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Abstract

This study examines whether the ideological orientation of the audit partner and audit committee
members—defined as their personal belief systems and inclinations, including their attitude toward
risk, ambiguity, and novelty—has an impact on engagement partner selection and the effectiveness
of oversight in the financial reporting process. Drawing on prior evidence that the two main U.S.
political parties reflect different ideologies, we hand-collect political donation data to construct
ideological scores for audit partners and audit committee members. Our findings highlight several
intriguing relationships. First, audit committees are more likely to select an ideologically dissimilar
partner. Second, greater ideological dissimilarity between these two key monitors is associated
with higher financial reporting quality. The effects of financial reporting quality are most
pronounced among more effective audit committees and when audit partners have longer tenure
with the client. These effects are incremental to both social connections between the audit partner
and audit committee and to ideological differences between these parties and the CEO and CFO.
Overall, the results support the notion that ideological dissimilarity between audit partners and
audit committees can foster effective oversight of the financial reporting process. Moreover,
ideological dissimilarity appears to be a useful and rational cue in audit partner selection decisions.
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1. INTRODUCTION

Auditors and audit committees play an integral role in monitoring the financial reporting
process. Audit committees, comprising independent board members, help establish and oversee
policies, procedures, and internal controls necessary to produce quality financial reports in a timely
manner. This oversight extends to the external audit process, in which an independent auditor
gathers evidence and evaluates management’s assumptions, judgments, and application of
accounting principles. Although audit committee members often rely on the external auditor, and
in particular the engagement partner, to be a counterweight to management (Beasley et al. 2009),
an effective audit committee should be willing to challenge the assumptions and judgments not
only of management, but also of the auditor.! Several studies highlight the collaborative and
interdependent nature of the relationship between these two monitors and how one can influence
the judgments and performance of the other (Brazel et al. 2024; Contessotto and Moroney 2014;
Hansen et al. 2021). Since these monitors do not operate in isolation, less effective monitoring by
either the auditor or audit committee could result in lapses in oversight, potentially leading to lower
financial reporting quality.

In this study, we examine whether an audit partner’s ideological dissimilarity from the
audit committee factors into partner selection and whether differences in audit partner and audit
committee ideologies influence financial reporting oversight effectiveness. Our use of the term
“ideology” refers to an individual’s system of beliefs and views, including preferences for risk,
ambiguity, and novelty.? Research in political science documents that conservatives have a higher

preference for certainty and stability and are typically cautious, while liberals tend to be more

! For instance, some auditors may be overly conservative when the perceived risk of litigation is high (DeFond and
Subramanyam 1998). Others may be incentivized to over- or under-audit in certain circumstances (Hansen et al. 2021).
2 We focus on ideologies reflected by political affiliation rather than personality in general, which tends to be much
broader and encompasses other factors such as extraversion, competitiveness, and neuroticism among others.
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tolerant of uncertainty, ambiguity, and risk (Wilson 1973; Jost et al. 2003; Van Prooijen et al.
2015; Jost 2017). Although managers’ ideologies have been linked to corporate policies and
strategies (Hutton et al. 2014; Christensen et al. 2015; Zhang 2015), evidence regarding the
influence of auditor ideologies on financial reporting quality is limited to more narrow or extreme
proxies of risk-taking behavior (Amir et al. 2014; Pittman et al. 2023) and largely ignores the
interplay between the auditor and the audit committee, despite the audit committee’s oversight of
both management and the auditor.

Consistent with arguments motivated by agency theory that heterogeneous boards enhance
oversight through increased objectivity and diverse perspectives (Adams and Ferreira 2009;
Anderson et al. 2011), we recognize that audit committees may value the perspectives and views
of an audit partner that is ideologically different from themselves to the extent ideological
dissimilarity fosters a more effective oversight process. Different perspectives can potentially
remove an artificial layer of trust that could cause both sides to be more alert and careful. For
instance, ideological dissimilarity between the audit partner and the audit committee could reduce
susceptibility to groupthink and conformity, reduce the risk of confirmation bias (Swigart et al.
2020; Downar et al. 2021), and curb overreliance on the judgments of the other monitor (Ertug et
al. 2022). This can lead audit committees to scrutinize the information they review more rigorously
and ask probing questions of the auditor. Likewise, auditors may be less reliant on audit committee
oversight and more careful in executing audit procedures. Although the conservative leanings of
an audit partner and audit committee could potentially constrain aggressive reporting choices given
prior findings that more conservative ideologies exhibit less risk-taking behavior (Hutton et al.
2014), over-conservatism can bias toward under-estimation, which is not necessarily aligned with

accounting standards or with investor and corporate boards’ preferences. Furthermore, preference



for conservative application of accounting principles does not necessarily rule out errors in
application of accounting principles and may even lead to large accrual reversals that do not
accurately reflect the underlying economic performance during a period (Chen et al. 2007; Kim
and Pevzner 2010).

