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Highlights:

Related party transactions (RPTs) increase audit fees by elevating inherent and control risks.

Disaggregated RPT components purchases, sales, financial facilities, and intercompany
payments each show a positive and significant association with audit fees.

Firm size and auditor type are influential control determinants of audit fees.

Strengthening disclosure and internal controls over RPTs can help manage audit costs.

Abstract:

This study aims to examine the impact of related party transactions on audit fees. Based on
the conflict of interest theory, such transactions may be used opportunistically, increasing the
inherent risk for companies. Therefore, this research analyzes the relationship between different
components of related party transactions, including purchases, sales, financial facilities, and
intercompany payments, with audit fees.

This research follows a descriptive-correlational and post-event approach, utilizing financial
data from 127 companies listed on the Tehran Stock Exchange between 2018 and 2023. The
required data were collected from official financial sources and analyzed using panel regression
models.

The results indicate a significant positive relationship between related party transactions and
audit fees. Specifically, higher amounts of purchases, sales, financial facilities, and intercompany
payments are associated with increased audit costs. These findings confirm that greater volume
and complexity of related party transactions lead to higher audit risk and, consequently, higher
audit fees.

The study concludes that companies with more extensive related party transactions incur
higher audit fees due to the increased need for detailed examination, higher risk of financial
misstatements, and greater auditor efforts to verify financial information. Therefore, reducing
related party transactions can help in better managing audit costs.

This study contributes to the auditing and financial management literature by providing a
more detailed understanding of the relationship between related-party transactions and audit
fees. Unlike most prior studies that examined only the overall impact of such transactions,
this research separately investigates their components (purchases, sales, loans, and mutual
payments) over a ten-year period while controlling for key firm-specific variables. The findings
offer practical insights for auditors and corporate managers in enhancing financial transparency
and optimizing audit cost management.
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Extended Abstract:

Purpose: This study investigates the effect of related-party transactions (RPTs) and their
individual components on audit service fees among firms listed on the Tehran Stock Exchange
(TSE). Drawing on the conflict of interest and agency theory frameworks, RPTs are viewed
as transactions that may distort managerial incentives and create information asymmetries
between managers and shareholders. Such conditions raise the inherent and control risks faced
by auditors, who must perform additional verification and evaluation procedures. Consequently,
the study hypothesizes that greater involvement in RPTs leads to higher audit fees. Unlike many
prior studies that examine RPTs in aggregate, this research separately evaluates four major
components—purchases, sales, financial facilities, and intercompany payments—to provide a
more precise understanding of how each transaction type influences audit pricing and auditors’
risk assessments.

Theoretical background: The theoretical foundation of this research is rooted in agency
theory (Jensen & Meckling, 1976) and the audit risk model (Watts & Zimmerman, 1986). From
an agency perspective, managers may use RPTs opportunistically to transfer wealth, manipulate
earnings, or obscure firm performance, especially in environments with weak governance. This
opportunism increases audit risk, as auditors must ensure the fair presentation of transactions
that are not conducted at arm’s length. According to the audit risk

model, as the risk of material misstatement rises, auditors must increase their effort, which in
turn leads to higher audit fees. Moreover, from the perspective of signaling and resource-based
theories, higher audit fees may also reflect the auditor’s response to the client’s operational
complexity and demand for quality assurance. Therefore, RPTs represent a multidimensional
risk factor influencing both audit scope and cost.

Design/methodology/approach: This study adopts a quantitative, post-event, descriptive—
correlational design. The population consists of all firms listed on the TSE between 2018
and 2023. Following a screening process that excluded financial intermediaries, insurance,
and investment firms, a final sample of 127 firms was identified, producing 762 firm-year
observations. The research relies on secondary data extracted from financial statements, notes,
and disclosures published on the Codal and TSE official databases.

