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Abstract:

This study aims to examine how linguistic and conceptual complexity in financial reports affects investors’ economic decision-
making quality, with emphasis on the mediating role of the audit expectation gap. This applied, descriptive—survey study
analyzed data from 118 auditors, financial managers, and accountants using a 60-item Likert-scale questionnaire. Structural
equation modeling was conducted with SmartPLS software, and instrument reliability and validity were confirmed using
Cronbach’s alpha, composite reliability, and average variance extracted. Results indicated that linguistic complexity negatively
and significantly affects decision-making quality (B = -0.48, p < 0.001). Conceptual complexity positively influences the audit
expectation gap (B = 0.52, p < 0.001), which in turn negatively affects decision-making quality (B = —-0.36, p < 0.001).
Conceptual complexity also had a direct negative effect on decision-making quality (B = -0.41, p < 0.001) and a significant
indirect effect through the audit expectation gap (B_indirect = -0.19). The structural model demonstrated good fit (CFl =
0.928; RMSEA = 0.046). Financial reporting complexity undermines investors’ decision-making quality both directly and
indirectly by intensifying the audit expectation gap.
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Extended Abstract

Introduction

Financial reports constitute the primary information channel through which firms communicate their economic
performance, financial position, and future prospects to capital market participants. Over recent decades, profound changes
in business models, financial instruments, regulatory frameworks, and accounting standards have substantially increased
both the volume and complexity of disclosed financial information. While these developments have often been justified by
the need to better reflect underlying economic realities, they have also intensified concerns about the understandability and
usability of financial reports for investors. A growing body of literature suggests that increasing complexity may undermine
the very objectives of transparency and decision usefulness that financial reporting seeks to achieve (Brown et al., 2024;
Dichev, 2017). From the perspective of information economics, excessive complexity can exacerbate information asymmetry,
increase processing costs, and weaken market efficiency (Bushman & Smith, 2001; Healy & Palepu, 2001).

Prior research conceptualizes financial reporting complexity as a multidimensional construct, most commonly
distinguishing between linguistic complexity and conceptual complexity. Linguistic complexity refers to the textual and
syntactic characteristics of reports, such as specialized terminology, long sentences, dense narratives, and reduced
readability, which directly affect investors’ ability to process information (Li, 2008; Loughran & McDonald, 2014). Empirical
evidence consistently shows that lower readability is associated with poorer analyst forecasts, reduced investor attention,
and inferior decision outcomes (Bloomfield, 2008; Lehavy et al., 2011). Behavioral finance theories further explain these
findings by emphasizing limited attention and bounded rationality, suggesting that complex language overloads cognitive
capacity and pushes investors toward heuristic-based judgments (Hirshleifer & Teoh, 2003; Kahneman, 2011).

Conceptual complexity, in contrast, arises from the inherent nature of transactions and accounting standards, including
fair value measurements, complex financial instruments, extensive use of estimates and judgments, and principle-based
standards. Such complexity increases uncertainty and makes it difficult for users to assess earnings quality and firm
performance (Barth et al., 2012; Dechow et al., 2010). Evidence from both developed and emerging markets indicates that
conceptual complexity can impair investment efficiency and increase the cost of capital (Arab Salehi & Razavi, 2019; Biddle
et al., 2009). Recent studies also highlight that the implementation of complex standards, such as IFRS-based requirements,
has amplified users’ reliance on auditors as interpreters and guarantors of complex information (Chen & Park, 2022).

In this context, the audit expectation gap becomes particularly salient. The audit expectation gap refers to the discrepancy
between what users of financial statements expect auditors to accomplish and what auditors are actually required and able
to provide under professional standards (Humphrey et al., 1992; Lin & Chen, 2004). As financial reporting becomes more
complex, investors tend to expect auditors to reduce uncertainty, clarify complexity, and effectively guarantee the accuracy
and completeness of financial information. However, auditing is inherently limited to providing reasonable assurance rather
than absolute certainty. Prior studies demonstrate that greater reporting complexity widens the audit expectation gap and
erodes trust in both financial reports and audit opinions (Heydari & Razavi, 2024; Shari'atpanahi & Ghasemi, 2019).