We begin by examining whether audit committees are more likely to select engagement
partners ideologically dissimilar to themselves by constructing a pair-wise sample for each client
and partner in the sample by year following the methodology in Baugh et al. (2022). We then
examine whether ideologically dissimilar audit partners and audit committees are associated with
commonly used proxies for financial reporting quality, namely misstatements revealed through
subsequent restatements and abnormal accruals.

Grounded in prior work suggesting that political affiliations capture individuals’ beliefs
and views, including preferences for risk and novelty, we use engagement partners’ and audit
committee members’ political donations reported to the U.S. Federal Election Commission (FEC)
as proxies for audit committee member and audit partner ideologies (Ansolabehere et al. 2003;
Chin et al. 2013; Jiang et al. 2016; Gupta and Wowak 2017). We identify engagement partners
using Public Company Accounting Oversight Board (PCAOB) Form AP data and we identify audit
committee members using data from Institutional Shareholder Services (ISS). We construct an
ideology score for each engagement partner and each audit committee member based on their
donations to the Democratic and Republican parties, candidates, and partisan political action
committees (PACs). We compute ideological dissimilarity as the Euclidian distance between the
engagement partner ideology score and the average audit committee score.

Regarding partner selection, we find evidence that audit committees are more likely to

select engagement partners that are ideologically dissimilar to themselves. This result is robust to



various fixed effects and controls for partner locality, availability, experience, education, social
ties, and expertise, as well as to limiting the sample to years with an audit partner change. These
results suggest that audit committees, on average, exhibit a preference for an ideologically
dissimilar audit partner. However, given evidence in prior work that at least some audit committees
rely on peripheral cues in partner selection (Baugh et al. 2022), it is not clear whether selecting an
audit partner with differing ideological leanings is a rational choice.

To provide further insight into the rationality of selecting an ideologically dissimilar audit
partner, we examine the association between ideologically dissimilar audit partners and audit
committees and financial reporting quality. Using a propensity score-matched (PSM) sample to
reduce functional form misspecification, we find that greater dissimilarity in these parties’
ideologies is associated with financial reports that are less likely to contain misstatements and
reported earnings that exhibit lower abnormal levels of accounting accruals. We find consistent
results using analyses that exploit partner and/or audit committee member changes. Overall, the
results provide support for the argument that greater ideological dissimilarity between these two
monitors can foster effective oversight of the financial reporting process, and that ideological
dissimilarity appears to be a useful and rational cue in audit partner selection decisions.

We also conduct cross-sectional analyses where we expect ideological dissimilarity to play
a larger role in effective oversight of the financial reporting process. We expect the effects to be
stronger among more effective audit committee members that have experience in auditing,
accounting, and audit committee service. These audit committees may recognize the value of a
partner’s diverse perspective, particularly given the need to exercise skepticism and challenge
predominant views. We also expect these effects to be stronger when the length of the client-

partner relationship is longer. Longer client-partner relationships allow the ideologies of both the



partner and the audit committee to become more visible. The results are generally consistent with
these expectations in that the association between these parties’ ideological dissimilarity and
financial reporting quality is only manifest among more effective audit committees and when the
client-partner tenure is longer. However, we caution against drawing strong conclusions from these
cross-sectional tests because we do not observe statistical differences between the partitioned
samples.

In additional analyses, we examine whether audit partner’s and audit committee’s shared
conservative ideologies are beneficial in the context of financial reporting. However, we find no
evidence to suggest such is the case. Additionally, we examine whether the financial reporting
quality results concentrate in particular pairings of differing ideologies. However, we find no
conclusive evidence that any specific pairing of differing ideologies drives the result, suggesting
that ideological differences matter, but not necessarily that one group is conservative relative to
the other. To determine whether our results are unique and incremental to differences in ideologies
between either party (audit committee or audit partner) and management, which is the focus of
other work (Burke et al. 2025; Felix et al. 2024), we examine the robustness of the results to
controls for differences in ideology between the partner and CEO/CFO and between the audit
committee and the CEO/CFO. We find that the negative associations we observe are incremental
and distinct from the effects of ideological dissimilarity between the partner and the CEO/CFO or
the audit committee and the CEO/CFO.

