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Abstract:

This study aimed to design and articulate a model of financial health and economic resilience for independent audit firms in
Iran and examine the relationships among undermining factors, adaptive strategies, financial risk management, and
institutional and environmental moderators. An exploratory sequential mixed-methods design was employed. In the
qualitative phase, grounded theory based on Strauss and Corbin’s systematic approach was used, and in-depth semi-
structured interviews were conducted with 10 audit profession experts until theoretical saturation was achieved. Open, axial,
and selective coding yielded 52 initial codes, 18 focused concepts, and six main categories. In the quantitative phase, the
resulting model was tested using data from 357 certified public accountants, audit firm partners, and experienced
professionals. A researcher-developed questionnaire based on the qualitative findings was administered, and the data were
analyzed using partial least squares structural equation modeling in SmartPLS 3. Factors undermining financial health had a
significant negative effect on financial health and economic resilience (B=—0.759, t=25.086). Financial health and economic
resilience had a significant positive effect on adaptive strategies and financial risk management (8=0.943, t=20.252), while
adaptive strategies and financial risk management positively affected qualitative and reputational outcomes in the capital
market ($=0.924, t=92.542). Moreover, the moderating effects of the institutional environment and economic culture
(B=0.565, t=7.471, p<0.001) and environmental, regulatory, and technological factors ($=0.445, t=5.974, p<0.001) were
positive and significant. Financial health and economic resilience constitute fundamental capacities enabling independent
audit firms to withstand economic pressures and implement adaptive and financial risk-management strategies, while
supportive institutional, regulatory, and technological conditions strengthen these capacities.
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Extended Abstract

Introduction

The reliability and transparency of financial information constitute fundamental prerequisites for the effective functioning
of capital markets, creditor decision-making, and public confidence in financial reporting. Independent audit firms play a
central role in this process by enhancing the credibility of financial statements and reducing information asymmetry between
organizations and their stakeholders. Recent evidence indicates that earnings-management practices and inadequate
disclosure transparency can undermine the reliability of financial statements and increase uncertainty among users of
accounting information (Wambua et al.,, 2025), while adequate disclosure and market transparency improve the
informational environment in turbulent economies (Sewpersadh, 2025). The ability of audit firms to fulfill this assurance
function, however, depends not only on auditors’ technical competence but also on the financial, organizational, and strategic
capacities of the audit firm itself. Economic sustainability can provide firms with the resources required to maintain high-
quality external auditing processes (Chen & Yang, 2025), whereas inappropriate financial structures and inadequate control
of leverage may reduce organizational sustainability during market shocks (Sharma et al., 2025). For audit firms, financial
vulnerability is particularly important because excessive dependence on specific clients or audit fees can create pressures
that conflict with professional independence. Long client tenure and fee dependence have been associated with increased
risks to auditor independence (Sirait et al., 2025), and severe income dependence may impair professional objectivity and
generate ethical tensions (Joshi, 2025). Similarly, pressures arising from client retention and financial viability may influence
auditors’ willingness to issue unfavorable professional judgments (Firmansyah et al., 2024), while short-term financial
objectives and income dependence may conflict with audit objectivity (Efunniyi et al., 2024). Consequently, financial health
in an audit firm should be understood not merely as profitability or liquidity but as a broader organizational capacity to
mobilize resources, control costs, preserve professional autonomy, and sustain operations under adverse conditions. This
perspective is also closely related to economic resilience, defined here as the capacity of an audit firm to withstand, adapt
to, and recover from economic and professional disruptions. Professional resilience requires adequate human capital,
appropriate organizational systems, and high-quality judgment processes. Team dynamics and collaborative review
mechanisms can improve audit decision quality by combining individual competence with collective professional evaluation
(Shamsadini, 2024), while the interaction between environmental conditions and internal capabilities influences the quality
of auditor judgment (Shamsadini et al., 2025). Financial literacy and professional financial capability can likewise support
more informed judgments (Omowole et al.,, 2024), and educational empowerment in the digital era can strengthen
professionals’ capacity to respond to increasingly complex decision environments (Ndiak, 2024). Greater autonomy in
financial decision-making may also enhance the ability to make independent and sustainable economic choices (Cineli &
Gonzalez, 2025). At the same time, audit firms increasingly operate within a technologically intensive environment. Advanced
analytical tools can facilitate the processing of complex financial information (Ebirim et al., 2024), machine-learning
applications may reduce human error in financial judgment (llugbusi & Adisa, 2024), and artificial-intelligence-based
analytical frameworks can identify key determinants of audit quality with considerable predictive capacity (Rasoul & Ganji,
2025). The convergence of artificial intelligence and blockchain further offers opportunities for process automation and
enhanced information reliability, although implementation depends on organizational infrastructure and regulatory

