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1 Introduction

The role of audit firms in financial markets extends beyond technical verifica-

tion of financial statements to encompass broader institutional functions that

maintain market confidence and facilitate capital allocation. While substan-

tial research has examined audit quality determinants, the specific mechanisms

through which audit firm reputation influences stakeholder trust and financial

reporting accuracy remain inadequately theorized and empirically tested. Tradi-

tional approaches have typically conceptualized reputation as a unidimensional

construct primarily reflecting technical competence, overlooking the complex

interplay between perceived ethical standing, historical performance, and social

capital that collectively constitute reputation in professional service contexts.

This study addresses critical gaps in the literature by developing and testing

a comprehensive theoretical framework that conceptualizes audit firm reputa-

tion as a multi-faceted construct with distinct dimensions that differentially in-

fluence stakeholder perceptions and financial reporting outcomes. Our research

questions challenge conventional wisdom by examining whether the relation-
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ship between reputation and financial reporting accuracy is mediated by orga-

nizational learning processes rather than direct monitoring effects, and whether

high-reputation firms face paradoxical trust vulnerabilities due to elevated stake-

holder expectations.

We introduce methodological innovations through the integration of behav-

ioral experiments with computational text analysis of audit documentation and

stakeholder communications, allowing for triangulation of findings across differ-

ent data sources and analytical approaches. This multi-method design enables

us to capture both explicit stakeholder responses and implicit cognitive processes

that shape trust formation and maintenance in audit relationships.

The theoretical contributions of this research extend auditing literature by

integrating insights from institutional theory, behavioral economics, and orga-

nizational learning perspectives to develop a more nuanced understanding of

reputation dynamics in professional service contexts. Practical implications in-

clude refined approaches to reputation management for audit firms, enhanced

stakeholder communication strategies, and potential regulatory considerations

for reputation-based oversight mechanisms.

2 Methodology

Our research employs a sequential mixed-methods design that combines ex-

perimental approaches with archival analysis and computational linguistics to

provide comprehensive insights into the reputation-trust-accuracy relationship.

The methodological framework was developed to address limitations in prior

research through enhanced measurement precision, causal identification, and

contextual richness.

The experimental component utilized a between-subjects design with 420

professional investors and financial analysts recruited through professional as-
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sociations. Participants were randomly assigned to conditions varying audit

firm reputation (high vs. moderate) and disclosure scenarios (conservative vs.

aggressive accounting treatments). Reputation manipulations were developed

through extensive pretesting to ensure ecological validity, incorporating dimen-

sions of technical expertise, ethical standing, and industry specialization. De-

pendent measures included trust assessments, investment intentions, and per-

ceived financial statement reliability collected through validated scales and be-

havioral measures.

Archival analysis examined 1,250 audit engagements from publicly available

sources over a five-year period, with financial reporting accuracy operational-

ized through subsequent restatements, SEC comment letters, and abnormal

accruals. Reputation measures were constructed using a novel composite index

incorporating firm size, industry specialization, partner credentials, regulatory

history, and client retention rates. This multi-dimensional approach represents

a significant advancement over traditional size-based reputation proxies.

Computational text analysis was applied to audit committee reports, man-

agement communications, and analyst coverage using natural language process-

ing techniques to extract implicit trust indicators and reputation perceptions.

We developed custom dictionaries and machine learning classifiers to identify lin-

guistic markers associated with trust, skepticism, and confidence across different

stakeholder groups. This innovative approach captures subtle communicative

dynamics that traditional survey methods may miss.

Analytical strategies included structural equation modeling to test mediation

pathways, hierarchical regression to examine contextual moderators, and quali-

tative comparative analysis to identify configurations of reputation dimensions

associated with optimal outcomes. The integration of these diverse analytical

techniques provides robust triangulation and addresses potential method biases.
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3 Results

The experimental findings revealed complex relationships between audit firm

reputation and stakeholder trust that challenge conventional linear assumptions.

High-reputation firms initially enjoyed significantly higher trust ratings (mean

= 4.32 vs. 3.67 on a 5-point scale, p ¡ 0.01), but this advantage was highly

contingent on consistency in accounting treatments. When high-reputation

firms employed aggressive accounting methods, trust deterioration was more

pronounced ( = -1.24) compared to moderate-reputation firms ( = -0.63), sug-

gesting that reputation capital creates both benefits and vulnerabilities through

elevated stakeholder expectations.

Archival analysis demonstrated that the relationship between reputation and

financial reporting accuracy was mediated by organizational learning mech-

anisms rather than direct monitoring effects. High-reputation firms exhib-

ited more systematic knowledge management practices, enhanced quality con-

trol documentation, and superior error detection systems that collectively con-

tributed to improved accuracy. The reputation-accuracy relationship was mod-

erated by industry complexity and client governance quality, with reputation

effects being strongest in complex regulatory environments and weakest in well-

governed client organizations.

Computational text analysis revealed distinctive linguistic patterns in stake-

holder communications about high-reputation versus moderate-reputation audit

firms. High-reputation firms were associated with more frequent use of certainty

language and institutional legitimacy frames, while moderate-reputation firms

prompted more frequent use of verification language and specific evidence ap-

peals. These linguistic differences persisted even when controlling for underlying

audit quality, suggesting that reputation shapes communicative expectations in-

dependently of actual performance.
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The integrated analysis identified three distinct reputation configurations

associated with optimal outcomes: technical excellence combined with com-

municative transparency, ethical leadership with industry specialization, and

innovation reputation with process reliability. No single reputation dimension

proved sufficient for sustaining stakeholder trust across different contexts, sup-

porting our theoretical framing of reputation as a multi-dimensional construct

with interactive effects.

4 Conclusion

This research makes several significant contributions to auditing literature and

practice. Theoretically, we advance understanding of audit firm reputation by

conceptualizing it as a multi-dimensional construct with distinct influences on

stakeholder trust and financial reporting accuracy. Our findings challenge the

prevailing assumption of a straightforward positive relationship between reputa-

tion and trust, demonstrating instead that reputation creates both advantages

and vulnerabilities through its effects on stakeholder expectations and attribu-

tion processes.

Methodologically, the study introduces innovative approaches to measuring

reputation and trust through integrated experimental, archival, and compu-

tational linguistic methods. The development of a composite reputation in-

dex incorporating technical, ethical, and relational dimensions provides a more

comprehensive measurement approach than traditional size-based proxies. The

application of natural language processing to audit communications opens new

avenues for capturing implicit trust dynamics and reputation perceptions.

Practical implications include refined reputation management strategies for

audit firms, emphasizing the importance of consistency across reputation dimen-

sions and alignment between reputation claims and actual practices. For regula-
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tors and standard-setters, our findings suggest that reputation-based oversight

should consider multiple reputation dimensions rather than relying on simplified

rankings or classifications. Stakeholders may benefit from more nuanced eval-

uation frameworks that recognize the contingent nature of reputation effects

across different contexts and decision scenarios.

Limitations of the current research include the focus on publicly available

engagements, which may not fully capture reputation dynamics in private com-

pany audits. Future research could extend our framework to different insti-

tutional contexts, examine reputation development processes over time, and

explore cross-cultural variations in reputation perceptions. The integration of

neuroscience methods could provide additional insights into the automatic cog-

nitive processes underlying reputation-based trust formation.

In conclusion, this study demonstrates that audit firm reputation operates

as a complex multi-dimensional construct with nuanced effects on stakeholder

trust and financial reporting accuracy. By moving beyond simplified reputation

measures and examining the underlying mechanisms through which reputation

influences outcomes, we provide a more comprehensive understanding of this

critical element in financial reporting ecosystems.
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