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Abstract ARTICLE INFO 
Negative skewness is among the features of crash risk that finally result in more volatility in the 

negative return. The contributing factors to stock price crash risk spread at the firm level, but the 

agency cost brings about information asymmetry. Should the information asymmetry between 

managers and investors be high, negative news about the firms would not transfer to the capital 

market on time, so when negative information holding passes the threshold, it will spread rapidly in 

the market and causes a drop in the stock price. According to the empirical observations, corporate 

governance is designed to decline agency cost and stock price crash risk. Hence, we can consider the 

auditors as a type of corporate governance effective in reducing agency costs and information 

asymmetry, so the objective of the present study is to assess the effect of auditor’s characteristics on 

future stock price crash risk. To reach the study's objective, 90 listed firms on the Tehran Stock 

Exchange were analyzed for 9 years from 2011 to 2019 using the descriptive-correlation analysis 

method and the multivariate regression test. The results of this study proved a significant and negative 

relationship between the auditor's characteristics ( such as consistency in the unqualified opinion and 

improved audit opinion) and the risk of the stock prices crash in the future. These findings reinforce 

the role of the audit report in evaluating the reliability of financial reporting and verifying that the 

auditor’s opinion impacts the market analysis. The results also show that the market can distinguish 

between the various types of auditors' opinions. Also, they show a negative and significant 

relationship between an auditor’s characteristics (the tenure of the auditor) and the risk of the 

characteristics stock prices crash in future. The empirical observations of this study are consistent 

with the supervised learning paradigm (theory). By showing that the auditors’ characteristics reduce 

the existing risk in financial markets, the present study contributes to the literature on determining 

factors in stock price crash risk and is the first study to assess the effect of improved and consistent 

qualified auditor’s opinion on future stock price crash risk.  
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1. Introduction 
The stock price is a widely used index that directly reflects the market response to new information 

about the company's future (Yun Lee, 2020). Accounting researchers have focused mainly on 

information asymmetries between managers and shareholders to explain the market crash. According 

to Jin and Myers (2006), managers intend to magnify company performance and prospects to spread 

the good news to the market and prevent bad news by choosing a specific strategy. If the cost of 

keeping bad news is less than the associated profit, managers tend to publish bad news all at once. 

Thus, stock prices fall as soon as the accumulated bad news is circulating in the market. Stock price 

fall hurts the investors as well as affiliates at the company level. It shakes investors' confidence in the 

company's management, reduces the demand for securities and liquidity of the relevant stocks, and 

thus leads to a loss of market value (Chua et al. 2019). 

Recent studies provide empirical evidence in support of Jin and Myers (2006) theory regarding 

stock price crash risks and various corporate factors or the manager's specific motivations that 

facilitate or limit bad news (Hutton, Marcus and Tehranian, 2009; Kim et al., 2016; Kim, Li and 

Zhang, 2011a, 2011b; Kim, Wang and Zhang, 2016; Kim and Zhang, 2014; Robin and Zhang, 2015). 

However, little is known about how auditors' characteristics affect stock price crash risk. Auditors 

play an essential role in overseeing managers' production and dissemination of information. Auditors 

often gain accurate information about companies while interacting with corporations. Auditors' 

information may contain valuable private information that could not easily be obtained from corporate 

financial statements, voluntary disclosures, or even very complex analyses. Since auditors have more 

information about a company than investors and analysts, researchers look at any changes in the 

auditor as an essential issue and try to discover and understand the reasons for the change.  
According to the existing literature, the quality of corporate financial reporting and audited 

financial statements increases with the auditor's tenure due to the familiarity and better understanding 

of business operations, accounting systems and reporting issues, thus improving audit quality. 

