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Zusammenfassung

Vor dem Hintergrund von Bilanzskandalen, der Finanzmarktkrise sowie der Harmonisierung
der Rechnungslegung haben nationale und internationale Entscheidungstrdger in jlingster
Vergangenheit zahlreiche Reformen der Rechnungslegung und Wirtschaftspriifung diskutiert.
Die folgenden Beitrége untersuchen ausgewéhlte Reformvorschlige sowie bereits umgesetzte
Reformen im Hinblick auf ihre Zielwirkung und optimale Ausgestaltung. Analysiert wird

dabei insbesondere

e ob Joint Audits geeignet sind, die Marktposition kleinerer Wirtschaftspriifungsgesell-
schaften bei gleichzeitig hoher Priifungsqualitit zu stirken sowie die optimale Ausge-

staltung von Joint Audits,

e wie in der Praxis Wirtschaftspriifungsgesellschaften in einem Joint Audit die Prii-
fungshandlungen aufteilen und welchen Einfluss diese Aufteilung auf die Priifungs-

qualitdt und die Priifungskosten ausiibt,

e wie eine interne Qualitdtskontrolle durch einen Engagement Quality Review (EQR)
das strategische Verhalten von Partnern in Wirtschaftspriifungsgesellschaften beein-
flusst sowie welche Auswirkungen sich auf die Unabhéngigkeit des Abschlusspriifers,
den Erfolg der Wirtschaftspriifungsgesellschaft sowie auf die Akquisition priifungsna-

her Dienstleistungen ergeben,

e wie sich die Anhebung der monetdren Schwellenwerte des HGB im Rahmen des Bil-
MoG auf die Priifungspflicht deutscher Kapitalgesellschaften auswirkte und welche
Faktoren kleine Kapitalgesellschaften zu einer freiwilligen Abschlusspriifung veran-

lassen,

e ob Unternehmen die im Rahmen des BilMoG geschaffenen Ubergangswahlrechte zur

Bilanzierung von Pensionsriickstellungen fiir eine gezielte Bilanzpolitik nutzen.



Abstract

Against the background of accounting scandals, the recent financial crisis and the harmoniza-
tion of accounting standards, standard setters have discussed in recent years several reform
projects concerning the audit and accounting regulatory environment. The following papers
examine selected reform proposals and reforms that have been already implemented with re-

gard to their target achievements and their optimal designs. In particular, the papers analyze

e whether joint audits are a suitable measure to strengthen the market position of smaller
audit firms under the condition of a high audit quality and how joint audits are opti-

mally designed,

e how audit firms in a joint audit setting share their audit work and how the allocation

affects the audit quality and audit costs,

e how an engagement quality review affects the strategic behavior of audit firm partners,
the reporting bias, the expected payoff and the acquisition of audit-related service pro-

jects,

e how the increase of the thresholds of § 267 HGB due to the BilMoG affects the audit-
ing duty of German corporations and which factors cause corporations to decide for

annual audits voluntarily,

e how German corporations use the transitional options of BilMoG pension accounting

for a targeted accounting policy.



Schlagworter / Keywords

e Joint Audits, Verteilung der Priifungshandlungen, Priifungsqualitét, Priifungskosten,
Cosmetic Earnings Management (CEM), Okonomische Regulierung, Interne Quali-
titskontrolle, Wirtschaftspriifungsgesellschaft als Partnerschaft, Kosten- und Hono-
rarverteilungsregelung, Bilanzpolitik, Bilanzrechtsmodernisierungsgesetz (BilMoG),
Ubergangswahlrechte, Bilanzierung von Pensionsriickstellungen, Bilanzrichtlinie Um-

setzungsgesetz (BilRUG), § 267 HGB, freiwillige Jahresabschlusspriifungen.

e Joint audits, allocation of audit work, audit quality, audit costs, economic regulation,
cosmetic earnings management (CEM), engagement quality review, audit partner-
ships, cost and fee sharing rules, earnings management, Accounting Law Moderniza-
tion Act (BilMoGQG), transitional regulations, pension accounting, Accounting Directive

Implementation Act (BilRUG), § 267 HGB, voluntary annual audits.



Inhaltsverzeichnis

Vorwort

Beitrag 1
Audit Quality and Work Allocation in Joint Audit Settings

Beitrag 2
Joint Audits: Does the Allocation of Audit Work Affect
Audit Quality and Audit Costs?

Beitrag 3

How Engagement Quality Reviews Enhance Incentives

for Audit-Related Services

Beitrag 4
Hohere Schwellenwerte nach § 267 HGB — Auswirkungen

auf den Priifungsmarkt

Beitrag 5

(Ubergangs-) Wahlrechte als Grundlage fiir eine gezielte Bilanzpolitik?

Eine Analyse am Beispiel von Pensionsriickstellungen

1-8
I11-29
Ir1-35
II11-49
IV1-15
vVi1-27



Vorwort

Bilanzskandale, Finanzmarktkrisen sowie der Wunsch nach einem harmonisierten Regelwerk
fiir Rechnungslegung und Wirtschaftspriifung veranlassten nationale und internationale Regu-
latoren in der jlingsten Vergangenheit zur Diskussion und Umsetzung zahlreicher Reformen
in diesem Bereich. Die vorliegende kumulative Dissertation untersucht ausgewihlte Reform-
vorschldge und bereits umgesetzte Reformen der Rechnungslegung und Wirtschaftspriifung
im Hinblick auf ihre (Ziel-) Wirkung und optimale Ausgestaltung. Nachfolgend wird ein kur-

zer Uberblick iiber die analysierten Reformen und deren Hintergrund gegeben:

Ab dem Jahr 2007 fiihrte die Finanzmarktkrise als Teil der Weltwirtschaftskrise zu umfang-
reichen Regulierungen, wobei zunichst eine Fokussierung auf die Stabilisierung des Finanz-
systems erfolgte. Nachdem die Rolle, die Banken, Hedgefonds, Ratingagenturen, Aufsichts-
behdrden und Zentralbanken bei der Finanzmarktkrise gespielt hatten, analysiert worden war,
beschiiftigte sich die EU-Kommission im Rahmen eines Griinbuchs' mit der Frage, wie die
Abschlusspriifung verbessert werden konnte, um zu einer erhohten Finanzmarktstabilitét bei-
zutragen. Dabei ging es der EU-Kommission nicht nur um einen unabhéngigen Bestéitigungs-
vermerk der Abschlusspriifer, sondern auch darum, inwieweit der bestehende regulatorische
Rahmen fiir Jahresabschlusspriifungen als angemessen zu betrachten ist. Eine zentrale Rolle
spielte hierbei die Frage, ob die zunehmende Konsolidierung von Wirtschaftspriifungsgesell-
schaften auf dem Markt fiir Jahresabschlusspriifungen kapitalmarktorientierter Unternehmen
begrenzt werden sollte, um das Risiko von Marktstorungen durch Ausfille einzelner Wirt-
schaftspriifungsgesellschaften zu minimieren. Um die Markteintrittsbarrieren fiir kleinere
Wirtschaftspriifungsgesellschaften zu reduzieren, stellte die Europdische Kommission in die-
sem Zusammenhang verbindliche Gemeinsame Priifungen (sog. Joint Audits) zur Diskussion.
Bei einem Joint Audit teilen sich mindestens zwei unabhédngige Wirtschaftspriifungsgesell-
schaften die Priifungshandlungen und unterzeichnen anschlieBend den Bestitigungsvermerk
gemeinsam. Ziel ist es, hierdurch die Unabhingigkeit des Abschlusspriifers sowie die Prii-
fungsqualitdt durch sich gegenseitig kontrollierende Wirtschaftspriifungsgesellschaften zu
erh6éhen. Durch die Beteiligung mindestens einer systemunrelevanten Wirtschaftspriifungsge-

sellschaft sollen kleinere Wirtschaftspriifungsgesellschaften zudem zu aktiven Marktteilneh-

' Vgl. Europidische Kommission (2010): Griinbuch: Weiteres Vorgehen im Bereich der Abschlusspriifung:

Lehren aus der Krise, Briissel.
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mern werden und wachsen.? In diesem Zusammenhang stellt sich die Frage, ob obligatorische
Joint Audits mit Beteiligung einer systemunrelevanten Wirtschaftspriifungsgesellschaft die-
sem Ziel gerecht werden konnen, wenn zeitgleich eine hohe Priifungsqualitdt vorausgesetzt

wird.

Beitrag 1 untersucht mit Hilfe eines analytischen Modells das strategische Verhalten von
Wirtschaftspriifungsgesellschaften unterschiedlicher Gréfe in einem Joint Audit. Es wird ge-
zeigt, dass eine hohere Priifungsqualitit entsteht, wenn die groBBere Wirtschaftspriifungsge-
sellschaft den Grofteil der Priifungsarbeit iibernimmt. Dies steht jedoch dem Ziel entgegen,
die Marktposition kleinerer Wirtschaftspriifungsgesellschaften zu stirken, da sich diese nur
dann in einem Priifungsmarkt etablieren und wachsen konnen, wenn Mandanten sie als quali-
fizierte und gleichberechtigte Priifungspartner wahrnehmen. Dies sollte insbesondere dann der
Fall sein, wenn die Arbeitsteilung der Wirtschaftspriifungsgesellschaften in einem Joint Audit
gleichméBig erfolgt. Die Ergebnisse der Modellanalyse zeigen, dass im Fall einer gleichmafi-
gen Arbeitsteilung die Qualitdt der Abschlusspriifung sinkt. Dementsprechend fiihren obliga-
torische Joint Audits zu einem Zielkonflikt, da die Starkung kleinerer Wirtschaftspriifungsge-
sellschaften durch eine umfangreiche Beteiligung an der Priifungsarbeit in einem Joint Audit

zu einer verringerten Priifungsqualitdt fiihrt.

Seit 1966 ist es fiir borsennotierte Unternehmen in Frankreich verpflichtend, ihren Abschluss
von mindestens zwei Wirtschaftspriifungsgesellschaften gemeinsam priifen zu lassen (Joint
Audit).> Da der franzdsische Markt fiir Jahresabschlusspriifungen mit dieser Regelung eine
Ausnahme im europdischen Binnenmarkt darstellt, diente er hdufig als Datengrundlage empi-

rischer Untersuchungen von Fragestellungen rund um das Thema Joint Audit.

Beitrag 2 nutzt ebenfalls den franzdsischen Priifungsmarkt borsennotierter Unternehmen als
Datengrundlage fiir die empirische Analyse der Fragestellung, wie sich die Verteilung der
Priifungsarbeit auf die Priifungsqualitit und die Priifungskosten in einem Joint Audit aus-
wirkt. Die Ergebnisse verschiedener multivariater Regressionen zeigen, dass die Priifungsqua-
litdt steigt und die Priifungskosten sinken, wenn eine Wirtschaftspriifungsgesellschaft einen
GroBteil der Priifungsarbeit ibernimmt. Auch wenn in dieser Analyse nicht zwischen kleinen
und groBen Wirtschaftspriifungsgesellschaften unterschieden wird, stiitzen die Ergebnisse zur

Priifungsqualitét die Ergebnisse der modelltheoretischen Analyse aus Beitrag 1, wonach die

2 Vgl. Europdische Kommission (2010): Griinbuch: Weiteres Vorgehen im Bereich der Abschlusspriifung:

Lehren aus der Krise, Briissel, S. 3-5 sowie S. 18.
3 Vgl. French Code of Commerce, Artikel L.823-2.
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Priifungsqualitit steigt, wenn eine Gesellschaft (die groBBere Gesellschaft) einen Grofteil der
Priifungsarbeit iibernimmt. Die Ergebnisse der empirischen Analyse bestdtigen ebenfalls, dass
die Priifungsqualitét sinkt, wenn die Priifungsarbeit gleichméBiger verteilt wird. Da Priifungs-
qualitdt nicht direkt zu messen ist, nutzt die empirische Studie das Ausmal} der buchmifBigen
Bilanzpolitik als Surrogat fiir Priifungsqualitit. Wie in den meisten empirischen Studien zur
Priifungsqualitit werden dabei Hinweise auf das Vorliegen einer derartigen Bilanzpolitik mit-
tels des Betrages an diskretiondren Periodenabgrenzungen zu erfassen gesucht. Problematisch
ist hierbei die Trennung der diskretiondren Periodenabgrenzungen von den normalen Perio-
denabgrenzungen, weshalb dieses Konzept héufig in der Kritik steht. Um die Robustheit der
vorliegenden Ergebnisse zu iiberpriifen, wird deshalb neben den diskretionéren Periodenab-
grenzung das Konzept des Cosmetic Earnings Managements (CEM) zur Identifizierung von
Bilanzpolitik herangezogen. Die Ergebnisse dieser Analyse zeigen, dass ergebniserhhende
Bilanzpolitik bei Joint Audits, in denen die Priifungsarbeit weniger gleich verteilt ist, seltener
vorkommt als bei gleichmiBigerer Verteilung der Priifungsarbeit. Dieses Ergebnis bestitigt

das Ergebnis der Analyse der diskretiondren Periodenabgrenzungen.

Neben der Finanzmarktkrise gaben in der Vergangenheit zahlreiche Bilanzskandale Anlass
zur Regulierung des Markts fiir Jahresabschlusspriifungen. So nahm die Anzahl nachtrédgli-
cher Bilanzkorrekturen borsennotierter Unternehmen seit den 90er Jahren deutlich zu. Bis
zum Jahr 2002 war in den USA jede der ehemals Big Five Wirtschaftspriifungsgesellschaften®
in mindestens einen Fall von Bilanzfilschung verwickelt.® Nach diversen aufsehenerregenden
Bilanzskandalen in den Jahren 1999 bis 2002 (u. a. Enron, Tyco, Worldcom, Adelphia und
Xerox) reagierte der Kongress der Vereinigten Staaten von Amerika mit der Verabschiedung
des Sarbanes-Oxley Act 2002 (SOX). Ziel dieses Gesetzes war es, das Vertrauen der Anleger
durch die Sicherstellung der Richtigkeit und Verldsslichkeit der veroffentlichten Finanzdaten
von Unternehmen wieder herzustellen. Neben Regelungen, die den Bereich Corporate Gover-
nance, Compliance sowie die Berichterstattungspflichten von Publikumsgesellschaften betra-
fen, schuf das Gesetz mit dem Public Company Accounting Oversight Board (PCAOB) erst-
mals eine unabhéngige Aufsichtsbehorde fiir Wirtschaftspriifungsgesellschaften. Der SOX
machte es der PCAOB zur Aufgabe, Priifer borsennotierter Unternehmen zu beaufsichtigen

sowie die Erstellung informativer, angemessener und unabhingiger Priifungsberichte zu si-

4 Zu den ehemals Big Five Wirtschaftspriifungsgesellschaften zéhlten Pricewaterhouse Coopers, KPMG, Delo-

itte & Touche, Ernst & Young und Arthur Andersen.

5> Vgl. GAO (United States Government Accountability Office) (2002): Financial Statement Restatements —
Trends, Market Impacts, Regulatory Responses, and Remaining Challenges, Report GAO-03-138, Washing-
ton sowie GAO (2006): Financial Restatements — Update of Public Company Trends, Market Impacts, and
Regulatory Enforcement Activities, Report GAO-06-678, Washington.
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chern. Wie das PCAOB diese Aufgabe erledigen sollte, regelte der SOX in insgesamt neun
Sektionen.® Eine Aufgabe, die der SOX dem PCAOB dabei auftrug, war es, einen Priifungs-
standard zu entwickeln, der die verpflichtende interne Qualititskontrolle durch einen sog.
Second Partner Review sicherstellt.” Das PCAOB setzte diese Forderung im Jahr 2009 um
und verdffentliche den Priifungsstandard Nr. 7 mit dem Titel Engagement Quality Review.
Demnach soll bei Abschlusspriifungen bérsennotierter Unternehmen eine auftragsbegleitende
Qualitdtsnachschau durch prozessunabhingige Personen stattfinden, welche die wesentlichen
Entscheidungen sowie den Bestéitigungsvermerk des Abschlusspriifers im Hinblick auf die
Angemessenheit und Unabhingigkeit beurteilen.® Fraglich ist, ob ein Engagement Quality
Review tatsdchlich die Unabhingigkeit von Wirtschaftspriifungsgesellschaften und damit die
Qualitét der Berichterstattung erhhen kann und ob ein derartiger Review fiir die Wirtschafts-

priifungsgesellschaft einen Nutzen hat oder nur mit Kosten verbunden ist.

Beitrag 3 untersucht in einem analytischen Modell, wie sich das strategische Verhalten von
Partnern in Wirtschaftspriifungsgesellschaften dndert, wenn ein Engagement Quality Review
(EQR) durch einen von der Abschlusspriifung unabhidngigen Partner durchgefiihrt wird. Die
Ergebnisse zeigen, dass ein EQR die Unabhéngigkeit des Bestédtigungsvermerks erhéhen und
damit das Haftungsrisiko der Priifungsgesellschaft senken kann. Weiterhin kann ein EQR die
Bereitschaft des Priifungspartners zur Akquisition von fiir die Gesellschaft profitablen prii-
fungsnahen Dienstleistungsprojekten erhohen. In diesem Fall fiihrt ein EQR zu einem Mehr-
wert fiir die Wirtschaftspriifungsgesellschaft. Ubersteigt dieser Mehrwert die Kosten, die
durch die Arbeitsleistung des Reviewers entstehen, flihrt der EQR insgesamt zu einem Nutzen
fiir die Wirtschaftspriifungsgesellschaft, sodass sich diese unter Umstdnden sogar freiwillig
fiir einen EQR entscheiden sollte. Zusammenfassend ldsst sich festhalten, dass sich ein u. a.
von dem PCAOB geforderter EQR positiv auf die Unabhéngigkeit der Berichterstattung von
Wirtschaftspriifungsgesellschaften auswirken kann und dass Wirtschaftspriifungsgesellschaf-

ten trotz der mit einem EQR verbundenen Kosten von einem EQR profitieren kénnen.

Neben Regulierungen, die den Wirtschaftspriifungsmarkt betrafen, prigten in den vergange-
nen Jahren zahlreiche Reformen der Rechnungslegungsstandards das regulatorische Umfeld.

Ein Grund fiir derartige Reformen ist u. a., dass die Kapitalmarktberichterstattung auf Basis

¢ Vgl U. S. House of Representatives (2002): Sarbanes-Oxley Act of 2002. Public Law 107-204, Washington
D.C., Sec. 101 —109.

7 Vgl. ebd., Sec. 103.

8 Der International Standard on Auditing 220 (ISA 220) sowie § 24d der Berufssatzung fiir Wirtschaftspriifer /
vereidigte Buchpriifer in Deutschland enthélt dhnliche Regelungen und verpflichtet zu einem Engagement
Quality Review (auch als auftragsbezogene Qualitéitssicherung bezeichnet) fiir die Priifung boérsennotierter
Unternehmen.
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nationaler Rechnungslegungsnormen von fremden Staaten fiir die Borsenzulassung héufig
nicht oder nur bedingt anerkannt wird. Da Unternehmen zunehmend international agieren und
Kapital auf internationalen Kapitalmarkten beschaffen, sind sie so hdufig gezwungen, neben
Abschliissen nach nationalem Recht zusédtzlich solche nach ausldndischem Recht, wie US-
GAAP, zu erstellen. Um die Doppelarbeit zu ersparen und grenziiberschreitenden Geschéfts-
verkehr sowie eine effiziente Kapitalbeschaffung zu sichern, erscheint die Bereitstellung ver-
gleichbarer Informationen durch eine vereinheitlichte Rechnungslegung sinnvoll. Im Européi-
schen Binnenmarkt treibt die Europdische Kommission und das Européische Parlament die
Vereinheitlichung der Rechnungslegung stiickweise voran. Durch die Verordnung (EG) Nr.
1606/2002 des Europdischen Parlaments und des Rates vom 19. Juli 2002 betreffend interna-
tionale Rechnungslegungsstandards (sog. IAS-Verordnung) wurden so Unternehmen, deren
Wertpapiere in einem Mitgliedstaat zum Handel an einem organisierten Markt zugelassen
sind (kapitalmarktorientierte Unternehmen), bereits im Jahr 2002 verpflichtet, ihren Konzern-
abschluss nach IFRS aufzustellen. Dariiber hinaus rdumte die Verordnung Mitgliedstaaten das
Recht ein, zu gestatten oder zu verordnen, dass kapitalmarktorientierte Unternehmen auch
ihre Jahresabschliisse und nicht-kapitalmarktorientierte Unternehmen ihre Jahres- und / oder
Konzernabschliisse nach IFRS aufstellen. Da die bloBe Ubernahme internationaler Standards
fiir Mitgliedstaaten angesichts historisch gewachsener nationaler gesellschafts- und steuer-
rechtlicher Gegebenheiten hiufig nicht in Betracht kommt,” ist die EU durch von den Mit-
gliedstaaten in nationales Recht umzusetzende Richtlinien bestrebt, eine moderate Anndhe-
rung nationaler Bilanzrechte an die IFRS umzusetzen. Die EU-Richtlinie 2006/46/EG des
Europdischen Parlamentes und Rates vom 14. Juni 2006 ist hierfiir ein Beispiel. Sie diente
dem Ziel, Regelungen zu schaffen, die die unionsweite Vergleichbarkeit der Kapitalmarktbe-
richterstattung verbessern und damit grenziiberschreitende Investitionen erleichtern sollen. !
Mit dem Bilanzrechtsmodernisierungsgesetz (BilMoG) setzte der deutsche Gesetzgeber im
Jahr 2009 diese EU-Richtlinie in nationales Recht um. In diesem Zusammenhang erhohte der
deutsche Gesetzgeber auch die monetdren Schwellenwerte nach § 267 HGB fiir mittelgrof3e
und grofle Kapitalgesellschaften. Durch die Anhebung der Schwellenwerte waren rund 7.000
der ehemals mittelgroBen Kapitalgesellschaften fortan als kleine Kapitalgesellschaften einzu-
stufen und profitierten dadurch von gréo8enabhingigen Erleichterungen. Eine der wesentlichen
Erleichterungen war dabei der Wegfall der Pflicht zur Priifung des handelsrechtlichen Jahres-
abschlusses (§ 316 Abs. 1 HGB) fiir die betroffenen Unternehmen.

®  Vgl. Freidank, C.-C. (2004): Reform der Rechnungslegung und Corporate Governance in Deutschland und

Europa, Deutscher Universitétsverlag, S. 3.
10" Vgl. EU-Richtline 2006/46/EG, 1.224 /3.



Beitrag 4 untersucht die Entwicklung des Priifungsmarkts fiir deutsche Kapitalgesellschaften,
die durch die Anhebung der monetiren Schwellenwerte im Rahmen der BilMoG die grofen-
abhédngigen Erleichterungen fiir kleine Kapitalgesellschaften in Anspruch nehmen konnten
und dadurch ab dem Umstellungszeitpunkt nicht mehr priifungspflichtig waren. Die Ergebnis-
se der Analyse der Abschlussdaten von 1.223 betroffenen Kapitalgesellschaften zeigen, dass
Wirtschaftspriifungsgesellschaften die Mehrheit der betroffenen Mandate in den Jahren nach
der BilMoG-Umstellung nicht verloren. So entschied sich der GroBteil der Unternehmen fiir
eine freiwillige Abschlusspriifung oder wurde in den Jahren nach der BilMoG-Umstellung
aufgrund von Grdéfenwachstum erneut priifungspflichtig. Weiterhin analysiert der Beitrag
welche Einflussfaktoren betroffene Kapitalgesellschaften dazu veranlassten, sich fiir eine
freiwillige Jahresabschlusspriifung zu entscheiden. Die Ergebnisse zeigen, dass die Wahr-
scheinlichkeit fiir eine freiwillige Abschlusspriifung mit steigender Unternehmensgréfe und -
performance sowie bei Konzernzugehorigkeit zunahm. Mit dem Bilanzrichtlinie-
Umsetzungsgesetz (BilRUG) setzte der deutsche Gesetzgeber im Jahr 2015 eine weitere EU-
Richtline!! in nationales Recht um und erhdhte dabei erneut die monetiiren Schwellenwerte
des § 267 HGB. Die Ergebnisse der Analyse der Priifungsentscheidungen der Unternehmen,
die durch die BilMoG-Umstellungen nicht mehr priifungspflichtig waren, werden am Ende
des Beitrages fiir eine Prognose der Priifungsmarktauswirkungen durch die erneute Anhebung

der Schwellenwerte im Rahmen des BilRUG herangezogen.

Neben der Erhohung der monetidren Schwellenwerte nach § 267 HGB reformierte der deut-
sche Gesetzgeber im Rahmen des BilMoG auch die Bilanzierung der Riickstellungen fiir Pen-
sionen und dhnliche Verpflichtungen (nachfolgend als Pensionsriickstellungen bezeichnet).
Hintergrund war, dass im internationalen Umfeld vor der Reform insbesondere die umfassen-
den Moglichkeiten von Uber- und Unterdotierungen von Pensionsriickstellungen als

,»Schwachpunkt der deutschen Rechnungslegung®!?

angesehen wurden. Mit der Umsetzung
des BilMoG schaffte der deutsche Gesetzgeber bestehende Bilanzierungswahlrechte ab. Un-
ternechmen, bei denen hierdurch ein Zufiihrungsbedarf zu den Pensionsriickstellungen ent-
stand, wurde im Rahmen von Ubergangsregelungen das Wahlrecht eingeriumt, den Unter-
schiedsbetrag sofort in voller Hohe oder alternativ {iber maximal 15 Jahre (zu mindestens

1/15 p.a.) ratierlich zuzufiihren (nachfolgend als 1/15-Zufiihrung bezeichnet). Da eine etwaige

""" Durch das BilRUG wurde die Richtlinie 2013/34/EU des Europdischen Parlaments und des Rates vom
23.01.2015 in deutsches Recht umgesetzt.
Bundesministerium der Justiz und fiir Verbraucherschutz (BMJ) (2008): Gesetzentwurf der Bundesregierung

eines Gesetzes zur Modernisierung des Bilanzrechts (Bilanzrechtsmodernisierungsgesetz - BilMoG) vom
30.07. 2008, S. 52.
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Zufiihrung zu den Pensionsriickstellungen aufwandswirksam zu erfassen ist, beeinflusst die
Bilanzierungsentscheidung Finanz- und Performancekennzahlen der betroffenen Unterneh-

men uber einen Zeitraum von bis zu 15 Jahren.

Beitrag 5 untersucht anhand von Abschlussdaten deutscher grofer Kapitalgesellschaften der
Geschiftsjahre 2009 und 2010, welche Faktoren Unternehmen, fiir die sich durch die Bil-
MoG-Umstellung ein Zufiihrungsbedarf zu den Pensionsriickstellungen ergab, dazu veran-
lassten, im Umstellungszeitpunkt die 1/15-Zufiihrung zu wihlen. Die Ergebnisse einer mul-
tivariaten Regressionsanalyse zeigen, dass Unternehmen die Zufiihrungsentscheidung gezielt
von ihren Finanz- und Performancekennzahlen sowie von dem Erreichen prognostizierter
Ergebnisse abhingig machten. In diesem Zusammenhang wihlten Unternehmen mit hoheren
Umstellungseffekten und / oder schlechteren Finanz- und Performancekennzahlen im Umstel-
lungszeitpunkt hdufiger eine 1/15-Zufiihrung zu den Pensionsriickstellungen als Unternehmen
mit niedrigeren Umstellungseffekten und / oder besseren Finanz- und Performancekennzah-
len. Auch Unternehmen, deren Jahresergebnis negativ von einem aus Vorjahreszahlen prog-
nostizierten Jahresergebnis abwich, entschieden sich hdufiger fiir diese Zufiihrungsvariante
und milderten dadurch im Umstellungszeitpunkt die zusitzliche Verschlechterung ihres Jah-
resergebnisses im Vergleich zu einer hoheren Zufiihrung. Diese Erkenntnisse stiitzen die
Vermutung, dass Unternehmen bestehende Bilanzierungswahlrechte fiir eine gezielte Bilanz-

politik nutzen.

Insgesamt liefern die Beitrage folgende Erkenntnisse:

1. Obligatorische Joint Audits scheinen nicht geeignet, um die Marktposition kleinerer Wirt-
schaftspriifungsgesellschaften durch eine Gleichverteilung der Priifungsarbeit zu stirken,
wenn gleichzeitig eine hohe Priifungsqualitdt erzielt werden soll. So steigt die Priifungs-
qualitdt in einem Joint Audit, wenn eine Wirtschaftspriifungsgesellschaft einen Grofteil

der Priifungsarbeit iibernimmt. Dieses fiihrt gleichzeitig zu sinkenden Priifungskosten.

2. Eine auftragsbezogene interne Qualititskontrolle durch einen nicht an der Priifung beteilig-
ten Partner kann die Unabhéngigkeit des Bestdtigungsvermerks erhéhen. Zudem kann die
auftragsbezogene interne Qualitdtskontrolle die Anreize des Priifungspartners zur Akquisi-

tion priifungsnaher Dienstleistungsprojekte erhohen, wodurch die Qualitdtskontrolle trotz



der damit verbundenen Kosten zu einem Mehrwert flir die Wirtschaftspriifungsgesellschaft

fithren kann.

. Obwohl die Priifungspflicht mit der BilMoG-Umstellung durch die Erh6hung der moneta-
ren Schwellenwerte des § 267 HGB fiir zahlreiche ehemals mittelgroe Unternehmen ent-
fiel, entschied sich der GroBteil dieser Unternehmen fiir eine freiwillige Abschlusspriifung
oder wurde in den Jahren nach der BilMoG-Umstellung aufgrund von GroBenwachstum
erneut priifungspflichtig. Die Wahrscheinlichkeit fiir eine freiwillige Abschlusspriifung
nahm mit steigender Unternehmensgrof3e und -performance sowie bei Konzernzugehorig-

keit zu.

. Abschlussersteller nutzen Bilanzierungswahlrechte fiir eine gezielte Bilanzpolitik. So nutz-
ten Unternehmen das im Rahmen des BilMoG geschaffene Ubergangswahlrechts zur Bi-
lanzierung von Pensionsriickstellungen systematisch zur Steuerung von Finanz- und Per-

formancekennzahlen sowie zur Glattung von Ergebnissen.
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Joint Audit Settings

ABSTRACT

Even before the recent discussions on the European Commission’s Green Paper of
2010, obligatory joint audits of different sized audit firms have been a frequently dis-
cussed measure to strengthen smaller audit firms’ market position. As joint audits of
different sized audit firms seem to reduce audit quality, the question of the optimal joint
audit design arises: One the one hand, such an optimal design has to ensure a sufficient
audit involvement of smaller audit firms; on the other hand, the audit quality loss should
be as small as possible. This study develops a model theoretic approach analyzing the
behavior of audit firms in joint audit settings to determine the optimal design. We show
that the way audit work is allocated as well as the competence exercised in allocating
potential liability payments influences the audit quality and the audit involvement of
smaller audit firms. We ascertain that there is no joint audit design that is able to opti-
mally achieve both the objectives of a high audit quality and strengthening the position

of smaller audit firms.



1 Introduction

Against the background of the recent global financial crisis, the European Commission
(EC) released a Green Paper for the European audit market in 2010 where the suitability
and adequacy of the current legislative framework was challenged and where several
regulatory proposals were brought into discussion. The objective was to enhance the
audit function and thereby to increase financial stability and market confidence. The
proposals essentially focused on raising audit firm independence, reducing audit market
concentration, and enhancing audit quality. Among other measures, the implementation
of mandatory joint audits was proposed for discussion. Joint audits mean that at least
two independent audit firms are appointed for an annual audit whereby they share their
tasks to provide an audit opinion and to sign an audit report for which they are both lia-
ble. Advantages are seen in the potential reinforcement of the auditor’s independence’
and in strengthening the market position of the non-Big Four audit firms due to the par-
ticipation in joint audits. The measure is assumed to contribute to higher competition in
the audit market and to diminish the potential systemic relevance of particular audit
firms.? Furthermore, it is often argued that two or more audit firms produce a higher
audit quality because of the reciprocal control.> The main objection is seen in the audit

costs, which may be higher than for a single audit case.

Joint audits are not unusual; for example, in France, they are mandatory for all compa-
nies preparing consolidated financial statements.* In Denmark, listed and state-owned
companies also had to be audited by at least two audit firms until the new Danish Fi-
nancial Statement Act® was adopted abolishing the obligation with effect for the finan-
cial year beginning on 1 January 2005. In many other countries joint audits may be vol-

untarily chosen or are mandatory for special groups like financial institutions®.

Previous joint audit research analyzed mainly empirically the impact of joint audits on
market concentration’ as well as audit cost and audit quality consequences of joint au-
dits in comparison with single audits. The results of the studies analyzing the impact of
joint audits on the audit costs are mixed; for example, Zerni, Haapamiki, Jarvinen and

Niemi (2012), André, Broye, Pong and Schatt (2016), Holm and Thinggaard (2014) and

See Piot/Janin (2007).

See European Commission (2010).

See, for example, Piot (2007) or Francis/Richard/Vanstraelen (2009).

French Code of Commerce, Article L 823-2.

Danish Act no. 448 of 7 June 2001.

For example, in Algeria, Canada, Morocco, Tunisia, and Saudi Arabia joint audits are mandatory for
listed banks.

7 See, for example, Ballas/Fafaliou (2008); Broye (2007) or Piot (2007).
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Lesage, Ratzinger-Sakel and Kettunen (2012) found a positive impact of joint audits on
the audit fees whereas Ittonen and Peni (2012) as well as Thinggaard and Kiertzner
(2008), for example, found the exact opposite. The results of previous empirical re-
search on the impact of joint audits on the audit quality are also mixed; Zerni, Kallunki
and Nilsson (2010) and Zerni, Haapamiki, Jarvinen and Niemi (2012) found a positive
impact of joint audits on the audit quality whereas Lesage et al. (2012) and Holm and
Thinggaard (2010), for example, could not confirm these results. Deng, Lu, Simunic
and Ye (2014) also investigated the impact of joint audits on the audit quality and audit
costs but, in contrast to the previously mentioned studies, they used a model-theoretic
approach. They showed that the impact of joint audits on the audit costs depend on the
size and technology efficiency of the audit firms as well as on the allocation of mis-
statement costs between the audit firms. Furthermore they found that in a joint audit
consisting of one big and one small audit firm the audit evidence precision is smaller
than in a single audit by one big audit firm because of a free-riding problem in the joint
audit.® For this reason, making joint audits of different sized audit firms obligatory may

not, as often assumed, enhance audit quality.

Nevertheless, besides the argument of enhancing audit quality there is another argument
that may justify the demand for obligatory joint audits: The main reason for the EC’s
proposal of making them obligatory was to strengthen the market position of smaller
audit firms in the audit market for large clients. The idea is that due to the involvement
of smaller audit firms they may benefit from knowledge spillovers reducing the system
relevance of the Big Four audit firms. To ensure that these knowledge spillovers can
take place, an important precondition is that smaller audit firms are involved in the au-
dits in an appropriate way. Otherwise; for example if they are just involved in a minori-
ty share of the overall audit, the knowledge spillover will not be sufficient to enable
smaller audit firms being an adequate alternative for large clients choosing an audit
firm. So, if a regulator decides for obligatory joint audits to strengthen the market posi-
tion of smaller audit firms he has to ensure that they are much involved in the audits. In
addition, he has to take into account that the loss of audit quality due to the involvement

of smaller audit firms® should be as small as possible.

See Deng et al. (2014), p. 1043.
®  See Deng et al. (2014), p. 1043.



This paper deals with the question of the optimal regulatory environment of joint audits,
which ensures a sufficient audit involvement of smaller audit firms on the one hand,

and, on the other hand, an audit quality that is as high as possible.