We perform a battery of robustness tests related to the financial reporting quality findings.
We find that the results are robust to the exclusion of PAC donation data in the construction of
ideology scores, controlling for the political ideology of the top five executives of the client firm

and the average ideology of the other audit partners in an audit office, controlling for audit



committee co-option, controlling for years with a presidential election and years where the
presidential party changes, and the exclusion of observations with a moderate partner and audit
committee. We also find that the abnormal accruals results are robust to alternative abnormal
accrual specifications.

To address an alternative explanation that our findings related to financial reporting quality
reflect the outcome of social connections (He et al. 2017), we conduct additional analyses using
manually collected data that directly control for social ties through audit partners’ and audit
committee members’ alma mater connections, and audit committee member employment ties with
the audit firm. We find that the positive impact of ideological dissimilarity between partners and
audit committee members on financial reporting quality is incremental and distinct from social
ties.

This study makes several important contributions. Although prior research suggests that
audit partners that exhibit more risk-taking behaviors are associated with lower-quality financial
reporting outcomes (Pittman et al. 2023), our study broadens the focus to ideological views that
encompass ambiguity and novelty as well as risk, and by highlighting the importance of
considering the ideologies of both the audit partner and the audit committee. Furthermore, while
the ideologies of either of these monitors (auditor or audit committee) with management is
important and the focus of other studies (Burke et al. 2025; Felix et al. 2024), we find that the
ideological dissimilarity of the audit partner and audit committee has a distinct and important
association with effective financial reporting oversight. This evidence is important considering our
results suggesting that audit committees, on average, exhibit a preference for an ideologically
dissimilar audit partner. Given the collective evidence, ideological dissimilarity appears to be a

useful and rational cue in audit partner selection decisions, which contributes to our understanding



of the antecedents of audit partner selection (Baugh et al. 2022; Berglund and Eshelman 2019;
Bhaskar et al. 2022; Dodgson et al. 2020; Lee et al. 2019) and has practical implications for audit
committees. These findings also respond to the call for more research investigating partner- and
CFO-specific traits and the role of the audit committee in the audit process (Maksymov et al.
2024).

Additionally, research examining the influence of connections between audit committees
and audit partners on financial reporting outcomes has focused on employer affiliations and social
ties (Naiker and Sharma 2009; Naiker et al. 2013; He et al. 2017; Christensen et al. 2019). While
former partners on the audit committee affiliated with the current audit firm can have a positive
influence on financial reporting quality, monitoring of internal controls, and audit efficiency
(Naiker and Sharma 2009; Christensen et al. 2019), close interpersonal relations between audit
committee members and the audit partner (e.g., alma mater connections) can undermine auditors’
monitoring of the financial reporting process (He et al. 2017). We extend this line of research by
examining how differences in personal preferences for risk and novelty between audit partners and
audit committee members, which can occur outside or within social networks, are associated with
improved monitoring of the financial reporting process.

2. PRIOR LITERATURE AND HYPOTHESIS DEVELOPMENT

A large stream of research highlights how the audit committee can directly or indirectly
influence financial reporting outcomes. Various characteristics have been shown to influence an
audit committee’s monitoring effectiveness including financial and accounting expertise (Abbott
et al. 2004; Krishnan 2005; Hoitash et al. 2009), committee size (Anderson et al. 2004; Karamanou
and Vafeas 2005), independence (Carcello and Neal 2000, 2003; Klein 2002; Cassell et al. 2018),

meeting frequency (Anderson et al. 2004; Chen and Zhou 2007), legal expertise (Krishnan et al.



2011), and social ties with external auditors (He et al. 2017). A large stream of research also
highlights the role that auditors play in the production of high-quality financial reports (DeFond
and Zhang 2014 for a literature review). Audit firm size (Becker et al. 1998), industry
specialization (Reichelt and Wang 2010), and tenure (Myers et al. 2003) have all been shown to
influence financial reporting quality. Audit partner characteristics have also been shown to play a
role (Chi et al. 2017; Guo et al. 2022; Lisic et al. 2022) including risk-taking behavior (Pittman et
al. 2023).

