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Abstract
This paper feeds the literature about investors’ reaction to the release of going concern modified audit reports, which is abun-
dant and controversial among scholars. Moving a step beyond the solely detection of abnormal stock returns at and around 
the event date, as done in the only two previous studies on the Italian setting, we perform an OLS multiple regression to test 
the informativeness of CARs and the influence of variables as selected firms’ accounts, auditor characteristics, the market 
capitalization and specific measures of financial distress to gather evidence whether investors react adversely to elements 
different from going concern modifications (GCMs). Based on our findings, investors react negatively to GCMs attached 
to qualified opinions and, surprisingly, positively to GCMs attached to clean opinions, reversing the prevailing evidence 
found out in the literature, especially in the USA. We attribute these results to the rough knowledge of Italian naïve investors 
of the going concern (GC) issue. The study detects how disclosure features conceived for large equity markets can lead to 
different investors’ behaviours in small ones on the one hand; on the other hand, it cannot lead to unequivocable generaliza-
tion, even within similar countries, in light of sub-specific country features. The piece of evidence achieved suggests, for 
further research, to make an investors categorization to analyse market reactions, which takes more into account three main 
features stressed by the prevailing literature of small equity markets: high ownership concentration, the higher presence of 
institutional investors and the poorer reputation of BIG4 auditors.

Keywords  Audit reports · Going concern modification (GCM) · Event study · OLS multiple regression · Financial distress · 
Investors’ reaction

JEL Classification  G14 · M41 · M42

Introduction

The audit report is the result of the audit process and repre-
sents the most important link between auditors and stake-
holders. Until the last decade, some audit report features 
(as the Key Audit Matters or the release of a going concern 
modification—GCM) were the only direct communication 
with shareholders about the audit process and its outcome 
(Blay et al. 2011; DeFond and Zhang 2014). Several studies 
focus on the consequences of going concern (GC) uncer-
tainty (Carson et al. 2013) observing the market reaction 
around the issuance of an audit report containing a going 
concern modification (GCM) (e.g. Dodd et al. 1984; Elli-
ott 1982; Khan et al. 2017; Menon and Williams 2010; 
Myers et al. 2018). However, scholars report mixed results. 
Among studies, concerns arise from the possibility that the 

 *	 Sandro Brunelli 
	 brunelli@economia.uniroma2.it

	 Francesco Venuti 
	 fvenuti@escpeurope.eu

	 Thomas Niederkofler 
	 n.niederkofler@fm.ru.nl

	 Camilla Falivena 
	 camilla.falivena@sdabocconi.it

1	 Department of Management and Law, University of Rome 
“Tor Vergata”, 00133 Rome, Italy

2	 ESCP Business School, Turin Campus, 10134 Torino, Italy
3	 Department of Economics and Business Economics, 

Radboud University, Heyendaalseweg 141, 
6525 AJ Nijmegen, The Netherlands

4	 Health & Non Profit Division, SDA Bocconi School 
of Management, Via Roentgen, 1, 20136 Milan, Italy

http://crossmark.crossref.org/dialog/?doi=10.1057/s41310-023-00197-1&domain=pdf
http://orcid.org/0000-0002-7932-3026


	 S. Brunelli et al.

auditor can “misreport” (DeFond and Zhang 2014; Deng 
et al. 2012), decreasing the level of informativeness of audit 
reports to investors. Moreover, Kausar et al. (2013) evinced 
a certain degree of market inefficiency for audit report dis-
closures imputable to investors. This inefficiency could be 
attributable to the existence of confounding information 
released in the period investigated (Kothari 2001) often 
through the same document (Khan et al.2017; Myers et al. 
2018). To avoid this possibility, and in response to previous 
accounting scandals in the early 2000s, regulation around 
the world is increasing requirements on financial reporting 
disclosure, especially in the presence of doubts over the GC 
assumption. In this perspective, the mandatory full adoption 
of International Accounting Standards (ISAs) and the new 
versions of ISA 570 (“Going Concern”), ISA 700 (“Form-
ing an Opinion on the Financial Statements”) and ISA 706 
(“Emphasis of Matter Paragraphs and Other Matter Para-
graphs in the Independent Auditor’s Report”) moved in this 
direction. Moreover, in the USA and in other western coun-
tries (such as Germany and Italy), various securities laws 
aimed to increase the number of disclosures to the market 
on GCMs. These new regulatory environments provide an 
opportunity to examine again the issue, going beyond the 
simple application of the solely event study methodology. 
Ianniello and Galloppo (2015) and Brunelli et al. (2020) 
are among the few studies that examined the Italian con-
text. Those authors have conducted archival researches to 
analyse the Italian stock market reaction to GCMs release 
in the period 2007–2010 and 2009–2015, respectively. In 
both studies, authors showed that, on average, qualifications 
expressed in audit reports containing a GCM have negative 
effects on the stock prices of companies. However, while 
Ianniello and Galloppo (2015) found that only qualified 
opinions containing a GCM negatively affect stock prices, 
Brunelli et al. (2020) found an average negative reaction for 
all going concern modified audit reports.

In the light of these findings, we believe that the effects 
on stock market returns of audit reports containing GCMs 
deserve further empirical investigation. This study aims to 
better identify, isolate and verify whether the effects on stock 
prices are due to the solely ability of GCMs to drive inves-
tors’ reactions or if other elements connected with the over-
all financial health of the firms, stock market capitalization, 
auditors characteristics and specific measures of financial 
distress (or a mix of these features) play some roles.

We developed a two-stage research pathway to pursue the 
aim. First, we tested the statistical significance of cumulative 
abnormal returns (CARs) at and around the GCMs release 
date. Then, we regressed the CARs found in the first stage on 
selected explanatory variables that are deemed to influence 
cumulative abnormal returns.

We analyse a sample of Italian listed firms, which 
received a GCM, excluding banks and insurance firms, over 

the 2008–2015 period, which was characterized by severe 
financial conditions in all economic sectors in Italy and 
worldwide. We stopped our analysis to 2015 for several rea-
sons. First, in 2016 the new ISA 570 should have entered 
in force, changing the structure of the audit report and the 
GCM format. However, The Italian Ministry of Finance 
shifted forward the mandatoriness to 2017. As a result audit 
reports in 2016 were mixed, therefore the contents among 
reports are not aligned among them and we cannot analyse 
consistently the reports and the related investors’ reaction. 
Second, as for as 2017 and 2018 the main concern is com-
pletely different: the number of observations is not sufficient 
to yield reliable empirical results. Finally, the dissemination 
of 2019 audit reports and GCMs were mostly released at 
the time of COVID outbreak that autonomously produced 
huge stock abnormal returns, impeding us to isolate the issue 
under investigation.

Besides the scarcity of studies that focus on the Italian 
setting, the choice of the Italian market is tied with the need 
to explore financial reporting matters taking into account the 
main existing international differences in financial reporting 
(Ball et al. 2000; Bushman and Piotroski 2006; Hagerman 
and Zmijewski 1979; Hatfield 1966; Jaafar and McLeay 
2007; Kvaal and Nobes 2010, 2012). To this respect, Italy 
is characterized by the absolute predominance of civil law, 
weak equity market, the prevalence of small and medium 
size entities (SME’s) and majority of insider shareholders 
(Nobes 1998; Nobes and Parker 2016). Furthermore, in 2008 
an improvement in the Italian regulation has occurred, ask-
ing for a specific press release for all types of GCMs, con-
sidering the relevance it has for investors. The joint effects 
of these features pose the Italian environment and this type 
of research among those that consider press releases as more 
efficient, less technical and more interpretable for investors 
(Khan et al. 2017; Kothari et al. 2009).

This study aims to expand the existing literature with 
interesting and contrasting results. On the one hand, the 
event study methodology confirms the statistical signifi-
cance of negative CARs at and around the event date in 
selected event windows, covering 15 days before and after 
the GCM release. On the other hand, the regression model 
(and the related robustness checks) provides contrasting 
evidence since the CARs, before and after the event date, 
seem largely determined by the qualification degree of audit 
opinion than by the attached GCM. At the meantime, around 
the GCM release CARs are the results of distressed accounts 
as reflected by the earnings surprise and Zmijevski z score 
used in our model.