In an analytical model we analyze the strategic behavior of the audit firms in several
joint audit designs that differ in the way they allocate work and liability payments. We
assume a joint audit constellation of one Big Four and one mid-tier audit firm, with both
having the capacity for the joint audit. The audit firms are interested in minimizing audit
costs, which consist of effort costs and expected misstatement costs. We measure audit
quality as the level of audit assurance, which we presume is directly generated from
audit effort.!” Furthermore, we assume that a balanced audit work allocation is optimal
for strengthening the position of smaller audit firms as in this case they are involved

comprehensively in the audit but can also benefit from knowledge spillovers.

We found out that there is no joint audit design that is able to optimally achieve both the
objectives of a high audit quality and an equal allocation of audit work. If a high audit
quality is the main objective, the audit firms should determine their audit efforts coop-
eratively. This could be achieved if the audit firms could submit a joint proposal. In this
case, the audit firms may have the incentive to choose audit efforts that minimize the
total audit costs to be competitive. However, a cooperative decision of the audit firms
does not lead to a very balanced allocation of audit work, which is contrary to the objec-
tive of strengthening the position of smaller audit firms. Against the background of this
objective, a non-cooperative effort decision in combination with allocating potential
liability payments optimally is more expedient but leads to a lower audit quality. These
main results illustrate a conflict of objectives: In looking for the optimal joint audit de-
sign one has to decide which of the objectives, a high audit quality or a balanced alloca-
tion of audit work, is more relevant. There is no joint audit design that optimally satis-

fies both objectives.

Our research makes the following contributions. First, we extend the existing theoretical
literature by identifying new strategic interactions in an audit game. Second, to the best
of our knowledge, there is no existing analytical study analyzing the optimal design of
joint audits against the background of a high audit quality and an appropriate audit in-
volvement of both audit firms. The results may help regulators who stipulate joint audit

settings to achieve their objectives. Furthermore, our study gives a greater understand-

10" See Knechel/Rouse/Schelleman (2009), p. 1612.
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ing of the mixed evidence on the quality consequences of joint audits that is provided by

the existing empirical research.!!

Our paper is structured as follows. Section 2 provides the structure and elements of the
analytical model under several possible joint audit designs. Section 3 presents an over-
view of the results and identifies recommendations for a regulator to achieve its objec-

tives. Section 4 presents our conclusions.

2 The Model

In our model we analyze various joint audit designs with respect to their audit quality
consequences and the allocation of audit work between the audit firms. We distinguish
therein between several cases that differ in their approach to allocating audit work and
potential liability payments. In all cases we consider a setting where two independent
audit firms (audit firm 1 and audit firm 2) are appointed to audit an undisclosed finan-
cial report. We assume that audit evidence is directly related to audit effort; it follows
that increased effort enhances the overall level of assurance'?, thereby raising the level
of audit quality and, as a consequence, reducing the likelihood of liability cases. As the
liability one audit firm has to bear for undetected material errors may influence its own
level of audit effort we assume that the allocation of potential liability payments is de-
termined before the audit firms decide on their levels of substantive testing. The se-

quence of events is summarized in Figure 1.

Figure 1: Timeline

v

t=0 t=1
The audit firms decide on The audit firms decide on
the allocation of potential their levels of substantive
liability payments. testing.

We assume that the levels of substantive testing are unobservable and, therefore, that an
optimal level cannot be enforced through a regulation. Instead, we presume that the au-

dit firms decide on their levels of substantive testing on their own by minimizing audit

""" For an overview of the mixed empirical results, see Ratzinger-Sakel/Audousset-Coulier/Kettunen/
Lesage (2013).
12 See Knechel et al. (2009), p. 1612.
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costs. Accordingly, the audit costs of each audit firm consist of several components:

First, there are direct effort costs, which are represented by:
kea, (1)

where 7, j€1,2 and i # j.

Thus, k reflects the marginal costs per unit of audit effort a;. In addition to the direct
audit costs, the audit costs of each audit firm consist of the expected costs of liability
payments and the reputational damage that arise in the case of undetected material er-
rors. The probability of undetected material errors is obtained by multiplying the inher-
ent risk of material errors p with the probability that both audit firms do not detect
them (detection risk). We presume that the inherent risk p does not reflect a strategic
behavior in the meaning of fraud. Instead, it reflects the inherent risk of faults resulting
through gaps in the client’s internal control system or through human errors occurring in
the preparation of the financial statements. We presume that the detection risk of each
audit firm is represented by the convex function of its audit effort ¢ ““ assuming di-
minishing marginal detection probabilities'®. 1 >0 represents the effectiveness of sub-
stantive testing in identifying material errors. Consequently, in the joint audit the audit
risk is determined by p-e™#“ -e™* and, presuming remaining errors are definitely dis-
closed by an enforcement procedure, the joint audit firms have to make liability pay-
ments in the amount of M >0 for that risk. M 1is divided between the audit firms
whereby audit firm 1 takes a share of s, =« and audit firm 2 takes the remaining share
of 5,=1-a with 0<a <1. In addition, we assume that the audit firms face external
reputational damage R;" >0 whenever the audited financial statements contain material
errors. This external reputational damage can be interpreted as a loss of future quasi
rents'* as in the case of undetected material errors (prospective) clients may conclude
the existence of a low audit quality and hire another audit firm. Thus, the audit firms’
expected costs of liability payments and reputational damage that arise in the case of
undetected material errors in the audited financial statements can be summarized as fol-

lows:

pre et (s, M+ R} 2)

where i,jel,2 and i # j.

13 Detection functions of this type are commonly used in the audit literature; for example, by Finley
(1994), Newman/Park/Smith (1998); Smith/Tiras/Vichitlekarn (2000).
14" For the quasi rent theory see DeAngelo (1981a,b).
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In a joint audit, the audit firms have to share the audit tasks. After each audit firm has
finished its part of the audit, cross reviews and mutual quality controls follow as each of
the audit firms has to obtain enough audit evidence to provide a basis for the overall
opinion.'> If one of the audit firms takes the view that the review of the other’s audit
work does not obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatements, it has to obtain further audit evidence.'®
That is why besides the case where both audit firms overlook material errors it is possi-
ble that only one of the two audit firms fail to detect an error that is subsequently de-
tected by the audit partner. Also this unilateral non-detection of material errors does not
lead to a liability case and therefore does not result in external reputational damages, we
assume that there are unilateral reputational damages for the non-detecting audit firm:
On the one hand, the audited client may become aware of the fault resulting in dissatis-
faction and enhancing the probability that he hires another audit firm for future audits.
On the other hand, the detecting audit partner’s view of the lapse in diligence may lead
to a loss of confidence and reduce its willingness to cooperate in further audits. There-
fore, in the case of a unilateral non-detection the non-detecting audit firm faces a loss of
reputational damages in the way of future quasi rents. The detecting audit firm is not
affected. We call these reputational damages internal reputational damages; it is repre-
sented by Rj.” >0 and occurs with the probability of a unilateral non-detection; that is

Ha;

e "/ -(1-e*). Thus, the third component of the audit firms’ audit costs is given by

the expected internal reputational damage, which is as follows:
pre ™ (1-e) Ry (3)

where i, jel,2andi# ;.

Taking into account the three components of the audit costs of each audit firm, being
the direct audit costs (1), the expected costs of liability payments and external reputa-
tional damage (2), and the expected costs of internal reputational damage (3), the indi-

vidual cost functions can be expressed as follows:

— Ha; —Ha; in —Ha; —pa; ex
C,=p-(e" -(I1-e")-R'+e" e (s, -M+R"))+ k-a, (4)

Expected reputational damages and liability payments Effort costs

where i, jel,2andi# ;.

15 See Ratzinger-Sakel et al. (2013), p. 176.
16 See, for example, IDW (1999), p. 709.



Following the lead of the EC in its Green Paper of 2010, we analyze the optimal design
of joint audits consisting of different sized audit firms. We assume a situation where one
Big Four audit firm (audit firm 1) builds a joint audit with a mid-tier audit firm (audit
firm 2). We assume that both audit firms have enough capacity and knowledge to carry
out the joint audit, which is why the per-unit costs of effort (£ >0) are assumed to be
equal for both audit firms. As the larger audit firm has a stronger public presence, it is at
greater risk of losing (potential) clients in a liability case due to external reputational
damage (R~ > R,"). Furthermore, we assume that the potential internal reputational
damage to an audit firm is smaller than the external damage (RJ.D =Ry —RA’]:” >0) since
it is only the external damage that comes with a liability case and this damage is widely

recognized and causes a public stir.

To analyze the audit quality consequences of several joint audit designs we assume that
the audit quality equals the probability of detecting all material errors during the audit.

Therefore, we use a detection function to measure audit quality, which is as follows:
d(a,a,)=1-e " e 5)

In addition to enhancing the audit quality, a further often-mentioned objective is to
strengthen the market position of smaller audit firms due to their involvement in joint
audits. A crucial prerequisite for the effectiveness of the measure is not only that small-
er audit firms are appointed but also that they are fully involved in the audit work. For
this reason we investigate how the joint audit firms share their audit work in several
joint audit designs. We presume that a balanced audit work allocation is optimal to
strengthen the position of smaller audit firms, as in this case they are involved compre-
hensively in the audit but can also benefit from knowledge spillovers. To measure the
equality of work allocation in several joint audit designs we use the difference of audit

efforts, which is as follows:
A= a, —a, (6)

In the following, we analyze the audit quality consequences as well as the equality of

work allocation of several joint audit designs.



2.1  First Case: Non-Cooperative Effort Decision

In the first case we investigate the situation where two independent audit firms are ap-
pointed for an annual audit. Choosing its audit effort, each of the audit firms is interest-
ed in minimizing its individual audit costs. We analyze below the resulting audit quality
consequences and the equality of work allocation whereby we distinguish several set-

tings that differ in the way potential liability payments are allocated.

2.1.1 Cooperative Decision on the Liability Allocation by the Audit Firms

In the first setting we assume that there is no regulation concerning the allocation of
potential liability payments that appear in the case of a misstatement. Instead, we as-
sume that the audit firms choose the allocation on their own, what means that they con-
clude a contract that regulates the liability allocation in the case of a misstatement. As
the audit costs are one of the main decision-making factors of the client when choosing
auditors, we assume that the audit firms decide on the liability allocation cooperatively
by minimizing the total audit costs. After determining the liability allocation the audit
firms decide on their levels of substantive testing. We presume that in the first setting
both audit firms are interested in minimizing their individual audit costs when choosing
audit efforts. Using backward induction we deduce the optimal strategies of the audit
firms beginning with the derivation of the equilibrium audit efforts. In the equilibrium,
each audit firm chooses its cost-minimizing audit effort, taking the effort level choice of
the audit partner as a given. The strategies of the audit firms given the audit partner’s

audit effort are determined from the following:'”

min Ca,,a)=p-¢"" (R +e* (s, M +R) )+ k-a, (7)

Expected reputational damages and liability payments Effort costs

where i, jel,2andi# ;.

. PR o . eqe . . * * . .
The resulting cost minimizing equilibrium audit efforts (4, ,.,a,,.) are summarized in

Lemma 1.

'7 The objective function (7) equals the cost function (4) whereby RS —R]" is replaced by Rf) .
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LEMMA 1: [fthe joint audit firms decide on their levels of substantive testing

non-cooperatively they choose:

g+ g +J4k-(M-5,+R")- g, +(g +g,)
2-k-R"

. 1
aj’m,(a,M) =—-Ln]| ] (8)
U
with g =k-(M-(1-2-s,)=R” +R})
& =p H R R’

where i,je€l,2 and i+ j.

Proof: See Appendix.

To ensure that the equilibrium audit efforts are non-negative, we make the technical
assumption that p- R;.” > 2k . This implies that the costs per unit of effort £ must not be
too large in comparison to the inherent risk of internal reputational damage to each audit
firm (p-R}"). As the internal reputational damage represents the loss of future quasi
rents in the case of a unilateral non-detection of material errors and as it should be much

greater than the per-unit costs of effort, the technical assumption is not very strong.

The following step in the backward induction procedure is to calculate how the audit
firms share the liability payments in the case of a misstatement. As described above, we
assume in the setting being considered that the appointed audit firms carry out the allo-
cation of expected liabilities cooperatively by minimizing the total audit costs
C,=C +C,.

The resulting first-order condition is:

d * * :
ﬁCT(a,aw(a), a,.(a)) = 0 )

Inserting the equilibrium audit efforts (8) and solving the first-order condition according
to the optimal liability allocation reveals:

. 1+R2D—R1D

a = — and l-a = —-——-——"2—-"1 (10)

2M 2 2M

Inserting the optimal liability allocation (10) in the second order derivation - C, leads

da?

to a positive term; therefore, the liability allocation (10) is a minimum of the total cost
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function C,. Equation (10) shows that the cost-optimal allocation of liabilities depends
on the amount of potential liabilities (M ) as well as on the gap of the audit firms’ dif-
ferences in reputational damage(R, —R”). We expect the latter to be negative
(R —R” <0) as the external reputational damage of a Big Four audit firm should be
much larger than that of mid-tier audit firms whereas the internal reputational damage
should vary to a lesser extent. Thus, (10) shows that in the equilibrium the larger audit
firm bears a smaller part of the liability than the smaller audit firm
(a <0.5, 1-a" >0.5). Raising the liability (M ) reduces the impact of the differences
in size of the audit firms. For a very high liability (M ), the allocation approaches an
equal allocation(a” =1—a  =0.5). As « is defined to be between zero and one, the
optimal allocation is a boundary point and, thus, one audit firm bears the entire liability

e RO-RD S o RD-RP 1
lfTZE OrlfTS—E.

As we have determined the equilibrium audit efforts in Lemma 1 and the equilibrium
allocation of audit work (10), we can analyze the audit quality and the allocation of au-

dit work of the first setting in the following. The results are summarized in Proposi-

tion 1.

PROPOSITION 1:  If the audit firms decide on their levels of substantive test-
ing non-cooperatively, a cooperative liability allocation by the audit firms
leads to the minimum detection probability and, therefore, to the minimum

audit quality:

o’ =argmin {d(a,(a),,. (@)} (1)

A cooperative decision on the liability allocation by the audit firms leads to

the following allocation of audit work:

* * * * 1 .Rln
a,.(a)-ay, (@) = —-Ln| -
R2

1 >0 (12)

Proof: See Appendix.

The reason for the resulting minimum audit quality lies in the following free-rider prob-
lem. When deciding on their audit efforts non-cooperatively, each audit firm assumes
that the other audit firm will find a potential material error, thereby reducing the proba-
bility of a liability case. As a consequence, each audit firm tries to save audit costs by

reducing its level of substantive testing and assumes to take advantage of the other audit
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firm’s high level of substantive testing. Determining the allocation of liability payments
cooperatively by the audit firms partly compensates their differences in potential reputa-
tional damage. Therefore, the audit firms’ misstatement costs converge, which leads to
the maximum utilization of the free-riding possibilities. As we assume that the potential
internal reputational damage of the larger audit firm (R") is larger than that of the
smaller audit firm (R."), the difference in equilibrium audit efforts (12) is positive and
the larger audit firm works more than the smaller audit firm. The reason is that the larg-
er audit firm faces greater reputational damage in the case of undetected material errors.
This positive effect on the larger audit firm’s audit effort is not overcompensated by the
negative effect of the liability allocation (" <1—a"). The comparative statics show that
the difference in equilibrium audit efforts increases if the internal reputational damage

of the larger audit firm (R") increases in relation to that of the smaller audit firm (R;").

2.1.2 Decision on the Liability Allocation by a Regulator

Financial statement stakeholders benefit from a high audit quality and it is seen as an
important requirement for market confidence. Therefore, a regulator may be interested
in controlling for audit quality. As he cannot observe the level of substantive testing his
remaining options to influence the audit quality are to determine liability payments
(M ) and their allocation between the audit firms (a, 1—a) optimally. In looking for the
optimal amount of liability payments (M ) a regulator has to consider two opposing
effects influencing economic welfare: On the one hand, enhancing liability payments
leads to increasing levels of substantive testing and therefore enhances audit quality. On
the other hand, the resulting additional audit costs will be recharged to the companies
that are audited, which may lead to an important financial burden for them. Eventually,
the end consumer will carry the additional costs. In our model we assume that the opti-
mal amount of liability payments is exogenous, presuming that the regulator has already
decided on it by balancing out the opposing effects. The remaining regulative objective
is the allocation of liability payments (a, 1—a ). Presuming that a regulator is interested
in maximizing audit quality, its strategy is determined from:

7”“]*./15 (ll) .

max d(a)=1-e o H2e (@) (13)

a<[0,1]

As the detection function (13) is convex in « the only extreme point in the definition

area is a minimum, which is determined in the appendix (see (27)). Therefore, the liabil-
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ity allocation that maximizes the detection function lies in a boundary point. The
boundary points are determined through the definition area and are o =0 and aa=1. A
comparison of the detection probabilities at the boundary points shows that the follow-
ing allocation of liability payments maximizes the detection function and, therefore,
leads to the highest audit quality:
1 if R'>R)
a*=31v 0if R’ =R’ (14)
0 if R°<R’

As described above, we assume that the Big Four audit firm’s external reputational
damage should be much larger than that of mid-tier audit firms whereas the internal
reputational damage should vary to a lesser extent. Therefore, the gap in the differences

of reputational damage should be positive (R” — R, > 0).

PROPOSITION 2:  In the case where the audit firms decide on their levels of
substantive testing non-cooperatively, the audit quality is at its maximum if
the larger audit firm bears the entire liability (o =1). Such a quality opti-
mal liability allocation leads to a reduced equality of work allocation in
comparison to the case of a cooperative liability allocation by the audit

firms.
Proof: See Appendix.

Determining that the larger audit firm should bear the entire liability leads to high mis-
statement costs for the larger audit firm, which reduces its incentives for free riding in
comparison to the case of sharing liability payments. In contrast to this, the incentives
for free riding by the smaller audit firm increase because of its reduced level of mis-
statement costs. As the latter effect is less strong than the first-mentioned, determining
that the larger audit firm should bear the entire liability leads to the highest total audit
effort and therefore maximizes the audit quality in non-cooperative effort decision set-
tings. The drawback of such a quality optimal regulation (a" =1) in non-cooperative
effort decision settings is that it leads to a reduced level of equality of work allocation in
comparison to the case of a cooperative decision on the allocation of liability payments
by the audit firms. The reason is that the larger audit firm faces greater adverse conse-
quences if material errors are revealed than in the first mentioned case (2.1.1). There-

fore, the larger audit firm enhances its level of substantive testing whereas the smaller

I-14



firm anticipates the increased engagement of the larger audit firm and, as a conse-
quence, reduces its own level of substantive testing. Thus, the larger audit firm enhanc-
es its audit effort further and, as the larger audit firm has already worked more than its

smaller audit partner, the gap between the audit efforts increases.

Determining that the smaller audit firm should bear the entire liability (o =0) also leads
to a higher audit quality than in the case where the audit firms decide on the liability
allocation cooperatively on their own. Additionally, determining that the smaller audit
firm should bear the entire liability leads to a more equal allocation of work. The reason
for this is that in the case where the audit firms decide on the work allocation coopera-
tively on their own or in the case where the larger audit firm bears the entire liability,

®
aaZ e

the larger audit firm’s audit effort is greater than that of the smaller audit firm. As —=
is negative, the smaller audit firm enhances its level of substantive testing because it has
been determined that it should bear the entire liability. In contrast to this, the larger au-
dit firm reduces its audit effort as % and % are positive. Therefore, the allocation of
audit work is more equal than in the abovementioned cases. A necessary prerequisite for
this effect is that the liability payments ( M ) are not too large. The reason for this is that
if the liability payments are very high, the smaller audit firm works more than its larger
audit partner because it bears the entire amount of the liability payments. The level of
liability payments where the audit efforts of the audit firms are equal (ai e = a;)m,) in the

case where the smaller audit firm bears the entire amount (a =0) is determined from:

a2 NP PURE + puR' + 4KRD YR~ RY) + 2K (R ~ RY)
2k

(15)

If the liability payments exceed this level the smaller audit firm works more than its
larger audit partner. When the liability payments are too high, the allocation of work can
be more unequal than in the case where the larger audit firm bears the entire liability

payments.

2.2 Second Case: Cooperative Effort Decision

Apart from the case where each joint audit firm decides on its level of substantive test-
ing individually and non-cooperatively, it is also conceivable that they could make a
cooperative decision. This could be the case if two audit firms compete for the audit of
the financial statements of a prospective client but they have competitors. To prevent
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their competitors from undercutting the audit fee und thus capturing the mandate, the
audit firms have an incentive to offer the smallest fee and to thereby minimize the total

audit costs by determining their audit efforts cooperatively. The objective function is

min C, =C, +C, (16)

ay, a,>0

The resulting equilibrium audit efforts (ai s a;,c ) are summarized in Lemma 2.

LEMMA 2: [fthe joint audit firms decide on their levels of substantive testing

cooperatively they choose:

. | R (puRR" +4k(M + R +R?))
=L e APERI PRI+ 2 an
7 2k JR”

where i,j€l,2 and i+ j.

Proof: See Appendix.

Lemma 2 shows that the equilibrium audit efforts are independent from the allocation of
potential liability payments (a,1—a). The analysis of the resulting audit quality and

allocation of audit work is summarized in Proposition 3.

PROPOSITION 3:  The audit quality is always higher if the audit firms decide
on their levels of substantive testing cooperatively instead of making a non-

cooperative decision:
* * * *
d(al,c7a2,c) > d(al,nc’aZ,nc) (18)

This result is independent from the allocation of liability payments.

The allocation of audit work in the cooperative case equals the allocation
that results if the audit firms decide on their audit efforts non-cooperatively

and on the allocation of liability payments cooperatively. It is

* * 1 Rm
alc_aZC = —L”l[ 11'n
’ ’ Hu R,

] >0 (19)

Proof: See Appendix.

I-16



Figure 2 illustrates exemplary first-order condition functions for the two joint audit
firms and compares the cases of a cooperative and a non-cooperative effort decision.
The intersections of the first-order condition functions determine the equilibrium audit
efforts in the two cases. It is obvious that both audit firms enhance their audit efforts in
the case of cooperation and a higher audit quality is achieved thereby than in the non-
cooperative case, as described in Proposition 3. This is because both audit firms have
the same objective of minimizing total audit costs. There are no incentives for free rid-

ing, which makes the audit firms enhance their audit efforts.

Figure 2: Equilibrium Audit Efforts — Cooperative vs. Non-Cooperative Case

Example:

p =05 R"=7
k=1 R’=10
u =15 R'=5
M=20 R’=

0

0 25

— First-order conditions of the audit firms in the non-cooperative case
--- First-order conditions of the audit firms in the cooperative case

As we assume that larger audit firms face greater internal reputational damage than
smaller ones (R">R)"), the difference in the equilibrium audit efforts is greater than
zero and the larger joint audit firm carries a larger amount of audit work than its smaller
audit partner. This is because the larger audit firm faces greater reputational damage if
material errors are revealed, which induces a greater amount of audit effort by them. A
comparison of the results shows that the equality of work allocation in the cooperative
case equals the equality of the work allocation in the case where the audit firms make
their decisions on their audit efforts non-cooperatively and on the allocation of potential

liability payments cooperatively (see(12)).
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3 Summary of Results

Looking for a favorable design of joint audits we come to the following results: As the
levels of substantive testing cannot be observed, the remaining options to influence the
audit quality and the allocation of audit work are to determine liability payments and
their allocation between the audit firms optimally and to support joint audit designs that
are favorable for reaching the objectives. In determining the optimal amount of liability
payments two opposing effects influencing economic welfare have to be considered: On
the one hand, enhancing liability payments leads to increasing levels of substantive test-
ing and therefore enhances the audit quality. On the other hand, the resulting additional
audit costs will be recharged to the companies that are audited, which may lead to an
important financial burden for them. Eventually, the end consumer will carry the result-
ing additional costs. When making decisions on the optimal amount of liability pay-
ments, these effects have to be balanced out. Besides determining the optimal liability
amount also its allocation between the audit firms influences the audit quality and the
allocation of audit work. Analyzing joint audit settings that differ in the way audit work
and liability payments are allocated shows, that there is no joint audit setting that is op-
timal for reaching both objectives of a high audit quality and strengthening the position
of smaller audit firms. If a high audit quality is the main objective one should make the
audit firms to choose their levels of substantive testing cooperatively. This result is sur-
prising as cooperative arrangements between competitors are normally expected to have
negative effects due to the absence of competition. However, in this model a mutual
agreement and cooperative decision lead to a reduction of the following free-riding
problem: If the joint audit partners decide on their audit efforts non-cooperatively, each
audit partner hopes and assumes that the other audit firm will find a potential material
error, thereby reducing the probability of a liability case. For this reason, each audit firm
reduces its own level of substantive testing, thereby leading to a smaller amount of total
effort and consequently to a reduced level of audit quality. In contrast to this, if the au-
dit firms cooperate they can no longer assume that the audit partner will balance out
their own reduced level of audit effort. Therefore, both audit firms increase their levels
of substantive testing, which results in a higher audit quality in the case of cooperation.
A cooperative decision of the audit firms may be achieved by regulating that a team of
two audit firms has to submit a proposal for the joint audit of the financial statements of
a prospective client. In this case the team of audit firms competes with other audit firm
teams. As the clients’ main decision making factor is usually the audit cost, the compet-

ing audit teams will choose levels of substantive testing that minimize the total audit
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costs. The disadvantage of a cooperative decision is that the work allocation in the joint
audit is not very balanced. As the effort decision in the cooperative case is independent
from the liability allocation between the audit firms, this problem cannot be prevented
or mitigated by regulating the liability allocation optimally. If it is not sure that the audit
firms choose their audit efforts cooperatively, determining that the larger audit firm to
bear the entire liability could be quality optimal. Such a regulation does not reduce the
audit quality in the case of a cooperative decision but leads to the maximum audit quali-
ty if the audit firms decide non-cooperatively on their levels of substantive testing. A
drawback is that requiring the larger audit firm to bear the entire liability in the case of a
non-cooperative effort decision leads to a less balanced allocation of audit work than a
cooperative decision. A middle way could be to determine that the smaller audit firm
must bear the entire liability as the audit quality is also in the case of a non-cooperative
effort decision relatively high, and the allocation of audit work is more balanced than in
the case of a cooperative decision. In determining that the smaller audit firm must bear
the entire liability, a prerequisite for the relatively balanced allocation of audit work is
that the liability payments are not too high. Otherwise, the smaller audit firm enhances
its level of substantive testing so much that it works much more than its larger audit
partner, which counteracts a balanced work allocation. Without a regulation on the allo-
cation of liability payments the audit firms decide on it cooperatively on their own by
minimizing the total audit costs. In the case of a non-cooperative decision on the levels
of substantive testing, this always leads to a lower audit quality compared to the situa-
tion where it is determined that one audit firm must bear the entire liability. The work
allocation equals the allocation in the case where the audit firms decide cooperatively

on their audit efforts. Figure 3 shows a numeric example that illustrates the results.
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Figure 3: Audit Quality and Work Allocation — Numeric Example

Cooperative effort decision

Non-cooperative effort decicion; the larger audit firm
bears the entire liability payments (o= 1)

Non-cooperative effort decicion; the smaller audit firm
bears the entire liability payments (o= 0)

Non-cooperative effort decicion; cooperative decision
about the liability allocation

Audit Quality

0.965 0.970 0.975 0.980 0.985

Cooperative effort decision

Non-cooperative effort decicion; the larger audit firm
bears the entire liability payments (o= 1)

Non-cooperative effort decicion; the smaller audit firm
bears the entire liability payments (o= 0)

Non-cooperative effort decicion; cooperative decision
about the liability allocation

Difference of Audit Efforts

00 02 04 06 08 10 12 14 16 18 20

p=05 pu=0.8 M=50;k=2

R" =20; Ry =10; R” =70; R} =60

Conclusions

because of a free-rider problem. For this

In its Green Paper of 2010, the European Commission proposed obligatory joint audits
of different sized audit firms to strengthen the position of smaller audit firms reducing
the system relevance of the Big Four audit firms in the audit market for large clients. In
addition, joint audits are a frequently discussed measure to enhance audit quality due to
a reciprocal control process during the audit. In an analytical study, Deng et al. (2014)
showed that joint audits consisting of different sized audit firms lead to lower audit evi-
dence precision; therefore, they may reduce audit quality in comparison to single audits

reason, a regulator who is thinking about im-
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plementing obligatory joint audits faces a conflict of objectives, as he has to decide
whether he wants to strengthen the position of smaller audit firms by this measure for
the price of lower audit quality. If the regulator decides for obligatory joint audits the
question of the optimal regulatory design arises: On the one hand, the optimal regulato-
ry environment should ensure that the audit quality in a joint audit is as high as possible,
and, on the other hand, it should ensure that the smaller audit firms are sufficiently in-

volved in the audit to strengthen their market position.

This is the first study dealing with the question of the optimal design of joint audits to
achieve the abovementioned objectives. We investigated a joint audit of one big and one
mid-tier audit firm and analyzed the audit quality and audit work allocation conse-
quences of several regulatory settings. We found that if the main objective is a high au-
dit quality, joint audits where the audit firms decide on their levels of substantive testing
cooperatively are favorable. If a cooperative decision cannot be enforced with certainty,
determining that the larger audit firm must bear the entire potential liability is quality
optimal. However, these measures do not lead to a balanced work allocation that
strengthens the position of smaller audit firms. If the dual objectives of a high audit
quality and a relatively balanced work allocation should be satisfied, it is optimal to
stipulate that the smaller audit firm must bear a high proportion of liability payments.
This results in a medium audit quality and a high equality of work allocation provided

that the potential liability payments are not too high.

The results show that there is a conflict of objectives as there is no joint audit design
that is optimal for reaching a high audit quality and a very balanced allocation of audit
work. Our paper extends the joint audit literature as it is the first analytical study deal-
ing with the optimal design of joint audits. The findings could provide implications for a

regulator pursuing its objectives and help to explain diverse empirical results.



Appendix

Proof of Lemma 1

The strategies of the audit firms are determined from (7). The first-order conditions are:

aCij —ua; in —ua; D :
—L=kme M (RY e s M+ RY))=0 (20)

J

where i, j€1,2 and i # ;.

Solving the first-order conditions to the optimal audit efforts leads to the following reac-

tion functions:

. 1 k
po pop- (R e -(s;-M+R)))

] 21

where i,jel,2 and i # j.

The equilibrium (ai nc,a;nc) is such that the first-order conditions (20) for both audit

firms hold simultaneously. This leads to the following pairs of equilibrium efforts:

a" zl-Ln [gl +& +\/4'k'(M'Si+RiD)'gz +(g+8&)°
Y7 2-k-R"

] (22)

j.ne

and

ERRy [&+gz—x/4'k-(M-S,-+R1-D)'gz+(g1+gz)2
U 2-k-R"

] (23)

Jj,nc
with g =k-(M-(1-2-5,)-R’+R?) and g,=p-u-R'-R"
where i,jel,2 andi# j.
The equilibrium effort pair (4.’ ,a,’,.) leads to no feasible solution as the inner bracket

of (23) is negative. Therefore, we only consider the equilibrium (al*;c,a;lm) in the fol-

lowing and call it (a, ., a;,,.)-



To ensure that the equilibrium audit efforts (22) are not negative, we make the follow-

ing technical assumption:
p-R">2k (24)

where i,jel,2 and i # j.

The second-order derivations of (7) at the point of equilibrium audit efforts are:

az *
oa7 =Y

J

" V=ku>0 (25)

i,nc

a,=a

jomes

where i, j€1,2 and i # ;.

As the second derivations (25) are positive, the equilibrium audit efforts ( ainc,af’nc)

minimize the cost functions.

Proof of Proposition 1

The detection function is determined in (5). Under the assumption of optimal audit ef-
forts (ainc, ainc) determined in (8), an optimization of the detection function leads to the

following first-order condition:

d * *
- d(al,nc (a)’ az’nc (a))
de 26
i Mpu(M2a -1+ R” - R) 1,0
J4kpuR" R (Mo + RP)+(puR"R" + k(M(1-2a) - R” + R"))*
Solving the first-order condition (26) with regard to the liability allocation « reveals:
D __pD
a = 1 + R R~ 27)
2 2M

Calculating the second derivation of the detection function (5) and inserting the optimal

allocation (s, =« ,s, =1—a’) leads to:

82
oo’

2M*pu
JPUR R} (pUR"RY +2k(M +R? +RY))
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As all parameters are defined to be positive, the second derivation (28) is greater than
zero; thus, the optimal allocation (¢ ,1—«") minimizes the detection function (5). The
allocation chosen by the audit firms by minimizing their total audit costs (10) equals the

allocation that minimizes the detection function (27) representing the audit quality.

Proof of Proposition 2

Optimizing the audit quality, which is represented by the detection function (5), leads to
the first-order condition determined in (26). Solving the first-order condition with re-
gard to the liability allocation leads to the minimum determined in (27). An analysis of

the first derivation -d(a,, (@).a,, () shows that it is negative for

RP-RP
2M

RP-RP

. For this reason the detection

a<a =1+ and positive for a>a =1+

function decreases monotonically in the left and increases monotonically in the right of
the minimum (27). Therefore, the allocation of liability payments that maximizes the
audit quality lies in one of the boundary points determined from the definition area
0<a <1. To calculate which of the boundary points (¢ =0 or « =1) maximizes the
audit quality, the detection probability of the boundary points has to be compared. This

leads to:

da=1) > d(@=0) if R”>R’
da=1) < d(a@=0) if R’ <R’ (29)
da=1) = d(a@=0) if R”=R"

V

Thus, a regulator that is interested in maximizing audit quality has to stipulate that the
audit firm with a greater difference in reputational damage (the larger audit firm) must

bear the entire liability.

In the case where the audit firms decide on their allocation of liability payments cooper-
atively on their own, the larger audit firm works more than its smaller audit partner (see
(12)). As %af > (0and %a; <0, a redistribution of liability payments at the expense of
the larger audit firm by determining that it must bear the entire liability payments leads

to a more unequal allocation of audit work.

Instead, determining that the smaller audit firm must bear the entire liability (¢ =0)

leads to a more equal allocation of audit work. This is because in the case where the
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audit firms decide on the work allocation on their own or in the case where the larger

audit firm bears the entire liability, the larger audit firm’s audit effort is greater than that

of the smaller audit firm (a, (a=1v a=20) > a,, (a=1v a=%2)) As

®
aaZ ne

- < 0the smaller audit firm enhances its level of substantive testing because it has

been advised that it must bear the entire liability. The larger audit firm reduces its audit

effort as a% >(0and zi > 0. Therefore, the allocation of audit work is more equal on

0 a,

the condition that the liability payments (M) are not too high.

Proof of Lemma 2

The objective function is determined in (16). The first-order conditions are:

oC,
oa.

J

=k—e """ pu(M +e" R" + R" + R")=0 (30)

where i,jel,2 and i # j.

Solving this condition to the optimal audit efforts a; leads to:

. 1 k
aj»C :__Ln [ —pua; D D in ] (31)
y7, pue™ (M +R;+R7)+R})

where i,jel,2 and i # j.

To ensure that a; . determines a minimum of C, we need to have regard to the Hessian

matrix in the following. It is determined by:

o’C, o°C,
Ho( ) oa’  Oa,,a, (32)
a.,a,) =
N N oA Ko

2
Oa,,a, Oa,

To test for positive definiteness we need to have regard to the leading principal minors

of H :

0°C,

Pl e M p (M +RP+ R +e“R") >0 (33)
1
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and

o’C, o°C,
Oa’  Oay,a, = (M pl (e Ry (M + R +RY) (34)
0’C,  d°C, +e" R"(M +e““ R" + R + RY))) > 0

2
Oa,,a, Oa,

As the leading principal minors are greater than zero, the Hessian matrix is positive def-

inite, which means that the audit efforts aj, minimize the total cost function C; .