Although prior research has examined the influence of certain audit committee and audit
partner characteristics on financial reporting quality, these monitors do not operate in isolation.
The audit partner interacts with the audit committee in formal audit committee meetings (ten a
year on average) and in informal settings, particularly with the audit committee chair (Spira 2002;
Turley and Zaman 2007; Beasley et al. 2009). Audit committee members highlight the importance
of unfiltered, open dialogue with the audit partner, beyond the required auditor communications,
to understand any uneasiness or concerns as a result of the audit process (Beasley et al. 2009).
Furthermore, evidence suggests that in the case of auditors and the audit committee, perceptions
of the other party influence perceived risk and effort. Brazel et al. (2024) document survey and
experimental evidence that the audit committee’s perceived support of the auditors has a positive
effect on the professional skepticism of the whole audit team. Contessotto and Moroney (2014)
find that audit committee effectiveness, based on attributes identified by surveyed auditors, is
negatively associated with auditors’ perceived risk of material misstatement, which directly affects
the auditors’ evidence-gathering procedures. Hansen et al. (2021) find that audit committees that
are better able to perceive strategic auditor behaviors, such as over- or under-auditing, mitigate

such behaviors. As such, we focus on the interplay of these parties’ beliefs and perspectives,



including their preferences for risk, ambiguity, and novelty in both partner selection and the
monitoring of the financial reporting process.

While audit committees are responsible for audit firm selection, audit committee members
note the important role of the audit partner in the selection decision.® Additionally, given audit
partner rotation following the Sarbanes—Oxley Act of 2002, audit committees of public companies
are constantly evaluating and selecting new audit partners. Based on interviews with audit partners
(see Dodgson et al. 2020), relationship partners engage in conversation with the client (primarily
the audit committee) to assess the desired characteristics and qualities of the next audit partner.
The audit firm then identifies potential partners that could serve the client and sends information
to the client or sets up meetings (a.k.a. a beauty contest). While management is sometimes involved
in this process, most partners agreed that the ultimate decision for partner selection is left to the
audit committee. Interview evidence in Dodgson et al. (2020) reveals that, in addition to industry
expertise, personality and “chemistry” are the most frequently cited factors in partner selection.
Yet, little is known about how personality, which is shaped by an individual’s system of beliefs
and preferences, including attitudes toward risk, ambiguity, and novelty, influences engagement
partner decisions and the implications for the audit committee—partner relationship. Baugh et al.
(2022) show that less experienced audit committee members are more likely to select more facially
attractive engagement partner candidates, which suggests that at least some audit committees rely
on peripheral cues in partner selection.

Two mutually opposing considerations could influence audit committees’ choice of audit

partner based on ideology. On the one hand, audit committees that prefer to avoid disagreement

3 For example, one audit committee chair stated that “I am not sure how much difference there is between firms, but
there can be big differences between partners”. Another stated that “the audit committee is dealing with a commodity,
when talking about the Big 4. The variation among the partners within the firms is more important than the variation
across the firms” (Beasley et al. 2009, p. 103).



may prefer an audit partner that exhibits similar views or preferences for risk and ambiguity to
their own to avoid “rocking the boat”. There is “evidence that people choose to enter and spend
time in situations that will foster, promote, and encourage the behavioral manifestations of their
own traits and dispositions” (Ickes et al. 1997, p. 177) and that people are prone to favor views
consistent with their own over those offered by people with different convictions, even if less
optimal or effective (Marks et al. 2019). On the other hand, audit committees that understand the
importance of auditor objectivity and skepticism may recognize the value of an audit partner’s
diverse perspective. For example, audit committees that are more attuned to the complex issues
where groupthink and confirmation bias are particularly detrimental (Swigart et al. 2020; Downar
et al. 2021) may recognize the value of an engagement partner with a mindset that differs from
their own.

Finally, it is also plausible that audit committees pay little attention to audit partners’
ideological similarities or differences, but rather focus predominantly on partner availability,
experience, and expertise. This leads us to the following hypothesis stated in null form:

Hypothesis I: Dissimilarity in engagement partners’ and audit committee members’ ideologies has
no impact on engagement partner selection.