In light of the empirical evidence achieved, this study 
would bring other multiple contributions to the existing liter-
ature and to the audit profession. First, it suggests a resizing 
about the impact of GCMs on stock prices, at least for Italy, 
reinforcing evidence achieved by Ianniello and Galloppo 
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(2015) in Italy and by other scholars in several European 
countries (Pucheta-Martínez et al. 2004; Taffler et al. 2004; 
Guiral et al. 2014). At the same time, the study reverses evi-
dence found in countries with strong equity markets (espe-
cially in the USA as argued by Khan et al. 2017; Menon 
and Williams 2010); second, it provides fresh insights about 
effects of GCM on stock markets in a country like Italy, 
which was underexplored, as demonstrated by the only two 
studies conducted so far (Ianniello and Galloppo 2015; 
Brunelli et al. 2020). Third, it may assist regulators, auditors 
and standard setters for further developments of standards 
with respect to GC; fourth, it reveals how the sentiment of 
investors are naturally over-captured by quantitative infor-
mation (i.e. earnings announcement, as demonstrated by 
Myers et al. 2018, financial highlights, accounting ratios and 
the perceived degree of financial distress or related proxies) 
than qualitative ones (the audit opinion). Finally, despite the 
regulatory improvements aimed to enhance the relevance of 
GCMs, the desirable effects seem far from the empirical evi-
dence. The “growing noise” that is increasingly character-
izing the financial and non-financial reporting landscape by 
adding information required or extending the existing ones 
(i.e. the mandatoriness of including into the annual reports 
many non-financial information) could jeopardize the ability 
of potential good information to turn into actual ones.

The remainder of the paper is organized as follows. Sec-
tion 2 reviews the literature related to audit reports issuance 
and stock market reactions and outlines the study hypoth-
eses. Section 3 presents the data sample and the methodol-
ogy used for the empirical analysis. Section 4 discusses the 
main findings. Section 5 concludes with some final remarks 
and opens up avenues for future research.

Consequences of GCMs for investors: 
literature background and hypotheses 
development

As noted by Carson et al. (2013), the consequences of a 
GCM could be different and multilateral. In particular, the 
GCM release has a potential impact on the same auditor who 
released it, lenders, investors and other stakeholders in their 
capacity as capital providers and not only. Overall, when 
dealing with the market reaction, the majority of studies 
agrees in recognizing a negative reaction even if there are 
many differences in terms of reaction’s magnitude or when 
referring with first or subsequent GCMs (Gissel et al. 2010).

A large strand of US literature found that investors react 
negatively to GCMs (Chow and Rice 1982; Elliott 1982; 
Fleak and Wilson 1994; Geiger and Kumas 2018; Herbohn 
et al. 2007; Jones 1996; Myers et al. 2018; Sainty et al. 
2002; Schaub 2006). There is a shared theoretical agreement 
around the potential stronger reaction in case of first-time 

GCM, but this effect has been dealt only in several stud-
ies (Jones 1996; Herbohn et al. 2007; Geiger and Kumas 
2018). In most cases, a GCM corresponds to a certain degree 
of financial troubles for the company, that is why in many 
studies the proxies adopted to measure the degree of inves-
tors’ expectations are usually the level of financial distress 
of the company. In line with Fleak and Wilson (1994) and 
Jones (1996), Blay and Geiger (2001) adopted similar prox-
ies to divide their sample between “subsequently bankrupt” 
and “subsequently viable” companies, finding that abnor-
mal returns are more negative for the first group, character-
ized by more financial distress frames. However, when they 
considered the sample as a whole, no association between 
first-time GCMs and abnormal returns was found. In another 
study, Ogneva and Subramanyam (2007) did not find a mar-
ket anomaly in the USA, because their results on market mis-
pricing differ from the choice of different expected results. 
However, Kausar et al. (2009), considering the same sample, 
found that a GCMs market underreaction anomaly exists in 
the 12-months subsequent to the GCM. The author justi-
fied these different results with problems in the data source 
and in the method adopted in the study of Ogneva and Sub-
ramanyam (2007).

In other researches, additional and valuable findings have 
been retrieved. Khan et al. (2017) found that small inves-
tors have a negative reaction after a long time from GCM 
release and, more precisely, only when a GCM re-release 
occurs through press and media releases. Another factor that 
could affect the impact of GCMs is the bankruptcy legal 
regime instituted in a country. In line with this, Kausar et al. 
(2017) showed that investors in a debtor-friendly bankruptcy 
regime—such as the USA—react less adversely to first-
time GCMs than investors in a creditor-friendly bankruptcy 
regime (the UK). Blay et al. (2011) documented the occur-
rence of a GCM brings investors in reading more carefully 
official financial statements and Amin et al. (2014) showed 
that this announcement increases the interest return asked 
by investors, generating an automatic increase in the cost of 
the equity capital of the company.

The negative stock market reaction to GCMs is confirmed 
by Menon and Williams (2010), since they showed that this 
reaction is higher if the audit report contains information 
related to a company’s problem with obtaining financing. 
For this reason, they asserted that investors are able to cap-
ture the information content of audit reports.

Unlike the USA, studies on the market reaction of 
the GCM announcement in Europe do not always show 
a negative effect on investors. Indeed, Pucheta-Martínez 
et al. (2004) reveal that in Spain GCMs are not relevant 
for investors. Interestingly, in Italy Ianniello and Gal-
loppo (2015) found that an unqualified opinion with a 
GCM has a positive effect on stock market prices in the 
short-term. However, when analysing the subsample of 
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GCM disclaimer of opinions, the negative effect is con-
firmed. Recently, Brunelli et al. (2020), studying a longer 
period (2009–2015) have found confirmation of an aver-
age negative and persistent reaction of Italian Investors to 
whatever kind of GC modified audit report. Gassen and 
Skaife (2009), focusing on Germany, found that market 
reactions to first-time GCMs is a consequence of regula-
tory improvement. In fact, they observed that after the 
audit reforms mandated by the German government in the 
Act on Control and Transparency of Enterprises in 1998, 
investors reacted negatively to first-time GCMs, whereas 
this evidence was not found in the period before the regu-
latory improvement.

In the UK, Citron et al. (2008), Kausar et al. (2017), and 
Kausar and Lennox (2017) confirmed the general trend of 
a negative stock price reaction. The latter authors assessed 
that for companies entering bankruptcy, the issuance of 
a GCM has predictive value with respect to the wedge 
between the book values of assets and the future liquida-
tion values of those same assets.

Despite these results, in a previous research Citron and 
Taffler (2001) found that in the UK a company’s failure 
probability is not affected by the issuance of a GCM, while 
it depends on the level of financial distress.

Opposite findings were deducted in Portugal (Bhimani 
et al. 2009) and in Belgium (Vanstraelen 2003), where an 
increase in the likelihood of bankruptcy or opening insol-
vency proceedings is confirmed. In the light of both mixed 
evidence and the presence of only two studies in Italy, we 
would deepen the GCM effects on stock market in Italy 
starting from the following basic hypothesis as follows:

H1 Investors react negatively to a GCM release, as 
demonstrated by significant negative CARs at and 
around the release.

 By testing the hypothesis we pursue a twofold aim: first, we 
search for confirming evidence achieved by Ianniello and 
Galloppo (2015) and Brunelli et al. (2020); second, if the 
hypothesis is supported it gives us the possibility to further 
explore if different elements than GCM have the ability to 
explain the negative abnormal returns found. In line with 
other prominent studies in this research mainstream, we 
regressed the CARs on pivotal market-based and account-
ing-based variables, auditors characteristics and specific 
measures of financial distress (Bédard et al. 2019; Menon 
and Williams 2010; Myers et al. 2018; Rosegreen and Dawk-
ins 2000), testing the following second hypothesis:

H2 Investors’ negative reaction along the release 
of GC modified audit reports is driven by specific 
determinants connected with the overall financial 
(un)health of the firms and/or market ratios and/or 
auditors characteristics.

We begin by controlling for several additional variables 
that could explain the investor reaction at and around the 
event date. Thus, we fixed as explanatory three accounting-
based variables, namely the natural logarithm of total assets, 
the return on assets and the Zmijevski Z score, one market-
based variable, the natural logarithm of market capitalization 
at year end, and a mixed-based variable, the earnings sur-
prise. With the aim to boost the reliability of the model, we 
added two variables regarding the audit opinion and auditors 
characteristic: a dummy variable which assumes value 1 if 
the GCM is attached to a qualified opinion, 0 if attached to 
a clean opinion and a second dummy variable which detects 
by the role played by a BIG4 auditor (1) or not (0), which 
represents a feature historically focused by scholars in this 
kind of studies.

