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structural reforms may lead to longer but not neces-
sarily more informative audit reports.

Theoretical, Practical, Economic, and Social Im-
plications

The findings suggest that improving audit reporting
requires enhancing the quality of auditor communi-
cation rather than merely expanding report structure.
This has implications forregulators, audit practition-
ers, investors, and policymakers seeking to strengthen
transparency and trust in capital markets.
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I.  Introduction: Reassessing the Infor-
mational Role of Audit Reporting
1.1 Background and Research Context

Audit reporting is a cornerstone of financial
reporting credibility and a primary mechanism
through which auditors communicate assurance to
financial statement users. Traditionally, the auditor’s
report performed a standardized function by ex-
pressing an independent opinion on whether financial
statements were fairly presented in accordance with
applicable accounting standards. However, this for-
mat was criticized for offering limited informational
value because it relied heavily on boilerplate language
that rarely differed across firms despite variations in
risk, governance, and accounting complexity
(IAASB, 2021; Lennox et al., 2023).

Following the global financial crisis, con-
cerns intensified that traditional audit reports did not
adequately communicate the significant issues en-
countered during the audit. Investors, regulators, and
policymakers therefore called for greater insight into
audit risks, critical judgments, and areas requiring
substantial auditor attention. International standard
setters responded by introducing expanded audit re-
porting requirements that encouraged additional nar-
rative disclosures concerning significant audit matters

Abstract:

Purpose

This study re-examines the informational role of ex-
panded audit reporting by investigating whether re-
cent reforms in audit report structures have genuinely
enhanced the informational value of the auditor’s
report or merely expanded its length without im-
proving its substance. Focusing on an emerging
market context, the study explores the extent to which
audit reports exhibit boilerplate characteristics and
evaluates whether investors respond to the infor-
mation contained in these reports.

Methodology, Design, and Approach

The study employs a multi-method research design
combining textual analysis, content analysis, and
market-based event study techniques. Audit reports
issued by companies included in the EGX30 between
2020 and 2025 are analyzed to measure report length,
textual similarity, readability, and firm-specific dis-
closures. Content analysis is used to identify audit
opinions, emphasis-of-matter paragraphs, and enti-
ty-specific risk explanations. To assess the market
consequences of audit reporting, an event study ex-
amines abnormal stock returns around the disclosure
of audited financial statements.

Findings

The results indicate that most audit reports exhibit
high levels of textual similarity and rely heavily on
standardized language derived from international
auditing standards. Despite the expanded structure of
modern audit reports, firm-specific informational
disclosures remain limited. The market analysis fur-
ther suggests that investors show little reaction to
boilerplate audit reports, while modest reactions are
observed only when reports contain unusual disclo-
sures such as emphasis-of-matter paragraphs or mod-
ified opinions.

Originality and Value

This study contributes to the literature by distin-
guishing between expanded reporting and informative
auditor communication, highlighting the risk that
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entity-specific risks and audit judgments (Alodat et
al., 2022; Boolaky & Quick, 2023).

A related issue concerns whether investors
respond to auditor report narratives. Although audit-
ing reforms assume that enhanced disclosures im-
prove investor understanding and decision-making,
empirical evidence remains mixed. Some studies
report improved transparency and understanding of
audit risks, whereas others suggest that investors may
disregard narrative disclosures unless they contain
unusual or unexpected information (Brasel et al.,
2022; Lennox et al., 2023).

The central research problem is therefore
whether expanded audit reporting has genuinely
strengthened the informational role of the auditor’s
report or merely produced longer but substantially
standardized reports. Addressing this problem re-
quires examining both the textual characteristics of
auditor disclosures and the behavioral responses of
investors to the information communicated.

1.3 Research Objectives and Research Questions
The primary objective of this study is to re-
assess the informational role of expanded audit re-
porting in an emerging market. It examines whether
expanded auditor reports provide meaningful
firm-specific information or continue to exhibit sub-
stantial textual standardization. Specifically, the study
evaluates textual similarity across reports, identifies
disclosures relating to significant risks and audit
judgments, and investigates investor responses
through stock market reactions surrounding the re-
lease of audited financial statements.
Accordingly, the study addresses the following re-
search questions:
1. To what extent do audit reports in emerging cap-
ital markets exhibit boilerplate textual characteristics?
2. Do expanded audit reporting reforms lead to
greater firm-specific disclosures in auditor reports?
3. Do investors respond to the information contained
in audit reports when making investment decisions?

1.4 Research Significance and Contributions

This study contributes to auditing research
by providing evidence on expanded audit reporting
from an emerging market, where its implementation
remains comparatively underexplored (Velte & Issa,
2023; Boolaky & Quick, 2023). It also advances tex-
tual analysis research by applying similarity and
readability measures to assess reporting standardiza-
tion and its informational consequences (Loughran &
McDonald, 2020; Li et al., 2022).

Furthermore, the study integrates two re-
search streams commonly examined separately: the
textual characteristics of auditor reports and their
capital market consequences. Combining textual

and complex areas of professional judgment (IAASB,
2022; Velte & Issa, 2023).

These reforms sought to transform the au-
ditor’s report from a standardized compliance docu-
ment into an informative communication mechanism.
Expanded reporting was expected to provide investors
with firm-specific insights into accounting estimates,
reporting risks, and critical audit judgments. By iden-
tifying matters requiring significant auditor attention,
expanded disclosures could improve transparency and
reduce information asymmetry between managers and
investors (Bédard et al., 2022; Christensen et al.,
2021).

Nevertheless, empirical evidence indicates
that expanded reporting may not always achieve these
objectives. Auditors often continue to use standard-
ized language within expanded report sections, pro-
ducing disclosures that remain highly similar across
firms and industries. This persistence of boilerplate
reporting suggests that structural expansion alone may
not generate meaningful informational improvements
(Gutierrez et al., 2022; Reid et al., 2021).

This concern is particularly relevant in
emerging markets, where regulatory enforcement,
institutional conditions, and professional practices
differ from those in developed economies. Interna-
tional auditing standards may be formally adopted
without corresponding substantive changes in re-
porting behavior. Expanded reports may consequently
become longer while providing limited additional
firm-specific information (Al-Hadi et al.,, 2022;
Kitiwong & Sarapaivanich, 2023). Assessing whether
these reforms genuinely improve auditor communi-
cation is therefore important for research and policy,
particularly because evidence from emerging capital
markets remains limited.

1.2 Research Problem

Despite the global expansion of audit re-
porting, uncertainty remains regarding the actual
informational value of modern auditor reports. Ex-
panded frameworks were designed to enhance trans-
parency and provide deeper insights into the audit
process. Yet many reports continue to contain repeti-
tive and standardized language. The additional re-
porting sections may therefore increase report length
without substantially improving informational content
(Cordos & Fiilop, 2021; Sierra-Garcia et al., 2021).

The problem is especially important in
emerging capital markets, where institutional and
regulatory conditions may shape the practical im-
plementation of international reforms. Auditing
standards can be adopted formally while underlying
reporting practices remain unchanged. Expanded
report structures may thus coexist with boilerplate
disclosures that provide limited information about
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reports improve transparency and help investors better
understand financial reporting risks. For example,
Bédard et al. (2021) find that disclosures related to
significant audit matters can enhance investor confi-
dence in financial statements by providing additional
context regarding the audit process.

Other studies, however, suggest that the in-
formational benefits of expanded audit reports may be
limited. In many cases, auditors rely heavily on
standardized wording when describing key audit
matters, which may reduce the uniqueness and rele-
vance of the information provided to investors
(Moroney et al., 2021). As a result, expanded reports
may become longer without necessarily becoming
more informative.

The evolution of audit reporting has there-
fore generated an important debate in the auditing
literature regarding whether expanded reporting re-
quirements have successfully enhanced the informa-
tional role of the auditor’s report. While some schol-
ars argue that expanded audit reports represent a sig-
nificant improvement in transparency, others contend
that the reforms may have introduced additional
complexity without substantially improving the deci-
sion usefulness of audit disclosures (Segal, 2022).

Another important dimension of audit re-
porting reforms concerns the increasing emphasis on
narrative disclosures within the auditor’s report. Tra-
ditionally, audit reporting relied heavily on standard-
ized language designed to ensure legal clarity and
minimize ambiguity. However, recent reforms en-
courage auditors to provide more narrative explana-
tions regarding audit risks and professional judgments
(Sirois et al., 2022).

The shift toward narrative reporting reflects
a broader trend within financial reporting toward
enhanced disclosure and greater transparency. Inves-
tors increasingly demand more detailed explanations
of financial reporting risks, accounting estimates, and
governance practices. Consequently, auditors are
expected to play a more active role in communicating
these issues through the auditor’s report (Pinto &
Morais, 2023).

Despite these reforms, significant variation
exists across jurisdictions in how expanded audit
reporting requirements are implemented. Differences
in regulatory enforcement, litigation risk, and profes-
sional norms may influence how auditors interpret
and apply expanded reporting standards. In some
cases, auditors may adopt a conservative approach by
relying on standardized language to reduce potential
legal exposure (Ferreira & Morais, 2021).

Furthermore, the institutional environment
of a country may influence the extent to which ex-
panded audit reporting achieves its intended objec-
tives. In countries with strong regulatory oversight

analysis with event study methods enables a more
comprehensive assessment of whether expanded re-
porting influences investor behavior. The findings
also inform regulators and standard setters by indi-
cating whether further reforms are needed to improve
the specificity and communicative quality of auditor
disclosures.

1.5 Structure of the Study

Chapter Two reviews the literature and
identifies the research gap. Chapter Three develops
the conceptual framework and hypotheses. Chapter
Four presents the methodology, while Chapter Five
reports the empirical findings. Chapter Six discusses
the results and policy implications. Chapter Seven
concludes and proposes future research directions.