compatibility (Arham, 2025). Financial resilience therefore interacts with the technological capacity of audit firms to
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implement adaptive responses. Moreover, institutional and governance conditions shape the environment in which such
capacities are translated into action. Compliance with legal and ethical requirements can safeguard professional
independence during economic turbulence (Hosseini et al., 2024), while conflicts of interest and insufficient process
transparency can impair fairness in audit reporting (Musdalifah & Hariyanto, 2024). Continuous monitoring and financial
transparency also contribute to maintaining auditor independence (Weida et al., 2024), and audit committee characteristics
and client-selection mechanisms can affect the context of professional judgment (Shbeilat, 2024). At the organizational level,
decision-making and financial-reporting errors should not be viewed exclusively as individual failures because structural and
managerial conditions may contribute substantially to their occurrence (Saraei et al., 2024). External conditions are similarly
important: the interaction between internal governance structures and macroeconomic shocks influences financial-health
reporting (Liu, 2024), while early-warning mechanisms can strengthen assessments of liquidity and financial distress (Krisnia
& Rochayatun, 2024). Finally, the implications of audit-firm vulnerability extend beyond the organization itself because
deteriorating audit quality may widen the societal expectations gap surrounding auditors’ responsibilities (Shirowzhan &
Fakhari, 2024). Accordingly, financial health and economic resilience should be examined as interconnected organizational
capacities embedded in financial, professional, institutional, and technological environments. The present study therefore
aimed to design and articulate a comprehensive model of the financial health and economic resilience of independent audit
firms in Iran and to examine the relationships among undermining factors, adaptive strategies, financial risk management,
qualitative and reputational outcomes, and institutional, environmental, regulatory, and technological conditions.

Methods and Materials

This study employed an exploratory sequential mixed-methods design consisting of qualitative and quantitative phases.
In the qualitative phase, grounded theory based on the systematic approach of Strauss and Corbin was used to identify the
dimensions, components, and relationships underlying the financial health and economic resilience of independent audit
firms. Participants consisted of certified public accountants, audit-firm partners, and professionals with more than 15 years
of relevant experience. They were selected through purposive and snowball sampling. Data were collected through in-depth
semi-structured interviews, with data collection and analysis proceeding concurrently until theoretical saturation was
achieved at the tenth interview. Qualitative data were analyzed through open, axial, and selective coding. The process
generated 52 initial open codes, which were subsequently condensed into 18 focused concepts and finally organized into six
principal categories corresponding to the paradigmatic model: causal conditions, the central phenomenon, contextual
conditions, intervening conditions, strategies, and consequences. The central phenomenon was identified as the financial
health and economic resilience of independent audit firms. The qualitative findings were then transformed into a researcher-
developed questionnaire using a five-point Likert scale. Content and face validity were evaluated by 10 academic and
professional experts, and all items achieved acceptable content-validity values. In the quantitative phase, the statistical
population consisted of professionals working in audit firms affiliated with the Iranian Association of Certified Public
Accountants. Using Cochran’s formula, a sample of 357 participants was determined and selected through stratified random
sampling. The quantitative model was evaluated through partial least squares structural equation modeling using SmartPLS
3. The measurement model was assessed through factor loadings, Cronbach’s alpha, composite reliability, average variance

extracted, the Fornell-Larcker criterion, and the heterotrait—-monotrait ratio. The structural model was subsequently




ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

evaluated through path coefficients, bootstrapping, coefficients of determination, effect sizes, predictive relevance,
interaction effects, and the standardized root mean square residual.