Sample and research methodology

Sample definition

The initial sample consists of all firms listed in the Italian 
Stock Exchanges (Borsa Italiana) in the period 2008–2015 
(fiscal years) considering any new listed or delisted firm each 
year. This mechanism allowed the inclusion of all compa-
nies, including those listed only 1 year during the full time 
span. We started from a potential sample of 2349 observa-
tions but we focused only on the industrial sector, obtaining 
1769 observations. We manually downloaded all the audit 
reports of consolidated financial statements and the separate 
annual reports only when the consolidated document was not 
available. The other financial information and data were col-
lected from different sources: the closing daily stock prices 
and the main Italian stock market index (FTSE MIB) were 
gathered from Datastream (Thomson Reuters), the financial 
data and ratios from Datastream (Thomson Reuters) and from 
AIDA, while the audit report date, the audit opinion and the 
auditors' information, manually from the audit reports. Con-
sidering the focus of this research, we considered only the 
companies that received an audit report (both qualified and 
unqualified) containing a GCM, obtaining 286 observations 
(16.2% of the total). The percentage of GCM rate is in line 
with the rate reported by Xu et al. (2013) in Australia (15.3%) 
and Carson et al. (2013) in the USA (15.9%), although the 
composition, the size and the environment are completely 
different in these countries. However, we had to remove 23 
observations due to missing data (e.g. availability of market 
price, or unreliable stock return data). The final sample com-
prises 263 observations from 72 unique firms. Among them, 
only 75 observations contain severe qualifications (“except 
for”, adverse opinion and disclaimer of opinion), representing 
less than 29% of GCMs, whereas the remaining 188 observa-
tions represent unqualified opinions with GCM (71%). The 
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breakdown of the sample, by year and type of audit opinion, 
is provided in Table 1.

Research methodology

This subsection describes our short-term market reaction 
tests and the multivariate analysis that allow us to provide 
a more robust check over the ability of GCMs to generate 
negative abnormal returns and to control for other factors 
that might potentially affect investors’ reaction.

We begin by performing univariate tests and an ES to 
investigate the market response to GCMs in the Italian 
market in the period 2008–2015 (Brown and Warner 1985; 
Shevlin 1981). We use the date of the public press release 
of a GCM as the event date to estimate the abnormal returns 
(Ars) associated with the announcement. This type of event 
is mainly clustered in the period of the year starting from the 
beginning of March until the end of June and when received 
is viewed as being bad news. Appendix I reports the full list 
of companies and the GC modified audit reports date release, 
alongside the information about which companies went 
to bankruptcy or voluntary liquidation during the period. 
Figure 1 presents the distribution of all audit reports dates 

during the fiscal year. It is worthwhile noting that out of 263 
GCMs, 242 (92%) were released between March and June.

Under the Italian Regulation, for each relevant informa-
tion disclosed in the period of the approval of the finan-
cial statement, is required a specific press release1 with the 

Table 1   Sample selection and distribution by year

Notes: the table shows the sample logic from the beginning available to the final sample used for the analysis; statistical tests investigate the sub-
sample of GCMs (263 observations)
Source: Authors’ Elaboration

Panel A: Sample Selection

Sample Frequency

Firm listed from 2008 to 2015 2349
– Banks and financial institutions 523
– Firms with missing opinions 57
Remaining Firms 1769
Not GCM 1483
GCM 286
– Missing data 23
Final sample (GCM) 263

Panel B: Sample distribution by Year

Year Unqualified GCMs Qualified GCMs Total (Fr.) Total (%)

Frequency Percentage Frequency Percentage

2008 24 9.13 4 1.52 28 10.65
2009 15 5.70 12 4.56 27 10.27
2010 23 8.75 12 4.56 35 13.31
2011 20 7.60 13 4.94 33 12.55
2012 31 11.79 9 3.42 40 15.21
2013 26 9.89 9 3.42 35 13.31
2014 23 8.75 8 3.04 31 11.79
2015 26 9.89 8 3.04 34 12.93
Total 188 71.48 75 28.52 263 100.00

1  Following the approval of the draft Financial Statement, the Board 
of Directors must forward it to external auditors (art. 154-ter of Con-
solidate Law of Finance) at least 15 days before its public disclosure 
through specific press release (art. 66 of Issuers' Regulation), publica-
tion on the company's website and communication to the CONSOB. 
This press release is the yearly earnings announcement and has to fall 
at least 21 days before the ordinary shareholders' meeting date, called 
for the approval of the final annual report. Instead, the auditor must 
issue the audit report and send it to the company’s registered office 
at least 15 days before the ordinary shareholders’ meeting date (art. 
2429 Civil Code and art. 154-ter TUF). Since 2008, when the audit 
report contains a GCM, they must disclose immediately to the market 
(by a specific press release) the audit report (CONSOB Communica-
tion No. DME/9081707). Each press release (earnings announcement 
and GC audit report) does not contain any reference to the others. 
However, the audit report, especially when related to a GCM, could 
contain references to the financial distress status of the company. 
Finally, taking into account the Italian Regulation it is possible to 
consider and investigate the GCM public release separately from the 
Earnings Announcement.
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purpose of informing the market. The power of the test is 
affected by the exact determination of the announcement 
date and any concurrent disclosures. Specifically, we calcu-
late AR as follows:

where Rit is the daily return of firm I on day t, RMt is the 
return of the stock market index (the FTSE MIB in Italy) on 
day t, 𝛼̂

i
′
sand𝛽

i
′
s are the estimated parameters of the model 

for each firm i, applying the linear market model of Sharpe 
(1964). The estimation window used to the "normal behav-
iour" of parameters in the market model consists in 172 trad-
ing days starting 200 days before the event date and ending 
15 days before. Then, we compute CARs by cumulating the 
daily abnormal returns over a time window from ta to tb, 
which includes the announcement day in the following way:

To choose the appropriate length of event windows, 
we compute CARs for several windows and sub-win-
dows before, after and around the event date. The aim of 
this process is to capture also the eventual pre- and post-
announcement effect as detected in prior researches (Dodd 

(1)AR
it
= R

it
−
(

𝛼̂
i
+ 𝛽

i
R
Mt

)

, t ∈ TP

(2)CAR(ta,tb),i =

t
b

∑

t=t
s

AR
it
.

et al. 1984; Blay et al. 2011; Al-thuneibat et al. 2008). 
Then, let t = 0  represent the event date, AR is estimated 
in the test period which is equal to 30 trading days around 
each event, TP = [−15, 0) ∪ (0, + 15], and then divided 
into several subintervals. In particular, we focus on the 
following windows: [−15; − 10);(−2,+2);(+2; + 15] . 
and [−1, 1] . The first three windows are further split into 
[−15; − 2);(−10; − 5);(−5,−1);(+1,+5);(+5,+10);(+10,+15] , 
while the latter into (−1, 0);(0);(0,+1) , for a fine-tuning anal-
ysis in proximity of the event date. The chosen main event 
winds and sub-windows are the same used by Brunelli et al. 
2020 with the aim to make results comparable.

T test the first hypothesis and to increase the level of relia-
bility of our investigation, parametric statistics tests are used 
to know the significance level of CARs during the event win-
dows considered null hypothesis is rejected, it will show that 
the CARs are significantly different from zero, and the GCM 
released an effect on stock prices (Liljeblom and Vaiheko-
ski 2004). We apply a t test in the first moment. However, 
Cummins and Weiss (2004) have detected an increase in the 
variance of ARs in the days around the event date respect 
to the estimation period. This aspect could result in an over 
rejection of the null hypothesis. To avoid this limitation, 
we follow the methodology suggested by Mikkelson and 

1 1 1 1 1 1 1 1
2

1 1 1 1 1

4 4

2 2
1

2
3

8
7

6

15

7

9

13

1

9

7

11

6

1 1
2

1
2

1
2

1 1

6

11

25

16

1 1 1
2

1
2 2

1 1

5

3
4

2 2
1

3

1 1 1 1 1 1
2

1 1 1 1 1
2

1 1 1 1 1 1 1 1 1 1 1 1 1 1
0

5

10

15

20

25

07/01/20xx 29/03/20xx 13/04/20xx 30/04/20xx 10/06/20xx 12/07/20xx

GCMs date distribu�on during the fiscal year

Fig. 1   GC modified audit report dates distribution during the fiscal year. Source: Authors’ Elaboration



Financial distress, auditors’ going concern modification (GCM) and investors’ reaction in…

Partch (1988)2 and adopted in other subsequent researches 
(Boehmer et al. 1991; Harrington and Shrider 2007; Mentz 
and Schriereck 2008).

Multivariate analysis

We use OLS multiple regression to test the significance of 
GCMs and the influence of other additional variables related 
to financial information disclosed in the audit and annual 
reports or in the days around the event date. We estimated 
the following model:

The dependent variable is the CAR in the windows and 
sub-windows analysed in the study. Hence, the regression 
is repeated for each window and sub-window adopted in 
the ES analysis. The independent variables Zscore, LnTA, 
Surprise, ROA and lnMV capture aspects of financial per-
formance or information that may be related to the market 
reaction detected in the days around the press release of the 
audit report containing a GCM. However, the two control 
(dummy) variables (GCM and BIG4) have been used to iso-
late effects due to the opinions’ qualification and the pres-
ence of well-reputed auditors, following studies observed in 
the main related literature (Amin et al. 2014; Bédard et al. 
2019; Geiger and Kumas 2018; Kausar et al. 2017; Menon 
and Williams 2010; Zmijewski 1984).

