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Abstract:

The purpose of this study was to investigate the effect of increasing board independence through a higher proportion of non-
executive directors on financial reporting quality and the effort of independent auditors in companies listed on the Tehran
Stock Exchange. This applied study adopted a quasi-experimental and ex post facto design using panel data and multivariate
regression analysis. The statistical population consisted of firms listed on the Tehran Stock Exchange, and the final sample
included 163 companies during the 2011-2021 period. Data were collected from audited financial statements, board reports,
the CODAL system, and Rahavard Novin software. Hypotheses were tested using fixed-effects panel regression and GLS
estimation. The independent variable was the proportion of non-executive directors on the board, while the dependent
variables included financial reporting quality and auditor effort. Control variables included firm size, leverage, sales growth,
return on assets, auditor tenure, and audit firm size. The results of the first hypothesis indicated that an increase in the
proportion of non-executive directors had no significant effect on financial reporting quality (3=0.0029, p=0.7289); therefore,
the first hypothesis was rejected. However, the results of the second hypothesis demonstrated that an increase in board
independence had a positive and significant effect on auditor effort (3=0.4436, p=0.0764), supporting the second hypothesis
at the 10% significance level. In addition, firm size and audit firm size had positive and significant effects on auditor effort,
whereas leverage and sales growth showed significant negative effects. The coefficients of determination also indicated
acceptable explanatory power of the estimated models. The findings suggest that merely increasing the number of non-
executive directors is insufficient to improve financial reporting quality unless the governance mechanism becomes dynamic,
specialized, and effective. Nevertheless, greater board independence significantly increased auditor effort, indicating
stronger monitoring demand and a preference for higher-quality audit services. These results imply that board independence
may indirectly enhance the quality of financial reporting by strengthening external audit oversight and increasing the intensity
of audit procedures.
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Extended Abstract

Introduction

Corporate governance has become one of the most significant areas of interest in accounting and auditing research due
to the increasing complexity of business environments, the expansion of capital markets, and the growing demand for
transparent financial information. Financial reporting quality is considered a fundamental mechanism for reducing
information asymmetry and improving investor confidence. High-quality financial reporting enables investors and other
stakeholders to make more informed decisions and contributes to market efficiency. In this regard, corporate governance
mechanisms, particularly board independence and audit committee effectiveness, have received substantial scholarly
attention because of their potential influence on monitoring managerial behavior and improving the credibility of financial
statements (Gomdem et al., 2024; Khan et al., 2024).

The separation of ownership and management in modern corporations creates agency conflicts between shareholders
and managers. According to agency theory, independent directors can mitigate these conflicts by strengthening oversight
and reducing opportunistic managerial behavior. Independent board members are generally expected to improve
transparency, reduce earnings manipulation, and enhance the reliability of accounting information. Empirical evidence from
emerging and developed economies suggests that firms with stronger governance structures often exhibit superior reporting
quality and lower financial reporting risk (Kabwe, 2023; Sun, 2023). Corporate governance reforms have also been associated
with improvements in risk disclosure quality and greater accountability to stakeholders (Gull et al., 2022).

Audit committees play a critical role in the governance process by supervising financial reporting procedures, internal
controls, and interactions with external auditors. Effective audit committees can improve financial reporting timeliness and
reduce the likelihood of financial misstatements (Ismail et al., 2022). Research has further demonstrated that the
characteristics of audit committee chairs, including expertise, independence, and professional competence, influence auditor
selection, audit fees, and audit quality (Azizkhani et al., 2023). In addition, changes in audit committee structures may serve
as anticipatory governance actions in response to concerns regarding financial reporting integrity (Liu et al., 2024).

Financial reporting quality has become increasingly important because it directly affects investment efficiency, corporate
reputation, and stakeholder trust. Firms with higher reporting quality tend to experience lower financing costs and greater
market confidence (Khan et al., 2024). Conversely, low-quality reporting can lead to increased uncertainty, weakened investor
trust, and higher agency costs. Studies indicate that governance mechanisms such as board independence and diligent
monitoring can reduce earnings management practices and enhance reporting credibility (Saleem et al., 2022; Yousef et al.,
2022). Similarly, independent directors are expected to provide objective oversight and constrain managerial opportunism
(Shika & Kantiyok, 2023).

The quality of auditing is another critical determinant of confidence in financial reporting. External auditors provide
assurance regarding the fairness of financial statements and reduce information risk in capital markets. Recent studies
suggest that governance structures influence auditor behavior, audit pricing, and audit effort (Bryan & Mason, 2024; Kim et
al., 2023). Firms with more independent boards often demand more rigorous audits and engage higher-quality auditors to
enhance stakeholder confidence. Independent directors are also more likely to insist on extensive audit procedures to protect

their professional reputation and reduce litigation risk (Perry et al., 2024).
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Audit effort, commonly measured through audit fees or audit intensity, reflects the extent of resources devoted to the
audit process. Increased audit effort generally enhances the likelihood of detecting material misstatements and improves
audit quality. International evidence indicates that board reforms and stronger governance mechanisms are associated with
higher audit fees and greater audit effort (Kim et al., 2023). Research also demonstrates that politically connected audit
committees and governance characteristics can affect audit risk assessments and audit procedures (Perry et al., 2024).

Technological developments have further transformed auditing and financial reporting practices. The adoption of artificial
intelligence and advanced data analytics has improved audit efficiency, precision, and sustainability. Al-based auditing
systems allow auditors to process large volumes of data, identify anomalies, and improve fraud detection capabilities (Tritama
et al.,, 2025). Furthermore, recent evidence suggests that audit quality positively influences environmental, social, and
governance performance, highlighting the broader strategic role of auditing in organizational sustainability (Sheikh Najafi &
Azizzadeh, 2025).