Two panel regression models were employed. The first model tests the overall effect of
total RPTs on audit fees, while the second disaggregates RPTs into four categories: purchases
(RPT1), sales (RPT2), financial facilities (RPT3), and intercompany payments (RPT4). The
dependent variable is the natural logarithm of the audit service fee. Control variables include
firm size, profitability (ROA), leverage (LEV), audit firm type, audit report lag (ARL), audit
complexity (INVERC), loss indicator, auditor workload (BUSY), firm age, and fixed effects for
year and industry. To ensure model validity, the study performed Chow and Hausman tests to
determine whether fixed or random effects models were appropriate. Additionally, diagnostic
tests confirmed the absence of serial correlation, heteroskedasticity, and multicollinearity,
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ensuring robust estimation results.

Findings: The results provide strong empirical support for the hypotheses. In the first model,
total RPTs are found to have a positive and significant impact on audit fees at the 5% level.
Firms with a higher volume of related-party transactions incur higher audit costs, consistent
with the notion that auditors perceive these transactions as risk-enhancing activities. The second
model, which decomposes RPTs into four categories, reveals that all components—purchases,
sales, financial facilities, and intercompany payments—are positively and significantly related
to audit fees. This suggests that each category contributes uniquely to audit complexity and
risk. Purchases from related parties increase the auditor’s need to test transaction pricing and
cost recognition; sales to related parties raise concerns over revenue recognition and timing;
financial facilities introduce credit risk and issues of recoverability; and intercompany payments
complicate cash flow tracing and reconciliation processes. Control variables further confirm
theoretical expectations. Larger firms, firms audited by national audit organizations (such as the
Audit Organization or Mofid Rahbar), and firms with

longer operating histories tend to have higher audit fees. Conversely, profitability exhibits a
negative association with audit fees, indicating that financially stable firms are perceived as less
risky audit clients.

Discussion: The findings align with international research (e.g., Alhadab & El Diri,
2024; Gavana et al., 2024) and reinforce the view that RPTs, while sometimes necessary for
operational efficiency, represent a key source of audit risk. In emerging markets like Iran, limited
transparency, weaker enforcement of disclosure regulations, and concentrated ownership
Structures magnify the potential for opportunistic behavior through RPTs. Consequently,
auditors in such environments demand higher fees to compensate for the additional audit
procedures and professional liability exposure. By decomposing RPTs into their components,
the study highlights that not all related-party dealings affect audit fees equally. Financial and
intercompany transactions tend to carry the highest audit risk due to their ambiguity and
potential for concealment, while operating transactions (purchases and sales) are relatively
more transparent but still require extensive audit testing.

Practical implications: The results have significant implications for corporate managers,
auditors, and regulators. Managers should enhance the transparency and documentation
of RPTs to reduce audit complexity and fee burdens. Implementing robust internal controls
and clear approval mechanisms for RPTs can mitigate perceived audit risk. For auditors, the
findings provide guidance for audit planning and pricing decisions. Understanding the relative
risk contribution of each RPT category allows for more efficient resource allocation and fairer
fee estimation. Regulatory bodies and policymakers can also benefit from these findings
by enforcing more rigorous disclosure requirements for RPTs and strengthening corporate
governance codes to limit opportunistic related-party dealings. Enhanced disclosure and
oversight would not only improve financial reporting transparency but also foster trust between
firms and audit practitioners.

Research limitations and future directions: While this research provides valuable insights,
it is limited to firms listed on the TSE and may not capture dynamics in private or non-listed
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entities. Moreover, qualitative aspects of corporate governance and audit quality were not
directly measured due to data constraints. Future studies could examine moderating factors such
as board independence, ownership structure, or audit firm rotation to better explain variations
in audit pricing. Comparative studies across countries with different regulatory environments
would also enhance the external validity of these findings.

Originality/value: This study contributes to the auditing and financial reporting literature
by offering a detailed and component-based analysis of RPTs in relation to audit fees—an
approach rarely undertaken in emerging markets. By using multi-year panel data and controlling
for both firm- and auditor-specific characteristics, it extends the existing audit fee models and
provides empirical evidence from the Iranian context. The results underline the critical role
of RPT transparency in maintaining audit quality, minimizing risk, and managing audit costs
effectively.

Key Words: Related-party transactions; audit service fees; purchases; sales; financial
facilities; intercompany payments; audit risk; corporate governance; Tehran Stock Exchange;
panel regression.
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