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Audit Quality ~ Financial Risk * Period Risk + (1 | group)
Audit Quality ~ Financial Risk * Period Risk + (1 | Manager Investment)
Audit Quality ~ Financial Risk * Period Risk + (1 | Risk Aversion) + (1 | Manager Investment)
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Im(formula = High Bid ~ Audit Quality, data = datalowrisk)
Im(formula = High Bid ~ Audit Quality, data = datahighrisk)
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Im(formula = Investors Earning ~ Audit Quality, data = datalowrisk)
Im(formula = Investors Earning ~ Audit Quality, data = datahighrisk)
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Im(formula = Overpay ~ Audit Quality, data = datahighrisk)
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Abstract

This study uses experimental economic markets to investigate the impact of business risk and the
financial risk on auditor selection. This study studies these factors because they are ubiquitous to
companies, and focuses on their influence on managers because managers continue to play a
significant role in the auditor hiring process and we know relatively little about their auditor
preferences. The research method used is the experimental method and a sample of 150 students
and graduates of national universities in Tehran in 2021 has been studied to test the hypotheses.
This study predicts business risk, the financial risk, and their interaction will each decrease manager
demand for high audit quality due to a desire to achieve greater misreporting. Experimental results
are consistent with predictions except for one case; specifically, increased business risk and the
financial risk, each alone, significantly reduce managers’ likelihood of hiring the best available
auditor in the market, but their interactive conditions do not have a significant effect on audit
quality. Two contextual factors indicate that this reduction in audit quality demand leads to
increases in misreporting. Finally, the impact of audit quality on investors was investigated and it
showed that lower audit quality in a company can harm investors.

Keywords: Audit Quality, Loss Aversion, Business Risk, Risk Aversion, Experimental

Economics.
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