as a result, increased independent audit fees. This
finding also confirms that higher quality in board oversight can have a direct
relationship with increased oversight costs, so the result obtained seems logical.
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Introduction

Corporate governance serves as the cornerstone of accountability and transparency in
modern corporations, addressing the inherent conflicts of interest between shareholders and
managers described by agency theory. Among governance mechanisms, the audit committee
has emerged as a central element of the board’s oversight infrastructure, tasked with monitoring
financial reporting integrity, internal control effectiveness, and auditor independence. Within
this structure, the chairman of the audit committee holds a uniquely influential position. As the
committee’s leader and spokesperson, the chairman determines meeting agendas, shapes
oversight priorities, and mediates between management, the board, and external auditors.
Consequently, the characteristics and competencies of this individual can significantly
influence both the quality and the cost of the audit process.

While prior studies have explored the impact of audit committee attributes such as
independence, size, and financial expertise on audit quality and audit fees, relatively few have
examined the specific role of the chairman’s professional background—particularly, prior
independent auditing experience. This experience differs fundamentally from general financial
expertise. Whereas financial expertise may derive from education or executive roles in finance,
auditing experience reflects direct involvement in the assurance process, encompassing
exposure to risk assessment, analytical procedures, and professional skepticism. Such
experience provides the chairman with a practical understanding of audit methodology, auditor
behavior, and the complexities of judgment under uncertainty. These insights may alter the
committee’s expectations regarding audit scope, quality, and independence.

Theoretically, this relationship can be interpreted through multiple lenses. Under agency
theory, a chairman with audit experience enhances the monitoring function by reducing
information asymmetry between management and shareholders. By understanding audit
processes and risks, such a chairman is better equipped to interpret audit findings, challenge
management judgments, and ensure that external auditors conduct sufficient testing. According
to resource dependence theory, a chairman with auditing experience also provides the firm with
a valuable resource — technical expertise and professional credibility — that strengthens the
firm’s legitimacy in the eyes of investors and regulators. Moreover, institutional theory
suggests that appointing a chairman with a professional audit background signals compliance
with evolving governance norms and regulatory expectations, particularly in jurisdictions
seeking to enhance market transparency and investor confidence.

From a practical standpoint, however, the implications of such experience for audit fees are
not straightforward. On one hand, greater familiarity with auditing standards and procedures
may lead the chairman to demand more extensive testing, greater auditor involvement, and
engagement of high-quality firms — all of which increase audit effort and cost. On the other
hand, enhanced internal monitoring by a technically competent chairman may improve internal
control reliability and reduce the auditor’s perceived risk, leading to lower pricing.
Determining the net effect of these opposing forces requires empirical testing, especially in
environments characterized by high uncertainty and regulatory transition.

The Iranian capital market provides a particularly compelling context for such an
investigation. Iran’s corporate sector operates under persistent macroeconomic volatility,
including chronic inflation, exchange rate instability, and international sanctions. These
conditions contribute to elevated audit risk and make auditors more conservative and risk-
averse in their pricing and engagement strategies. Moreover, the Iranian Securities and
Exchange Organization (SEO) has, since 2011, mandated the establishment of audit
committees and defined their composition and responsibilities through the “Audit Committee
Charter.” Yet, despite the formal adoption of governance mechanisms, their practical
implementation remains inconsistent across firms. Independence levels vary, professional
diversity is limited, and the labor market for qualified audit committee members with genuine
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auditing backgrounds remains underdeveloped. These institutional characteristics provide
fertile ground for examining whether specific individual attributes — such as a chairman’s
independent audit experience — materially influence audit-related outcomes.

This study addresses a critical research gap by empirically assessing how the independent
audit experience of the audit committee chairman affects audit fees among firms listed on the
Tehran Stock Exchange (TSE). By focusing on this distinct dimension of professional
expertise, the research moves beyond generic measures of financial literacy or independence
and explores a deeper, practice-oriented form of knowledge that may shape both auditor
perceptions and committee behavior. It further contributes to comparative governance literature
by presenting evidence from an emerging market, where institutional fragility, concentrated
ownership, and political risk may amplify or attenuate the effects observed in developed
economies.