We next focus on whether differences in audit partner and audit committee ideologies
influence financial reporting oversight effectiveness. For audit committees to effectively oversee
the financial reporting process, they should be able to challenge auditors on important financial
reporting and auditing matters (Beasley et al. 2009; Kang et al. 2015). Greater similarity in views
and preferences for risk, ambiguity, and novelty between audit committees and audit partners could
undermine effective monitoring if it leads to a greater willingness to trust those with a shared
ideology (Marks et al. 2019). Similar ideologies between these two monitors can foster homophily,

which may leave the partner or the audit committee more vulnerable to becoming overly
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sympathetic toward the other party or more vulnerable to motivated reasoning or confirmation bias
(Moore et al. 2006; He et al. 2017; Swigart et al. 2020). This may result in greater reluctance by
either party to challenge the other’s viewpoint or exercise sufficient appropriate skepticism when
they assess risk similarly.

The dangers of similar ideologies can be gleaned from research findings on other
dimensions of homophily. Relevant to our context, He et al. (2017) find in a sample of Chinese
companies that social ties between engagement auditors and audit committee members measured
by alma mater connections, teacher-student bonding, or employer affiliation, reduce the auditors’
propensity to issue modified audit opinions.* The implications for our study are that ideological
similarity between the two parties can lead to “lax” attitudes or insufficient skepticism by either
party, allowing for reporting issues to go either unnoticed or insufficiently resolved. In contrast,
ideological dissimilarity could cause both sides to be more cautious, exercise greater scrutiny, and
be more skeptical, leading to better oversight of the reporting function and audit process.

Analogizing the monitoring roles of the auditor and audit committee to those of individual
board members, board-level research suggests that heterogeneity among monitors can provide
oversight benefits. These studies argue that “heterogeneity brings a variety of backgrounds,
experiences, and skills to the boardroom that improves managerial monitoring” (Anderson et al.
2011, p. 6). They also argue, consistent with agency theory (Jensen and Meckling 1976), that

directors with different viewpoints “more closely correspond to the concept of the independent

4 Although the literature has studied social ties, ideologies can vary within or align outside social networks (e.g., alma
mater, employer). Furthermore, social ties studies are based on the notion that friendship ties drive behavior (Westphal
et al. 2006), leaving out the important question of what drives friendship ties to begin with. This is important because
ideology may actually influence individuals to be friendlier and thus have more social ties, making ideology the
primary driving factor of the observed relationships (Settle et al. 2010). Thus, prior findings in the social ties literature,
while potentially overlapping with the effects of ideology, likely do not capture the same psychological phenomena,
hence necessitating a separate examination of the role of ideological heterogeneity between audit committees and
engagement partners, incremental to that of social ties. We empirically address this issue in additional analyses,
detailed in Section 5.3, Alternative Explanations.
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director” (Adams and Ferreira 2009, p. 292). Consistent with these arguments, some studies find
evidence of enhanced oversight effectiveness among more diverse boards (Adams and Ferreira
2009; Ararat et al. 2015; Vafaei et al. 2015).

However, we also acknowledge that stark ideological differences in beliefs and
preferences, particularly regarding risk, ambiguity, and novelty between audit committee members
and audit partners could hamper effective communication and coordination. Research suggests
that individuals’ beliefs and views not only affect behavior in a communication situation but also
influence which communication situations to have or avoid (Buss 1987; Emmons et al. 1986;
Frederickx and Hofmans 2014). This suggests that people are more comfortable working with, and
being influenced by, others who are ideologically similar.

In sum, ideological dissimilarity between the audit partner and the audit committee may
enhance oversight of the financial reporting process through increased skepticism and the benefit
of diverse perspectives or may impede interaction and communication. Given these competing
predictions, we state our second hypothesis in null form as follows:

Hypothesis 2: 1deological dissimilarity between audit partners and audit committee members has
no impact on financial reporting quality.

3. VARIABLE MEASUREMENT AND DESIGN, DATA, AND DESCRIPTIVE
STATISTICS

3.1 Variable measurement and design
3.1.1 Ideology

Prior research shows that political leanings largely reflect preferences for and attitudes
towards risk, uncertainty, and novelty (Jost et al. 2003; Fatke 2017). In particular, studies in
political psychology find evidence that political conservatives tend to be more risk-averse and

change-resistant, while liberals tend to be more risk-taking and novelty-seeking (i.e., more likely
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to seek and embrace change in their lives).’ Hence, observing one’s political orientation through,
say, a tendency to donate to a particular political party, allows one to backward-induce an
economic agent’s risk and novelty-seeking preferences and to delve into the “black box™ of
ideology (Dodd et al. 2012).