To capture the financial distress of the companies ana-
lysed, we included the Zscore, which is the probability of 
bankruptcy computed using the Zmijewski (1984) coeffi-
cient. It includes three components: return on assets, debt 
to assets and current ratio, all related to health conditions 
of the company. Following Menon and Williams (2010), 
we expect a negative coefficient. lnTA is the natural loga-
rithm of total assets at the end of the year associated with 
the audit report and it is a measure of the company size, with 
expectations of a positive coefficient. Surprise is the annual 
earnings surprise calculated following Geiger and Kumas 
(2018) as the difference between current year annual earn-
ings before extraordinary items and last year's annual earn-
ings before extraordinary items scaled by the market value of 

(3)

CAR(ta,tb) = � + �1GCM + �2BIG4 + �3Zscore + �4lnTA

+ �5Surprise + �6ROA + �7lnMV + �.

equity from last year. We expect to see a positive association 
between earnings surprise and CARs considered. ROA is the 
return on assets to capture the firm's financial performance, 
it is calculated by dividing a company’s net income prior 
to financing costs by total asset and we expect a positive 
coefficient (Bèdard et al. 2019). Finally, lnMV is the natural 
logarithm of the market value of the firm at the end of the 
fiscal year associated with the audit report and is a proxy of 
the firm's size perceived by the market. It is also useful to 
capture the firm's information environment and we would 
expect that larger firms are likely to have richer information 
environment (Menon and Williams 2010). Thus, we expect 
a positive coefficient for lnMV.

GCM is a variable that equals to 0 if the company received 
an unqualified opinion with GCM in the year selected, and 
1 if the company received a qualified opinion with a GCM.

BIG4 is a dummy variable equal to 1 if the external audi-
tor is a top-four auditor (Deloitte, EY, KPMG, PWC) and 0 
otherwise. Although prior research associated audits from 
Big N firms to higher quality verifications (Francis and 
Krishnan 1999; Gaeremynck and Willekens 2003; Ruiz-Bar-
badillo et al. 2009), studies in the Italian context show that 
BIG4 firms are not necessarily viewed as superior compared 
to their smaller peers (e.g. Cameran et al. 2010). Therefore, 
we are not able to draw an expectation on its coefficient. All 
variables and related brief descriptions are presented in the 
Appendix II.

Empirical analyses and discussion

Descriptive statistics

Table 2 presents descriptive statistics for the variables used in 
the multivariate tests that are useful to understand the financial 
distress situation for the firms in the sample. Most of the firms 
received an unqualified opinion with GCM (GCM = 0) in the 
period under investigation and they are mainly audited by a 
BIG4 audit firm. On average, sample firms receiving a GCM 
are small (total assets mean = 264.08 thousand of euros; mar-
ket value mean = 56.039 thousand of euros) and show poor 
financial performance (strong negative average net income, 
negative average ROA and high mean leverage). Moreover, 
they have a high probability to go bankrupt (Zscore > 0).

Panels B and C of Table 2 compare the two types of 
GCMs: qualified opinions with a GCM versus unquali-
fied opinion with a GCM, respectively. Firms with quali-
fied opinions appear smaller (total assets mean = 172.82 
million of Euros; market value mean = 28.507 million of 
Euros €) and with a higher probability to move to bank-
rupt (Zscore = 4.68 vs. 2.82) than the subsample of compa-
nies that received unqualified opinions. However, the lat-
ter group of firms performs worst in terms of net income 

2  Mentz and Shiereck (2008) based on Boehmer et al. (1991) calcu-
lated security i’s standardized residual on the event day (SRi) as: 

SRi = CAR
i,t

a
t
b

/

√

�2

CAR
i,ta tb

 . (6).

  and then, used (9) to calculate a Z statistic (called here ZM):

  Z
M
=

1

N

∑N

i=1
SRi

�

�

1

N(N−1)

∑N

i=1

�

SRi −
∑N

i=1

SRi

N

�2
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(mean NI =  − 32.754 vs. − 25.562 million of Euros) and 
leverage (mean LEV = 551.44 vs 134.36). Both subsamples 
show a negative operating performance (ROA < 0). Finally, 
BIG4 auditors show a higher propensity to issue unqualified 
opinions (BIG4 = 0.755 for unqualified opinion with GCM 
subsample).

In Table 3, we report the descriptive statistics about 
the CARs for each window and sub-windows identified. 

Considering the full sample under investigation, the aver-
age CARs are negative for the most part of windows and 
sub-windows defined. Moreover, the percentage of CARs is 
higher than 53% with the only exception of the sub-windows 
(− 15, − 10), (+ 5, + 10) and (+ 10, + 15) which are the most 
distant from the event date. The percentage of negative CARs 
exceeds 61% in the days immediately after the GCM release 
(+ 1, + 5). The preliminary results shown in Table 3 highlight 

Table 2   Descriptive statistics

Table reports summary statistics relating to our sample of firms that received a GCM between January 1, 2008 and December 31, 2015. Vari-
ables are described in the Appendix II
Source: Authors’ Elaboration

N Mean SD Min Max

Panel A: Descriptive statistics: full sample
GCM 263 0.285 0.452 0 1
BIG4 263 0.703 0.458 0 1
Zscore 263 2.956 10,520 −11,278 113,017
lnTA 263 5.078 0.576 2.763 6574
Surprise 263 0.026 1261 −4725 9156
ROA 263 −10.578 19,592 −191.070 22,560
lnMV 263 10,214 1175 7245 13,749
TA (thousand euros) 263 264,080.50 450,561.73 580.00 3,753,921.00
MV (thousand euros) 263 56,039.48 95,462.31 1.401.00 935,640.00
NI (thousand euros) 263 − 30,703.58 78,997.81 − 794.239.00 205,253.00
LEV (%) 263 531.10 2263.01 −7767.84 20,526.84
Current ratio 263 1.43 5.17 0.08 79.61
Panel B: Descriptive Statistics: severe GCM Subsample
BIG4 75 0.573 0.498 0 1
Zscore 75 4684 13,550 −3950 113.020
lnTA 75 4960 0.529 3490 6170
Surprise 75 −0.186 1407 −.725 5086
ROA 75 −13,614 18,110 −81,470 11.150
lnMV 75 9585 1097 7245 12,974
TA (thousandeuros) 75 172,820.44 231,286.18 3090.00 1,470,500.00
MV (thousand euros) 75 28,507.40 54,148.81 1401.00 430,965.00
NI (thousand euros) 75 − 25,562.81 36,711.46 − 242,724.00 41,894.00
LEV (%) 75 134,36 193.13 4.13 1703.14
Current ratio 75 0.60 0.48 0.07 3.63
Panel C: Descriptive Statistics: Unqualified opinion with GCM Subsample
BIG4 188 0.755 0.431 0 1
Zscore 188 2.282 9.022 −11.280 76,820
lnTA 188 5.124 0.588 2760 6570
Surprise 188 0.112 1191 −4709 9156
ROA 188 −9361 20.073 −191.070 22,560
lnMV 188 10,464 1112 7667 13,749
TA (thousand euros) 188 300,487.44 508,511.60 580.00 3,753,921.00
MV (thousand euros) 188 67,023.03 105,746.99 2137.00 935,640.00
NI (thousand euros) 188 − 32,754.41 90,528.64 − 794,239.00 205,253.00
LEV (%) 188 551.44 2056.70 −7767.84 15,806.17
Current ratio 188 1.76 6.08 0.01 79.61



Financial distress, auditors’ going concern modification (GCM) and investors’ reaction in…

a negative market reaction in the period around the issuance 
of a GCM, confirming H1. This conclusion was obtained 
observing the coefficient of both parametric tests conducted 
on CARs.3 The coefficients are negative and significant espe-
cially in the days around the event date (− 2, + 2), (− 1, + 1), 
(− 1, 0), (0, + 1) and in the day of the event (0). Moreover, 
a pre-announcement effect is detected in the sub-window 
(− 10, − 5) for both tests and in (− 15, − 10) according to the 
t test. The anticipation of the negative reaction from investors 
is not unusual as witnessed by Menon and Williams (2010), 
due to the possibility to have preliminary information on the 
probable GCM release, related to bad financial conditions 
shown in the interim financial report or through other sources 
of information. Thus, H1 is supported. However, as prior 
literature asserted (Menon and Williams 2010; Myers et al. 
2018), the negative reaction detected around a GCM issuance 
could not be related only to the specific event considered. 
Although in Italy the possibility to separate the effect of each 
release is higher due to the requirement to do a specific press 
release for each financial information, problems always exist 

due to other contaminating information. For these reasons, 
we attempt to investigate which are others information that 
may explain this negative reaction detected in the period 
around the issuance of a GCM.