II.  Literature Review and Theoretical
Perspectives on Audit Reporting
2.1 Evolution of Audit Reporting

Audit reporting has undergone significant
transformation in recent years as regulators and
standard setters have sought to enhance the informa-
tional value of the auditor’s report. Historically, the
auditor’s report followed a highly standardized
structure in which the auditor expressed a binary
opinion regarding whether the financial statements
were fairly presented in accordance with applicable
accounting standards. While this structure ensured
comparability and consistency across firms, critics
argued that it provided limited insight into the actual
audit process or the key risks faced by the audited
entity (Gold & Heilmann, 2020).

Following the global financial crisis, con-
cerns intensified regarding the ability of traditional
audit reports to meet the informational needs of in-
vestors and other stakeholders. Regulators observed
that investors often perceived the auditor’s report as
overly technical and lacking in firm-specific infor-
mation. As a result, a major reform movement
emerged within the auditing profession aimed at
transforming the auditor’s report into a more in-
formative communication tool (IAASB, 2021).

One of the most significant reforms involved
the introduction of expanded audit reporting re-
quirements, which encourage auditors to disclose key
matters that required significant auditor attention
during the audit process. These reforms were intended
to improve transparency by providing investors with
insights into the most challenging aspects of the audit
engagement and the judgments exercised by auditors
when evaluating financial reporting risks (Velte,
2021).

Empirical studies examining the implemen-
tation of expanded audit reports have produced mixed
results. Some evidence suggests that expanded audit
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Another issue relates to the potential for in-
formation overload. Expanded audit reports often
contain multiple sections describing significant audit
matters, accounting estimates, and other disclosures.
While such information may improve transparency,
excessive narrative disclosure may also increase the
complexity of the report and reduce its readability for
nonprofessional investors (Minutti-Meza, 2021).

Furthermore, auditors may face practical
challenges when implementing expanded reporting
requirements. Preparing detailed KAM disclosures
requires significant professional judgment and may
involve sensitive discussions with management re-
garding the disclosure of company-specific risks. As a
result, auditors may adopt cautious disclosure strate-
gies to avoid revealing information that could poten-
tially create legal or reputational concerns (Abdullatif
& Al-Rahahleh, 2020).

The effectiveness of expanded audit report-
ing may therefore depend on the balance between
transparency and standardization. While expanded
reporting frameworks encourage auditors to provide
more informative disclosures, institutional pressures
and professional norms may still lead auditors to rely
on relatively standardized descriptions of audit risks.

2.3 Boilerplate Reporting in Audit Reports

One of the most widely discussed concerns
in the auditing literature is the persistence of boiler-
plate reporting in auditor reports. Boilerplate report-
ing refers to the use of standardized and repetitive
language that is largely identical across firms, indus-
tries, or reporting periods. Although standardized
wording can promote consistency and legal clarity,
excessive reliance on boilerplate language may reduce
the informational value of audit reports (Lennox et al.,
2022).

The problem of boilerplate reporting has
been observed not only in traditional audit reports but
also in expanded audit reporting frameworks. Even
when auditors disclose key audit matters, the narrative
explanations often resemble each other across com-
panies, suggesting that the disclosures may be driven
more by regulatory compliance than by a genuine
attempt to provide firm-specific insights (Reid et al.,
2022).

Several factors may explain the persistence
of boilerplate language in audit reporting. First, au-
ditors operate in environments characterized by liti-
gation risk and regulatory scrutiny. To minimize po-
tential legal exposure, auditors may prefer standard-
ized wording that has already been reviewed and
approved by legal advisors (Brasel et al., 2023).

Second, professional norms within the au-
diting profession may encourage consistency in re-
porting practices. Audit firms often develop internal

and active capital markets, auditors may face greater
incentives to provide meaningful disclosures. In con-
trast, in emerging markets where regulatory en-
forcement may be weaker, expanded reporting re-
forms may be implemented more formally than sub-
stantively (Kend & Nguyen, 2022).

These institutional differences highlight the
importance of examining audit reporting reforms
within specific national contexts. While international
auditing standards provide a common framework for
audit reporting, the effectiveness of these reforms
ultimately depends on how they are applied in practice
within different institutional environments.

2.2 Expanded Audit Reporting and Key Audit
Matters

The introduction of expanded audit reporting
has been widely regarded as one of the most signifi-
cant developments in auditing standards over the past
decade. The primary objective of these reforms was to
enhance the communicative value of the auditor’s
report by providing investors with greater insight into
the most significant issues encountered during the
audit process. In particular, expanded reporting
frameworks encourage auditors to disclose key mat-
ters that required substantial professional judgment or
posed significant risks of material misstatement in the
financial statements (IAASB, 2022).

The concept of Key Audit Matters (KAMs)
represents a central component of these reforms.
KAM disclosures are intended to provide users of
financial statements with information about the areas
of the audit that required the greatest auditor attention.
These disclosures typically include explanations of
why a particular issue was considered significant and
how the auditor addressed the issue during the audit
engagement (Kohler et al., 2020).

Empirical research examining KAM dis-
closures suggests that these expanded reporting re-
quirements have the potential to enhance transparency
and improve investor understanding of financial re-
porting risks. For instance, studies indicate that KAM
disclosures may help investors better assess areas
involving complex accounting estimates, revenue
recognition risks, and goodwill impairment judgments
(Suttipun & Stanton, 2022).

However, the extent to which KAM disclo-
sures improve the informational value of audit reports
remains subject to debate. While some studies find
that KAM disclosures enhance investor confidence in
financial reporting, others suggest that the disclosures
often contain generic explanations that provide lim-
ited firm-specific information (Velte & Issa, 2023).
When KAM descriptions rely heavily on standardized
language, their ability to convey meaningful insights
into the audit process may be reduced.
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the audit process and help investors better understand
the reliability of financial statements (Knechel &
Salterio, 2021).

Empirical evidence regarding the informa-
tional benefits of expanded audit reporting remains
mixed. Some studies suggest that expanded auditor
disclosures improve the transparency of financial
reporting and enhance investor confidence. For ex-
ample, evidence indicates that disclosures related to
critical audit matters can provide investors with val-
uable insights into complex accounting estimates and
risk assessments performed during the audit engage-
ment (Gold et al., 2020).

Other research, however, suggests that the
informational value of expanded audit reports may be
limited when disclosures lack firm-specific detail. If
auditors rely on generic descriptions of audit risks,
investors may perceive the additional disclosures as
repetitive and uninformative. In such cases, expanded
audit reports may fail to improve the decision use-
fulness of the auditor’s report (Hoitash & Hoitash,
2022).

Another factor influencing the informational
value of audit reports is their readability and linguistic
clarity. Narrative disclosures that are difficult to in-
terpret may reduce the usefulness of audit reports for
nonprofessional investors. As a result, recent ac-
counting research increasingly examines linguistic
characteristics such as readability, complexity, and
textual similarity when evaluating the effectiveness of
audit reporting reforms (Loughran & McDonald,
2020).

2.5 Investor Response to Auditor Disclosures

A key question in the auditing literature
concerns whether investors actually use the infor-
mation contained in auditor reports when making
investment decisions. If expanded audit reporting
successfully enhances transparency, one would expect
to observe measurable reactions in capital markets
following the release of audit reports containing sig-
nificant disclosures.

Several studies have investigated investor
responses to expanded audit reporting using mar-
ket-based methodologies. Evidence suggests that
investors may react to certain types of auditor dis-
closures, particularly when they reveal previously
unknown risks or uncertainties. For example, modi-
fied audit opinions or disclosures related to going
concern uncertainties often trigger negative market
reactions, reflecting investor concerns regarding the
financial health of the audited firm (Carver & Trinkle,
2020).

However, the evidence regarding investor
responses to expanded narrative disclosures such as
key audit matters is less consistent. Some studies find

reporting templates that guide auditors in preparing
audit reports. While these templates can improve
efficiency and ensure compliance with auditing
standards, they may also contribute to the widespread
use of standardized language across audit engage-
ments (Carver & Trinkle, 2020).

Third, the complexity of financial reporting
may lead auditors to rely on generic descriptions when
communicating accounting risks. For example, risks
related to revenue recognition or goodwill impairment
are common across many companies. As a result,
auditors may use similar explanations when describ-
ing such risks in audit reports (Kend & Nguyen,
2022).

The presence of boilerplate language in audit
reports raises important questions regarding the ef-
fectiveness of expanded audit reporting reforms. If
expanded reports merely replicate standardized dis-
closures across firms, the additional sections of the
report may provide little incremental information to
investors.

Recent research has therefore begun to ex-
amine the textual characteristics of audit reports using
computational methods. Textual analysis techniques
allow researchers to measure the similarity of lan-
guage across audit reports and to evaluate whether
expanded reporting frameworks produce more in-
formative disclosures (Bonsall et al., 2021).

Such approaches have become increasingly
important in accounting research as scholars seek to
understand how narrative disclosures influence in-
vestor decision-making. By examining the linguistic
features of audit reports, researchers can gain insights
into the degree of standardization in audit reporting
and its implications for market participants (Lang &
Stice-Lawrence, 2022).

2.4 Informational Value of Audit Reports

A central objective of expanded audit re-
porting reforms is to enhance the informational value
of the auditor’s report for investors and other stake-
holders. Traditionally, the auditor’s report primarily
communicated the auditor’s opinion regarding
whether the financial statements were presented fairly
in accordance with applicable accounting standards.
While this opinion provides an important assurance
function, critics have long argued that it conveys
limited information about the actual audit process or
the underlying risks associated with the financial
statements (Beyer et al., 2020).

Expanded audit reporting frameworks aim to
address this limitation by encouraging auditors to
disclose additional information about significant audit
risks, complex accounting estimates, and areas re-
quiring substantial professional judgment. Such dis-
closures are expected to improve the transparency of
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Institutional theory provides a useful frame-
work for understanding these dynamics. According to
this perspective, organizations may adopt global
standards in order to achieve legitimacy and conform
to international expectations, even when local institu-
tional conditions limit the extent to which such
standards can be implemented effectively (Meyer &
Rowan, 2020).