Therefore, investors have less uncertainty in investment-related decisions and estimating returns, 

reducing stock price falls (Su, Zhao and Zhou, 2016). Since management is responsible for preparing 

financial reports, accounting users such as market participants expect an objective third party to 

ensure that the reported information is accurate. The audit report provides the auditor's opinion on 

how the company's financial statements comply with generally accepted accounting principles. In this 

way, stakeholders make decisions based on audited information, assuming reasonable, complete, fair, 

and impartial (Arens, Elder and Beasley, 2008). In other words, considering the potential conflict of 

interest that may exist between management and owners of capital in terms of information 

asymmetry, the auditor's review of financial information increases the validity of the information and 

reduces the information risk (Danescu and Spatacean, 2018). An audit report can be a source of 

information, leading to changes in market indicators. The independent auditor's report plays an 

important role in validating financial statements and has the potential to ensure timely disclosure of 

bad news, thus limiting stock price crash risks (Habib and Jiaying Huang, 2019).  

In this study, we expand the research literature by examining the role of independent auditors in 

stock price crash risks due to activities related to an accumulation of bad management information. 

This study also contributes to the microstructure literature and the economic implications of financial 

reporting, which show that the content of the audit report affects the validity of the firm's financial 

statements and that the market can distinguish between different types of statements. The findings of 

this study can show the importance and necessity of this research and fill the research gap in this field. 

This study can provide new evidence of the Iranian environment, enrich the relevant literature, and 

help investors in decision makings to quickly adjust their valuation, thus reducing the likelihood of 

sharp fluctuations in stock prices.  
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2. Literature Review and Hypothesis Development 
2.1. Auditor opinion and stock price crash risk 

The main view about stock price crash risk in the financial sector is that the risk of falling arises 

from the accumulation of bad news resulting from its deliberate concealment by management. When 

bad news is spread, stock prices fluctuate irregularly and eventually fall as negative information 

reaches the market. Discussion and research on stock price crash risk come from two aspects. The 

first aspect is the risk factors for falling. Information environment (De Fond et al., 2015) and 

representation problems due to opportunistic management behaviours, such as avoiding tax by 

corporate, additional in-service benefits for managers (Xu et al., 2014) over-investing are the two 

main sources of falling risk. The second aspect is the impact of internal and external corporate 

governance mechanisms on the risk of a crash, such as ownership structure (Wang, Cao and Ye, 

2015), institutional investor equity (Xu, Yu and Yi, 2013) and independent auditing (Jiang and Yi, 

2013). Due to the objective existence of agency problems, management is motivated to act 

opportunistic behaviours by hiding bad news for personal gain, which leads to stock price crash risk. 

Many studies on agency theory have shown a conflict of interest between shareholders and 

management. The opportunistic behaviour of management may be curbed by considering external 

corporate governance mechanisms. One of these mechanisms may be relying on independent 

auditing, which plays an effective role in promoting the concept of accountability and strengthening 

stakeholder trust in financial statements (Wanis, 2021). This increases the importance of the audit, 

which aims to comment on the financial statements through the auditor's comments which are issued 

at the end of the audit process, where the results affect the quality of the financial statements and thus 

reduce the costs and increase trust in published data. 

According to signalling theory, information released by the company signals investors to make 

investment decisions. In this way, it is possible to inform investors by publishing an audit report on 

the reasonableness of the company's financial statements. According to signalling theory, earnings 

statements and audit reports contain essential information that can influence the investment decision-

making process for investors. Since the audit report contains the auditor's opinion on the validity of 

the financial statements, it has the potential of signalling (Muslih and Nuryatno Amin, 2018). 

According to Arens, Elder and Beasley (2015), users of financial statements rely on the auditor's 

report to ensure the company's financial reporting. An audit opinion on the financial statements of 

companies that have been made public may affect the company's stock price. A good audit opinion is 

information that can increase a company's stock price, while an unfavourable audit opinion is an 

information that lowers a company's stock price. Therefore, the audit report can contain information 

that affects the company's stock price. Tahinakis, John and Evaggelia (2010) concluded in their study 

that audit reports contain limited information for investors and are not part of their decision-making 

process. Kipkosgei (2010) also concluded from his research that a very weak relationship exists 

between audit opinion and stock price. The research results of Selahatdin Kelten and Sarıtas (2020) 

showed that although the statistical results show the significance of the effects of the audit report in 

both markets (Turkey and Germany), its effect on the German stock market is less than on Turkey. 

