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What is this Study About?

Investigating the impact of U.S. critical audit matter (CAM) disclosures, this study explores
adjustments in financial reports and market reactions. It notes significant changes in footnotes
due to CAM scrutiny but finds CAMs generally don't provide new market information, except
for negative reactions to unexpected disclosures.

What are the major findings of the study?

While management adjusts financial statement footnotes in anticipation of CAM disclosures,
these modifications do not significantly alter market perceptions, suggesting the disclosures
often reiterate known information. However, there is an exception for unexpected CAMs, which
can trigger negative market responses, highlighting the importance of the context and content of
CAM disclosures. This nuanced finding indicates that while CAMs aim to enhance
transparency, their actual impact on investor behavior and market dynamics is contingent on the
novelty and relevance of the disclosed matters.

Why is the study important?

This research sheds light on the consequences of CAM disclosures, revealing indirect effects on
management's reporting practices and the complex market response. By evaluating one of the
most significant audit report changes in recent U.S. history, the study informs debates on audit
transparency, offering insights into the balance between disclosure benefits and burdens.
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