Consequently, examining audit reporting
practices within emerging capital markets provides
valuable insights into the interaction between global
regulatory reforms and local institutional environ-
ments.

2.7 Research Gap

Although a growing body of research has
examined expanded audit reporting in recent years,
several important gaps remain in the literature. First,
much of the existing empirical evidence focuses on
developed capital markets such as the United States,
the United Kingdom, and European Union countries.
Relatively limited research has examined how ex-
panded audit reporting functions in emerging markets.

Second, prior studies often examine either the
textual characteristics of audit reports or their market
consequences, but rarely integrate both perspectives
within a single research design. As a result, there is
limited empirical evidence regarding whether textual
characteristics such as boilerplate language actually
influence investor responses to audit reporting.

Third, existing research has primarily fo-
cused on the presence of expanded disclosures rather
than their informational quality. Simply identifying
whether a report contains key audit matters may not
capture the extent to which those disclosures provide
meaningful firm-specific information.

This study addresses these gaps by combin-
ing textual analysis of audit reports with market-based
event study methods to evaluate both the linguistic
characteristics and economic consequences of ex-
panded audit reporting within an emerging capital
market context.

II. Conceptual Framework and Hypothesis
Development

3.1 Theoretical Foundations of Auditor Commu-
nication

The role of the auditor’s report has evolved
substantially as auditing standards have increasingly
emphasized the importance of communication be-
tween auditors and financial statement users. Tradi-
tionally, the auditor’s report was designed primarily to
communicate the auditor’s opinion regarding the
fairness of financial statements. However, the expan-
sion of audit reporting frameworks has shifted atten-
tion toward the broader informational role of auditor

that investors react positively to informative disclo-
sures that provide insights into complex accounting
judgments. These disclosures may help investors
better assess financial reporting risks and improve
their understanding of the firm’s financial condition
(Gutierrez et al., 2022).

Other studies suggest that investor responses
may be relatively weak when audit report disclosures
are perceived as routine or repetitive. If investors
expect auditors to disclose certain risks in most audit
reports, such disclosures may provide little incre-
mental information and therefore generate minimal
market reactions (Bédard et al., 2022).

Another explanation for limited investor re-
actions relates to the complexity of audit report nar-
ratives. Nonprofessional investors may find it difficult
to interpret technical audit disclosures, particularly
when such disclosures involve complex accounting
concepts. As a result, investors may focus primarily
on the auditor’s opinion rather than the detailed nar-
rative sections of the audit report (Sirois et al., 2022).

These findings highlight the importance of
examining not only the presence of expanded disclo-
sures but also their linguistic characteristics and in-
formational relevance. If expanded audit reports rely
heavily on standardized language, investors may
discount the informational content of these disclo-
sures.

2.6 Institutional Perspectives in Emerging Mar-
kets

The effectiveness of expanded audit reporting
reforms may vary significantly across institutional
environments. While international auditing standards
provide a common framework for audit reporting, the
practical implementation of these standards often
depends on country-specific regulatory structures,
legal systems, and professional practices.

In developed capital markets, strong regula-
tory oversight and active investor participation may
encourage auditors to provide more informative dis-
closures. In contrast, emerging markets may face
institutional constraints that influence the quality and
specificity of audit reporting. Factors such as regula-
tory enforcement, litigation risk, and professional
training can shape how auditors interpret and imple-
ment expanded reporting standards (Boolaky &
Quick, 2023).

Research suggests that the adoption of inter-
national auditing standards in emerging markets may
sometimes result in symbolic compliance, where
firms formally adopt global reporting frameworks
without fully implementing their substantive princi-
ples. In such contexts, expanded audit reports may
retain standardized structures while continuing to rely
heavily on boilerplate language (Alodat et al., 2022).
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These theoretical perspectives collectively
highlight the importance of examining both the con-
tent and the communication effectiveness of audit
reports. While expanded audit reporting reforms aim
to enhance transparency, the informational value of
such reforms ultimately depends on whether auditor
disclosures provide meaningful insights into
firm-specific risks.

3.2 Boilerplate versus Informative Audit Report-
ing

A key issue in the auditing literature con-
cerns the distinction between boilerplate reporting and
informative audit communication. Boilerplate re-
porting refers to disclosures that rely heavily on
standardized language that is largely identical across
firms and reporting periods. Such disclosures may
satisfy regulatory requirements but provide limited
incremental information to investors (Lennox et al.,
2022).

In contrast, informative audit reporting in-
volves disclosures that provide firm-specific insights
regarding financial reporting risks, audit judgments,
and areas of significant uncertainty. These disclosures
can enhance investor understanding of financial
statements by providing context regarding the audi-
tor’s evaluation of key accounting estimates and risk
assessments (Gold et al., 2020).

The distinction between boilerplate and in-

formative reporting has become increasingly im-
portant following the introduction of expanded audit
reporting standards. Although expanded reporting
frameworks encourage auditors to provide detailed
explanations of significant audit matters, empirical
evidence suggests that many disclosures remain
highly standardized across firms (Reid et al., 2022).
This phenomenon may arise because auditors face
incentives to maintain consistency in reporting prac-
tices. Standardized language reduces legal exposure
and ensures compliance with professional standards,
but it may also limit the informational value of the
auditor’s report (Moroney et al., 2021).
Consequently, examining the degree of textual simi-
larity across audit reports provides an important
method for assessing the informational quality of
expanded audit reporting.
The framework proposes that expanded audit report-
ing influences the textual characteristics of audit re-
ports, which in turn determine the informational value
of auditor communication. The informational quality
of the report ultimately affects investor reactions in
capital markets as shown in figure 1.

communication within capital markets (Knechel &
Salterio, 2021).

From a theoretical perspective, the informa-
tional function of audit reporting can be explained
through the lens of information asymmetry theory. In
capital markets, corporate managers possess superior
information regarding the financial condition and
risks of the firm, while investors must rely on publicly
disclosed information when making investment deci-
sions. Auditing serves as a mechanism that reduces
information asymmetry by providing independent
assurance regarding the credibility of financial
statements (Bushman et al., 2021).

Within this framework, the auditor’s report
represents an important communication channel
through which auditors convey information about the
reliability of financial reporting. Expanded audit re-
porting reforms aim to strengthen this communication
channel by encouraging auditors to provide more
detailed explanations of significant audit risks and
professional judgments (Velte, 2021).

Another theoretical perspective relevant to
audit reporting is signaling theory. According to sig-
naling theory, market participants interpret disclo-
sures as signals that convey information about the
quality and credibility of financial reporting. In this
context, informative auditor disclosures may serve as
signals that enhance investor confidence in financial
statements, whereas the absence of meaningful dis-
closures may signal potential reporting risks (Con-
nelly et al., 2021).

The effectiveness of such signals, however,
depends on the credibility and specificity of the in-
formation provided. If auditor disclosures are highly
standardized or repetitive, investors may perceive
them as routine regulatory compliance rather than
informative signals about firm-specific risks (Brasel
et al., 2022).

A third theoretical perspective relevant to
audit reporting is institutional theory, which suggests
that organizations often adopt global standards to
achieve legitimacy within their institutional envi-
ronment. However, institutional pressures may lead
organizations to adopt the formal structures of these
standards without fully implementing their substan-
tive principles (Scott, 2021).

In the context of expanded audit reporting,
institutional theory suggests that auditors may comply
with the structural requirements of new reporting
standards while continuing to rely heavily on stand-
ardized language. As a result, expanded audit reports
may appear more detailed without necessarily
providing additional firm-specific information
(Boolaky & Quick, 2023).

DOI: 10.5281/zenodo.22243676

| Impact Factor value 6.18 | ISO 9001: 2008 Certified Journal

Page 436



.

—

DAEM

International Journal of Advances in Engineering and Management (IJAEM)
Volume 8, Issue 8 August. 2026, pp: 430-453

www.ijaem.net

Conceptual Framework of the Study
Below is the conceptual model guiding this study.

Expanded Audit Reporting

Textual Characteristics of Audit Reports
(Readability — Similarity — Length)

Informational Value of Auditor Communication

Investor Market Reaction

Figure 1: Conceptual Framework of the Study

detailed without necessarily conveying meaningful
firm-specific information (Velte & Issa, 2023).

Several institutional factors may contribute
to this outcome. First, regulatory enforcement may
influence the extent to which auditors feel compelled
to provide detailed and entity-specific disclosures. In
jurisdictions with strong regulatory oversight, audi-
tors may face greater pressure to produce informative
audit reports. Conversely, in environments with
weaker enforcement mechanisms, auditors may rely
more heavily on standardized language to ensure
compliance with minimum regulatory requirements
(Al-Hadi et al., 2022).

Second, litigation risk and professional lia-
bility concerns may also influence the content of
auditor disclosures. Auditors may avoid providing
highly specific information regarding audit risks if
such disclosures could potentially increase legal ex-
posure. As a result, standardized descriptions of audit
procedures and risks may become common even
within expanded reporting frameworks (Bédard et al.,
2022).

Third, the internal reporting policies of audit
firms may contribute to the persistence of standard-
ized reporting practices. Large audit firms often de-
velop internal templates for preparing audit reports in
order to maintain consistency across engagements.
While such templates improve efficiency and com-
pliance with auditing standards, they may also reduce
the level of firm-specific customization in auditor
disclosures (Sierra-Garcia et al., 2021).

Understanding the role of institutional fac-
tors is therefore essential when evaluating the effec-
tiveness of expanded audit reporting reforms. If ex-
panded reporting standards are implemented primarily
as formal compliance mechanisms rather than sub-
stantive communication tools, their ability to enhance
transparency in capital markets may be limited.