Our first step is to impute the ideology of each audit partner and audit committee member.
Following prior literature, we use political donations as a proxy for the ideology of each audit
partner and audit committee member (Chin et al. 2013; Christensen et al. 2015; Gupta and Wowak
2017). Because there are legal limits to individual political contributions, an individual’s relatively
small donation is unlikely to garner any particular private benefit but instead reveals his/her
ideological preference (Ensley 2009). Accordingly, we infer ideology of each individual in our
sample from their political contributions (Hutton et al. 2014). We retrieve political donation data
for the period starting 1990 through the start of our sample period. This allows us to more
accurately gauge the ideology of each individual (Chin et al. 2013). We employ a computer
algorithm that requires strict matches of audit partner names from the Form AP data and political
contributions data based on the partner’s full name and the disclosed employer. A similar process
is used to match audit committee members with their donations. Using this technique, we are able
to match political contribution information to 3,362 unique audit partners out of a total of 5,915
available partners (57%). Likewise, out of a total of 12,223 audit committee members available in
ISS, we match political contributions to 6,221 audit committee members (51%).

For each individual matched with political contribution data, we construct an ideology

3 For example, Jost (2017, 169) summarizes these differences as follows: “there is a fairly natural correspondence...an
‘elective affinity’—between psychological needs to manage uncertainty and threat, on one hand, and core
philosophical values of political conservatism, namely respect for tradition and hierarchy (or inequality), on the other.
That is, heightened epistemic motives to reduce uncertainty and ambiguity and attain a sense of order, structure, and
closure should favor the adoption of conservative, rightist attitudes that serve to preserve the status quo...”.
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score based on their political donation history. We follow Christensen et al. (2015) and compute
Partner Ideology for each partner as the total value of contributions made to the Republican Party
minus contributions made to the Democratic Party divided by the total value of all contributions.®
This variable ranges from -1 to +1, with higher values indicating a strong conservative preference
and lower values suggesting a strong liberal preference.

Similarly, we compute an ideology score for each audit committee member that ranges
from -1 to +1 with higher values signifying more conservative leanings and lower values indicating
liberal inclinations. We consider non-donating partners (audit committee members) in our sample
to be politically moderate and assign them an ideology score of zero (Christensen et al. 2015; Jiang
et al. 2016). Chin et al. (2013) verify the assumption that non-donating individuals are politically
moderate by documenting a positive correlation between their donation-based ideology score and
a self-reported ideology of executives solicited through a comprehensive survey. Individuals
contributing equal amounts to both parties would also be considered moderate (by design).
Additionally, we assume that ideology is time invariant because it tends to be stable over an
individual’s adult life (Green et al. 2002). This approach has the benefit of allowing sufficient time
to accurately observe the ideological expression of each individual over an extended period of
time.

To create our measure of interest, Partner-AC Dissimilarity, we take the absolute value of
the normalized Euclidean distance between the engagement partner’s ideology and the average
ideology score of the audit committee members, divided by two. That is

Partner-AC Dissimilarity =" * |Partner Ideology — AC Ideology| (1)

¢ We also include donations to partisan political action committees (PACs). We manually check that each PAC
included is affiliated with a political party or candidate. Our results are similar if we exclude PAC donations.
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3.1.2 Audit partner selection

Our first hypothesis focuses on whether dissimilarity in audit partners’ and audit committee
members’ ideologies influence partner selection. To test this, we follow the empirical design in
Baugh et al. (2022) and create a dataset that simulates each company’s audit partner selection
decision. For each company in our sample, we construct a pseudo-sample of partners who
plausibly could have been selected. Specifically, we construct paired observations between each
company and all available audit partners in our sample for a given year. We then limit the sample
to years in which an audit partner change occurs, resulting in 1,123,738 paired observations.
Partner Selected is set equal to one if the audit partner in a given client-partner pairing for the year
is the one selected to perform the audit. We then estimate the following linear probability model
for the pooled sample:
(Partner Selected = 1) = Bo + B1 Partner-AC Dissimilarity.; + £ Controls + ZBFE + &y (2)

