O

Journal Website

Dynamic Management and Business Analysis

Article history:

Received 21 January 2026

Revised 29 May 2026

Accepted 06 June 2026

Initial Publication 14 October 2026
Final Publication 22 June 2027

Volume 6, Issve 2, pp 1-28

E-ISSN: 3041-8933

The Impact of Managerial Ability on Audit Outcomes

Tahereh. Yaghoubizadeh®, Leila. Zamani?*+, Zeinab. Baradaran Khanian®

1 MA, Department of Auditing, Khatam University, Tehran, Iran
2 Assistant Professor, Department of Accounting, Faculty of Management and Finance, Khatam University, Tehran, Iran
3 Ph.D., Department of Urban and Regional Economics, Visiting Professor of Khatam University, Tehran, Iran

* Corresponding author email address: l.zamani@khatam.ac.ir

Article Info

ABSTRACT

Avrticle type:
Original Research

How to cite this article:
Yaghoubizadeh, T., Zamani, L., &
Baradaran Khanian, Z. (2027). The
Impact of Managerial Ability on Audit
Outcomes. Dynamic Management and
Business Analysis, 6(2), 1-28.
https://doi.org/10.61838/dmbaj.380

*EEE

© 2027 the author(s). Published by
Knowledge Management Scientific
Association. This is an open access
article under the terms of the Creative
Commons Attribution 4.0
International (CC BY 4.0) License.

Objective: This study aims to examine the impact of managerial ability on audit
outcomes and the moderating effects of corporate governance and information
asymmetry.

Methodology: The study used a ten-year panel dataset of 145 publicly listed firms,
totaling 1,450 observations. Managerial ability served as the main independent variable,
while audit outcomes—including financial restatements, audit delay, audit fees, and audit
opinion type—were the dependent variables. Corporate governance and information
asymmetry were treated as moderators. Control variables included firm size, return on
assets, leverage, loss status, market-to-book ratio, audit firm size, and audit firm changes.
Logistic regression was employed for binary outcomes, and generalized least squares
regression was applied for continuous outcomes.

Findings: Results indicate that managerial ability significantly reduces the likelihood of
financial restatements, audit delay, and audit fees, while increasing the probability of
receiving an unmodified audit opinion. Corporate governance moderates the effects, such
that managerial ability has stronger impacts in firms with weaker governance structures.
Information asymmetry amplifies the effectiveness of managerial ability, enhancing
audit quality and reducing reporting errors. Control variables such as firm size, return on
assets, and leverage also showed significant relationships with audit outcomes.
Conclusion: The findings suggest that skilled managers can improve audit outcomes by
enhancing financial reporting quality and reducing audit risk, and that the strength of
corporate governance and the level of market information asymmetry determine the
magnitude of these effects.

Keywords: Managerial ability, audit outcomes, corporate governance, information
asymmetry, financial restatement, audit delay, audit fees, audit opinion
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EXTENDED ABSTRACT
Introduction

The relationship between managerial ability and audit outcomes has become a central concern in
contemporary accounting and corporate governance research. Prior studies have emphasized that the
effectiveness of corporate governance mechanisms, combined with managerial competencies,
substantially shapes financial reporting quality, audit performance, and organizational transparency
(Haque et al., 2025; Neiroukh, 2025; Tunyi et al., 2025). Managerial ability, defined as the capacity of
executives to efficiently utilize resources, make informed decisions, and adapt strategically to complex
environments, is theorized to influence the accuracy, timeliness, and reliability of financial disclosures
(Atika et al., 2022; Bazrafshan et al., 2021; Jiang et al., 2025). High-ability managers can mitigate information
asymmetries, streamline reporting processes, and enhance the interpretability of financial statements for
internal and external stakeholders. Such competencies are particularly salient in environments where
regulatory oversight or governance structures are weak, as managerial capability can act as a substitute
for formal monitoring mechanisms (Kharuddin & Basioudis, 2022; Komal et al., 2022; Ren et al., 2023).

Audit outcomes, including audit fees, audit delay, modified opinions, and the incidence of financial
restatements, are strongly affected by managerial characteristics, as executives’ decisions influence both
the underlying financial reporting and the perceived risk by auditors (Abraham et al., 2024; Dalwai et al.,
2023; Lauwangsa et al., 2023). Prior literature highlights that high-quality managerial ability can reduce
audit risk, lower audit fees, and improve audit opinion quality by providing clearer and more reliable
accounting information (Assad et al., 2024; Parker et al., 2024; Wang, 2024). Furthermore, the interaction
between managerial ability and corporate governance mechanisms, such as board oversight, audit
committees, and shareholder monitoring, can amplify or attenuate these effects, suggesting that both
individual managerial competencies and organizational structures jointly determine audit outcomes
(Hassan et al., 2021; Hesarzadeh & Rajabalizadeh, 2020).

Another important dimension is the moderating effect of information asymmetry on the
relationship between managerial ability and audit results. In contexts of high information asymmetry,
auditors face greater uncertainty and perceived risk, which can elevate audit fees, delay reporting, and
increase the likelihood of modified opinions or restatements (Nguyen & Li, 2021; Oskouei & Sureshjani,
2020; Saragih & Ali, 2022). Managers with higher ability may compensate for this asymmetry by providing
transparent, timely, and reliable financial information, thereby facilitating audit processes and improving
outcomes. Evidence from multiple jurisdictions suggests that managerial competencies play a critical role
in reducing reporting distortions, especially under conditions of incomplete or asymmetric information
(Hoben et al., 2020; Komal et al., 2022; Lee et al., 2022).