3.3 Institutional Gap in Audit Reporting

Although expanded audit reporting reforms
were introduced to enhance transparency and improve
communication between auditors and capital market
participants, the actual effectiveness of these reforms
may depend heavily on institutional factors. Interna-
tional auditing standards provide a global framework
for audit reporting, yet the implementation of these
standards often varies across countries due to differ-
ences in regulatory environments, enforcement
mechanisms, and professional practices (Quick et al.,
2021).

In many emerging markets, auditing stand-
ards that originate from international standard-setting
bodies are adopted formally as part of regulatory
harmonization processes. However, the practical im-
plementation of these standards may not always fully
reflect the intended objectives of the reforms. Schol-
ars have referred to this phenomenon as an institu-
tional gap, where the formal adoption of global
standards is not accompanied by substantive changes
in professional practices (Boolaky et al., 2020).

Institutional theory provides an explanation
for such patterns. According to this perspective, or-
ganizations often adopt internationally recognized
standards to gain legitimacy and signal compliance
with global regulatory expectations. However, the
adoption of these standards may be primarily sym-
bolic if local institutional structures do not provide
strong incentives for substantive implementation
(Scott, 2021).

In the context of expanded audit reporting,
the institutional gap may manifest itself through the
persistence of standardized reporting practices. Even
though auditors are required to provide additional
narrative disclosures regarding key audit matters or
significant risks, these disclosures may remain highly
standardized across firms. Consequently, the ex-
panded sections of audit reports may appear more
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greatest auditor attention during the audit engagement
(Christensen et al., 2021).

However, empirical evidence suggests that
the implementation of expanded reporting standards
does not always produce the intended outcomes. In
many cases, auditors rely heavily on standardized
templates and language when preparing audit reports.
Such practices may result in high levels of textual
similarity across reports, thereby limiting the ability
of expanded disclosures to provide firm-specific in-
formation (Reid et al., 2022).

Textual characteristics therefore play an
important role in determining whether expanded audit
reporting achieves its intended objectives. Features
such as readability, linguistic complexity, and textual
similarity can influence how investors interpret nar-
rative disclosures contained in audit reports. When
audit reports contain highly standardized language,
investors may perceive them as routine regulatory
compliance rather than informative communication
(Li, 2022).

Based on this reasoning, the first hypothesis examines
the relationship between expanded audit reporting and
the textual characteristics of auditor reports.
Hypothesis 1

H1: Expanded audit reporting is associated with sig-
nificant changes in the textual characteristics of au-
ditor reports.

The second hypothesis focuses on the informational
value of auditor communication. According to sig-
naling theory, disclosures that provide credible and
specific information about firm risks can serve as
signals that reduce information asymmetry between
managers and investors (Connelly et al., 2021).
However, when disclosures rely heavily on boiler-
plate language, their signaling value may be reduced.
Investors may discount such disclosures if they per-
ceive them as standardized statements that provide
little firm-specific information. In such cases, the
expanded sections of audit reports may not mean-
ingfully improve the informational environment of
capital markets (Brasel et al., 2023).

Accordingly, the second hypothesis examines the
relationship between boilerplate language and the
informational value of audit reporting.

Hypothesis 2

H2: Higher levels of boilerplate language in audit
reports reduce the informational value of auditor
communication.

The third hypothesis examines whether investors
respond to the information contained in audit reports.
If expanded audit reporting successfully enhances the
informational value of auditor disclosures, investors
should incorporate this information into their invest-
ment decisions.

3.4 Development of the Conceptual Model

Building on the theoretical perspectives
discussed earlier, this study develops a conceptual
model that links expanded audit reporting reforms
with the informational value of auditor communica-
tion and investor reactions in capital markets.

The conceptual model is grounded in the
premise that expanded audit reporting should influ-
ence the textual characteristics of audit reports. When
auditors provide more detailed disclosures regarding
audit risks and professional judgments, the structure
and linguistic characteristics of the auditor’s report
are expected to change. These changes may include
variations in report length, readability, and the degree
of textual similarity across reports.

However, the informational value of these
disclosures depends on whether they contain
firm-specific insights or merely replicate standardized
language. If expanded reporting results in highly
similar textual disclosures across firms, investors may
perceive these disclosures as boilerplate information
with limited decision usefulness (Lennox et al., 2022).

Conversely, if expanded audit reporting
leads to more informative disclosures regarding
firm-specific risks and audit judgments, investors may
respond positively by incorporating this information
into their investment decisions. In such cases, the
auditor’s report becomes an important communication
mechanism that enhances transparency within capital
markets (Gutierrez et al., 2022).

Based on this reasoning, the conceptual
model proposes that expanded audit reporting affects
investor reactions indirectly through its impact on the
textual and informational characteristics of audit re-
ports. This relationship is illustrated in Figure 1,
which presents the conceptual framework guiding the
empirical analysis of this study.

3.5 Hypothesis Development

The conceptual framework developed in this
study suggests that expanded audit reporting influ-
ences the informational environment of capital mar-
kets through the communication channel represented
by the auditor’s report. In particular, the framework
proposes that expanded reporting requirements affect
the textual characteristics of audit reports, which in
turn influence the informational value of auditor
communication and ultimately shape investor reac-
tions in capital markets.

Expanded audit reporting reforms were in-
troduced with the intention of encouraging auditors to
provide more detailed and entity-specific disclosures
regarding significant audit matters. These disclosures
are expected to improve transparency by offering
investors insights into the areas that required the
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Together, these hypotheses provide a structured
framework for examining the informational conse-
quences of expanded audit reporting reforms in
emerging capital markets.

Table 1 - Summary of Research Hypotheses
Hypothesis Description

H1 Expanded audit reporting is associated
with changes in the textual characteristics
of auditor reports.

H2 Higher levels of boilerplate language
reduce the informational value of auditor
communication.

H3 Investors respond more strongly to in-
formative auditor disclosures than to
standardized audit reports.

H4 The relationship between expanded audit
reporting and investor reactions is medi-
ated by the informational characteristics
of audit reports.

IV.  Research Methodology and Empirical
Design
4.1 Research Design

This study adopts a comprehensive empirical
research design aimed at evaluating the informational
consequences of expanded audit reporting within an
emerging capital market context. The research design
integrates three complementary analytical approach-
es: textual analysis, content analysis, and event study
methodology. This multi-method approach allows the
study to examine both the communication character-
istics of auditor reports and their economic conse-
quences for investors.

The integration of textual and market-based
analytical methods has become increasingly common
in accounting and auditing research. Narrative dis-
closures contained in financial reporting documents
represent an important channel through which firms
communicate information to capital market partici-
pants. Consequently, textual analysis techniques have
emerged as valuable tools for examining the linguistic
characteristics of corporate disclosures and evaluating
their informational content (Loughran & McDonald,
2020).

In the context of audit reporting, textual
analysis provides insights into the communication
practices of auditors by examining the linguistic fea-
tures of auditor reports. These features include read-
ability, linguistic complexity, and textual similarity
across reports. Such characteristics may influence
how investors interpret the information contained in
auditor disclosures (Li et al., 2022).

The analytical framework of the study fol-
lows a sequential structure. First, textual analysis
techniques are used to evaluate the linguistic charac-

Market-based research suggests that investors respond
to certain types of auditor disclosures, particularly
when they reveal unexpected risks or uncertainties
related to financial reporting (Gutierrez et al., 2022).
For example, modified audit opinions or disclosures
related to going concern uncertainties often trigger
negative market reactions.

However, if audit report disclosures are highly
standardized, investors may perceive them as routine
and therefore ignore them when making investment
decisions. In such cases, expanded audit reports may
have limited influence on investor behavior (Lennox
et al., 2023).

Based on this reasoning, the third hypothesis exam-
ines the relationship between the informational qual-
ity of audit reports and investor reactions.
Hypothesis 3

H3: Investors react more strongly to informative
auditor disclosures than to standardized audit reports.
Finally, the conceptual framework suggests that the
relationship between expanded audit reporting and
investor reactions may be mediated by the informa-
tional characteristics of audit reports. Expanded re-
porting standards influence the structure and content
of auditor disclosures, which in turn determine
whether investors perceive the information as deci-
sion useful.

When expanded audit reports provide meaningful
firm-specific insights, they may enhance the trans-
parency of financial reporting and strengthen investor
confidence. Conversely, when expanded disclosures
rely heavily on standardized language, the additional
sections of the audit report may provide little incre-
mental information to investors (Velte, 2021).
Accordingly, the fourth hypothesis examines the in-
direct relationship between expanded audit reporting
and investor reactions through the informational
characteristics of audit reports.

Hypothesis 4

H4: The effect of expanded audit reporting on in-
vestor reactions is mediated by the informational
characteristics of audit reports.

The hypotheses as shown in table 1 collectively reflect
the conceptual logic of the study. Expanded audit
reporting reforms influence the structure and textual
characteristics of auditor reports (H1). These textual
characteristics determine the informational quality of
auditor communication, particularly when disclosures
rely on standardized language (H2). The informa-
tional quality of audit reports then influences investor
responses in capital markets (H3). Finally, the model
proposes that the effect of expanded reporting reforms
on investor reactions operates indirectly through the
informational characteristics of audit reports (H4).
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Real Estate 5 teristics of auditor reports. Second, content analysis is
Other Sectors 3 conducted to identify key disclosure elements within

4.3 Data Collection Procedures

The primary data used in this study consist of inde-
pendent auditor reports issued as part of companies’
annual financial statements. These reports are ex-
tracted from annual reports published by the sample
firms.

The data collection process involves several steps.
First, all available annual reports for sample firms
during the study period are collected. Second, the
auditor report sections are extracted from the annual
reports and converted into machine-readable text
format.