Despite the growing body of literature on corporate governance and reporting quality, empirical evidence regarding the
impact of increased board independence on financial reporting quality and auditor effort remains inconclusive, especially in
emerging markets. Some studies report positive effects of board independence on reporting transparency and audit quality,
whereas others find weak or insignificant relationships (Kim et al., 2023; Shika & Kantiyok, 2023). Moreover, prior studies
have largely focused on direct relationships between governance structures and reporting outcomes, while limited attention
has been given to auditor effort as a consequence of board independence. Therefore, examining the simultaneous impact of
increased board independence on financial reporting quality and auditor effort can contribute to the literature by providing
a more comprehensive understanding of governance mechanisms in emerging economies such as Iran (Seyedi et al., 2025;
Yadgari et al., 2025).

Methods and Materials

This study employed a quasi-experimental and ex post facto research design using panel data analysis. The statistical
population consisted of companies listed on the Tehran Stock Exchange during the period from 2011 to 2021. After applying
screening criteria, including continuity of operations, availability of financial data, and exclusion of financial institutions and
investment firms, a final sample of 163 companies was selected.

Data were collected from audited financial statements, annual reports, audit reports, board reports, and databases such
as the Tehran Stock Exchange archives and Rahavard Novin software. The study utilized multivariate regression analysis with
panel data techniques to test the research hypotheses. The fixed-effects model was selected based on the results of the Limer
and Hausman tests, while generalized least squares estimation was applied to address heteroscedasticity issues identified
through White’s test.

The independent variable of the study was board independence, measured by changes in the proportion of non-executive
directors. The dependent variables included financial reporting quality and auditor effort. Financial reporting quality was
measured through accrual-based indicators, whereas auditor effort was measured using audit-related metrics such as audit
fees. Control variables included firm size, leverage, sales growth, return on assets, auditor tenure, and audit firm size.
Descriptive statistics, correlation analysis, stationarity tests, and regression diagnostics were conducted to ensure the

reliability and validity of the empirical results.
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Findings

The descriptive statistics indicated that the average financial reporting quality among the sample firms was 0.139, while
the mean auditor effort variable was 4.626. The average firm size was 14.604, and the mean leverage ratio was 0.549.
Approximately 24 percent of the firms were audited by large audit firms, and only 5 percent of the companies experienced
increases in the proportion of non-executive directors.

The results of the Levin-Lin-Chu unit root tests confirmed the stationarity of all research variables. Correlation analysis
showed no evidence of severe multicollinearity among explanatory variables. Variance inflation factor values for all regression
models were below the acceptable threshold.

The findings of the first hypothesis indicated that changes in the proportion of non-executive directors did not have a
statistically significant effect on financial reporting quality. The coefficient of board independence was positive but
insignificant, suggesting that merely increasing the number of independent directors was insufficient to improve the quality
of financial reporting. Among the control variables, firm size and sales growth had positive and significant effects on financial
reporting quality, whereas return on assets exhibited a negative and significant relationship. The adjusted coefficient of
determination demonstrated that the explanatory variables accounted for a meaningful proportion of the variation in
reporting quality.

The results of the second hypothesis revealed that changes in board independence had a positive and statistically
significant effect on auditor effort at the 10 percent significance level. This finding suggests that firms with greater board
independence demanded more intensive auditing procedures and higher audit quality. Firm size and audit firm size also had
positive and significant effects on auditor effort, while leverage and sales growth showed negative and significant
relationships. Auditor tenure had a positive and significant association with auditor effort, indicating that longer auditor-
client relationships were associated with greater audit involvement.

Diagnostic tests confirmed the appropriateness of the regression models. The F-statistics were significant, indicating
overall model validity, and the Durbin-Watson statistics suggested the absence of serial autocorrelation. The Hausman test
results supported the use of fixed-effects estimation, and heteroscedasticity concerns were corrected through GLS estimation
procedures.

Discussion and Conclusion

The findings demonstrated that increasing board independence through a higher proportion of non-executive directors
did not significantly improve financial reporting quality. This result suggests that structural independence alone may not
guarantee effective monitoring unless independent directors possess sufficient expertise, authority, and commitment to
perform their supervisory responsibilities effectively. In many organizations, independent directors may formally satisfy
governance requirements while lacking substantive influence over managerial decisions. Consequently, the effectiveness of
board independence depends not only on board composition but also on the quality of governance practices and institutional
environments.

In contrast, the study found that increased board independence positively influenced auditor effort. Independent directors
appear to demand higher-quality audits and more rigorous oversight in order to protect their professional reputation and

strengthen monitoring effectiveness. This finding indicates that independent boards can indirectly improve financial oversight
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by encouraging auditors to devote greater effort to the audit process. Increased audit effort may enhance the probability of
detecting material misstatements and contribute to greater confidence in financial reporting.

The positive association between audit firm size and auditor effort suggests that larger audit firms provide more extensive
audit services due to their superior expertise, stronger professional standards, and greater reputational concerns. Moreover,
the emergence of advanced technologies such as artificial intelligence may further improve audit quality by enhancing
analytical capabilities and increasing the efficiency of audit procedures.

Overall, the results emphasize that board independence should not be viewed solely as a formal governance mechanism.
Instead, effective governance requires competent and genuinely independent directors, strong audit committees, and high-
quality external auditing practices. Policymakers and regulators should therefore focus not only on increasing the proportion
of independent directors but also on strengthening their expertise, accountability, and effectiveness. The findings also
highlight the importance of auditor effort as a complementary governance mechanism capable of enhancing transparency

and reducing information asymmetry in emerging capital markets.
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