To foster an immediate visualization of upward and 
downward trends of each single observation, Fig. 1 provides 
the CARs distribution at the event date and for all the win-
dows and sub-windows investigated.

Correlation analysis

Table 4 displays Pearson and Spearman correlation coeffi-
cients between the independent variables used in the regres-
sion and each dependent variable (CARs). Bold numbers 
mean a statistic significance at 0.05 (at least). Without focus-
ing on the correlation among CARs, for the purpose of this 
study is interesting observe a significant negative correlation 
between GCM and CARs in multiple windows. Moreover, 
the correlation exists also between CARs and the Zscore, 
Surprise and lnMV (Pearson coefficient) and between CAR 
and Surprise and BIG4 (Spearman coefficient). However, 
lnTA and ROA are not correlated with CARs. In addition, 
we do not find high correlations between the independent 
variables, except, as expected, for lnMV and lnTA. To fix 
the potential negative effects of that correlation on the reli-
ability of the regression model, we perform, as robustness 
test, the regression by excluding from Eq. (3) the lnTA and 
we found similar results. After all, these analysis assure that 

Table 3   Cumulative abnormal 
returns related to GCM release

Table reports the statistics relating to the CARs determined in the windows and sub-windows in the period 
of 31 days around the event date (GCMs' release). *, ** and *** indicate significance at the 0.10, 0.05 and 
0.01 levels, respectively (using two-tailed conventional t tests and the Mikkelson and Partch test)
Source: Authors’ Elaboration

Mean Std: Dev Median %Negative t test Mikkelson 
and Partch's 
test

Coeff Coeff

CARs (−15;−2) 0.006 0.161 −0.011 54.75% 0.562 −0.176
CARs (−2; + 2) −0.011 0.085 −0.011 58.56% −2.184** −3.347**
CARs (+ 2; + 15) −0.006 0.153 −0.007 53.23% −0.602 −1.691
CARs (0) −0.005 0.040 −0.003 59.70% −2.111** −3.117***
CARs (−1; 0) −0.006 0.059 −0.002 54.75% −1.786* −2.505***
CARs (0; + 1) −0.005 0.054 −0.004 59.70% −1.517 −2.788***
CARs (−1; + 1) −0.006 0.068 −0.007 55.51% −1.510 −2.821***
CARs (−15;−10) 0.013 0.113 0.002 47.53% 1.867* 0.357
CARs (−10;−5) −0.010 0.080 −0.008 55.51% −1.947* −2.397***
CARs (−5;−1) 0.002 0.086 −0.002 53.23% 0.377 −0.378
CARs (+ 1; + 5) −0.010 0.098 −0.015 61.60% −1.654* −3.965***
CARs (+ 5; + 10) 0.002 0.094 0.000 49.43% 0.366 −0.927
CARs (+ 10; + 15) 0.001 0.100 0.000 49.81% 0.148 −0.292

3  We did not identify a control sample of non-GCM firms to conduct 
the same investigation on them because as we argued in a previous 
paragraph, the mandatory issuance of a specific press release is not 
required for all audit reports, but only for them containing a GCM, 
including the unqualified ones.. Moreover, as asserted by Myers et al. 
(2018) there is not the possibility to define a sample of financially 
distressed companies that should have received a GCM but did not. 
Indeed, financially distressed GCM firms have specific characteristic, 
which are not identifiable in other healthy companies. Hence, the use 
of a control sample is not a feasible strategy for this research enquir-
ies.
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multicollinearity is less likely to be a concern for the reli-
ability of the model.4

Regression results

The results of estimating Eq. (3) are presented in Table 5. 
Although previous tests conducted to verify H1 revealed the 
significance of only some of the windows and sub-windows, 
we preferred to conduct the multivariate analysis on all of 
them. It is because some sub-windows appear relevant only 
for one test (t−test or Mikkelson and Parch) and by the inten-
tion to verify the effect of the variables considered in the 
period before and after the GCMs' release (Fig. 2).

As shown in Table 3, the sub-windows that are not signifi-
cant for both tests cover days not so close to the event date, 
but previous literature (Al-thuneibat et al. 2008; Blay et al. 
2011; Dodd et al. 1984) found significance of certain variables 
during pre- and post-announcement periods. After controlling 
for the aforementioned variables, we found contrasting evi-
dence about the ability of GCMs in determining CARs. Each 
variable has significant coefficients in one or more windows 
or sub-windows. The most important result is revealed by 
the dummy variable GCM. When significant, it reveals that a 
negative association with CARs exists only for GCM attached 
to qualified opinion (GCM = 1). Confirming the results of 
Ianniello and Galloppo (2015), but for a different period of 
analysis, this means that, when a GCM is associated with a 
clean opinion, the effects on CARs are positive signalling that 
negative effects found in the first stage on stock prices are 
mostly due by the opinion qualification degree. Curiously, 
the referred effect is detected before [−15; − 2) , (−15; −10), 
(−10; −5) and after [+2; + 15) , (+ 10; + 15) the event date but 
not around it, revealing that close to the event others are the 
variables which may determine abnormal returns. Thus, the 
audit report contents are not detrimental for stock prices at the 
event date, the qualification plays a role before and after and 
the GCM does not appear to be relevant at all. The dummy 
variable identifying the presence of a BIG4 auditor provides 
poor results. Only in the window (0; + 1) it reveals a positive 
association with CARs, meaning that a low positive effect 
on stock prices is played by BIG4 auditors only around the 
event date and not persistently before or after the audit report 
release. Thus, the effect of the higher reputation of BIG4 audi-
tors is very weak in the Italian stock market. This evidence 
confirms previous results of Cameran et al. (2010) on Italy, 
where the BIG4 audit firms are not perceived as superior in 
comparison with their smaller counterparts. Moving to the Z 
score, we found contrasting evidence. Its coefficient is signifi-
cant before [−15; − 2) , (− 5; − 1) and around the event date 
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Fig. 2   CARs distribution at the event date (GCM release) and in all windows and sub-windows, for each observation. Source: Authors’ Elabora-
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(0), (− 1; + 1) assuming opposite direction. Unexpectedly, 
before the event date the association is positive, suggesting 
that a bad z score seems to play a positive effect on stock 
prices. On the contrary, around the event date, confirming the 
expectations, a deterioration in the financial position of the 
company is associated with a negative effect on stock prices. 
The two variables regarding the firm size, the lnTA and the 
lnMV, provide poor results as well, revealing a negative asso-
ciation between the solely lnMV and CARs only around the 
event date (0; + 1). This reversal of our expectations could be 
explained, arguing that the greater is the dimension assumed 
in the stock market of a distressed firm, the higher is the nega-
tive effect on stock prices. However, this effect is not persis-
tent before and after the event date. Also the results about 
the Earnings Surprise present a certain degree of novelty. In 
fact, when the regression coefficient is significant, a positive 
association with CARs is detected only around the event date 
(0; + 1), while after the event date the relation becomes nega-
tive. This evidence is the only in favour of a GCM’s role in 
negatively affecting the stock market, suggesting that investors 
are frightened by a GC problem and this pessimism is not 
reversed, at least in the very short term, by receiving posi-
tive information about firm’s earnings. Furthermore, the joint 
reading of GCM and Earnings Surprise effects confirms the 
prevailing literature predictions about the importance of other 
confounding events (Myers et al. 2018) and the growing role 
played by earnings announcement in the Italian setting, espe-
cially after the IFRS adoption (Kim et al. 2019). At last, the 
ROA does not present significant relation with CARs. Tak-
ing together all evidence we may support our H2 highlight-
ing that, to a great extent, abnormal returns are the result of 
the opinion qualification bolstered by mixed effects of other 
variables. Yet importantly, the regression model reveals that 
a GCM has not a per se ability to determine negative CARs. 
This result feeds the persisting difference, detecting overtime 
by scholars, between the higher impact of GCMs in the USA 
than in European countries where the GC issue seems less felt 
by investors. Under the regulatory standpoint, the evidence 

achieved suggests that the inclusion of GCM release among 
the relevant information for investors, obliging firms to pro-
vide timely disclosure, has not produced the desired effects.

To assuage the concern that potential omitted variables drive 
our results, we rerun our regressions using a firm fixed-effects 
model (panel A, Table 6), year fixed-effects model (panel B, 
Table 6) and a change regression model (panel C, Table 6). 
Collectively, results reported in Table 6 show that our results of 
Table 5 remain qualitatively unchanged, indicating that omitted 
variables bias is less likely to be a concern in this study.

