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Understandability of unmodified audit report on
consolidated financial statements: A normative and
advanced study of the international normalization
Mondher Fakhfakh*

Abstract: The consolidated audit report is considered among the most used tools

of financial communication. It is a written message that conveys the opinion of the
independent auditor on the consolidated financial statements. Theoretically, the same
report can reinforce the mechanisms and systems of governance of corporate groups.
The consolidated audit report must be readable by all users of the financial statements
and readers of financial information. Comprehensibility of the report is a qualitative
feature that enhances the usefulness of financial information. Internationally, the
content of the consolidated audit report is standardized by the International Standard
on Auditing 700. The linguistic imperfection of international accounting standardiza-
tion can reduce the relevance and reliability of the consolidated audit report. This article
analyzes the structure and language features of this report. It measures the linguistic
performance of the illustration provided by the international standard ISA 700, and
discusses the impact of the translation of the normative consolidated audit report.

Subjects: Communication Studies; Technical Communication; Business, Management
and Accounting

Keywords: consolidated audit report; ISA 700; linguistic features; readability; translation

1. Introduction

Since 1983, the International Standard on Auditing (ISA 700) models the content and wording of the
report of the independent auditor. At various times, the standard was revised to fill gaps in the interna-
tional standardization of the audit report. Originally, the audit report was short. The consolidated audit
report is modeled by the third illustration provided by the International Standard on Auditing 700.
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At this time, the International Standard on Auditing 700 influences the process of preparing the
reports of the independent auditors. Currently, all illustrations provided by this standard are norma-
tive reference for the independent auditors. The same standard determines the content of the two
categories of audit reports: audit report on the separate financial statements and audit reports on
the consolidated financial statements.

The consolidated audit reports are considered among the most used communication tools. These
reports must contain information that enhances the reliability and relevance of the consolidated fi-
nancial statements. As written text, the consolidated audit reports must contain data that assist the
analysis and interpretation of financial information. The international audit standards play a funda-
mental role in the standardization of audit principles. These standards are the main components of
Generally Accepted Auditing Standards (GAAS).

Financial communication requires consolidated audit reports that improve the reading and interpreta-
tion of financial information. The linguistic quality of these reports enhances the credibility and legitimacy
of the independent auditors. The opinion of the independent auditor loses its usefulness when the con-
solidated audit report is not readable by most users of financial statements. The intelligibility of consoli-
dated audit reports is influenced by several determinants such as the competence of the independent
auditor, the educational level of users of financial statements and the quality of communication used.

The performance of the consolidated audit reports is a crucial issue for the quality of financial re-
porting. Linguistic characteristics may influence the effectiveness of audit reports and the reading of
the opinion of the independent auditor. Intelligibility is among the qualitative characteristics that
are accepted by the conceptual framework of financial reporting. According to this feature, the con-
solidated audit report must be readable by all users of financial statements. Linguistically, the read-
ability is a concept that is based on several theoretical assumptions (text structure, writing style,
style of presentation of information ...).

According to the accounting literature, the independent auditor’s report does not seem to be un-
derstood by many users of financial statements (Fakhfakh, 2013a). Several previous studies show
that the hypothesis of harmonization of audit reports is not always accepted (Archer, Mcleay, &
Dufour, 1989; Bavishi, 1995; Fakhfakh & Fakhfakh, 2010; Gangolly, Hussein, Seow, & Tam, 2002;
Hussein, Bavishi, & Gangolly, 1986; Jones & Karbhari, 1996; King, 1999; Wallage, 1993). Other research
indicates that the structure of the audit reports (length of paragraphs, sentence length, and word
length) vary between countries (Zeghal, Maingot, & Tassé, 1999). In a study published in 1999, Zeghal,
Maingot, and Tassé (2000) indicate that the readability of audit reports is not fully harmonized.

The perfect transmission of audit information depends on the quality and characteristics of the
reports of the independent auditors. These auditors are encouraged to optimize the use of commu-
nication technologies and linguistic principles. For corporate groups, the communicative power of
the opinion of the independent auditor is influenced by the form and content of audit reports.
Consequently, the preparation of these reports should be neat and audit information should be
structured. As written text, the content of the consolidated audit report must comply with Generally
Accepted Linguistic Standards (GALS).

Linguistically, the normative performance of the consolidated audit reports has not been the sub-
ject of empirical and theoretical research. Most previous research has focused on the content of the
audit reports on separate financial statements. The linguistic study of the consolidated audit reports
deserves advanced analytics to improve the quality of financial reporting and auditing.

For the first time, this article discusses the communicative power and structural characteristics of
the consolidated audit reports which is illustrated by the international standard ISA. Our work fo-
cuses on the linguistic characteristics of consolidated audit reports and the determinants of their
readability.
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If we consider the previous results, it is relevant to ask questions about the linguistic characteris-
tics of consolidated audit report which are illustrated by the International Standard on Auditing 700.
These questions focus mainly on the structure of the consolidated audit report with an unmodified
opinion, the linguistic performance of unmodified audit report on the consolidated financial state-
ments and the main determinants of the readability of the consolidated audit report.

Through an advanced linguistic analysis, this article discusses the contributions of the interna-
tional standardization of the content of the consolidated audit report. Any shortfall encourages set-
ters to revise the models that are recommended to the independent auditors. This article includes
original research on the performance of the standardization of unmodified consolidated audit re-
ports. Our research can contribute to the enrichment of the accounting literature and extension of
previous accounting research

The objective of this paper was to analyze the structure and linguistic features of consolidated
audit reports that illustrated by the third illustration provided by the ISA 700. Our investigation refers
to the theoretical principles that measure the legibility of auditing information.

The organization of the paper is as follows: after the introduction, there is a theoretical synthesis of
communicative value of the consolidated audit reports. The third part provides a normative synthesis
of International standardization of unmodified consolidated audit report. The fourth section presents
the previous researches on the wording of consolidated auditor’s reports. The fifth part discusses the
linguistic features of unmodified audit report on consolidated financial statements. The sixth part
analyses the impact of translation on the legibility of unmodified consolidated audit report and,
lastly, the seventh part is devoted to drawing the main implications of research findings.

2. Theoretical synthesis of communicative value of the consolidated audit reports

The audit report is a communication tool that transmits information describing the financial situa-
tion. As a tool of information, it summarizes the results of audit and includes the opinion of the in-
dependent auditor. For corporate groups, the consolidation of financial statements is a technique
that improves the quality of financial disclosures. The audit reports on the consolidated financial
statements reinforce this quality and enhance the efficiency of separate financial statements.

The consolidated audit report facilitates interpretation of the financial results. It secures the read-
ing of the consolidated financial statements and guides the users of accounting information.

2.1. The informational value of the consolidated audit report: A theoretical discussion
Theories of corporate governance focus on the organizational characteristics of firms and analysis of
managerial inefficiency. The usefulness of consolidated reports can be justified by several theoreti-
cal assumptions. Under these assumptions, the report of the independent auditor protects the rights
and interests of shareholders.

The consolidated audit report is a tool for communication with those charged with governance.
Those charged with governance are the persons or organizations (for example, a corporate trustee)
with responsibility for overseeing the strategic direction of the entity and obligations related to the ac-
countability of the entity. This includes overseeing the financial reporting process. For some entities in
some jurisdictions, those charged with governance may include management personnel, for example,
executive members of a governance board of a private or public sector entity, or an owner-manager.

Several theories postulate that the consolidated report is a corporate governance mechanism. It
plays a regulatory role for financial disclosure. This report reduces the cost of monitoring and re-
search information. The consolidated audit report contains an opinion which evaluates the reliability
of financial statements. According to the corporate governance theories, this report is a means of
resolving conflicts that arise within the group of companies. In the absence of consolidated audit
reports, conflicts are increasing rapidly.
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The consolidated audit report reinforces the financial transparency of companies. This transpar-
ency secures the performance of companies and promotes reliable financial disclosures. Financial
credibility reassures users of the consolidated audit reports and financial statements. The consoli-
dated audit report reduces the falsification of financial statements. The abusive alteration of finan-
cial statements may mislead users of financial statements. The same report is seen as a tool that
reduces multiple conflicts of interest between shareholders and managers.