Despite the expanding literature, important gaps remain. Many studies focus on either linguistic or conceptual complexity
in isolation, while fewer adopt an integrated approach that examines both dimensions simultaneously. Moreover, the
mediating mechanisms through which complexity affects investor decision-making—particularly the role of the audit

expectation gap—have received limited empirical attention, especially in emerging capital markets. Addressing these gaps is
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critical for developing a more comprehensive understanding of how complexity influences economic decisions and for
informing accounting standard setters, auditors, and regulators (Musawi Shuri & Sajjadi, 2024; Smith & Johnson, 2023).

Methods and Materials

This study employed an applied, descriptive—survey research design with a correlational approach. A mixed-method
orientation was adopted, with primary emphasis on quantitative analysis. The main analytical strategy was structural
equation modeling, selected for its ability to test multiple relationships simultaneously, account for measurement error, and
estimate both direct and indirect effects.

The statistical population comprised three professional groups directly involved with financial reporting: auditors, financial
managers, and professional accountants. A non-probability purposive and convenience sampling method was used to ensure
that respondents possessed sufficient professional experience and familiarity with financial reports. Data were collected from
118 participants who completed a structured questionnaire.

The data collection instrument consisted of a 60-item questionnaire measured on a five-point Likert scale. The instrument
captured linguistic complexity, conceptual complexity, audit expectation gap, and decision-making quality through multiple
indicators reflecting accuracy, speed, and confidence in decisions. Content validity was established through expert review,
and construct validity was assessed using exploratory and confirmatory factor analysis. Reliability was evaluated using
Cronbach’s alpha, composite reliability, and average variance extracted.

Data analysis proceeded in two stages. First, descriptive statistics were used to summarize participant characteristics and
key variables. Second, the measurement and structural models were estimated using SmartPLS software. Bootstrapping
procedures were applied to test the significance of path coefficients and indirect effects, and standard goodness-of-fit indices
were used to evaluate model adequacy.

Findings

The results of the structural equation modeling revealed several significant relationships. Linguistic complexity exhibited
a negative and statistically significant direct effect on investors’ decision-making quality, indicating that more complex
language reduces the accuracy, speed, and confidence of economic decisions. Conceptual complexity showed a positive and
significant effect on the audit expectation gap, suggesting that as accounting concepts, estimates, and standards become
more complex, users’ expectations of auditors increase.

The audit expectation gap, in turn, had a significant negative effect on decision-making quality. This finding indicates that
alarger discrepancy between expected and perceived audit performance undermines investor confidence and leads to poorer
decision outcomes. In addition, conceptual complexity had a direct negative effect on decision-making quality, demonstrating
that its impact is not limited to indirect channels.

Importantly, the analysis confirmed the mediating role of the audit expectation gap in the relationship between conceptual
complexity and decision-making quality. The indirect effect was statistically significant, indicating that part of the adverse
impact of conceptual complexity operates through heightened and unmet audit expectations. The overall model explained a
substantial proportion of variance in decision-making quality, and fit indices indicated that the structural model adequately
represented the observed data.

Discussion and Conclusion
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The findings of this study provide robust evidence that financial reporting complexity—both linguistic and conceptual—
significantly undermines the quality of investors’ economic decision-making. The negative effect of linguistic complexity aligns
with prior research emphasizing the importance of readability and clarity in financial disclosures. From a behavioral
perspective, complex language increases cognitive load and encourages heuristic processing, which diminishes decision
quality.

The positive relationship between conceptual complexity and the audit expectation gap highlights a critical institutional
dynamic. As accounting standards and transactions become more complex, investors increasingly rely on auditors to interpret
and validate information. When these heightened expectations are not fully met, trust erodes, and decision-making suffers.
The confirmed mediating role of the audit expectation gap demonstrates that complexity affects investors not only directly
but also indirectly through perceptions of audit performance.

Overall, the results underscore that improving financial reporting quality requires more than ensuring technical accuracy.
Reducing unnecessary complexity, enhancing understandability, and managing audit expectations are essential for
safeguarding investor confidence and market efficiency. The study contributes to the literature by offering an integrated
model that simultaneously examines linguistic complexity, conceptual complexity, and the audit expectation gap.

In conclusion, financial reporting complexity poses a substantial challenge to informed investment decision-making.
Addressing this challenge demands coordinated efforts by standard setters, preparers, auditors, and regulators to balance

faithful representation with clarity and to align audit practices and communications with users’ expectations.
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