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The unintended consequences of uncertainty disclosures

made by auditors and managers on

nonprofessional investor judgments
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5. Conclusion

In this study, we examine the effects of auditor EOMs, both in-
dependently and in combination with management
disclosures of esti-mate ranges, on investor judgments and
decisions. This study is moti-vated by strong regulatory
interest in improving investors’ abilities to recognize and
account for uncertainty in audited financial statements. As
financial reporting frameworks expand the use of principles-
based accounting and fair value estimation, it becomes
critical to our capital markets to enhance the salience of
uncertainty inherent in financial reporting. While there is
tremendous interest from both financial re-porting
regulatory bodies (e.g., SEC and FASB) and auditing
regulatory bodies (e.g., PCAOB and IAASB) in expanding
management and auditor communications with investors,
timely research is needed to determine how these
communications will jointly affect investor judgments and
decisions.

Current FASB guidance suggests that the use of range
disclosures will enhance the salience of estimate uncertainty
to investors; PCAOB guidance suggests that EOMs will
highlight and improve the informa-tiveness of management's
disclosure. According to Dan Montgomery, deputy chair of
the IAASB, “users, even at a minimum, would see value in
auditors just highlighting disclosures in a company's financial
statement” (Chasen, 2012). We show, however, that the
effects of these disclosures are not as clear-cut as regulators
have suggested and indeed lead to unintended consequences.
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