Text preprocessing procedures are then applied to the
extracted reports to remove formatting elements that
may interfere with linguistic analysis. These proce-
dures include removing tables, formatting symbols,
and irrelevant characters while preserving the narra-
tive content of the auditor report.

Text preprocessing is an important step in textual
analysis because it ensures that the resulting linguistic
metrics accurately reflect the narrative content of the
documents rather than formatting artifacts (Lang &
Stice-Lawrence, 2022).

4.4 Textual Analysis Methodology

To examine the informational characteristics of au-
ditor reports, this study employs computational tex-
tual analysis techniques that have become widely used
in recent accounting research. Textual analysis ena-
bles researchers to convert qualitative narrative dis-
closures into quantitative indicators that can be sys-
tematically analyzed using statistical methods.

In the context of financial reporting research, textual
analysis has been widely applied to evaluate corporate
disclosures such as management discussion sections,
earnings announcements, and audit reports. These
techniques allow researchers to assess the clarity,
complexity, and informativeness of narrative disclo-
sures by examining linguistic features embedded in
textual data (Li, 2022).

For the purposes of this study, textual analysis focuses
on three primary linguistic dimensions of auditor
reports:

1. Report Length

2. Readability

3. Textual Similarity

These dimensions capture key aspects of how auditors
communicate information to financial statement us-
ers.

Report Length

Report length is measured as the total number of
words contained in each auditor report. Expanded
audit reporting reforms are expected to increase the

auditor reports, including audit opinions and empha-
sis-of-matter paragraphs. Third, event study method-
ology is employed to examine whether investors react
to the information contained in auditor reports.

This integrated research design allows the
study to capture both the communication dimension
of auditor reporting and the market consequences of
audit disclosures.

4.2 Population and Sample Selection

The empirical analysis focuses on firms
listed on the Egyptian capital market. Specifically, the
study examines companies included in the EGX30
index, which represents the most actively traded firms
on the Egyptian Exchange.

The selection of EGX30 firms provides
several methodological advantages. First, these firms
represent a broad range of economic sectors, includ-
ing banking, telecommunications, industrial manu-
facturing, and consumer goods. This diversity en-
hances the generalizability of the empirical findings
across different industries.

Second, firms included in the EGX30 index
typically have greater investor visibility and higher
levels of regulatory scrutiny compared with smaller
listed firms. Consequently, the auditor reports issued
for these firms are more likely to influence investor
decision-making (Al-Hadi et al., 2022).

The sample period of this study covers
2020-2025, a period during which expanded audit
reporting practices have become increasingly com-
mon in many jurisdictions. Examining multiple years
allows the study to capture potential changes in re-
porting practices over time and provides a sufficiently
large number of observations for statistical analysis.

Annual reports and auditor reports are col-

lected from publicly available corporate disclosures.
These documents are obtained from official company
websites, financial reporting databases, and regulatory
filings submitted to the Egyptian Exchange.
Table 2 presents the distribution of sample firms
across major industries represented in the EGX30
index. The sample includes firms from a variety of
sectors, ensuring that the analysis reflects a diverse set
of corporate reporting environments. Such diversity is
important for assessing whether expanded audit re-
porting practices vary across industries.

Table 2 - Sample Distribution by Industry
Industry Number of Firms
Banking
Telecommunications
Industrial Manufacturing
Consumer Goods

AN 0 W
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categorize qualitative disclosures and convert them
into measurable variables (Krippendorff, 2021).

The content analysis conducted in this study focuses
on the following disclosure elements:

e Type of audit opinion

e Presence of emphasis-of-matter paragraphs

e References to financial reporting risks

Audit opinions are classified as either unmodified or
modified. Modified opinions include qualified opin-
ions, adverse opinions, or disclaimers of opinion.
Such opinions may signal concerns regarding the
reliability of financial statements.
Emphasis-of-matter paragraphs are also examined
because they highlight issues that auditors consider
particularly important for understanding the financial
statements. Prior research suggests that such disclo-
sures may influence investor perceptions of financial
reporting risk (Gutierrez et al., 2022).

4.6 Construction of the Composite Audit Report-
ing Index

To capture the overall informational characteristics of
auditor reports, this study constructs a composite audit
reporting index that integrates the textual indicators
described above.

Composite indices are commonly used in empirical
research when multiple indicators capture different
dimensions of a broader concept. In this study, the
composite index measures the overall informativeness
of auditor communication by combining report
length, readability, and textual similarity (OECD,
2020).

The composite index is constructed by standardizing
each component variable and aggregating them into a
single measure.

Table 3 summarizes the key variables used in the
empirical analysis. The first three variables capture
the linguistic characteristics of auditor reports, while
the remaining variables represent audit-related signals
and market responses. Together, these variables allow
the study to evaluate both the communication quality
of auditor disclosures and their economic conse-
quences in capital markets.

length of auditor reports because auditors are required
to provide additional narrative disclosures regarding
significant audit matters and areas involving substan-
tial professional judgment.

Prior research suggests that longer narrative disclo-
sures may provide greater informational content,
although excessive length may also reduce the reada-
bility of the report (Loughran & McDonald, 2020).
Readability

Readability represents the linguistic complexity of
narrative disclosures. In this study, readability is
measured using standard readability indices com-
monly applied in accounting research.

Readability measures evaluate how easily a document
can be understood by readers. Lower readability
scores indicate more complex language, which may
reduce the ability of investors to interpret the infor-
mation contained in the report.

Prior research suggests that complex narrative dis-
closures may reduce the usefulness of financial re-
porting information for nonprofessional investors
(Hoitash & Hoitash, 2022).

Textual Similarity

Textual similarity measures the degree to which audit
reports resemble one another linguistically. High
levels of similarity indicate that auditors rely heavily
on standardized templates or boilerplate language
when preparing reports.

Similarity scores are calculated using computational
text comparison techniques that measure overlap in
word frequency patterns across documents. These
techniques allow researchers to quantify the degree of
standardization in narrative disclosures (Brown &
Tucker, 2020).

High similarity scores suggest that audit reports con-
tain largely standardized language and may therefore
provide limited firm-specific information.

4.5 Content Analysis of Auditor Reports

In addition to textual analysis, the study employs
content analysis to examine specific disclosure ele-
ments contained within auditor reports. Content
analysis is widely used in accounting research to

Table 3 - Measurement of Key Variables

Variable Measurement Method
Report Length
Readability Readability score
Textual Similarity ~ Similarity score across reports
Audit Opinion Dummy variable (1 = modified opin-
ion)
Abnormal Return ~ Market-adjusted return

Expected Interpretation

Total number of words in audit report Higher values indicate greater disclosure vol-

ume

Higher values indicate clearer language
Higher values indicate boilerplate reporting
Indicates financial reporting risk

Measures investor reaction
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e RmtR {mt}Rmt = market return at time ¢

e oi\alpha ici and Bi\beta iPi = estimated parame-
ters

e cit\epsilon_{it}eit = error term

Abnormal returns are calculated as the difference
between the actual stock return and the expected re-
turn predicted by the market model:
ARit=Rit—(oi+piRmt)AR {it} = R {it} - (\alpha i+
\beta i R_{mt})ARit=Rit—(ai+piRmt)

Cumulative abnormal returns (CAR) are then calcu-
lated by summing abnormal returns over the event
window:

CARi=}Y ARitCAR {i} =\sum AR {it}CARi=) ARit

The CAR variable serves as the primary measure of
investor reaction to auditor reporting disclosures.

4.9 Regression Analysis

To test the research hypotheses, the study employs
multivariate regression models that examine the rela-
tionships between textual characteristics of auditor
reports and investor reactions in capital markets.

The primary dependent variable is cumulative ab-
normal return (CAR), which captures investor reac-
tions around the disclosure of audited financial
statements.

The key explanatory variables represent the textual
characteristics of auditor reports derived from the
textual and content analyses described earlier. These
variables include report length, readability, textual
similarity, and indicators of audit-related disclosures.
Control variables are included to account for
firm-specific characteristics that may influence in-
vestor reactions. These variables include firm size,
financial leverage, and industry classification.

Table 4 presents the regression models used to test the
research hypotheses. Model 1 evaluates whether ex-
panded audit reporting reforms influence the linguis-
tic characteristics of auditor reports. Model 2 exam-
ines how textual characteristics affect the informa-
tional value of auditor communication. Model 3 in-
vestigates whether the informational quality of auditor
disclosures influences investor reactions in capital
markets.

4.7 Event Study Methodology

To examine whether investors react to the information
contained in auditor reports, this study employs an
event study methodology, which is widely used in
accounting and finance research to analyze capital
market reactions to new information disclosures.
Event studies are based on the premise that stock
prices incorporate publicly available information, and
therefore abnormal movements in stock returns
around an event date may reflect the informational
value of that event (MacKinlay, 2020).

In this study, the event of interest is the public dis-
closure of audited financial statements and the ac-
companying auditor report. The release of these re-
ports provides investors with new information re-
garding the credibility of financial reporting and the
auditor’s assessment of potential risks.

To capture investor reactions, the analysis uses two
alternative event windows commonly applied in em-
pirical accounting research:

e Short window: (-1, +1) trading days around the
disclosure date

o Extended window: (-3, +3) trading days around
the disclosure date

The use of multiple event windows allows the study to
examine both immediate and slightly delayed market
responses to auditor disclosures. This approach helps
ensure that the results are not sensitive to a single
specification of the event window (Kothari & Warner,
2021).

4.8 Expected Return Model

To estimate abnormal stock returns, the study em-
ploys the market model, which is one of the most
widely used models in event study research. The
market model estimates the expected return of a firm’s
stock based on the overall market return.