The theoretical legitimacy of the consolidated audit reports is justified when the financial informa-
tion is not shared fairly. The information imbalance encourages economic agents to consult various
sources to use financial data. The consolidated audit report is seen as a tool that reduces informa-
tion asymmetry. The wide publication of consolidated information promotes healthy relationships
and reduces the conflict of interest.

The consolidated audit report can simplify complex financial information. Theoretically, the con-
solidated report is seen as a signal that directs financial decisions and economic choices. The opinion
provided by the consolidated audit report transmits independent information to users. This independ-
ence reduces asymmetric information and conflicting interests that generate fraudulent manage-
ment. The auditor’s report is an instrument of financial signage for all stakeholders. The quality of this
signal determines the efficiency of financial markets and the relevance of the annual reports.

2.2. Normative recognition of the needs of the users of the consolidated audit reports
Several accounting standards have valued the satisfaction of information needs of users of consoli-
dated financial statements. The international Conceptual Framework for Financial Reporting advo-
cates a detailed categorization of users and their needs. The comprehensive study of this framework
describes the importance of consolidated reports for stakeholders. It is generally accepted that in-
ternal users of the consolidated financial statements include the leaders of parent companies and
subsidiaries. These users require more management information. For these users, the consolidated
audit report is considered as a source of information that evaluate the effectiveness of managerial
choices (such as choice of accounting methods, choice of accounting estimates ...).

External users of financial statements seek relevant information that guide the choice of invest-
ments and funding sources. The Table 1 describes the informational value of the consolidated audit
reports for multiple users of financial statements (such as investors, shareholders and donors ...).

Table 1. Informational value of the consolidated audit reports

Users of consolidated Informational value of the consolidated audit reports
financial statements and
auditors’ reports

External users (categorization provided by the | Investors and lenders The audit report can secure information on the risks of investments
conceptual framework of financial accounting) and loans
Grantmakers Reliability of information that relate to the achievement of business
objectives
Institutions with powers of Securing more information about the distribution of income and
requlation and control economic resources
Other business partners These partners require information on the ability of the company to

generate cash flow

Other interest groups These groups want to know whether the company is working for the
public interest. The report certifies information on trends and recent
developments in business development
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3. Normative synthesis of International standardization of unmodified consolidated

audit report

Internationally, the first standardization of the consolidated audit reports was conducted by The
International Federation of Accountants (IFAC). International Standard on Auditing 700 “The
Auditor’s Report on Financial Statements” provides an illustration of the consolidated audit report
with unmodified opinion. According to GAAS, the opinion expressed by the auditor when the auditor
concludes that the financial statements are prepared, in all material respects, in accordance with
the applicable financial reporting framework.

The third illustration contained in the ISA 700 is recommended for the auditor’s report on consoli-
dated financial statements prepared in accordance with a fair presentation framework designed to
meet the common financial information needs of a wide range of users. The wording of this illustra-
tion is required for the following situations:

+ Audit of consolidated financial statements prepared for a general purpose by management of
the parent in accordance with International Financial Reporting Standards;

* The terms of the group audit engagement reflect the description of management’s responsibil-
ity for the financial statements in ISA 210; and

« In addition to the audit of the group financial statements, the auditor has other reporting re-
sponsibilities required under local law.

The International Standard on auditor’s report enumerates various elements related to the wording
of the auditor’s report on consolidated financial statements. Five elements dealing with the form of
the consolidated report are identified, covering the title of the auditor’s report, the addressee, the
date of the audit report, the auditor’s address, and the auditor’s signature. In addition to form, ISA
700 prescribes 22 elements that relate to content. These elements serve to describe the introductory
paragraph, the management’s responsibility, the auditor’s responsibility, and the opinion paragraph.
Table 2 shows the elements of the audit reports prepared according to the ISA 700.

Table 2. Elements of the consolidated audit reports prepared according to the International Standard on Auditing-ISA 700

Elements of the auditor’s report

Form of opinion

Circumstances when an
unmodified opinion is
Required

Applicable Financial Reporting
Framework

Normative
illustrations of

auditors’ reports with

unmodified opinion

Elements of form

Title

Identification of
addressee

Date of the report

Auditor’s Address

Auditor’s signature

The financial statements are
prepared, in all material respects, in
accordance with the applicable
financial reporting framework

International Financial Reporting
Standards (IFRS)

Illustration 3 (ISA 700)

Financial reporting framework, encom-
passing law or regulation but which is not
a fair presentation framework

Illustration 2 (ISA 700)

Elements of
content

Section with the
heading “Introduc-
tory Paragraph”

Section with the
heading “Manage-
ment’s Responsibil-
ity”

The auditor concludes that, based on
the audit evidence obtained, the
financial statements as a whole are
free from material misstatement

International Financial Reporting
Standards (IFRS)

Illustration 3 (ISA 700)

Financial reporting framework, encom-
passing law or regulation but which is not
a fair presentation framework

Illustration 2 (ISA 700)

Section with the
heading “Auditor’s
Responsibility”

Section with the
heading “Auditor’s
Opinion”

The auditor is not unable to obtain
sufficient appropriate audit evidence
to conclude that the financial
statements as a whole are free from
material misstatement

International Financial Reporting
Standards (IFRS)

Illustration 3 (ISA 700)

Financial reporting framework, encom-
passing law or regulation but which is not
a fair presentation framework

Illustration 2 (ISA 700)
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Originally, the International Standards on unmodified audit report is published in English. Under
the effect of the variability of accounting models, the standard is translated to several languages.
The revised drafts are reviewed periodically and translated by accounting bodies (Fakhakh, 2016a).
Currently, the illustration of consolidated audit report is widely recognized in the English-speaking
countries.

4. Previous researches on the wording of consolidated auditor’s reports

The readability of the financial information has been the subject of several empirical investigations.
In reviewing the past literature, several researches are found in the areas of the annual report read-
ability (Courtis, 1986, 1995; Jones, 1988; Pashalian & Crissy, 1950; Schroder & Gibson, 1990; Soper &
Dolphin, 1964) and the area of legibility of explanatory information (Courtis, 1995; Smith & Smith,
1971). Previous research indicates that the level of legibility of information varies with the character-

istics of preparers of financial statements.

Table 3. Selected Studies on the readability of auditor’s report (Separate financial statements/Consolidated financial statements)

Authors

Collected data

Measuring scale

Empirical results

(a) Previous studies on De Jure Readability of auditors’ reports on separate financial statements

Zorio et al. (2011)

Clarified International Standards on
Auditing

Flesch Reading Ease, SMOG index and
the FOG index

The results show very low readability of
ISAs, according to all the readability
indices applied

Fakhfakh (2013a)

International illustrations on unmodified
and modified auditor’s report

Lexical density, Gunning Fog Index,
Flesch Reading Ease, ARI index and
SMOG grade level

The results show that the standardized
audit reports are not fully readable.
These reports do not fulfill their
informative function

Fakhfakh (2016a)

Unmodified audit reports illustrated by
the ISA 700

Flesch Reading Ease, Gunning Fog Index
and Index of Kandel and Moles

The three illustrations provided by the
ISA 700 are not fully readable by the
users of separate financial statements.
The length of several sentences greatly
exceeds the linguistic standards

Fakhfakh (in press-b)

Modified audit reports illustrated by the
ISA 705

Flesch Reading Ease, Gunning Fog Index
and Index of Kandel and Moles

The illustrations provided by the ISA 705
are not always understood by the
readers of the separate financial
statements. The wordings of modified
audit reports do not comply with
Generally Accepted Linguistic Standards

(b) Previous studies on de fac

to Readability of auditors’ reports on separate financial statements

Barnett and Leoffler (1979)

Audit report published by independent
auditors in the United States of America

Flesch formula (Flesch Reading Ease)

The audit reports are unreadable. The
information reading difficulty is extreme

Pound (1981) Audit reports published in Australia Flesch formula (Flesch Reading Ease) The reading of the audit reports is
difficult
Hay (1998) Audit information published by the Flesch formula (Flesch Reading Ease) The financial statement users face many

independent auditors in New Zealand

difficulties in the interpretation of the
audit results

Zeghal et al. (1999)

90 audit reports published in nine
countries from Anglo-American model
and continental model

Word length, Sentences length and
paragraph length

Anglo-American reports are more
uniform in terms of their organization
than those related to the continental
model

Zeghal et al. (2000)

90 audit reports published in nine
countries (Australia, Canada, the USA,
the UK, Germany, Belgium, France, Italy,
and Japan)

