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High lights

- Organizational and environmental factors play a significant role in improving audit quality, with the impact of organizational factors
estimated to be greater than environmental factors.
- Improving audit quality requires simultaneous attention to the operational, organizational, and environmental dimensions of non-audit

services and discounts.
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ABSTRACT

Subject and Purpose: This study aims to develop a comprehensive model to
enhance the quality of auditing in Iran, focusing on non-audit services and fee
discounts.

Research Method: The research employs a mixed-methods approach, integrating
both qualitative and quantitative techniques. In the qualitative phase, semi-structured
interviews with auditing experts were conducted to identify the key factors
influencing audit quality, leading to the formulation of a conceptual framework.
Subsequently, quantitative data were collected through a standardized questionnaire
administered to 384 professional auditors. The proposed model was analyzed using
Partial Least Squares Structural Equation Modeling (PLS-SEM).

Research Findings: The results of the path analysis revealed that all hypothesized
relationships within the model are statistically significant and positive. Among the
variables, "Factors related to non-audit services and fee discounts” exhibited the
strongest impact, evidenced by high path coefficients and t-statistics significantly
exceeding 6. Additionally, "Financial statement review" and "Strategic approaches™
demonstrated meaningful effects on the dependent constructs, indicating their
critical role in the quality enhancement process. Organizational and environmental
factors also played significant roles, with organizational factors showing a greater
influence compared to environmental factors. The model's predictive relevance and
validity were confirmed through effect size indices (f2) and Q2 statistics, indicating
the robustness and reliability of the proposed framework. The findings suggest that
improving audit quality necessitates a holistic approach that simultaneously
considers operational, organizational, and environmental dimensions of non-audit
services and fee discounts. Addressing these interconnected factors can lead to more
effective quality assurance mechanisms within the auditing profession

Conclusion, Originality and its Contribution to the Knowledge: This research
contributes to the literature by offering a data-driven, empirically validated model
that can serve as a practical guide for policymakers and professional managers in
Iran’s auditing sector. By highlighting the critical factors and their interrelationships,
the study provides valuable insights into strategic interventions aimed at elevating
audit quality standards. The proposed model underscores the importance of
integrated efforts across organizational practices, client management, and regulatory
environments to foster a culture of quality and integrity in auditing practices. In
conclusion, the study emphasizes that enhancing audit quality in Iran requires a
comprehensive understanding of the multifaceted influences of non-audit services
and fee discounts. The developed model offers a strategic framework for
stakeholders to implement targeted improvements, ultimately contributing to the
credibility and reliability of financial reporting in the country.

Keywords: Audit Quality, Non-Audit Services, Audit Fee Discounting, Structural
Equation Model.
JEL Classification: M42 H83.
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Introduction

Audit quality can be defined in many
ways, but is not limited to, the ability of an
auditor to detect and report errors, comply
with legal and professional requirements, or
meet the needs of investors. Although
defining and assessing audit quality can be
difficult, the need for high-quality audits is
recognized worldwide. High-quality audits
enhance investor confidence and therefore
contribute to the efficiency of financial
markets. Efforts have been made to better
define and understand audit quality by
developing various classifications. Demand-
side factors focus on the characteristics of
the audit client and the users of the audit
report. Contextual or environmental factors
can affect financial reporting and audit
quality. Contextual factors include changes
in accounting law, the state of the general
economy, and the industry in which the
company operates. (Fernell and Cha, 1994).
Fees received and audit report adjustments,
due to uncertainty about the continuity of the
client's activity, can be considered as
strategies to cover audit operational risk
(Fernell and Locker, 1981). In line with
previous research, results have shown that
restatement affects auditors' perception of
the inherent risk of a company (Heer et al.,
2011). Restatement of previous financial
statements may indicate low financial
reporting quality of the company and/or low
audit quality. A high audit risk indicates that
restatement of statements can; Therefore,
there is an increase in audit costs for
companies that re-present financial
statements (Cohen, 1960). Given cognitive
and social proximity, former auditors may
tend to shift more profitable non-audit
services to their former employer and reduce
the efforts made in the audit, which can have
an adverse effect on audit quality. Based on
the above discussion, it can be expected that,
given experience and cognitive proximity,
experts and experienced individuals of the
audit firm are very influential in assessing

