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Extended Abstract

Introduction

Auditing is conducted to enhance users' confidence in an organization's financial
statements and to serve the public interest. Trust and confidence in auditors play
a crucial role in facilitating the smooth functioning of capital markets. The
integrity and credibility of auditors form the foundation of trust in the audit
process. According to Birnbaum and Stegner’s (1979) theory of credibility, the
reliability of audited information depends on the perceived independence of the
auditor and their ability to provide accurate and reliable financial insights.
Independence is widely regarded as the cornerstone of general trust in auditing.
However, public confidence in audit performance has declined over time, leading
to a credibility crisis, as auditors have increasingly faced scrutiny, criticism and
litigation.

Major accounting scandals, global financial crises and the collapse of corporations
such as Enron and WorldCom have severely undermined investor confidence in
global capital markets. These incidents have significantly eroded the credibility of
the auditing profession and weakened public trust in auditors. In response, the
United States Congress enacted the Sarbanes-Oxley Act in 2002, marking the end
of self-regulation in the auditing profession. This legislation aimed to protect
investors' interests by establishing regulatory oversight of corporate audits,
thereby enhancing accountability and transparency in financial reporting.

To maintain professional credibility and reputation while mitigating legal risks,
auditors are encouraged to prioritize the enhancement of audit quality and the
delivery of reliable audit reports. Given the persistent ambiguity surrounding audit
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report credibility, extensive efforts have been undertaken to examine this issue
through a comprehensive literature review and background research. This study
employs a qualitative approach, incorporating focused and in-depth interviews
with auditing experts, consultations with professors and thought leaders and the
identification of key concepts and components, all aimed at achieving the primary
research objective.

Accordingly, this research seeks to address the this fundamental questions: From
the perspective of auditing professionals in Iran, what are the most critical
components contributing to audit report credibility? Furthermore, what constitutes
an appropriate conceptual model for explaining audit report credibility in the
Iranian context?

Considering the pivotal role of auditors in validating financial statements and the
credibility gap that has emerged in this validation process-particularly in the wake
of corporate scandals and allegations of auditor negligence in disclosure-
developing a comprehensive model for audit report credibility is imperative. This
issue is further exacerbated by instances of financial misconduct, such as the
mismanagement of privatized state-owned enterprises and large-scale
embezzlement. To address these challenges, this study proposes a data-driven
theoretical framework aimed at establishing a robust and comprehensive model
for audit report credibility.

Literature Review

A deficiency in delivering high-quality audit reports can serve as the catalyst for
unfavorable consequences. The global financial crises have raised fundamental
questions regarding the efficacy of auditing, prompting widespread skepticism
about its relevance and reliability. Doubts and uncertainties within society
regarding the trustworthiness of the auditing profession have sparked extensive
debates. Many stakeholders contend that audit reports enhance transparency,
thereby underscoring the crucial role of auditing institutions in influencing the
decisions of both internal and external users. Consequently, the preparation of
audit reports and the enhancement of their credibility are of significant
importance.

Strengthening the credibility of audit reports through rigorous oversight and
review by auditing institutions is considered a key factor in fostering investment
growth and ensuring sustainable development in capital markets. Such
mechanisms play a vital role in instilling investor confidence in the accuracy and
reliability of financial statements, thereby enhancing financial transparency
(Akther and Xu, 2021).

De Widt et al. (2022), in their study, examined stakeholder perceptions of audit
credibility following structural transformations in local government auditing in
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England. Their research builds upon the determinants of audit credibility proposed
by Funnell et al. (2016). The findings suggest that stakeholders generally perceive
the current arrangements positively in terms of technical competence and auditor
independence, albeit to a limited extent in the short term.

Professional judgment in auditing is a critical determinant of audit report
credibility, influencing the entire audit process. Fossung and Verges (2021), in
their study, confirmed a significant relationship between independent audit quality
and value creation, while controlling for external factors such as company size
and age. Their findings indicate that audit quality, determined by auditor
competence and independence, has a positive and significant impact on value
creation.

This study represents the first research effort to employ the Grounded Theory
strategy alongside a mixed-method approach to develop a comprehensive model
for audit report credibility. Given the ongoing credibility crisis in the auditing
profession, this research not only aims to bridge the existing gap in the literature
on audit report credibility but also seeks to introduce an innovative model. The
novelty of this model has the potential to offer new insights for auditing standard-
setters and professionals, guiding them toward enhanced audit credibility.
Additionally, the findings of this study will be valuable for users of audit reports
by providing a more reliable and transparent framework for assessing audit
credibility.

