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What is this Study About? 

The study investigates how the presentation of internal control weaknesses (ICWs)—
specifically, their prominence and level of detail—markedly influences the perceptions and 
investment choices of nonprofessional investors. 

What are the major findings of the study? 

The format in which a company discloses ICWs (failures in implementing internal controls) 
significantly affects investment decisions made by nonprofessional investors. Specifically, it 
finds that when a company presents ICWs in a more prominent format (such as bulleted lists), 
and when the saliently disclosed material weakness is broken down into its individual control 
deficiencies (disaggregated), nonprofessional investors perceive these ICWs as less negative. 
Furthermore, when the ICW is presented as a combination of control deficiencies 
(disaggregated), salience in presenting this disclosure leads to an increased perception of trust in 
management, which in turn influences investor judgments. Essentially, the study demonstrates 
that the manner of presenting ICWs can influence investor behavior by altering their investment 
risk assessment and trust in management. 

Why is the study important? 

This study questions current disclosure methods and encourages a reevaluation of how internal 
control reporting information is shared. It emphasizes the significant role that presentation plays 
in financial disclosures, offering insights that could help regulatory bodies, auditors, and 
businesses enhance their communication strategies. Such improvements could enable 
companies to convey their financial status more effectively, boosting investor confidence and 
knowledge. Grasping these concepts could drive advancements in reporting practices, 
simplifying the decision-making process for investors and potentially fostering greater 
confidence in the financial markets. 
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