Al-Othman (2019) found in his research that there is a statistically significant difference between 

stock prices after shifting the adjusted to the unadjusted type of report, while no statistically 

significant difference in stock price is presented as shifting the type of report from unadjusted to 

adjusted. Is. 

Ianniello and Galloppo (2015) concluded that audit reports are informative for investors. On the 

other hand, the issues raised in independent auditors' reports, especially the containing clauses, are 

used for decision-making by various groups, including investors and financial analysts, affecting 
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stock prices and making the stock market react (Ittonen, 2012). Muslih and Nuryatno Amin (2018) 

found that the effect of audit opinion on stock price was not significant, and it was found that potential 

investors did not use audit reports in the decision-making process. 

Since the commentary is so specific that its meaning is generally largely clear to all users, including 

investors, the audit report reflects the risk of the information (claims being consistent with the facts). 

Managers often have incentives to hide bad news by manipulating reported financial information, 

which may subsequently increase the risk of stock prices falling (Hutton, Marcus and Tehranian, 

2009). An independent auditor plays a vital role by validating financial statements and can ensure 

that bad news is disclosed promptly, thus limiting stock price crash risk. 

According to Purba (2009), commenting on the continuity of activity can affect investors' 

perceptions of the company's performance (Cahyaning Wibowo, 2019). This view will cast doubt on 

investors' investment decisions. Therefore, this statement is considered bad news that can affect the 

stock market's reaction. This reaction is reflected through changes in stock trading volume. On the 

other hand, changing audit opinions is not in the interest of shareholders. They can interpret this 

change as misinformation implemented by management (Melumad and Ziv, 1997). Previous studies 

have also found that auditing changes affect investor response (Firth, 1978; Ianniello and Galloppo, 

2015). Assuming that the audit statements adjusted by the stock market are considered bad news, the 

market may react to this news, and this reaction is reflected in the price and volume of stock 

transactions which add to the fall in stock prices. Therefore, changing the comment will also affect 

the market; in other words, improving the comment will positively affect stocks' prices and trading 

volume. In other words, an improvement in the auditor's report (i.e., a change from an unfavourable 

report to a more favourable report) will lead to faster disclosure of information, and faster disclosure 

will lead to a market reaction. An improvement in the auditor's comments is also good news for the 

company. Investors expect auditors to provide warning signs in their reports in the form of audit 

commentary in cases where their owners are threatened. These arguments lead to the expression of 

the first and second hypotheses of the research as follows: 

1- There is a significant relationship between consistency in the auditor's qualified opinion and 

future stock price crash risk. 

2- There is a significant relationship between improvement in the auditor's opinion and future stock 

price crash risk. 

 

2.2. Auditor’s tenure and stock price crash risk 

Recent financial crises have addressed the auditors 'willingness to monitor owners' bad news 

reporting (PCAOB, 2010; Financial Crisis Inquiry Commission, 2011). In August 2011, the Public 

Company Accounting Oversight Board raised concerns about the auditor's independence and tenure. 

Despite these concerns, it is not clear whether the long-term relationship between the auditor and the 

client will lead to more bad management news. On the one hand, if auditors want to keep track of and 

prevent bad news from the client, it can be important to develop the auditor's knowledge of the client. 

Over time, auditors better understand their client's business and learn more about important issues 

that need special attention (Beck and Wu, 2006; PCAOB, 2011a; Price Water House Coopers, 2013). 

This "monitoring through learning" view shows that the auditor's long tenure helps prevent the client 

from keeping bad news activities. Thus, auditors' ability to identify and prevent bad news retention 

activities improves, and the risk of stock prices fall reduced (Callen and Fang, 2017). On the other 

hand, if a long-term relationship with the client reduces the auditor's independence (Davis, Soo and 

Trompeter, 2009; PCAOB, 2011b), auditors with a long tenure may be less aware of their clients' bad 

news retention activities. Measuring the retention of bad news by managers is challenging because 

managers have several methods (such as manipulating accruals, changing classifications, off-balance-
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sheet accounting, and non-transparent accompanying notes to financial statements) by which they 

hide bad economic news. 