Flesch formulas and Gunning Fog Index

The audit reports are difficult to read by
users of financial statements. The results
confirmed the existence of significant
differences between the readability
scores of reports

Fakhfakh (2013b)

Audit reports issued by the statutory
auditors in Tunisia (Separate auditors’
reports)

lexical density, complexity of sentence,
and complexity of vocabulary

Flesch Reading Ease, Gunning Fog Index,

The results of this research show that
the Tunisian reports are not legible to
users of financial statements. The
difficulty in understanding audit
information hampers the interpretation
of financial statements

Page 6 of 25



Fakhfakh, Cogent Business & Management (2016), 3: 1258134 O‘:K-.‘ Cogent oo b us iN ess & mana g eme nt
http://dx.doi.org/10.1080/23311975.2016.1258134

The first study on the readability of international auditing standards was conducted by Zorio,
Garcia-Benau, and Civera (2011). This study being a pioneer in this field opened up new avenues of
research in a context of high regulatory activity. The main objective of this work was to analyze
whether the Clarity Project undertaken by the International Auditing and Assurance Standards
Board has achieved one of its objectives, i.e. to result in “readable” ISA. A secondary objective of this
paper was to explore many explanatory factors for ISA’s readability. The results show very low read-
ability of ISA, according to all the readability indices applied. The authors could neither identify any
clear readability trends or patterns in the structure of ISA, apart from a decrease in readability from
the objectives and definitions sections to the requirements section, nor could they identify any ex-
planatory factors for readability (length, area covered or controversy generated by the standard).

The previous researches on the legibility of the consolidated audit reports are not numerous. As a
relevant theme, the readability of consolidated audit reports was not fully discussed by the account-
ing literature. All Certified Public Accountants apply International Standards on Auditing as unques-
tionable dogma. Regarding the literature, it is important to note that most previous research has
been focused on the wording of the audit reports on separate financial statements. A distinction
should be made between what prior research refers to as de jure readability (Fakhfakh, 2013a;
2016aq, 2016b; Zorio et al., 2011) and de facto readability (Barnett & Leoffler, 1979; Fakhfakh, 2013b;
Hay, 1998; Pound, 1981; Zeghal et al., 1999, 2000). Table 3 displays a list of the most significant
studies.

5. Linguistic features of unmodified audit report on consolidated financial
statements: An advanced analysis

5.1. Theoretical framework for the comprehensibility of the consolidated audit reports

The preparation of reports is a mental activity that requires complex efforts. During the writing pro-
cess, the preparers of audit reports must use their knowledge, skills, writing skills, and strategies. The
independent auditor fulfills a communicative function that enhances the transmission of audit infor-
mation. Theoretically, the summary of audit results must consider the linguistic features including
readability and comprehensibility.

The International Accounting Standards Board (IASB) identifies understandability as the qualita-
tive attribute of accounting information. Understandability refers to the attribute that users of finan-
cial report will perceive the significance of reported items to their decisions. Such perception involves
understanding the economic effects of a firm’s actions and the measurement and reporting of those
economic effects in the financial reports. Understandability enables users to perceive the exact
meaning of information. It increases when information is classified, defined, concise, and clearly
presented. Comparability can also increase intelligibility. This qualitative characteristic refers to fi-
nancial reporting that treats similar items in the same way and different items differently. Consistency
refers to financial reporting that treats an item the same way over time (Fakhfakh, 2013a).

Throughout the writing of reports, the independent auditor must overcome several problems that
could reduce the intelligibility of audit results. To minimize the difficulties of understanding, the au-
ditor should consider the capacity of readers. The choice of plain language (including vocabulary) is
required when the audit report contains unfamiliar concepts by stakeholders.

The readability of consolidated audit reports is a key parameter for the understandability of finan-
cial information. According to linguistic literature, there are several principles that facilitate the
reading of texts. A majority of these principles are concerned with several elements such as: syntax,
vocabulary, semantics, and typography. These elements are usually combined to determine reada-
bility. Readability is a fundamental characteristic that is always stipulated in writing techniques and
theories of communication. This characteristic is a principal component of the text analyzer tools.
Most text analyzers display several statistical indicators that measure the readability of
documents.
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Readability research has resulted in the development of formulas to estimate the relative success
of comprehension of written messages without requiring the reader to actually read it and be tested.
Originally, these formulas have been proposed for measuring comprehensibility of texts in English.
The first aim of the readability formulas was to develop practical methods to match reading materi-
als with the abilities of students and others. These efforts were centered on making easily applied
readability formulas which teachers and librarians could use. The linguistic experts have proposed
formulas such as the Flesch Reading Ease that measure the ease of reading, while others have de-
veloped formulas to predict the level of education for understanding (Gunning Fog Index).

Most of the indexes of readability consider a number of factors like average word length and aver-
age sentence length. In reviewing the linguistic literature, several standards are found in the area of
the issuance of writing texts (Table 4).

5.2. Research design

Given the objective of the article, the electronic copy of International Standards ISA 700 was down-
loaded in order to analyze the linguistic features of the wording of consolidated auditor’s report. This
download has been performed from the electronic site of the IFAC. Two illustrations were selected:
Illustration (1) is related to an auditor’s report on consolidated financial statements prepared in ac-
cordance with a fair presentation framework designed to meet the common financial information
needs of a wide range of users. Illustration (2) deals with the auditor’s report on consolidated finan-
cial statements prepared in accordance with a compliance framework designed to meet the com-
mon financial information needs of a wide range of users.

The electronic copy of ISA 700 is initially presented in PDF format. The conversion to Word format
was necessary so that the software analyzes the content of the text. The choice of measurement
scales refers to the accounting literature and GALS. In this research, we followed a rigorous method-
ology to measure the performance level of written communication of audit information. To do this,
we have prepared an analytical framework that is inspired by the Table 4. The selected linguistics
formulas are appropriate for the analysis of the wording of the consolidated audit report.

Table 4. Linguistic requirements for the legibility of audit reports con consolidated financial

statements

Linguistic units | Average length | Average length | Average length | Level of
(Number of (Number of (Number of difficulty
characters) syllables) word)

(a) Linguistic standards for the structure of audit reports

Short words Less than 4 1 - Low
Mean word 5-8 2 - Moderate
Long words 9 or more 3 or more - Extreme
Short sentence Less than 75 Less than 25 Less than 15 Low
Sentence with 75-100 25-33 15-20 Moderate

moderate length

Long sentence More than 100 More than 33 More than 20 Extreme

(b) Linguistic standards for readability of audit reports

Readability formulas | Linguistic criteria Scores Level of difficulty
Flesch Reading Ease | 206.835-(1.015 x ASL)—(84.6 x ASW) 71 or more Low

60-70 Moderate

Less than 60 Extreme
Gunning fog index (0.4 x ASL) + percentage of complex word Less than 9 Low

9-12 Moderate

13 or more Extreme

Notes: ASL = average sentence length and ASW = average word length in syllables.
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The empirical study is assisted by an analyzer of texts. This linguistic software is integrated with the
computer program “Microsoft Word.” At the end of each grammar checking, the analyzer displays
several readability statistics such as: the number of sentences, the number of syllables, the number
of characters, and the Flesch test. Several statistical tools are used to analyze the observed data.

5.3. Analysis of empirical results

5.3.1. Length of standardized illustration of consolidated audit report with unmodified opinion

The length of the audit reports can influence the comprehensibility of the audit results. Generally,
analyses on comprehensibility focus on the structural features of the texts. These features are re-
lated to word length, size of sentences, and length of paragraphs.

The results of this study show that the consolidated audit report on financial statements prepared
in accordance with International Financial Reporting Standards (IFRS) includes 399 words, 19 sen-
tences, and 14 paragraphs. The section with the heading “Auditor’s Responsibility” displays the long-
est element which includes 211 words, 9 sentences, and 4 paragraphs. In contrast, the shorter
element (Section with the heading “Auditor’s Opinion”) was provided with 56 words, 2 sentences,
and 2 paragraphs. This section is prepared with unmodified opinion. Table 5(a) summarizes the sta-
tistics that describe the structure of illustration of consolidated audit reports.