the benefits of auditing and non-audit
services and being aware of the threat to
auditor independence caused by excessive
non-audit fee ratios (Mansourian, 2007).
Familiarity with the factors affecting audit
fees is important for both auditors, their
clients, and individuals who follow policy
and regulation in the audit profession. By
knowing these factors, auditors can price
their services appropriately. Audit quality is
a topic of concern to various stakeholder
groups in the company and is one of the
important issues in the field of auditing and
capital markets. In an environment affected
by the globalization of accounting and
auditing standards, identifying the factors
and problems affecting the stress of auditing
work and trying to eliminate them can be an
effective step towards expanding the
auditing profession in Iran. Accordingly, the
purpose of the present study is to develop a
model to improve audit quality based on
non-audit services and audit fee discounts in
Iran.

Research Methodology

The present research is applied in terms
of its purpose, using a qualitative-
guantitative (mixed) method and using a
data analysis approach based on
foundational data and structural equations.
In the qualitative part of the research, the
population was used from the perspective
of experts and specialists who have been
directly involved in the subject of the study
in the field of auditing in Iran for many
years, which ultimately leads to the
extraction and identification of variables.
These experts must have expertise,
experience, and relevant fields of activity.
In the quantitative part, financial data from
the Iranian capital market were used to fit
the model based on the criteria extracted
from the qualitative part. In the qualitative
part of the research, the sample size was
purposefully identified and selected to the
point of saturation from experts and
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specialists who are directly involved in the
Iranian capital market. The use of the data
saturation method in qualitative research is
considered the gold standard for the end of
sampling. 10 audit managers and experts in
Iran were selected. In the quantitative part,
there is a great emphasis on equal chance
random selection to select all members of
the research community (managers, senior
experts) and the convenience random
sampling method was used. In order to
determine the sample size, the following
Cochran formula was used and 384
professional auditors were selected. In the
qualitative part, an interview protocol was
used to collect information based on the
experts' opinions. In the quantitative part,
field studies and questionnaires are used to
develop a model to improve the quality of
auditing based on non-audit services and
audit fee discounts in Iran. To examine the
qualitative validity of the research, face
validity is used. In qualitative face validity,
to obtain the opinions of the target group or
respondents, it is better to interview a
number of respondents (at least 30 people)
to find difficulties in understanding phrases
and words, the appropriateness and
relevance of the indicators, the possibility
of ambiguity and inadequate understanding
of phrases, or the presence of deficiencies
that may exist in the meanings of words. To
ensure the content validity of the
questionnaire and its localization, its initial
version was distributed to a number of
elites and managers of the organization to
provide necessary suggestions regarding its
content. In the qualitative part, the Kappa
index was used to measure the reliability of
the designed model. The Cronbach's alpha
method was used to assess the quantitative
reliability of this research. In order to
analyze the audit quality improvement
model based on non-audit services and
audit fee discounts in Iran, the grounded
theory method was used, and the structural
equation method was used to analyze the

validity of the proposed model. Also,
Maxqgda software was used to analyze
qualitative data and theorize, and the
structural equation approach was used
using PLS software to examine the results.