Contrary to concerns recently raised about the long-term relationship between the auditor and the 

client, there is compelling evidence consistent with monitoring through a learning perspective that 

indicates the auditor's tenure is negatively associated with the risk of a stock price crash next year 

(Callen and Fang, 2017). Accordingly, the development of client-specific knowledge throughout the 

auditor-client relationship enables auditors to identify and prevent client news retention activities 

effectively. 

Therefore, the auditor's knowledge of the client provides important input for creating a high-

quality audit, including identifying and preventing the retention of bad news by management. 

Acquiring client-related knowledge requires a significant learning curve in the early years, especially 

when learning the many potential ways an employer can gather bad news. Auditors gradually 

understand their client's business over time and learn more about important issues that need special 

attention (Beck and Wu, 2006; Johnson, Khurana and Reynolds, 2002). Accordingly, the auditor's 

long tenure should help prevent the client from holding bad news in all financial reporting methods 

and thus reduce the risk of future stock price falls. 

According to Mautz and Sharaf (1961), a long-term relationship with a client reduces the auditor's 

independence. The Audit Accountability Report (AICPA, 1978) noted that as auditor tenure 

increases, auditors are more likely to succumb to pressure from their clients on financial reporting 

choices because they are too familiar with client management ("cognitive reasoning") and want to 

benefit from it by retaining the customer ("Motivational Argument"). Thus, from a "cognitive-

motivational" perspective, auditors with longer tenure are less likely to be independent and, therefore, 

less aware of their client's bad news retention activities, thus increasing the risk of future stock price 

falls. As a result, the relationship between the auditor's tenure and stock price crash risk is not already 

clear. (Callen and Fang, 2017). Given these conflicting views, the relationship between the auditor's 

tenure and stock price crash risk is an empirical question, so the third hypothesis of the research is as 

follows: 

3- there is a significant relationship between auditors’ tenure and future stock price crash risk. 
 

3. Research Methodology  
3.1. The population of the statistical sample 

The research data are extracted from the audited financial statements of listed firms on the Tehran 

Stock Exchange during 2011-2019 from Internet databases, including the Codal Website and the 

official website of the Stock Exchange. Table 1 displays the selected sample.  

 

3.2.Regression models  

To test the hypotheses of the study, after screening and sample selection from the listed firms on 

the Stock Exchange and collecting information from the defined variables in the operational definition 

of variables, the following measures are adopted:  

Regression model for the first hypothesis: The conceptual framework of the research 

CRASHit = β0 + β1 OIit  +  β2Sizeit +  β3Levit+β4MBit + β5Roait +   εit 
Regression model for the second hypothesis:  

CRASHit = β0 + β1 CUOit   +  β2Sizeit +  β3Levit+β4MBit + β5Roait + εit 
Regression model for the third hypothesis:  

CRASHit = β0 + β1 ADTTenure it +  β2Sizeit + β3Levit+β4MBit + β5Roait +   εit 
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Table 1. The statistical sample of the study 

No. of listed firms on the Tehran Stock Exchange at the end 
of 2019 

436 

No. of firms entered the Tehran Stock Exchange during the 
period of the study 

(74) 

No. of affiliated firms withholdings, intermediaries, banks, 
investment, insurance, and leasing during the period of the 
study 

(109) 

No. of firms with financial yearend other than March during 
the period of the study 

(110) 

No. of firms with no available information  (7) 
No. of firms with more than 6 months of transaction halt 
during the period of the study 

(46) 

No. of firms understudy  90 

 

 

 

 

 

 

3.3. Research variables  

3.3.1. Independent variables  

auditor’s tenure: a dummy variable that should include the auditor's tenure is more than 3 years 

1; otherwise, 0 will be assigned (Kyriakou and Dimitras, 2018).  

Improved auditor’s opinion: improved opinion compares the opinion in the year under study 

with that of the previous year. For example, if an unqualified opinion is issued in the previous year 

and the auditor’s report shows the qualified one in the current year, it is the improved opinion. Hence, 

in this paper, inspired by Cullinan et al. (2012), in case of change in opinion from unqualified to 

qualified 1, otherwise, 0.  

