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Objective: This study aims to examine the effect of internal control
weaknesses on auditors' perceived risk and the moderating role of CEO
succession origin. Internal control deficiencies increase the likelihood of
material misstatements, making the audit process more time-consuming and
costly. As a result, they raise the level of risk perceived by the auditor.
Additionally, the origin of CEO succession may influence the magnitude of
this effect by shaping the auditor's perception of risk.

Method: This is applied research conducted with a descriptive—
correlational approach. The statistical population includes all companies
listed on the Tehran Stock Exchange during the period 2013-2023. After
applying screening criteria, a final sample of 163 firms with 1,793 firm-year
observations was selected for analysis.

Results: The statistical results indicate that internal control weaknesses have
a positive and significant effect on auditors’ perceived risk. Furthermore,
internal CEO succession intensifies this relationship. However, external CEO
succession shows no significant effect on the relationship.

Conclusion: Weak internal controls play a key role in increasing auditor
perceived risk, and this effect becomes more pronounced when the CEO is
appointed from within the board of directors. In contrast, external CEO
succession does not meaningfully alter auditors’ short-term risk perception,
as any reduction in actual risk depends on structural reforms and substantive
strengthening of the internal control system.
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Introduction

In recent years, growing attention has been devoted to the factors influencing auditors’
perceived risk, particularly the role of internal control weaknesses and chief executive officer
(CEO) characteristics. Focusing on firms listed on the Tehran Stock Exchange, this study
examines the effect of internal control weaknesses on auditors’ perceived risk and investigates
how the origin of CEO succession, whether internal or external, moderates this relationship.
Internal control weakness, as a fundamental determinant of audit risk, increases uncertainty
regarding the reliability of financial statements and compels auditors to apply broader and more
costly audit procedures. Meanwhile, the origin of CEO succession may amplify or mitigate this
effect. Although internal succession may bring organizational knowledge and trust-based
relationships, auditors often interpret it as a continuation of ineffective structures and past
deficiencies. Conversely, external succession, particularly when reform-oriented, may signal a
renewal of the control system, even if it does not immediately reduce perceived risk due to the
new CEO’s unfamiliarity with internal processes. From an auditing perspective, the assessment
of perceived risk is inherently judgmental, relying on both formal risk models and informal
evaluations of governance quality. When auditors observe persistent control deficiencies, they
tend to question management’s commitment to financial reporting quality, ethical standards,
and effective oversight. Leadership transitions, therefore, become salient contextual signals
that interact with existing control environments. An internally promoted CEO, while
experienced in firm-specific routines, may be constrained by established norms and social ties,
limiting the scope of corrective change. In contrast, an externally appointed CEO may possess
greater autonomy to redesign processes, replace key personnel, and strengthen monitoring
mechanisms. Nevertheless, auditors may still adopt a cautious stance, recognizing that learning
curves and transition-related disruptions can temporarily elevate misstatement risk.
Accordingly, auditors integrate information about control weaknesses and CEO succession
origin into their overall risk assessments, influencing audit planning, resource allocation, and
the intensity of substantive and control-based testing. This integrated evaluation underscores
the dynamic nature of audit risk.

Method

This study adopts an applied research approach and is designed within a quasi-experimental
analytical framework, aiming to examine causal relationships under real-world conditions
using observational data. The applied nature of the research reflects its practical orientation
toward auditing practice, corporate governance, and financial reporting quality. The quasi-
experimental design is used because the main explanatory variables—internal control
weaknesses and CEO succession origin—are not directly manipulated by the researcher but
emerge naturally within firms over time. Therefore, statistical methods are employed to control
for confounding factors and to isolate the relationships of interest as accurately as possible. The
theoretical foundations and research hypotheses were developed through a comprehensive
library-based review of academic books, peer-reviewed journal articles, and prior empirical
studies related to audit risk, internal control quality, and executive succession. This review
provided the conceptual basis for variable definition, model specification, and interpretation of
findings. Empirical data were collected through systematic documentary analysis of publicly
available sources, including databases of the Tehran Stock Exchange Organization, the
Rahavard Novin software, audited annual financial statements, accompanying explanatory
notes, and independent auditors’ reports. Relevant financial, audit-related, and governance
variables were extracted using structured data recording procedures to ensure consistency
across firms and years. To test the research hypotheses, multiple regression models were
employed, allowing simultaneous examination of the effects of internal control weaknesses and
CEO succession origin on auditors’ perceived risk while controlling for other firm-specific