Conclusion

To conduct the qualitative research, first,
interviews were conducted with 6 experts, the
characteristics of the interviewees are
presented in Table (1). In the quantitative part,
213 people, or 55.5% of the sample, were male
and 171 people, or 44.5%, were female. 86
people, or 22.4%, were under 30 years old.
115 people, or 29.9%, were between 30 and 40
years old. 130 people, or 33.9%, were between
40 and 50 years old, and 53 people, or 13.8%,
were 50 years old and older. 67 people, or
17.4%, of the respondents had an associate
degree. 132 people, or 34.4%, of the
respondents had a bachelor's degree. 151
people, equivalent to 39.3% of the
respondents, have a master's degree, and 34
people, equivalent to 8.9% of the respondents,
have a doctoral degree.By reviewing the
collected data set, the researcher tries to
identify the concepts hidden in the interviews.
The purpose of open coding is to decompose
the collected qualitative data set into the
smallest possible conceptual components. The
results of coding the collected qualitative data
using the interview tool showed that 63
primary codes were identified from 151
sections of the interviews.According to the
results presented in Table (8) of the structural
model paths, the effect of different variables
on the model components can be explained in
a meaningful and positive way. In the first
step, the variable "Overview of financial
statements based on non-audit services and
discounts” had a significant effect on all
output constructs of the model. The highest
effect of this variable is related to strategies
with a path coefficient of 0.203 and a t-statistic
of 4.464. This variable also has an effect on
other variables such as implementation of
agreed methods (0.184), compliance with laws
(0.175), technical matters (0.151), positive
service outcome (0.160), and auditor report
(0.129). In all these paths, the significance
level is 0.000 and the t-statistic is greater than
the critical value of 1.96; therefore, the
aforementioned effects are considered
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significant at the 95% confidence level.Next,
the effect of organizational factors of non-
audit services and fee discounts was also
examined. This variable also has a significant
effect on all dependent constructs. The highest
effect is related to the implementation of
consensus methods with a coefficient of 0.213
and compliance with the rules with 0.202,
while other paths such as technical matters
(0.175), positive outcomes (0.186) and
auditor's report (0.149) are at a significant
level between 0.017 and 0.020. These results
indicate that intra-organizational contexts play
a prominent role in advancing professional
audit processes.Environmental factors of non-
audit services also had a significant effect in
all paths, although the intensity of their effect
was less than organizational factors. The
highest effect is related to the implementation
of consensus methods (0.198) and compliance
with the rules (0.188), while the effect on
auditor's report shows the lowest value
(0.139). The significance level in all these
relationships is less than 0.05 and the t-statistic
also exceeds the critical value; Therefore, it
can be said that environmental factors such as
economic conditions, regulatory institutions
or competitive environment play an important
but more limited role than organizational
factors in this field.Finally, the variable
“Factors related to non-audit services and fee
discounts” has the greatest influence in the
model and has shown a significant impact on
other variables with high path coefficients and
t-statistics much larger than 6. For example,
the path coefficient of this variable to the
implementation of consensus methods is 0.335
and to compliance with laws is 0.319. Other
effects such as the impact on positive service
outcomes (0.293), technical matters (0.276)
and auditor's report (0.235) are also significant
at a very high level. These findings indicate
that operational factors and direct decision-
making in the field of non-audit services play
a pivotal role in the structural model of the
research and, as a key variable, can be a basis
for  policymaking and professional
management in this field.Overall, all paths in
the model were found to be statistically
significant and the direction of the effects was
positive. These results indicate the coherence
and structural validity of the research model
and confirm that causal conditions,
environmental, organizational, and related

factors all play an effective role in explaining
and developing outcomes related to non-audit
services and discounts.