The market model is expressed as follows:
Rit=ai+piRmt+eitR_{it} = \alpha i+ \beta i R {mt}
+\epsilon_{it}Rit=ci+PiRmt+eit

Where:

e RitR {it}Rit = return of firm 7 at time ¢

Table 4 - Regression Models Used in the Empirical Analysis

Model Objective
Model 1  Effect of expanded reporting on textual
characteristics
Model 2 Effect of textual characteristics on in-
formational value
Model 3  Investor reaction to auditor disclosures

Specification
TextualChar = a + 1 ExpandedReporting + Controls + €

InfoValue = a + 1 Readability + f2 Similarity + Controls
te

CAR = a + B1 InfoValue + 2 AuditOpinion + Controls +
€
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5.1 Descriptive Statistics

This section presents the empirical results of
the study based on the analysis of auditor reports
issued for firms included in the EGX30 index during
the period 2020-2025. The analysis begins with de-
scriptive statistics that summarize the key character-
istics of the variables used in the empirical models.

Descriptive statistics provide an overview of
the distribution of the data and allow researchers to
identify potential irregularities before conducting
more advanced statistical analyses. In accounting
research, descriptive analysis also provides insights
into the general reporting patterns observed within the
sample firms (Lennox et al., 2023).

The descriptive statistics shown in table 5
reveal several important patterns in the auditor reports
issued by EGX30 firms. First, the average length of
auditor reports in the sample is approximately 1350
words, indicating that audit reports have become
relatively detailed narrative documents compared
with traditional short-form audit reports.

Second, the readability scores suggest that
the linguistic complexity of audit reports varies con-
siderably across firms. While some reports are rela-
tively easy to read, others contain highly technical
language that may limit their accessibility for non-
professional investors.

Third, the textual similarity scores indicate a

relatively high degree of standardization across au-
ditor reports. The average similarity score of 0.74
suggests that many reports share similar linguistic
structures, which may reflect the use of standardized
reporting templates.
These findings are consistent with prior research
suggesting that expanded audit reporting reforms
sometimes lead to increased disclosure volume
without necessarily producing more firm-specific
information (Brasel et al., 2022).

4.10 Robustness Tests

To ensure the reliability of the empirical re-
sults, several robustness tests are conducted. First, the
regression models are re-estimated using alternative
event windows to verify whether the main results
remain consistent under different specifications.

Second, alternative measures of textual
characteristics are used to confirm that the findings
are not driven by a specific measurement approach.
For example, alternative readability metrics and sim-
ilarity measures are applied to the textual analysis.

Third, additional control variables are in-
corporated into the regression models to account for
potential firm-level factors that may influence inves-
tor reactions. These factors include firm size, lever-
age, and industry effects.

Robustness testing is widely used in empir-
ical accounting research to strengthen the credibility
of statistical results and ensure that the conclusions
are not sensitive to specific model assumptions
(Armstrong et al., 2020).

The methodological framework developed in
this chapter integrates three complementary analytical
techniques: textual analysis, content analysis, and
event study methodology. Textual analysis examines
the linguistic characteristics of auditor reports, con-
tent analysis identifies key audit-related disclosures,
and event study methods evaluate the market conse-
quences of these disclosures.

By combining these approaches, the study
provides a comprehensive empirical framework for
evaluating the informational value of expanded audit
reporting in emerging capital markets. This integrated
approach allows the research to capture both the
communication dimension of auditor reporting and its
economic implications for investors.

V.  Empirical Results

Table 5 - Descriptive Statistics of Key Variables

Variable
Report Length 1350
Readability 46.3
Textual Similarity  0.74

Abnormal Return

The correlation analysis focuses on the rela-
tionships between textual characteristics of auditor
reports—namely report length, readability, and tex-
tual similarity—and the market reaction variable
measured by cumulative abnormal returns.

The correlation matrix shown in table 6 re-
veals several important relationships between the
variables used in the analysis. First, report length is
positively correlated with readability, suggesting that

0.012

Mean StdDev Min Max

420 820 2420

7.2 33.1 59.4

0.11 048 091
0.034  -0.081 0.095

5.2 Correlation Analysis

Before estimating the regression models,
correlation analysis is conducted to examine the rela-
tionships between the key variables used in the em-
pirical analysis. Correlation matrices are commonly
used in empirical accounting research to identify
potential multicollinearity issues and to provide pre-
liminary insights into the relationships between ex-
planatory variables (Wooldridge, 2021).

DOI: 10.5281/zenodo.22243676

| Impact Factor value 6.18 | ISO 9001: 2008 Certified Journal

Page 443



.

—

IJAEM

International Journal of Advances in Engineering and Management (IJAEM)
Volume 8, Issue 8 August. 2026, pp: 430-453

www.ijaem.net

tors may respond less favorably to audit reports that
contain highly standardized language. Although cor-
relation analysis does not establish causal relation-
ships, the observed patterns suggest that the linguistic
characteristics of audit reports may influence investor
perceptions of financial reporting credibility.
Importantly, none of the correlation coefficients ex-
ceed commonly accepted thresholds for multicollin-
earity concerns. This suggests that the explanatory
variables can be included simultaneously in the re-
gression models without introducing significant es-
timation bias (Wooldridge, 2021).

longer audit reports tend to include more explanatory
narrative disclosures that improve textual clarity.

Second, textual similarity is negatively cor-
related with both report length and readability. This
result indicates that audit reports that rely heavily on
standardized language tend to be shorter and less
readable. Such findings are consistent with prior
studies suggesting that boilerplate reporting reduces
the informational richness of audit disclosures
(Loughran & McDonald, 2020).

Third, the correlation between textual simi-
larity and cumulative abnormal returns is negative.
This result provides preliminary evidence that inves-

Table 6 - Correlation Matrix

Variable Report Length Readability Textual Similarity CAR
Report Length 1.00 0.34 -0.28 0.17
Readability 0.34 1.00 -0.31 0.21
Textual Similarity -0.28 -0.31 1.00 -0.19
CAR 0.17 0.21 -0.19 1.00

The regression analysis examines whether the lin-
guistic characteristics of auditor reports influence
investor responses in capital markets.

The regression results shown in table 7 provide em-
pirical evidence regarding the informational conse-
quences of auditor reporting characteristics.

5.3 Regression Analysis

To formally examine the relationships between the
textual characteristics of auditor reports and investor
reactions, the study estimates multivariate regression
models as specified in Chapter 4. The primary de-
pendent variable is cumulative abnormal return
(CAR), which captures investor reactions around the
disclosure of audited financial statements.

Table 7 - Regression Results

Variable Coefficient t-statistic Significance
Report Length 0.018 2.11 0.035
Readability 0.024 2.64 0.009
Textual Similarity -0.031 -2.57 0.011
Firm Size 0.007 1.22 0.224
Leverage -0.013 -1.47 0.142

R2=0.29

F-statistic = 6.42

effectiveness of audit communication depends not
only on the quantity of disclosures but also on their
linguistic clarity.

In contrast, the coefficient on textual similarity is
negative and statistically significant. This finding
suggests that investors react less favorably to audit
reports that contain highly standardized language.
When auditor reports rely heavily on boilerplate text,
investors may perceive them as routine regulatory
disclosures rather than informative communication.
The results therefore provide empirical support for the
argument that the informational value of auditor re-
ports depends on their linguistic characteristics. Ex-
panded audit reporting reforms may enhance trans-
parency only when auditors provide meaningful
firm-specific disclosures rather than relying on
standardized reporting templates.

The coefficient on report length is positive and statis-
tically significant, suggesting that longer auditor re-
ports are associated with stronger investor reactions
around the disclosure of audited financial statements.
This finding is consistent with the notion that ex-
panded narrative disclosures may provide investors
with additional insights into financial reporting risks
and audit procedures. When audit reports contain
more detailed explanations, investors may perceive
them as more informative and incorporate the dis-
closed information into their investment decisions
(Velte & Issa, 2023).

The coefficient on readability is also positive and
statistically significant. This result indicates that
clearer and more readable auditor reports are associ-
ated with stronger market reactions. From an infor-
mational perspective, this finding suggests that the
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Overall, the robustness tests confirm that the main
findings of the study are stable across alternative
model specifications.

5.5 Additional Empirical Analysis

In order to further examine the informational impli-
cations of auditor reporting characteristics, additional
regression analyses are conducted. These analyses
explore whether the observed relationships vary
across different reporting environments.

Specifically, the study investigates whether investor
reactions differ between firms with higher levels of
textual similarity in their audit reports and those with
more firm-specific disclosures. The results indicate
that the negative relationship between textual simi-
larity and investor reactions is more pronounced
among firms whose audit reports contain highly
standardized language.

This finding suggests that investors may discount
audit reports that rely heavily on boilerplate disclo-
sures. When audit reports contain largely standardized
language, investors may perceive them as routine
regulatory documents rather than informative com-
munication tools (Brasel et al., 2022).

Conversely, firms whose audit reports contain more
detailed and entity-specific disclosures tend to exhibit
stronger market reactions. This result supports the
view that the informational value of auditor reporting
depends on the degree to which disclosures provide
meaningful insights into firm-specific financial re-
porting risks.

The robustness regression results shown in table 8
confirm the primary findings of the study.

5.4 Robustness Tests

To ensure the reliability and stability of the empirical
findings, several robustness tests are conducted. Ro-
bustness testing is widely used in empirical account-
ing research to verify that the results are not sensitive
to specific model specifications or measurement ap-
proaches (Armstrong et al., 2020).

The first robustness test involves re-estimating the
regression models using an alternative event window.
While the primary analysis employs event windows of
(-1, +1) and (-3, +3), the robustness analysis uses a
narrower window around the disclosure date to cap-
ture immediate market reactions. The results remain
consistent with the primary findings, indicating that
the observed relationships are not driven by the choice
of event window.

