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Is more always better?

1. Change: UK FRC1 mandated expanded auditor’s report

2. Horse Race: First (published) large-sample archival evidence on expanded

auditor’s report

Investor Reaction, Audit Fee, Audit Quality

Finds no results

1Financial Reporting Council
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Preview of Paper



Purpose of ISA 700

ISA 700: The Independent Auditor’s Report on Financial Statements

Applies to: Premium-listed equity issuers on LSE Main Market

Purpose:

• Reinforce the auditor’s role in the UK’s stewardship model

• Complement corporate governance reforms and audit committee disclosure rules

• Increase transparency and decision-usefulness of the audit report
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Purpose of ISA 700

ISA 700: The Independent Auditor’s Report on Financial Statements

Applies to: Premium-listed equity issuers on LSE Main Market

Key Requirements Added:

1. Describe risks of material misstatement with greatest effect on the audit

2. Disclose materiality thresholds and how they were applied

3. Explain scope of the audit and its alignment with identified risks
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SURPRISE: UK Audit Committee Report (2012 Code Revision)

Introduced by: UK Corporate Governance Code (October 2012)

Applies to: Premium-listed companies (on a comply or explain basis)

Key disclosures:

1. Significant financial reporting issues and how they were addressed

2. Assessment of external auditor effectiveness

3. Approach to appointing/reappointing the auditor and safeguarding independence
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2002 Unilever Audit Report



2023 Unilever Enhanced Audit Report - Materiality



2023 Unilever Enhanced Audit Report - RMM



2023 Unilever Audit Committee Report



2023 Unilever Audit Committee Report



Timeline (DiD: Sep 2011–Sep 2015)

Study period: Sep 2011–Sep 2015

2011

Oct

FRC proposes

stewardship

model

2012

Oct

UK Code +

ISA 260 revised

2013

Jun

FRC finalizes

ISA 700

2013

Sep

Expanded report

applies (FY end)

2015

Jan

FRC post-

imple review

2015

Jan

IAASB issues

ISA 701 (KAMs)

2017

Jun

PCAOB adopts

AS 3101 (CAMs)

2019

Jun

CAMs effective

(US LAFs)
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Questions asked

• Does expanded audit affect decision usefulness for equity markets?

• Does expanded audit affect audit cost?

• Does expanded audit affect audit quality?
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Econometric Design

Main Difference-in-Differences Model:

DEPVARi;t = �0 + �1POSTi;t + �2ADOPTi;t + �3(POSTi;t � ADOPTi;t ) +
X

j

�jCONTROLSi;t + IndustryFE + "i;t

Key Definitions:

• POSTi;t = 1 for fiscal years ending after Sept 2013

• ADOPTi;t = 1 for premium-listed firms (treated group)

• Interaction captures treatment effect of expanded audit report

Robustness and Complementary Analyses:

• Bootstrap standard errors (1,000 replications)

• Firm fixed effects (omit ADOPTi;t )

• Pre-post only among treated firms
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Operationalization of Key Variables

• Investor Reaction – ABRETi,t: Sum of 3-day absolute abnormal returns around report

filing date vs LSE market.

• Investor Reaction – ABVOLi,t: log(event-period volume / estimation-period volume),

scaled by shares outstanding.

• Audit Cost – FEESi,t: Natural log of total audit fees from financial statement notes.

• Audit Quality – DACCRi,t: Absolute discretionary accruals from modified Jones model,

scaled by avg. assets.

• Controls – Firm Characteristics: log(MKT), ROA, LOSS dummy, MTB, LEV

• Controls – Audit Environment: BIG4 dummy, GCO opinion, USLIST dummy

• Controls – Timing/Market: Filing delay (LAG), beta (BETA)

Control set adapted from Carcello & Li (2013).
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Cross-Sectional Test: Report Content Variation

Premium Firms Only — Heterogeneity by Disclosure Features:

DEPVARi;t = �0 + �1POSTi;t + �2REPORT DISCLi;t + �3(POSTi;t � REPORT DISCLi;t ) +
X

j

�jCONTROLSi;t + IndustryFE + "i;t

Disclosure Variables (REPORT DISCLi;t ):

• LENGTH: Auditor’s report word count exceeds sample median

• NRISKS: Number of disclosed risks exceeds median

• NRISKSAUD: Number of unique auditor-only risks (not in audit committee report) exceeds median

• MATPERC: Materiality as % of total assets exceeds median

Goal: Identify whether more detailed, risk-specific, or transparent audit disclosures affect investor reaction, audit fees, or audit quality differently

across firms.
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