Consistence in qualified opinion: In the previous year, the independent auditor issued qualified 

opinions on financial statements, which will happen in the upcoming period. The qualified opinion 

indicates that the firm's financial statements are by the accepted accounting principles and shown 

appropriately in all significant aspects. Hence, if the auditor’s report in the year t and t-1 is qualified 

1 otherwise, 0 will be assigned (Ianniello and Gallappo, 2015).  

 

3.3.2. Dependent variable 

future stock price crash risk  

The skewness coefficient model of Chen, Hong and Stein (2001) and Hutton, Marcus and 

Tehraninan (2009) measures the future stock price crash. According to Chen, Hong and Stein (2001), 

the signs of the stock price crash are formed in the year prior to the actualization of the phenomenon 

under study and are the marks of negative skewness in the return of the company's stock. Therefore, 

the companies with the experience of negative skewness in their previous year’s stock return will face 

a higher probability of the crash of their stock prices in the future year. 

According to Hong and Stein (2003), stock return is an alternative solution to measure the asymmetry 

in the distribution of the return of negative skewness. Equation (1) can measure the negative skewness 

of the stock return.  

The risk of stock price 

crash in future 
Auditor's Charchtristics 

Figure 1. The concptual framework of the research 
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Eq. (1) 

CRASHit=NCSKEWit=-(n(n-1)3∕2∑WJɵ3)/((n-1)(n-2)( ∑WJɵ2) 3∕2)) 
NCSKEWit: negative skewness coefficient of monthly special return of the firm i in the year t. 

WJɵ: the firm's special monthly return of the firm i in month ɵ during the fiscal year estimated from 

equation 2. N: no. of observed months of return during the fiscal year. In the above table, the more 

the value of the negative skewness coefficient, the more is the firm exposed to stock price crash risk. 

According to eq, the firm's special monthly return is shown by w. (2) is equal to the natural logarithm 

of figure 1 plus the residual figure calculated via Eq. (3).  

Eq. (2)                  
WJɵ=Ln|1+εJɵ| 

εJɵ:  is the residual of the firm J in month ɵ and is defined as the remaining return or residual 

estimated via Eq. (3). 

rJt= αJ+β1jrmt-2+ β2jrmt-1+ β3jrmt+ β4jrmt+1+ β5jrmt+2+εJɵ 

In eq. (3), rit is the firm's stock return i in month t, and rmt is the monthly return of the market 

based on (market index). Rmt: is market return in t period. In this paper, the price and cash earnings 

index of the Tehran Stock Exchange (TEDPIX) is used to calculate the market return that is calculable 

using the following formula:  

Rmt =
TEDPIXt − TEDPIXt−1

TEDPIXt−1
 

Where 

TEDPIX: is the return of price and cash earnings of the stock exchange at the end of period t 

TEDIPIX: is the return of price and cash earnings of the stock exchange at the beginning of period 

t; Rmt: return mean of the market in month t 

3.3.3. Control variables 
Firm size: natural logarithm of total assets (Yun Lee,2020) 

Return on assets: net profit of ordinary shareholders divided by total assets (Yun Lee,2020) 

Financial leverage: total liabilities divided by total assets (Yun Lee,2020) 

Market value to book value of equity (Yun Lee,2020) 

MB = 
MVE

BVE
  

 

4. Results  
4.1. Descriptive statistics  

Table 2 illustrates the descriptive statistics of the existing firms in the sample.  
 

Table 2. descriptive analysis of values related to dummy variables 

Variable Sig. 
Dummy 
variable 

Frequency 
Frequency 
percentage 

No. of 
observations 

Improved opinion  OI 
0 
1 

758 
52 

0.936 
0.064 

810 Auditor’s tenure  
ADTTe

nure 
0 
1 

311 
499 

0.384 
0.616 

Consistence in 
qualified opinion  

CUO 
1 
0 

337 
473 

0.416 
0.584 

Since the variable of improved auditor’s opinion and consistency in qualified opinion is a dummy 

with the mean value of 0.064 and 0.416, we can claim that among the sample firms of the study, about 