C

Proof of Proposition 3

The reaction functions are:

. 1 k
non-cooperative case: a, =——-Ln]|

N . ]
! Iz pep-(RI +e (M -5, +R"))

(35)

. 1 k
cooperative case: a,,=——-Ln|[ — PRI
s U pu- (R +e™“(M+R’+R"))

where i, j€1,2 and i # ;.

It is obvious that the reaction functions of the cooperative case always lie above the
reaction functions of the non-cooperative case. Therefore, both audit efforts in the coop-
erative case are higher than in the non-cooperative case. For this reason, the detection
probability and, therefore, the audit quality, are always higher in the case of a coopera-

tive decision.
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Joint Audits: Does the Allocation of Audit Work
Affect Audit Quality and Audit Costs?

ABSTRACT

The audit quality and cost consequences of joint audits as well as their optimal design have
been continually discussed, especially since the publication of the European Commission’s
Green Paper in 2010. This study provides new empirical evidence for the French audit market
and shows that the allocation of audit work in a joint audit systematically affects the audit
quality and costs. We found that a more balanced allocation of audit work (represented by the
allocation of audit fees) reduces the audit quality and enhances the audit costs as compared to
an unbalanced allocation of work. Thereby, we measured the quality effects following the
concept of abnormal accruals. Because its ability to detect earnings management has often
been criticized in the literature, we checked for the robustness of our results using the concept
of cosmetic earnings management (CEM). This is the first time this has appeared in the joint
audit literature. The CEM results confirmed the results of the analysis of abnormal accruals,
providing support for its credibility. Because joint audits have parallels to single audits when
the audit work allocation is unbalanced, these results may also be of interest to those debating

the benefits and costs of joint audits as compared to single audits.
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1 Introduction

In 2010, the European Commission (EC) released a Green Paper for the European audit mar-
ket in which several regulatory proposals were discussed. The aim of the proposals was to
enhance the audit function in order to increase financial stability, since the recent global fi-
nancial crises had resulted in a loss of market confidence. One important suggestion made in
this Green Paper was for the implementation of mandatory joint audits. In these audits, at
least two independent audit firms share their audit tasks to provide an audit opinion and sign
an audit report for which they are both liable. The advantages are the potential reinforcement
of the auditor’s independence' and the strengthening of the market position of the non-Big
Four audit firms due to their participation in joint audits. The measure has been assumed to
contribute to higher levels of competition in the audit market and diminish the potential sys-
temic relevance of particular audit firms.? Furthermore, it has often been argued that two or
more audit firms produce a higher level of audit quality through their reciprocal control of
one another.> To ensure an efficient dual control mechanism,* regulators require a balanced
allocation of audit work between the audit firms.’ The main objection to joint audits is the

potential enhancement of audit costs as compared those in single audits.

This study empirically analyzes how the allocation of audit work (represented by the alloca-
tion of audit fees) affects the audit quality and costs in a joint audit setting. The main research
question asked is whether a balanced audit work allocation enhances the audit quality and

affects the audit fees.

To investigate the influence of the allocation of audit work on the audit quality and fees, we
analyze the French audit market and include CAC60 and CACMid60 data for the fiscal years
2009 to 2012. The French audit market is highly regulated and, unlike other European coun-
tries, its most specific characteristic is that mandatory joints audits for listed firms have been
required since 1966 (Law 66-537 of 24 July 1966, Article L823-2 of the French Code of
Commerce). In addition to the joint audit requirement, the French audit market is character-
ized by the strict separation between audit and consulting services. Another special feature of
the French audit market is that the audit firms are appointed for a six-year period rather than a

one-year period, which is usual in other European countries.

See Piot/Janin (2007).

See European Commission (2011).

See, for example, Piot (2007) or Francis/Richard/Vanstraelen (2009).

See Gonthier-Besacier/Schatt (2007), p. 141.

See, for example, the French professional practice standards NEP-100 (2011).
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In the first step of our study, we analyze the impact of the allocation of audit work on the
total amount of audit fees representing the audit costs. In the second step, the impact of the
allocation of audit work on the audit quality is analyzed. The analysis method that we use is a
multivariate regression whereby international, well-established control variables are used,
supplemented by variables that control for the special characteristics of the French audit mar-
ket. To analyze the effects on audit quality, we use abnormal accruals as a surrogate for audit
quality. This concept is often criticized, especially because the model demonstrates a poor
ability to separate discretionary accruals from the normal (not subject to manipulation) accru-
al component of earnings. Furthermore, tests that use abnormal accruals to measure earnings
managements are susceptible to misspecification because they do not consider correlated var-
iables.® For that reason, we apply the concept of cosmetic earnings management (CEM) to
check the robustness of our results. CEM was introduced by Carslaw (1988) and Thomas
(1989) as a special type of earnings management to fine-tune reported results by rounding

them up or down.

The regression results show that the allocation of audit work systematically influences the
total amount of audit fees and the audit quality. The investigation of audit fees shows that the
total amount of audit fees is smaller when one audit firm has a large stake in the audit work
(hereafter referred to as unbalanced joint audit). This result could be influenced by the fact
that additional cooperation and coordination costs could result when a balanced work alloca-
tion takes place. Furthermore, fewer abnormal accruals are observed in the case of an unbal-
anced joint audit. The CEM-investigation confirms these results, indicating that less rounding
up behavior occurs in unbalanced joint audits. For this reason, the audit quality seems to be
higher in unbalanced joint audits as compared to joint audits with a balanced work allocation
(hereafter referred to as balanced joint audit). This result might be due to a free rider effect

that should be greater in balanced than in unbalanced joint audits.

Our study is closely linked to that of Thinggaard and Kiertzner (2008), in which the Danish
audit market for the year 2002 was analyzed. Thinggaard and Kiertzner (2008) distinguished
between de facto joint audits (i.e., where both audit firms have a fraction of at least 20% of
the audit fees) and de facto single audits (i.e., where one audit firm has less than 20% of the

audit fees). Their regression results showed that de facto joint audits are less expensive than

¢ See Dechow/Hutton/Kim/Sloan (2012).
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de facto single audits.” Another related study is that of Holm and Thinggaard (2015) who
analyzed the cost effects of different joint audit constellations (two big four audit firms vs.
one big four and one mid-tier audit firm). They showed that no joint audit constellation leads
to lower audit fees than a single audit, but joint audits with at least one Big Four audit firm
are not more expensive than single audits performed by one Big Four audit firm alone.
Gonthier-Besacier and Schatt (2007) also investigated the influence of the audit fee allocation
on the total amount of audit fees. They analyzed the French audit market for the year 2002
and used voluntarily disclosed fee information. Unlike Thinggaard and Kiertzner (2008),
Gonthier-Besacier and Schatt (2007) did not use the de facto argument, but instead intro-
duced a continuous variable for the share of audit fees, which were paid to the main auditor.
Because we also introduce a continuous variable to describe the share of audit fees paid to the
main auditor in our study, the study of Gonthier-Besacier and Schatt (2007) is relevant to our
fee investigation. Their results showed that the allocation of audit fees between the joint audi-
tors does not affect the audit fees. Therefore, their results differ from our results in that we
find a correlation between the allocation of audit work and audit costs (audit fees). The dif-
ferent outcomes of our study and that of Gonthier-Besacier and Schatt (2007) may be due to

the fact that different years are considered.

The question of the effects of audit work allocation on the audit quality and fee is closely
linked to that of whether joint audits lead to higher audit fees or a higher audit quality than
single audits. An unbalanced joint audit should more similar results to a single audit than a
balanced joint audit. The empirical results of studies in which the effects of joint audits and
single audits were analyzed are highly variable. For example, Holm and Thinggaard (2014),
Lesage, Ratzinger-Sakel and Kettunen (2012) as well as André, Broye, Pong, and Schatt
(2016) cited positive influences of joint audits on the audit fees. In contrast, for example, It-
tonen and Peni (2012) as well as Thinggaard and Kiertzner (2008) found the exact opposite.
In terms of audit quality effects, Zerni, Kallunki, and Nilsson (2010) and Zerni, Haapaméki,
Jarvinen, and Niemi (2012) cited positive impacts of joint audits on the audit quality, whereas

Lesage et al. (2012) and Holm and Thinggaard (2010) could not confirm these results.

Our results contribute to the joint audit literature in that the impact of the allocation of audit

work on the audit costs during a more recent period is analyzed. Furthermore, this is — to the

7 See Thinggaard/Kiertzner (2008), p. 152. Thinggaard and Kiertzner (2008) note that their findings could be
the result of the special competitive situation in Denmark, where the audit firms might compete for position
as the preferred audit firm after the abolition of the joint audit requirement in Denmark.
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best of our knowledge - the first study in which the impact of the audit work allocation on the
audit quality is analyzed empirically. Also a robustness check using the concept of CEM is
new in the joint audit literature. Our results are important for the regulation process, legisla-
tors and clients that are considering appointing more than one audit firm to audit their finan-

cial statements.

The remainder of this paper is organized as follows: In section two, we develop hypotheses
with regard to the influence of the audit work allocation on the audit fees and costs. In sec-
tions three and four, we present the model assumptions and empirical results. In section five,

the results are summarized conclusions are drawn.

2 Hypotheses Development and Database

2.1 Audit Costs

In the first step of our study, we analyze the effects of the allocation of audit work (represent-
ed by the allocation of audit fees)® on the audit costs (represented by the total amount of audit
fees). The expected effects are ambiguous: On one hand, we assume that cost savings result
from a balanced work allocation, since efficiency improvements are possible when audit
firms can specialize according to their expertise. In addition, geographical divisions could
lead to cost savings, for example, if the client has subsidiaries that are audited by a geograph-
ically closer audit firm. Furthermore, competition between the audit firms may lead to a re-
duction in audit fees in the case of balanced work allocation. If there is one dominant auditor,
its bargaining power and the client’s dependence should be larger than when a balanced work
allocation is made. This could make the main auditor charge higher audit fees in the case of
an unbalanced work allocation.” Furthermore, it is possible that companies assign a greater
proportion of audit work to an audit firm that offers higher audit quality and, therefore,
charges a higher audit fee.'® On the other hand, effects exist that lead to rising costs when a
balanced work allocation is made. This hypothesis is supported by the assumption that com-
panies that want to save audit costs may assign a greater proportion of audit work to an audit
firm that offers audit work for a lower fee. Furthermore, in the case of balanced work alloca-

tion, more coordination and incorporation costs are incurred than when unbalanced work al-

8 As we assume that the allocation of audit fees is closely related with the allocation of audit work, we use

these terms as equivalents in the following study.
See Thinggaard/Kiertzner (2008), p. 144.
10" See Gonthier-Besacier/Schatt (2007), p. 146.
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location occurs. The efficiency of audit procedures should also be higher if one auditor has a
larger proportion of the audit work, because knowledge acquired in one audit field could be
applied in other audit fields. Although the effects are ambiguous, we do not expect that the
efficiency improvements that result from balanced work allocation outweigh the additional
cooperation and coordination costs. Furthermore, we do not assume that a fee-reducing com-
petition effect between the audit firms is very large in the French regulatory environment,
because French audit firms are appointed for a period of six years, which should reduce com-
petition.!! For these reasons, we expect that the more unbalanced the allocation of audit work,

the lower the total amount of audit fees paid by a client. Consequently, the hypothesis H1 is:

HI1: Unbalanced joint audits lead to lower audit costs (audit fees) than balanced

joint audits.

2.2 Audit Quality

In the second step of our study, we analyze the effects of the allocation of audit work on the
audit quality. The expected effects are as ambiguous as the expected fee effects: On the one
hand, one might assume that balanced work allocation leads to higher audit quality because,
for example, in the case of an audit firm rotation, existing knowledge is not lost.!? Further-
more, balanced work allocation should lead to greater independence as each audit firm has a
lower stake in the total audit fee.!> On the other hand, several effects support the hypothesis
that a balanced audit work allocation reduces the audit quality. One argument is that one
could expect a free rider problem if the audit firms allocate their audit work more evenly. The
reason for this is that, in a liability case, both audit firms'* bear a smaller fraction of liabilities
than when one main auditor is involved. Therefore, both audit firms could be more willing to
reduce audit resource costs by reducing their own audit work, profiting from the other audit
firms’ work.!®> In contrast, if one audit firm has a large stake in the audit work, it may face
larger liabilities in a liability case, which may lead to a more careful approach taken during
the audit process, enhancing audit quality. Difficulties in the communication and coordina-

tion processes may also lead to reduced audit quality in the case of balanced audit work allo-

1" See Thinggaard/Kiertzner (2008), p. 145.

12" See Zerni et al. (2012), p. 733.

13" See DeAngelo (1981b).

In a joint audit it could be the case, that more than two audit firms are engaged. In this study, we just consid-
er the two audit firms that have the highest and the second highest stake on the audit fees (the two main audi-
tors). So, if it is said both audit firms or the engaged audit firms we always mean these two main audit firms.
15 See Deng/Lu/Simunic/Ye (2015), p. 1042.
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cation. Furthermore, competition between the auditors for the client may distract them from
their audit work, reducing audit quality.'® Although the effects are ambiguous, we do not ex-
pect that the enhancement of independence through a balanced work allocation outweighs the
compensation effect and quality losses due to communication and coordination difficulties.

For this reason, our second hypothesis H2 is:

H2: Unbalanced joint audits lead to higher audit quality than balanced joint au-
dits.

2.3 Database Description

We test our hypothesis H1 and H2 using a four-year database from France that includes data
for the financial years of 2009 to 2012. We use CAC60 and CACMid60 data. The data are
manually collected from the consolidated financial statements and the database diane.”” We
reduced the sample of financial institutions as their decisions may be not comparable with
those of the other companies. After accounting for the missing values, we include panel data

with 133 units over about four years, or 532 observations overall.

3  Multivariate Analysis: Audit Costs

3.1 Model Design

Before we present our regression results, a description of the model design and variables that
are used to test hypothesis H1 is necessary. The dependent variable Ln_AUDFEE represents
the sum of audit fees paid by the client. To test hypothesis H1, we use the variable
%MAINAUD. The variable gives the fraction of audit fees, which is paid to the main auditor
who is the auditor who receives the largest proportion of the audit fees in our setting. There-
fore, this variable represents the allocation of audit fees between the joint auditors. If the frac-
tion the main auditor receives is very large, the distribution of audit fees between the auditors
is very uneven. If the fraction is small, each joint audit firm receives a small proportion of

audit fees and the allocation is therefore, more even.

16 See Quick/Schmidt/Simons (2016).
17 See Bureau van Dijk (2016).
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In addition to the allocation of audit work, other factors such as complexity, audit risk, client
size and country-specific factors could potentially influence the total amount of audit fees.'®
We control for the influence of several effects by including control variables, which are de-
scribed in the following section. The first factor, which is assumed to influence the audit fee,
is the client size. Large companies normally perform a higher number of transactions, which
requires more audit work.!” We control for it with the natural logarithm of the total assets
(Ln (TA)). The use of a natural logarithm is necessary because the scope of the audit process
is not a linear function of the client size.?’ The complexity of a firm may also influence the
audit intensity and, therefore, the audit fee: More complex company organizations need more
audit work, resulting in higher audit fees. For this reason, we control for the complexity of
the company with the square root of the number of its subsidiaries (Sg (SUBS)).?! Further-
more, the complexity of the different balance sheet positions may influence the intensity of
audit work. As risky and audit-intensive balance sheet positions may enhance the fees, we
control for this influence with the sum of receivables and inventories divided by the total as-
sets (INVR).2* The financial problems of a client also enhance the audit risk and, therefore,
may enhance the audit fees. We control for their influence by introducing the dummy varia-
ble LOSS. If a client reports a loss, the dummy variable assumes the value 1 and, if not, 0.
Simunic (1980) used this variable to model the sole auditor liability.?> As an audit reduces
agency conflicts between the creditors and the shareholders of the client, another control var-
iable is the leverage ratio (LEV), which is defined as the ratio of debt to total assets. The de-
mand for audit services is assumed to increase with a rising leverage ratio.>* A high leverage
ratio may also increase the probability of the sole liability of the auditor and, therefore, the
audit risk. Thus, the leverage ratio is also a factor that can be used to control for auditor lia-
bility.?> Furthermore, we control for the influence of shareholders by introducing the dummy
variable BLOCKH. This variable is coded 1 if one shareholder holds more than 25% percent
of the client’s shares. It is assumed that a blockholder has the power to control the manage-

ment. Thus, the value of an audit decreases for the blockholder?®, reducing the audit fee. In

A review of audit fee research studies and the used control variables with a high explanatory power can be
found by Hay/Knechel/Wong (2006) and Hay (2012).

19 See, for example, Hay/Knechel/Li (2006).

See, for example, Simunic (1980), p. 172 or Ferguson/Francis/Stokes (2006), p. 101.

2l See André et al. (2016), p. 256.

22 See Francis/Stoke (1986), p. 386.

2 See Simunic (1980), pp. 173.

24 See Ashbaugh/Warfield (2003), p. 15.

25 See, for example, Gist (1992), p. 80 or Hay/Knechel/Wong (2006), p. 171.

26 See Chan/Ezzamel/Gwilliam (1993), p. 770.
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contrast, it is assumed that a small shareholder has no incentives to control the management,
but might be exploited by a blockholder, whereby the value of an audit increases, which re-

duces agency conflicts.

The influence of the auditors’ busy seasons is also considered. Normally, the fiscal year ends
on December 31%, and an audit is more expensive in January and February because many
firms must be audited at this time. We control for the influence of the busy season on the fees
by introducing the dummy variable NONPEAK that is coded 1 if a client has a deviant fiscal
year and, if not, 0.2’ Furthermore, we need to control for auditor changes as an auditor change
is assumed to reduce the audit fees.?® For this reason, we introduce the dummy variables
SWITCH B4 and SWITCH NB4, whereby SWITCH B4 is coded 1 in the year of the initial
audit if the new auditor is a Big Four audit firm?°, and SWITCH NB4 is coded 1 in the year of
the initial audit if the new auditor is a non-Big Four audit firm. We differentiate between a
switch to a Big Four audit firm and a switch to a non-Big Four audit firm, because we assume
that Big Four and non-Big Four audit firms have diverse low-balling potentials. The reduc-

t.30 Past empirical results

tion in the audit fees can be discerned from the regression coefficien
have shown a strong positive relationship between audit and non-audit fees.’! A meta-
analysis reveales that the positive relationship is significant and, therefore, a cross-
subsidization between both services cannot be supported.>> We control for the influence of
non-audit services on the audit fees with the natural logarithm of the non-audit fees (Ln
(NAF)). The international Big Four audit firms have a better reputation than other audit firms.
Thus, the Big Four audit firms could potentially charge an audit fee premium. For this reason,
we control for the auditors’ size. Thereby, we distinguish whether one of the joint audit firms
is a Big Four auditor or both audit firms are Big Four auditors. The reason for this is that,
besides the size of the auditor, the audit pair choice could also influence the audit fee.>* We
use the dummy variable ONEBIG4 (TWOBIG4), which is coded 1 if one Big Four auditor is

(two Big Four auditors are) engaged. Some clients are listed on the US or UK stock market,

which requires specific financial disclosures and may lead to higher audit fees.>* We control

27 See Hay et al. (2006), pp. 177.

28 See DeAngelo (1981a).

2 The Big Four audit firms are Deloitte Touche Tohmatsu, PricewaterhouseCoopers (PwC), Ernst & Young
and KPMG.

30 See, for example, Simon/Francis (1988), p. 263, Gregory/Collier (1996), p. 27 or Craswell/Francis (1999),
p. 206.

31 See, for example, Hay/Knechel/Li (2006), p. 724 or Antle/Gordon/Narayanamoorthy/Zhou (2006), pp. 251.

32 See Hay (2012), p. 173.

3 See, for example, Brinn/Peel/Roberts (1994), Deng et al. (2014) or Audousset-Coulier (2015).

34 See Piot/Janin (2007).
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for listing on the US or UK stock market with the dummy variable CROSSLIST. 1t is ex-
pected that clients with a cross-listing on the US or UK stock market would have to pay high-
er audit fees.> As we discovered fixed effects*®, we estimate the following industry fixed-

effect regression model:

Ln_AUDFEE = B, + B, -%MAINAUD + f8, - Ln(TA) + B, - Sq(SUBS) + B, - INVR
+p5 - Dummy LOSS+p, - LEV + f, - Dummy BLOCKH
+ fs - Dummy NONPEAK + B, - Dummy SWITCH B4
+ By - Dummy SWITCH _NB4+ B, - Ln(NAF)
+ B, - Dummy ONEBIG4 + B, - Dummy TWOBIG4
+ B, - Dummy CROSSLIST + fixed effects +¢

3.2 Descriptive Analysis

Table 1 contains sample descriptive statistics. In our dataset, we identify that over 90% of the
firms are audited by at least one Big Four audit firm. The mean of the main auditor’s audit
fee share is over 69%. The minimum share of the main auditor is nearly 31%, which is due to
the fact that firms can have more than two statutory auditors. The highest share of the main
auditor is nearly 95%. Only 5.67% of the audited firms changed one or two auditors. 2.46%

of these firms switched to a non-Big Four audit firm.

35 See Choi/Kim/Liu/Simunic (2008), p. 92.

36 The Hausman-Test supports the choice of the fixed effect model for the audit fee model. The audit fee model
faces in the Hausman-Test a prob = 0.0004 and a Chi*> = 38.95. Thus, the fixed effect model is the right spec-
ification for our empirical analysis. Random effects and pooled OLS estimators would be inconsistent. See
Cameron/Trivedi (2010), p. 266.
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Table 1: Descriptive Statistics

N Mean S.D. Min Median Max
Ln AUDFEE 532 7.7684 1.3517 4.3105 7.7581 10.6666
%MAINAUD 532 0.6169 0.1321 0.3146 0.5795 0.9545
Ln (TA) 532 15.3131 1.6437 11.3321 15.2393 19.3374
Sq (SUBS) 532 11.5645 8.6125 0.0000 9.3808 53.2541
INVR 532 0.0838 0.1026 0.0000 0.0577 0.6696
LOSS 532 0.1353 0.3424 0.0000 0.0000 1.0000
LEV 532 0.5989 0.1821 0.0307 0.6075 1.0000
BLOCKH 532 0.6015 0.4900 0.0000 1.0000 1.0000
NONPEAK 532 0.1447 0.3522 0.0000 0.0000 1.0000
Ln (NAF) 532 5.0774 2.5411 0.0000 5.5451 9.4010
CROSSLIST 532 0.0658 0.2481 0.0000 0.0000 1.0000
ONEBIG4 532 0.5075 0.5004 0.0000 1.0000 1.0000
TWOBIG4 532 0.3985 0.4900 0.0000 0.0000 1.0000
SWITCH_B4 532 0.0321 0.1765 0.0000 0.0000 1.0000
SWITCH_NB4 532 0.0246 0.1550 0.0000 0.0000 1.0000

A correlation is observed between some of our control variables. This might not be problem-
atic because some correlations can be explained on the basis of economics. For example, total
assets and the number of subsidiaries are expected to have a high degree of correlation. A
high correlation between audit fees and non-audit fees is also expected. The high negative
correlation between the ONEBIG4 and TWOBIG4 is observed because these two dummy var-
iables include more than 90% of the data set, and a company can belong to only one variable.
We address the correlation problem by using auxiliary regressions. The results of the Vari-
ance Inflation Factor (VIF) analysis are promising because the VIF does not exceed 3.587
and, thus, is always under the critical limit of 5.>7 Therefore, we believe that the observed
correlation does not negatively affect our regression results. Table 2 shows the Pearson corre-

lation matrix.

37 See Menard (1995), p. 66.
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Table 2: Pearson correlation matrix

(1) (2) (3) 4) (5) (6) (7) (8) %) (10) (11) (12) (13) (14) (15)
Ln_AUDFEE (1) 1
%MAINAUD (2) -0.2294% 1
Ln (TA) (3)  0.8840* -0.2827* 1
Sq (SUBS) (4)  0.5991% -0.0987*  0.5612% 1
INVR (5) -0.1266*  0.0048 -0.1118*  -0.0741 1
LOSS (6)  -0.0447  -0.0392  -0.0792 -0.0936% -0.0976* 1
LEV (7)  0.4810% -0.1236% 0.4812* 0.3141* -0.0719  0.0308 1
BLOCKH (8) -0.2721%  0.0410 -0.1734* -0.1532* 0.1901* -0.1381*  -0.0145 1
NONPEAK (9)  -0.1121*  0.1595% -0.1252* -0.1253*  0.2189*  0.0403  0.0237  0.0948* 1
Ln(NAF) (10)  0.7348% -0.1151*  0.6578*  0.4066* -0.1221*  -0.0035 0.3042%* -0.2654* -0.1324* 1
CROSSLIST (11)  0.3673* -0.1239*  0.3095* 0.1969* -0.1046* 0.1610* 0.1146* -0.3260* -0.1092*  0.2689* 1
ONEBIG4 (12) -0.1695%  0.1950* -0.2077* -0.1514*  0.0649  0.0490  0.0260  0.0583  0.2877* -0.1788* -0.1481% 1
TWOBIG4 (13)  0.3416% -0.2937* 03611* 0.2173*  -0.0143  0.0035 -0.0056 -0.1217* -0.2148* 0.3393* 0.2021* -0.8186* 1
SWITCH_B4 (14)  -0.0467  0.0649  -0.0219  -0.0284  0.0335 -0.0098  -0.0641 -0.0041  -0.0117 -0.0466 -0.0054  0.0083  0.0267 1
SWITCH NB4  (15) -0.0930% 0.1084*  -0.0800 -0.0301 -0.0639 -0.0274  -0.0004 -0.0446  0.0416 -0.0529 -0.0422  0.0345 -0.1044*  -0.0289




3.3 Regression Results
Table 3 presents the results of the audit fee analysis:

Table 3: Regressions results for audit fees

Ln AUDFEE Exp. Sign Coef. Prob.
%MAINAUD -0.3605* 0.0630
Ln (TA) + 0.4987*** 0.0000
Sq (SUBS) + 0.0245%** 0.0000
INVR + -0.2839 0.2810
LOSS - -0.0518 0.4340
LEV + 0.4852%** 0.0010
BLOCKH - -0.0968* 0.0530
NONPEAK - -0.0008 0.9910
Ln (NAF) + 0.0922%** 0.0000
CROSSLIST + 0.5635%** 0.0000
ONEBIG4 + 0.2665%** 0.0010
TWOBIG4 + 0.1689* 0.0610
SWITCH_B4 - -0.0635 0.6000
SWITCH_NB4 - -0.1340 0.3460
Intercept -0.9890*** 0.0060
Annual fixed effects? Yes
Industry fixed effects? Yes
R? 0.8742

The results show that the variables that control for size (Ln (74)) and complexity (Sq (SUBS))
are significantly positive, which is consistent with results from a variety of other audit fee
studies. Our assumptions are not supported, because we cannot find a significant connection
between the audit fee and the control variables for the inherent risk and profitability (INVR
and LOSS). The influence of the variable leverage ratio (LEV) is significantly positive (p-
value < 0.01), which is intuitive because a high leverage ratio is assumed to lead to a higher
level of audit risk, which enhances audit fees. If a major shareholder (BLOCKH) is present,
the audit fees are smaller. The variable NONPEAK is insignificant, but we expected that a
statutory audit would be less expensive when it is not performed in the busy season, which is
confirmed by the results. An interesting result is that the non-audit fees (Ln (NAF)) have a
positive influence on the audit fees. This is consistent with our predictions and does not sup-
port the argument that a cross-subsidization exists between non-audit and audit fees. As ex-

pected, we find that listing on the US or UK stock market has a significant positive influence.
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We find a Big Four premium in our sample. Because the coefficient of the ONEBIG4 dummy
is a bit greater than the coefficient of the TWOBIG4 dummy, one could assume that the coor-
dination costs between one Big Four and one non-Big Four audit firm are greater than be-
tween two Big Four audit firms. We cannot identify an influence of an auditor change on the
audit fees as both dummies SWITCH B4 and SWITCH NB4 are insignificant. Therefore,

there are no indications for low balling in our sample.

Our main variable to test hypothesis H1 is %MAINAUD. 1t is significantly negatively associ-
ated with the audit fees with a p-value less than 0.07. Thus, our regression results show that
unbalanced joint audits lead to lower audit costs (total audit fees) than balanced joint audits.
As a consequence, it can be advantageous for a client to choose an unbalanced joint audit if it
wants to reduce audit costs. If the client chooses one or two Big Four audit firms, it must pay
a Big Four premium. This result is in line that reported by Audousset-Culier (2015). Audous-
set-Culier (2015) found that the premium paid for two Big Four audit firms was not signifi-
cantly higher than the premium paid for only one Big Four audit firm.*® Interestingly, our
results actually show that the premium is slightly lower when two, rather than one of the Big

Four audit firms is appointed.

4  Multivariate Analysis: Audit Quality

4.1 Model Design

To test the hypothesis H2, we use abnormal working capital accruals as dependent variable
and as a surrogate for audit quality. In our regression model, we analyze whether abnormal
working capital accruals are systematically different for companies for which the auditors

decided for a balanced joint audit instead of an unbalanced joint audit:
Abnormal accruals = f (fraction of the main auditor on the audit fees, control variables)

Thereby, working capital accruals (WA) are defined as the change in current assets (subtract-
ing the change in cash and cash equivalents) from the prior year, minus the change in current
liabilities (subtracting the change in short-term debt and current portion of long-term debt).
We define abnormal working capital accruals (4 WCA) as the actual working capital accruals

minus the expected working capital accruals. To determine the expected working capital ac-

3 See Audousset-Coulier (2015), p. 371.
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cruals, we use the linear model described in DeFond and Park (2001), Francis, Richard and
Vanstraelen (2009) and Zerni et al. (2012).> In this model, the firm’s expected accruals are
calculated by the linear relationship between sales and working capital accruals in the firm

during the previous year:

WA
Expected accruals, = SALES, -| ————
SALES, |
To test the hypothesis H2, we use the variable %MAINAUD. The variable describes the frac-
tion of the fees paid to the main auditor who is, in our setting, the auditor that receives the
largest proportion of the audit fees. It represents the allocation of audit work between the

joint auditors.

In addition to the allocation of audit work, other factors potentially influence the audit quali-
ty. We control for the influence of several effects by introducing variables on the basis of

prior research.*® The control variables are described in the following section.

The first factor that is assumed to influence the audit quality is the client size. Large compa-
nies have more stable revenues and income streams as well as more negotiating power in the
case of financial difficulties than small companies.*! For this reason, we expect a negative
relationship to exist between the size of a firm and the amount of its abnormal working capi-
tal accruals and control for this influence by introducing the natural logarithm of the total
assets (Ln (TA)). Our second control variable is the natural logarithm of the age of the com-
pany in years (LOGAGE), because we expect that older companies are at less risk to go bank-
rupt. We also control for the price to book ratio (P/B) and the sales growth over the previous
year (SALESGR), since firms with relatively higher growth prospects are more likely to avoid
a negative earnings surprise.*> As estimated discretional accruals seems to be higher for com-
panies that show better performance,** we control for the performance of a company with the
ratio of the operating cash flow to total assets (OCF). As companies that have negative earn-

ings or high debt levels have greater incentives to manage accruals to avoid debt default or

3 We do not use the model of Jones (1991) and its extensions as it requires more data and would cause a large

reduction in the number of observations. In contrast, the model of DeFond and Park (2001) needs fewer ob-
servations and has been employed in several recent studies.

40 See, for example, Zerni et al. (2012), Teoh/Welch/Wong (1998) or Becker/DeFond/Jiambalvo/ Subraman-
yam (1998).

41 See, for example, Zerni et al. (2012), p. 746.

4 See Matsumoto (2002).

4 See Kothari/Leone/Wasley (2005).
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reporting losses,* we use the dummy variable LOSS and the leverage ratio (LEV) to control
for these influences. The dummy variable LOSS takes the value 1 if a client reports a loss and
0 if not. The variable OVAR represents the standard deviation of sales over the years t-3 to t.
We control for this standard deviation, because errors could be introduced into the estimation
of abnormal accruals due to cross-firm differences in operating variability.*’ As in, for exam-
ple, Zerni et al. (2012), we also control for reversal accruals by including one-year lagged
accruals (LAGWA). As this variable is likely to capture time invariant influences that are
omitted in the expectation model of DeFond and Park (2011), we expect the variable to have
a positive influence on the abnormal working capital accruals. To control for cross-sectional
differences in liquidity, we also include the cash to cash equivalent ratio (CASH). Because
both the size of the auditor and the audit pair choice may influence the audit quality,*® we use
the dummy variable ONEBIG4 (TWOBIG4), which is coded 1 if one Big Four audit firm is
(two Big Four audit firms are) engaged. As a result, we use the following model to test for

hypothesis H2:

|[AWCA|= B+ B,-%MAINAUD + B, - Ln(TA)+ p,- LOGAGE + f8,- P/ B
+Bs - SALESGR + B - OCF + B, - Dummy LOSS + f;-LEV
+ By -OVAR + B, -LAGWA+ B, -CASH + B,,- Dummy ONEBIG4
+ 5 - Dummy TWOBIG4 + fixed effects + ¢

4.2 Descriptive Analysis

The descriptive statistics are presented in 7able 4. The mean (median) amount of absolute

abnormal accruals among the samples is 0.0671 (0.0438).

4 See Becker et al. (1998).
4 See Hribar/Nichols (2012).
46 See, for example, Deng et al. (2014).
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Table 4: Descriptive Statistics

N Mean S.D. Min Median Max
| AWCA | 532 0.0671 0.0842 0.0000 0.0438 0.6643
7oMAINAUD 532 0.6169 0.1321 0.3146 0.5795 0.9545
Ln (TA) 532 15.3131 1.6437 11.3321 15.2393 19.3374
LOGAGE 532 3.4065 0.6417 1.0986 3.5264 4.5109
P/B 532 2.3882 1.7229 0.1942 1.9585 21.0208
SALESGR 532 1.0975 0.6387 -0.4029 1.0554 12.5818
OCF 532 0.0769 0.0691 -0.4322 0.0727 0.4466
LOSS 532 0.1353 0.3424 0.0000 0.0000 1.0000
LEV 532 0.5989 0.1821 0.0307 0.6075 1.0000
LAGWA 532 0.0425 0.9863 -8.4690 0.0087 8.6650
OVAR 532 0.8889 2.6767 0.0001 0.1743 27.5011
CASH 532 0.1237 0.1191 0.0001 0.0939 0.9719
ONEBIG4 532 0.5075 0.5004 0.0000 1.0000 1.0000
TWOBIG4 532 0.3985 0.4900 0.0000 0.0000 1.0000

The correlation matrix shows that no highly critical correlation exists between the control
variables, with the exception of the correlation between ONEBIG4 and TWOBIG4. As men-
tioned before, these two dummy variables include more than 90% of the dataset, and a com-
pany can belong to only one variable. The magnitude of all other correlations is usually be-

low 0.50. The results of the Variance Inflation Factor (VIF) analysis are promising because

the VIF is not higher than 3.86.4

47 Thus, it is always under the critical limit of 5 (see Menard (1995), p. 66).
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Table 5: Pearson correlation matrix

€] (2) 3) 4) (%) (6) () (®) ) (10) (12) (13) (14
| AWCA | (1) 1
%MAINAUD (2) 0.0217 1
Ln (TA) (3) -0.2030* -0.2827* 1
LOGAGE (4 -0.1222*% -0.1239%  0.2600%* 1
P/B (5) 0.0399  0.0947*  0.0768  -0.0482 1
SALESGR (6)  0.3263*  0.0210 -0.0987*  -0.0737  -0.0336 1
OCF (7)  -0.0125  0.0802 -0.0203  0.0152  0.0882* -0.0925* 1
LOSS (®)  0.1346*  -0.0392  -0.0792  0.0044 -0.0175 0.0991* -0.4535* 1
LEV ©) 0.0447 -0.1236* 0.4812*  0.0670 0.2999*  -0.0705 -0.1721*  0.0308 1
LAGWA (10) ~ -0.0359  0.0008  0.0809  0.0487 -0.0389  0.0170  -0.0006 -0.0121  0.0408 1
OVAR (1) -0.0671 -0.1644*  0.4559*  0.1569*  -0.0538  0.0181  0.0255  -0.0449 0.1285*  0.0657 1
CASH (12)  0.0820 0.1774* -0.3157* -0.1347* -0.1000%  0.2061* -0.3196% 0.2873* -0.2369*  -0.0184  -0.0480 1
ONEBIG4 (13)  0.0503 0.1950* -0.2077*  0.0036 0.1298*  -0.0504  0.0323  0.0490  0.0260  0.0145 -0.1969*  -0.0556 1
TWOBIG4 (14)  -0.1213* -0.2937* 0.3611*  0.0516 -0.1118*  0.0374 -0.0583  0.0035 -0.0056 -0.0028 0.2421*  0.0817 -0.8186*




4.3 Regression Results

To test hypothesis H2, we use the regression model mentioned above. The estimated coeffi-

cients and results are shown in 7able 6.