Beyond theoretical contributions, the findings have significant policy and managerial
implications. Regulators and boards are increasingly concerned with improving the
effectiveness of audit committees as instruments of oversight. Demonstrating that specific
experiential characteristics — rather than formal titles or education alone — influence audit
outcomes may encourage more rigorous criteria for appointing committee leaders. For auditors,
understanding the behavioral dynamics of such leadership can inform engagement planning,
risk assessment, and fee negotiation strategies. For investors, the results offer a signal of
governance quality and transparency commitment.

In summary, this study extends the literature on audit committee effectiveness by integrating
theoretical perspectives from agency, resource dependence, and institutional frameworks to
explain the relationship between chairman audit experience and audit fees. It contributes novel
empirical evidence from the Iranian context, where governance mechanisms are evolving amid
economic uncertainty, and offers practical insights for policymakers seeking to strengthen
board-level financial oversight. By highlighting the economic consequences of professional
experience within audit committees, the study underscores that effective governance is not
merely a matter of structure, but of substance — grounded in the knowledge, expertise, and
vigilance of those who lead.

Method

This research adopts a quantitative, correlational, and applied design. It employs panel-data
multiple regression analysis to test the hypothesized relationship between the audit committee
chairman’s independent audit experience and the level of audit fees, while controlling for
various firm-, board-, and committee-level characteristics. The analytical framework is
grounded in generalized least squares (GLS) estimation, supplemented by diagnostic tests to
ensure statistical validity.

Sampling Procedures

The population comprises all non-financial firms listed on the Tehran Stock Exchange
during the period 2015-2023. The study excludes companies engaged in financial
intermediation (such as banks, insurance companies, and holding firms) due to their distinct
regulatory environment and accounting structures. Additional exclusion criteria include:

1. Fiscal year-end other than March 20 (end of Esfand).

2. Incomplete financial or governance data.

3. Firms that changed their fiscal year during the study period.

After applying these filters, the final sample consists of 95 firms, yielding 855 firm-year
observations. The relatively large number of panel observations ensures adequate statistical
power and enables the control of firm-specific heterogeneity.

To mitigate selection bias, the study further employs the Heckman two-stage correction
model, which jointly estimates the selection equation (auditor choice) and the outcome
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equation (audit fees). This approach allows the author to confirm that the observed relationship
is not an artifact of systematic sample selection.

Sample Size, Power, and Precision
The chosen sample size (n= 855) provides sufficient power to detect medium-sized effects
(Cohen’s f*= 0.15) at a significance level of 0.05 with power exceeding 0.90. The panel
structure enhances estimation precision by exploiting both cross-sectional and longitudinal
variation, thereby increasing the reliability of coefficient estimates. In addition, diagnostic tests
(F-statistics, R? adjusted, and VIF) confirm that the regression model explains a substantial
proportion (approximately 94%) of the variance in audit fees with no serious multicollinearity.
The core empirical model is specified as follows:
LnAF;, = By + B1ACC — Audit; + B,ACC — Fin;; + B3ACC — EXP + B,AC — Size;,
+ BsAC — Gen;; + BcAC — Ind;¢ + B,LnTA;; + BgLnMVE;; + BoLev;,
+ B1oROA ¢ + ByiLossit + B12CFO;x + B13MBj + B14Growth; + BisPBank;
+ B16ARInv; + B17CATA;; + BygLiquidi; + B19BD — Sizej + BoBD — Gen,
+ B2:BD —Ind;; + B,,Auditor; + &

Dependent Variable

Audit Fees (LnAF) — log-transformed to correct for scale differences and heteroscedasticity
and to capture relative percentage changes, which are more meaningful in inflationary contexts
such as Iran.

Independent Variable:

Chairman’s Independent Audit Experience (ACC _AUDIT) — takes the value 1 if the
chairman has previous professional experience as an independent auditor (in the Audit
Organization or a member firm of the Iranian Association of Certified Public Accountants),
and 0 otherwise.

