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This article expresses the merits and shortcomings of the current auditor’s reporting model and identifies certain areas that need change or further study. First, the authors discuss the development of the auditor’s report over time, and then they discuss factors concerning the auditor’s reporting decisions (input) and factors concerning the content of the auditor’s report (output).  

This article outlines the following framework for the Auditor’s Reporting Model
Overall Auditor Reporting Model


Auditor’s Reporting Decision



Collection and Evaluation of Audit Evidence 



Role of Accounting Standards in Shaping Financial Statements



Role of the Auditor in the Financial-Reporting Process


Content of the Auditor’s Report 



Assessment of the Auditor’s Report



Market Reaction to the Auditor’s Report



Other Disclosures in the Auditor’s Report

Development of the auditors report
At the beginning of the 20’Th century, the auditor’s report was often referred to as a certificate in which the author certified in a non-standardized report that the amounts were true, fair, correct, or something along those lines. At the time, reports would typically include only a few sentences. Even if more information was provided, users would have to make their own determination of the level of assurance being communicated because the reports were not standardized.
Subsequent to the stock market crash in 1929, the American Institute of Accountants and the New York Stock Exchange worked together to improve financial-reporting practices and to educate users. The NYSE required registrants to adopt a standardized report in 1934 that included a scope and opinion paragraph. The scope paragraph identified what the audit entails, and the opinion paragraph identified the auditor’s opinion on whether the financial statements fairly present the company’s position. 
The move from non-standardized reports to today’s heavily standardized reports has made today’s audit report more of a symbol of the auditors work rather than a helpful tool that communicates specific information that users can draw on. 
Auditor’s Reporting Decision
In this section of the article, the authors discuss three factors that affect the auditor’s reporting decision: the collection and evaluation of audit evidence, the role of accounting standards in shaping financial statements, and the role of the auditor in the financial reporting process. 

Collection and Evaluation of Audit Evidence 
Factors that are inherent in the audit process can influence the auditor’s reporting decision. For example, if the auditor is facing a high litigation risk, they are more likely to interpret evidence as indicative of future problems. Studies have found that negative press coverage can affect the auditor’s opinion and assessment of a company as a going concern. The order of evidence collected can have an impact on the auditor because the evidence examined later has a stronger effect on the auditors reporting decision. Furthermore, evidence gathered by a senior is going to hold more weight than evidence gathered by entry level personnel. The auditors reporting decision may be improved by making them aware of these factors.

Role of Accounting Standards in Shaping Financial Statements
The audit process is undoubtedly linked to accounting standards. It has been long debated weather accounting standards should be rule-based or principle-based. Rule-based standards are concrete rules while principle-based standards require professional judgment. Rule-based proponents argue that their way is easier and offers more comparability while principle-based proponents argue that their way improves financial reporting by providing a clear picture of a company’s financial position. The current financial reporting model doesn’t provide users with information regarding which items are facts and which items are estimates. This problem then becomes the problem of the audit report because users are unable to delineate factual items from estimated items. 

Role of the Auditor in the Financial-Reporting Process
Auditors play a large part in the financial-reporting process. This is because they negotiate with management so that they can both be happy with the results of the audit and financial reports. Managers usually want favorable numbers to make their company look good, while auditors want more conservative numbers to protect them from litigation. Auditors often suggest adjusting entries to make certain items more conservative to cover themselves. Since the enactment of Sarbanes-Oxley, auditors have become less willing to waive misstatements or suggested adjustments. Rule-based standards increase the auditor’s negotiation power because the rules are straight forward, and principle-based standards decrease the auditor’s negotiation power because there is more room for professional interpretation.  
Content of the Auditor’s Report
In this section of the article, the authors discuss three areas of interest concerning the content of the auditor’s report: the assessment of the auditor’s report, the market reaction to the auditor’s report, and other disclosures in the audit report. 


Assessment of the Auditor’s report
The audit report has seen many improvements over the years, but there are still problems with the report that exists. One of the biggest problems is that users are confused as to what the auditor’s responsibilities are and what an audit entails. This creates a gap between what the auditor’s are trying to convey and what users think that the auditor’s are trying to convey. A lot of users think that the level of assurance provided by an audit report is higher than it actually is. Due to these reasons, further adjustments to the auditor’s report are likely necessary. 

Market Reaction to the Auditor’s Report
There are mixed findings as to whether the markets react adversely to a report that deviates from a standard unqualified opinion. Some researchers found that markets react negatively to this type of report while other researchers found that markets react prior to the issuance of the report. The latter suggests that users are more concerned with the underlying economic event as opposed to the auditor’s communication of that event. Studies have shown that stocks generally decline after a going concern report is issued while other studies show no reaction. Link between reports on internal controls and the market have been researched and have mixed results as well. There is some evidence that shows that the auditor’s report is used in the market. Even if the market doesn’t react, this doesn’t mean that the report is useless. The auditor’s report may just affirm the markets expectations, and thus serve a useful purpose. 

Other Disclosures in the Auditor’s Report 
A few studies have examined whether users would benefit from additional disclosures in the auditor’s report, including the auditor’s materiality level, additional information on the auditor’s finings, and the engagements partner’s name. In experimental studies, it has shown that having additional disclosures do improve the auditor’s report in helping the market be more efficient. These experimental studies were done in controlled environments, and it would be difficult to determine how helpful such disclosures would be in practice. In fact, in practice, they might aid in confusing the users. 