The audit report length is reduced when the consolidated financial statements are not prepared
in accordance with IFRS. In circumstances when the consolidated financial statements are pre-
pared for a general purpose by management of the entity in accordance with a financial reporting
framework, encompassing law or regulation, designed to meet the common financial information
needs of a wide range of users, the wording of consolidated audit report includes 365 words, 19
sentences, and 14 paragraphs (Table 5(a)).

According to GALS, the use of hard words and long sentences may hamper the readability of infor-
mation. For all elements of consolidated audit report on financial statements prepared in accord-
ance with (IFRS), the average word length should be around 6.10 (per character) and 2.11 (per
syllable). These lengths are consistent with the principles of comprehensible writing. At the level of
significance (alpha = 0.05), the results of the one-sample t-test reject the hypothesis that the aver-
age word length is strictly greater than the linguistic standards (Table 5(b)).

According to the clear writing principles, the sentence length should not be excessive. For all parts of
consolidated auditor’s report on financial statements prepared in accordance with (IFRS), the average
sentence length is about 28.50 words. This shows that the length of sentences greatly exceeds the linguis-
tic rules. The exaggerated length of sentences disrupts the organization and comprehensibility of auditing
information. The results show that all sections include long sentences. The one-sample t-test does not
confirm the shortness of sentences and rejects the hypothesis of linguistic compliance (Table 5(b)).

In terms of structure, the consolidated audit report is longer than the audit report on the separate
financial statements. The lengthening of the wording of the auditor’s report can be explained by the
addition of specific terms that are related to the consolidation of financial statements. Statistically,
the difference between these two reports is not significant (Table 5(c) and (d)).

5.3.2. The readability of standardized illustration of consolidated audit report with
unmodified opinion

According to the Flesch Reading Ease Formula, the wording of consolidated auditor’s report which
illustrated by the International Standard on Auditing ISA 700 is not readable by several users of
consolidated financial statements. According to the same formula, the average index of readability
of the consolidated report on financial statements prepared in accordance with (IFRS) is —5.02.
As can be seen from the Table 6(a), the international illustration of consolidated audit report is best
understood by college graduates.
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Among the elements of the consolidated audit report on financial statements prepared in accord-
ance with (IFRS), the section with the heading “Auditor’s Opinion” is the most readable. The less level
of readability is found in the section with the heading “Management’s Responsibility” and section
with the heading “Introductory Paragraph.”

According to Gunning Fog Index, understandability of consolidated audit reports with unmodified
opinion requires a very high level of education. The average level of education required for the read-
ability of the auditor’s report on financial statements prepared in accordance with (IFRS) is 27. For
the four sections of this audit report (Introductory Paragraph, Management’s Responsibility, Auditor’s
Responsibility and Auditor’s Opinion), the Text analyzer indicates that the required level of education
varies between 22.87 and 40.44. This level is an indication of the number of years of formal educa-
tion that a user requires in order to easily understand the audit report on the first reading. The para-
graph with medium score of legibility has a Gunning Fog Index of 33.83 (Table 6(a)).

The readability of the audit report is improved when the consolidated financial statements are
prepared, for a general purpose by management of the entity, in accordance with a financial report-
ing framework, encompassing law or regulation (Table 6(b)). Statistical comparisons show that the
consolidated audit report is more readable than the report issued on the separate financial state-
ments. The Gunning Fog Index confirms the same result. The statistical difference between the two
consolidated audit reports illustrated by ISA 700 is not significant (Table 6(b) and (c)).

The statistical relationship between the Flesch Reading Ease Score and Gunning Fog Index is not
accepted. At the level of significance (Alpha = 0.05), the decision is to not reject the null hypothesis
of absence of correlation. In other words, the correlation between the two formulas is not significant
(Table 6(d)). Comparison of means shows that the level of readability of consolidated auditor’s re-
port is not consistent with the principles of readability. According to the empirical results, the as-
sumption of compliance is not accepted (Table 6(ge)).

5.3.3. Linguistic consistency of illustration of consolidated audit report with unmodified
opinion

According to the linguistic literature, the coherence of a text is characterized by the connection be-
tween its various components. Consistency requires the harmonious organization and consistent
presentation of the elements of a text. The y? statistical test has been applied in order to determine if
organizational differences exist between the sections of consolidated auditor’s report. The linguistic
measures which focus on the distribution of number of character confirm the assessment of the struc-
tural homogeneity of report on consolidated financial statements (The results appear in Table 7(a)).

The linguistic analysis which focuses on the distribution of frequency of words does not confirm
the assessment of the structural homogeneity of report on consolidated financial statements. At the
level of significance (Alpha = 0.05), the #? likelihood ratio test rejects the hypothesis of consistency of
all sections of consolidated auditor’s report. For several sections of consolidated audit reports, the
International Standard on Auditing (ISA700) follows heterogeneous linguistic structures (Table 7(b)).

Furthermore, readability formulas, theories of communication advocated several indicators that
measure the understandability of texts. Linguistic parameters that are most commonly used include
the lexical diversity. The type-token ratio (TTR) is a measure of vocabulary variation within a written
text. The TTR is shown to be a helpful measure of lexical variety within a text (Lexical diversity).

As can be seen from this Table 7(c), the vocabulary is less varied in the Section with the heading
“Auditor’s Responsibility” than in the other sections. A high TTR indicates a large level of lexical vari-
ation and a low TTR indicates relatively little lexical variation. According to the TTR, the assumption
of consistency of all sections of consolidated auditor’s report is rejected.

Page 12 of 25



Fakhfakh, Cogent Business & Management (2016), 3: 1258134 *-: Cogent oo b us iN ess & mana g eme nt
http://dx.doi.org/10.1080/23311975.2016.1258134

Table 6. Readability of international illustration of consolidated auditor’s report with unmodified opinion

Flesch Reading Ease Gunning Fog Index Level of difficulty Grade levels

(a) Descriptive statistics for readability of consolidated auditor’s report [Audit of consolidated financial statements prepared in accordance with IFRS]—
[Audit of consolidated financial statements prepared in accordance with a FRFELR]

Full audit report [=5.02]-[-0.65] [26.83]-[25.32] Very difficult to read Graduate college
Introductory paragraph [-33.13]-[-12.97] [38.00]-[32.52] Very difficult to read Graduate college
Management’s responsibility [-48.95]-[-37.33] [40.44]-[38.83] Very difficult to read Graduate college
Auditor’s responsibility [2.44]-[3.20] [22.87]-[22.52] Very difficult to read Graduate college
Auditor’s opinion [-2.59]-[11.78] [33.83]-[26.57] Very difficult to read Graduate college
(b) Student’s t-test for independent samples (Flesch Reading Ease test)

Auditor’s report Financial statements p-value (Two-tailed) Alpha

Consolidated Compliance with IFRS [0.44]-[0.67] [0.05]-[0.05]

Separate Compliance with IFRS

Consolidated Compliance with IFRS [0.19]-[0.30] [0.05]-[0.05]

Separate Compliance with a FRFELR

Consolidated Compliance with a FRFELR [0.92]-[0.80] [0.05]-[0.05]

Separate Compliance with IFRS

Consolidated Compliance with a FRFELR [0.45]-[0.68] [0.05]-[0.05]

Separate Compliance with a FRFELR

(c) Two-samples comparison of variances

Auditor’s report Financial statements p-value (Two-tailed) Alpha

Consolidated Compliance with IFRS [0.78]-[0.86] [0.05]-[0.05]

Separate Compliance with IFRS

Consolidated Compliance with IFRS [0.73]-[0.81] [0.05]-[0.05]

Separate Compliance with a FRFELR

Consolidated Compliance with a FRFELR [0.94]-[0.97] [0.05]-[0.05]

Separate Compliance with IFRS

Consolidated Compliance with a FRFELR [0.89]-[0.92] [0.05]-[0.05]

Separate Compliance with a FRFELR

(d) Pearson’s correlation coefficient test (Two-tailed p-value)

Consolidated auditor’s report on financial statements

FRFELR IFRS FRFELR IFRS
IFRS Gunning Fog Index Gunning Fog Index Flesch Reading Ease test Flesch Reading Ease test
Gunning Fog Index - - 0.33 0.14
Flesch Reading Ease test 0.02 0.14 - -
FRFELR FRFELR IFRS FRFELR IFRS

Gunning Fog Index Gunning Fog Index Flesch Reading Ease test Flesch Reading Ease test

