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Abstract

This research explores the impact of mental accounting on audit
quality, particularly focusing on how auditors' cognitive biases
influence their judgments and decision-making. By understanding
these biases, auditors can better identify risks and improve audit
processes. The study is applied, quantitative, and descriptive,
conducted through surveys with 203 certified accountants in Iran. The
findings indicate that mental accounting affects auditors' judgments,
the allocation of partners' working time, and performance defense
costs in lawsuits, but it does not impact auditor independence. The
research concludes that mental accounting influences overall audit
quality. By increasing auditors' awareness of mental accounting and
its effects, the quality of their audits can improve. This insight
highlights the importance of recognizing behavioral biases in auditing
to enhance the effectiveness and accuracy of audit practices.
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1. Introduction
In a world without audits, trust in financial reporting erodes, causing

chaos in statements. Audit quality is vital for reliability and
transparency, shielding against errors and fraud. Understanding
auditors' cognitive processes, particularly mental accounting, is crucial
for enhancing audit quality and improving decision-making in

financial resource classification.

\
In the 1980s, Richard Thaler and Amos Tursky pepul@sized mental

accounting, illustrating how mental limitationsdead to irrational
financial decisions. Thistheory,‘accepted\by psyehologists,

economists, and auditors, comprises three key elements: coding,
classification, apd evaluation of mental accounts. Additionally,

expectations theory addresses decision-making related to risk. By
understandig@ mental @aeg@unts, auditors can gain insights into
financial behaviors anﬁimprove audit quality, making mental
accountinghan essential tool in combating financial abuses and

enhancing overall financial integrity.

Research hypotheses
1. Mental accounting has an effect on audit quality.
a. Mental accounting has an effect on the auditor's
judgment.
b. Mental accounting has an effect on the ratio of
partners’ work time to the total time of work in
the audit budget.
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c. Mental accounting has an effect on the auditor's
independence.
d. Mental accounting has an effect on the process

of defense costs of performance in lawsuits.

2. Literature Review
Audit quality is built on trust and confidence, derived from auditors'

adherence to professional standards and the provision ofreliable
information. This quality is akin to having atrustworthy fr'gnd who
keeps promises and relies on key elements such as\competence;
independence, honesty, and professional skepticism. Definitions of
audit quality vary, focusing onithe auditors’ ability to detect violations
and ensure high-qualityafinancial reperting, Compliance with audit
standards is a marker of audit quality. Additionally, the theory of
mental accounting enhancestaudit quality By helping auditors
understand finan€ial processes and how individuals categorize their
resourceswmaking it awaliiable tool in improving overall audit

practices.
\

Integrating mental accounting with audit quality can significantly
improve the audit process and enhance trust in financial reporting.
Mental accounting identifies behavioral biases that affect auditors'
decision-making by analyzing how financial resources and decisions
are categorized. By recognizing these biases, auditors can adopt
strategies to mitigate their impact, thereby improving audit quality.
Applying mental accounting principles also helps auditors choose

effective methods for gathering and interpreting evidence, ensuring
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higher audit quality. This synergy fosters greater accuracy and
reliability in financial reports, ultimately strengthening public trust in

the audit system.

3. Methodology
This research employs an applied approach and survey method to

improve auditing knowledge, targeting partners, managers, and

certified accountants from A-grade audit institutions in

questionnaire was developed for data coIIe&)\‘ with
ensured through face validity and necessary revisi
rust\h‘thy tool

confirmed using Cronbach's alpha, establishing i

for measuring research variadles.

|
\
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4. Results

Figure 1
Age

Histogram

30

Mean = 31.24
Std. De

Al

Z0.00 25.00 30.00 35.00 40.00 45.00 50.00

ic information

Number  Frequency

Female 49 24.10

Male 154 75.90
Baccalaureate 70 34.50
Level of Masters 84 41.40
education
Ph.D. 49 24.10
Accounting 196 96.60
Audit 7 3.40
Field of Study
Financial Management 0 0

Economy 0 0




(V98 Ol | Fojled | Jat b | (o5 <J38) Sl Juad | € ojleis | € UL | Alanrl5|9

Other management trends 0 0
5 years and less 126 62.10
Duration of audit 6 to 10 years 21 10.30
Experience 11 to 15 years 42 20.70
16 years and more 14 6.90
Table 2 \
Descriptive statistics of secondary dependent variables gf the research
Actual Standar
Variab  Numb  Minimu Maximu d Kurtos  Skewne
Avera . .
le er m m Deviati is ss
ge
on
Secondary Variables
Al 203 32 55 42.38 5.02 0.614 0.539
RPTA 203 19 %‘5 37.10 9.06 0.065 -0.436
B \
Al 203 12 42 27.07 7.77 0.008  -0.891
PDCT s
L 203 22 55 38.41 6.75 0.084 0.532
The Main Variable
AQ 203 89 197 14497  23.56 0.184  -0.054

Table 3
The result of the one-sample t-test in order to check the hypotheses

Actual Result

Variable T df
Average
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Theoretical average = 33

Al 26.62 202 0.000 42.38 Confirmed
RPTAB 6.45 202 0.000 37.10 Confirmed
Al -10.87 202 1 27.07 Rejected

PDCTL 1143 202 0.000 3841 Confirmed

Theoretical average = 132

AQ 7.84 202 0.000 144.97 Confirmed

\
5. Conclusion \
This research emphasizes the role of mental accounting in improving
audit quality, based on Thaleg:s foundational work. [tidentifies four
specific variables to measure audit quality, showing that mental
accounting affects auditers' judgments, partners' wierk'time
allocation, and defense costs. in lawsuitshbut not auditor
independence. Thelfindings,confirm that mental accounting
positively influences audit quality,'consistent with earlier studies by
BonabiGhadimtand Karbasi¥azdi (2013) and Stephen (2018).

The research,assessed the influence of participants' demographic
information onthe hypotheses, concluding that such factors did not
affect the outéemes, as results were consistent across all
demographic groups.
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