Control Variables

To isolate the effect of chairman experience, the model incorporates a comprehensive set of
control variables reflecting firm size (LnTA), leverage (LEV), profitability (ROA), growth
(Growth), market-to-book ratio (MB), liquidity (Current Ratio, CATA), risk proxies (ARInv,
PBank), and governance attributes such as audit committee size (AC_SIZE), independence
(AC_IND), gender diversity (AC_GEN), and financial expertise (ACC_FIN). Board-level
controls include board size (BD_SIZE), independence (BD IND), and gender diversity
(BD_GEN), as well as auditor type (Auditor) to capture fee differentials between the Audit
Organization and private audit firms.

Estimation and Diagnostic Tests

Before estimating the model, the Limer (Chow) and Hausman tests were performed to
determine the appropriate panel structure. Results supported the use of fixed-effects estimation,
indicating firm-specific unobserved heterogeneity. The Breusch—Godfrey test confirmed the
absence of serial correlation, while the Wiggins—Pui test indicated the presence of
heteroskedasticity, which was corrected using GLS with robust standard errors. All variance
inflation factors (VIFs<3) fell below critical thresholds, ensuring the absence of
multicollinearity. For robustness, the model was re-estimated using EGLS (Estimated
Generalized Least Squares) and the Heckman selection model, confirming the stability of
coefficient signs and significance levels.

Results
Descriptive Statistics

Analysis of the 95 firms (855 firm-year observations) indicates that most audit committees
comprised three members, though only one-third were majority independent, reflecting partial
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adherence to governance best practices. Gender diversity was limited—women served on just
14% of audit committees and 9% of boards. While 83% of chairmen held formal financial
expertise, only 25% had prior independent auditing experience, underscoring the rarity of this
attribute in Iranian firms. About 24% of firms engaged top-tier audit institutions such as the
Audit Organization or Mofid Rahbar. Average financial leverage was 0.51, with moderate
profitability (mean ROA = 0.22). Overall, these statistics depict a governance environment
characterized by formal compliance but uneven substantive quality—making the chairman’s
professional background a potentially critical differentiator in oversight effectiveness.

Regression Analysis

Panel regression results strongly support the main hypothesis. The coefficient for the
chairman’s independent audit experience (ACC_AUDIT) is positive and significant (B =
0.1128, t=5.16, p <0.001), indicating that firms whose audit committee chairmen have prior
auditing experience pay, on average, about 12% higher audit fees than firms without such
experience, holding other factors constant. The model’s adjusted R? = 0.94, and the F-statistic
is highly significant (p < 0.001), confirming excellent model fit. Diagnostic tests validated the
robustness of the estimation: the Hausman test favored the fixed-effects model, the Durbin—
Watson statistic (1.57) indicated no autocorrelation, and variance inflation factors (VIFs < 3)
confirmed no multicollinearity. Heteroskedasticity, detected by the Wiggins—Pui test, was
corrected through GLS estimation with robust standard errors.

The control variables generally behave as expected and provide deeper insight into the audit
pricing structure in the Iranian context. First, firm size (LnTA) shows a strong positive relationship
with audit fees (p < 0.001), confirming that larger firms, with more complex operations and
transactions, require greater audit effort and resources. Second, audit committee independence
(AC _IND) is positively and significantly associated with audit fees (p < 0.001). Independent
committees typically enforce stricter monitoring and demand more comprehensive audit
procedures, leading to higher audit costs. Third, operating cash flow (CFO) also displays a positive
and significant coefficient, suggesting that firms with larger cash flows are viewed as higher-risk
audit clients, given the potential for misstatement in cash-related transactions. Similarly, audit risk
(ARInv)}—measured by the proportion of receivables and inventories to total assets—shows a
positive association with audit fees, reflecting the additional audit work required to verify asset
valuation and realization in firms with greater working capital exposure. Bankruptcy probability
(PBank) is also positively linked to audit fees, indicating that financially distressed firms are
charged higher fees due to their elevated audit risk and the additional assurance effort required by
auditors. In contrast, financial expertise of the audit committee chairman (ACC _FIN) has a
negative and significant relationship with audit fees. This result implies that financially
knowledgeable chairmen may enhance the reliability of internal financial processes and reduce the
auditor’s perceived risk, leading to lower pricing. Other firm-level indicators also align with
expectations. Firm growth (Growth), liquidity (Current Ratio), and profitability (ROA) each have
negative coefficients, indicating that firms demonstrating financial strength, stable performance, or
stronger internal controls tend to incur lower audit fees. Conversely, variables such as audit
committee size (AC SIZE), gender diversity at both committee and board levels (AC_GEN,
BD GEN), and board structure variables (BD SIZE, BD IND) are statistically insignificant.
These findings suggest that in the Iranian market, the substantive expertise and experience of the
chairman have a more direct influence on audit pricing than formal board composition
characteristics. Finally, the auditor type (Auditor) variable is weakly positive, implying that firms
audited by large or high-reputation auditors pay slightly higher fees, consistent with the “brand
premium’ hypothesis that reputable auditors command higher prices due to perceived quality.
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Robustness Checks