Findings

Qualitative analysis identified six main categories surrounding the central phenomenon of financial health and economic
resilience. Undermining factors included destructive price competition and fee undercutting, abnormal financial pressure
from clients, and the failure of audit fees to keep pace with inflation. The institutional and economic context included
inadequate transparency, a relationship-oriented rather than rule-oriented professional culture, and concentrated ownership
that weakened auditors’ bargaining power. Environmental, regulatory, and technological factors included weaknesses in
professional oversight, difficulties retaining specialized human capital, technological constraints, and economic fluctuations
associated with external restrictions. Adaptive strategies included structured client screening and selection, diversification of
services, and implementation of internal quality-control and monitoring systems. Consequences were reflected in reporting
quality, audit decision integrity, professional reputation, public confidence, and the audit expectations gap. In the
measurement model, Cronbach’s alpha values ranged from 0.884 to 0.912, composite reliability ranged from 0.906 to 0.928,
and all AVE values exceeded 0.50, demonstrating satisfactory internal consistency and convergent validity. Discriminant
validity was also supported by the Fornell-Larcker and HTMT criteria. Structural analysis showed that factors undermining
auditors’ financial health had a significant negative effect on financial health and economic resilience (f = -0.759, t = 25.086).
Financial health and economic resilience, in turn, had a strong positive and significant effect on adaptive strategies and
financial risk management (B = 0.943, t = 20.252). Adaptive strategies and financial risk management exerted a significant
positive effect on qualitative and reputational outcomes in the capital market (B = 0.924, t = 92.542). The coefficients of
determination were 0.575 for financial health and economic resilience, 0.955 for adaptive strategies and financial risk
management, and 0.854 for qualitative and reputational outcomes, indicating substantial explanatory capacity, particularly
for the latter two endogenous constructs. Predictive relevance values were 0.310, 0.458, and 0.443, respectively, and all were
greater than zero, demonstrating satisfactory predictive relevance. Moderation analysis further revealed that the interaction
effect of the institutional environment and economic culture on the relationship between financial health/economic
resilience and adaptive strategies/financial risk management was positive and statistically significant (B = 0.565, t = 7.471, p
< 0.001). Environmental, regulatory, and technological factors also positively and significantly moderated this relationship (B
=0.445,1=5.974, p < 0.001).

Discussion and Conclusion

The findings demonstrate that the financial health and economic resilience of independent audit firms constitute
foundational organizational capacities rather than narrowly defined financial outcomes. Destructive price competition,
inadequate audit fees, and inappropriate client pressures reduce the capacity of audit firms to maintain sufficient economic
resources, preserve operational flexibility, and sustain professional activities during periods of instability. Conversely,
financially healthier and more resilient audit firms are better positioned to implement proactive responses, including selective
client acceptance, service diversification, internal quality controls, investment in professional capabilities, and systematic
financial risk management. The particularly strong relationship between financial health/economic resilience and adaptive
strategies suggests that firms require a minimum level of financial and organizational capacity before they can respond

effectively to environmental pressures rather than merely endure them. The strong effect of adaptive strategies on
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qualitative and reputational outcomes further indicates that resilience becomes professionally valuable when it is translated
into concrete risk-management and quality-preservation practices. Thus, the consequences of financial health extend beyond
the internal survival of the audit firm and affect reporting quality, professional credibility, public confidence, and the wider
functioning of the capital market. The significant moderating effects also demonstrate that financial resources do not operate
in isolation. A supportive institutional culture, stronger professional regulation, effective oversight, adequate technological
infrastructure, and favorable environmental conditions increase the likelihood that economic capacity will be transformed
into appropriate strategic responses. In less supportive environments, by contrast, even financially capable firms may
experience obstacles in converting their resources into effective adaptation. Overall, the proposed model presents financial
health, economic resilience, institutional conditions, technology, professional oversight, and risk-management strategies as
interconnected components of sustainable independent auditing. Strengthening the economic foundations of audit firms,
improving fee-setting and fee-management mechanisms, reducing excessive client dependence, developing technological
capabilities, maintaining specialized human capital, enhancing professional oversight, and institutionalizing risk-based
quality-management systems can therefore contribute to both the sustainability of audit firms and the preservation of audit

quality and professional credibility in turbulent economic environments.
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