Gunning Fog Index - = 0.08 0.02
Flesch Reading Ease test 0.08 0.33 - -
Table 6e. Results of One-Sample Student’s t-Test

Financial statements One-tailed p-value Alpha
Flesch Reading Ease test Compliance with IFRS 0.00 0.05
Gunning Fog Index Compliance with IFRS 0.00 0.05
Flesch Reading Ease test Compliance with a FRFELR 0.01 0.05
Gunning Fog Index Compliance with a FRFELR 0.01 0.05

Notes: IFRS—International Financial Reporting Standards; and FRFELR—Financial Reporting Framework. Encompassing Law or Regulation.
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Table 7. Words length for original illustration of International audit report on consolidated financial statement

Word length per Full report (All | Introductory | Management’s Auditor’s Auditor’s | x? test (One-tailed p-value)
character sections) paragraph responsibility | responsibility | opinion

(a) Words length (Number of character) [Audit of consolidated financial statements prepared in accordance with IFRS]—[Audit of consolidated financial
statements prepared in accordance with a FRFELR]

1 (3]-[4] (1]-[1] [0]-(1] (1]-[1] (1]-1] [<0.0001]-[0.67]
2 [711-[65] [11]-[8] [9]-[10] [40]-[40] [10]-[6]
3 [731-172] [12]-[12] [10]-[11] [38]-[37] [12]-[11]
& [36]-[29] [5]-[6] (6]-[5] [15]-[14] [91-(3]
5 [30]-[28] [4]-[4] (31-(3] [20]-[20] (31-[1]
6 (12]-[11] [2]-[2] (1]1-1] [6]-[6] (1]-[0]
7 [28]-[27] [4]-[5] [2]-[2] [17]-[16] [41-(3]
8 [26]-[25] [41-[3] [2]-[2] [16]-[16] [4]-[4]
9 [401-[30] [6]-14] [71-14] [15]-[15] (61-[1]
10 (311-[31] [2]-12] [71-17] [20]-[20] [2]-(2]
11 [14]-[13] [31-[3] [31-(3] [51-[5] [1]-[0]
12 [24]-[22] [5]-13] [e]-[é] [11]-[10] [21-[3]
13 (61-(3] [1]-[0] [1]-[0] [31-03] (1]-[0]
14 [4]-[4] [0]-10] (1]-1] [31-3] [0]-[0]
15 (1]1-1] [01-[0] [01-[0] [11-[1] [0]-[0]

(b) Frequency of words and occurrences [Audit of consolidated financial statements prepared in accordance with IFRS]—[Audit of consolidated financial
statements prepared in accordance with a FRFELR]

Occurrences Full report (All Introductory Management’s Auditor’s Auditor’s X’ test (One-tailed p-value)
sections) paragraph responsibility responsibility opinion
1 [84]-[84] [36]-[38] [30]-[30] [66]-[65] [37]-[26 [0.01]-[0.00]
2 (301-[31] (11-[0] [6]-[4] [22]-[21] (11-3]
3 [17]-[12] [11-[2] [4]-[6] [31-3] [31-1]
4 (71-171 [21-[1] [11-[0] [31-3] [2]-[0]
5 (51-[4] [11-[1] [01-[0] [21-[3] (0]-[0]
6 (11-[1] [1]-10] [01-10] [4]-13] [01-[0]
7 [11-[1] [0]-[0] [0]-[0] [11-1] [0]-[0]
8 [01-[0] [0]-[0] [01-[0] [01-[0] [0]-[0]
9 [21-[2] [0]-[0] [01-[0] [21-[2] [01-[0]
10 [11-1] [01-[0] [01-[0] [01-[0] [01-[0]
11 [11-3] [0]-[0] [0]-[0] [0]-[0] [01-[0]
12 [01-(1] [0]-[0] [0]-[0] [0]-[0] [01-[0]
13 [11-[0] [0]-[0] [0]-[0] [0]-[0] [01-[0]
16 [11-[0] [0]-[0] [0]-[0] [01-[0] [01-[0]
17 [11-[0] [0]-[0] [0]-[0] [0]-[0] [01-[0]
18 [01-1 [0]-[0] [0]-[0] [0]-[0] [01-[0]
21 [11-[0] [0]-[0] [0]-[0] [11-11] [0]1-[0]
31 [01-1] (0]-[0] [0]-[0] [0]-[0] [01-[0]
32 [11-[0] (0]-[0] [0]-[0] (0]-[0] [01-[0]

(c) Test on contingency table for lexical diversity [Audit of consolidated financial statements prepared in accordance with a FRFELR]—[Audit of consolidated
financial statements prepared in accordance with a FRFELR]

Lexical diversity Full report (All Introductory Management’s Auditor’s Auditor’s X’ test (One-tailed p-value)
sections) paragraph responsibility responsibility opinion

Different words [98]-[98] [41]-[42] [33]1-[32] [731-[73] [40]-[28] [<0.0001]-[<0.0001]

Similar words [301]-[267] [19]-[11] [25]-[24] [138]-[134] [16]-[7]
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6. The impact of translation on the legibility of consolidated audit report with

unmodified opinion

Originally, the international auditing standards are published in English. Several organizations trans-
late these accounting standards to encourage the independent auditors to comply with interna-
tional accounting rules.

The standard translation process is based on textual strategies to overcome problems of under-
standing and communication. Translation is a delicate task since it determines the equivalent termi-
nology in a foreign language. Translation of English standards on auditor’s report must be treated to
improve communication of audit results.

It is generally accepted that translation work faces several constraints such as: preservation of the
meaning of auditing standards; fidelity to the original text; and the maintenance of linguistic perfor-
mance standards (Fakhfakh, 2016a). In most cases, the translation of audit standards is supervised
by accounting bodies. The participation of specialists in linguistics is necessary to improve the qual-
ity and readability of auditing principles.

Currently, the international standard is widely recognized in the French-speaking countries (Table 8).
Nowadays, the French translation of international audit report is a reference for the independent
auditors who belong to the Euro-Continental accounting models. The French translation was consid-
ered in order to strengthen the comparative. The choice of the French version has been justified by
several reasons:

Table 8. Scope of the consolidated audit reports prepared according to the International Standard on Auditing-ISA 700

Region (Number of states) | Country Predominant accounting model
Africa (21) Botswana, Cameroon, Eritrea, Gambia, Ghana, Kenya, Lesotho, Anglo-American accounting model (Countries where
Liberia, Malawi, Namibia, Nigeria, Rwanda, Sierra Leone, English is an official language)

Somaliland, South Africa, South Sudan, Sudan, Swaziland,
Tanzania, Uganda, and Zambia

Africa/Indian Ocean (2) Zimbabwe and Mauritius
Asia (4) India, Pakistan, Philippines and Singapore
Caribbean (10) Antigua and Barbuda, Bahamas, Barbados, Dominica, Grenada,

Jamaica, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the
Grenadines, Trinidad, and Tobago

Central America/Caribbean (1) Belize

Europe (3) United Kingdom, Ireland and Malta

North America (2) United States and Canada

Oceania (15) Cook Islands, Fiji, Kiribati, Marshall Islands, Federated States of

Micronesia, Nauru, New Zealand, Niue, Palau, Papua New Guinea,
Samoa, Solomon Islands, Tonga, Tuvalu, Vanuatu, Australia

South America/Caribbean (1) Guyana
Africa (21) Democratic Republic of the Congo, Madagascar, Cameroon, Ivory Euro-Continental accounting models (Countries
Coast, Burkina Faso, Niger, Senegal, Mali, Rwanda, Guinea, Chad, where French is an official language)

Burundi, Benin, Togo, Central African Republic, Republic of the
Congo, Gabon, Comoros, Equatorial Guinea, Djibouti, and

Seychelles
Europe (5) France, Belgium, Switzerland, Luxembourg, and Monaco
North America (1) Canada
Central America (1) Haiti
Oceania (1) Vanuatu
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» Improvement of the comparative approach of this research;
+ The importance and influence of the French accounting model;
» Examination of the effect of translation on the comprehensibility of audit reports;

+ The importance of Francophone organizations in the revision and translation of International
Auditing Standards;

» Wide application of the French version in several continents.

In general terms, the translation of International Auditing Standards is carried out in accordance
with the IFAC Policy Statement—Policy for Translating and Reproducing Standards. The French
translation of several International standards is conducted by The Canadian Institute of Chartered
Accountants. The official translation is reproduced with the permission of IFAC. According to the
language measures, we believe that the English wording of unmodified report is not similar to the
report translated into French.