Re-estimation using EGLS produced nearly identical coefficients: ACC AUDIT remained
strongly positive (B =0.2267, t=7.59, p <0.001). Furthermore, the Heckman selection model
corroborated the direction and magnitude of effects, confirming that the observed relationship
is not due to endogeneity or sample selection.

These consistent findings across estimation techniques reinforce the robustness of the
conclusion that audit committee chairmen with prior independent auditing experience
systematically increase audit fees through enhanced scrutiny, demand for quality, and engagement
of reputable auditors.

Conclusions

This study provides compelling empirical evidence that the independent audit experience of
the audit committee chairman significantly influences the level of audit fees among firms listed
on the Tehran Stock Exchange. Specifically, firms led by audit committee chairmen with prior
professional audit experience pay substantially higher audit fees—approximately 12% more—
than those led by chairmen without such backgrounds. From a theoretical standpoint, the results
are consistent with agency theory, which posits that enhanced monitoring mechanisms mitigate
information asymmetry but incur additional oversight costs. Chairmen with audit experience
understand audit procedures, recognize the importance of rigorous testing, and are more
sensitive to control deficiencies or fraud risks. Consequently, they advocate for broader audit
scopes and higher-quality auditors, elevating audit effort and costs. From a resource-
dependence perspective, such chairmen serve as valuable resources who import specialized
knowledge and professional credibility into the firm’s governance architecture. Their expertise
not only strengthens the committee’s negotiation capacity with auditors but also improves
coordination between internal and external audit functions. In institutional terms, the
appointment of an audit-experienced chairman signals conformity with evolving governance
norms and regulatory expectations in Iran’s capital market. This aligns with the Securities and
Exchange Organization’s initiatives to enhance board oversight and financial transparency.
Importantly, the study also highlights nuanced interactions among chairman attributes. While
general financial expertise may reduce audit fees by lowering perceived risk, specific audit
experience increases fees by expanding audit scope. Thus, different dimensions of expertise
have divergent economic consequences, suggesting that policymakers should differentiate
between “financial literacy” and “audit proficiency” in governance codes.

Practical Implications

1. For Boards and Nomination Committees: Selecting chairmen with prior audit
experience can enhance oversight quality but may raise audit costs. Boards should
evaluate this trade-off in light of their risk appetite and transparency objectives.

2. For Regulators: Findings support policies encouraging professional diversity and
technical competence within audit committees, while recognizing that genuine
independence and expertise—not mere formal compliance—drive governance
effectiveness.

3. For Auditors: Engagements with audit-experienced chairmen likely entail more
detailed audit requests and longer fieldwork. Audit firms should account for this in
engagement planning and pricing strategies.

4. For Researchers: The results invite further exploration of the interplay between audit
committee leadership characteristics and audit quality outcomes in different institutional
settings, including cross-country comparisons and experimental validations.

Although the study uses a comprehensive sample and rigorous methods, it remains confined
to one emerging market context. Future research could test the model in other jurisdictions to
assess external validity. Additionally, qualitative studies (e.g., interviews with chairmen and
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auditors) could uncover behavioral mechanisms behind the quantitative relationship observed
here. Integrating multi-dimensional measures of audit quality and psychological traits of
chairmen may also yield deeper insights.
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