Table 6: Regression results for audit quality

|AWCA| Exp. Sign Coef. Prob.
%MAINAUD - -0.0514* 0.0790
Ln (TA) - -0.0101*** 0.0020
LOGAGE + -0.0101* 0.0800
P/B + 0.0006 0.7910
SALESGR + 0.0420%** 0.0000
OCF - 0.1207* 0.0660
LOSS + 0.0281%** 0.0150
LEV + 0.0832%** 0.0010
LAGWA + -0.0008 0.8190
OVAR - 0.0008 0.5990
CASH + 0.0375 0.3010
ONEBIG4 - -0.0218* 0.0860
TWOBIG4 - -0.0341** 0.0170
Intercept 0.1898*** 0.0010
Annual fixed effects? Yes
Industry fixed effects? Yes
R? 0.2286

The results show that the control variable for size (Ln (TA4)) is significantly negative. These
findings are consistent with our prediction, since large firms are assumed to have stable reve-
nues and income streams as well as more negotiating power in the case of financial difficul-
ties. Therefore, less abnormal working capital accruals are expected for larger firms. The var-
iable LOGAGE is significantly negative at a p-value of 0.1. The growth in sales over the pre-
vious year (SAESGR) has a positive influence on the abnormal accruals as expected. The
price to book ratio, however, has no positive influence on the abnormal working capital ac-
cruals. As expected, a higher operating cash flow reduces and a higher leverage ratio enhanc-
es the abnormal working capital accruals and, therefore, the audit quality. Furthermore, a
deficit (LOSS) reduces the audit quality at a p-value of 0.15. A higher audit quality is ob-
served when Big Four audit firms are engaged as the ONEBIG4 dummy, and the TWOBIG4
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dummy has a negative influence as expected. If a firm has two Big Four auditors as statutory

auditors, the quality is higher than when only one Big Four auditor is involved.

The main variable to test hypothesis H2 is %MAINAUD. 1t is significantly negatively associ-
ated with the audit quality at a p-value less than 0.1. Thus, our regression results show that
unbalanced joint audits lead to a higher audit quality (less abnormal working capital accruals)

than balanced joint audits. This result confirms hypothesis H2.

4.4 Robustness Check: The Concept of CEM
4.4.1 CEM as an Alternative Approach to Measure Audit Quality

As described above, applying the concept of abnormal accruals to measure audit quality has
often been criticized. The main point of criticism has been that the prediction of the normal
(not subject to manipulation) accrual component of earnings is often biased and imprecise, so
the ability of the model to separate discretionary accruals from the normal accruals is poor.*®
Furthermore, tests using abnormal accruals to measure earnings managements are susceptible

to misspecification because correlated variables are not considered.*’

To test our empirical results for robustness, we apply the concept of cosmetic earnings man-
agement (CEM). In financial reporting, CEM means a special type of earnings management
and can be described as being used to fine tune the reported results of a company. The report-
ed results are adjusted through rounding. For example, profits are rounded up above a psy-
chological threshold, which is recognized to be considerably higher by potential users of fi-
nancial statements. The same reasoning can be used for losses, but in the other way round.
The idea behind this is that a user of financial statements judges a profit of, for example, 497
million to be abnormally lower than a profit of 502 million. That is why the management may

tend to round up the second-from-the-left digit to make the first digit increase by one.>

The first investigation of CEM in financial reporting was the study of Carslaw (1988) who
found that managers in New Zealand rounded up their profits.>! This result was confirmed for

a sample of US companies by Thomas (1989) who found out that the earnings per share result

48 See, for example, Dechow/Sloan/Sweeney (1995), Kang/Sivaramakrishnan (1995), Peasnell/Pope/Young

(2000) or Thomas/Zhang (2000).
4 See, for example, Dechow/Hutton/Kim/Sloan (2012).
30 See, for example, Carslaw (1988), Thomas (1989), Niskanen/Keloharju (2000) or Van Caneghem (2002).
31 See Carslaw (1988), pp. 325-327.
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were rounded up for profits and down for losses.’? Many other studies followed, proving the
applicability of CEM in financial reporting.>> Assuming that auditors with a high audit quali-
ty are able to constrain earnings management, the frequency of CEM can be used to measure

audit quality.

The study of Guan, He and Yang (2006) was the first one to use the frequency of CEM as a
surrogate for audit quality. They investigated US company data from 1993 to 2003 and the
occurrence frequency of CEM during the four quarters of the financial year. They showed
that CEM occurs in all four quarters, but a comparison of frequency showed that in the fourth
quarter, the CEM was far smaller than in the other three quarters. Thus, Guan et al. (2006)
concluded that the habit of manipulating earnings figures by rounding them up could be miti-
gated by audit firms.>* The first attempt to explicitly investigate CEM as a surrogate for audit
quality was the investigation of Van Caneghem (2004). Including a sample of 1,256 compa-
nies from the UK, Van Caneghem (2004) showed that CEM was only constrained by the in-
dustry specialist, Big Five audit firms.>> Méller (2009) also used CEM to measure the influ-
ence of auditor size on audit quality. While proving a positive influence, she concluded that
the analysis of the digits is a suitable method to measure audit quality.’® As a result of these

studies, audit firms are able to mitigate or reduce CEM.

4.4.2 Characterization of the Test Procedure and Database

Applying the concept of CEM to check the robustness of our data and assuming that high-
quality audits are able to constrain earnings management, we expect that unbalanced joint

audits are able to constrain CEM more effectively than balanced joint audits.

As in former research using the concept of CEM as a proxy for audit quality, we analyze the
evidence for CEM by investigating the second number of the reported results with the Ben-

ford’s Law.” If there is a deviation of the reported results from the Benford distribution,

2 See Thomas (1989), p. 787.

33 See, for example, Niskanen/Keloharju (2000), Van Caneghem (2002), Quick/Wolz (2003) as well as
Skousen/Guan/ Wetzel (2004).

3 See Guan et al. (2006), p. 574.

%5 See Van Caneghem (2004), p. 776.

36 See Méller (2009), p. 20.

57 Newcomb (1881) was the first researcher who identified the different frequencies of numbers. However,
Benford (1938) rediscovered this law, and it was named after Frank Benford.
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which means a significant deficit of the number nine or eight and a significant overhang of

the number zero, then CEM cannot be ruled out for that sample.*®

The Benford distribution follows a logarithmic pattern and the formulas for the expected fre-

quencies for the first (D1) and second digits (D) are:

P(D, :dl)zlog(H(diD 1d, e {1,2,..,9)

1
- 1
P(D, :dz):;log H{ﬁj ;d, €{0,1,...,9}
1= 12

It is important to point out that the term d;d> is not a product of the first and the second digit,
but rather the digit di, and d2 has only been inserted. Using these formulas to calculate the

expected frequencies results in the frequencies shown in Table 7.

Table 7: Expected digital frequencies of the Benford distribution

Digit 0 1 2 3 4 5 6 7 8 9
Position I - 0.3010 | 0.1761 | 0.1249 | 0.0969 | 0.0792 | 0.0670 | 0.0580 | 0.0512 | 0.0458
innumber 2™ | 0.1197 | 0.1139 | 0.1088 | 0.1043 | 0.1003 | 0.0967 | 0.0934 | 0.0904 | 0.0876 | 0.0850

Nigrini and Mittermaier (1997) developed a set of tests to analyze deviations from the Ben-
ford distribution. One of their suggestions was the use of the z-value statistic, which was also
used by Van Caneghem (2004) and many other researchers in their analyses. Thus, we also

use the z-value. It is calculated as follows:

z=t )

where p is the observed proportion, po, the expected proportion and n, the number of observa-
tions. In addition to this test, we also use the chi-square-test to verify the results from the

z-value.’

To conduct the analysis, we split the whole data sample into two subsamples. In the first sub-
sample, all companies are included where the allocation of audit fees is relatively even. We

assume that this is the case if each of the engaged audit firms has at least a certain percentage

8 See, for example, Carslaw (1988), Thomas (1989) or et al. (2004). For details regarding the applicability of
the Benford’s Law to reported earnings figures, see Van Caneghem (2004).
% Also Van Caneghem (2004) used the use the chi-square-test to verify the results from the z-value-test.

II-23



of the audit fees. Thereby, we vary this percentage and make the analysis for the thresholds of
40%, 30% and 20%. In the second subsample, all companies are included where the alloca-
tion of audit fees is more uneven, such that the threshold is not reached or exceeded by one of
the engaged audit firms. After the specification of the subsamples, we analyze whether dif-

ferences between the subsamples with regard to the frequency of CEM can be found.

To find indications for CEM in each subsample, we analyze the second number of the net
income. We exclude all companies with a net income of less than two numbers. We only ana-
lyze positive net income because the number of observations with negative net income is too
low for an analysis. Therefore, we analyze the rounding up behavior, but not the rounding
down behavior. The subsamples of the more equal allocation between both audit firms and

less equal allocation between both audit firms created appears in Table §.

Table 8: Subsamples of the Dataset

20 % 30 % 40 %

Subsample one:

Both audit firms reach or exceed the threshold of ...% 419 364 266

Subsample two:

One of the audit firms does not reach the threshold of ...% 111 166 264
530 530 530

4.4.3 Empirical Results

The results of our assessment of the second-from-the-left digits of the clients’ net income and
their deviations from the Benford distribution are summarized in Tables 9, 10 and 11, which

present results for the three different thresholds (20%, 30%, 40%).
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Table 9: The frequency of second digits in the clients’ net incomes (threshold 20%)

Subsample 1 Subsample 2
one audit firm has less than 20% of the both audit firms have at least 20% of the
audit fees audit fees
Second | Expected Observed Peviation Observed Peviation
Digit frequency frequency (in absolute z-value frequency (in absolute z-value
terms) terms)
0 0.1197 0.0541 0.0656 2.1306** 0.1527 0.0330 2.0837**
1 0.1139 0.1081 0.0058 0.1921 0.0883 0.0256 1.6491%*
2 0.1088 0.1171 0.0083 0.2814 0.1097 0.0009 0.0648
3 0.1043 0.1081 0.0038 0.1313 0.1146 0.0103 0.6870
4 0.1003 0.1081 0.0078 0.2738 0.1074 0.0071 0.4837
5 0.0967 0.0991 0.0024 0.0855 0.0740 0.0227 1.5732
6 0.0934 0.0901 0.0033 0.1198 0.1289 0.0355 2.4957**
7 0.0904 0.0991 0.0087 0.3196 0.0716 0.0189 1.3421
8 0.0876 0.0901 0.0025 0.0928 0.0644 0.0232 1.6769*
9 0.0850 0.1261 0.0411 1.5537 0.0883 0.0033 0.2426
N=111 N =419
¥ =6.51(<16.92) ¥?*=19.01 (> 16.92)

The results show that no indications for CEM are observed in subsample 1 where the alloca-
tion of audit fees is highly uneven so that one audit firm has less than 20% of the total audit
fees. However, there are far too few zeroes, which is significant at the 5% level. Too many
nines are also present, which is not significant. In particular, far too few zeroes could be a
sign of rounding down rather than rounding up. So, it looks like a more conservative behavior
if the smaller audit partner has a stake of less than 20 % on the audit fees. The results are oth-
erwise in the second subsample, whereby both of the joint audit firms have at least 20% of
the total audit fees and the allocation is more even. In this subsample, significantly too many
zeroes are present (at the 5% level) and significantly too few eights (at the 10% level). This is
an indication for CEM.%° However, significantly too many ones and sixes are also present. A
comparison between both distributions reveals a significant difference between both subsam-
ples for zero. This is an indication for less CEM and, therefore, a higher audit quality in the
subsample where the allocation of audit fees is more uneven (so that one audit firm has less

than 20% of the fees).

To analyze whether the whole distribution differs from the Benford distribution, the chi-

square-test is applied. The chi-square-test must exceed 16.92 to be significant at the 5% level

0 See, for example, Carslaw (1988), Thomas (1989), Niskanen/Keloharju (2000), Van Caneghem (2002) or
Skousen et al. (2004).
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with 9 degrees of freedom. This threshold is only reached for the subsample where both audit
firms have more than 20% of the total audit fee. However, this does not disrupt our initial
conclusion. If the chi-square-test is significant, it only means that the observed distribution as
a whole significantly deviates from the expected distribution.®! Such a deviation is not neces-
sary to detect CEM. For the other two thresholds of 30% and 40%, the chi-square-test never

exceeds a critical value and is not significant.

Table 10: The frequency of second digits in the clients’ net incomes (threshold 30%)

Subsample 2 Subsample 2
one audit firm has less than 30% of the both audit firms have at least 30% of the
audit fees audit fees
Second Expected Observed Deviation Observed Deviation
(in absolute z-value (in absolute z-value
Digit frequency frequency frequency
terms) terms)
0 0.1197 0.0904 0.0293 1.1645 0.1511 0.0314 1.8455%
1 0.1139 0.0904 0.0235 0.9546 0.0934 0.0205 1.2307
2 0.1088 0.1024 0.0064 0.2644 0.1154 0.0066 0.4034
3 0.1043 0.1205 0.0161 0.6821 0.1099 0.0056 0.3489
4 0.1003 0.0964 0.0039 0.16798 0.1126 0.0123 0.7836
5 0.0967 0.0843 0.0124 0.5389 0.0769 0.0198 1.2767
6 0.0934 0.1446 0.0512 2.2660** 0.1099 0.0165 1.0812
7 0.0904 0.0723 0.0181 0.8137 0.0797 0.0107 0.7139
8 0.0876 0.0843 0.0033 0.1487 0.0632 0.0244 1.6475%
9 0.0850 0.1145 0.0295 1.3609 0.0879 0.0029 0.1992
N =166 N =364
%2 =9.74 (< 16.92) ¥?=10.65 (< 16.92)

At the threshold of 30%, the results show that if both audit firms have a stake of more than
30% of the audit fees, signs of CEM can be detected. Significantly too many zeroes and sig-
nificantly too few eights are observed (both on the 10% level). The other subsample, where
only one audit firm has a stake of more than 30%, no sign of CEM can be detected, but sig-
nificantly too many sixes are observed. A comparison between both distributions reveals a
significant difference between both subsamples for zero. This is an indication for less CEM
and, therefore, a higher audit quality in the subsample where the allocation of audit fees is

more uneven (so that one audit firm has less than 30% of the fees).

61 See Carslaw (1988), p. 324.
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Table 11: The frequency of second digits in the clients’ net incomes (threshold 40%)

Subsample 2 Subsample 2
one audit firm has less than 40% of the both audit firms have at least 40% of the
audit fees audit fees
Second Expected Observed Peviation Observed Peviation
Digit frequency frequency (in absolute z-value frequency (in absolute z-value
terms) terms)
0 0.1197 0.1023 0.0174 0.8723 0.1617 0.0420 2.1079%*
1 0.1139 0.0871 0.0268 1.3696 0.0977 0.0162 0.8294
2 0.1088 0.1250 0.0162 0.8453 0.0977 0.0111 0.5791
3 0.1043 0.1288 0.0245 1.3018 0.0977 0.0066 0.3498
4 0.1003 0.0947 0.0056 0.3031 0.1203 0.0200 1.0859
5 0.0967 0.0833 0.0133 0.7348 0.0752 0.0215 1.1871
6 0.0934 0.1402 0.0468 2.6105%** 0.1015 0.0081 0.4542
7 0.0904 0.0758 0.0146 0.8297 0.0789 0.0115 0.6514
8 0.0876 0.0720 0.0156 0.8983 0.0677 0.0199 1.1498
9 0.0850 0.0909 0.0059 0.3443 0.1015 0.0165 0.9652
N =264 N =266
2 =12.71 (< 16.92) % =9,89(<16.92)

The subsample with a less equal allocation (threshold: now 40%) still does not show any sign
of CEM because the deviation of the relevant numbers between the observed and the ex-
pected frequencies are not significant. The deviation of the number six is still significant (on
the 1% level). Thus, CEM can be ruled out for this subsample. In the subsample 2, with a
more equal allocation of the audit fees, the effect of CEM is reduced. Significantly too many
zeroes are still observed (on the 5% level), but the number eight no longer has significance.
This result is due to the fact that, in comparison to the 30% analysis (Table 10), 98 observa-
tions drop out between subsample 2 and subsample 1. The reason for this is that one of the
audit firms in these observations has a stake in the audit fees between 30% and 40%. There-
fore, they move into the subsample with a less equal allocation of audit fees by enhancing the
threshold from 30% to 40%. A comparison between both distributions reveals a significant
difference between both subsamples for zero. This is an indication for less CEM taking place

in the case of an unbalanced joint audit.

While interpreting the results, we feel it is important to note that the CEM-analysis is a uni-
variate analysis. Consequently, it is not clear whether the effects are driven by the allocation
of audit work or by other influences that are not considered in this study. Nevertheless, if we

assume that less CEM indicates a higher audit quality, the results indicate that an unbalanced
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joint audit results in higher audit quality than a balanced joint audit. Therefore, our results

support the results of the accruals-study and, therefore hypothesis H2.

5  Summary and Conclusion

This study addressed joint audits and analyzed the question of the impact of the allocation of
audit work between the engaged audit firms on the total amount of audit fees and quality. We
included data from the French audit market for listed companies over the financial years 2009
to 2012 in the analysis. With regard to the effects on the audit fees, our empirical testing re-
vealed that joint audits where one main auditor has a large stake in the audit work (unbal-
anced joint audits) lead to smaller audit costs than joint audits where the audit work is shared
more evenly (balanced joint audit). We also uncovered a Big Four premium, which is a bit

greater for joint audits appointing one Big Four rather than two Big Four audit firms.

The second analysis addressed the question of the influence of the audit work allocation on
audit quality. We, therefore, analyzed whether abnormal working capital accruals were sys-
tematically different for companies where the joint audit firms allocated work in a more bal-
anced way. To predict the working capital accruals, we used the linear model of DeFond and
Park (2001). The results showed that there are fewer abnormal working capital accruals for
unbalanced joint audits than for balanced joint audits. This leads us to the conclusion that less
balanced audit work allocations enhance the audit quality in a joint audit. This result is at-
tributable to the free rider effect, which should be greater in a joint audit with a balanced au-
dit work allocation than in a joint audit where the audit work is allocated more unevenly. Dif-
ficulties in the communication and coordination process may also lead to reduced audit quali-

ty in the case of balanced audit work allocation.

Measuring audit quality by applying the concept of abnormal working capital accruals has
often been criticized in the literature because the model demonstrates a poor ability to sepa-
rate the normal component from the abnormal component of earnings. Therefore, we checked
our results for robustness applying the concept of cosmetic earnings management (CEM). In
financial reporting, CEM means a special type of earnings management and can be described
as a way of fine tuning the reported results of a company. Former research has shown that an
auditor can influence the total amount of CEM, and it can be used as a surrogate for audit

quality. In our various investigations, we found no indications for CEM in the subsample of
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companies audited by an unbalanced joint audit. Instead, we found indications for the exist-
ence of CEM in the subsample of companies where the audit firms shared their audit work
more evenly. These results indicate that companies audited by an unbalanced joint audit have
a lower tendency to round up reported results. Although the concept of CEM has not been
sufficiently tested and proven to measure audit quality until now, the results of our CEM-
analysis confirm the findings of the abnormal accruals analysis and, therefore, indicate its

robustness.

In conclusion, our audit fee and audit quality analyses have shown that unbalanced joint au-
dits lead to smaller audit costs and higher audit quality. In contrast, joint audits where the
audit work is allocated more evenly lead to higher audit costs and lower audit quality. As
unbalanced joint audits have parallels to single audits, the results suggest that single audits
may lead to higher audit quality and lower audit costs as compared with joint audits, at least

in the audit market and period considered.

The empirical evidence presented here should be of interest for companies that are consider-
ing choosing more than one auditor to audit their financial statements. Furthermore, it should
be of interest to regulators who are debating the costs and benefits of joint audits. Our results

contribute to the joint audit literature on analyses of the optimal design of joint audits.
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Titel

How Engagement Quality Reviews Enhance Incentives for Audit-Related Services

Wie eine priifungsbegleitende interne Qualitdtskontrolle die Anreize zur Akquise priifungsna-

her Dienstleistungen erhoht
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How Engagement Quality Reviews Enhance

Incentives for Audit-Related Services

ABSTRACT

Engagement Quality Reviews (EQRs) are an important element of the audit quality control
process as they take place before expressing the opinion and may be the auditor’s last defense
in preventing an audit failure. This study analyzes in a stylized analytical model the effects of
EQRs on the sharing rules of audit partnerships as well as on their expected payoffs. It is
shown that EQRs can enhance the engagement partner’s incentives to provide audit-related
services so that the audit firm’s expected payoff rises compared to the case that no EQR takes
place. For this reason, there could be an endogenous incentive for audit partnerships to invest
in EQRs whenever the review costs are not too great. It is furthermore shown, that the report-

ing threshold can be greater but also smaller in the case of an EQR.
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1 Introduction

An Engagement Quality Review! (hereafter referred to as EQR) means that a second partner
who is not in charge with the engagement reviews the engagement partner’s audit and its doc-
umentation to examine and resolve audit, accounting and financial reporting matters.? It is
known as an important element of the audit quality control process. In contrast to peer re-
views, which occur after providing the audit opinion and involve only some clients, EQRs
take place before expressing the opinion and may be the auditor’s last defense in preventing

an audit failure.’

In 1978, the Security Exchange Commission (SEC) Practice Section of the American Institute
of Certified Public Accountants (AICPA) was formed and made EQRs obligatory for all
members in audits of public listed companies.* Before the SEC’s requirements, EQRs were
common practice for many public accounting firms.> As the responsibilities of the EQR were
not concretized in the early regulations and as the Public Oversight Board had identified a
lack of objectivity in the review process, the SEC revised its guidance in the 1990’s to over-
come some concerns about the effectiveness of EQR.® The Sarbanes-Oxley Act of 2002 em-
phasized the importance of EQRs again as it instructed the Public Company Accounting
Oversight Board (PCAOB) to develop an auditing standard addressing EQRs.” In 2009, the
PCAOB presented the new audit standard (AS) No. 7 called Engagement Quality Reviews
which was adopted by the SEC in January 2010. The new AS states that a review partner has
to evaluate the significant judgments and the conclusions made by the engagement team.® It
furthermore states that the review partner must not have a previous connection with the en-
gagement and that he has to maintain integrity and objectivity in performing the engagement
quality review. The International Federation of Accountants (IFAC) has an equivalent rule for
its members: The International Standard on Auditing (ISA) No. 220 undertakes audit firms to

perform an engagement quality control review “to provide an objective evaluation, on or be-

In the literature, EQR is also known as a second or concurring partner review. The International Auditing
and Assurance Standards Board (IAASB) as well as the PCAOP decided to use the term Engagement Quality
Review in their audit standards and literature. See PCAOB (2009).

See U. S. House of Representatives (2002).

See Tucker/Matsumara (1997), p. 79.

See AICPA (1986).

See Mautz/Matusiak (1988).

See Public Oversight Board (1993), p. 48. See for an overview of the new responsibilities Epps/Messier
(2007), table 1.

7 See U. S. House of Representatives (2002).

8 See PCAOB (2009).

[ NV R NV )

nI-3



fore the date of the auditor’s report, of the significant judgments the engagement team made

and the conclusions it reached in formulating the auditor’s report™.

The purpose of this study is to examine whether the audit firm’s expected payoff from an au-
dit project can be greater with than without an EQR as an EQR may enhance the engagement
partner’s incentives to provide audit related services. Furthermore, it is analyzed whether the
reporting threshold and, therefore, the amount of truthful reporting is greater in the case of an

EQR.

To answer these research questions, a stylized analytical model is developed in which audit
firms consist of several individual partners. The engagement partner of an audit firm is always
interested in maximizing his individual payoff when he decides for a qualified or an unquali-
fied audit report and the optimal amount of audit-related services. In a basic variant of the
model, the engagement partner’s optimal report decision, his optimal level of audit-related
services as well as the audit firm’s equilibrium sharing rule concerning fees and liabilities are
analyzed. At determining the equilibrium sharing rule I assume that the partners are interested
in maximizing the overall payoff of the firm which depends on direct audit costs, expected
liability damages and a payoff resulting from the engagement partner’s acquisition of audit-
related service projects. In an extended version of the model, it is analyzed how the results of
the basic model variant change in the case that an EQR takes place. After the review process,
the review partner can thereby decide whether to agree with the engagements partner’s report
decision or to disagree to it by proposing a dissenting opinion. I assume that the EQR partner
has no previous connection with the engagement and that he is also interested in maximizing

his individual payoff making his decisions.

The main findings are the following: Without an EQR taking place, the engagement partner’s
report and service decisions are not optimal from the firm’s point of view. The reason is that
in the event of a liability case, each of the audit firm’s partners is affected by liability damag-
es so that the engagement partner does not bear the sum of damages alone. Consequently, his
incentives to report truthfully are too small from the audit firm’s point of view. The audit firm
reacts by limiting the engagement partner’s share on audit related service payoffs to enhance
his incentives to report truthfully. This results in less service return so that the audit firm’s
expected payoff decreases. In the presence of an EQR, the audit firm changes its equilibrium

sharing rule what makes the engagement partner also changing his individual decisions. In the

9 See ISA 220, § 7. In Germany, e.g., ISA 220 was implemented by the German Chamber of Public Account-
ants (Wirtschaftspriiferkammer) in § 24d BS WP/vBP.
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equilibrium, the resulting audit firm’s expected payoff can therefore be greater in the presence
than in the absence of an EQR. One reason is that due to an EQR there are cases where the
audit firm can provide greater incentives for audit related services resulting in a higher service
return as the review partner ensures truthful reporting. Therefore, a greater expected payoff
for the audit firm results if this is the case. Consequently, there can be an endogenous incen-
tive for an audit partnership (hereafter referred to as audit firm) to decide for an EQR volun-
tarily. A comparison of the report decisions shows that the amount of truthful reporting is
normally greater in the presence of an EQR, but it can be also smaller compared to the case
where no EQR takes place. The latter will be the case, if the audit firm is very small and / or

the reputational damages that each partner bears in the event of an audit failure are great.

The above mentioned results regarding the influence of an EQR on the audit quality are in
line with the results of prior research that shows that an EQR can reduce the audit risk.
Matsumura and Tucker (1995) analyze in an analytical model how the engagement partner’s
incentives to bias the audit report change in the presence of an EQR. Thereby, they assume
that the engagement partner’s incentives for biasing the audit report result from client pressure
(opinion shopping). The results show that an EQR can induce the engagement partner to re-
port with greater independence and to plan higher levels of audit testing. In contrast to the
study of Matsumura and Tucker (1995), the present analyses show that the engagement part-
ner’s incentives to bias the report can also result from the presence of profitable service pro-
jects. In this case, the review partner is not only able to enhance the reporting threshold but
leads also to greater incentives for acquiring service projects resulting in a higher expected
payoff for the audit firm. In an experimental study, Matsumura and Tucker (1997) show that
EQRs can lead to less reporting bias. This result confirms the result of their analytical study
described above. Ayers and Kaplan (2003) also confirm these results in their experimental
study as they show that audit risk assessments are improved in the presence of an EQR. Fur-
ther related studies analyze the impact of the design of EQRs or the influence of the compe-
tence of the review partners on the effectiveness of EQRs:'" Favere-Marchesi and Emby
(2005), for example, show in an experimental study that a rotation of review partners im-
proves their judgments. Owhoso, Messier and Lynch (2002) analyze the influence of industry

specialization; Luehlfing, Copley and Shockley (1995) the influence of the experience of re-

10 Schneider and Messier (2007) as well as Bedard, Deis, Curtis and Jenkins (2008) provide a detailed review of
prior research on EQRs. Since the review of Schneider and Messier (2007) and Bedard, Deis, Curtis and Jen-
kins (2008) I am only aware of the survey study of Emby and Favere-Marchesi (2010) analyzing the interac-
tion between review and engagement partners and of the study of Messier, Kozloski and Kochetova-Kozloski
(2010) analyzing empirically SEC and PCAOB enforcement actions against EQRs.
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view partners; and Bedard, Deis, Curtis and Jenkins (2008) the influence of the review ap-
proach itself on the effectiveness of EQRs.

The methodology and approach I use this study is closely related to that of Liu and Simunic
(2005) and to that of Liu and Chan (2012) although both studies do not analyze an EQR topic.
Liu and Simunic (2005) use, for the first time, an analytical model to analyze the effects of
profit sharing rules on individual partners’ decisions in audit firms. They show that under cer-
tain conditions firms strategically choose different profit sharing rules to specialize in differ-
ent types of clients whereby they earn positive economic profits. Liu and Chan (2012) also
analyze profit sharing rules in audit partnerships. They examine how audit firms choose profit
sharing rules optimally when besides an engagement partner there is also a consulting partner
providing consulting services to the auditor’s client. They furthermore examine how the equi-
librium sharing rule changes when a participation of the engagement partner in the consulting

profits is prohibited.

To the best of my knowledge, there is no prior theoretical research dealing with the question
of the influence of an EQR on the audit firm’s incentives to perform audit-related services as

well as analyzing the audit firm’s incentives to decide voluntarily for an EQR in this context.

The remainder of this paper is organized as follows: Section 2 presents the basic variant of the
analytical model. In this basic variant, the equilibrium sharing rule and the resulting effects on
the audit firm’s expected payoffs, reporting threshold and incentives to provide audit-related
services are analyzed under the assumption that no EQR takes place. In section 3, an EQR is
introduced and it is examined how the results change in comparison to the results of section 3.

Section 4 summarizes and concludes.

2 The Basic Model

The basic model assumptions made in this study are very similar to those reported in Liu and
Chan (2012). The model is a one-period model that includes two identical audit firms and
m >0 identical companies. In the model, the companies are mandated to hire an audit firm
that verifies the credibility of their financial reports. Each audit firm is a partnership and con-
sists of n > 2 identical partners. The audit firms compete for a client and the company choos-
es the audit firm whose engagement partner bids the lowest audit fee 7. As in Liu and Chan

(2012) several assumptions regarding the bidding strategy are made: The first assumption is
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that the engagement partner does not bid a fee that is lower than his breakeven price and that
the audit firm (the partnership) does not accept a fee which is lower than its breakeven price.!!
Secondly, when both audit firms bid the same audit fee, I assume that the audit firm with the
lower breakeven price wins the bid. If both audit firms bid the same audit fee and have the
same breakeven price | assume that both audit firms have an equal chance of winning the
bid.!? All parties in the model are risk neutral and interested in maximizing their individual

payoffs. The interest rate is normalized to zero.

2.1 Basic Model Assumptions and Sequence of Events
2.1.1 Audit Process, Audit Opinion and Audit-Related Services

I assume a situation in which an audit firm is engaged to audit the financial statements of a
client.!® The audit process itself is not modeled explicitly, but instead I assume that the en-
gagement partner finds evidence of misstatements wherever the financial statements are mis-
stated. This means that the detection risk is equal to zero. Furthermore, during the audit pro-
cess the engagement partner observes the level of materiality of the misstatements
(u# €[0,1]) and learns where the client’s operations and accounting systems have improve-
ment potential for the future. The costs of the audit process are represented by K*. These

costs are assumed to be private costs of the engagement partner.

After the audit process has taken place, the engagement partner decides whether to issue an
unqualified opinion (7 =1) or a qualified opinion (»=0). In the case of a qualified opinion,
the audited company is liquidated and the game is over. Otherwise, if the engagement partner

decides for an unqualified opinion the company will not be liquidated.

When the company is not liquidated (» = 1), the engagement partner is able to provide audit-
related services to the client. The reason is that he observes the improvement potential of the
client’s operations and accounting systems during the audit process. The engagement part-
ner’s audit-related service effort is represented by s>0. The service effort costs are repre-

sented by

This assumption is made to avoid incredible threats discussed by Grossman (1981) and Hurter/Lederer
(1986).
These technical assumption are made to avoid dealing with an & - equilibrium. See Tirole (2002), p. 234.
As the audit firms are identical and independent, the optimal decisions of each audit firm are the same so that
the game is only considered for one audit firm.
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N |
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with & > 0. I assume that audit-related services improve the profitability and therefore results
in a positive cash flow for the client in the amount of s-A4. For simplicity, the marginal ser-
vice return 4 is set equal to one in the subsequent analyses. As only the engagement partner
discovers the service potential during the audit process, he is the only party who is able to
provide audit-related services to the client. Therefore, no competing (audit) firms for the ser-

vice project are present.'*

If the engagement partner decides to issue an unqualified opinion even though the financial
statements are misstated, the materiality 4 >0 gives the probability that an external enforce-
ment decides in favor for an audit failure, resulting in a liability case. If this is the case, the
audit firm will bear damages in the amount of M > 0. I assume that these damages include

legal liabilities as well as damages due to reputational losses. '

2.1.2 Linear Sharing Rule

As described above, each audit firm is a partnership and consists of #n > 2 identical partners. I
assume that the partners decide how to share the total amount of the audit fee ( /), the audit-
related service fee ( /) and the damages that arise in the event of a liability case (M ) by

applying a linear sharing rule before submitting an audit proposal.

By choosing the optimal sharing rule, the partnership (hereafter referred to as the audit firm)
indicates its interests in maximizing its expected overall payoff. Thereby, the expected overall
payoff of the audit firm is defined by the sum of all individual payoffs of its partners. The
engagement partner’s compensation received from a client is represented by £}, and is de-

termined as follows:'®

FEP:‘QEP'fA+IBEP'fS_7EP'M (2)

Alternatively, one can assume that an outside competitive audit firm is also able to provide audit-related
services for the client. In this case, it can be assumed that the engagement partner has cost advantages over an
outside audit firm as there are expected knowledge spillovers from the audit process. For this reason, the no-
tation would be more complicated, but the qualitative results of the analyses should not change.
In the case of reputational damages, losses of future quasi rents are assumed as, in the case of an audit failure,
prospective clients may conclude a poor audit quality, weakening the audit firm’s reputation and its competi-
tiveness.
The index EP stands for the engagement partner.
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6., €[0,1] represents the engagement partner’s share in the audit fee ( /) and A,, €[0,1] the
engagement partner’s share in audit-related service fee ( /). As the audit firm cannot allocate
more than the total amount of fees to their partners, S, and 6,, are limited to one. The re-
maining fee shares of 1-6,, and 1- f,, are allocated to the remaining n—1 partners. Re-
garding the audit fee I assume that the audit partnership allocates the fee in a way that ensures
that each of the partners earns at least its reservation wage which is normalized to zero for
simplicity. Regarding the audit-related service fee, I assume that the remaining n—1 part-
ners!” share the (after the engagements partner’s remuneration) remaining fee evenly. Conse-

quently, each of the remaining partners bears an equal service fee share of g, = 2= where

n-1

i# EP. y,, represents the engagement partner’s share in damages that result in the event of a
liability case (M ). Like the audit-related service fee, I assume that the remaining n—1 part-
ners share the remaining liability damages evenly, so that y, = =2 where i # EP . Further-
more, | assume that the liability damages M contain legal liability payments as well as repu-
tational damages and that in the event of an audit failure, the reputational damages affect the
firm as a whole and, therefore, all of its partners. Consequently, I assume that each of the »
partners bears a minimum share of M which is represented by » >0 and where n-y <1.'®
For this reason, the share of liability damages that can be allocated to the engagement partner

is limited so that y,, € [y,1-(n—-1)-7].

