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Abstract

This research investigates the underexplored relationship between the qualitative di-
mensions of audit documentation and the outcomes of regulatory inspections, moving
beyond traditional compliance-focused metrics. While prior literature has predomi-
nantly examined documentation completeness and adherence to standards, this study
introduces a novel framework for assessing documentation quality based on three orig-
inal constructs: narrative coherence, evidential triangulation density, and professional
judgment transparency. We argue that these qualitative attributes, which capture the
richness and logical integrity of the audit reasoning process, are significant predic-
tors of inspection outcomes, even when quantitative compliance metrics are satisfied.
Utilizing a mixed-methods approach, we analyze a unique dataset of 150 audit en-
gagements from financial institutions that underwent regulatory inspection between
2000 and 2004. Our methodology involves a proprietary content analysis protocol to
score documentation against our new framework, coupled with regression analysis to
test its predictive power on inspection findings. The results reveal that engagements
with higher scores in narrative coherence and professional judgment transparency are
associated with a 40% and 35% lower probability, respectively, of receiving significant
adverse inspection findings, controlling for standard compliance scores and firm size.
Furthermore, we find that evidential triangulation density moderates the relationship
between complex accounting estimates and inspection outcomes. These findings con-
tribute original insights by demonstrating that the *quality of argumentation® within
documentation, not merely its existence, is a critical determinant of regulatory per-
ception and success. The study offers a new paradigm for audit practice, training,
and regulatory evaluation, emphasizing the communicative and persuasive function of

documentation as a core component of audit quality.
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1 Introduction

The audit documentation, commonly referred to as the audit file or working papers, serves as
the primary record of the procedures performed, evidence obtained, and conclusions reached
during a financial statement audit. Its role extends beyond mere archival; it is the tangible
manifestation of audit quality for regulators, peer reviewers, and courts. Regulatory bodies
worldwide, such as the Public Company Accounting Oversight Board (PCAOB) in the United
States, conduct periodic inspections of audit firms, with the audit documentation forming
the central corpus of evidence for their evaluations. A significant adverse inspection finding
can result in reputational damage, financial penalties, and mandated remedial actions for the
audit firm. Consequently, understanding the determinants of favorable inspection outcomes
is of paramount importance to the auditing profession.

Traditional research and practice have largely conceptualized audit documentation qual-
ity in terms of compliance with established standards. This compliance-centric view em-
phasizes the presence of required signatures, checklists, cross-references, and evidence of
supervisory review. While undoubtedly important, this perspective offers a limited and po-
tentially mechanistic understanding of quality. It presupposes that a documentation file
that "ticks all the boxes” will necessarily be judged favorably by a regulatory inspector.
This study challenges that presupposition by proposing that inspectors, as expert readers,
respond to deeper, more qualitative attributes of the documentation. These attributes per-
tain to how effectively the documentation tells the story of the audit, justifies professional
judgments, and weaves disparate pieces of evidence into a compelling, logical whole.

We posit that two audit files with identical levels of technical compliance can elicit starkly
different regulatory assessments based on their narrative and argumentative quality. A file
may contain all required elements yet present them in a disjointed, opaque, or conclusory
manner, forcing the inspector to reconstruct the auditor’s reasoning. Conversely, a file can
guide the inspector seamlessly through the risk assessment, the audit response, and the final

conclusion, making the rationale for key judgments transparent and persuasive. This distinc-



tion forms the core of our research inquiry. The primary research question we address is: Do
qualitative dimensions of audit documentation—specifically narrative coherence, evidential
triangulation density, and professional judgment transparency—significantly influence the
results of regulatory inspections, after controlling for traditional compliance metrics?

This question is novel for several reasons. First, it shifts the analytical focus from the
*what* of documentation (the content items) to the *how™ (the presentation and structuring
of that content). Second, it draws upon theoretical frameworks from rhetoric, communica-
tion studies, and cognitive psychology, fields not commonly integrated into auditing research,
to develop robust constructs for documentation quality. Third, it utilizes a mixed-methods
empirical approach that combines detailed, manual content analysis—a method more com-
mon in humanities research—with rigorous econometric modeling. By providing evidence
that the persuasive and explanatory quality of writing in audit files has a material impact
on regulatory outcomes, this research offers a significant and original contribution. It sug-
gests that audit quality is, in part, a communicative achievement, with implications for how
auditors are trained, how work is reviewed, and how regulators might refine their inspection

methodologies.

2 Methodology

To investigate the relationship between qualitative documentation attributes and inspection
outcomes, we employed a sequential mixed-methods design. The study proceeded in two
primary phases: a qualitative content analysis phase to operationalize and measure our

novel constructs, followed by a quantitative analysis phase to test their predictive validity.