6% have a change in unacceptable opinion to acceptable and 42% acceptable report in current and 

the previous year.  
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Table 3. Descriptive statistics of the research variables 

Variable Sig. Mean Std. dev. Kurtosis Skewness Max. Min. 

future stock price crash risk CRASH -0.263 0.879 3.326 -0.751 2.928 -3.457 
Financial leverage LEV 0.588 0.224 2.933 -0.010 0.066 1.343 
Market value to book value of equity MB 2.294 1.075 8.505 1.848 -2.391 13.160 
Return on assets ROA 0.134 0.267 23.375 3.358 -0.939 2.206 
Firm size SIZE 27.953 1.572 3.660 0.515 23.616 32.987 
No. of observations: 810 

 

As shown in Table 3, the future stock price crash risk variable is -0.263, indicating undesirable 

news publications' effect on the stock price.  

 

4.2. Results of unit root test of variables  

This section will discuss the reliability of variables and their related tests in combined data. The 

Levin Lin Chu test is used to assess reliability in this paper. 

Table 4. Unit root test (Levin, Lin, and the Chu) 

Variable  
Levin, Lin, and 

the Chu 
Significance Result Variable 

Levin, Lin, 
and the Chu 

Sig. Result 

CRASH -24.678 0.000 Reliable OI -6.280 0.000 Reliable 
LEV -13.410 0.000 Reliable CUO -3.203 0.001 Reliable 
MB -21.185 0.000 Reliable ADTTenure -14.218 0.000 Reliable 
ROA -18.699 0.000 Reliable SIZE -12.648 0.000 Reliable 
 

Since the significance level of the test for all study variables is smaller than 0.05, the existence of 

unit root in series is rejected, and the data are stationary.  
 

4.3. Results of hypothesis testing  

Tables 5, 6, and 7 illustrate the information related to the study's hypotheses, respectively. The 

multivariate linear regression for the used variables is applied for each hypothesis. To measure the 

significance, the F-Fisher is used, and the coefficient of determination is used to measure the 

explanatory power of patterns.  

Table 5. The results of the first hypothesis testing 

Sign Coefficients T statistic Probability VIF Test Value probability 

C -23.732 -12.515 0.000 - Coefficient of determination 0.439  
OI -0.195 -1.374 0.017 1.066 Durbin-Watson 2.373  
SIZE 0.844 12.705 0.000 1.045 F-Limer 2.712 0.000 
LEV -0.048 -0.018 0.855 1.121 Hausman 105.186 0.000 
MTB 0.051 2.376 0.018 1.045 F-Fisher 5.957 0.000 
ROA -1.485 -9.409 0.000 1.174    

 

As can be seen in tables 5, 6, and 7, the values of the f statistic and their subsequent probability 

show that the null hypothesis, that is, the insignificance of the entire pattern (all coefficients are 0), 

is rejected and the estimated regression pattern is significant, in general. The independent variables 

explain about 24, 24, and 26% of changes of the dependent variables, respectively—the lack of 

autocorrelation among residuals obtained using the Durbin-Watson statistic. According to table 5, 

since the significance level of the variable of improved auditor’s opinion is smaller than 5%, there is 

a significant relationship between improved auditor’s opinion and future stock price crash risk, so the 

first hypothesis of the study concerning the relationship between improved auditor’s opinion and 

future stock price crash risk is accepted. According to table 6, since the significance level of the 



91                                                                                                                     RESEARCH ARTICLE 

 
 
 

 

Faramarz Lotf et al. IJAAF; Vol. 6 No. 2 Spring 2022, pp: 83-95 

variable of consistency in qualified opinion is smaller than 5%, there is a significant relationship 

between consistency in qualified opinion and stock price crash risk, so the second hypothesis of the 

study concerning the relationship between consistency in qualified opinion and future stock price 

crash risk is accepted. According to table 7, since the significance level of the variable of auditor’s 

tenure pinion is smaller than 5%, there is a significant relationship between auditor’s tenure and stock 

price crash risk, so the third hypothesis of the study concerning the relationship between auditor’s 

tenure and future stock price crash risk is accepted.  