Additional Analysis and Insights

For an overall understanding of the evidence achieved, addi-
tional analysis were performed. A very first doubt might arise 
concerning the homogeneity of the period investigated that, 
as argued in the introduction, was characterized by a persis-
tent financial crisis in Italy. It is worldwide acknowledged 
that the crisis hurt European countries and related security 
markets between 2008 and 2010. Thus, the possibility that 
our sample, which is extended to 2015, is not homogenous 
exists. To address this plausible issue, it is worthwhile not-
ing that the dynamics of the 2008 onwards global financial 
crisis in Italy were a bit different from other countries. Italy 
has been importantly hurt multiple times and the worst one, 
probably, was not in 2008. After an important collapse of 
the Italian Stock Market during 2008–2009, another, in rela-
tive terms equal or more violent, has been observed between 
2011 and 2012. In those years, in fact, Italy was the target of 
a severe speculation because of its huge sovereign debt. These 
facts are reflected also in our sample. As reported in Table 2, 
the number of GC modified audit reports reached its peak in 
2012 (40). Interestingly, 2008 and 2009 were the years with 
the lowest amounts (28 and 27, respectively). To control for 
the effects before and after 2010, we isolated the subsample 
covering the years 2008–2010 from the one 2011–2015, we 
performed a two-sample t test with equal variance (because 
the number of obs. differs importantly) and we calculated the 
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t test coefficient for the difference in meaning between the two 
subsamples for all the event windows. The t test is significant 
and negative for 7 out of 13 event windows or sub-windows. 
This led to the conclusion that the GC modified audit reports 
released in the sub period 2011–2015, produced more robust 
negative abnormal returns than the ones released in the period 
2008–2010. These results are trivial, since they witness the 
higher duration of the financial crisis in the Italian setting and 
confirm the fairness of the time span considered in the study. 
The results of the two-sample t test are reported in Table 7.

Another important aspect not considered in the study is the 
audit firm tenure, which is usually measured as the length of 
the auditor–client relationship and represents a proxy of high 
(poor) audit quality and indipendence. It is acknowledged that 
a close relationship between the auditor and its clients can lead 
to decreased independence and effort (Garcia-Blandon et al. 
2020). Table 8 reports for all the 263 observations included in 
the sample the auditors in charge at the time of the GCM release.

As a simple measure of audit tenure, we accounted for how 
many times GCMs were released by the same auditor of prior 
year and how many were not. The results are straightforward: 
the 90% of GCMs were released by the same auditor that 
released a GCM the year before. Thus, we can reliably con-
clude that in the Italian case the audit tenure does not affect 
the possibility to release a GCM. On the contrary, it might 
be seen as an additional feature in favour of GCMs release. 
However, it is important to recall how, according to the Ital-
ian Law, a long audit tenure is an intrinsic feature of the audit 
environment. As for Table 8, it is interesting to observe that 
many times the auditor did not change for the full time span. 
This evidence would make the audit tenure feature as a non-
explanatory variable for detecting the issuance and related 
stock market reaction of GC modified audit reports.

However, other aspects may affect the issuance of GCMs 
and the related investors’ reaction. Namely: the audit lag, 
the subsequent bankruptcy/viability of the firms receiving 
a GCM, the first/subsequent GCM and the net profitability 
of the firms. To control for this aspects, we reported some 
interesting statistics in Table 9.

The audit report lag often signals problems with the 
company. Indeed, the auditor may delay the issuance of 
audit reports while trying to resolve issues and avoid issu-
ing a GCM (Geiger et al. 2005; Simamora and Hendarjatno 
2019). However, as earlier documented, the audit lag can 
be neglected in the Italian case given that the 92% of audit 
reports containing GCMs were released in the time lapse 
March–June, in line with the prescriptions of the Italian law.

As for the historical debate around the subsequent bank-
ruptcy/viability of firms receiving a GCM, the evidence 
from the sample is against the usage of the GCM as a fair 
predictor: Over 72 firms included in our sample only 12 
went to bankruptcy (9) or voluntary liquidation (3). Thus, 
the viability rate is quite high (and the fatal one quite small).

Concerning the issue first vs. subsequent GCM our 
sample reveals that a GCM, once issued, becomes a habit. 
Indeed, out of 263 total GCMs investigated, 193 happened 
for the second (or multiple) consecutive time. This can be 
interpreted as a signal of poor audit quality, impairing the 

Table 7   Two-sample T test with equal variances

Table reports the results of a two-sample t test for the subsample 
2008–2010 and 2011–2015, respectively. *, ** and *** indicate sig-
nificance at the 0.10, 0.05 and 0.01 levels, respectively (using two-
tailed conventional t tests for the difference in meaning between the 
two subsamples, for all the event windows)
Source: Authors’ Elaboration

Mean Std. Err Std. Dev T test

2008–2010 CARs 
(−15;−2)

0.052 0.018 0.179 −3.468***

2011–2015 CARs (−15; 
−2)

−0.187 0.011 0.145

2008–2010 CARs (−2; + 2) −0.008 0.008 0.075 −0.475
2011–2015 CARs (−2; + 2) −0.013 0.007 0.090
2008–2010 CARs 

(+ 2; + 15)
0.033 0.016 0.148 −3.061***

2011–2015 CARs 
(+ 2; + 15)

−0.026 −0.011 0.152

2008–2010 CARs (0) −0.005 0.003 0.002 0.033
2011–2015 CARs (0) −0.005 0.003 0.046
2008–2010 CARs (−1; 0) −0.006 0.004 0.039 −0.123
2011–2015 CARs (−1; 0) −0.007 0.005 0.066
2008–2010 CARs (0; + 1) −0.006 0.004 0.039 0.124
2011–2015 CARs (0; + 1) −0.005 0.005 0.060
2008–2010 CARs (−1; + 1) −0.006 0.068 −0.007 −0.027
2011–2015 CARs (−1; + 1) −0.006 0.005 0.074
2008–2010 CARs 

(−15;−10)
0.039 0.013 0.127 −2.742***

2011–2015 CARs 
(−15;−10)

−0.001 0.008 0.102

2008–2010 CARs 
(−10;−5)

0.005 0.008 0.080 −2.215**

2011–2015 CARs 
(−10;−5)

−0.017 0.006 0.080

2008–2010 CARs (−5;−1) 0.012 0.008 0.074 −1.417
2011–2015 CARs (−5;−1) −0.003 0.007 0.090
2008–2010 CARs 

(+ 1; + 5)
−0.008 0.008 0.076 0.477

2011–2015 CARs 
(+ 1; + 5)

−0.012 0.007 0.088

2008–2010 CARs 
(+ 5; + 10)

0.028 0.010 0.100 −2.394**

2011–2015 CARs 
(+ 5; + 10)

−0.008 0.006 0.090

2008–2010 CARs 
(+ 10; + 15)

0.021 0.010 0.096 −2.347**

2011–2015 CARs 
(+ 10; + 15)

−0.009 0.008 0.101
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Table 8   Auditors in Charge at the time of GC modified audit reports issuance

Firm 2008 2009 2010 2011 2012 2013 2014 2015

ACOTEL E&Y
AGRONOMIA Fidital
AEDES E&Y E&Y E&Y E&Y
AICON Pwc Pwc
AION RENEWABLES Rsm Rsm E&Y
ALBA PRIVATE EQUITY Deloitte Deloitte
ANTICHI PELLETTIERI Mazars Mazars Mazars Deloitte
ARENA Pwc Pwc Ria & Partners Ria & Partners
ART'E' Deloitte
AUTOSTRADE MERIDI-

ONALI
Deloitte Deloitte

BASTOGI Deloitte Pwc Pwc
BEE TEAM E&Y E&Y E&Y E&Y
BEGHELLI Kpmg
BEST UNION COMPANY E&Y
BIALETTI INDUSTRIE Pwc Pwc Pwc Pwc Pwc Pwc Pwc
BIANCAMANO Mazars Mazars Mazars Mazars
BIOERA Mazars Mazars
BORGOSESIA Deloitte Deloitte Deloitte Deloitte Deloitte Deloitte
BRIOSCHI SVILUPPO Deloitte Deloitte Pwc Pwc
CHL Mazars Bdo Bdo Bdo Bdo
CICCOLELLA E&Y E&Y E&Y E&Y Bdo Bdo
COBRA Pwc Pwc Kpmg
COGEME SET Pkf Deloitte
CRESPI Mazars Mazars Mazars Mazars Mazars
DIGITAL MAGICS Bdo
DMAIL GROUP E&Y E&Y E&Y Deloitte Deloitte
EEMS ITALIA E&Y E&Y E&Y E&Y E&Y E&Y E&Y
ENERTRONICA Mazars
EUKEDOS Deloitte Deloitte Deloitte Deloitte Bdo
EUTELIA Pwc
FINARTE Mazars
FINTEL ENERGIA 