6.1. The impact on the length of illustration of unmodified consolidated audit report

The empirical results show that the French illustration of audit report on consolidated financial
statements prepared in compliance with IFRS includes 430 words, 19 sentences, and 14 paragraphs.
The wording of consolidated audit report will be shorter when the consolidated financial statements
are not prepared in accordance with IFRS. Table 9 summarizes the statistics that describe the length
of French illustration of International consolidated audit reports.

For the French audit reports on consolidated financial statements prepared in accordance with
IFRS, the lengths of all sections are consistent with the principles of comprehensible writing. The
same assumption of compliance is not rejected when the French report is issued on reports on con-
solidated financial statements prepared in accordance with financial reporting framework, encom-
passing law or regulation. At the level of significance (Alpha = 0.05), the results of the One-Sample
t-test rejects the hypothesis that the average word length of each section is strictly greater linguistic
standards (Table 9(b)). Consequently, the French translation did not affect compliance with linguistic
standards.

Regarding the impact of translations of International auditor’s report, the results show that the
French ISA 700 standardizes the longest illustration of consolidated audit report. The lengthening of
the wording of the French report is justified by the large number of characters, number of syllables
and number of words. The lengthening of the wording of translated auditor’s report can be ex-
plained by the addition of specific words that are related to the features of French language.
Consequently, the French translation of ISA 700 extends the length of auditor’s report on consoli-
dated financial statements.

Statistically, the difference between the original English illustration of consolidated audit reports
and translated report is not significant (Table 9 (c) and (d)). At the level of significance Alpha = 0,050
the decision is to not reject the assumption of homogeneity of the observed samples. In other words,
the difference between the English and French consolidated audit report is not significant.

6.2. The impact on the readability of illustration of unmodified consolidated audit
report

In terms of readability, and according to the index of Flesch, the content of translated auditor’s re-
port on consolidated financial statements prepared in accordance with IFRS is not readable by sev-
eral readers of financial statements. Towards the Flesch formula, the average index of readability of
the consolidated report is around 9. Statistical indicators show that the French illustration of consoli-
dated audit report is best understood by college graduates. The section with the heading “Auditor’s
Responsibility” is the most readable. In contrast, the less score of readability is found in the section
with the heading “Introductory Paragraph” and section with the heading “Management’s
Responsibility.”
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Table 11. Words length for French audit report on consolidated financial statements

Word length Full report (All | Introductory | Management’s Auditor’s Auditor’s X2 test (One-tailed
per character sections) paragraph responsibility | responsibility opinion p-value)

(a) Words length (Number of character) [Audit of consolidated financial statements prepared in accordance with French IFRS]—[Audit of consolidated
financial statements prepared in accordance with a French FRFELR]

1 [5]-18] [1]-[1] [01-[2] [2]-[2] [2]-(3] [0.59]-[0.71]
2 [87]1-[80] [14]-[14] [13]-[12] [43]-[41] [12]-[8]
3 [61]-[63] [8]-[8] [6]-17] [41]-[41] [6]-[7]
4 [35]-(32] [6]-16] [31-3] [15]-[15] [101-[7]
5 [371-[34] [5]-[€] [4]-14] [21]-[21] [71-13]
6 [16]-[9] [5]-(3] [2]-[0] [71-[6] [2]-10]
7 [32]-31] [4]-14] [5]-[5] [16]-[16] [4]-3]
8 [28]-[29] [71-7] [1]1-1] [18]-[18] [2]-3]
9 [27]-[21] [6]-11] [71-17] [11]-[11] [1]-10]
10 [571-[50] [71-16] (8]-17] [311-[30] [71-13]
11 [18]-[17] [2]-12] [4]-14] [10]-[10] [1]-10]
12 (11]-[9] [2]-[2] [2]-1] [5]-[4] [1]1-(1]
13 [5]-3] [0]-10] [1]-[0] [2]-[2] [2]-1]
14 [8]-18] [0]-10] [2]-[2] (e]-[é] [0]-10]
15 [31-1] [0]-10] (1]-[0] (11-[1] [1]-10]

(b) Frequency of words and occurrences [Audit of consolidated financial statements prepared in accordance with French IFRS]—[Audit of consolidated financial
statements prepared in accordance with a French FRFELR]

Occurrences Full report (All Introductory Management’s Auditor’s Auditor’s opinion | x*test (One-tailed p-value)
sections) paragraph responsibility responsibility

1 [91]-[98] [46]-[45] [34]-[29] [731-[72] [41]-[33] [0.00]-[0.00]
2 [39]-[40] [11-[0] [51-[6] [21]-[20] [4]1-(3]

3 [201-[13] [11-11] [2]-12] [71-17] [11-[0]

4 [8]-[4] B1-12] [01-[1] [4]-[4] [01-[0]

5 [4]1-2] [11-1] [21-(1] [01-[1] [01-[0]

6 [01-(1] [01-[0] [01-[0] [5]-[4] [11-[0]

7 [B1-3] [01-[0] [01-[0] [01-[1] [01-[0]

8 [0]-[1] [0]-[0] [0]-10] Bl-12] [0]-[0]

9 [01-[0] [01-[0] [01-[0] [11-[1] [01-[0]

10 [21-3] [01-[0] [01-[0] [01-[0] [01-[0]

11 B1-2] [01-[0] [01-[0] [01-[0] [01-[0]

12 [01-1] [01-[0] [01-[0] [01-[0] [01-[0]

13 [0]-[1] [0]-[0] [0]-10] [01-10] [0]-[0]

14 [11-[1 [01-[0] [01-[0] [01-[0] [01-[0]

15 [21-(0] [01-[0] [01-[0] [11-1] [01-[0]

29 [01-1] [01-[0] [01-[0] [01-[0] [01-[0]

34 [1]-[0] [0]-[0] [0]-10] [01-10] [0]-[0]

(c) Test on contingency table for lexical diversity [Audit of consolidated financial statements prepared in accordance with French IFRS]—[Audit of consolidated
financial statements prepared in accordance with a French FRFELR]

Lexical diversity Full report (All Introductory Management’s Auditor’s Auditor’s opinion |y’ test (One-tailed p-value)
sections) paragraph responsibility responsibility
Different words [101]-[111] [50]-[48] [37]-[33] [80]-[81] [44]-[34] [<0.0001]-[<0.0001]
Similar words [329]-[284] [171-[12] [22]-[22] [149]-[143] [14]-[5]
(Continued)

Page 21 of 25



Fakhfakh, Cogent Business & Management (2016), 3: 1258134 *-: Cogent oo b us iN ess & mana g eme nt
http://dx.doi.org/10.1080/23311975.2016.1258134

Table 11. (Continued)

Word length Full report (All | Introductory | Management’s Auditor’s Auditor’s X2 test (One-tailed
per character sections) paragraph responsibility | responsibility opinion p-value)

(d) Test on contingency table for words length (English/French consolidated audit report) [Audit of consolidated financial statements prepared in accordance with
French IFRS]—[Audit of consolidated financial statements prepared in accordance with a French FRFELR]

Full report (English/ Introductory Management’s Auditor’s responsibility Auditor’s opinion (English/
French) paragraph (English/ responsibility (English/French) French)
French) (English/French)
X2 test (One-tailed p-value) [0.05]-[0.16] [0.89]-[0.51] [0.87]-[0.76] [0.80]-[0.81] [0.44]-[0.37]

(e) Test on contingency table for Frequency of words and occurrences (English/French consolidated audit report) [Audit of consolidated financial statements
prepared in accordance with French IFRS]—[Audit of consolidated financial statements prepared in accordance with a French FRFELR]

Full report (English/ Introductory Management’s Auditor’s responsibility Auditor’s opinion (English/
French) paragraph (English/ responsibility (English/French) French)
French) (English/French)
X2 test (One-tailed p-value) [0.97]-[0.81] [0.69]-[0.89] [0.71]-[0.85] [0.78]-[0.78] [0.88]-[0.80]

(f) Test on contingency table for lexical diversity (English/French consolidated audit report) [Audit of consolidated financial statements prepared in accordance
with French IFRS]—[Audit of consolidated financial statements prepared in accordance with a French FRFELR]

Full report (English/ Introductory Management’s Auditor’s responsibility Auditor’s opinion (English/
French) paragraph (English/ responsibility (English/French) French)
French) (English/French)
X2 test (One-tailed p-value) [0.72]-[0.70] [0.43]-[0.92] [0.52]-[0.76] [0.94]-[0.85] [0.59]-[0.40]

Notes: IFRS—International Financial Reporting Standards; and FRFELR—Financial Reporting Framework. Encompassing Law or Regulation.