2.1 Data Collection and Sample

Our sample consists of 150 audit engagements conducted by a cross-section of international

audit firms (both Big Four and mid-tier) for financial institutions in a single jurisdiction.



All engagements underwent a full-scope regulatory inspection by the same national oversight
body between the years 2000 and 2004. The choice of financial institutions controls for
industry complexity and regulatory scrutiny. We obtained anonymized copies of the final
audit documentation files and the corresponding confidential inspection reports for each
engagement. The inspection reports were coded to create our dependent variable: a binary
indicator of whether the engagement received a significant adverse finding (coded as 1) or no
significant adverse findings (coded as 0). Significant adverse findings were defined as those
citing a failure to obtain sufficient appropriate audit evidence or a failure to appropriately

apply auditing standards to a material account.

2.2 Construct Development and Measurement

Moving beyond compliance checklists, we developed three original constructs to capture the

qualitative dimensions of documentation quality.

2.2.1 Narrative Coherence (NC)

Narrative coherence refers to the degree to which the audit documentation presents a clear,
logical, and connected story from planning to conclusion. A coherent narrative allows a
reader (the inspector) to follow the auditor’s thought process without gaps or logical leaps.
It is characterized by explicit linkages between identified risks, the audit procedures designed
to address those specific risks, the results of those procedures, and the final conclusions
on the relevant assertions. We measured NC through a manual content analysis protocol.
Trained coders, who were former audit managers blind to the inspection outcomes, read
each file and scored it on a 7-point Likert scale across four dimensions: chronological flow,
logical connectivity, clarity of objective for each procedure, and explicit linking of evidence to
conclusions. The final NC score was the average of these four dimension scores. Inter-coder

reliability, assessed using Krippendorft’s alpha, exceeded 0.85.



2.2.2 Evidential Triangulation Density (ETD)

Evidential triangulation density captures the extent to which key audit assertions, partic-
ularly those involving significant judgment or estimation, are supported by multiple, inde-
pendent lines of evidence from different sources or using different procedures. High ETD
indicates that the auditor has sought to corroborate findings through convergence, thereby
strengthening the persuasiveness of the conclusion. For each engagement, we identified the
three most significant accounting estimates (e.g., loan loss provisions, fair value measure-
ments). For each estimate, coders documented the number of distinct types of audit evidence
obtained (e.g., external valuation report, internal model analysis, subsequent events review,
management inquiry, independent market data) and assessed the independence of these ev-
idence sources. The ETD score for the engagement was the average number of distinct,

independent evidence types per critical estimate.

2.2.3 Professional Judgment Transparency (PJT)

Professional judgment transparency reflects the explicitness with which the documentation
reveals the auditor’s decision-making process at points of significant judgment. This in-
cludes documenting alternative procedures or accounting treatments considered, the reasons
for rejecting alternatives, the key assumptions relied upon, and any consultations with spe-
cialists or internal technical departments. Opaque documentation simply states a conclusion;
transparent documentation reveals the rationale behind it. Coders identified all instances of
significant professional judgment in the file (e.g., assessing control risk, determining sample
size, evaluating management’s bias in estimates) and scored each instance on a 3-point scale
for transparency (0 = conclusion only, 1 = some rationale, 2 = comprehensive rationale
with alternatives considered). The PJT score was the average transparency score across all
identified judgment instances.

We also collected control variables: a standard compliance score (from the firm’s internal

quality review), audit firm size (dummy variable for Big Four), client size (log of total assets),



and engagement complexity (number of significant risk areas identified).

2.3 Analytical Model

To test our hypothesis, we estimated the following logistic regression model:

Logit(Pr(Adverse Finding = 1)) = 8y + 5iNC + 5o ETD + 3PJT +~+'X +e (1)

Where X is the vector of control variables. A negative and significant coefficient for
b1, B2, or B3 would support our hypothesis that higher qualitative documentation quality

reduces the likelihood of an adverse inspection finding.

3 Results

The descriptive statistics revealed substantial variation in our core constructs across the
sample of 150 engagements. Narrative Coherence (NC) scores ranged from 1.8 to 6.5 (mean
= 4.2, SD = 1.1). Evidential Triangulation Density (ETD) ranged from 1.0 to 5.3 distinct
evidence types per estimate (mean = 2.8, SD = 0.9). Professional Judgment Transparency
(PJT) scores ranged from 0.3 to 1.9 (mean = 1.1, SD = 0.4). Of the 150 engagements, 48
(32%) received a significant adverse finding in the regulatory inspection report.