The second robustness test uses alternative measures
of textual characteristics. Specifically, the study re-
places the primary readability metric with an alterna-
tive linguistic complexity measure commonly used in
financial reporting research. The results remain qual-
itatively similar, suggesting that the relationship be-
tween readability and investor reactions is robust
across different measurement approaches (Li, 2022).
Third, the regression models are re-estimated using
additional firm-level control variables, including
profitability and industry fixed effects. These addi-
tional controls help account for potential firm-specific
characteristics that may influence investor reactions.
The inclusion of these variables does not materially
alter the main results of the analysis.

Table 8 - Robustness Regression Results

Variable
Report Length 0.017
Readability 0.021
Textual Similarity -0.028
Firm Size 0.006
Leverage -0.011

R2=10.27

5.6 Overall Interpretation of Empirical Results
Taken together, the empirical results presented in this
chapter provide several important insights into the
informational role of auditor reporting.

First, the findings indicate that the textual character-
istics of auditor reports influence investor reactions in
capital markets. In particular, longer and more reada-
ble audit reports are associated with stronger market
responses, suggesting that investors value clear and
detailed narrative disclosures.

Second, the results highlight the limitations of stand-
ardized reporting practices. Audit reports that rely
heavily on boilerplate language appear to provide
limited informational value to investors. This finding

Coefficient

t-statistic  Significance
2.05 0.041
2.33 0.021
-2.31 0.023
1.11 0.267
-1.29 0.198

The coefficients on report length and readability re-
main positive and statistically significant, indicating
that more detailed and clearer auditor reports are
associated with stronger investor reactions.

Similarly, the coefficient on textual similarity remains
negative and statistically significant, reinforcing the
conclusion that investors respond less favorably to
audit reports characterized by high levels of boiler-
plate language.

These findings provide further empirical evidence that
the informational value of auditor reports depends not
only on the presence of expanded disclosures but also
on the quality and specificity of the narrative content.

DOI: 10.5281/zenodo.22243676

| Impact Factor value 6.18 | ISO 9001: 2008 Certified Journal

Page 445



.

—

IJAEM

International Journal of Advances in Engineering and Management (IJAEM)
Volume 8, Issue 8 August. 2026, pp: 430-453

www.ijaem.net

2020). Similar tendencies have been documented in
expanded auditor reporting, where auditors may use
recurring language to describe key audit matters and
significant risks (Lennox et al., 2023; Velte, 2023).
Such practices may satisfy formal reporting require-
ments while weakening the report’s capacity to
communicate firm-specific audit insights.

Third, the positive association between nar-
rative depth and investor response indicates that ad-
ditional disclosure can be valuable when it provides
relevant explanations rather than merely increasing
report volume. Detailed descriptions of audit risks,
professional judgments, and audit responses may
reduce uncertainty concerning financial reporting
credibility and strengthen investor confidence
(Gutierrez et al., 2022; Kend & Nguyen, 2022; Pinto
& Morais, 2023). Nevertheless, report length alone
cannot be interpreted as evidence of informativeness.

The findings therefore establish a funda-
mental distinction between expanded reporting and
informative reporting. Expanded reporting refers to
the addition of narrative sections, whereas informa-
tive reporting depends on whether those sections
communicate clear, specific, and decision-relevant
information. Expanded reports enhance the informa-
tional environment only when their narratives reduce
ambiguity and reveal entity-specific risks. When dis-
closures remain highly standardized, increased length
does not necessarily produce greater decision use-
fulness.

Overall, the evidence indicates that the ef-
fectiveness of expanded audit reporting reforms de-
pends not only on formal regulatory requirements but
also on auditors’ communication practices. Readable,
specific, and risk-focused disclosures strengthen the
informational role of the auditor’s report, whereas
boilerplate language substantially limits its usefulness
to investors.

6.2 Linking Empirical Findings to Prior Literature

The findings of this study contribute to the
growing literature on expanded auditor reporting by
providing evidence from an emerging capital market.
Previous studies generally conclude that expanded
audit reporting enhances transparency and improves
the informational environment by providing investors
with greater insight into significant audit matters and
financial reporting risks (Bédard et al., 2022; Sirois et
al., 2022; Reid et al., 2022). The present findings
broadly support this conclusion, demonstrating that
investors respond more positively when auditor re-
ports contain clear, readable, and entity-specific nar-
rative disclosures.

However, this study extends prior research
by showing that the effectiveness of expanded re-
porting depends not merely on the existence of addi-

raises important questions regarding the effectiveness
of expanded audit reporting reforms when auditors
rely on standardized reporting templates.

Third, the empirical analysis suggests that the effec-
tiveness of expanded audit reporting depends on how
auditors implement the reporting requirements in
practice. When expanded reporting sections provide
meaningful firm-specific insights, they may enhance
transparency and improve investor understanding of
financial reporting risks.

However, when expanded disclosures simply repro-
duce standardized language across firms, the addi-
tional reporting requirements may fail to achieve their
intended objective of improving the informational
environment of capital markets.

VI.  Integrated Discussion and Implications
6.1 Synthesis of Empirical Results

This section synthesizes the empirical find-
ings reported in Chapter 5 and interprets them in re-
lation to the conceptual framework developed in
Chapter 3 and the methodological design presented in
Chapter 4. Rather than restating the statistical results,
it explains how the textual characteristics of expanded
audit reports shape their informational value and in-
fluence investor responses in capital markets.

The findings reveal three central patterns.
First, readability and narrative specificity are posi-
tively associated with market reactions around the
disclosure of audited financial statements. Investors
respond more strongly when auditor reports provide
clear, accessible, and entity-specific explanations of
financial reporting risks and the audit procedures used
to address them. This result is consistent with the
narrative disclosure literature, which indicates that
textual clarity reduces information-processing costs
and improves investors’ ability to incorporate com-
plex financial information into valuation decisions
(Li, 2020; Loughran & McDonald, 2020; Bonsall et
al., 2021; Hoitash & Hoitash, 2022). It also supports
evidence that expanded disclosures, particularly those
concerning key audit matters, can enhance investor
understanding of significant risks and areas requiring
substantial auditor judgment (Bédard et al., 2022;
Sirois et al., 2022; Reid et al., 2022).

Second, textual similarity is negatively as-
sociated with investor reactions. Reports exhibiting
high linguistic similarity across firms generate weaker
market responses, suggesting that investors discount
disclosures perceived as standardized or tem-
plate-driven. This result reflects broader concerns
regarding boilerplate reporting. Prior studies show
that repetitive narrative structures often provide lim-
ited incremental information because they fail to dif-
ferentiate between firms and reporting periods
(Brown & Tucker, 2020; Lang & Stice-Lawrence,
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auditor communication rather than through disclosure
volume alone.

From the perspective of information asym-
metry theory, auditing reduces informational differ-
ences between corporate insiders and external inves-
tors by enhancing the credibility of financial reporting
(Bushman et al., 2021; Armstrong et al., 2020). The
positive association between report readability and
investor reactions suggests that clear and accessible
auditor communication strengthens this role. When
disclosures explain financial reporting risks and audit
procedures in understandable language, investors are
better able to assess reporting reliability and incor-
porate the information into their decisions. Con-
versely, highly standardized disclosures reduce the
report's ability to mitigate information asymmetry
because they provide limited entity-specific insight.

The findings are also consistent with sig-
naling theory. Auditor reports function as credibility
signals that communicate the quality of financial
reporting and the effectiveness of the audit process
(Connelly et al., 2021). The stronger market response
observed for reports containing detailed and specific
disclosures indicates that investors interpret informa-
tive auditor communication as a credible signal re-
garding financial reporting quality. In contrast, repet-
itive or boilerplate language weakens this signaling
effect because standardized disclosures are more
likely to be perceived as routine regulatory compli-
ance than as meaningful audit evidence.

Institutional theory provides an additional explanation
for the observed textual similarity across audit reports
(Scott, 2021). Regulatory requirements, professional
norms, and standardized reporting templates encour-
age consistency in audit communication. Although
such institutional pressures support comparability and
compliance, they may also reduce differentiation
among reports and limit the informational value of
expanded disclosures. This helps explain why ex-
panded reporting requirements do not automatically
translate into greater transparency.

Overall, the theoretical interpretation indicates that
the effectiveness of expanded audit reporting depends
on the interaction between regulatory reforms and
auditor communication practices. Expanded reporting
contributes to transparency only when narrative dis-
closures are readable, entity-specific, and informative.
Accordingly, the empirical findings reinforce the
central proposition of the conceptual framework that
communication quality, rather than reporting expan-
sion itself, determines the informational value of
modern auditor reporting.

6.4 Evaluation of Research Hypotheses
The empirical results presented in Chapter 5
provide systematic support for the research hypothe-

tional disclosure sections but on the linguistic quality
of those disclosures. While earlier studies primarily
examined the introduction of expanded reporting
requirements, the current evidence indicates that
readability and narrative specificity are critical de-
terminants of the informational value of auditor
communication (Li, 2020; Bonsall et al., 2021). In-
vestors appear to process and incorporate audit in-
formation more effectively when disclosures are
presented in accessible language and focus on
firm-specific audit risks.

The results also reinforce concerns regarding
boilerplate reporting. The significant negative asso-
ciation between textual similarity and investor reac-
tions suggests that standardized disclosures reduce the
usefulness of expanded auditor reports. This finding is
consistent with research documenting that repetitive
narrative structures often provide limited incremental
information because they fail to distinguish firms
according to their unique reporting risks (Brown &
Tucker, 2020; Lang & Stice-Lawrence, 2020). Similar
evidence has been reported in expanded auditor re-
porting environments, where institutional reporting
templates may increase linguistic similarity across
firms (Lennox et al., 2023; Velte, 2023).

Accordingly, the findings highlight an im-
portant distinction between disclosure quantity and
disclosure quality. Expanded reporting requirements
may increase the volume of auditor communication,
but greater disclosure does not necessarily produce
greater transparency. Instead, the informational ben-
efits of expanded reporting arise when auditors pro-
vide meaningful, entity-specific explanations of sig-
nificant audit matters and financial reporting risks.

