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1 Introduction

The integrity of financial reporting rests fundamentally upon the independence

and objectivity of external auditors. While regulatory frameworks have exten-

sively addressed overt threats to auditor independence, such as financial de-

pendencies and non-audit services, the subtle influence of corporate political

connections remains a largely uncharted territory in auditing research. This

study addresses this critical gap by investigating how corporate political net-

works may compromise auditor judgment and decision-making processes.

Auditor independence represents the cornerstone of audit quality, ensur-

ing that professional skepticism and objective evaluation guide the audit pro-

cess. Traditional threats to independence have been well-documented in the

literature, including financial relationships, client importance, and long tenure.

However, the complex web of political connections that corporations cultivate

through campaign contributions, lobbying activities, and board member politi-

cal affiliations presents a more nuanced challenge to auditor objectivity. These

connections create implicit pressures and relational dynamics that may influence
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audit outcomes without violating explicit independence rules.

The significance of this research lies in its novel examination of political con-

nectivity as a distinct dimension of auditor independence risk. Corporate polit-

ical connections can manifest through multiple channels: direct contributions to

political campaigns, employment of politically connected board members or ex-

ecutives, retention of lobbying firms with government ties, and participation in

political action committees. Each of these channels creates potential pathways

through which political pressure could indirectly influence auditor behavior.

This study addresses three primary research questions: First, to what ex-

tent do corporate political connections correlate with measurable changes in

auditor conservatism and reporting behavior? Second, how do different types

of political connections vary in their impact on audit outcomes? Third, what

firm-level and auditor-level characteristics moderate the relationship between

political connectivity and audit quality?

Our research contributes to the auditing literature by developing a compre-

hensive framework for quantifying political connections and examining their au-

dit implications. The findings have important practical implications for standard-

setters, regulators, and audit committees concerned with preserving audit qual-

ity in politically complex environments.

2 Methodology

This study employs a multi-method research design combining quantitative

analysis of archival data with qualitative assessment of political connection

mechanisms. The sample consists of 500 publicly traded companies from the

SP 500 index over a five-year period from 2018 to 2022. Data were collected

from multiple sources, including corporate political contribution databases, lob-

bying disclosure reports, audit opinion data from SEC filings, and corporate
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governance information.

The core methodological innovation of this research is the development of

the Political Connection Index (PCI), a composite measure that quantifies the

depth and breadth of corporate political ties. The PCI incorporates four dimen-

sions: campaign contribution intensity, measured as total political contributions

scaled by firm assets; lobbying expenditure magnitude; board political connec-

tivity, calculated as the proportion of board members with significant political

experience or affiliations; and regulatory agency connectivity, capturing rela-

tionships with key oversight bodies.

To assess auditor independence and objectivity, we employ multiple proxy

measures. Audit conservatism is measured through the frequency of going con-

cern opinions, the magnitude of abnormal accruals, and audit report lag. Audit

pricing behavior is analyzed through audit fee models that control for client risk

characteristics, complexity, and auditor attributes. Additionally, we examine

the relationship between political connections and auditor switching patterns,

as forced auditor changes may indicate independence conflicts.

The primary analytical approach involves multivariate regression models

that control for firm size, profitability, leverage, industry effects, and auditor

characteristics. To address potential endogeneity concerns, we employ instru-

mental variable approaches and propensity score matching techniques. The

models are specified to test both the direct effects of political connections on

audit outcomes and the moderating effects of audit firm size, auditor tenure,

and corporate governance quality.

Robustness tests include alternative specifications of the PCI, subsample

analyses by industry regulatory intensity, and examination of temporal patterns

around election cycles. The methodological framework ensures comprehensive

assessment of the political connection phenomenon while maintaining statistical
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rigor.

3 Results

The analysis reveals several significant findings regarding the relationship be-

tween corporate political connections and auditor independence. First, com-

panies with higher Political Connection Index scores demonstrate statistically

significant differences in audit outcomes compared to firms with lower political

connectivity. Specifically, high-PCI firms are 23

Second, the relationship between political connections and audit fees presents

a complex pattern. While traditional audit fee models would predict higher fees

for politically connected firms due to increased audit risk and complexity, our

results show that high-PCI firms actually pay 7.2

Third, the type of political connection matters significantly. Board-level po-

litical connections, particularly through directors with former regulatory agency

experience, show the strongest association with reduced auditor conservatism.

Campaign contributions demonstrate a moderate effect, while lobbying expen-

ditures show the weakest relationship with audit outcomes. This differential im-

pact suggests that personal networks and relational capital may exert stronger

influence on auditor judgment than financial contributions alone.

Fourth, audit firm characteristics significantly moderate the political con-

nection effect. Big Four auditors demonstrate greater resilience to political

pressure, with the relationship between PCI and reduced conservatism being 40

Fifth, corporate governance quality serves as an important mitigating factor.

Firms with stronger board independence, active audit committees, and separate

CEO/chair roles show weaker relationships between political connections and

compromised audit quality. This suggests that effective governance mechanisms

can partially offset the independence threats posed by political networks.
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The temporal analysis reveals that the political connection effect intensifies

during election years and in the immediate post-election period, particularly

when regulatory priorities may be in flux. This pattern indicates that audi-

tors may perceive higher career and business risks when challenging politically

connected clients during periods of political uncertainty.

4 Conclusion

This research provides compelling evidence that corporate political connections

represent a significant, though subtle, threat to auditor independence and ob-

jectivity. The findings challenge the conventional wisdom that auditor indepen-

dence is primarily threatened by direct financial relationships, revealing instead

that political networks create complex pressures that can influence audit out-

comes.

The study makes several important contributions to the auditing literature.

Methodologically, it introduces the Political Connection Index as a comprehen-

sive tool for quantifying corporate political influence. Theoretically, it extends

independence frameworks to incorporate political connectivity as a distinct di-

mension of independence risk. Practically, it provides audit committees, reg-

ulators, and standard-setters with empirical evidence to inform independence

standards and monitoring practices.

The results suggest that current auditor independence regulations may be

insufficient to address the challenges posed by political connections. While rules

explicitly prohibit certain financial relationships, they provide limited guidance

on managing the relational pressures created by political networks. This gap

may be particularly relevant given the findings of Ahmad et al. (2014) regarding

the expanding role of auditors in governance and risk management contexts.

Several limitations warrant consideration. The study focuses on publicly
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traded U.S. companies, and the findings may not generalize to private firms

or international contexts. The observational nature of the data limits causal

inference, though robust methodological approaches mitigate this concern. Fu-

ture research could explore these relationships in different institutional settings

and examine the behavioral mechanisms through which political connections

influence auditor judgment.

In conclusion, this study demonstrates that corporate political connections

represent an important frontier in auditor independence research. As political

engagement becomes increasingly integral to corporate strategy, understanding

and addressing its implications for audit quality becomes ever more critical for

financial reporting integrity and capital market efficiency.
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