Control variables follow Baugh et al. (2022) and include partner experience (Partner
Experience), gender (Partner Gender), workload (Workload), and whether the partner graduated
from a top university (Top School) or holds a leadership role within the audit firm (Partner
Leader). We also include controls for whether the partner’s office is in the same city as the
company’s headquarters (City Link), whether the partner audits another client in the company’s
industry (Industry Link), whether the partner attended the same university as any of the audit
committee members (Education Link), and whether the partner is from the incumbent audit firm
(Incumbent). All variables are defined in the Appendix. We estimate equation (2) using two
different specifications. In one specification, we include client firm, year, and audit firm fixed
effects. In a separate specification, we replace client firm and year fixed effects with client firm-

year fixed effects. In both specifications, we cluster standard errors by audit partner and year and
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winsorize all continuous variables at the 1/99% levels of their respective distributions to mitigate
the influence of outliers.
3.1.3 Financial reporting quality

Our second hypothesis focuses on the influence of ideological dissimilarity on oversight of
the financial reporting process. We use two common financial reporting quality proxies that have
been shown to exhibit a high correlation with measures of audit process quality based on external
PCAOB and internal audit firm quality control inspections (Aobdia 2019): Misstate and Abnormal
Accruals. First, using the Audit Analytics restatement database, we identify misstatements of
annual financial statements as revealed by subsequent restatements (Misstate). Because we are
interested in effective oversight of the financial reporting process, we capture all misstated annual
financial statements regardless of the source or intent of the misstatement.” Specifically, Misstate
is a binary variable set to one if the current year’s annual financial statements are later restated.

Second, we capture a company’s earnings quality based on deviations from expected
accounting accruals. Abnormal accruals are a common proxy for earnings quality that facilitates
the detection of earnings manipulation within or outside the confines of accounting principles
(DeFond and Zhang 2014). We measure abnormal accruals using the Jones (1991) Model as
described below:

Total Accruals;; = po+ pidRevenue; + WwoPPE ;i + € 3)

7 Although non-reliance restatements tend to be more material, they are infrequent in our sample period—only 0.8%
of client-year observations have misstated annual financial statements that are eventually restated. Therefore, we
include all misstated annual financial statements identified through restatements. We acknowledge that “little r”
restatements may not reflect egregious financial reporting problems such as fraud or reporting irregularities that
typically trigger litigation (Christensen et al. 2022). Instead, these restatements occur when individually immaterial
errors accumulate into a material misstatement in a given year (Tan and Young 2015). However, audit research often
incorporates misstatements revealed through “little r”” restatements (e.g., Lisic et al. 2022; Condie et al. 2023; Pittman
et al. 2023). Moreover, even though these prior period misstatements are generally less severe, Christensen et al.
(2022) suggest that auditor incentives may lead to assessing misstatements as less material in order to avoid more
prominent disclosure (i.e., classifying them as a little r rather than a Big R restatement).
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where Total Accruals is defined as net income minus cash flows from operations, ARevenue is the
change in total revenue relative to the previous year and PPE is the total of property, plant, and
equipment. The model is estimated by industry (SIC two-digit code) and year. The residual from
equation (3) is the measure of abnormal accruals because it is indicative of the potential discretion
managers exert on the financial reports (Abnormal Accruals). Accordingly, financial reporting
quality is decreasing with higher abnormal accruals.®

We then estimate the following ordinary least squares model:

Financial Reporting Quality;; = ao+ a1 Partner-AC Dissimilarity;; + Za Controls + Xa FE + &
4

where Financial Reporting Quality is one of two measures: Misstate or Abnormal Accruals. 1f
Partner-AC Dissimilarity 1s associated with higher (lower) financial reporting quality, we would
expect o to be negative (positive).

We include controls for the conservative leanings of both the partner and the audit
committee (Conservative Partner and Conservative AC) to ensure the results are not driven by
absolute differences in financial reporting quality across the political parties. Additionally, we
include controls for the conservative leanings of the key executives responsible for financial
reporting (Conservative CEO; Conservative CFO) given evidence suggesting that executives with
more conservative ideologies exhibit less risk-taking behavior (Hutton et al. 2014). We also
include controls for several company—specific characteristics that have been shown to influence
financial reporting quality. Firm Size, a proxy for economies of scale, is measured as the natural
log of total assets. Firm Ag