2.1.3 Summary of the Sequence of Events

At the beginning of the game, both audit firms make decisions related to the partners’ com-
pensations and determine the linear sharing rule (6,,, B,», 75 )- It is presumed that the shar-
ing rule cannot be changed at a later time. In the second stage of the game, the two audit firms
compete for an audit client. In the model, the client chooses the audit firm that offers the low-
est audit fee, whereby the engagement partner submits the proposal. After the client has cho-
sen an audit firm, the engagement partner audits the financial statements of the client. The
engagement partner finds certain misstatements and observes the materiality x of the mis-

statements, which represents the probability that in the case of suppressing the evidence an

17" The remaining (n-1) partners are all partners without the engagement partner.

18 This assumption is based upon the fact that media rarely report on the failure of single engagement teams, but
often report on the involvement of audit firms in accounting scandals. Therefore, it is difficult for sharehold-
ers and prospective clients to assign responsibility for an audit failure to individual partners. As a conse-
quence, all of the audit firm’s partners suffer from losses of reputation due to the audit failure. A prominent
example is the loss of reputation experienced by the Big Five audit firm Arthur Andersen after the Enron-
scandal. The damages to their reputation led to the collapse of the auditing network and, therefore affected all
of its partners.
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external enforcement decides in favor for an audit failure resulting in a liability case. In addi-
tion to finding misstatements, the engagement partner also observes the service potential of
the client. After the audit process has been completed, the engagement partner chooses the
audit opinion. In the case that a qualified opinion is made, the client is liquidated, no audit-
related services take place and the client pays the audit fee f* to the audit firm. The audit
firm shares the audit fee according to the sharing rule determined in the beginning of the peri-
od. In the case that an unqualified opinion is made, the client is not liquidated and the en-
gagement partner invests service effort in the amount of s, which leads to returns for the cli-
ent in the amount of s . Thereafter, the client pays the audit and service fees to the audit firm.
In the event of an audit failure, liability payments take place. The audit firm shares the audit
and service fees according to the sharing rule determined in the beginning of the game. Fi-

gure I summarizes the sequence of events:

Figure 1: Sequence of events

| The partners of each audit firm decide about the sharing rule. |

| The engagement partner submits an audit proposal to a company. |

The audit process takes place; the engagement partner observes the
materiality of misstatements p and the service potential of the client.

The engagement partner decides about the audit opinion:r=0o0r r=1.

| Qualified opinion: r=0 | | Unqualified opinion: r=1 |

| The client is liquidated. | | The client is not liquidated. |
The engagement partner submits the

optimal audit related service effort s which
generates a return of's for the client.

No audit related service effort and no service
returns take place.

i 1-p)
A liability case results leading to
No liabillity case results. liability damages in the amount of No liability case results.
M.

The client pays the audit fee and the service fee to the audit firm.
The audit partners make the legal payments and are compensated according to the sharing rule.
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2.2 Benchmark Case: Optimal Decisions from the Firm’s Point of View
2.2.1 The Service Effort Decision

Before analyzing the optimal partner compensation and the effects of an EQR, the benchmark
case is analyzed where I assume that the audit firm only consists of one auditor (no partner-

ship)."?

Using the technique of backward induction, the analysis begins with the optimal audit-related
service effort s. While making its decisions, the audit firm is interested in maximizing its ser-

vice payoff P®, which is
PP=fi=ts 3)
Service
effort costs

[NIE

In contrast to the audit fee, the service fee f*° is not determined by competition as only the
engaged audit firm observes the service potential of the client. Therefore, to maximize its ser-
vice payoff, the audit firm bills the maximum service fee that the client is willing to pay. It

equals the client’s service return and is determined by

fo=s 4)
Because the audit firm is interested in maximizing the service payoff P°, its objective func-
tion to choose the optimal service effort is

max Pi(s)= s - kg (5)

Service fee Service

effort costs

The resulting optimal audit-related service effort is

1
sT=— 6
. (6)
If the audit firm chooses the optimal amount of service effort (6), its service payoff will be
P(s")=s" —k'S+2=L>O (7)
? 2-k

19" In the following, the terms auditor and audit firm are used synonymously as there is only one audit partner
who represents the whole audit firm.
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2.2.2 The Audit Firm’s Report Decision

After determining the optimal audit-related service effort, the next step in the backward in-

duction procedure is to analyze the report decision of the audit firm.

If the client’s financial statements are misstated (x>0 ), the audit firm decides whether to
report or suppress the evidence. As the audit firm can only provide audit-related services to
generate a positive service return (7) in the case of an unqualified report, it chooses to sup-

press the evidence whenever its service payoff is greater than the expected liability damages:
r=1 if P°(s")<u-M (8)

Inserting (7) in (8) and rearranging the terms leads to the following critical reporting threshold

of the audit firm:

—_PS(S+)_ 1
T oM ®)

To ensure that the resulting reporting threshold ;_1 is never greater than one, the following

technical assumption is made for subsequent analyses:
k-M>1 (10)

Whenever the audit firm observes a materiality x that is greater than its reporting threshold
u during the audit process, its expected liability damages from biasing the report®® are great-
er than the payoff from the service project. Therefore, the firm never chooses the option of
issuing an unqualified opinion in this case. In the other case, where the audit firm observes a
materiality g that is smaller than the critical threshold ;, its expected liability damages from
biasing the report are smaller than the payoff resulting from the service project and the firm
chooses therefore to issue a (biased) unqualified opinion. In the case that the observed materi-
ality u is equal to the reporting threshold ;, the audit firm is indifferent in its report deci-
sion. I assume that the audit firm chooses to create an (unbiased) qualified report in this case.

The report decisions of the audit firm can be summarized as follows:
_)
U (11)
%

where ; =

PS(sh)
o

20 A report is defined as biased whenever the opinion is unqualified although the financial statements contain
material misstatements so that z>0.
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0 — 1 0 — 1
- ~<0  and < —p=-——<0
oM”  2-k-M ok' 2-M-k

(12)

less reporting bias exists for larger liability damages M and / or larger marginal service effort

costs k.

Assuming that the materiality £ is uniformly distributed in the interval z € (0,1),?! the audit

firm’s expected payoff from the report and service decisions is

u
1
P =|(P°(s")—u-M) 0 =—>0 13
!(()u)u YT (13)
As the firm’s expected payoff from the report and service decision is greater than zero (13),

the audit firm’s expected net costs are

C'=K"-pP" (14)

As described above, the audit firms compete for the client and the client chooses the audit
firm that offers the lowest audit fee ( /). To win the bid, each audit firm tries to undercut the
rival firm’s proposal. The lowest audit fee that one audit firm is willing to bid equals its
breakeven price (14), which is also the firm’s optimal proposal. The reason is the following:
The audit firm never accepts a proposal that is lower than its breakeven price, since this would
result in a negative overall payoff from the audit engagement. If the proposed audit fee is
higher than the firm’s breakeven price, the rival audit firm will undercut the proposal by bid-
ding a fee that is closer to its breakeven price and will win the bid. Consequently, bidding an
audit fee that equals the firm’s breakeven price is the dominant strategy, because it is the most
competitive (winning) proposal. In the case that both audit firms bid the same audit fee, the
audit firm with the lower breakeven price wins the bid. Consequently, the dominant strategy
is furthermore to make decisions that minimize the firm’s expected net costs (its breakeven
price). Otherwise, if the audit firm makes decisions that do not minimize its breakeven price,
the rival audit firm will win the bid by submitting a proposal closer to the breakeven price.
Consequently, the resulting dominant strategy which is the best response to any sharing rule

of the other audit firm is to bid the following audit fee:

f'=C'=K"-P'(s") (15)

2L Also for further analyses it is assumed that the materiality g is uniformly distributed in the interval

1e(0,1).
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As both audit firms are assumed to be identical, both make the same decisions, have the same
breakeven price and bid the same audit fee. Therefore, in the equilibrium, each audit firm has

the same chance of winning the bid and gains an equal share of the audit market, which is 5.

2.3 The Audit Firm as a Partnership
2.3.1 Optimal Service Effort and Report Decisions

In contrast to the benchmark case, I now assume that the audit firm consists of # > 2 identical
partners. The basic assumptions are the same as described in the benchmark case, but now it
is the engagement partner who makes the audit proposal and takes the report and service deci-
sion. Thereby, the engagement partner is not interested in maximizing the expected payoff of
the audit firm (partnership), but instead in maximizing his individual expected payoff. Assum-
ing that the engagement partner’s service effort costs are represented by £-s2, with £ >0,

his objective function in choosing the optimal service effort (s,, ) is

S = g = kg2
max P (Sgp) = BepSpp = 5 Sip (16)
SEP S —
EP's share EP's service
of service fees  effort costs

The resulting engagement partner’s optimal service effort is
Sep = 7 (17)

and his individual service payoff choosing the optimal service effort (17) is

Brr
k

>0 if S,,>0 (18)

S * _ * ok ¥
Pep(Sgp) = Prp Sep — 5 Sgp =
—
EP's share EP's service

of service fee  effort costs

The audit firm’s service payoff from the service effort of the engagement partner is>>

Prin= sy - b =22 e ot g, 50 (19)

Service fee  EP's service
effort costs

Assuming that the financial statements contain evidence of misstatements (x> 0), the en-
gagement partner decides whether to report the evidence (»=0) or to suppress the evidence

by issuing an unqualified (biased) opinion (» =1). The engagement partner chooses an un-

22 The index AF stands for the audit firm.
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qualified (biased) report, whenever his individual service payoff exceeds his expected indi-

vidual liability damages:
rep =1 if P (spp) > 1Y pp- M (20)

Rearranging (20) leads to the following critical reporting threshold of the engagement partner:

o PJ;J(SZP) _ ﬂép
EP Yer M 2-kyg,-M

€2y

The report decisions of the engagement partner can be summarized as follows:

</¢_EP —> 71 =1
u (22)

2y 1 =0

— P3(s
where ,LJEP=M.
EP'M
As
a _ 2
_ﬂEP:_LZ<Oﬂ
oM 2y k- M
_ 2
L’UEP = _Lz <0, (23)
0 ep 2-M-k-yg
a_ 2
Ok 2M -y k

there is less reporting bias if the engagement partner’s individual damages as a result of a lia-
bility case increase (y,,-M ) and / or if the marginal service effort costs £ increase. If the
engagement partner’s share of the service return ( 5, ) increases, there is more reporting bias

as

0 — ,BEP

=y, =—Fr 59 (24)
aﬁEP o M'k'VEP

The reason is straightforward: Biasing the report will be more attractive for the engagement

partner if his expected damages that result from the bias decrease or his payoff increases.
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2.3.2 The Equilibrium Sharing Rule

In the audit partnership, the engagement partner makes decisions that maximize his individual
expected payoff instead of that of the audit firm. For this reason, all audit firm partners decide
upon a sharing rule in the beginning of the game that encourages the partners to choose the
firm’s desired decisions. Under the assumption that the engagement partner submits the audit
proposal and that the client chooses the audit firm that bids the lowest audit fee, Proposition 1

characterizes the audit firm’s equilibrium decisions and the outcome:

PROPOSITION 1:  In the equilibrium, ...
a) ... each audit firm chooses a sharing rule SR that is dominant with respect to

the rival audit firm. It is:

. 4.7/MAX
Ber=—"—wx
1+3-y
SR =<,
Vep =7MAX
0,,=1

_ (25)
where y"™ =1—(n—-1)-y

b) ... each engagement partner bids an audit fee that is equal to the firm’s break-

even price

S (SR) = C}(SR) (26)

and each audit firm gains an equal expected share of the audit market.

Proof: See Appendix.

Proposition 1 shows the firm’s dominant sharing rule as it is favored over any other sharing

rule for the following reasons:

Firstly, the sharing rule 8,, equates the engagement partner’s individual breakeven price to
the firm’s net costs, representing the firm’s breakeven price:
Cer(Bep>7r)
gEP

EP's breakeven price

= CjF (ﬂZPJ/;P) (27)
%/—J

AF's breakeven price
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Therefore, the engagement partner is induced to bid an audit fee that is equal to the firm’s

breakeven price.

Secondly, the sharing rule SR induces the engagement partner to make decisions that mini-
mize the firm’s expected net costs so that C’ . (fB,,,7,,)=C,"™ . In the equilibrium, the en-

gagement partner’s expected net costs equal the audit firm’s expected net costs as 6,, =1 (see

27)).

To summarize, the equilibrium sharing rule SR forces the engagement partner to make deci-
sions that minimize the audit firm’s expected net costs in order to maximize his own (and the
audit firm’s) expected payoff. Furthermore, it induces the engagement partner to bid an audit
fee that is equal to the firm’s breakeven price. For the reasons described in the benchmark
case, it follows that the sharing rule SR induces the engagement partner to bid the most com-
petitive (winning) proposal. It is the audit firm’s dominant sharing rule as it is the best re-

sponse to any sharing rule of the other audit firm.

The resulting audit firm’s and engagement partner’s expected overall payoffs from the audit

project are equal to zero as
' =Cl(BepsVip) (28)
—— [ —

Audit fee AF's expected net costs

and as
* A _ T * *
Opp - | = Cprp(BepsVip) (29)
%/_/ %f—/
EP's share on EP's expected net costs

the audit fee

As it is assumed that the competing audit firms are identical, in the equilibrium, each audit
firm chooses the same dominant sharing rule, has therefore the same breakeven price and bids
the same audit fee /* (SR). Due to the tie-breaking rule mentioned above, each of the audit
firms has an equal chance of winning the bid and, therefore, gains an equal expected share of

the audit market, which is 5.

Analyzing the engagement partner’s equilibrium share of service fee shows that it increases

whenever the engagement partner’s share on the liability damages increases:

0 X MAX 4
a}/MAX Ber(Vep =7"") (1+3- 7/MAX )2 (30)

The intuition is straightforward: If the audit firm can allocate a larger share of the liability
damages to the engagement partner, his incentives for biasing the report decrease. Conse-
quently, the audit firm allocates more of the service fee to the engagement partner enhancing
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his incentives to provide audit-related service effort and increasing the audit firm’s service

payoff.

Analyzing the maximum share of liability damages that can be allocated to the engagement

MAX

partner (7" ) shows that it decreases whenever the number of the audit firm’s partners (7))
and / or the minimum share of (reputational) damages that affects each partner in the event of

a liability case (7 ) increases:

i}/MAX :_;<0 (31)
on
0 MAX _
— " —(1-n)<0 (32)
ay

Consequently, the engagement partner’s incentives to perform audit-related services ()
increase (decrease) whenever the number of the firm’s partner decrease (increase) and / or
when the minimum share of liability damages that affects each partner in the event of a liabil-

ity case decreases (increases) (see (30)).

To analyze how the engagement partner’s reporting threshold ( £, ) will change if he bears a
greater share of the liability damages, two opposing effects have to be considered: On one
hand, it is intuitive that the engagement partner’s incentives for biasing the report will de-
crease if his share on the liability damages increases as he expects greater damages resulting
from biasing the report in this case (direct effect, see (23)). On the other hand, the audit firm
allocates a greater share of the service fee to the engagement partner when his share on the
liability damages increases (see (30)). Consequently, the engagement partner’s incentives to
bias the report increase as he expects a greater share of the service payoff what makes biasing
the report more attractive (indirect effect, see (24)). Whether the engagement partner enhanc-
es or reduces his reporting threshold when his share on the liability damages increases de-
pends on which of the two described effects is dominant. (33) shows that if the engagement
partner’s share on the liability damages is large, his reporting threshold decreases in the case
that his share on the liability damages increases so that the direct effect outweighs the indirect
effect. In contrast, if the engagement partner’s share on the liability damages is small, his re-
porting threshold increases when his share on the liability damages increases so that the indi-
rect effect outweighs the direct effect:

8 824y >0

T pF MAX *o_ L MAXy 33
aj/MAX luEP(ﬂEP(]/ )’]/EP 7/ ) kM‘(1+37/MAX)3 <0 lf MAX S ( )
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The comparison of the engagement partner’s reporting threshold to the firm’s desired report-
ing threshold (deduced in the benchmark case) is made in the following:

1<t (Bope i) i 7 >4 and k.M >0

- (34)

> iy (Brpsyp) if p™™ <4 and k,M >0
The comparison of the reporting thresholds shows that the engagement partner is less strict in
his report decision than desired by the audit firm whenever the audit firm and / or the mini-
mum share of reputational damages each partner bears in the event of a liability case are not
too large (so that y"** > 1). The reason is the following: Allocating the entire amount of the
service fee to the engagement partner inducing an optimal service effort (as s (B,, =1)=s")
leads to report decisions that are not sufficiently strict from the firm’s point of view as the
engagement partner bears only a share of the liability damages. Reducing the engagement
partner’s share in the service fee enhances the firm’s payoff as the incentives of biasing the
report decrease. In the optimum, the audit firm accepts a less strict report decision as the ex-
pected liability damages are compensated by the service payoff. If the audit firm further re-
duces the engagement partner’s share on the service fee, the savings of expected liability
damages will be smaller than the loss of additional service payoff. In contrast, if the audit firm
is large and / or the minimum share of reputational damages each partner bears in the event of

a liability case are large (so that »"**

<3 ), the engagement partner is stricter in his report
decision than desired by the audit firm. The reason is that the audit firm allocates only a little
share on the service fee to the engagement partner if his share on the liability damages is
small (see(30)). As the engagement partner bears besides his share of the expected liability
damages (which is also small) also the entire amount of service effort costs (£-s,,%), his in-
centives for biasing the report are small. If the audit firm enhances the engagement partner’s

share on the service fee, the additional expected liability damages will be greater than the ad-

ditional service payoff.

As a result from the service effort and / or the report decision being not optimal from the
firm’s point of view, additional analyses show that the firm’s expected payoff from the ser-
vice and report decision is always smaller in the case of a partnership than when no partner-
ship exists:

32.7/MAX3 1
T : MAX
kz-M-(1+3-7/MAX)4<8-M-k2:P iy e G3)

PATF(ﬂ;PsVEP) =
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The resulting additional costs counteract the cost savings that may result in partnerships due

to sharing the fixed costs.

In the following it is analyzed how the results change if an engagement quality review (EQR)

takes place.

3  The Extended Model: Engagement Quality Review (EQR)
3.1 Optimal Service Effort and Report Decisions of the Review Partner

As described in the introduction, an EQR conducted by a second partner who is not involved
in the audit process is an important element of the audit quality control process and, therefore,
is required by law for the audit of listed companies in many counties. In the following section,
it is analyzed how the results reported in chapter 2 change if a second partner of the audit firm
(a review partner) reviews the engagement partner’s decisions. As the audit process, the re-
view process is not modeled explicitly. Instead, I assume that the review partner observes the
same information about the materiality of misstatements as the engagement partner. Further-
more, in the model the review partner has access to the engagement partner’s report decision,
and can decide whether to agree or to disagree with it. The review effort costs are represented

by K * and are assumed to be private costs of the review partner.

As the audit firm is a partnership, the review partner participates in both fees and liability
damages arising in the event of a liability case. The review partner’s compensation received

from a client is represented by F,, and is determined as follows:**
FRPZQRP'fA"'ﬂRP'fS_?/RP'M (36)

Thereby, 6,, €[0,1-6,,] represents the review partner’s share in the audit fee. Under the
assumption that the engagement partner receives a share of 6., and that the audit firm cannot
allocate more than the total amount of audit fees, it is straightforward that the review partner’s
share on the audit fee is limited to 1-6,,. The variable [, represents the review partner’s
share in the audit-related service fee. As described in the basic model assumptions, the en-

gagement partner receives a share of ., and each of the remaining partners, also the review
1—fep

n—1

partner, receives a share of £ = [, = where i # EP . The variable y,, represents the

23 The index RP stands for the review partner.
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review partner’s share of damages that result in a liability case. Like all other remaining part-

. 1- -
ners, the review partner bears a share of %, =, =—=- >y of these damages.

The engagement partner’s service effort decision takes place after the report decision, and the
engagement partner bears the service effort costs (£-s;,). Consequently, the optimal service
effort does not alter whether an EQR is present or not. It is determined in (17). As the review
partner does not participate in the service effort costs, his individual service payoff P;,(s,,)
equals his share in the service fee:
PRi(S;P) =Bep f° = Prp 'SZP
(37)
S T S

Assuming that the financial statements of the client are misstated (¢ > 0), the review partner
can decide whether to agree or to disagree with the engagement partner’s report decision. Like
the engagement partner, the review partner chooses an unqualified (biased) opinion whenever
his individual expected liability damages are less than his individual payoff received as a re-

sult of the engagement partner’s service effort:
Tep =1 if  Po(spp)> - Yep M (38)

Rearranging (38) leads to the following critical reporting threshold of the review partner:

— P -
Ly = % (Szp) _ Bre - Prr (39)
Ver M kyp, M

To maximize his individual reporting payoff, the review partner chooses the report decisions
characterized in (40). The underlying intuition is the same as described in the benchmark case

as well as in the case without an EQR.
SHpp T I:P =1
i (40)

2 fpp D Tp =0

P;P(S::P)

where u_=
RP Vre M
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3.2 The Equilibrium Sharing Rule

In the following section, the audit firm’s equilibrium sharing rule is analyzed for the case that
an EQR takes place. If the review partner’s and engagement partner’s report decisions do not
correspond with one another, I assume that the audit firm always agrees the stricter report
decision. The reason for this assumption is that ignoring the stricter report decision should be
the least difficult to justify to the audit firm in the event of an external enforcement procedure.
Also, liability losses or consequences that affect the practitioner's approbation and accredita-

tion could be possible.

In the case, that the review partner’s report decision is stricter than that of the engagement

partner ( Ly <,u_EP), the engagement partner anticipates that the audit firm will follow the
report decision of the review partner. For this reason, he takes the review partner’s reporting
threshold as a given when making his individual decisions. As a consequence, the engagement

partner’s expected payoff is determined by

g (Brpover)

PoBepver)= | (Bu(sup(Bp)) =t yp M) Ot (41)

0

The audit firm’s expected payoff is characterized by

Hrp(Bep>ver)

PlBepver)= | (Pi(sip(Bp))— - M) Ot (42)

0

and the review partner’s expected payoff (which is the same as that of any other partner ex-

cept of the engagement partner) is characterized by

BiEP(ﬂEP’yEP) = PR];’(ﬂEPﬁj/EP)

TRP(ﬁEP’}/EP)

= S * — v o
{ (BLep(s (Bep)— 1 Yippp M) O @3)

— 2- 2
B o2/ <0if n>2
2k M (1= yg)-(n—1)

As described in chapter 2, in the absence of an EQR the engagement partner’s decisions are
not optimal from the firm’s point of view: The engagement partner’s incentives to provide
service effort are too small and his report decisions are not strict enough (too strict) whenever
his share on the liability damages is large (small). In the presence of a review partner, the au-

dit firm engagement partner’s report decision must not be binding any more as described
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above. Proposition 2 characterizes the equilibrium sharing rule, the equilibrium audit fee and

the market shares that result in the case of an EQR.

PROPOSITION 2:  In the case of an EQR, in the equilibrium, ...
a) ... each audit firm chooses a sharing rule SR that is dominant with respect to

the rival audit firm. It is

o 3G D)9+ (17 —22)
Ber = 8-}/MAX
SR=1yt»=y""
6, = K'-F,
EP
K*+K*-Pl.

(44)
where y™* = 1—(n—1)-;_/

b) ...each engagement partner bids an audit fee that is equal to the firm’s breake-
ven price

/**(SR) = Cle(SR) (45)
and each audit firm gains an equal expected share of the audit market.
Proof: See Appendix.

Proposition 2 shows that the audit firm reacts to the EQR by changing its optimal sharing rule.
The reason is the following: As shown in the Appendix, to maximize its expected payoff the
audit firm always chooses a sharing rule that induces the review partner to be stricter in his

report decision than the engagement partner:
Hpp < Hgp (46)

The engagement partner anticipates that the audit firm will follow the review partner’s report
decision and, therefore, alters his individual decisions. As a consequence, the sharing rule
characterized in Proposition 1 no longer induces the engagement partner to make decisions

that are optimal for the firm.
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The underlying intuition of the new equilibrium sharing rule characterized in Proposition 2 is
the same as that described in the analysis of Proposition 1: Firstly, the equilibrium sharing
rule makes the engagement partner to choose decisions that minimize the audit firm’s ex-

pected net costs and, therefore, its breakeven price:

~T /oD o MIN
C,-(SR) =C,
(47)
——MAX —
= &+ KL - B, (SR
Direct Direct

\—_\/—J
AF's expected (maximum) payoff

audit costs  review costs : )
from the report and service decision

Secondly, the sharing rule described in Proposition 2 equates the engagement partner’s indi-
vidual breakeven price to the firm’s net costs representing the firm’s breakeven price:
6\7"/ # , # o
Seclletee) gy, 1) (48)
EP

AF's breakeven price
EP's breakeven price

Therefore, the engagement partner bids an audit fee that is equal to the firm’s breakeven price.
To ensure that the engagement partner’s equilibrium share on the audit fee is not greater than

one (8}, <1) the following technical assumption is made:

KX M >1 (49)

Remembering that the marginal service return A is set equal to one for simplicity, the as-
sumption that the product of the liability damages, the review costs and the squared marginal
service effort costs are greater than one should be not very strong, at least if & is not very

small.2*

In summary, the sharing rule SR ensures that the engagement partner chooses decisions that
minimize the firm’s expected net costs and that he bids an audit fee that is equal to the firm’s
breakeven price. For the same reasons as described above, this sharing rule is dominant with
respect to any other sharing rule as it is the best response to any sharing rule of the other audit
firm. It ensures that the engagement partner submits the most competitive (winning) proposal,
which is

/**(SR) = C, (SR) (50)

Consequently, the audit firm’s overall expected payoff from the audit and service project is

equal to zero in the equilibrium as the equilibrium audit fee equals the audit firm’s net costs

24 How this technical assumption ensures that the engagement partner’s share in the audit fee is not greater than
one is shown in the proof of Proposition 2 in the Appendix.
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(see (50)). Also the engagement partner’s share on the equilibrium audit fee equals his indi-

vidual net costs:

# At T . o 4
lng' f :CEP(ﬂEP,;/EP) (51)
= e ————
=@-‘(ﬂ§p;7§p> EP's net costs

EP's share in the audit fee

For this reason the engagement partner’s overall expected payoff from the audit and service

project is equal to zero.

Because of the condition of participation (each partner has to earn at least its reservation wage

which is equal to zero), the review partner’s share on the audit fee equals his expected net

costs
H;P'fA#=C1€P=KR_PRTP(,B;P>7§P) (52)
o 0 = KR_PRTp(ﬂ:Ps7§P)
RP 4 R_pT o ph 4
K™+ K" =Py (BipsVip)
and the other n—2 partners’ share on the audit fee equals their net costs so that
eziEP,RP = CiiEP,RP =Pl (ﬁEP’ 7zP)
o (53)
~P. o (Bips Vip)
AN H,iEP’Rp — EP EP>/ EP

KA"'KR_PATF(ﬂE#PJ/;P)
}/)F/ 4 # _Ef 4 # 0 .
where B pp(Bips Viep) = Prp (Bep» 7ip) <0 as shown in (43).

Consequently, each of the audit firm’s partners earns exactly his reservation wage in the equi-

librium.

As it 1s assumed that the competing audit firms are identical, in the equilibrium, both audit
firms choose the same equilibrium sharing rule, have the same breakeven price and bid the
same audit fee. As a consequence of the tie-breaking rule mentioned above, each of the audit
firms has an equal chance of winning the bid and, therefore, gains an equal expected share of

the audit market, which is 5.

Analyzing the equilibrium engagement partner’s share on the service fee shows that it in-
creases whenever the maximum share of liability damages that can be allocated to him in-

creascs:
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0

115" 43. X 9
Wﬂgp(?/MAX)=

87MAX2X

>0 if " €(0,1)
(54)

where X =/9+ " .(17- 5" ~22)

The intuition is the same as in the case without an EQR.

Differentiating the review partner’s reporting threshold® with respect to »"** leads to:

0 -
a}/MAX Hrp (ﬂgp (7/MAX ) 7/:}:)

18-(X =3)+py™¥ . (225-53- X +y"¥ .(52- X =361+ py"¥ . (267 -85y —13X)))
32‘k'R‘(1_7/MAX)2'}/MAX3'X (55)

> 0 if y"*e(0,1) and kK, M > 0

where X =+/9+7" . (175" ~22)

(55) shows that the review partner’s reporting threshold increases whenever the engagement
partner’s share on the liability damages increases which is the case if the number of the audit
firm’s partners (n) and / or the minimum share of reputational damages that each partner
bears in the event of a liability case decreases (;) . The intuition is straightforward: If the en-

gagement partner’s share on the liability damages increases, the review partner’s share on the

liability damages will decrease as y,, = 2. As a consequence of the decreased share of rep-

n—1

utational damages, the review partner’s incentives for biasing the report increase.

3.3 Comparison of Results and Discussion

As shown in the proof of Proposition 2, the equilibrium sharing rule induces the review part-
ner to report always stricter than the engagement partner, so that the review partner’s report
decision is binding for the audit firm. Whether this report decision is stricter than that result-
ing in the absence of an EQR is analyzed in Proposition 3. If this is the case, an EQR will
enhance the amount of truthful reporting. Furthermore, it is analyzed in Proposition 3 whether
there could be an endogenous incentive for audit firms to decide for an EQR voluntarily. This

is the case if the audit firm’s expected payoff from the report and service decision is greater in

25 This is the relevant one as it is smaller than the engagement partner’s reporting threshold so that the audit
firm decides for it.
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the presence than in the absence of an EQR. The reason is that if this payoff surplus overcom-
pensates the additional review costs, the audit firm’s expected net costs are greater in the ab-
sence than in the presence of an EQR. If the audit firm does not decide for an EQR in this
case, the competing audit firm undercuts the audit proposal by deciding for an EQR as it leads
to a lower breakeven price. Proposition 3 also analyzes how the engagement partner’s service

effort changes in the presence of an EQR.

PROPOSITION 3: a) In the presence of an EQR, the audit firm’s expected
payoff from the report and service decision can be smaller or greater than in

the absence of an EQR:

— P PeBer) iy <0.588
Py (Beps Vep) e (56)
<PAF(ﬂEP’7/EP) 1f 7 >0588

where the value of 0.588 is approximated.

b) The review partner’s reporting threshold can be smaller or greater than that of

the engagement partner resulting if no EQR takes place:

> i (Bupo i) i 7™ <0.035

< tp(Brpsvip) if M >0.035

Ler (Bl Vi) (57)

where the value of 0.035 is approximated.

c) In the presence of an EQR, the engagement partner’s service effort can be
smaller or greater than in the absence of an EQR:
>s,, if ¥ <0.390

Szp . ‘ (58)
<sg if M > 0.390

where the value of 0.390 is approximated.

Proof: See Appendix.
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The results show that the audit firm’s expected payoff, the (relevant) reporting threshold and

the engagement partner’s service effort (s, ) can be smaller or greater in the presence than in

the absence of an EQR. Whether the mentioned factors will be smaller or greater if an EQR
takes place depends on the size of the audit firm (# ) and / or on the reputational damages that

each partner bears in the event of an audit failure (;):

1. The audit firm is large and / or the reputational damages each partner bears in the

MAX

event of an audit failure are large (so that ™ is small)

If the audit firm is (medium) large and / or the reputational damages each partner bears in the
event of an audit failure are (medium) large (so that »*** is small), without an EQR the en-
gagement partner’s incentives to bias the report will be small as described in chapter 2. The
reason is that he only receives a small share of the service payoff (see (30)) but bears liability
damages and the service effort costs in this case. If an EQR takes place, the audit firm will
decide for a sharing rule that will make the review partner’s reporting threshold relevant for
its report decision. Whenever the audit firm is not too large and / or the reputational damages
affecting each partner in the event of an audit failure are not too large, the review partner’s
reporting threshold is smaller than that resulting when no EQR takes place (see (57)). There-
fore, there is more truthful reporting with an EQR 1in this case. Consequently, the audit firm
can enhance the engagement partner’s share in the service fee without fearing larger liability
payments. Consequently, the engagement partner enhances his service effort. This leads to a
higher service payoff. It is straightforward, that the audit firm’s expected payoff from the ser-
vice and report decision is greater with an EQR compared to that resulting when no EQR
takes place. Consequently, there is an endogenous incentive for the audit firm to decide for an

EQR whenever the review costs are not too large.

If the audit firm is very large and / or the reputational damages that each partner bears in the

event of an audit failure are very large (so that »"**

is very small) the results change a bit:
The engagement partner’s service effort is still greater in the presence than in the absence of
an EQR, but unlike in the case mentioned above the review partner’s reporting threshold is
greater than that resulting in the absence of an EQR.?® Therefore, an EQR does not enhance
the amount of truthful reporting in this case. The reason is that in the absence of an EQR, the
engagement partner’s reporting threshold is too small from the firm’s point of view (see (34)

or Figure 3). Consequently, the review partner’s (higher) reporting threshold is closer to the

26 Nevertheless, the review partner’s reporting threshold is still smaller than that of the engagement partner
resulting in the presence of an EQR.
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audit firm’s desired reporting threshold. Therefore, there is an endogenous incentive for the
audit firm to decide for an EQR voluntarily whenever the review costs are not too large. The
reason is that the expected additional liability damages resulting from the higher reporting
threshold are smaller than the additional service payoff resulting from the larger service effort
of the engagement partner. Consequently, the audit firm’s expected payoff from the service

and report decision is larger in the presence than in the absence of an EQR.

ii.  The audit firm is small and / or the reputational damages each partner bears in the

MAX

event of an audit failure are small (so that ™ 1is large)

If the audit firm is small and / or the reputational damages each partner bears in the event of

MAXis large), the results change: In the case that no EQR

an audit failure are small (so that y
takes place, the incentives of the engagement partner to provide audit related services are high
(see(30)) resulting in a high service payoff for the client. Because the engagement partner’s
share in the service fee and expected liability damages are high, the remaining shares are
small so that also the review partner participates in the service fee and the expected liabilities
in a small amount. Thereby, the firm’s dominant sharing rule makes that the review partner’s
share in the liability damages is large in comparison to his share in the service payoff. Conse-
quently, he is really strict in his report decision. To ensure that the review partner is not too
strict in his report decision, the audit firm reallocates service fee from the engagement partner
to the review partner. Consequently, the engagement partner’s incentives to provide audit
related services decrease leading to a decrease of the service payoff. This decrease of the ser-
vice payoff is not compensated by the savings of expected damages resulting from the smaller

reporting threshold so that the audit firm’s expected payoff is smaller in the presence than in

the absence of an EQR.