Research Methodology

This study is grounded in an interpretative paradigm and follows a deductive
reasoning approach. It employs a qualitative research design based on the
Grounded Theory methodology, specifically adopting the systematic approach of
Strauss and Corbin (1990). The study is fundamentally theoretical, as its primary
objective is to develop a conceptual model. Additionally, it is exploratory, as it
seeks to investigate a subject where existing knowledge is insufficient.

From an epistemological standpoint, this research is descriptive and follows a
survey-type design. It is cross-sectional in terms of its time dimension, as
interviews were conducted in 2023. For the theoretical foundations, a library-
based approach was employed, while data collection was carried out through in-
depth and semi-structured interviews.

Following the Grounded Theory methodology, data analysis was conducted
through a systematic three-stage process: open coding, axial coding and selective
coding, ultimately leading to the development of a theoretical model. The
interview data were coded using MAXQDA software.

The research population consisted of experienced professionals in the field of
auditing. To ensure the credibility of this qualitative research, the Lincoln and
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Guba (1985) and Guba and Lincoln (1994) evaluation frameworks were applied.
Theoretical saturation was achieved after conducting 16 interviews with experts
in the auditing profession.

Results
The open coding stage resulted in the identification of 58 initial codes with a total
frequency of 430 occurrences. Following the paradigm model proposed by Strauss
and Corbin (1990), the axial coding phase categorized the extracted concepts into
six core dimensions: causal conditions, phenomenon, strategies, contextual
conditions, intervening conditions and consequences.
The findings from the axial coding stage indicate the identification of nine main
categories, structured as follows:

e One category representing the phenomenon (credibility of audit reports)

e Three categories related to causal conditions

e One category for strategies (effective supervision)

o One category for contextual conditions

e Two categories for intervening conditions

o One category for consequences associated with the research phenomenon

The relationships between these derived concepts align with the original paradigm
model of Strauss and Corbin (1990). The proposed paradigm model for audit
report credibility is illustrated in Figure (1).

(lntervcningconditions:\

( Contextual conditions: w 1. Limiting conditions
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responsiveness

{ Causal conditions:

1. Envi({;onmemal Central
conditions non: (
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. credibility p
3. Individual

characteristics
Figure (1) The paradigm model of audit report credibility

Discussion and Conclusion

The central theme of this study is the credibility of audit reports. Audit reports that
lack credibility and quality can result in adverse consequences for the auditing
profession, individuals and society as a whole. Current auditing standards outline
the procedures for auditing financial statements, the audit process, the
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responsibilities of both management and auditors and most importantly, the
auditor's opinion.

The findings of this study align with the research conducted by Behbahaninia et
al. (2021), Fung et al. (2017), Haeridistia and Fadjarenie (2019) and Delbary
Ragheb et al. (2022), further supporting the significance of audit report credibility
in maintaining trust and transparency in financial reporting.

The underlying conditions identified in this study include environmental
conditions, responsiveness quality and individual characteristics. A favorable
work environment not only enables audit firms to attract and retain talented
professionals but also fosters higher job satisfaction and motivation among
employees. This, in turn, encourages constructive behavior, enhances productivity
and ultimately contributes to improving audit quality.

Moreover, due to the sensitive nature of audit reports, various stakeholders and
regulatory bodies seek to oversee professional auditing services. The primary
driver behind the increasing involvement of multiple entities in audit oversight is
the heightened sensitivity to audit quality among interested parties and
stakeholders. This has, in effect, expanded auditors' responsibilities and
intensified regulatory scrutiny.

These findings are directly and indirectly consistent with the results of prior
studies conducted by Daryaei and Azizi (2018), Alizadegan et al. (2023), La Ode
et al. (2020) and Haeridistia and Fadjarenie (2019), further reinforcing the
significance of environmental and professional oversight factors in shaping audit
quality.

In this study, strategies encompass effective monitoring. The integration of
computer-assisted audit tools and techniques (CAATTS) represents a
technological advancement in the auditing profession, as recommended by
auditing standards. The adoption of these tools enhances audit efficiency,
improves accuracy and reduces operational costs.

Additionally, a principles-based approach among accountants and auditors in
applying accounting and auditing standards fosters a deeper understanding of
regulatory frameworks, ultimately leading to higher-quality financial reporting
and auditing practices.

These findings are both directly and indirectly consistent with prior research
conducted by Daftari (2013), Keshavarz et al. (2023) and La Ode et al. (2020),
further reinforcing the importance of technological integration and principles-
based auditing in improving audit quality and effectiveness.