The education level of Gunning Fog Score said that the auditor’s report on consolidated financial
statements prepared in compliance with IFRS is complex. On average, the intelligibility of the illus-
tration of consolidated audit report requires 21 years of schooling (Table 10). Regarding four sec-
tions of consolidated auditor’s report, the results show that the computed level of education varies
between 20.57 and 36.95.

The statistical relationship between the indexes of readability (Flesch Reading Ease/Gunning Fog
Index) is not accepted. At the level of significance (Alpha = 0.05) the decision is to not reject the null
hypothesis of absence of correlation. In other words, the correlation between the two formulas is
not significant.

The One-Sample Student’s t-Test shows that the level of readability of French consolidated audi-
tor’s report is not consistent with the principles of readability. According to the empirical results, the
assumption of compliance with standards of readability is not accepted (Table 10(b)).

Reading difficulty is decreased when the French consolidated financial statements are prepared,
for a general purpose by management of the entity, in accordance with a financial reporting frame-
work, encompassing law or regulation (Table 10(a)). Statistically, the difference between the two
French audit reports (Audit report on financial statements prepared in accordance with a FRFELR/
audit report on financial statements prepared in accordance with a FRFELR) is not significant.

The indexes of readability (Flesch Reading Ease/Gunning Fog Index) show that the French illustra-
tion of consolidated audit report is more readable than the English report provided by the original
International Standard on Auditing. The statistical difference between the two audit reports illus-
trated by ISA 700 is not significant. The Student’s t-test for independent samples rejects the hypoth-
esis of heterogeneity of the readability of reports submitted by two versions: English and French
(Table 10(c) and (d)). Hence, the translation of International Standard on Auditing did not affect the
readability of consolidated audit report (Table 10(e) and (d)).
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6.3. The impact on the linguistic consistency of illustration of consolidated audit report

with unmodified opinion

The Statistical analysis which focuses on the distribution of word length (per character) does not
reject the assumption of the structural homogeneity of French audit report on consolidated financial
statements.

The linguistic analysis which focuses on the occurrences does not confirm the assessment of the
structural homogeneity of French auditor’s report on consolidated financial statements. At the level
of significance (Alpha = 0.05) the »? test reject the hypothesis of consistency of all sections of con-
solidated auditor’s report on financial statements prepared in accordance with IFRS (Or with
Financial Reporting Framework, Encompassing Law or Regulation). For several sections of consoli-
dated audit reports, the International Standard on Auditing (ISA700) follows heterogeneous linguis-
tic structures (Table 11(b)).

Similar to the English illustration of consolidated auditor’s report, the vocabulary is less varied in
the French section with the heading “Auditor’s Responsibility.” According to the TTR, the assumption
of consistency of all sections of French consolidated auditor’s report is rejected.

The »? statistic tests for the equality of proportions has been used in order to compare the organi-
zation of the consolidated auditor’s report between English and French illustrations provided by the
International Standard on Auditing 700. At the level of significance (Alpha = 0.05), the results of the
test on contingency table (for word length per character) does not reject the assumption of homo-
geneity of English and French consolidated auditor’s report (Table 11(d)). When the consolidated fi-
nancial statements are not prepared in accordance with IFRS the same hypothesis is retained.

Besides word length, other measures (such as Frequency of words and Lexical diversity) do not
show significant differences between the English and French translation of illustration of consoli-
dated auditor’s report.

7. Conclusions, implications, and scope for future research

The consolidation of the financial statements is an accounting phenomenon that can enhance the
control and management of corporate groups. This phenomenon influences the content of the re-
port of the independent auditor. The consolidated audit report remains an important information
tool for multiple users of financial statements.

The imperfection of consolidated audit report amplifies the company’s dysfunction and corporate
governance issues. The International Standard on Auditing ISA 700 was the first serious attempt to
standardize the consolidated audit report. The third illustration provided by this standard is an ex-
emplary model for several standard-setting bodies.

In order to improve audit quality, several independent auditors consult International Standards that
describe the form and content of the consolidated audit reports. Compliance with international standards
ISA is seen as a determinant of the quality of financial statements and the adequacy of audit results.

In this article, we performed an original analysis of the linguistic content of the independent audi-
tor's report on the consolidated financial statements. The empirical results show that the
Internationalillustration of unmodified audit report on consolidated financial statements is not fully
readable by a wide range of users of financial statements. So, the hypothesis of the linguistic perfor-
mance of the consolidated audit report (with an unmodified opinion) is not always accepted. The
length of several parts of the consolidated audit report is excessive.

Currently, the consolidated audit report is not readable by several users of financial statements.
The incomprehensibility of this report is a linguistic problem which hampers the achievement of the
audit objectives. This problem threatens the quality of financial reporting and transmission of audit
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information. The illegibility of consolidated audit report causes several problems that reduce the
informational quality of audit results (Asymmetric information, Expectation Gap, Ambiguity ...).

The imperfection of the accounting standardization contradicts the theoretical assumptions that
justify the usefulness and relevance of financial audit. The linguistic inadequacy of international
auditing standards reduces the informative function of the consolidated audit report. The wording
of this report does not strengthen the governance of companies and corporate groups.

The incomprehensibility of the consolidated audit reports can reduce the professional reputation
of the independent auditors. The communicative failure of consolidated audit report can criticize the
competence of the auditors and the efficiency of standardization of audit principles.

With its current standards, the consolidated audit report is not always appreciated in the
International financial markets. Therefore, the content of this report can be criticized by the stock
exchange operators who seek extreme informational qualities. Given the International nature of
ISAs, allillustrations of the consolidated audit report have been translated into French. The statisti-
cal results show that the French translation has not improved the readability of the illustration of the
report of the independent auditor.

At this time, the IFAC is set to publish a specific audit standard to the reports of the independent
auditor on the consolidated financial statements. Such a standard is needed to fill the gaps in the
International standardization of consolidated audit reports.

This research can be considered as a case study that focuses on an illustration provided by the
International Standard on Auditing 700. For this type of study, generalization of statistical results
could be criticized. Indeed, the small number of empirical observations can skew the relevance of re-
sults. Therefore, our analyses will be interpreted carefully to consider the limitations of case studies.

Some authors have raised the question of scientific rigor and validation of results produced by this
type of research (Fortin, 2010). Despite all the limitations, the case studies are generally regarded as
a preparatory stage for scientific research. They are used to explore the fields of research and devel-
opment of theoretical assumptions (Dupriez, 2010).

Besides the statistical issue, the linguistic analysis which was adopted in this article can be criti-
cized. Readability mathematical indices do not fully measure the reading difficulties and problems
surrounding the comprehensibility of written information. For these reasons, many experts and re-
searchers advocate advanced methods that can refine the linguistic and structural analysis of texts.
Beyond all the criticism, we believe that our work can enrich the literature on the performance of
financial communications. For future research, we try to overcome all the difficulties that hinder the
linguistic analysis of the independent auditors’ reports.

Funding References

The author received no direct funding for this research.

Author details

Mondher Fakhfakh!

E-mail: mondher.fakhfakh@laposte.net

! Faculty of Economics and Management of Sfax (FSEGS),
Department of Accounting and Law, University of Sfax, Sfax,
Tunisia.

Citation information

Cite this article as: Understandability of unmodified audit
report on consolidated financial statements: A normative
and advanced study of the international normalization,
Mondher Fakhfakh, Cogent Business & Management (2016),
3:1258134.

Archer, S., Mcleay, S., & Dufour, J. (1989). Audit report on
financial statements of European multinational companies:
A comparative study. London: The Institute of Chartered
Accountants in England and Wales.

Barnett, A, & Leoffler, K. (1979). Readability of accounting and
auditing messages. Journal of Business Communication, 16,
49-59. http://dx.doi.org/10.1177/002194367901600305

Bavishi, V. (1995). International accounting and auditing trends.
Princeton, NJ: Centre for International Financial Analyses
and Research.