The literature also emphasizes the influence of managerial ability on audit-related costs and
timeliness. Studies indicate that firms led by highly capable managers experience lower audit fees, shorter
audit delays, and fewer occurrences of financial restatements (Bazrafshan et al., 2021; Dalwai et al., 2023;
Lauwangsa et al., 2023). This is explained by the ability of managers to enhance financial reporting quality,
reduce estimation errors, and implement effective internal controls that limit the need for additional
auditor effort. Moreover, managerial ability interacts with organizational governance mechanisms to
determine audit outcomes, whereby strong governance structures may reduce the marginal impact of



managerial ability, and conversely, weak governance amplifies the importance of managerial competency
as a substitute mechanism (Haque et al., 2025; Kharuddin & Basioudis, 2022; Tunyi et al., 2025).

Given these theoretical and empirical foundations, this study seeks to comprehensively examine
the interplay among managerial ability, corporate governance, information asymmetry, and audit
outcomes in the context of a developing capital market. By integrating managerial capability metrics with
governance quality indicators and measures of information asymmetry, the research extends prior work
that has either focused exclusively on managerial or governance determinants of audit results (Hassan et
al., 2021; Jiang et al., 2025; Neiroukh, 2025). Additionally, the study contributes to the emerging discourse
on how managerial competencies function as a risk-mitigating mechanism in environments characterized
by imperfect monitoring and reporting structures, aligning with contemporary theoretical perspectives on
upper echelon theory and agency conflicts in accounting research (Abraham et al., 2024; Assad et al., 2024;
Parker et al., 2024).

Methods and Materials

This study employed a longitudinal panel design covering a ten-year period for publicly listed
firms. The sample consisted of 145 companies, resulting in 1,450 firm-year observations. Managerial
ability was operationalized using a composite measure derived from executives’ prior performance,
decision-making efficiency, and resource allocation effectiveness. Corporate governance strength was
measured using an index that incorporated board structure, audit committee effectiveness, and ownership
concentration. Information asymmetry was quantified using the bid-ask spread and variability in analyst
forecast errors. Audit outcomes were operationalized across four dimensions: financial restatement
incidence, audit delay, audit fees, and type of audit opinion. Control variables included firm size, financial
performance (ROA), leverage, profitability, market-to-book ratio, audit firm size, and audit firm changes.
Data were collected from company financial statements, stock exchange filings, and archival databases.
For the estimation, logistic regression models were applied for binary dependent variables (restatements
and audit opinions), while generalized least squares regression was used for continuous outcomes (audit
delay and audit fees). Interaction terms were included to assess the moderating effects of governance and
information asymmetry.

Findings

The analysis revealed that managerial ability significantly reduces the likelihood of financial
restatements, decreases audit delay, lowers audit fees, and increases the probability of receiving an
unmodified audit opinion. In particular, a one-unit increase in managerial ability decreased the odds of
restatement occurrence and audit delay, indicating that managerial competence improves internal controls
and financial reporting reliability. Audit fees were inversely related to managerial ability, reflecting the
reduced perceived risk by auditors and lower effort required to conduct the audit. The probability of
receiving a favorable audit opinion increased with managerial ability, highlighting the capacity of skilled
managers to provide high-quality, transparent financial information.

Moderating effects were evident in the interactions between managerial ability and corporate
governance. Strong governance attenuated the magnitude of managerial ability’s impact on audit
outcomes, while weak governance amplified it. For instance, in firms with weak governance structures,
the reduction in restatements and audit delay due to managerial ability was more pronounced. Conversely,
in firms with strong governance, managerial ability still had a positive effect but with diminished intensity,
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suggesting a substitution effect between governance mechanisms and managerial skill. Similarly,
interaction with information asymmetry showed a reinforcing effect: in high-asymmetry environments,
managerial ability exerted a stronger influence on reducing restatements, audit delay, and audit fees while
enhancing audit opinion quality.

Control variables behaved as expected: firm size positively affected audit delay and fees, leverage
was associated with longer audit processes and higher fees, and profitability indicators were inversely
related to audit costs. Audit firm characteristics, including size and changes, also significantly influenced
audit outcomes, corroborating the importance of institutional factors in moderating auditor behavior and
reporting efficiency.

Discussion and Conclusion

The findings indicate that managerial ability is a critical determinant of audit outcomes, operating
both directly and through interactions with corporate governance and information asymmetry. Managerial
competence enhances the quality of financial reporting, strengthens internal controls, and mitigates
auditor-perceived risks, thereby reducing restatements, expediting audit processes, lowering audit fees,
and increasing the likelihood of unmodified opinions. Governance mechanisms interact with managerial
ability in a substitution effect, while information asymmetry serves as a contextual amplifier, intensifying
the role of managerial skill under uncertain or opaque information environments.

The results extend existing theoretical frameworks, including upper echelon theory and agency
theory, by providing empirical evidence of how managerial ability functions as a mitigating factor in audit
risk, especially when formal oversight is limited. The study highlights the nuanced interplay between
human capital, institutional structures, and market information quality in shaping audit outcomes, offering
practical insights for corporate stakeholders, auditors, and regulators.

In conclusion, this study provides robust evidence that managerial ability, in combination with
governance quality and information transparency, significantly influences multiple dimensions of audit
outcomes. Skilled managers not only reduce the likelihood of reporting errors but also enhance auditor
efficiency and confidence, underscoring the strategic importance of managerial competence in corporate
financial reporting. These insights can inform both policy design in corporate governance and managerial
selection strategies, emphasizing the role of human capital in safeguarding financial integrity.
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