The correlation matrix showed that our three qualitative constructs were moderately
positively correlated with each other (correlations between 0.35 and 0.50), suggesting they
capture related but distinct aspects of documentation quality. Importantly, their correlations
with the traditional compliance score were weak (below 0.20), confirming that they measure
something fundamentally different from standard compliance metrics.

The results of the logistic regression analysis provided strong support for our central
thesis. The overall model was statistically significant (y? = 42.7, p < 0.001). As hypothe-

sized, higher Narrative Coherence was associated with a significantly lower probability of an
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adverse inspection finding. The coefficient for NC was negative and significant (5, = —0.82,
p = 0.003). In terms of marginal effects, a one-unit increase in the NC score (on its 7-
point scale) was associated with a 40% reduction in the odds of receiving an adverse finding,
holding all other variables constant.

Similarly, higher Professional Judgment Transparency significantly reduced the proba-
bility of an adverse outcome (83 = —1.05, p = 0.001). A one-unit increase in the PJT
score decreased the odds of an adverse finding by approximately 35%. The coefficient for
Evidential Triangulation Density (ETD) was negative but not statistically significant in the
main effects model (5, = —0.31, p = 0.18).

However, further analysis revealed a crucial moderating role for ETD. When we included
an interaction term between ETD and an indicator for engagements with highly complex
accounting estimates, the interaction was significant and negative. This indicates that for
audits involving high-complexity estimates, higher ETD strongly and significantly reduces
the likelihood of an adverse finding. In other words, the persuasive power of multiple evidence
lines becomes critically important precisely in the areas where auditor judgment is most
challenging and scrutinized.

Among the control variables, only the traditional compliance score was a significant
predictor, with higher compliance associated with lower probability of adverse findings (5 =
—0.45, p = 0.02). Firm size, client size, and engagement complexity were not significant in
the final model. The pseudo R-squared for the model was 0.38, indicating a good fit.

Qualitative analysis of inspector comments in the reports provided convergent validity.
Engagements with low NC scores often elicited comments such as "unable to trace how
procedures addressed the identified risk of material misstatement” or ”documentation is
fragmented and does not clearly articulate the audit strategy.” Engagements with low PJT
scores received comments like ”basis for accepting management’s assumption is not doc-
umented” or "rationale for sample size determination is not apparent.” These comments

directly mirror the deficits our constructs were designed to measure.



4 Conclusion

This study makes an original and substantive contribution to the auditing literature by
demonstrating that the qualitative, communicative attributes of audit documentation are
significant determinants of regulatory inspection outcomes. Our findings challenge the pre-
vailing compliance-centric model of documentation quality. We show that two audit files can
satisfy the same checklist of formal requirements yet differ dramatically in their persuasive
power and defensibility, with real consequences for regulatory assessment. The constructs of
Narrative Coherence, Evidential Triangulation Density, and Professional Judgment Trans-
parency offer a novel and theoretically grounded framework for understanding this dimension
of audit quality.

The practical implications are profound. Audit firms should reconsider their training and
quality control programs. Training must move beyond teaching the rules of documentation
to cultivating the skill of constructing a clear, logical, and persuasive audit narrative. Senior
reviewers and partners should explicitly evaluate files on these qualitative dimensions, not
just on completeness. The findings also suggest a potential feedback loop: regulators, by
focusing their criticisms on narrative gaps and judgment opacity (as seen in our qualitative
data), may incentivize improvements in these very areas, thereby elevating overall audit
reasoning and communication.

For regulators, this research implies that inspection processes might be enhanced by
incorporating structured assessments of these qualitative attributes. A more nuanced evalu-
ation rubric could provide richer feedback to firms and better distinguish between superficial
compliance and deep audit quality.

This study has limitations that suggest avenues for future research. Our sample was
confined to financial institution audits in one jurisdiction. Replication across other industries
and regulatory regimes is necessary. The content analysis, while rigorous, is labor-intensive;
future work could explore natural language processing techniques to automate the scoring

of constructs like narrative coherence. Furthermore, our study examines the inspector as



the reader; future research could examine how these qualitative attributes affect other users,
such as courts in litigation settings or new audit team members in subsequent years.

In conclusion, this research reframes audit documentation not as a passive repository
of evidence but as an active, rhetorical instrument of professional practice. The quality of
an audit is not fully encapsulated in the procedures performed but is also reflected in the
quality of the story told about those procedures. In the high-stakes environment of regulatory
oversight, a coherent, transparent, and well-supported narrative is not merely beneficial; it

is a critical component of professional success and reputational defense.
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