Discussion

The present study was conducted with the
aim of designing a model to improve audit
quality by focusing on non-audit services and
fee discounts in Iran. Using a qualitative
research method based on grounded theory, a
conceptual model was extracted and
developed. The data collection tool at this
stage was semi-structured interviews with
experts in the auditing profession, including
managers and partners of auditing firms,
university professors, and senior auditors. In
the process of analyzing the interviews, open
coding was first performed, which resulted in
the extraction of 63 initial codes from 151
sections of text data. After refining and
integrating them in the axial coding stage,
these codes were categorized into 9 main
categories. The categories identified as the
main components of the audit quality
improvement model based on non-audit
services and fee discounts include the
components of implementing agreed-upon
methods of handling financial information,
technical matters of non-audit services and
discounts, financial statement overview,
positive consequences of non-audit services
and discounts, compliance with relevant laws
and regulations, effective organizational
factors, effective environmental factors,
factors related to the type of services, and the
auditor's report on non-audit services and
discounts. These findings are in full
accordance with the results of previous
domestic and foreign research. Heer et al.
(2017) emphasized the role of environmental,
organizational, and professional variables in
service quality in fee determination modeling.
The present research model also shows
conceptual overlap with that research by
including "organizational factors",
"environmental factors”, and "auditor's
report”. Holland (1999) also emphasized that
excessive workload or lack of support
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mechanisms for additional services can
weaken audit quality. Therefore, in the present
research model, referring to organizational
and environmental factors as  key
infrastructures for the effective
implementation of non-audit services is an
appropriate response to the concerns raised in
that research.Based on the findings of the
analysis of interviews and data from the
structural model test, it was determined that
the review of financial statements based on
non-audit services and discounts was
identified as the main causal condition.
According to the results of structural equation
modeling, the intensity of the effect of this
variable on factors related to non-audit
services was calculated to be 0.548. Also, the
t-statistic value of 12.045 is much larger than
the critical value (1.96) at the 95% confidence
level; and the significance level of 0.000 also
indicates that this relationship is significant
with high confidence. The present finding is
consistent and complementary with several
key studies. In their study in China, Heer et al.
(2017) showed that audit efforts and pre-audit
interactions with financial statements improve
audit outcomes and reduce earnings
management. This finding is fully consistent
with the argument that pre-final audit review
plays a causal role in improving audit quality.
In the domestic literature, Azkia et al. (2011)
also emphasized the need to identify
complementary audit services, including
preliminary and review reviews, as part of
corrective procedures in their audit quality
improvement model, which is theoretically
consistent with the causal role of review in the
present study.Based on the analysis of
interview data and statistical modeling in this
study, organizational factors related to non-
audit services and fee discounts have been
identified as the most important contextual
conditions that affect audit quality
improvement strategies. This finding shows
that the organizational structure,
organizational culture, internal processes, and
policies related to fee discounts in audit firms

play a decisive role in their strategic
orientation to improve audit quality. This
finding is consistent with the results of
previous research. Studies by Heer et al.
(2017) in examining the impact of
organizational factors on the quality of audit
services showed that organizational culture
and management structure play a pivotal role
in improving service quality, which is
consistent with the emphasis of the present
study on organizational factors. In this study,
based on interviews, the vast majority of
respondents pointed to environmental factors
in determining non-audit service fees as
interfering conditions. These environmental
factors include external conditions of audit
firms such as market laws and regulations,
industry competition, economic conditions,
and legal and social pressures that can play a
facilitating or limiting role in implementing
the adopted strategies. Based on the statistical
results, the intensity of the effect of the
intervening conditions (environmental factors
of non-audit services and fee discounts) on the
strategies was calculated to be 0.219, which
indicates a positive and  significant
effect.Statistically, the results of the analysis
showed that the intensity of the effect of the
causal conditions (review of financial
statements based on non-audit services and
discounts) on the strategies was 0.203. The
value of the t-statistic is 4.644, which is much
larger than the critical value of 1.96 at the 95%
confidence level. The study of
Mohammadpour (2013) also emphasized the
importance of observing laws, regulations and
auditing standards in ensuring the quality of
non-audit services, which is consistent with
the results of this study. In the study of Fornell
and Locker (1981), the role of implementing
accurate and standard methods in handling
financial information was raised as a key
strategy in improving audit quality, which is
also reflected in the findings of the present
study.Outcomes are the results and
achievements that result from the successful
implementation of strategies, and their
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realization indicates the positive impact of
improving audit quality. Based on the
interviews  conducted in this  study,
interviewees have widely pointed to the
positive outcomes of non-audit services,
which indicate the desirable effects of
improving audit quality in the field of non-
audit services and discounting.
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