In the implementation of audit report credibility strategies, it is essential to
consider general characteristics of auditing as the fundamental conditions. The
most critical factors include professional education, legal support, the country's
economic conditions and employees' qualifications.
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Moreover, gender-based differences in cognitive data processing, diligence,
conservatism, overconfidence and risk tolerance may influence auditor judgment,
thereby affecting the overall quality of auditing services.

These findings are both directly and indirectly consistent with the research
conducted by Alavi Tabari et al. (2011) and Ittonen et al. (2013), further
supporting the notion that individual characteristics and broader economic and
legal contexts play a crucial role in shaping audit quality and credibility.
Intervening conditions refer to factors and circumstances that either facilitate or
hinder the implementation of audit report credibility strategies. These conditions
include constraining conditions and remedial weaknesses with the most critical
factors being document limitations, time constraints, planning deficiencies, client
knowledge gaps and team inefficiencies in task execution.

These findings directly and indirectly align with the research outcomes of Abbas
Zadeh et al. (2013) and Bakhshi et al. (2022), reinforcing the significance of
structural and procedural challenges in shaping the effectiveness of audit
practices.

The consequences and outcomes of implementing audit report credibility
strategies are the central focus of this study. The outcome component of the
proposed model is value-added auditing. This concept refers to systematic efforts
aimed at enhancing the quality and efficiency of the auditing process, thereby
empowering auditors to assume a more significant and influential role in ensuring
the accuracy, transparency and reliability of financial reports.

Based on the findings of this study and in consideration of the identified
challenges, the following recommendations are proposed for professional
regulatory authorities:

e Establishing an independent supervisory framework under government
oversight, ensuring well-defined responsibilities, independence,
transparency and accountability of regulatory bodies.

e Organizing specialized training programs for auditors to enhance their
professional competence.

e Developing policies that reinforce auditor independence and enhance
communication within the auditing profession.

o Facilitating the expansion or merger of auditing firms to improve their
operational capacity and market presence.

e Implementing a robust quality control system to enhance the reliability
and integrity of the auditing profession.

o Educating stakeholders on auditing principles and best practices.

e Supporting the adoption of new software and technologies by providing
the necessary infrastructure to improve audit efficiency.
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Additionally, auditing firms are encouraged to:

Foster a favorable and professional work environment for employees.
Implement an internal quality control system to maintain high auditing
standards.

Develop an effective recruitment and promotion system to attract and
retain skilled auditors.

Diversify service offerings to adapt to evolving market demands.
Leverage modern audit software, auxiliary tools and information
technology to enhance efficiency and accuracy.

Furthermore, companies, investors, creditors and other audit stakeholders are
advised to:

Consider audit quality criteria when selecting auditors.

Engage auditors effectively in addressing concerns regarding audit
quality.

Pay close attention to audit report content and quality when making
decisions at general meetings and assessing managerial performance.
Establish robust governance structures, internal controls and audit
committees to strengthen corporate accountability and financial
transparency.

Finally, to validate the proposed model and address generalizability limitations, it
is recommended that a separate quantitative study be conducted to empirically test
the credibility of the findings presented in this research.
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1. International Auditing and Assurance Standards Board (IAASB)
2. Public Company Accounting Oversight Board (PCAOB)