Figure 2 illustrates the audit firm’s expected payoff from the service and report decision for
the case with and without an EQR for the example of k£ =0.5 and M =2. Furthermore, the
audit firm’s expected payoff is illustrated for the case that the audit firm only consists of one
auditor (no partnership). It is shown, that in the case of a partnership, the audit firm’s ex-
pected payoff from the service and report decision is always smaller than if there is no part-
nership. These additional costs resulting from the incentive problem in a partnership counter-

act cost savings due to sharing fixed costs in partnerships.
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Figure 2: Comparison of the audit firm’s expected payoff
from the service and report decision
P, PI,(SR), P} (SR)

0.25

R
o

I | Yep =7V
0 0.588 1

—audit firm‘s expected payoff with an EQR
—audit firm‘s expected payoff without an EQR (partnership)
audit firm‘s expected payoff without a partnership (first best)
(it does not depend on y as there is only one auditor so that ygp= 1)

Figure 3 illustrates the reporting threshold for the case with and without an EQR for the ex-
ample of k=0.5 and M =2. Furthermore, the audit firm’s optimal reporting threshold that
results if the audit firm only consists of one auditor (no partnership) is illustrated. The figure
shows that the reporting threshold of the review partner is always smaller than in the bench-
mark case so that an EQR enhances the amount of truthful reporting compared to the report
decision that is optimal from the firm’s point of view. Instead, the engagement partner’s re-
porting threshold that results if no EQR takes place can be smaller or greater than the report-

ing threshold that is optimal from the firm’s point of view.
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Figure 3: Comparison of the reporting thresholds

4y 115 (SR), 112 (SR)

g»
[
[\ e}
)

MAX
| | =

|
0 |0.035 1

—review partner‘s reporting threshold

—engagement partner‘s reporting threshold without an EQR
audit firm‘s reporting threshold without a partnership (first best)
(it does notdepend on y as there is only one auditor so that ygp= 1)

Figure 4 illustrates the engagement partner’s incentives to provide audit related service effort
for the example of £ =0.5 and M =2. It is shown that in both cases, with and without an

EQR, the engagement partner’s service effort is smaller than it is optimal from the firm’s

point of view.

Figure 4: Comparison of the service effort
5", 5"(SR), s"(SR)

2

MAX

I I VYep =7V
0 0.390 1

—engagement partner‘s service effort with an EQR
—engagement partner‘s service effort without an EQR
audit firm ‘s service effort without a partnership (first best)
(it does not depend on y asthere is only one auditorso that yzp= 1)

I -31



4  Summary of Results and Conclusion

An engagement quality review (EQR) is an important element of the audit quality control
process because it takes place before an opinion is expressed, and it may be the auditor’s last
defense in preventing an audit failure. Under the assumption that an audit firm consists of
several partners, this study analyzes the influence of an EQR on the audit firm’s equilibrium
sharing rule, its report decisions, expected payoffs and incentives to provide audit-related ser-
vices. The results of the analytical study show that the reporting threshold as well as the en-
gagement partner’s incentives to provide audit-audit related services can be smaller or greater
in the presence of an EQR. Whenever the audit firm is large and / or the reputational damages
resulting in the event of a liability case are large, the engagement partner’s incentives to pro-
vide audit related services are too small from the firm’s point of view. The audit firm cannot
provide stronger incentives as this would make the engagement partner to enhance his report-
ing threshold enhancing expected liability damages. In the presence of an EQR, the audit firm
follows the stricter report decision of the review partner so that the audit firm can provide
stronger incentives for the engagement partner to perform audit-related services without fear-
ing (a much) greater amount of liability damages. Consequently, the audit firm’s expected
payoff is greater in this case than in the absence of an EQR. In contrast, if the audit firm is
small and / or the reputational damages resulting in the event of an audit failure are small, the
engagement partner’s incentives to provide audit related services are large. As the review
partner only receives a part of the remaining share, his incentives to report truthfully are large.
To ensure, that the review partner’s incentives for a truthful report are not too large from the
firm’s point of view, the firm reallocates a share of the service fee from the engagement part-
ner to the review partner. Consequently, the engagement partner’s incentives to provide audit
related services decrease resulting in a smaller audit firm’s payoff in the presence than in the

absence of an EQR.

As the audit firm’s expected payoff can be greater with an EQR than in the absence of an
EQR, there can be an endogenous incentive for audit firms to perform an EQR voluntarily

when the review costs are not too large.

Summarizing the results, the main findings of this analytical study have implications for regu-

lators as they show that
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e an EQRs can, but, does not have to support truthful reporting and
e an EQR can enhance the audit firm’s incentives to perform audit-related services and

reduce its expected net costs.

Furthermore, this study brings new insights to the audit firms’ optimal compensation strate-
gies in the presence of an EQR. As the results show that EQRs can increase the firm’s ex-

pected payoff, they are also at interest for those debating about the cost effects of EQRs.
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Appendix

Proof of Proposition 1

As described above, the sharing rule that is dominant against any other sharing rule induces
the engagement partner to make decisions that minimize the audit firm’s breakeven price and

to bid an audit fee that is equal to the audit firm’s breakeven price.

The following sharing rule induces the engagement partner to bid an audit fee that is equal to

the audit firm’s breakeven price, as it equates the engagement partner’s breakeven price to the

firm’s one:
e N CL(Brn v
C/{F (ﬂEP’ 7/EP) =% (59)
EP

AF's breakeven price
AF's breakeven price

Rearranging (59) leads to

* L C£P(,B;Pa7;13) _ KA _PETP(IBZ*Pa7ZP)

2 CorBrpoVier) _ i1 (60)
" C/ZF(IBEP’}/EP) KA_PATF(ﬂEP’]/EP)
The firm’s expected net costs are determined by
CﬁF(ﬂEPﬁyEP) = L{i - P,4TF(IBEPa7/EP) (61)
—_———

AuDdge((j::)sts AF's expected payoff from the

report and service decision

Consequently, choosing the sharing rule that minimizes its expected net costs which represent
its breakeven price, the firm’s objective function is

T
max} Py Ber:7er) (62)

Bep Vep AF's expected payoff from the
report and service decision

As the engagement partner’s share on the audit fee is limited to one (8, <1), condition (60)
shows that the engagement partner’s expected payoff P.,(8,,,7,,) describes the upper limit
of the audit firm’s expected payoff. Consequently, there is the following constraint for choos-

ing the optimal sharing rule (62):

PE?(ﬂ]:*"PByZP)_PATF(ﬁ;PJ/Z“P)EO (63)
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Thereby, the audit firm’s expected payoft is

/TEP(ﬁEP VEP)

Ph(Bemver) = [ (Pols (Bu)—p-M) ou
0
3 (64)
— ﬂEP ’(4'7/EP _IBEP ’(1+2'7EP))
8-k>-M 7%,
and the engagement partner’s expected payoff is
Hp (Brp7ep)
PhBeprve) = | (Bols" (Bep)) =17 M) O
0
(65)
_ B
8-k M-y,
Inserting (64) and (65) in (63) leads to
BirBep =4 Vep+3 Bep Vip) .
Pl;’(ﬁEP’J/EP)_PA];T(ﬁEPiyEP): LE EP8.k2.;;.7§P £P £P 2 O (66)
Rearranging (66) leads to
LAY
>— 67
Prp 1+37,) (67)

(67) determines the lower level for the optimal engagement partner’s share on the service fee

that ensures that the engagement partner’s optimal share on the audit fee is smaller than one.

Differentiating the firm’s expected payoff (64) with respect to the engagement partner’s share

on the audit fee leads to

. 3.
<0 if p,, >

o BB Yop—Bup-(1+2-7,) 21
ﬁPATF(ﬂEPayEP) = =& 2E_Pk2_]$_ 2 = (68)
P Vep >0 if B, < 1j2y;P
As
3V ep _ 4-70p __ (I=7ep) Vep
(1+2'7EP) (1+3'7/EP) 1+7EP'(5+6'7/EP) (69)
\—V—J

MIN
=Pep
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the audit firm’s expected payoff decreases in f,, whenever inequality (67) is fulfilled:

0 . |
_PATI«‘ (/BEP; 7/EP) <0 if 'BEP > 47ep
a/BEP

143-75p

(70)

Consequently, the audit firm’s expected payoff is under the restriction of (67) at its maximum
if

* 4'
ﬁEP _ ]/EP

= <1
A+3-74)

if y. €(0,1) (71)

Differentiating the firm’s expected payoff (64) with respect to the engagement partner’s share
on the liability damages leads to

>0 if B, >
—a P’ (ﬂ ) = ﬁgp'(ﬂEP'(l‘*'}/Ep)_z']/EP) B v
P epsVep) = 4K M-y 2 (72)
EP 1 VEP
EP <0 if B, < s
As

20 AV A=rpp)-2-7pp

=— <0
(1+7/EP) (1+3'7/EP) (1+75P)'(1+3'7/EP) (73)
v
=Bep

the audit firm’s expected payoff increases with y,, whenever inequality (67) is fulfilled:

0 _ |
—— P (BepsVip) >0 if Sy, 22
OF b

143-75p

(74)

Consequently, the engagement partner’s optimal share on the liability damages is as high as
possible and, therefore

Vep =" =1=(n=1)-y (75)
As the optimal engagement partner’s share on the service fee equates the engagement part-

ner’s expected payoff to the firm’s expected payoff (P" = P (B,,) ), the engagement part-
ner’s optimal share on the audit fee is

0* =KA—PETP(ﬁ;-p,7;p)=KA_PATF(ﬁ;P57/Z‘P)=1
o KA_Rcl];T(ﬁEP’yEP) KA_PATF(ﬁEP’yEP)

(76)

The reciprocal insertion of (75) and (71) leads to the equilibrium sharing rule given in Propo-

sition 1. This sharing rule induces the engagement partner to minimize the audit firm’s ex-
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pected net costs (its breakeven price) and to bid an audit fee that is equal to it. As no audit
firm is willing to bid an audit fee which is lower than its breakeven price and as the sharing
rule ensures that the breakeven price is minimized, the equilibrium sharing rule leads to the
most competitive (winning) bid. It is the audit firm’s dominant sharing rule as it is the best

response to any sharing rule of the other audit firm.

Proof of Proposition 2

The intuition of the dominant sharing rule is the same as described in the case that no EQR

takes place:

Firstly, the equilibrium sharing rule equates the engagement partner’s breakeven price to the

firm’s one to ensure that the engagement partner bids an audit fee that is competitive:

o ' Ch (Bl 7in)

C/ZF (ﬁEPﬂsz): = eiP £ (77)
EP

EP's breakeven price

AF's breakeven price

Rearranging (77) leads to

0# ;Cgp(ﬂzpa7zp) — KA_P;’(ﬂE#P’sz) (78)
EP T T —
CjF(/B;m?/;P) KA+KR_R4TF(ﬁE#P’7§P)

Choosing the engagement partner’s optimal share on the service fee and on the liability dam-

ages, the audit firm’s objective function is:

T _ A R pI
min!  C(Bp.7)= K, + K P (Bep>Ver) (79)
Bep-7Ep au[ci;feccotsts revli)el\i/e ztosts AF's expected payoff from the

report and service decision

Rearranging (79) leads to

oF
max! P (IBEPﬁyEP) (30)

BepsVep AF's expected payoff from the
report and service decision

The audit firm always follows the stricter report decision. Under the assumption that the re-
view partner’s reporting threshold is not greater than the engagement partner’s one
(tpp < 115, ), the engagement partner anticipates that the audit firm decides for the review
partner’s reporting threshold. Consequently, he takes the review partner’s reporting threshold

for given choosing his individual decisions. The audit firm’s expected payoff is in this case:
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tgp (Beps7ep)

Pl(Bep i) = | (Pon(s"(Byp)— M) o

0

: @81)
_ (l_ﬁEP)'ﬁEP '(1_(2_ﬂEP)'7EP)

26 M-(1-7,,)

Maximizing the audit firm’s expected payoff with respect to S, and y,, leads to the follow-

ing first order conditions:

0 T _ﬂEP.(2_(3_9.7/EP)_7/EP'(4+4'ﬁEP2))i

aﬂEp PAF(IBEP’yEP) - 2-k2 'M'(1_7/Ep)2 =0 (82)
0 T _(l_ﬁEP)'ﬂEPZ'(ﬁEP_yEP'(z_ﬂEP))L

aj/EP PAF(IBEP’yEP) - 2k2 'R'(l_ﬂ/EP)3 =0 (83)

Solving the equation system with respect to f,, and y,, shows that it is only fulfilled for (the
boundary point) S, =0. It is easy to see that the audit firm’s expected payoff is equal to zero
in this case and also in the case where f,, =1. Consequently, the payoff maximizing en-

gagement partner’s share on the service fee is unequal to zero or one whenever there exists a

Bep s0 that Py (Byp,7)>0.

Looking for the global maximum of the firm’s expected payoff in the definition area
By €[0,1] and y,, e[y,1-(n—1)-y], also the other borders of the payoff function have to be

analyzed.

Rearranging (82) with respect to the engagement partner’s share on the service fee ( 5,,) leads

to
i) :B;P =0
e 3B Y0947y -22) PO 7> 05
i) e = 3 (34)
"Ver <0 if y,, <05

***_3-(3-7/EP—1)+\/9+7/EP.(17.7/EP_22)
iit) B = 5y
EP

{e(0,1) if 7,,(0,1)
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Calculating the second deviations of I?AT; (Brp»7p) With respect to [, leads to

L0 " 1772433+ X)=v.. -(22+9. X >0 if y,>05
i) —ZPATF(ﬂEP:ﬂ )=-— Yer ( )= Ve ( ) {

0B,y 16k M -(1=y) ¥ p <0 if y,<05

where X =9+ 7,,-(17-7,, —22)
(85)

0 s Vp (22177, =9-X)+3-(X -3)

i) —— Pip(Bp =) =
0By, 166 M -(1= ) ¥

where X =9+ 7,,-(17-7,, —22)

{<0 if y,e(0,1)

The results only apply for £, M >0, which is in line with the basic model assumptions.

(84) ii) shows that £, is only in the definition area ( S,, €[0,1]) if »,, >0.5. For y,, >0.5

(85) i) shows that — ;2 - Pl.(B. = B,p) is not smaller than zero so that B, cannot be a local
EP

maximum of the audit firm’s expected payoff in the definition area.

—_—

As 0;—22PATF (Bp = Brp) is smaller than zero for y,, €(0,1), B~ comes into question for the

global maximum. The resulting audit firm’s expected payoff is

- sk 5_7'7/ +X)'(3_7/ _X)'(_3+9'7/ +X)2
PL (B = B () 7ay) = O e r r
AF EP EP EP EP 8192 'k2 M . (1 _ 7/EP)2 . 7/EP3

>0 if y,,€(0,1)and k,M >0 (86)

where X = \/9+7/EP (A7 yp—22)

As f,, leads to a positive expected payoff in the definition area (7., € (0,1) and k,M >0),
the resulting audit firm’s expected payoft is always greater than when it chooses f,, =0v1.
Consequently, the engagement partner’s share on the service fee that maximizes the audit

firm’s expected payoff is

o e 3G D9t 7 (177, —22)
IBEP_ﬁEP - 8
“YVep

87)
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Differentiating (86) with respect to y,, leads to

0 7 " 1
. p - , - _
o7, i Bep = Bep(Viep)s Vep) 100412 M '(1_7EP)3 ”

- (27-G=X)+Vup -
(33-(4- X ~15)+y,, (1154 =218- X + ¥, - (¥ p -

(7011077, —51- X) = 2- (651 = 74- X)))))
(88)

> 0 if y,e(0,1)andk,M >0

where X =\/9+7EP (17 -y, —22)

As 6pr 1/’3; (Bop = Bio(Vip)»7ep) is  greater than zero in the definition area
(7 €(0,1) and k, M >0), the audit firm’s expected payoff increases when the engagement
partner’s share on the liability damages increases. Therefore, the audit firm’s payoff maximiz-
ing engagement partner’s share on the liability damages equals the maximum share that can

be allocated to one partner. It is
Vep =7 =1=(n=1)-y (89)

Consequently, each of the (7 —1) remaining partners bears the minimum share so that y, = y
where i # EP .

Inserting (89) in (87) leads to the optimal engagement partner’s share on the audit fee (6},)

shown in Proposition 2.

To ensure that &7, is not greater than one (see (78)) the following condition has to be ful-
filled:
P (BipsViw) = P (Brps Vip) S K* (90)

Difference of the AF's and the EP's
expected payoffs

Analyzing the difference between the audit firm’s and the engagement partner’s expected

payoffs leads to:

"™+ X =32 (9- " + X -3)
8192-k%-M-(1—y"*).s*

PATF (ﬂgPa7zp)_RETP(ﬁ§Pa7zP) =

1)
>0 if y,,<(0,1)and k,M >0

where X =1/9+ 7" .(17-5"¥ ~22)

11 - 40



Inserting (91) in (90) and rearranging leads to

"™+ X =39y + X =3 !

K*k*-M>
8192-(1—y"*y.s*

Z {e (0,1) if ¥ €(0,1)
(92)

where X =1/9+y"* (175" ~22)

As Z is smaller than one in the definition area (" €(0,1)), the product K*-k*-M will be
always greater than Z (so that condition (92) is fulfilled) if following the technical assumption
is fulfilled:

K* kM >1 (93)

Consequently, this technical assumption ensures that €7, is not greater than one.

Calculating the difference of the engagement partner’s and the review partner’s reporting

thresholds leads to

9y + X =3) (X + "™ (6+X -T-y")=3)

luEP(ﬂgP’y;P)_:uRP(ﬂ;P’}/;P) =

>0 if ¥ €(0,1)and k,M >0 (94)

where X =4/9+ 7" .(17-y""¥ ~22)

Consequently, if the audit firm chooses f,, = S, and y,, =y}, the engagement partner’s
reporting threshold will be always greater than the review partner’s reporting threshold.
Therefore, the above mentioned assumption that the audit firm decides for the review part-
ner’s reporting threshold is correct for this sharing rule. The resulting audit firm’s expected

payoff is

G-y"™ X)) "™ + X =3)(X + " (22-23- " + X)-3)
4096-k*-M - (1- 7MAX)2 '?/MAX3

PL(Blm7iy) =
(95)

where X =4/9+5" (175" —22)
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The firm’s decision:

Until now, the optimal sharing rule was analyzed for the assumption that the audit firm al-

ways follows the report decision of the review partner. In the overall context, this sharing rule

is only the optimal one if there is no other sharing rule that leads to a higher expected payoff

for the audit firm by making the engagement partner stricter in his report decision than the

review partner. Therefore, in the following section, it is analyzed how the audit firm’s ex-

pected payoff will change if it decides for a (optimal) sharing rule that induces the engage-

ment partner to be stricter than the review partner so that the engagement partner’s report de-

cision is relevant for the audit firm.

To ensure that the audit firm can decide for the report decision of the engagement partner, this

partner’s reporting threshold must not be greater than that of the review partner:

- ﬁép L ,BEP ) (1 - ﬂEP)
=—& < , ==
Lep(Beps Vep) 2ky, M Lep (BepsVip) k-M-(-7,)
Rearranging (96) leads to
H)gf%;zgz
1+ 7.

Consequently, the audit firm’s objective function choosing the optimal sharing rule is:

— tgp(Bep.Vep)
;nayx! P (BepsVip) = j (PASF(S (Bp)— - M) u
P Y EP .
__ IBEP3 (Bep+ Ve (2B —4)

8-K° M 7,

whereby the condition shown in (97) has to be fulfilled.

The first order conditions are

0 o1 Ber - Brp +Vip* (2 Brp =3)) !
PATF(IBEPs7EP)=_ EP EP . EP 2EP -0
0B, 2.k -M-y,,
0 o1 Ber Ber + Vip* (Ber =2))
Py (Bups Vip) =25 2 =0
8751) 4-k 'M'7EP

Solving the equation system with respect to y,, and [, leads to
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D) Bep=1 ygp=1
if) ﬁEP =0

(101)

As y =1 is not in the definition area, the payoff maximizing sharing rule is a boundary
point. Testing all boundary points with respect to the resulting expected payoffs shows that
the following boundary point maximizes the audit firm’s expected payoff under the condition

that the engagement partner’s reporting threshold is smaller than that of the review partner:

- 27
Prep 47,
(102)
~ MAX
Ver=7
Calculating the related audit firm’s expected payoff leads to
— ) 277 . 4 MAX2
PATF(ﬂEPayEP): 4 (103)

8- k%M -(1+2-y"%y

Comparing this payoff to the payoff that results when the audit firm chooses the (optimal)
sharing rule that makes the review partner being stricter in his report decision than the en-

gagement partner (given in (95)) leads to:

PATF(ﬁI;Pﬂj/;P)<PATF(ﬁ;PJ/;P) if VMAX € (0,1) (104)

As the audit firm’s expected payoff is always greater if it decides for the (optimal) sharing
rule that induces the review partner to be stricter in his report decision than the engagement
partner, the sharing rule given in Proposition 2 maximizes the audit firm’s expected payoft in

the case that an EQR takes place.

In summary, the sharing rule shown in Proposition 2 induces the engagement partner to bid an
audit fee that is equal to the firm’s breakeven price (its net costs) and to choose decisions that
minimize this breakeven price. Consequently, he submits the most competitive (winning) bid
as no rival (identical) audit firm is able to undercut the proposal. It is the audit firm’s domi-

nant sharing rule as it is the best response to any sharing rule of the other audit firm.
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Proof of Proposition 3

a) In the case that the audit firm is a partnership and an EQR takes place, the audit firm’s ex-
pected payoff is shown in (95).

If no EQR takes place, the audit firm’s expected payoff is

32.}/MAX3
k2~R~(1+3~]/MAX)4

P}.(SR)= (105)

Consequently, the audit firm’s expected payoff is greater in the presence than in the absence

of an EQR whenever the following condition is fulfilled:

32.7/MAX3
>
k> R-(1+3- "%y

=Pjr (SR)

G-y"" -X)O-y" + X =X + " (22-23- " + X)=-3)

106
4096k - M -(1— "%y A (106)
=Pl (SR)
where X =4/9+ " . (175" ~22)
Rearranging (106) leads to
f/’TF (SR) > P},.(SR) if " e (0,0.588)
(107)

PL.(SR) < P1(SR) if " e (0.588,1)

Thereby, the value of 0.588 is approximated.

Consequently, the audit firm’s expected payoff from the service and report decision is greater
with an EQR than in the absence of an EQR whenever 7" is smaller than 0.0588. In the
case that """ is greater than 0.588, the audit firm’s expected payoff is smaller when an

EQR takes place than when no EQR takes place.

b) In the case that the audit firm is a partnership and an EQR takes place, the review partner’s

reporting threshold (which is the relevant one as shown in the proof of Proposition 2) is
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LACMEN)]

T p# # _
Har Per: Vi) Y rp (7/:13) M

@y -X)- (9" + X -3)

108
where X = \/9 + M7 M = 22)
The engagement partner’s reporting threshold in the case that no EQR takes place is
- * * PS S* i 8 * MAX
(B Vep) = ep( L (Ber)) _ Y (109)

Vip M k~M~(1+3-7/MAX)2

Consequently, the review partner’s reporting threshold is smaller than the engagement part-
ner’s reporting threshold (resulting in the case that no EQR takes place) whenever the follow-

ing condition is fulfilled:

(3_7MAX_X)_(9_7MAX+X_3) y 8‘7/MAX
64k - M -(1— ¥y, Hax2 koM -(143-5"%)?
=tizp (Bip-7ip) =ttgp (Bip 7ip) (110)

where X =\/9+7MAX (17 - yM* =22)

Rearranging (110) leads to

Ly (Bl Vi) >t (Biprvip)  if 7™ € (0,0.035)

_ _ (111)
ﬂRP(/HgP’y:P)<:uEP(ﬂEP’?/EP) if 7MAX€ (0.035,1)

Thereby, the value of 0.035 is approximated.

Consequently, the review partner’s reporting threshold is smaller than that of the the engage-
ment partner (resulting in the case that no EQR takes place) whenever " is greater than
0.035. In the case that »"* is smaller than 0.035, the engagement partner’s reporting
threshold (resulting in the case that no EQR takes place) is greater than that of the review

partner.
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c) In the case that the audit firm is a partnership and an EQR takes place, the engagement

partner’s equilibrium service effort is

s (fty=st =B 3.3y M _1) 49+ M (179" ~22)
k 8"k

If no EQR takes place, the engagement partner’s equilibrium service effort is

* _ *_i_ 4']/MAX
N I

*

(112)

(113)

Consequently, the engagement partner’s equilibrium service effort is greater in the presence

than in the absence of an EQR whenever the following condition is fulfilled:

3.y 1) 49+ M (17" —22) § 4. X
87"k k- (1+3-5"%)
\—ﬂf_—J

=" =5

Rearranging (114) leads to
s'>st it M €(0,0.390)

st<s” if MM € (0.390,1)

Thereby, the value of 0.390 is approximated.

(114)

(115)

Consequently, the engagement partner’s incentives for providing audit related services are

greater with an EQR than when no EQR takes place whenever »"** is smaller than 0.390 . In

the case that y"* is greater than 0.390, the engagement partner’s incentives for providing

audit related services are smaller when an EQR takes place than when no EQR takes place.
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Hohere Schwellenwerte nach § 267 HGB —

Auswirkungen auf den Priifungsmarkt

ZUSAMMENFASSUNG

Im Rahmen des BilMoG wurden die monetdren Schwellenwerte in § 267 HGB erhoht, was
fiir mehrere tausend Unternehmen zu einem Entfallen der Priifungspflicht fiihrte. Die vorlie-
gende Untersuchung zeigt, dass die Mehrzahl dieser Unternehmen in den Folgejahren gleich-
wohl eine Abschlusspriifung durchfiihrte — entweder freiwillig oder pflichtgemal aufgrund
von GroBenwachstum. Dabei nimmt die Wahrscheinlichkeit fiir eine freiwillige Abschluss-
priifung mit steigender Unternehmensgréfle und -performance sowie bei Konzernzugehorig-
keit zu. Im Rahmen des BilRUG wurden die Schwellenwerte erneut angehoben. Die Untersu-
chungsergebnisse werden daher fiir eine Prognose der Auswirkungen auf den Priifungsmarkt

herangezogen.
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Higher Thresholds in § 267 HGB —
Implications for the Audit Market

ABSTRACT

The Accounting Law Modernization Act (BilMoG) of 2009 increased the thresholds of
§ 267 HGB. For this reason, many of the formerly medium-sized undertakings did not exceed
the relevant thresholds anymore and, therefore, enjoyed size-dependent accounting reliefs.
One of the main facilitations was that there is no obligation for annual audits for small under-
takings. Nevertheless, this study shows that the majority of the small undertakings which were
medium-sized before BilMoG decided for an audit of their financial statements in the years
after the implementation — either on a voluntary basis or obligatory because of corporate
growth. Thereby, the probability of voluntary audits was greater for larger undertakings, for
undertakings with a good performance and for undertakings which were integrated in a group.
Based on these findings, the audit market effects of the renewed enhancement of thresholds
due to the Accounting Directive Implementation Act (BilRUG) are forecasted in the end of

the study.
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1  Einleitung

Mit der Umsetzung der EU-Bilanzrichtlinie 2013/34/EU durch das Bilanzrichtlinie-
Umsetzungsgesetz (BilRUG)! erhdhte der Gesetzgeber die monetiren Schwellenwerte fiir die
Aufstellung des handelsrechtlichen Jahresabschlusses (§ 267 HGB). Aufgrund dieser Anhe-
bung sind laut Gesetzesbegriindung rund 7.000 bisher mittelgroBe Unternehmen als klein ein-
zustufen,” was zu groBenabhiingigen Erleichterungen bei der Rechnungslegung fiihrt. Eine der
wesentlichen Erleichterungen ist der Wegfall der Pflicht zur Priifung des handelsrechtlichen
Jahresabschlusses (§ 316 Abs. 1 HGB). Zuvor kam es bereits im Jahr 2009 mit dem Bilanz-
rechtsmodernisierungsgesetz (BilMoG)® zu einer Anhebung der Schwellenwerte, wodurch das
BMJ mit einem Wegfall der Priifungspflicht fiir rund 7.400 Kapitalgesellschaften rechnete.*
Dieser Beitrag untersucht fiir das BilMoG die Entwicklung des Priifungsmarkts fiir Kapitalge-
sellschaften, die im Umstellungszeitpunkt nicht mehr prifungspflichtig waren. Analysiert
wird auch, warum die Unternehmen sich ggf. freiwillig priifen lieBen. AbschlieBend wird eine
grobe Prognose dariiber versucht, wie sich die Anhebung der Schwellenwerte gemél3 BilRUG

auf den Priifungsmarkt auswirken konnte.

2 Erhohung der Schwellenwerte

Im Rahmen des in 2009 in Kraft getretenen BilMoG hatte der Gesetzgeber die Schwellenwer-
te der GroBenmerkmale Bilanzsumme und Umsatzerlése um rund 20% erhoht. Durch das
BilRUG erhohte der Gesetzgeber die genannten Schwellenwerte erneut und nahm dabei die
von der EU eingerdumten Spielrdume vollumfanglich in Anspruch. Anders als beim BilMoG
kam es dabei nicht zu einer einheitlichen prozentualen Steigerung: Die Erhohung fiir die Gro-
Benklasse klein fiel mit ca. 24% besonders deutlich aus, wohingegen die Obergrenze der Gro-
Benmerkmale der Klasse mittelgrofs nur um knapp 4% angehoben wurde. Dies entspricht der
Intention des Gesetzgebers, wonach insbesondere kleine Unternehmen von gro3enabhéngigen
Erleichterungen profitieren sollen.’ Das GroBenmerkmal Anzahl der Mitarbeiter blieb wie
auch beim BilMoG unberiihrt. Tabelle I zeigt die Entwicklung der monetdren Schwellenwerte

des § 267 HGB.

Vgl. Bundesgesetzplatt Jahrgang 2015 Teil I Nr. 30.
Vgl. BR-Drucksache 23/15 (2015), S. 61.

Vgl. Bundesgesetzplatt Jahrgang 2009 Teil I Nr. 27.
Vgl. BMJ (2007).

Vgl. BR-Drucksache 23/15 (2015), S. 55.
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Tabelle 1: Entwicklung der Schwellenwerte nach § 267 HGB

Klein

Mittelgrof3

Grof3

vor nach nach
BilMoG BilMoG BilRUG

vor nach nach
BilMoG BilMoG BilRUG

vor nach nach
BilMoG BilMoG BilRUG

Bilanzsumme
4,015 4,48 6 16,06 19,25 20 >16,06 >19,25 >20
in Mio. Euro
Umsatz
8,03 9,68 12 32,12 38,5 40 >32.12 >38.5 >40
in Mio. Euro
Mitarbeiter 50 250 >250

An den Voraussetzungen fiir das Eintreten der an eine Grofenklasse gekniipften Rechtsfolgen
hat weder das BilMoG noch das BilRUG etwas geédndert: So diirfen fiir das Eintreten der
Rechtsfolgen der GroBenklasse klein oder mittelgrofs zwei der fiir die jeweilige GroBenklasse
maligeblichen Schwellenwerte an zwei aufeinanderfolgenden Stichtagen nicht {liberschritten

werden (§ 267 Abs. 1 und 2 i.V. m. Abs. 4 HGB).

3  Empirische Analyse der Auswirkungen auf den Priifungsmarkt

3.1 Stichprobe und Beschreibung der Datengrundlage

Die empirische Untersuchung umfasst veroffentlichte Einzelabschliisse von 1.223 Kapitalge-
sellschaften der Geschiiftsjahre 2006 bis 2013.% Allen Unternehmen ist gemein, dass sie im
Geschiftsjahr 2008 die groflenabhéngigen Erleichterungen fiir kleine Kapitalgesellschaften in
Anspruch nehmen konnten, wohingegen sie ohne BilMoG-Umstellung die Rechtsfolgen fiir
eine mittelgrofe Kapitalgesellschaft hitten tragen miissen. Es handelt sich somit um im Ge-
schéftsjahr 2008 nicht priifungspflichtige Unternehmen, wobei die Priifungspflicht ausschliel3-
lich aufgrund der BilMoG-Umstellung entfiel.” In der Stichprobe befinden sich keine Kredit-
bzw. Finanzdienstleistungsinstitute und keine Versicherungsunternechmen, die aufgrund be-

sonderer Vorschriften unabhingig von ihrer GroBe priifungspflichtig sind.® AuBerdem wurden

In der vorliegenden Studie werden ausschlieSlich GmbH betrachtet. Die Daten stammen aus der Dafne Da-
tenbank (Vgl. Bureau van Dijk (2015)).

Gemal § 316 Abs. 1 HGB sind kleine Kapitalgesellschaften von der Priifungspflicht ausgenommen.

8 Vgl fiir Versicherungen § 341k HGB und §§ 57-60, 64 VAG sowie fiir Banken § 340k HGB und §§ 28, 29

KWG.
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Unternehmen, deren Wirtschaftsjahr vom Kalenderjahr abwich, ausgeschlossen, da fiir sie die

BilMoG-Vorschriften zum Abschlussstichtag 31.12.2008 noch keine Anwendung fanden.’

3.2 Entwicklung des Priifungsmarkts

Obwohl die hier betrachteten 1.223 Unternehmen nach der BilMoG-Umstellung im Ge-
schiftsjahr 2008 nicht priifungspflichtig waren, lieBen 948 Unternehmen (77,51%) ihren Ab-
schluss freiwillig priifen. 275 Unternehmen (22,49%) verzichteten auf eine Abschlusspriifung
oder gaben die Durchfiihrung einer Abschlusspriifung nicht an. Im Jahr nach der BilMoG-
Umstellung verwiesen noch 765 Unternehmen (62,55%), in den Folgejahren 2009 bis 2013
durchschnittlich noch 659 (53,84%) auf eine Abschlusspriifung. 4bbildung (Abb.) 1 zeigt,
dass der Anteil der gepriiften Unternechmen in den Jahren nach der BilMoG-Umstellung zwar

abnahm, jedoch in jedem Jahr noch iiber 50% betrug.

Abb. 1: Anteil der Unternehmen mit Abschlusspriifer

08
06
04
0,2 1
0 + T T T T T T T T T ————
2008 2009 2010 2011 2012 2013

Bei der Interpretation dieser Ergebnisse ist zu beachten, dass Unternehmen, die sich freiwillig
priifen lassen, keinen Hinweis darauf verdffentlichen miissen. Daher befinden sich in der
Stichprobe u. U. Unternehmen mit freiwilliger Abschlusspriifung, die als solche nicht zu er-
kennen waren. So wird die Zahl der gepriiften Unternehmen eventuell unterschitzt. Gleich-

wohl scheint die Entwicklung des Priifungsmarkts fiir die betrachteten Unternehmen zu zei-

%  GemiB Art. 66 Abs. | EGHGB fanden die neuen GroBenkriterien erstmals fiir nach dem 31.12.2007 begin-
nende Geschiftsjahre Anwendung.

IV-6



gen, dass Abschlusspriifer die Mehrheit der durch die BilMoG-Umstellung im Geschéftsjahr
2008 nicht mehr priifungspflichtigen Mandate in den Folgejahren nicht verloren.

Fiir die Geschéftsjahre 2009 bis 2013 wurde bislang nicht unterschieden zwischen Unterneh-
men mit freiwilliger Abschlusspriifung und solchen, die aufgrund von Groenwachstum wie-
der priifungspflichtig wurden. 4bb. 2 zeigt, dass der Anteil der groBenbedingt wieder prii-
fungspflichtigen Unternehmen in den Jahren nach der BilMoG-Umstellung tendenziell zu-
nahm. So waren von den im Geschéftsjahr 2008 1.223 nicht priifungspflichtigen Unternehmen
im Geschéftsjahr 2013 439 Unternehmen (35,90%) wieder priifungspflichtig, da sie die erh6h-
ten Schwellenwerte flir kleine Kapitalgesellschaften an zwei aufeinanderfolgenden Ab-

schlussstichtagen iiberschritten.

Abb. 2: Anteil der priifungspflichtigen und nicht priifungspflichtigen Unternehmen

1 .