GROUP
Pwc Pwc Pwc Pwc

GABETTI HOLDING Deloitte Deloitte Deloitte Deloitte Bdo Bdo Bdo Bdo
GRUPPO WASTE Pwc
INDUSTRIA E INNO-

VAZIONE
Pwc Pwc Pwc Pwc

INVESTIMENTI E SVI-
LUPPO

Mazars Mazars Mazars Ria & Partners Rsm Rsm Kreston

IPI Kpmg
KI GROUP Ria & Partners
KR ENERGY​ Deloitte Deloitte Deloitte Deloitte Bdo Bdo
LVENTURE GROUP Mazars Mazars Baker Tilly
MAIRE TENIMONT Deloitte Deloitte
MEDIACONTECH Deloitte Deloitte Deloitte E&Y E&Y
MERIDIANA Deloitte Deloitte Deloitte Deloitte Deloitte
MERIDIE Pwc
MOLMED Deloitte Deloitte Deloitte Deloitte Deloitte Deloitte Deloitte Deloitte
MONTEFIBRE Pwc Pwc Pwc Pwc Pwc
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Source: Authors’ Elaboration

Table 8   (continued)

Firm 2008 2009 2010 2011 2012 2013 2014 2015

MONTI ASCENSORI Mazars
MOVIEMAX MEDIA 

GROUP
Pwc Pwc Pwc Pwc Rsm Rsm

NOVA RE E&Y E&Y E&Y
OLIDATA​ Baker Tilly Baker Tilly Baker Tilly Baker Tilly Baker Tilly Baker Tilly Baker Tilly Baker Tilly
PIERREL E&Y E&Y E&Y E&Y E&Y
PININFARINA Pwc Pwc Pwc Pwc Pwc Kpmg
PRAMAC Deloitte Deloitte Deloitte
PRELIOS E&Y E&Y E&Y E&Y
PREMUDA Pwc Pwc Pwc
PRIMI SUI MOTORI Vitucci Vitucci
RETELIT Deloitte
RICCHETTI Mazars Mazars Bdo Bdo
RISANAMENTO Pwc Pwc Pwc Pwc
RIZZOLI CORRIERE Kpmg Kpmg Kpmg
SAFE BAG Audirevi
SCREEN SERVICE Pwc Pwc
SEAT PAGINE GIALLE E&Y E&Y
SINTESI Pwc Ria & Partners Rsm Rsm Kreston
SNAI E&Y E&Y E&Y E&Y E&Y E&Y
SOPAF Deloitte E&Y
STEFANEL Deloitte Deloitte Deloitte Deloitte Deloitte E&Y E&Y E&Y
TAS Pwc Pwc Pwc
TISCALI E&Y E&Y E&Y E&Y E&Y E&Y E&Y E&Y
VISIBILIA EDITORE Mazars Mazars Mazars Mazars
WM CAPITAL Pkf
ZUCCHI Kpmg Kpmg Kpmg Kpmg Kpmg Kpmg Kpmg Kpmg

Table 9   Additional features and related statistics on auditor characteristics and GCMs occurrence

Source: Authors’ Elaboration

FEATURE Full sample (number of observations—GCMs) 263
Companies included in the full sample 72
Features' Components Frequency % on the 

total sam-
ple/obs

AUDIT TENURE Number of GC modified audit reports released by the same auditor of the previous year 236 90
Number of GC modified audit reports released by a new auditor 27 10

AUDIT LAG Late released audit reports 21 8
Timely released audit reports 242 92

VIABILITY Companies went to bankruptcy or voluntary liquidation during the period investigated 12 17
Companies survived during/after the period investigated 60 83

GCM RECURRENCE First time GCMs 52 20
Second (or multiple) and consecutive GCMs 193 73
Second (or multiple) but not consecutive GCMs 18 7

PROFIT VS LOSS Net losses recorded during the period investigated 231 84
Net income recorded during the period investigated 26 10
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early warning role that a GCM would have for investors and 
the firms themselves.

Finally, it is not a surprise to find that only the 10% of the 
total sample is about GCMs released to firms with a positive 
net income.

Conclusions and avenues for future research

Disentangling the relationships among market values, book 
values, financial reporting events and investors behaviours is 
a historical challenge for scholars. In this study, we tried to 
feed the debate about effects on stock market of a GCM in 
the audit report investigating the Italian setting in the period 
2008–2015, which was characterized by severe financial con-
ditions and regulatory amendments. Observing stock market 
trends and investors behaviour around the GCMs releases, we 
detect a possible negative effect. However, when regressing 
the CARs on additional variables, we found that the main 
effect is primarily given by the opinion qualification and we 
noticed that a GCM attached on a clean opinion is positively 
associated with CARs. This evidence markedly resizes the 
theoretical negative impact of GCMs on stock market rein-
forcing evidence achieved by Ianniello and Galloppo (2015) 
in Italy and from several scholars in other European countries 
(Pucheta-Martínez et al. 2004; Taffler et al. 2004; Guiral et al. 
2014). Thus, we firstly provide validation, as for Italy, that the 
negative reaction is largely and mostly detected in the USA 
than in Europe. The empirical evidence could be explained 
considering that European stock markets are smaller and less 
able in explaining investors’ behaviours in the light of the 
higher ownership concentration. In addition, Martin (2000) 
stressed the lower attitude of non-US auditors to issue GCMs. 
Thus, ceteris paribus, investors’ reaction to whatever financial 
reporting events is lower and could be neglected by using 
statistical tools. Notwithstanding this feature, it is focal to 
address how investors react because the ongoing auditing 
and accounting harmonizations would pursue the objective 
of comparability of financial disclosure worldwide and rep-
resents a room for improvements for those searching for the 
mutual influence between finance and accounting matters. 
On the other hand, this under reaction creates worries con-
sidering that, on average, firms encompassed in our sample 
that received a clean opinion with a GCM have poor financial 
position similar to those received qualified opinions. However, 
we may not conclude investors are unable to capture financial 
distress. On the contrary, we may imagine investors have the 
ability to anticipate audit report contents using interim finan-
cial reports and other sources of information about the finan-
cial health of firms. At the same time, according to Menon and 
Williams (2010), if the financial distress is already discounted 
by stock markets at the time of audit opinion release, it is 
curious and biased to observe additional negative reactions at 

the event date. Alternatively, it is possible that some investors 
discount information sooner or later in the time according to 
their different abilities in capturing and understanding public 
available information. Even, this could represent an issue of 
different degrees of financial education among investors. If so, 
when running studies like this we should decide a priori who 
are the investors we would like to focus on. Indeed, among 
reasons provided for mispricing of audit opinions, naïve 
investors’ inability to understand information contained in 
GCMs is often cited as a primary explanation (Chen et al. 
2020; Kausar et al. 2009; 2013; Taffler et al. 2004). To con-
clude, evidence achieved in this study opens new research 
questions and suggests to feed underexplored ones. First, 
do financial reporting events re-release (or already known 
by investors and discounted by the market) affect again the 
stock market (Khan et al. 2017)? The re-release of GC modi-
fied audit reports might have a stronger and negative effects 
since minority shareholders do not have privileged access to 
company information. This issue is historically debated and 
confirmed in the landscape of bad governance practices (Di 
Miceli da Silvera and Dias Jr 2010). Second, which are the 
most appropriate approaches in amending auditing standards? 
The triangle accounting–auditing–governance is the ground, 
but what about the role of the standard setters and the effects 
on auditor behaviour (Burns and Fogarty 2010) in cases full of 
“blurred lines” like the going concern modification? Third, do 
we need to cluster investors when investigating their reaction 
to financial reporting events? If so, how we may distinguish 
reactions among different investors’ clusters (institutional 
investors, private investors, the nature of controlling share-
holders) beyond successful attempts observed as in the cases 
of short sellers (i.e. Jain et al. 2019) or distinguishing among 
industries (Woodley et al. 2020)? Fourth, in line with recent 
studies about the explanatory language (EL) of audit reports 
(Bedàrd et al. 2019; Czerney et al. 2019), does the technical 
language used in the audit report have the ability to determine 
or not significant investor reaction? If so, how can we measure 
and isolate this effect? Fifth, as accounting and auditing schol-
ars, do we continue in thinking the GCM as a quasi-qualified 
audit report, searching confirmation for this thought or do we 
change our mindset detecting GCM with additional and differ-
ent new approaches? Sixth, do additional modifications over 
the GC play a role on investors’ behaviour (Pei and Hamill 
2013)? How we may distinguish effects of multiple modifi-
cations attached to the same (qualified or unqualified) audit 
reports? And, finally, for how long, the growing of additional 
financial and non-financial disclosure required, especially to 
listed firms and multinational corporations, will allow us to 
perform studies aimed at isolating effects about investors reac-
tion to specific events using the traditional statistic tools? Will 
this “growing noise” lead scholars to search alternative ways 
to find confirmation to their hypotheses? If so, which would 
be the new methodology paradigms in the future?
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Appendix I: GCMs date release and companies went to bankruptcy or voluntary liquidation 
in the period 2008–2015