3. Financial Reporting Council (FRC)

4. Key Audit Matters



\f'\”uluu.a)/\‘o)l.o.»)/Wb)g.}/d)l.\fd\)uwsg‘w dmuﬁw VoY

oilgs g 05T Il o po 45 wye Ll b Loyl 365y 51 liin ] eg pmlls Il S o0l
(b glad sl (Koo dlatly 5 Camidg o & Sy m ] 4 by SleMbl sn
b odly Mzl 8 3l 4805wyl (glis] j oin] b dushe (gldd s K5 | cdlio
Sige 3> ol s S5 399 3] IS aSeslizal Janl b Ygane (5,0l JMizal 5 3 b
oS b, (Khorramabadi, 2020) (¢sble,5 .(Bahrami et al., 2021) cul by jasuio
Sloss S oo (398) Cyenl ) 45 )ke o 25 o a5 ol Jolo ez |y o ples S
Slge (B o ples Slawde b B celo (Stwly 5 oplus ghad )95 ¢ plus ot
Beattie ) [U,5 5 o S 25 |y Lo prbes Ml Wlgs o LS 13 e o o pibes il
Dlg oyl Ml BasSuags Jelge a5” Wil &) caales (and Fearnley, 1998
Wiy b s ls] ol a5 LTl il L plas Sladd 5 o plas e Sloss cladls,l
Pl ol b Lo 3l b ol b 48 (dloyshie IS sl g gilis ol iz
olasl woecs ) .(Sullivan, 2004) ws” sl z8lie s Cunl (Sae 1y il 08 S5 c0nds
Ol b Sllllae 5 (350 355 00 ol sl Sal38l sl cadlad I luabol 5 a8lis ol |
AKther ) 3,0 3535 Jlo sl ygo GBaSoslinal 5 sloples oo (bl BIKS 45 aas
sl 5l ) o plucs 45T 5 Sl 1 oses sl o aly 5 .(@nd Xu, 2021
OB asSeoliinl 5 oyl plues o dleiel BIKS Hlaisds BIKS pl 5l 3959 (S0 Cannn <5l
oe byl Bls (Hogan et al., 2008) soi o ciyyns ol owplus Jbo slacsgo
OOF gy ond Jitie ply 5l )8 Sy pae > Jlo o yge GBS ealatul 5 b plae
pIY g plue o)l (giedgm )90 3 Yt (lizebl Sl (sl sl 3)lslil (gl
(Asare and Wright, 2012) sl sgue (aw plus (i)155 Jde Cnl
Wlp IS g o cul uples ()15 il bumd oLt wplas > gl cglas
(sl slod Il oz )ler ) (Spd g ple 2l oplas ) 2 o b e
S5 e | ggige o OBl 0)b)d (S el slp Mo 5By Gl g oo plus
dod ) o plus s jlulin] 4ilg8 xog » Cdlas pl il (gldd > glad len (glise
oo 3l (Ranjbarian et al., 2021) cuwl 48,5 )8 Jlaine Modlops sladylsbiol g b yguis
Ao )y (guyp a jlo a8 (b lalpd 5 wples g gilules e Sl Sl (S S0
ol a5 (g0 ikl OIS b )0 &S Cuwl B olad uasus Sluogas )8
S sl B S o) ag ples Slles a1 plas 3 cglad oS Iz



180 S 3509) S i plus )15 sl Jae &)

J.leu;o cul.w):l»‘o L)»)i) 9 )L.B) » d)'f).u;l) l) wa?w uLuow ‘L)")’L‘" f.))l.) w):w
s el gyl 2013 JS 5 loplas gld s ©glad ¢ (¢S preai g slodas 5
L &S s )b,y glagSa aus o M oLl coplpls sl awily Jbo sl ypo o lach oo
(slad e NS aloyw VFe g Liulesl Ol eolatwl b img} > (Carver et al., 2023)
oo Sl (slizdl )] 51 patee ol aisly 35 SeMbl )b wlas! il algd b sely sLzdl
sl 4231 0038 ) plus €Sy Jbline g o S 13T o plus

Sl oS s Jolge wlol i} 4o (De Widt et al., 2022) -, Sen g cog (65
a5 W00 )S gwyp ol aBly aswgs (FUNNEll et al., 2016) ) Ken g Jigd lawgs oS oaw ol
ly ol slatel QLSS 5> (e ages (g plus 0aB0195 )55 jluleda > Gladicsd 498
CanMo b bls)l jd ol 6wyl Cute (496 4 pils Ol i 5l as o lis gl .lodsend
ol 00 Syd teolieS jd JBlas ol plus el 5 28

@ oluebl g jluel il cel o Lelge imgy ,» (Akther and Xu, 2021) o 4 ;ST
Bk 5l ool IS lo o YOF 5l oyl g3y (clamodls .d5dg0d gy |y Bgd oo (oo plus j35))
Jils T S Slupe Jilis gyl @Ybe (gilodse ol g 0 gyl asbi sy
00508y Mazl b cylisebl ¢ jliel )85l ouiiS syt 93 45 3y olis asl .8
e o plu GBdieS )i 5 o plue (5Ll 15 2 (ow plus u2 Slosd )l )5 Cydgame
0ol e b o plus @lbliy)] sguy .l 0030,5 Slolid 0aiS > JMaiwl dloul leica
4 e Wi sl Gl pmen Casl 039 Loy (o plas (Si5el (e g (gl
» (Fossung and Verges, 2021) sy 5 Sogwed g (ol (055 53 5k oylaebl
Jolge plo & Jloy 050,8 10b 1y G35 dbwl g Jite oo plass CadsS o b5 gy
daly ool 85k iagh Sk 4Gl ddr gl g 03,5 JpuS ) (S855 (g 03l0) g0
oyl dalllas g 00 plol sygr SIBCS b 3)90 13 Fishe g 4Blaswgi (sloyodS Linoj )

S b bhwg (S5l 35 demp e awplas wtew wyp sl ) e 250,

1. Partial Least Squares (PLS)
2. Structural Equation Modeling (SEM)
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1. Systematic Grounded Theory
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