0,8 -

0.6 1 m prifungspflichtige
Unternehmen
_ mnichtprifungspflichtige
0,4
Unternehmen
0,2 A

2008 2009 2010 2011 2012 2013

77,51% der nicht priifungspflichtigen Unternehmen lieBen ihren Jahresabschluss 2008 freiwil-
lig priifen. Die verbleibenden 22,49% der Unternehmen verzichteten auf eine Abschlussprii-
fung oder gaben diese nicht an. In den Folgejahren nahm die Zahl der Unternehmen mit frei-
williger Abschlusspriifung stetig ab. So gaben im Jahr 2013 noch 28,32% der nicht priifungs-
pflichtigen Unternehmen einen Abschlusspriifer an. Der besonders hohe Anteil von Unter-
nehmen mit freiwilliger Abschlusspriifung im Jahr 2008 diirfte darauf zuriickzufiihren sein,
dass das BilMoG erst am 25.05.2009 verkiindet wurde. Zu diesem Zeitpunkt hatten vermut-
lich viele Unternechmen schon einen Priifungsvertrag abgeschlossen. Abb. 3 veranschaulicht

die Entwicklung des Priifungsmarkts fiir nicht priifungspflichtige Unternehmen.
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Abb. 3: Entwicklung des Priifungsmarkts nicht priifungspflichtiger Unternehmen

100% 1
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Unternehmen, die ihren Abschluss priifen lieBen, wéhlten mit durchschnittlich 79,63% eine
Non-Big Four Priifungsgesellschaft!?. Dabei war der Anteil bei Unternehmen mit freiwilliger
Abschlusspriifung mit durchschnittlich 80,82% etwas hoher als bei Unternehmen, die einer
Priifungspflicht unterlagen (77,17%). Abb. 4 veranschaulicht die hohere Konzentration auf

Non-Big Four Priifungsgesellschaften bei mittelstdndischen Unternehmen.

Abb. 4: Anteil der Unternehmen, die eine Non-Big Four Priifungsgesellschaft wihlten

0,86

== alle Unternehmen
0,82

== nichtprufungspflichtige
f_\——/ Unternehmen
078 == prufungspflichtige

/ / Unternehmen

0,74

2008 2009 2010 2011 2012 2013

10 Zu den Big Four Priifungsgesellschaften zihlen KPMG AG, PwC AG, Deloitte & Touche GmbH sowie Ernst
& Young GmbH. Als Non-Big Four Priifungsgesellschaften werden alle Priifungsgesellschaften bezeichnet,
welche nicht zu den Big Four Priifungsgesellschaften zéhlen.
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3.3 Motive fiir eine freiwillige Abschlusspriiferwahl

Die bisherigen Ergebnisse zeigen, dass sich eine Reihe von Unternehmen priifen lief3, obwohl
aufgrund ihrer Gro8enmerkmale keine gesetzliche Priifungspflicht bestand. Dabei konnen die
Motive fiir eine nicht gesetzlich geforderte Abschlusspriifung vielfiltig sein. So werden Ab-
schlusspriifungen regelmifig in Gesellschafts-, Kredit- oder Lizenzvertrigen vereinbart und
sind dabei eine wesentliche Voraussetzung fiir deren Abschluss. Ferner kommt die Vorberei-
tung eines Unternehmensverkaufs oder einer Unternehmensspaltung als Anlass fiir eine frei-
willige Abschlusspriifung in Betracht. Zu denken ist auch an eine von den Gesellschaftern
veranlasste Abschlusspriifung zur Kontrolle der Geschéftsfithrung oder anderer Mitarbeiter.
Im Folgenden wird empirisch untersucht, ob weitere Faktoren — z.B. die Unternehmensgrof3e,
-performance, Finanzierungsstruktur und Konzernzugehorigkeit — die Entscheidung fiir eine

freiwillige Abschlusspriifung beeinflussen.

3.3.1 Einfluss der Grofie des Unternehmens

Beim Vergleich kleiner Unternehmen liegt die Erwartung homogener Auspriagungen der Gro-
Benmerkmale nahe. Fiir die Einstufung in eine Grof3enkategorie reicht es jedoch, wenn nur
zwei der drei GrofBenmerkmale nicht {iber den Schwellenwerten geméfl § 267 HGB liegen.
Daher kann ein einzelnes Grofenmerkmal einer kleinen Kapitalgesellschaft beliebig grof3
sein. Da kleine Kapitalgesellschaften mit hoheren Auspragungen der Gréfenmerkmale eher
priifungspflichtig werden konnen, ist zu erwarten, dass sie sich auch eher fiir eine freiwillige
Abschlusspriifung entscheiden. Kosteniiberlegungen stiitzen diese Vermutung, da die Grenz-
kosten der Abschlusspriifung mit steigender UnternehmensgrofBe sinken, wenn man davon

ausgeht, dass ein Teil der Priifungskosten fix ist.!!

Die Analyse des GroBBenmerkmals Umsatzerldse bestitigt diese Vermutung. So wiesen Unter-
nehmen, die sich freiwillig priifen lieBen und ihre Umsatzerlose verdffentlichten, in den Jah-
ren nach der BilMoG-Umstellung durchschnittlich hohere Umsatzerldse aus als Unternehmen,
die keinen Abschlusspriifer angaben. Dabei fielen die durchschnittlichen Umsatzerldse der
gepriiften und nicht gepriiften Unternehmen in den Jahren 2008 und 2009 noch relativ homo-
gen aus, wobei die Umsatzerldse der gepriiften Unternehmen geringfiigig negativ abwichen.

In den Folgejahren 2010 bis 2013 wiesen Unternehmen mit freiwilliger Abschlusspriifung

1" Vgl. Lenz/Verleysdonk (1998), S. 856 ff. sowie Chow (1982), S. 276.
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hingegen durchschnittlich um 36,05% hohere Umsatzerlose aus als Unternehmen, die keinen

Abschlusspriifer angaben.

Auch die Bilanzsummen der Unternehmen mit freiwilliger Abschlusspriifung waren durch-
schnittlich um 15,20% hoher als die Bilanzsummen der Unternehmen, die keinen Abschluss-
priifer angaben. Dabei lagen die Bilanzsummen bei durchschnittlich 60,67% der Unterneh-
men, die sich freiwillig priifen lieBen, iiber dem Schwellenwert fiir kleine Kapitalgesellschaf-
ten (4,48 Mio. Euro). In der Gruppe der Unternechmen ohne Angabe eines Abschlusspriifers
lag die Bilanzsumme nur in durchschnittlich 35,22% der Fille iiber dem genannten Schwel-

lenwert.

Die Analyse der Mitarbeiterzahlen zeigt ein dhnliches Bild. Im Umstellungsjahr 2008 waren
die Mitarbeiterzahlen der Unternehmen mit und ohne Abschlusspriifer noch vergleichsweise
dhnlich. In den Folgejahren beschéftigten Unternechmen mit freiwilliger Abschlusspriifung
hingegen durchschnittlich wesentlich mehr Mitarbeiter als Unternehmen, die keinen Ab-
schlusspriifer angaben (positive Abweichung durchschnittlich: 34,76%). Dabei beschiftigten
durchschnittlich 63,53% der Unternehmen mit freiwilliger Abschlusspriifung eine Zahl von
Mitarbeitern, die iiber dem Schwellenwert von 50 Mitarbeitern fiir kleine Kapitalgesellschaf-
ten lag. In der Gruppe der Unternehmen ohne Abschlusspriiferangabe lag die durchschnittli-

che Mitarbeiterzahl nur in 15,53% der Félle iiber dem genannten Schwellenwert.

Abb. 5 zeigt die prozentualen Abweichungen der durchschnittlichen Umsatzerlose, Bilanz-
summen und Mitarbeiterzahlen von Unternehmen mit freiwilliger Abschlusspriifung im Ver-

gleich zu Unternehmen ohne Abschlusspriiferangabe.

Die Ergebnisse zeigen, dass sich Unternechmen mit hoheren Mitarbeiterzahlen, hoheren Um-
satzerlosen und hoheren Bilanzsummen tendenziell hiufiger freiwillig priifen lieBen als Un-
ternehmen, deren GroBenmerkmale geringer ausfielen. Dabei lag bei Unternehmen mit frei-
williger Abschlusspriifung wesentlich hdufiger mindestens ein GroBenmerkmal iiber dem
Schwellenwert fiir kleine Kapitalgesellschaften als bei Unternehmen ohne Abschlussprii-

ferangabe.
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Abb. 5: Prozentuale Abweichungen der Groflenausprigungen von gepriiften Unter-

nehmen im Vergleich zu Unternehmen ohne Abschlusspriiferangabe
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3.3.2 Einfluss der Performance eines Unternechmens

Die Analyse des Einflusses der Performance eines Unternehmens anhand der Kennzahl Be-
triebsergebnis zeigt, dass Unternehmen mit hoheren Betriebsergebnissen ihren Jahresab-
schluss eher freiwillig priifen lieBen als Unternehmen mit niedrigeren Betriebsergebnissen. So
waren die Betriebsergebnisse der Unternehmen mit Abschlusspriifer durchschnittlich um
31,67% hoher als die Betriebsergebnisse der Unternehmen ohne Abschlusspriifer. Die Vermu-
tung liegt nahe, dass Unternehmen mit hoheren Betriebsergebnissen eher mit GroBBenwachs-
tum und einer daraus resultierenden Priifungsflicht in den Folgejahren rechnen. Dies konnte
sie dazu veranlassen, schon in den Vorjahren nicht auf einen Abschlusspriifer zu verzichten.
Abb. 6 veranschaulicht die Ergebnisse des Einflusses des Betriebsergebnisses auf die Prii-

fungsentscheidung.
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Abb. 6: Durchschnittliche Betriebsergebnisse nicht priifungspflichtiger Unternehmen
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3.3.3 Einfluss der Finanzierung des Unternehmens

Glaubiger setzen bei Kreditvergabeentscheidungen regelmifBig einen gepriiften Jahresab-
schluss voraus oder werten diese zumindest als positiv.'?> Daher ist anzunehmen, dass stirker
fremdfinanzierte Unternehmen ihren Abschluss eher freiwillig priifen lassen als Unternehmen
mit einem hdheren Anteil des Eigenkapitals an der Bilanzsumme. Die Analyse der entspre-
chenden Fremdkapitalquoten bestétigt diesen Zusammenhang indes nicht eindeutig: In den
Jahren 2010 bis 2013 lag die durchschnittliche Fremdkapitalquote der Unternehmen mit frei-
williger Abschlusspriifung zwar geringfiigig unter der durchschnittlichen Fremdkapitalquote
nicht gepriifter Unternehmen (mittlere negative Abweichung: 0,96%). In den Jahren 2008 und
2009 ist hingegen ein gegenteiliger Zusammenhang zu beobachten (mittlere positive Abwei-

chung: 1,62%).

3.3.4 Einfluss der Konzernzugehorigkeit

Gemal § 317 Abs. 3 HGB hat ein Konzernabschlusspriifer neben dem Konzernabschluss auch
zu priifen, ob die in dem Konzernabschluss zusammengefassten Jahresabschliisse den gesetz-
lichen Vorschriften entsprechen. Ist ein solcher Jahresabschluss bereits gepriift, entstehen
Kostenvorteile fiir die Konzernabschlusspriifung. Daher ist zu erwarten, dass konzerngebun-

dene Unternehmen ihren Abschluss hdufiger freiwillig priifen lassen als Unternehmen ohne

12 Vgl. zum Einfluss der Abschlusspriifung auf die Kreditvergabeentscheidung z.B. Bamber/Stratton (1997),
S. 1 ff. sowie Allee/Yohn (2009), S. 1 ff.
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Konzernzugehorigkeit. Die Analyse bestitigt diese Vermutung. So waren in den Jahren 2009
bis 2013 durchschnittlich 77,64% der Unternehmen mit freiwilliger Abschlusspriifung zu
mehr als 50% konzerngebunden. Fiir Unternehmen ohne Abschlusspriiferangabe war dies

hingegen nur zu durchschnittlich 66,65% der Fall. A4bb. 7 veranschaulicht die Ergebnisse.

Abb. 7: Anteil der zu mehr als 50% in einen Konzern eingebundenen nicht-

priifungspflichtigen Unternehmen
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4  Zusammenfassung der Ergebnisse und Ausblick

Mit dem BilMoG wurden die zur Einordnung in eine Grofenklasse relevanten monetiren
Schwellenwerte (§ 267 HGB) erhoht, woraus ein Wegfall der Priifungspflicht fiir etwa 7.400
Unternehmen resultierte. Die Analyse der Priifungsentscheidungen von 1.223 Kapitalgesell-
schaften zeigt, dass Priifungsgesellschaften die Mehrheit der betroffenen Mandate in den
Folgejahren nicht verloren. So entschied sich der GroBteil der Unternehmen fiir eine freiwilli-
ge Abschlusspriifung oder wurde in den Jahren nach der BilMoG-Umstellung aufgrund von
GroBenwachstum erneut priifungspflichtig. Der Anteil der Unternehmen, der sich freiwillig
priifen liel, nahm stetig ab und betrug im Jahr 2013 noch rund 28%. Die Analyse der Ein-
flussfaktoren fiir eine freiwillige Abschlusspriifung der Unternehmen zeigt, dass grofere Un-
ternehmen, Unternehmen mit einer besseren Performance sowie Unternehmen, die in einen
Konzern eingebunden waren, ihren Abschluss hdufiger freiwillig priifen lieBen als Ver-
gleichsunternehmen. Der Einfluss der Finanzierungsstruktur ist hingegen weniger eindeutig

als erwartet.
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Im Rahmen des BilRUG erhohte der Gesetzgeber die monetiren Schwellenwerte erneut,
wodurch die Priifungspflicht fiir etwa 7.000 Unternehmen entfallen diirfte. Drei bis flinf Jahre
nach der BilMoG-Umstellung lieen durchschnittlich 45% der im Umstellungszeitpunkt nicht
mehr priifungspflichtigen Unternehmen ihren Jahresabschluss priifen.!* Geht man davon aus,
dass ein dhnlicher Anteil der etwa 7.000 mit dem BilRUG wohl nicht mehr priifungspflichti-
gen Unternehmen langfristig einen Abschlusspriifer beauftragt, verléren Priifungsgesellschaf-
ten jahrlich ca. 3.850 Mandate. Der daraus resultierende jéhrliche Honorarverlust diirfte im

mittleren zweistelligen Millionenbereich liegen.

Wie sich der Honorarverlust auf die Priifungsgesellschaften verteilen konnte, zeigt die fol-
gende Analyse: Untersucht wurden die Abschlussdaten von 3.840 mittelgro3en Kapitalgesell-
schaften der Geschiiftsjahre 2008 bis 2013.!* Thnen ist gemein, dass sie im betrachteten Ge-
schiftsjahr als kleine Kapitalgesellschaften einzustufen gewesen wiren, wenn die durch das
BilRUG erhohten Schwellenwerte bereits Anwendung gefunden hétten. Es handelt sich somit
um mittelgrole Kapitalgesellschaften, fiir die die Priifungspflicht durch eine vorzeitige Erho-
hung der Schwellenwerte entfallen wire. Die Auswertung der Abschlusspriiferinformationen
zeigt, dass durchschnittlich knapp 80% dieser Unternehmen eine Non-Big Four Priifungsge-
sellschaft als Abschlusspriifer bestellten. Geht man davon aus, dass dieser Anteil repriasentativ
ist, wiirden rund 5.500 der 7.000 nach dem BilRUG wohl nicht mehr priifungspflichtigen Un-
ternehmen von Non-Big Four Priifungsgesellschaften gepriift. Somit wére bei einem Wegfall
der Priifungspflicht damit zu rechnen, dass Non-Big Four Priifungsgesellschaften einen Grof3-
teil des Honorarverlusts tragen und die Konzentration auf dem Markt fiir Abschlusspriifun-

gen ansteigt.

13" Durchschnittlicher Anteil der in Kapitel 3 untersuchten Unternehmen mit Abschlusspriiferangabe in den
Geschiftsjahren 2010 bis 2013.
14" Die Daten stammen aus der Dafne Datenbank (Vgl. Bureau van Dijk (2016)).
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(Ubergangs-) Wahlrechte als Grundlage fiir
eine gezielte Bilanzpolitik?

Eine Analyse am Beispiel von Pensionsriickstellungen

ZUSAMMENFASSUNG

In den Ubergangsvorschriften zum Bilanzrechtsmodernisierungsgesetz (BilMoG) fiihrte
der Gesetzgeber Bilanzierungswahlrechte ein, welche die Abschliisse von deutschen
Unternehmen bis zu 15 Jahre lang beeinflussen. Der vorliegende Beitrag untersucht
empirisch am Beispiel von Pensionsriickstellungen deutscher Unternehmen, welche
Faktoren Abschlussersteller bei der Wahlrechtsausiibung beeinflussen. Es wird gezeigt,
dass Unternehmen Wahlrechte systematisch zur Glittung ihrer Jahresergebnisse sowie
zur Steuerung ihrer Finanz- und Performancekennzahlen verwenden. Bei der Schaffung
neuer Bilanzierungswahlrechte sollte sich ein Regulator deshalb bewusst sein, dass Ab-
schlussersteller diese fiir eine zielgerichtete Bilanzpolitik nutzen. Zudem zeigen die
Ergebnisse, dass die Ubergangsregelungen den Zielen des BilMoG, einer hoheren
Transparenz und einem gesteigerten Informationsgehalt der Abschliisse, zumindest

kurzfristig entgegenwirken.



Accounting (Transitional) Options as a Basis for
a Targeted Accounting Policy? An Analysis Based on

the Example of Pension Accounting

ABSTRACT

With the Accounting Law Modernization Act (BilMoG) and the corresponding transi-
tional regulations an extensive reform of the German accounting law was implemented
to enhance the transparency and the information content of financial statements. Using
the example of the new pension accounting regulations, we investigate in an empirical
analysis how German companies decide in the case of transitional options. We show
that the companies use transitional options to smooth their results and achieve specific
financial indicators. Consequently, a regulator who thinks about implementing new ac-
counting options should take into consideration that preparers of financial statements
use them for a targeted accounting policy. Furthermore, the results show that the Bil-
MoG-transitional options counteract the aims of more transparency and information

content — at least temporarily.



1  Einleitung

Mit dem Bilanzrechtsmodernisierungsgesetz (BilMoG)' vom 25. Mai 2009 hat der Ge-
setzgeber das deutsche Bilanzrecht umfassend reformiert, wobei er das Ziel verfolgte,
eine einfache, vollwertige, dauerhafte und kostengiinstige Alternative zu den Internatio-
nal Financial Reporting Standards (IFRS) fiir deutsche Unternehmen zu schaffen.? Ne-
ben der Erhohung der Transparenz sowie der Stirkung der Informationsfunktion des
Abschlusses stand dabei die Reduzierung von bilanzpolitischen Spielrdumen im Mittel-
punkt.® In diesem Zusammenhang regelte der Gesetzgeber u. a. den Ansatz und die Be-
wertung von Pensionen und dhnlichen Verpflichtungen (im Folgenden als Pensions-
riickstellungen bezeichnet) umfassend neu und schaffte dabei bestehende Bilanzie-
rungswahlrechte ab. Hintergrund war, dass im internationalen Umfeld die zahlreichen
Méglichkeiten von Uber- und Unterdotierungen von Pensionsriickstellungen nach altem

Recht als ,,Schwachpunkt der deutschen Rechnungslegung* galten.

Fiir viele Unternehmen flihrten die neuen Bewertungsregelungen zu einer Unterdotie-
rung ihrer bisherigen Pensionsriickstellungen und somit zu einem Zufiihrungsbedarf im
Umstellungszeitpunkt. Durch ein Ubergangswahlrecht stellte der Gesetzgeber es Unter-
nehmen dabei frei, den Zufiihrungsbetrag entweder im Umstellungszeitpunkt in voller
Hohe aufwandswirksam zu erfassen oder ihn {iber einen Zeitraum von bis zu 15 Jahren
ratierlich zuzufiihren (nachfolgend als 1/15-Zufiihrung bezeichnet). Die letztere Varian-
te ermoOglichte es Unternehmen, die Umstellungseffekte im Umstellungszeitpunkt durch

die Verschiebung von Aufwand in spétere Perioden zu mildern.

In der Literatur wird vielfach {iber das bilanzpolitische Potential der neuen Bewertungs-
regelungen im Bereich der Pensionsriickstellungen sowie der in Kraft getretenen Uber-
gangsvorschriften diskutiert.” Bisherige Forschungsergebnisse zeigten erste Evidenz
iiber die Auswirkungen der neuen Regelungen auf den Ausweis und die Hohe von Pen-
sionsriickstellungen.® Beziiglich der Entscheidung, das Ubergangswahlrecht in An-

spruch zu nehmen und nur 1/15 des Zufiihrungsbetrages im Umstellungszeitpunkt zuzu-

Vgl. Bundesgesetzplatt Jahrgang 2009 Teil I Nr. 27.
Vgl. BMJ (2008), S. 1.
Vgl. Gollert (2008), S. 1165.
BM]J (2008), S. 52.
Vgl. z. B. Fink/Kunath (2010) oder Drinhausen/Ramsauer (2009).
Vgl. u. a. Pierk/Weil (2012) fiir die Auswirkungen der neuen Bilanzierungsregeln auf die Jahresab-
schliisse kapitalmarktorientierter Unternehmen sowie Schmidtmeier/Eisenhardt/Bellert (2012) fiir die
Auswirkungen auf die Jahresabschliisse mittelstindischer Konzerne.
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fiihren, zeigten Gassen, Pierk und Weil (2011), dass Friihanwender’ des BilMoG diese
Entscheidung von ihrer Finanzierungsstruktur und ihrer Profitabilitit abhéngig mach-
ten.® Da die Bilanzierungsentscheidungen der Friihanwender nicht auf die Bilanzie-
rungsentscheidungen der Pflichtanwender iibertragen werden konnen,’ bleibt die Frage
offen, ob Unternehmen die geschaffenen (Ubergangs-) Wahlrechte fiir eine gezielte
Bilanzpolitik im Umstellungszeitpunkt nutzten. Zur Beantwortung dieser Fragestellung,
werden in der vorliegenden Studie Abschlussdaten von 261 deutschen Kapitalgesell-
schaften!® fiir die Jahre 2009 und 2010 untersucht. Mit Hilfe einer Regressionsanalyse
wird eruiert, ob und ggf. welche Faktoren Unternehmen dazu veranlassten, im Umstel-
lungszeitpunkt nur 1/15 des gesamten Zufiihrungsbetrages zu den Pensionsriickstellun-

gen zuzufiihren und damit keine hohere Zufithrung zu wihlen.

Die Ergebnisse der Regressionsanalyse zeigen, dass sich Unternehmen mit héheren
Fremdkapitalquoten und / oder niedrigeren operativen Renditen haufiger fiir eine 1/15
Zufiihrung entschieden als Unternehmen mit niedrigeren Fremdkapitalquoten und / oder
hoheren operativen Renditen.!! Auch Unternehmen, deren Jahresergebnis ein aus Vor-
jahreszahlen prognostiziertes Jahresergebnis unterschritt, entschieden sich haufiger fiir
diese Bilanzierungsvariante als Unternehmen, welche das prognostizierte Jahresergebnis
erreichten oder {iberschritten. Die Ergebnisse zeigen, dass Unternehmen (Ubergangs-)
Wahlrechte als gezieltes bilanzpolitisches Instrument nutzen, indem sie ihre Finanz- und
Performancekennzahlen durch die Wahlrechtsausiibung systematisch steuern. Dieses
Resultat liefert eine wichtige Erkenntnis fiir Regulatoren, die liber die Schaffung neuer

Wabhlrechte und Ermessensspielrdume nachdenken.

Im folgenden Kapitel 2 werden die durch das BilMoG eingefiihrten neuen Regelungen
zur Bilanzierung von Pensionsriickstellungen theoretisch erortert. In dem daran an-
schlieBenden Kapitel 3 werden Hypothesen dariiber abgeleitet, welche Faktoren Unter-
nehmen dazu veranlasst haben konnten, sich fiir eine bestimmte Wahlrechtsausiibung zu
entscheiden. In Kapitel 4 erfolgen die empirische Analyse sowie die Darstellung der

Ergebnisse. In Kapitel 5 schlieBBt der Beitrag mit einem Fazit.

Als Frithanwender werden hier Unternehmen bezeichnet, die die Anderungen des BilMoG freiwillig
bereits vor dem verpflichtenden Umstellungszeitpunkt angewandt haben.
8 Vgl. Gassen/Pierk/Weil (2011), S. 1065 sowie Endnote 28.
% Vgl. Gassen/Pierk/Weil (2011), S. 1062 sowie zu dem hier entstehenden Selektionsproblem Heckman
(1979), S. 153f1f.
Es werden ausschlieBlich Pflichtanwender (keine Frithanwender) betrachtet.
Dieses Ergebnis bestdtigt die Erkenntnisse von Gassen/Pierk/Weil (2011), die zu dem &hnlichen
Ergebnis fiir BilMoG-Frithanwender gekommen sind.
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2 Pensionsriickstellungen nach neuer Rechtslage

Vor der BilMoG-Umstellung waren Pensionsriickstellungen gemal
§ 253 Abs. 1 S. 2 HGB a. F. zu einem Betrag anzusetzen, ,,der nach verniinftiger kauf-
ménnischer Beurteilung notwendig* war. Der Gesetzgeber stellte dabei auf den Riick-
zahlungsbetrag ab. Nach neuer Rechtslage sind Riickstellungen in Hohe des nach ver-
nlinftiger kaufménnischer Beurteilung notwendigen Erfiillungsbetrages anzusetzen
(§ 253 Abs. 1 S. 2 HGB n. F.). Als Berechnungsmethoden bleiben dabei bisherige Me-
thoden wie das Anwartschaftsbarwertverfahren (Projected Unit Credit Method) und das
Teilwertverfahren grundsétzlich anwendbar, der Begriff des Erfiillungsbetrages verdeut-
licht jedoch, dass unternehmensindividuelle Lohn-, Gehalts- und Rententrends zu be-
riicksichtigen sind.!? Dariiber hinaus sind Pensionsriickstellungen als langfristige Riick-
stellungen nach neuer Rechtslage mit dem laufzeitiquivalenten durchschnittlichen
Marktzinssatz der vergangenen sieben Geschiftsjahre abzuzinsen.!> Aus Vereinfa-
chungsgriinden darf eine pauschale Laufzeit von 15 Jahren unterstellt werden
(§ 253 Abs. 2 S. 2 HGB n. F.). Der maligebliche Zinssatz wird von der Deutschen Bun-
desbank ermittelt und regelmiBig veroffentlicht. Vor dem BilMoG wurde die Verwen-
dung eines Zinssatzes zwischen 3% und 6% als zulissig angesehen,'* wobei viele Un-
ternehmen aus Vereinfachungsgriinden eine Diskontierung mit dem steuerlichen Zins-
satz von 6% wihlten (§ 6a Abs. 3 Satz 2 EStG). Eine Einheitsbilanz fiir den Bereich der

Pensionsriickstellungen ist nach neuem Recht allenfalls zufallig moglich.

Fiihrten die neuen Bewertungsregeln im Umstellungszeitpunkt zu einem hoheren Bar-
wert der Pensionsriickstellungen, hatten Bilanzierende durch Ubergangregelungen ver-
schiedene Moglichkeiten, den Zufiihrungsbetrag zuzufiihren: Gemal
Art. 67 Abs. 1 S. 1 EGHGB durfte der Betrag entweder in voller Hohe im Umstellungs-
zeitpunkt aufwandswirksam zugefiihrt oder alternativ iiber maximal 15 Jahre (zu min-
destens 1/15 p. a.) ratierlich zugefiihrt (1/15-Zufiihrung) werden. Falls sich durch die
Neubewertung der Pensionsriickstellungen im Umstellungszeitpunkt eine Uberdotie-
rung und ein damit verbundener Auflosungsbedarf ergab, bestand fiir Bilanzierende

nach Art. 67 Abs. 2 EGHGB ein Beibehaltungswahlrecht, sofern der Betrag bis zum

12 Vgl. u. a. Gassen/Pierk/Weil (2011), S. 1061.
Diese Regelung galt zum Untersuchungszeitpunkt. Mit dem Gesetz zur Umsetzung der Wohnimmobi-
lienkreditrichtlinie und zur Anderung handelsrechtlicher Vorschriften vom 11.03.2016 verlingerte der
deutsche Gesetzgeber den Betrachtungszeitraum von sieben auf zehn Jahre, wobei diese Regelung
erstmals fir nach dem 31.12.2015 endende Geschéftsjahre anzuwenden ist. Vgl. Bundesgesetzblatt
Jahrgang 2016 Teil I Nr. 12, Artikel 7.
4 Vgl. IDW, HFA 2/1988, S. 403.
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31. Dezember 2024 wieder zugefiihrt werden miisste. Andernfalls musste der iiber-
schiissige Riickstellungsbetrag aufgelost und erfolgsneutral in die Gewinnriicklagen

eingestellt werden.

Neben den Bewertungsneuerungen ergaben sich durch das BilMoG auch Anderungen
im Bereich des Ausweises von Pensionsriickstellungen. So hat der Gesetzgeber in
§ 246 Abs. 2 S.2 HGB n. F. ein Saldierungsgebot eingefiihrt, wonach Vermogensge-
genstinde, die ausschlieBlich zur Erfiillung von Altersversorgungsverpflichtungen die-
nen und die dem Zugriff libriger Glaubiger entzogen sind (nachfolgend als Deckungs-
vermdgen bezeichnet), mit den Pensionsriickstellungen zu verrechnen sind. Ubersteigt
der Barwert der Pensionsriickstellungen das mit dem beizulegenden Zeitwert bewertete
Deckungsvermdgen, sind die Pensionsriickstellungen ausschlieBlich in Hohe des das
Deckungsvermdgen iibersteigenden Betrages zu passivieren. Weist das Deckungsver-
mogen hingegen einen hoheren Wert als die Pensionsriickstellung aus, ist ausschlieBlich
der Unterschiedsbetrag geméll § 246 Abs. 2 S. 3 HGB n. F. in einem gesonderten Pos-

ten zu aktivieren.

3  Hypothesenherleitung

Gassen/Pierk/Weil (2011) zeigten in ihrer Studie, dass sich durch die BilMoG-
Umstellung fiir viele Unternehmen ein Zufiihrungsbedarf zu den Pensionsriickstellun-
gen in Hohe von 20% bis 30% relativ zu den Pensionsriickstellungen des Vorjahres
ergab. Da eine Zufiihrung gem. Art. 67 Abs. 7 EGHGB im aullerordentlichen Ergebnis
zu erfassen ist, resultierte aus einer etwaigen Zufiihrung im Umstellungszeitpunkt keine
Belastung des Ergebnisses der gewohnlichen Geschiftstitigkeit, sondern ausschlieBlich
eine Verringerung des Jahresergebnisses. Hinzu kam eine Verschlechterung sdmtlicher
Bilanzkennzahlen, die als BezugsgroBe die Bilanzsumme verwendeten.!> Durch das in
den Ubergangsregelungen vom Gesetzgeber eingefiihrte Wahlrecht und die damit ein-
hergehende Moglichkeit zur Streckung einer etwaigen Zufiihrung konnte insbesondere
im Umstellungszeitpunkt im Vergleich zu einer hoheren Zufiihrung eine Verbesserung
von Kennzahlen und Jahresergebnissen erreicht werden. Vor dem Hintergrund des ho-

hen Ausmalles des Umstellungseffektes ist deshalb zu erwarten, dass Unternehmen bei

15" Vgl. Fink/Kunath (2010), S. 2352.



der Entscheidung, das Ubergangswahlrecht in Anspruch zu nehmen, Bilanzpolitik be-

triecben und somit Unternehmenskennzahlen gezielt gesteuert haben.'®

Insbesondere Ratingagenturen, aber auch Fremdkapitalgeber greifen bei ihren Analysen
und Entscheidungen hiufig auf Unternehmenskennzahlen zuriick. So enthalten bei-
spielsweise Kreditvertrage haufig Financial Covenants, die bei einem Verstof3 regelmé-
Big zu héheren Finanzierungskosten fiihren.!” Viele Kreditvertragsklauseln greifen dabei
insbesondere auf Kennzahlen zur Verschuldung des Unternehmens wie z. B. auf die
Fremdkapitalquote zuriick.'® Basierend auf diesen Uberlegungen ist zu vermuten, dass
Abschlussersteller eher von dem Ubergangswahlrecht Gebrauch gemacht und im Um-
stellungszeitpunkt eine 1/15-Zufithrung gewihlt haben, wenn sie im Umstellungszeit-

punkt {iber hohe Fremdkapitalquoten verfiigten. Hypothese H1 lautet daher wie folgt:

H1: Unternehmen mit hoheren Fremdkapitalqguoten wdhlten hdufiger die 1/15-

Zufiihrung als Unternehmen mit niedrigeren Fremdkapitalquoten.

Neben der Steuerung von Finanzkennzahlen ist es auch denkbar, dass Unternehmen bei
der Wahlrechtsausiibung gezielt Performance-Kennzahlen wie das Jahresergebnis ge-
steuert haben. So ist zu vermuten, dass sich Unternehmen mit niedrigen Jahresergebnis-
sen hdufiger fiir eine Streckung der Zufiihrung zu den Pensionsriickstellungen entschie-
den als Unternehmen mit hohen Jahresergebnissen. Der Grund hierfiir ist, dass Unter-
nehmen durch die Streckung der Zufiihrung die zusitzliche Verschlechterung des Jah-
resergebnisses im Umstellungsjahr mindern konnten. Damit konnte, abhédngig von der
Hohe des Umstellungseffektes, die Aussendung eines negativen Signals an die Ab-
schlussadressaten verhindert worden sein'® — zumindest dann, wenn die Abschlussad-
ressaten keine korrigierenden Analysen vorgenommen haben. Bilanzierende Unterneh-
men konnten in diesem Fall durch die Streckung der Zufiihrung u. U. negative Reaktio-
nen der Abschlussadressaten verhindern. Da ein etwaiger Zufiihrungsbetrag zu den Pen-
sionsriickstellungen als auBBerordentlicher Aufwand zu bilanzieren war, belastete er zwar
das Jahresergebnis, jedoch nicht das Ergebnis der gewohnlichen Geschiftstétigkeit.

Geht man davon aus, dass Unternehmen ihr Jahresergebnis bei der Wahlrechtsausiibung

Da ein etwaiger Zufiihrungsbetrag zu den Pensionsriickstellungen iiber bis zu 15 Jahre angesammelt
werden kann, beeinflusst die jéhrliche Zuflihrungsentscheidung auch heute noch die Abschliisse der
betroffenen Unternehmen.

Vgl. Watts/Zimmerman (1986), S. 216 sowie allgemein zu den Moglichkeiten der Bilanzpolitik bei
Kreditvergabeentscheidungen Obermann (2011).

18 Vgl. Dichev/Skinner (2002), S. 1101.

19 Vgl. Stolowy/Breton (2004), S. 16.
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gezielt steuerten, ist zu erwarten, dass sie im Fall niedrigerer operativen Renditen?® hiu-
figer eine 1/15 Zufiihrung wihlten als im Fall hoher operativer Renditen. Die Hypothese

H2 lautet somit wie folgt:

H2: Unternehmen mit niedrigeren operativen Renditen wdhlten hdufiger die 1/15-

Zufiihrung als Unternehmen mit hoheren operativen Renditen.