 
Table 6. The results of the second hypothesis testing 

Sign Coefficients T statistic Probability VIF Test Value probability 

C -23.789 -12.595 0.000 - Coefficient of determination 0.439  
CUO -0.169 -1.602 0.011 1.009 Durbin-Watson 2.374  
SIZE 0.842 12.705 0.000 1.042 F-Limer 2.566 0.000 
LEV 0.004 0.16 0.987 1.116 Hausman 99.785 0.000 
MTB 0.050 2.351 0.019 1.022 F-Fisher 5.964 0.000 
ROA -1.524 -9.782 0.000 1.121    

 

Table 7. The results of the third hypothesis testing 

Sign Coefficients T statistic Probability VIF Test Value probability 

C -22.515 -11.755 0.000  Coefficient of determination .449  
ADT 
TENURE 

-0.319 -4.027 0.000 1.026 Durbin-Watson 2.376  

SIZE 0.808 12.091 0.000 1.031 F-Limer 2.564 0.000 
LEV 0.012 0.045 0.964 1.138 Hausman 96.350 0.001 
MTB 0.050 2.382 0.018 1.046 F-Fisher 6.208 0.000 
ROA -1.477 -9.707 0.000 1.133    

 

5. Conclusion and Suggestions  
The present study aims to ass the effect of auditor’s characteristics on stock price crash risk among 

90 listed firms on the Tehran Stock Exchange during 2011-2019. As the information mediator of the 

capital market, the auditor is a key reference for investing in collecting trustful information about the 

listed firms and plays an important role in economic development. Regarding the obtained results 

from statistical analysis, the information indicates a significant relationship between improved 

auditor’s opinion, consistency in qualified opinion, and future stock price crash risk. The findings 

contribute to recent studies on the economic consequences of auditor’s opinion, strengthen the role 

of audit reports in assessing the reliability of financial reporting, and emphasize that auditor’s opinion 

influences the market interpretation and that the market can differentiate between different types of 

opinions. Receiving qualified opinions from the firm is considered good news, so the auditor’s 

opinion is a valuable source of information in the stock market. Thus, auditing reports have valuable 

information, and positive changes in auditors’ opinions bear important information content for the 

stock market in Iran. The study results align with Al-Othman's (2019) contrast with Muslih and 

Nuryatno Amin's (2018). Further, the results show that an auditor’s tenure is negatively associated 

with the future stock price crash risk. The empirical results of the study conform with the supervision 

approach through learning and the development of knowledge specific to the customer during the 

period of relationship between auditor-employer will allow the auditors to detect and prevent the 

measures adopted by the employers to hold bad news and that declines the future stock price crash 

risk. Due to acquaintance and a better understanding of the auditor from the commercial operation, 

the accounting systems, reporting issues, and finally, improvement in audit quality, the quality of 
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firms' financial reporting and audited financial statements are increased. Consequently, the investors 

are more assured about their investment decisions and return prediction, so the results align with 

Callen and Fang (2017).  

According to the results of the study, since the type of report affects those who are addressed, we 

recommend the supervisory bodies for the quality of auditors, such as the Official Accounting 

Association, assess various firms and the governance systems more meticulously to create a path for 

increasing audit quality to not present a qualified report to lower the risk of stock price crash. 

According to the findings, we recommend that investors and capital market practitioners, in addition 

to financial variables, consider the tenure of auditors as a determining factor in return and risk of 

stock price crash. Moreover, we recommend the auditing regulators, including the Official 

Accounting Association and Auditing Organization, extend the compulsory rotation period of audit 

firms to five years or more to improve the audit quality.  

For future studies, the following suggestions are proposed:  

Since the audit features on the risk of falling stock prices in the next year were examined, it is 

suggested that an issue be considered on the risk of falling stock prices in the current year. 

In this paper, the skewness coefficient model of Chen, Hong and Stein (2001), Hutton, Marcus, 

and Tehranian (2009) is used to calculate the stock crash risk. We recommend that future studies 

consider the stock price crash risk as a dummy variable if the firm at the end of the fiscal year 

experienced at least one period of crash 1; otherwise, 0 will be assigned.  
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