Journal of Accounting Knowledge/ Volume 15/ No. 2, 2025 /3

characteristics. The statistical analyses were conducted using EViews (version 13) and Stata
(version 17). Prior to hypothesis testing, standard diagnostic tests were performed to assess
multicollinearity, heteroskedasticity, and autocorrelation, and appropriate corrections were
applied when necessary to improve the robustness and reliability of the results. The statistical
population comprises all firms listed on the Tehran Stock Exchange during the period from
2013 to 2023 (fiscal years 1392—-1402). Sample selection was carried out using a systematic
elimination procedure. Initially, 421 listed firms were identified, including those admitted at
the beginning of fiscal year 1392. Firms whose fiscal year-end did not coincide with 29 Esfand,
or that experienced changes in fiscal year or business activity during the study period, were
excluded, resulting in the removal of 95 firms. Subsequently, firms that were delisted, had
incomplete financial information, or experienced trading suspensions exceeding three months
were excluded (71 firms). Finally, financial and quasi-financial firms—including investment
companies, financial intermediaries, holding companies, leasing firms, banks, and other
financial institutions—were excluded due to the distinct nature of their activities (85 firms). In
total, 251 firms were removed, leaving a final sample of 163 firms. Given the eleven-year study
period, this sample yielded 1,793 firm-year observations, which were used for the empirical
analyses.

Results

Empirical findings reveal that internal control weaknesses exert a positive and statistically
significant effect on auditors’ perceived risk, indicating that deficiencies in control structures
systematically heighten auditors’ concerns about the reliability of financial reporting. These
results suggest that auditors interpret weak internal controls as signals of elevated likelihood
of material misstatement, prompting greater professional skepticism and more conservative
risk assessments. Furthermore, this relationship intensifies when the CEO is promoted from
within the organization, leading to a substantially higher level of perceived risk. In such cases,
auditors appear to associate internal promotion with managerial continuity, which may
reinforce expectations that existing control problems and ineffective oversight practices will
persist rather than be fundamentally corrected. In contrast, CEO succession from outside the
firm shows no statistically significant moderating effect on the relationship between internal
control weaknesses and auditors’ perceived risk. This outcome may reflect the limited number
of external successions in the sample, which constrains statistical power, as well as the
relatively short time window available for observing the long-term consequences of externally
driven leadership changes. From auditors’ perspective, the appointment of an internal CEO
often implies the continuation of weak control systems, established routines, and prior
managerial philosophies. Conversely, external CEOs, although potentially acting as catalysts
for structural reform and control system improvement, are commonly perceived as facing short-
term challenges due to their limited familiarity with internal processes, organizational culture,
and information systems. As a result, auditors may initially maintain a cautious stance,
balancing expectations of future improvement against transitional uncertainty when evaluating
audit risk.

Conclusions

The findings of this study highlight that the quality of internal controls remains the
cornerstone of auditors’ perceived risk assessment. Weak control systems undermine auditors’
confidence in the reliability of financial statements, compelling them to extend testing scope
and apply more conservative audit judgments. The results further show that the effect of
internal control weaknesses on perceived audit risk is significantly intensified when CEO
succession occurs internally. This suggests that auditors perceive internal successors as part of
the legacy management structure, potentially less capable of initiating the systemic reforms
necessary to restore the integrity of control mechanisms. However, the study finds that external
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CEO succession does not significantly alter this relationship in the short term. This may be
attributed to both the limited frequency of external appointments and the transitional challenges
new CEOs face when adapting to firm-specific systems, regulatory frameworks, and internal
governance norms. Over the long term, though, such external appointments may serve as
catalysts for deeper institutional change and control improvements once organizational
familiarity is established. From a broader perspective, these findings provide several
implications for both practice and policy. Firms plagued by control deficiencies should treat
CEO succession not merely as a leadership replacement but as a strategic opportunity to
revitalize governance structures and strengthen internal control frameworks. Boards of
directors are encouraged to align succession planning with risk management objectives to
ensure that leadership transitions promote accountability, transparency, and control
effectiveness. For auditors, the results underscore the importance of considering CEO
succession origin as a qualitative risk indicator within audit planning and client evaluation
processes. Nevertheless, final audit risk assessments should remain grounded in the actual
design and operational effectiveness of internal control systems rather than managerial
attributes alone. In summary, the evidence underscores the interconnected roles of internal
control quality, board decision-making regarding executive appointments, and auditors’
professional judgment. Strengthening institutional coordination among these three dimensions
can substantially reduce audit risk and enhance the overall reliability and transparency of
financial reporting. Given the results of the present study, it is suggested that future research
examine the long-term effects of external CEO succession on auditor perceived risk, because
although the current findings showed that such an appointment has no significant effect in the
short term, it is likely that over time and as the new manager's learning curve is eliminated,
there is a possibility that the opportunity will be provided to reduce risk and improve the control
environment. Also, future research can examine the personal and professional characteristics
of the CEO, including their financial background, industry experience, and educational
background, to clarify whether these characteristics are able to moderate the severity of the
effect of weak internal controls on the auditor's perceived risk. In addition, it is necessary to
pay attention to the role of complementary corporate governance mechanisms, especially the
quality of the audit committee's performance, the level of expertise and experience of its
members, and the effectiveness of the board's internal oversight, because these factors can help
reduce the negative effects of weak internal controls and gain greater trust in auditors.
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