Overall, this study strengthens the literature
by integrating textual characteristics with market
outcomes and demonstrating that investors evaluate
not only the presence of expanded auditor disclosures
but also their clarity, specificity, and informational
relevance. Consequently, the effectiveness of ex-
panded audit reporting reforms should be assessed in
terms of communication quality rather than disclosure
volume alone. The evidence therefore supports the
view that meaningful auditor communication, rather
than formal compliance with expanded reporting
requirements, is the primary driver of enhanced
transparency and investor decision usefulness.

6.3 Theoretical Interpretation of the Results

The empirical findings can be interpreted
through three complementary theoretical perspec-
tives: information asymmetry theory, signaling theo-
ry, and institutional theory. Together, these perspec-
tives explain how expanded auditor reporting influ-
ences investor perceptions through the quality of
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reactions, indicating that standardized narratives pro-
vide limited firm-specific information and reduce
decision usefulness (Brown & Tucker, 2020; Lang &
Stice-Lawrence, 2020; Lennox et al., 2023).

The third hypothesis predicted stronger in-
vestor responses to informative auditor disclosures.
The positive associations of readability and narrative
specificity with market reactions support H3. Inves-
tors therefore appear to value reports that communi-
cate significant audit risks clearly and distinguish the
circumstances of the audited entity.

Overall, the results support the study’s cen-
tral proposition: expanded reporting enhances auditor
communication only when additional disclosures are
readable, specific, and informative. Merely increasing
report length or satisfying formal disclosure require-
ments does not necessarily improve informational
value.

ses developed in Chapter 3 concerning the informa-
tional consequences of expanded auditor reporting.

The first hypothesis predicted that expanded
audit reporting enhances the informational value of
auditor disclosures. The findings support HI, as
readable and entity-specific explanations of audit
procedures and financial reporting risks were posi-
tively associated with investor reactions. This evi-
dence confirms that expanded reporting can improve
transparency when its narrative content communicates
meaningful audit insights (Bédard et al., 2022; Sirois
et al., 2022; Velte, 2023).

The second hypothesis proposed that boiler-
plate language reduces the informational value of
expanded disclosures. H2 is strongly supported by the
significant negative relationship between textual sim-
ilarity and investor responses. Reports containing
highly repetitive language generated weaker market

Table 10 — Evaluation of Research Hypotheses

Hypothesis Expected Relationship Empirical Result Conclusion

Hi Expanded reporting increases information- Posit.ive association with investor Supported
al value reactions

2 Boilerplate language reduces informational Negapve association with investor Supported
value reactions

H3 Investors respond positively to informative Significant market reaction observed Supported

disclosures

vestors’ understanding of financial reporting issues
and increase the decision usefulness of auditor com-
munication (Hoitash & Hoitash, 2022). For regulators
and standard setters, the findings indicate that future
reporting guidance should emphasize communication
quality and firm-specific disclosure rather than fo-
cusing solely on compliance with expanded reporting
requirements. Such an approach is more likely to
strengthen transparency, improve the informational
role of audit reporting, and increase investor confi-
dence in capital markets.

6.6 Policy Implications for Emerging Markets

The findings have important policy implica-
tions for emerging capital markets. Although ex-
panded auditor reporting reforms seek to strengthen
transparency, their effectiveness depends on the
quality of implementation rather than the quantity of
disclosure (IAASB, 2022; Velte, 2023; Lennox et al.,
2023). Regulatory authorities should therefore en-
courage auditors to provide clear, entity-specific ex-
planations of significant audit risks instead of relying
on standardized reporting templates.
Reducing boilerplate reporting and improving narra-
tive quality can enhance the informational value of
auditor reports, strengthen investor confidence, and
improve market transparency. For emerging markets

6.5 Theoretical and Practical Implications

The findings provide important theoretical
and practical implications for auditing research and
professional practice. Theoretically, the study extends
the literature on audit communication by demon-
strating that the informational value of expanded
auditor reporting depends primarily on the quality of
narrative disclosures rather than on the existence of
additional reporting sections. Readability, narrative
specificity, and linguistic clarity emerge as key de-
terminants of how investors interpret auditor com-
munication (Li, 2020; Loughran & McDonald, 2020;
Bonsall et al., 2021). The results also contribute to
textual analysis research by showing that boilerplate
language reduces the informational usefulness of
audit reports, reinforcing concerns regarding stand-
ardized corporate disclosures (Brown & Tucker,
2020; Henry & Leone, 2023). Moreover, the findings
suggest that regulatory reforms alone cannot enhance
transparency unless they are accompanied by mean-
ingful improvements in auditor communication
(IAASB, 2022; Velte, 2023).

From a practical perspective, the results en-
courage auditors to replace standardized reporting
templates with clear, entity-specific explanations of
significant audit risks and audit procedures. Improv-
ing the readability of audit reports may enhance in-
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significantly improve the transparency of financial
reporting and enhance investor confidence in audited
financial statements (Bédard et al., 2022; Sirois et al.,
2022).

7.2 Research Contributions

This study makes several contributions to the
auditing and financial reporting literature. First, it
contributes to the growing body of research on ex-
panded auditor reporting by providing empirical evi-
dence on how narrative characteristics of audit reports
influence investor responses. While prior studies have
primarily focused on the presence of expanded dis-
closure elements such as key audit matters, the present
study demonstrates that linguistic characteristics play
a crucial role in determining the informational value
of auditor reports (Velte, 2023; Reid et al., 2022).

Second, the study contributes to the literature
on textual analysis in accounting by applying linguis-
tic measures to examine the informational content of
auditor disclosures. The results show that readability
and textual similarity significantly influence how
investors interpret audit reports. These findings ex-
tend earlier research on narrative financial disclosures
by highlighting the importance of textual clarity
within the context of audit reporting (Bonsall et al.,
2021).

Third, the study contributes to the broader
literature on financial transparency by demonstrating
that regulatory reforms aimed at expanding auditor
reporting may only achieve their intended objectives
when narrative disclosures provide meaningful
firm-specific insights. In this respect, the findings
contribute to ongoing academic debates concerning
the relationship between disclosure regulation and
information transparency in financial markets
(Bushman et al., 2021).

7.3 Policy and Practical Recommendations

The findings of this study have important
implications for audit practitioners and regulatory
authorities. For auditing firms, the results highlight
the importance of providing firm-specific narrative
explanations rather than relying on standardized re-
porting templates. Clear communication of audit risks
and procedures may significantly enhance the infor-
mational value of auditor reports.

For regulators and standard setters, the re-
sults suggest that expanded reporting reforms should
place greater emphasis on the quality of narrative
disclosures rather than merely increasing the volume
of reporting requirements. Guidance encouraging
auditors to provide clear and entity-specific explana-
tions may enhance the effectiveness of expanded
reporting frameworks.

such as Egypt, these improvements may support more
effective financial reporting, reduce information
asymmetry, and contribute to stronger capital market
development by making auditor communication more
informative and decision-useful.

VII.  Conclusion and Future Research Di-
rections
7.1 Conclusion

This study set out to examine the informa-
tional consequences of expanded auditor reporting
and to investigate whether the linguistic characteris-
tics of audit reports influence investor reactions
within capital markets. Drawing on a structured em-
pirical design and a conceptual framework grounded
in the literature on financial disclosure, audit com-
munication, and textual analysis, the study provides
new evidence regarding how narrative characteristics
of auditor reports shape the informational environ-
ment of financial reporting.

The empirical findings demonstrate that ex-
panded auditor reporting can enhance the informa-
tional value of audit reports when disclosures provide
meaningful and clearly communicated explanations of
financial reporting risks. In particular, the results
indicate that readability and narrative specificity are
positively associated with investor reactions to finan-
cial reporting disclosures. These findings suggest that
investors respond more strongly to audit reports that
provide clear explanations of audit procedures and
areas involving significant auditor judgment. Prior
research has similarly emphasized that narrative clar-
ity plays a critical role in enabling investors to inter-
pret financial disclosures effectively (Li, 2020;
Loughran & McDonald, 2020).

At the same time, the results highlight an
important limitation of expanded reporting practices.
The analysis identifies a negative relationship be-
tween textual similarity and investor reactions, sug-
gesting that boilerplate language may significantly
reduce the informational value of audit disclosures.
This finding is consistent with earlier studies docu-
menting the prevalence of standardized reporting
practices in corporate disclosure environments
(Brown & Tucker, 2020; Lang & Stice-Lawrence,
2020). When narrative disclosures rely heavily on
standardized templates, investors may perceive them
as routine compliance statements rather than in-
formative explanations of financial reporting risks.

Overall, the findings reinforce the view that
the effectiveness of expanded auditor reporting re-
forms depends not merely on the inclusion of addi-
tional disclosure sections but on the quality and clarity
of auditor communication. When auditors provide
entity-specific explanations of financial reporting
risks and audit procedures, expanded reporting can
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1-29.

In emerging capital markets, improving the
informational value of auditor reporting may con-
tribute to strengthening investor confidence and im-
proving the credibility of financial reporting systems
(Gutierrez et al., 2022).

7.4 Limitations and Future Research Directions

Despite its contributions, this study has sev-
eral limitations that provide opportunities for future
research. First, the analysis focuses primarily on tex-
tual characteristics of auditor reports and their asso-
ciation with investor reactions. Future research may
extend this approach by examining additional lin-
guistic dimensions such as tone, sentiment, and nar-
rative complexity.

Second, the study focuses on publicly
available auditor reports within a specific market
environment. Future research may explore
cross-country comparisons in order to examine how
institutional factors influence the effectiveness of
expanded auditor reporting frameworks.

Finally, future research may also examine
how emerging technologies such as natural language
processing and artificial intelligence can be used to
analyze narrative disclosures in auditor reports and
enhance the monitoring capabilities of investors and
regulators (Henry & Leone, 2023).
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