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CONCLUSIONS

More than ten years after the passage of SOX, it remains unclear whether auditor internal control testing under 404(b) leads

to better financial reporting quality relative to less-costly alternative internal control regimes and, if so, under what

circumstances financial reporting improvements are garnered. We propose that the financial reporting improvements arising

from control testing under 404(b) should increase with auditor effort. We further suggest that the benefits of greater effort under

404(b) are not uniform, but rather are greater under conditions where auditors’ knowledge of the client’s control structure can

be better acquired and used. We investigate this issue in the context of auditors’ prevention of financial reporting

misstatements, as shareholders suffer significant losses from restatements (Palmrose et al. 2004; Hennes, Leone, and Miller

2008; Burks 2011). In so doing, we build on prior research by Nagy (2010), who finds that 404(b) control testing on average

reduced financial misstatements in the year following implementation of this regime.
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