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Abstract

Ownership concentration is one of the key factors influencing management behavior and the
professional responsibility of auditors. This study investigates the impact of corporate ownership
concentration on the relationship between earnings management behavior, auditor opinion, and
auditor change. For this purpose, a sample of 167 companies listed on the Tehran Stock Exchange
during the period 2016-20223 was used. Logistic regression with error clustering was used to test
the hypotheses. The findings show that in companies with high ownership concentration, there is a
positive and significant relationship between the level of earnings management and the likelihood
of receiving a modified opinion. Also, in these companies, a negative and significant relationship
was observed between a modified opinion and auditor change. In contrast in companies with low
ownership concentration, earnings management leads to a decrease in the likelihood of receiving a
modified opinion, but a modified opinion increases the likelihood of changing the auditor. The
findings indicate that ownership concentration plays a decisive role in auditors' professional
responsibility towards earnings management, the type of their opinion, and decisions to change the
auditor. The results of this research can be useful for auditors, regulatory bodies, and investors in
improving the quality of financial reporting and corporate governance.

Keywords: Earnings Management, Modified Audit Opinion, Auditor Change, Ownership
Concentration.

* Corresponding author
2322-3405 © The author(s) Publisher: University of Isfahan @ (3) &
Er MG

This is an open access article under the CC-BY-NC 4.0 License (https://creativecommons.org/licenses/by-nc/4.0).
d 10.22108/far.2026.146701.2165



https://portal.issn.org/resource/ISSN/2322-3405
https://creativecommons.org/licenses/by-nc/4.0/
https://creativecommons.org/licenses/by-nc/4.0
10.22108/far.2026.146701.2165
https://portal.issn.org/resource/ISSN/2322-3405
https://far.ui.ac.ir/?lang=en
mailto:shirzadi62@pnu.ac.ir
mailto:kparandin@pnu.ac.ir
mailto:stu_taki59@pnu.ac.ir
mailto:falimirzaee1373@gmail.com
https://orcid.org/0000-0002-3334-0656

126 Financial Accounting Research, VVol. 17, Issue 2, No.64, 2025

Introduction

The audit report is one of the most important tools for assessing the transparency and
reliability of a company’s financial statements. Its primary purpose is to provide the
auditor’s independent opinion on whether the financial reports conform to generally
accepted accounting principles. By examining internal controls and financial records,
auditors identify weaknesses and risks, thereby contributing to the improvement of a
company’s financial performance. A modified audit opinion is issued when the auditor
cannot provide an unqualified opinion. The reasons may include limitations in the scope of
the audit, material misstatements, or fundamental uncertainties in the financial statements.
Such an opinion is intended to inform users about the real situation and existing risks in the
disclosed financial information. Earnings management, which involves deliberate
manipulation of financial reporting to achieve specific goals, is among the key factors that
can lead to a modified opinion. When auditors detect evidence of such practices, they are
obligated to adjust their report to preserve their independence and professional credibility.
This decision reflects their professional skepticism and ethical duty to prevent the
presentation of a misleading picture of the company’s financial condition. The major
financial scandals of the early 2000s—such as Enron and WorldCom—highlighted the
importance of effective oversight, ethical auditing, and robust internal controls, leading to
widespread reforms in corporate governance. The present study examines the relationship
between ownership structure, earnings management, type of audit opinion, and auditor
change, with particular emphasis on the role of ownership concentration in shaping these
interactions.

Methodology

This empirical study examines the relationships among ownership concentration, earnings
management, audit opinion, and auditor change using data from companies listed on the
Tehran Stock Exchange during the years 2016 to 2023. The research is grounded in agency
theory, which highlights the conflict of interest between shareholders and managers.

The study formulates four hypotheses as follows:

Hypothesis 1: In firms with high ownership concentration, the greater the level of
earnings management, the higher the likelihood that the auditor issues a modified audit
opinion.

Hypothesis 2: In firms with high ownership concentration, a modified audit opinion is
less likely to result in a change of the auditing firm.

Hypothesis 3: In firms with low ownership concentration, the probability that a high
level of earnings management leads to a modified audit opinion is lower.

Hypothesis 4: In firms with low ownership concentration, the issuance of a modified
audit opinion increases the likelihood of changing the auditing firm.

To test these hypotheses, a Logit regression analysis was employed. Earnings
management was measured using the Jones model, while audit opinion and auditor change
were quantified as binary variables (0 or 1). Companies were categorized into high and low
ownership concentration groups based on an ownership concentration index.

Findings

The results of this study reveal complex and significant relationships among ownership
concentration, earnings management, the type of audit opinion, and auditor change. The
empirical analysis indicates that a company’s ownership structure plays a decisive role in
shaping the interaction between auditors and management, leading to different
consequences for the quality of financial reporting. In firms with high ownership
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concentration, a positive relationship was found between higher levels of earnings
management and the likelihood of receiving a modified audit opinion. This finding
supports the first hypothesis and suggests that auditors—under the pressure of major
shareholders—report detected distortions to maintain their independence. On the other
hand, in such firms, a negative relationship was observed between the issuance of a
modified opinion and auditor change. This means that controlling shareholders, rather than
replacing the auditor, tend to accept these modified reports as a tolerable cost for achieving
their specific goals (such as maintaining the appearance of profitability or concealing
financial problems). This behavior reflects their real influence and power in retaining a
preferred auditor. In contrast, firms with dispersed ownership display a different pattern. In
these environments, management—having greater autonomy—may engage in “opinion
shopping,” meaning they select or influence auditors who are less inclined to issue
modified opinions. The findings show that in such companies, the probability of a
modified opinion is lower (supporting Hypothesis 3). However, when such an opinion is
issued, the likelihood of auditor change significantly increases (supporting Hypothesis 4),
since a broader group of shareholders tends to be more sensitive to audit warning signals
and acts swiftly to restore trust by replacing the auditor.

Conclusion and Implications

This research demonstrates that ownership concentration plays a critical role in shaping the
relationships among earnings management, auditor behavior, and auditor change decisions,
exerting a profound impact on both the quality of financial reporting and corporate
governance. The results indicate that the degree of ownership concentration can influence
an auditor's judgment and reaction to earnings management, as external pressures and
incentives from controlling shareholders may challenge the professional independence of
auditors. In firms with dispersed ownership, managers have greater latitude to influence
auditors and may utilize the phenomenon of opinion shopping to prevent the issuance of
modified reports. Conversely, in firms with concentrated ownership, major shareholders
tend to prioritize a favorable financial image and exhibit greater flexibility regarding the
auditor's opinion; consequently, the likelihood of auditor change in these firms is lower.
These findings are particularly important for regulatory bodies and policymakers, as they
illustrate that different ownership structures directly affect audit quality and financial
reporting. In economies like Iran, characterized by diverse ownership structures, it is
essential to develop regulatory mechanisms that mitigate the pressures arising from
ownership concentration. Furthermore, auditors must maintain their independence and
professional skepticism to resist these pressures. Ultimately, the study underscores the
necessity for investors to pay close attention to a company’s ownership structure when
assessing the reliability of its financial information.
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Table 1: Descriptive statistics of research variables
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Table 2: Results of testing the first and third hypotheses of the research
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Table 3: Results of complementary indicators for the first and third hypotheses of the research
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Table 4: Results of testing the second and fourth hypotheses of the research
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Table 5: Results of complementary indicators for the second and fourth hypotheses of the research
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