Courtis, J. K. (1986). An investigation into annual report
readability and corporate risk-return relationships.
Accounting and Business Research, 16, 285-294.
http://dx.doi.org/10.1080/00014788.1986.9729329

Courtis, J. K. (1995). Readability of annual reports: Western
versus Asian evidence. Accounting, Auditing and

Page 24 of 25


mailto:mondher.fakhfakh@laposte.net
http://dx.doi.org/10.1177/002194367901600305
http://dx.doi.org/10.1080/00014788.1986.9729329
http://dx.doi.org/10.1080/00014788.1986.9729329

Fakhfakh, Cogent Business & Management (2016), 3: 1258134 *-: Cogent oo b us iN ess & mana g eme nt
http://dx.doi.org/10.1080/23311975.2016.1258134

Accountability Journal, 8, 4-17. Hussein, M. E., Bavishi, V., & Gangolly, S. (1986). International
http://dx.doi.org/10.1108/09513579510086795 similarities and differences in the auditor’s report.

Dupriez, V. (2010). Quelle généralisation a partir d’une théorie Auditing: A Journal of Practice and Theory, 6, 124-133.
locale? Discussion méthodologique de la recherche de Jones, M. J. (1988). A longitudinal study of the readability of
[What generalization from a theory local? Methodological the chairman’s narratives in the corporate reports of a UK
discussion of the research]. In M. Verhoeven, D. L. Paquay, company. Accounting and Business Research, 18, 297-

M. Crahay, & J. M. de Ketele (Eds.), Lanalyse qualitative en 305. http://dx.doi.org/10.1080/00014788.1988.9729377
éducation The Qualitative Analysis in Education (2 ed., pp. Jones, M., & Karbhari, Y. (1996). Auditor’s report: A six country
13-30). Bruxelles: De Boeck. comparison. Advances in International Accounting, 9,

Fakhfakh, M. (2013a). The readability of standardized reports 129-155.
by the international federation of accountants. Journal of King, C. R. (1999). The measurement of harmonization in the form
Commerce and Accounting Research, 2, 10-28. and content of the auditor’s report in the European Union.

Fakhfakh, M. (2013b). Linguistic performance and Journal of International Accounting, Auditing and Taxation, 8,
comprehensibility of auditors’ reports in Tunisia. The IUP 23-42. http://dx.doi.org/10.1016/51061-9518(99)00003-8
Journal of Accounting Research & Audit Practices, 12, Pashalian, S., & Crissy, W. J. E. (1950). How readable are
30-56. corporate annual reports? Journal of Applied Psychology,

Fakhfakh, M. (2016a). Linguistic performance and legibility of 34, 244-248. http://dx.doi.org/10.1037/h0061918
auditors’ reports with modified opinions: An advanced Pound, G. D. (1981). A note on audit report readability.
investigation based on the ISA son audit reports. Asian Accounting and Finance, 21, 45-55.

Review of Accounting, 24, 105-130. http://dx.doi.org/10.1111/acfi.1981.21.issue-1

Fakhfakh, M. (2016b). Structural features and Schroder, N., & Gibson, C. (1990). Readability of management’s
understandability of the international auditors’ reports: discussion and analysis. Accounting Horizons, 4, 78-87.
Linguistic evidence from the International Standard on Smith, J. E., & Smith, N. P. (1971). Readability: A measure of the
Auditing 700. The IUP Journal of Accounting Research & performance of the communication function of financial
Audit Practices. reporting. The Accounting Review, 46, 552-561.

Fakhfakh, H., & Fakhfakh, M. (2010). The impact of Revised ISA Soper, F., & Dolphin, R. (1964). Readability and corporate
700: an international empirical comparison. International annual reports. The Accounting Review, 39, 358-362.
Journal of Accounting, Auditing and Performance Wallage, P. (1993). International audit: a study of audit
Evaluation, 6, 274-326. approach in the Netherlands’. European Accounting
http://dx.doi.org/10.1504/1JAAPE.2010.031612 Review, 3,553-578.

Fortin, M.-F. (2010). Fondements et étapes du processus de Zeghal, D., Maingot, M., & Tassé, M. (1999). An examination of
recherche [Foundations and stages of the research the length and organisation of the auditor’s report—An
process] (2 ed.). Montréal: Cheneliére Education. international comparison (Working Paper). Canada:

Gangolly, J. S, Hussein, M. E., Seow, G. S., & Tam, K. (2002). University of Ottawa.

Harmonization of the auditor’s report. The International Zeghal D., Maingot, M., & Tassé, M. (2000). Readability of the
Journal of Accounting, 37,327-346. auditor’s report: An international comparison. European
http://dx.doi.org/10.1016/5S0020-7063(02)00172-3 Accounting Association Annual Conference.

Hay, D. (1998). Communication in auditors’ reports: Variations Zorio, A., Garcia-Benau, M.A,, Civera, J.N. (2011). Readability of
in readability and the effect of audit firm structure. Asia clarified ISAs and explanatory factors. The 6th European
Pacific Journal of Accounting, 5, 179-197. Auditing Research Network Symposium, Hosted by
http://dx.doi.org/10.1080/10293574.1998.10510540 Norwegian School of Economics (NHH), Bergen.

C o g ent O a © 2016 The Author(s). This open access article is distributed under a Creative Commons Attribution (CC-BY) 4.0 license.

You are free to:

Share — copy and redistribute the material in any medium or format

Adapt — remix, transform, and build upon the material for any purpose, even commercially.
The licensor cannot revoke these freedoms as long as you follow the license terms.

Under the following terms:

Attribution — You must give appropriate credit, provide a link to the license, and indicate if changes were made.
@ You may do so in any reasonable manner, but not in any way that suggests the licensor endorses you or your use.

No additional restrictions

You may not apply legal terms or technological measures that legally restrict others from doing anything the license permits.

Page 25 of 25


http://dx.doi.org/10.1108/09513579510086795
http://dx.doi.org/10.1108/09513579510086795
http://dx.doi.org/10.1504/IJAAPE.2010.031612
http://dx.doi.org/10.1504/IJAAPE.2010.031612
http://dx.doi.org/10.1016/S0020-7063(02)00172-3
http://dx.doi.org/10.1016/S0020-7063(02)00172-3
http://dx.doi.org/10.1080/10293574.1998.10510540
http://dx.doi.org/10.1080/10293574.1998.10510540
http://dx.doi.org/10.1080/00014788.1988.9729377
http://dx.doi.org/10.1016/S1061-9518(99)00003-8
http://dx.doi.org/10.1037/h0061918
http://dx.doi.org/10.1111/acfi.1981.21.issue-1
http://dx.doi.org/10.1111/acfi.1981.21.issue-1

	Abstract: 
	1. Introduction
	2. Theoreticalsynthesisofcommunicativevalueoftheconsolidatedauditreports
	2.1. Theinformationalvalueoftheconsolidatedauditreport:Atheoreticaldiscussion
	2.2. Normativerecognitionoftheneedsoftheusersoftheconsolidatedauditreports

	3. NormativesynthesisofInternationalstandardizationofunmodifiedconsolidatedauditreport
	4. Previousresearchesonthewordingofconsolidatedauditor’sreports
	5. Linguisticfeaturesofunmodifiedauditreportonconsolidatedfinancialstatements:Anadvancedanalysis
	5.1. Theoreticalframeworkforthecomprehensibilityoftheconsolidatedauditreports
	5.2. Researchdesign
	5.3. Analysisofempiricalresults
	5.3.1. Lengthofstandardizedillustrationofconsolidatedauditreportwithunmodifiedopinion
	5.3.2. Thereadabilityofstandardizedillustrationofconsolidatedauditreportwithunmodifiedopinion
	5.3.3. Linguisticconsistencyofillustrationofconsolidatedauditreportwithunmodifiedopinion


	6. Theimpactoftranslationonthelegibilityofconsolidatedauditreportwithunmodifiedopinion
	6.1. Theimpactonthelengthofillustrationofunmodifiedconsolidatedauditreport
	6.2. Theimpactonthereadabilityofillustrationofunmodifiedconsolidatedauditreport
	6.3. Theimpactonthelinguisticconsistencyofillustrationofconsolidatedauditreportwithunmodifiedopinion

	7. Conclusions,implications,andscopeforfutureresearch
	References