GCM Firms GCM 2008 GCM 2009 GCM 2010 GCM 2011 GCM 2012 GCM 2013 GCM 2014 GCM 2015

Acotel 
Group

01/04/2016

Aedes 14/04/2009 29/04/2013 05/06/2014 28/04/2015
Agronomia 07/07/2016
Aicon 12/12/2009 29/12/2010 Bankruptcy
Aion 

Renewa-
bles

28/04/2010 23/06/2011 07/06/2012 Bankruptcy

Alba Private 
Equity

29/04/2011 27/04/2012

Antichi Pel-
lettieri

10/06/2011 12/06/2012 12/06/2013 10/04/2014 Liquidation

Arena 15/04/2009 14/04/2010 15/05/2011 12/07/2012
Art’è 02/04/2009
Autostrade 

Meridi-
onali

24/03/2015 22/03/2016

Bastogi 05/06/2013 08/04/2014 30/04/2015
Bee Team 10/04/2009 14/04/2010 06/04/2011 04/04/2012
Beghelli 30/04/2013
Best Union 

Company
08/04/2015

Bialetti 
Industrie

10/04/2009 12/04/2010 08/06/2011 29/04/2012 06/06/2013 05/06/2014 09/04/2015

Biancamano 12/04/2013 31/03/2014 07/05/2015 04/08/2016
Bioera 15/04/2009 28/04/2010
Borgosesia 29/04/2011 28/04/2012 29/04/2013 30/03/2014 24/04/2015 29/04/2016
Brioschi 

Sviluppo
05/06/2013 07/04/2014 08/04/2015 07/04/2016

Chl 29/03/2012 30/04/2013 28/04/2014 29/04/2015 27/04/2016
Ciccolella 10/04/2009 14/04/2010 29/04/2011 07/06/2012 09/04/2013 30/04/2014
Cobra Auto-

motive 
Technolo-
gies

14/04/2010 15/04/2011 08/04/2013

Cogeme Set 07/04/2011 02/07/2012 Bankruptcy
Crespi 14/04/2009 14/06/2010 21/04/2011 16/06/2012 31/07/2013 Liquidation
Digital 

Magics
12/04/2016

Dmail 
Group

13/04/2010 12/04/2011 12/04/2012 04/10/2012 12/10/2015

Eems Italia 10/04/2009 13/04/2010 29/03/2012 22/05/2013 30/04/2014 27/04/2015 22/06/2016
Enertronica 06/04/2016
Eukedos 10/04/2009 12/04/2010 04/04/2011 23/04/2012 30/04/2013
Eutelia 15/04/2009 Bankruptcy
Finarte 10/04/2009 Bankruptcy
Fintel Ener-

gia Group
29/06/2013 30/06/2014 30/03/2015 13/06/2016

Gabetti 
Holding

14/04/2009 13/04/2010 07/04/2011 28/04/2012 15/05/2013 07/04/2014 07/04/2015 07/04/2016
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GCM Firms GCM 2008 GCM 2009 GCM 2010 GCM 2011 GCM 2012 GCM 2013 GCM 2014 GCM 2015

Gruppo 
Waste

24/06/2016

Industria E 
Innovazi-
one

28/03/2013 07/04/2014 30/04/2015 28/04/2016

Investi-
menti E 
Sviluppo

10/04/2009 01/03/2010 13/05/2011 12/04/2012 29/04/2013 03/11/2014 22/05/2015

IPI 10/04/2009
Ki Group 06/04/2016
KrEnergy 28/03/2009 09/04/2010 28/04/2011 27/04/2012 30/04/2013 29/04/2016
Lventure 

Group
26/03/2009 04/04/2011 04/04/2014

Maire Tec-
nimont

09/04/2013 09/04/2014

Mediacon-
tech

10/04/2009 07/04/2011 27/04/2012 07/06/2013 30/04/2014

Meridiana 10/04/2009 13/04/2010 06/04/2011 27/04/2012 28/02/2013
Meridie 08/04/2014
Molmed 29/03/2009 09/04/2010 04/04/2011 02/04/2012 28/03/2013 18/03/2014 30/04/2015 25/03/2016
Montefibre 13/05/2009 12/06/2010 11/05/2011 07/07/2012 26/11/2013 Liquidation
Monti 

Ascensori
08/06/2011 Bankruptcy

Moviemax 
Media 
Group

15/04/2009 14/05/2010 15/07/2011 06/06/2012 26/04/2013 01/08/2014 Bankruptcy

Nova Re 29/04/2013 05/06/2014 19/02/2016
Olidata 09/04/2009 09/04/2010 23/03/2011 20/04/2012 05/04/2013 04/04/2014 08/04/2015 30/05/2016
Pierrel 28/04/2012 23/04/2013 29/05/2014 30/04/2015 29/04/2016
Pininfarina 07/04/2009 14/04/2010 07/04/2011 11/04/2012 12/04/2013 03/04/2015
Pramac 13/04/2010 29/04/2011 02/05/2012
Prelios 28/03/2013 30/04/2014 09/04/2015 04/04/2016
Premuda 30/04/2014 29/04/2015 29/04/2016
Primi Sui 

Motori
10/04/2015 21/03/2016

Retelit 30/04/2015
Ricchetti 18/04/2013 18/04/2014 17/04/2015 29/04/2016
Risana-

mento
15/04/2009 29/04/2014 03/04/2015 22/02/2016

Rizzoli Cor-
riere

29/04/2013 16/04/2014 06/04/2016

Safe Bag 15/06/2016
Screen 

Service
07/01/2013 11/08/2014 Bankruptcy

Seat Pagine 
Gialle

29/03/2011 30/04/2012

Sintesi 06/10/2011 19/04/2012 29/04/2013 14/11/2014 24/06/2015
Snai 07/04/2011 05/04/2012 04/04/2013 07/04/2014 03/04/2015 29/04/2016
Sopaf 14/04/2010 29/04/2011 Bankruptcy
Stefanel 08/04/2009 13/04/2010 07/04/2011 05/04/2012 05/04/2013 07/04/2014 31/03/2015 29/04/2016
Tas 13/04/2010 05/04/2011 28/04/2012 29/04/2016
Tiscali 14/04/2009 12/04/2010 05/04/2011 20/04/2012 05/04/2013 26/06/2014 20/03/2015 06/04/2016
Visibilia 

Editore
12/03/2013 09/06/2014 25/06/2015 14/04/2016
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GCM Firms GCM 2008 GCM 2009 GCM 2010 GCM 2011 GCM 2012 GCM 2013 GCM 2014 GCM 2015

Wm Capital 09/06/2016
Zucchi 10/04/2009 07/06/2010 29/04/2011 06/06/2012 29/04/2013 30/04/2014 21/03/2015 28/04/2016

Source: Authors’ elaboration

Appendix II: Variables definition

Variable Definition

CAR​ Cumulative abnormal returns over trading days ta to 
tb around the day t, where t is the event date. CARs 
were calculate for each firm in the sample as:

CAR(ta ,tb),i =

t
b
∑

t=t
s

AR
it
 , where ARit is the firm's abnor-

mal stock return measured each day in the test period
GCM A dummy variable equal to 1 if the company received 

a qualified opinion with GCM and 0 if the company 
received an unqualified opinion with GCM

BIG4 A dummy variable where BIG4 = 1 if the firms is 
audited by a top-four auditor (EY, KPMG, Deloitte 
and PWC) and BIG4 = 0 otherwise

Zscore A composite measure of financial distress based upon 
Zmijerski (1984) distress score. The distress model 
includes three components: return on assets, debt 
to assets and current ratio. When Zscore > 0 there is 
probability to bankrupt

lnTA The natural log of the total assets at the end of the year 
associated with the audit report

lnMV The natural log of the market value of the firm at the 
end of the fiscal year associated with the audit report

Surprise The annual earnings surprise measured as the differ-
ence between current year annual earnings before 
extraordinary items and last year annual earnings 
before extraordinary items scaled by the market value 
of equity from last year

ROA Earnings before extraordinary items on total assets
TA Total assets of the firma t year end (thousands of €)
MV Market value measured by market capitalization at year 

end in thousands of €
NI Value of the net income at year end (thousands of €)
LEV The ratio of total liabilities to total assets
Current 

ratio
The ratio of currents assets to current liabilities
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