Neben der Verschiebung von Belastungen in eine spdtere Periode kann Bilanzpolitik
auch zum Erreichen erwarteter ZielgroBen verwendet werden. Burgstahler und Eames
(2006) zeigten in ihrer Studie, dass Unternehmen gezielt Bilanzpolitik betreiben, um
moglichst wenig von den Erwartungen von Analysten abzuweichen. Zu dhnlichen Er-
gebnissen kamen auch Abarbanell und Lehavy (2002). Begriindet werden kann diese
Form der Bilanzpolitik mit der Tatsache, dass das Nichterreichen bestimmter erwarteter
GroBen wie zum Beispiel ein Abweichen von dem prognostizierten Jahresergebnis zu
negativen Reaktionen der Bilanzadressaten fithren kann. So scheinen geringere Ergeb-
nisvolatilititen Abschlussadressaten ein geringeres Geschiftsrisiko anzuzeigen.?! Hohe
Abweichungen von erwarteten GroBen konnen hingegen KurseinbuBen?? oder ver-
schlechterte Kreditkonditionen?® zur Folge haben. Bezogen auf die Zufiihrungsentschei-
dung zu den Pensionsriickstellungen ist deshalb zu erwarten, dass Unternehmen, welche
das prognostizierte Jahresergebnis im Umstellungszeitpunkt nicht erreicht haben, hiufi-
ger eine 1/15-Zufiihrung wahlten als Unternehmen, die das prognostizierte Ergebnis
erreichten oder iiberschritten. Hierdurch erzielten sie ggf., dass sich die Abweichung
ihres Jahresergebnisses von dem prognostizierten Jahresergebnis durch die BilMoG-
Umstellung nur um 1/15 des Zufiihrungsbetrages erhohte. Die Hypothese H3 lautet so-

mit wie folgt:

H3:  Unternehmen, die das prognostizierte Jahresergebnis nicht erreichten, wdhlten
hdufiger die 1/15-Zufiihrung als Unternehmen, die das prognostizierte Jahreser-

gebnis erreichten oder iiberschritten.

20 Vgl. zu der Berechnung der operativen Rendite Abschnitt 4.2.

2l Vgl. u. a. Beidleman (1973).
22 Vgl. u. a. Degeorge/Patel/Zeckhauser (1999) sowie Brown (2001).
2 Vgl. Trueman/Titman (1988).
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Im folgenden Kapitel wird mit Hilfe einer multivariaten Regressionsanalyse untersucht,
welche Faktoren bilanzierende Unternehmen dazu veranlassten, sich im Umstellungs-

zeitpunkt fiir eine 1/15-Zufiihrung zu entscheiden.

4  Empirische Untersuchung

4.1 Stichprobe

Die empirische Analyse basiert auf den Jahresabschliissen und Geschéftsberichten der
Geschiéftsjahre 2009 und 2010 von deutschen groBen Kapitalgesellschaften, die einen
Einzelabschluss (gegebenenfalls zusitzlich zu einem Konzernabschluss) nach HGB
erstellten. Fiir Unternehmen mit einem abweichenden Geschiftsjahr wurden die Jahre
2009/2010 und 2010/2011 herangezogen, da die auslaufenden Regelungen letztmalig
fiir vor dem 1. Januar 2010 beginnende Geschéftsjahre anzuwenden waren. Die
verwendeten Daten basieren auf einer Auswertung der Jahresabschliisse und Informati-
onen bezogen aus dem Bundesanzeiger’* und der Online Datenbank Dafne?. Die
Definition groBer Kapitalgesellschaften orientiert sich an den GroBBenklassen des HGB,
wobei jeweils mindestens zwei der drei in § 267 Abs. 2 HGB genannten Merkmale
(19,25 Mio. Euro Bilanzsumme; 38,5 Mio. Euro Umsatzerlose; 250 Mitarbeiter)?® in
dem im Jahr 2010 endenden Geschiftsjahr tiiberschritten sein mussten. Fiir die
empirische Analyse war es notwendig, die Stichprobe auf Unternehmen, welche in den
Jahren 2005 bis 2009 ein Jahresergebnis verdffentlichten, zu begrenzen.?” Um zu
vermeiden, dass sich Unternehmen in der Stichprobe befinden, die sich bei ihrer
Bilanzierung an einem anderen Unternehmen orientierten oder von einem anderen
Unternehmen beeinflusst wurden, wurden Unternehmen ausgeschlossen, welche einem
Konzern mit einem Anteilsbesitz von mehr als 50% angehdrten und somit davon
auszugehen war, dass diese auch im Einzelabschluss nicht unabhingig bilanziert haben.

Reduziert wurde die Stichprobe weiterhin um Unternehmen mit dem

2 Vgl. BMJ (2014).
23 Vgl. Bureau van Dijk (2014).
26 Die herangezogenen GroBenmerkmale galten zum Untersuchungszeitpunkt. Mit dem Bilanzrichtlinie-
Umsetzungsgesetz (BilRUG) vom 17. Juli 2015 erhohte der deutsche Gesetzgeber die maflgeblichen
Schwellenwerte fiir groe Kapitalgesellschaften auf 20 Mio. Euro Bilanzsumme und 40 Mio. Euro
Umsatzerlose. Der Schwellenwert fiir Mitarbeiter blieb unverdndert bei 250. Die neuen Schwellen-
werte sind verpflichtend fiir nach dem 31.12.2015 beginnende Geschiftsjahre anzuwenden. Vgl. Bun-
desgesetzblatt Jahrgang 2015 Teil I Nr. 30.
Fir die Prognose der Jahresergebnisse wurden Unternehmensdaten dieser Geschéftsjahre benotigt
(Vgl. Beschreibung der Variablen in Abschnitt 4.2).
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Hauptbranchencode Erbringung von Finanz- und Versicherungsdienstleistungen, da
anzunehmen ist, dass diese nicht mit Unternehmen anderer Branchen vergleichbar sind.
Des Weiteren wurden 16 Unternehmen ausgeschlossen, die Frithanwender des BilMoG
im Jahr 2009 waren, da diese Unternehmen divergierende Bilanzierungsmotive gehabt
haben konnten. Ebenso wurden Unternehmen mit fehlenden Daten und Unternehmen
mit einer Uberdotierung der bilanzierten Pensionsriickstellungen ausgeschlossen. In
dem resultierenden Datensatz befinden sich somit ausschlieBlich Unternehmen mit ei-
nem Zuflihrungsbedarf zu den Pensionsriickstellungen im Umstellungszeitpunkt. Er

umfasst insgesamt 261 Unternehmen.

4.2 Herleitung des Modells

Ob und ggf. wie die Unternehmen der Stichprobe die eingefiihrten
Ubergangswahlrechte fiir eine gezielte Bilanzpolitik genutzt haben, wird im Folgenden
untersucht. Dazu werden die in Kapitel 3 hergeleiteten Hypothesen HI und H2 mittels
einer Regressionsanalyse und den Variablen korrigierte Fremdkapitalquote (FQ) und
Operative Rendite (OR) iberpriift. Die korrigierte Fremdkapitalquote (FQ) errechnet
sich aus dem um den Umstellungseffekt korrigierten Fremdkapital des
Umstellungsjahres geteilt durch die Bilanzsumme des Umstellungsjahres. Zur
Berechnung der operativen Rendite (OR) wurde das Ergebnis der gewohnlichen Ge-
schiftstitigkeit, welches unabhingig von der Ausiibung des Ubergangswahlrechts ist,
ins Verhiltnis zu der Summe aus Anlagevermogen, Umlaufvermdégen und Aktiven

Rechnungsabgrenzungsposten (ARAP) gesetzt:

OR = Ergebnis der gewohnlichen Geschdftstdtigkeit 2010
Anlagevermégen 2010 + Umlaufvermogen 2010 + ARAP 2010

Die Hypothese H3 wird mit Hilfe einer Variablen, die das Unter- bzw. Uberschreiten
des prognostizierten Verhdltnisses des Jahresergebnisses zur Bilanzsumme anzeigt,
getestet. Basierend auf Brown (2001) errechnet sich diese Variable (DJ) aus der
Differenz des prognostizierten Verhéltnisses des Jahresergebnisses zur Bilanzsumme
und des Verhiltnisses des (um den Umstellungseffekten korrigierten) beobachteten

Jahresergebnisses zur Bilanzsumme.?® Die Prognose des Jahresergebnisses erfolgt dabei

2 Vgl. Brown (2001), S. 226.
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mittels einer linearen Trendanalyse auf Basis der Geschiftsjahre 2005 bis 2009.2° Zur
Robustheitsiiberpriifung der Ergebnisse werden zwei weitere Logit-Modelle geschétzt,
bei denen folgende Verfahren zur Berechnung des prognostizierten Verhéltnisses des
Jahresergebnisses zur Bilanzsumme verwendet werden: Zum einen wird der Mittelwert
der Verhéltnisse der Jahresergebnisse zu den Bilanzsummen 2005 bis 2009 (DJ DU),

)30

zum anderen ein gewichteter Durchschnitt der Verhéltnisse (DJ GD)’” mit einer

hoheren Gewichtung aktuellerer Jahre herangezogen.

Neben den zentralen Variablen des Modells (OR, FQ und DJ bzw. DJ DU, DJ GD) ist
zu erwarten, dass auch die Tatsache, ob neben einem HGB-Abschluss ein IFRS-
Abschluss erstellt wurde, einen Einfluss auf die Wahlrechtsausiibung hatte: Wurde zu-
sitzlich zu dem HGB-Abschluss ein IFRS-Abschluss erstellt, konnten Abschlusserstel-
ler davon ausgehen, dass Abschlussadressaten den IFRS-Abschluss als weitere informa-
tive Quelle genutzt haben. Bilanzpolitik durch die gezielte Nutzung des Ubergangs-
wahlrechts im HGB-Abschluss hétte in diesem Fall einen geringeren Nutzen gehabt.
Der Einfluss der zusétzlichen Aufstellung eines IFRS-Abschlusses auf die Wahlrechts-
entscheidung wird mit Hilfe der Dummy Variablen /FRS kontrolliert. Diese nimmt den

Wert eins an, wenn neben dem HGB-Abschluss ein IFRS-Abschluss erstellt wurde.

Weiterhin ist zu vermuten, dass die Grof8e des Umstellungseftfektes die Wahlrechtsaus-
iibung beeinflusst hat. Uberpriift wird der Einfluss der GroBe des Umstellungseffektes
mit Hilfe der Variablen UB, welche das Verhéltnis des gesamten Zufiihrungsbetrages

zur Bilanzsumme im Umstellungszeitpunkt widerspiegelt.

Des Weiteren konnte auch die UnternehmensgroB3e einen Einfluss auf die bilanzpoli-

tisch motivierte Wahlrechtsausiibung gehabt haben.*!

Die Auswirkungen der
Unternehmensgrofle auf die Entscheidung, Bilanzpolitik zu betreiben, ist dabei unklar:
Albrecht und Richardson (1990) sowie Lee und Choi (2002) wiesen in ihren Studien
zwar nach, dass groflere Unternehmen weniger Bilanzpolitik betreiben, Moses (1987)
sowie Michelson, James und Charles (1995) kamen hingegen zu gegensitzlichen Er-
gebnissen. Ursdchlich fiir die unterschiedlichen Ergebnisse konnten die folgenden Ef-

fekte sein: Auf der einen Seite haben groBere Unternehmen u. U. einen hoheren Anreiz

2 Brown (2001) verwendete zur Bestimmung des Prognosewertes Schitzungen von Analysten, welche

jedoch fiir den hier verwendeten Datensatz nicht vollstdndig zur Verfiigung stehen.

Die Berechnung des prognostizierten Verhéltnisses des Jahresergebnisses zur Bilanzsumme erfolgt in
dieser Modellvariante anhand der Formel: (5* Jahresergebnis/Bilanzsumme 2009 + 4* Jahresergebnis
/Bilanzsumme 2008 + 3* Jahresergebnis/Bilanzsumme 2007 + 2* Jahresergebnis/Bilanzsumme 2006
+ Jahresergebnis/Bilanzsumme 2005) / (5 +4 +3 + 2 + 1).

31 Vgl. u. a. Siregar/Utama (2008), S. 7.

30
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Bilanzpolitik zu betreiben, da sie mehr im Fokus der Offentlichkeit stehen und ver-
meintlich schlechtere Ergebnisse deshalb stirker wahrgenommen werden. Auch der
groflere Umfang an fiir das Rechnungswesen zur Verfiigung stehenden finanziellen Mit-
teln konnte Bilanzpolitik wahrscheinlicher machen. Auf der anderen Seite ist davon
auszugehen, dass das grof3e 6ffentliche Interesse umfangreichere und detailliertere Ab-
schlussanalysen von Adressaten hervorruft, weshalb eine Aufdeckung von Bilanzpolitik
wahrscheinlicher ist. Dies konnte dazu fiithren, dass groBe Unternehmen eher auf Bi-
lanzpolitik verzichten. Welcher Effekt iiberwiegt, ist unklar. Kontrolliert wird der
Einfluss der GroBBe des Unternehmens auf die Wahlrechtsentscheidung mit Hilfe des

natiirlichen Logarithmus der Bilanzsumme (Ln_BL).

Vorhergehende Analysen wiesen zudem einen Zusammenhang zwischen Bilanzpolitik
und der Art des Abschlusspriifers nach.*? Die Priifung durch eine Big Four Priifungsge-
sellschaft®® fiihrt demnach tendenziell zu einer héheren Priifungsqualitit, weshalb ver-
mutet wird, dass Big Four Priifungsgesellschaften Bilanzpolitik effizienter unterbinden.
Der Einfluss der Art des Abschlusspriifers auf die Wahlrechtsentscheidung wird mit der
Dummy-Variable B/G4 kontrolliert. Diese nimmt den Wert eins an, wenn der Abschluss

durch eine Big Four Priifungsgesellschaft gepriift wurde.

Dariiber hinaus wurde in der Literatur ein Zusammenhang zwischen Bilanzpolitik und
dem Vorhandensein von groBen Anteilseignern nachgewiesen.’* Begriindet wird dies
mit der Annahme, dass grole Anteilseigner das Management effizienter kontrollieren,
wodurch Bilanzpolitik reduziert wird. Der Einfluss gro3er Anteilseigner auf die Wahl-
rechtsausiibung wird mit der Variablen BLOCKHOLDER, die den Wert eins annimmt,
wenn ein Anteilseigner im Umstellungszeitpunkt mindestens 25% der Anteile an einem

Unternehmen hielt, kontrolliert.

Weiterhin zeigten vorangegangene Analysen einen Zusammenhang zwischen einem
Geschiftsfithrer- bzw. Vorstandswechsel*> und der Ausnutzung von bilanzpolitischen
Spielrdumen.*® Der Einfluss eines Wechsels der Geschiftsleitung auf die Entscheidung,
im Umstellungszeitpunkt die 1/15-Zufiihrung zu wihlen, wird mit Hilfe der Dummy-

Variablen CHANGE 2010, CHANGE 2011, CHANGE 2012 und CHANGE 2013 kon-

32 Vgl. u. a. Francis/Maydew/Sparks (1999).
33 Zu den Big Four Priifungsgesellschaften zihlen Deloitte Touche Tohmatsu, PricewaterhouseCoopers
(PwC), Ernst & Young und KPMG.
3% Vgl. u. a. Hadani/Goranova/Khan (2011), S. 1354.
35 Geschiftsfiihrung und Vorstand werden nachfolgend einheitlich als Geschiiftsleitung bezeichnet.
3¢ Vgl. u. a. Wagenhofer/Ewert (2015), S. 273.
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trolliert. Die Variablen nehmen den Wert eins an, sofern ein Wechsel in der Geschéfts-
leitung in dem jeweiligen Geschiftsjahr stattgefunden hat. Dabei vermuten wir fiir die
Dummy-Variable CHANGE 2010 einen negativen Einfluss. Grund hierfiir ist, dass die
Abschlusserstellung fiir das Geschéftsjahr 2010 im Geschéftsjahr 2011 und damit durch
die neue Geschéftsleitung erfolgte. Fiir die neue Geschiftsleitung konnte der Anreiz
bestanden haben, den vollen Zufiihrungsaufwand im Geschiftsjahr 2010 zu erfassen,
um diesen der vorherigen Geschiftsleitung anzulasten (Big Bath Accounting).’” Fiir die
drei anderen Variablen CHANGE 2011, CHANGE 2012 und CHANGE 2013 wird ein
positiver Einfluss vermutet. Der Grund ist, dass die in 2010 titig gewesene Geschéfts-
leitung einen Anreiz gehabt haben konnte, Aufwendungen in zukiinftige Geschiftsjahre

zu verschieben, fiir die sie u. U. erwartet hat, nicht mehr verantwortlich zu sein.*®

Ausgehend von den beschriebenen unabhédngigen Variablen schitzen wir im Folgenden
ein Logit-Modell, wobei die abhingige Variable binir ist und den Wert eins annimmt,
wenn das Unternehmen im Umstellungsjahr (2010) eine 1/15-Zufithrung wéhlte
(Dummy 1/15). Wihlte das Unternehmen eine abweichende Zufiihrung, nimmt die
abhédngige Variable den Wert null an. Zusammentfassend ldsst sich das Modell wie folgt

beschreiben:’

Prob(Dummy _1/15=1) =logit (8, + BFQO + B,OR + B,DJ + B,IFRS + BUB+ B,Ln_BS
+/3,BIG4 + B,BLOCKHOLDER + B,CHANGE _2010
+B,CHANGE _2011+ 8,CHANGE _2012
+/3,CHANGE _2013)

4.3  Deskriptive Statistik

Tabelle 1 fasst die deskriptiven Merkmale der im Modell verwendeten Variablen fiir die
Stichprobe zusammen. Dabei wird im oberen Teil der Tabelle die gesamte Stichprobe
(N =261) betrachtet, wohingegen im unteren Teil eine Aufteilung der Stichprobe in
Abhidngigkeit von der Wahlrechtsentscheidung der Unternechmen erfolgt.
81 Unternehmen entschieden sich fiir eine 1/15-Zufiihrung im Umstellungszeitpunkt
(Gruppe 1). Die verbleibenden 180 Unternehmen entschieden sich fiir eine hohere Zu-

fiihrung (Gruppe 2).

37 Vgl. u. a. Healy (1985).
3% Vgl. u. a. Pourciau (1993).
3 Insgesamt werden drei verschiedene Modelle geschiitzt, bei denen das Verfahren fiir die Prognose des
Verhiltnisses des Jahresergebnisses zur Bilanzsumme variiert (DJ vs. DJ DU vs. DJ_GD).
V-14



Tabelle 1: Deskriptive Statistik

Gesamte Stichprobe

Variable N Mw Median St. Abw. Min Max
Dummy 1/15 261 0,3103 0,0000 0,4635 0,0000 1,0000
FQ 261 0,6197 0,6298 0,1903 0,1552 1,0000
OR 261 0,0740 0,0588 0,1169 -0,2839 0,9000
DJ 261 0,0077 0,0017 0,1113 -0,7334 0,6852
DJ DU 261 -0,0018 -0,0021 0,0947 -0,6949 0,5079
DJ GD 261 -0,0050 -0,0038 0,0971 -0,6821 0,6506
IFRS 261 0,2605 0,0000 0,4398 0,0000 1,0000
UB 261 0,0181 0,0071 0,0278 0,0000 0,1727
Ln_BL 261 11,8702 11,4156 1,6649 9,2320 18,4215
BIG4 261 0,5402 1,0000 0,4993 0,0000 1,0000
BLOCKHOLDER 261 0,7318 1,0000 0,4439 0,0000 1,0000
CHANGE 2010 261 0,1686 0,0000 0,3751 0,0000 1,0000
CHANGE 2011 261 0,1801 0,0000 0,3850 0,0000 1,0000
CHANGE 2012 261 0,1724 0,0000 0,3785 0,0000 1,0000
CHANGE 2013 261 0,0766 0,0000 0,2665 0,0000 1,0000

Gruppe 1: Unternehmen, die nur 1/15 des Zufithrungsbetrages zufiihrten

Variable N Mw Median St. Abw. Min Max
Dummy 1/15 81 1,0000 1,0000 0,0000 1,0000 1,0000
FQ 81 0,6703 0,6896 0,1703 0,2673 1,0000
OR 81 0,0525 0,0448 0,0925 -0,2400 0,3467
DJ 81 0,0274 0,0199 0,0879 -0,3308 0,2429
DJ DU 81 0,0128 0,0062 0,0725 -0,3224 0,2455
DJ GD 81 0,0079 0,0032 0,0727 -0,3196 0,2508
IFRS 81 0,1728 0,0000 0,3805 0,0000 1,0000
UB 81 0,0323 0,0187 0,0380 0,0000 0,1727
Ln BL 81 11,6616 11,2696 1,6076 9,2320 18,4215
BIG4 81 0,5062 1,0000 0,5031 0,0000 1,0000
BLOCKHOLDER 81 0,7160 1,0000 0,4537 0,0000 1,0000
CHANGE 2010 81 0,0864 0,0000 0,2827 0,0000 1,0000
CHANGE 2011 81 0,1852 0,0000 0,3909 0,0000 1,0000
CHANGE 2012 81 0,1605 0,0000 0,3694 0,0000 1,0000
CHANGE 2013 81 0,1111 0,0000 0,3162 0,0000 1,0000

Gruppe 2: Unternehmen, die mehr als 1/15 des Zufiihrungsbetrages zufiihrten

Variable N Mw Median St. Abw. Min Max
Dummy 1/15 180 0,0000 0,0000 0,0000 0,0000 0,0000
FQ 180 0,5970 0,5924 0,1948 0,1552 1,0000
OR 180 0,0836 0,0622 0,1254 -0,2839 0,9000
DJ 180 -0,0012 -0,0057 0,1195 -0,7334 0,6852
DJ DU 180 -0,0084 -0,0065 0,1026 -0,6949 0,5079
DJ GD 180 -0,0107 -0,0073 0,1060 -0,6821 0,6506
IFRS 180 0,3000 0,0000 0,4595 0,0000 1,0000
UB 180 0,0117 0,0048 0,0185 0,0000 0,1199
Ln BL 180 11,9640 11,4980 1,6860 9,9027 17,9090
BIG4 180 0,5556 1,0000 0,4983 0,0000 1,0000
BLOCKHOLDER 180 0,7389 1,0000 0,4405 0,0000 1,0000
CHANGE 2010 180 0,2056 0,0000 0,4052 0,0000 1,0000
CHANGE 2011 180 0,1778 0,0000 0,3834 0,0000 1,0000
CHANGE 2012 180 0,1678 0,0000 0,3753 0,0000 1,0000
CHANGE 2013 180 0,0611 0,0000 0,2402 0,0000 1,0000

Diese Tabelle beinhaltet die Anzahl der Beobachtungen, Mittelwerte, Mediane, Standardabweichungen,
Minima und Maxima der Variablen.
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Die Vermutung, dass Unternechmen haufiger die 1/15-Zuflihrung wéhlten, wenn ihr Jah-
resergebnis unter dem prognostizierten Ergebnis lag, wird durch die vorliegenden Er-
gebnisse verstdrkt: So unterschritt das Verhiltnis des Jahresergebnisses zur
Bilanzsumme bei Unternehmen der Gruppe 1 im Mittelwert und im Median das Ver-
hdltnis des prognostizierten Jahresergebnisses zur Bilanzsumme (unabhédngig vom
Prognoseverfahren). Vergleicht man die prognostizierten Verhiltnisse der Jahresergeb-
nisse zu den Bilanzsummen mit den tatsdchlich eingetretenen Verhéltnissen fiir die Ge-
samtstichprobe (N =261), so wird deutlich, dass 135 Unternehmen das prognostizierte
Ergebnis nicht erreichten. Dabei scheint ein statistischer Zusammenhang dieser 135
Unternehmen und der Gruppe 1 vorzuliegen: Fiihrt man eine Dummy-Variable fiir die
135 Unternehmen ein, existiert eine positive Korrelation (Pearson: 0,2172; zweiseitige
Irrtumswahrscheinlichkeit unter 0,01%) mit der Dummy-Variablen fiir die 1/15-
Zufiithrung. Dieses Ergebnis deutet auf eine bilanzpolitisch motivierte Wahlrechtsaus-

tibung hin.

Eine Betrachtung der Variable /FRS offenbart, dass in der Gesamtstichprobe 26,05%
der Unternehmen neben dem HGB-Abschluss einen IFRS-Abschluss erstellten, wobei
die Quote in Gruppe 1 (17,28%) deutlich geringer war als in Gruppe 2 (30,00%). Dieses
Ergebnis verstirkt die Vermutung, dass sich Unternehmen, die zusitzlich zu einem
HGB-Abschluss einen IFRS-Abschluss erstellten, seltener fiir eine 1/15-Zufiihrung ent-

schieden.

Die Unterdotierung der Pensionsriickstellungen im Verhédltnis zu der 2009
ausgewiesenen Bilanzsumme betrug bei den betrachteten Unternehmen im Durchschnitt
1,75%. Ein Vergleich der Mittelwerte der Gruppen verdeutlicht, dass die relative Hohe
des Umstellungseffektes bei Unternehmen, die die 1/15-Zufithrung wéhlten, mit 3,23%
hoher ausfiel als in der Vergleichsgruppe 2 (Mittelwert 1,17%). Eine tiefergehende
Analyse mit Hilfe des Wilcoxon-Rangsummentests zeigt, dass dieser Zusammenhang

nicht zufillig ist.*’

Auftillig ist zudem, dass im Jahr 2010 in der Gruppe 1 weniger Geschéftsleitungswech-
sel (8,64%) stattfanden als in Gruppe 2 (20,56%).

40 Die vergleichende Analyse der Mittelwerte von Unternchmen, die sich fiir eine 1/15-Zufiihrung ent-
schieden, und denen der restlichen Unternehmen fiihrt zu folgenden Ergebnissen: Unterschiede bei
dem Anteil des Umstellungseffektes an der Bilanzsumme 2009: Wilcoxon-Rangsummentest:

Z =-5,431 und a = 0,0000.
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Hinsichtlich der Variablen Ln BL, BIG4, BLOCKHOLDER, CHANGE 2011 und
CHANGE 2012 lassen sich keine wesentlichen Unterschiede zwischen den beiden
Gruppen erkennen. Lediglich bei der Variablen CHANGE 2013 weist Gruppe 1
(11,11%) gegeniiber Gruppe 2 (6,11%) einen deutlich héheren Wert auf.

Tabelle 2 zeigt die Korrelationen der unabhingigen und abhdngigen Variablen des
Modells. Obgleich viele der Korrelationen signifikant sind, wird deutlich, dass keine
hohe Korrelation zwischen den unabhidngigen Variablen des Modells bestehen. Die ho-
hen Korrelationen zwischen den Variablen DJ, DJ DU und DJ GD sind unschidlich

fiir die Analyse, da immer nur eine Variable im jeweiligen Modell verwendet wird.
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Tabelle 2: Korrelationen

Dummy FO OR DJ DJ DU DJ GD IFRS UB Ln BL BIG4 BLOCK-  CHANGE  CHANGE  CHANGE  CHANGE
115 HOLDER 2010 2011 2012 2013

Dummy_1/15 0,1786*  -0,1234* 0,1191 0,1034 0,088  -0,1340%*  0,3446* -0,0842 -0,0458 20,0239 -0,1472% 0,0089 -0,0212 0,0870
Y 0,1792* -0,1560* 0,0204 -0,0353 20,0538 -0,1627* 0,1062 0,0779 -0,0893 0,0324 -0,0152 0,1009 0,1038 -0,0326
OR 20,1129 -0,1413* 0,1466%  0,1864*  0,1877%  -0,2024* 0,1014  -0,1933* -0,094 0,0675 0,007 -0,1008 20,0549 -0,1264*
DJ 0,1979% 0,0401 -0,0871 0,8555%  0,7366* -0,042 0,0463 -0,0737 20,0327 -0,1177* -0,036 -0,0273 20,0288  0,1973*
DJ_DU 0,1933% 0,0324 0,04 0,8262* 0,9804* -0,0189 0,0286 -0,0605 -0,0428 -0,0769 0,0232 -0,0154 20,0275 0,2236*
DJ_GD 0,1694* 0,0104 20,042 0,6550%  0,9458% -0,0087 0,0195 -0,051 -0,0434 -0,0557 0,044 -0,0097 20,025  02170*
IFRS -0,1340%  -0,1837%  -0,2310* -0,0918 -0,0994 -0,0725 0,086  04705%  0,2903* -0,0102 -0,0527 0,0032 -0,0012 0,088
UB 0,3368* 0,0463  0,1937* 0,0536 0,0182 -0,0406 -0,1002 20,1098 0,1281* 0,0105 -0,0249 0,0077 0,006 -0,0334
Ln_BL -0,0913 0,0658  -0,2752* -0,1166 -0,0934 20,0646 04193*  -0,1416* 0,3743% -0,1082 0,0769 0,0445  0,1226* 0,0186
BIG4 -0,0458 -0,1041 -0,0853 0,0373 -0,0061 20,0133 02674 0,0705  0,4067* 0,0123 0,0466 -0,1066 0,0673 0,0192
BLOCKHOL-

DER -0,0239 20,0046 0,1268* -0,0894 -0,0629 -0,0675 -0,015 -0,011 0,0425 0,0315 0,0928 -0,0805 -0,0792 0,0087
CHANGE_2010 -0,1472% -0,0686 -0,0129 -0,0387 -0,0281 -0,0114 -0,0341 0,0071 0,0822 0,0869 0,0878 0,0123 0,0016 0,074
CHANGE_2011 0,0089 0,1083 -0,0641 -0,0115 -0,0361 -0,0246 0,0399 -0,0061 0,046 -0,0678 -0,0539 -0,0246 0,0683 0,0395
CHANGE_2012 -0,0212 0,0972 -0,0534 -0,0673 -0,0528 -0,0324 0,0295 0,0359  0,1260% 0,0751 -0,0442 0,0112 0,0501 -0,0788
CHANGE_2013 0,0870 -0,0682 -0,0962 0,1420* 0,1273* 0,1321* 0,0587 0,0271 0,0489 0,0056 0,0443 0,1396* 0,0524 -0,0934

Diese Tabelle zeigt die Korrelationskoeffizienten fiir sémtliche in die Regression eingehenden Variablen. Pearson Korrelationskoeffizienten werden oberhalb, Spearman Rangkorrelati-
onskoeffizienten unterhalb der Diagonalen dargestellt. Statistische Signifikanz ab dem 5%-Niveau wird durch * an den Koeffizienten angezeigt.




4.4 Ergebnisse der Regressionsanalyse

In der folgenden Tabelle 3 sind die Ergebnisse der Logit-Regressionen der beschriebe-

nen Modelle dargestellt.*!

Tabelle 3: Ergebnisse der Logit-Regressionen

Modell 1 Modell 2 Modell 3
(DJ) (DJ DU ) (DJ _GD)

Erwarteter Koeffi- Signifi- Koeffi- Signifi- Koeffi- Signifi-
Variable Einfluss zient kanz zient kanz zient kanz
FQ + 1,4690 0,090 1,5170 0,082 1,5369 0,078
OR - -5,7870 0,001 -6,0927 0,002 -6,1144 0,002
DJ + 3,1796 0,033
DJ DU + 3,9971 0,024
DJ GD + 3,7675 0,025
IFRS - -0,9469 0,041 -0,9368 0,043 -0,9304 0,044
UB + 37,6469 0,000 37,7456 0,000 37,6768 0,000
Ln BL ? 0,0500 0,685 0,0300 0,809 0,0219 0,860
BIG4 - -0,3090 0,374 -0,2751 0,429 -0,2676 0,442
BLOCKHOLDER - 0,1221 0,729 0,1193 0,735 0,1044 0,766
CHANGE 2010 - -1,2620 0,014 -1,2720 0,012 -1,2755 0,012
CHANGE 2011 + -0,2396 0,560 -0,2273 0,579 -0,2339 0,568
CHANGE 2012 + -0,1921 0,648 -0,2118 0,616 -0,2170 0,608
CHANGE 2013 + 0,8071 0,157 0,7658 0,182 0,7843 0,170
Konstante -2,2026 0,131 -1,9511 0,184 -1,8461 0,210
Pseudo R? 0,2017 0,2038 0,2026
Chi? Statistik 65,20 0,000 65,89 0,000 65,50 0,000

Ein Vergleich der drei Modelle verdeutlicht, dass die Ergebnisse hinsichtlich des
Einflusses und der Signifikanz der Variablen nicht stark divergieren. Die Betrachtung
der Fremdkapitalquote (FQ) zeigt, dass diese einen signifikant positiven Einfluss auf
die Wahl der 1/15-Zufiihrung hatte, womit Hypothese H1 Unterstiitzung findet
(Signifikanz a < 0,1). So entschieden sich Unternehmen mit hoheren Fremdkapitalquo-
ten haufiger fiir eine 1/15-Zufiihrung als Unternechmen mit geringeren Fremdkapitalquo-
ten. Dieses Ergebnis belegt, dass Unternehmen das bilanzpolitische Potential des
Ubergangswahlrechts genutzt und durch die Wahlrechtsentscheidung ihre Fremdkapi-
talquoten  gezielt gesteuert haben. Dies kann als Indiz fiir die
Verschuldungsgradhypothese von Watts/Zimmermann (1986) angesehen werden,
wonach Unternehmen bilanzpolitisch motiviert gezielt ihre Finanzkennzahlen steuern

um z. B. kennzahlengebundene Konditionen von Kreditvertridgen zu erfiillen.

4 Zur Uberpriifung auf Multikollinearitit wurde der Variance Inflation Factor (VIF) berechnet, der
maximal den Wert 1,59 (Modell 1, 2 und 3) annimmt und somit unter dem kritischen Level von 5
liegt, weshalb Multikollinearitit ausgeschlossen werden kann (Vgl. Menard (1995), S. 66). Zudem
wurde als Robustheitsanalyse ein Logit-Modell mit fixen Brancheneffekten (siche Tabelle Al im An-
hang) und ein Probit-Modell geschétzt, wodurch sich keine wesentlichen Unterschiede zu den
vorgestellten Modellen ergaben.
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Auch die Operative Rendite (OR) hatte wie vermutet einen signifikant negativen
Einfluss auf die Wahl des Zufiihrungsbetrages im Umstellungszeitpunkt, womit
Hypothese H2 Unterstiitzung findet (Signifikanz o <0,01). Dies zeigt, dass Unterneh-
men das Ubergangswahlrecht gezielt genutzt haben, um ihre Performance Kennzahlen
wie das Jahresergebnis zu steuern. Unternehmen mit einer schlechteren Performance
wihlten so hdufiger die 1/15-Zufiihrung und milderten dadurch die aus der BilMoG-

Umstellung resultierende zusétzliche Verschlechterung ihres Jahresergebnisses.

Die positiven Koeffizienten der Variablen DJ, DJ DU und DJ GD (Signifikanz
a <0,05) unterstiitzen die Hypothese H3: Sofern Unternehmen das prognostizierte
Jahresergebnis nicht erreichten, wéhlten sie hiufiger die 1/15-Zufiihrung als Unterneh-
men, die das prognostizierte Jahresergebnis erreichten oder iiberschritten.*? Dies ist mit
dem bilanzpolitischen Ziel der Ergebnisglittung zu begriinden, wonach Unternechmen
versuchen, nicht zu stark von ihren Vorjahresergebnissen oder einem Ergebnistrend

abzuweichen.

Fine Betrachtung der Kontrollvariablen offenbart, dass Unternehmen, die zusitzlich
zum HGB-Abschluss einen IFRS-Abschluss erstellten, seltener die 1/15-Zufiihrung
wiahlten als Unternehmen, die ausschlieflich einen HGB-Abschluss erstellten
(Signifikanz o < 0,05). Dieses Ergebnis verdeutlicht, dass die Ausnutzung bilanzpoliti-
scher Spielrdume bei Unternehmen geringer war, die zusétzlich einen IFRS-Abschluss
erstellten. Ursdchlich hierfiir konnte eine reduzierte Signalwirkung des HGB-
Abschlusses sein, da den Abschlussadressaten eine weitere Informationsquelle zur Ver-

fligung stand.

Weiterhin zeigen die Ergebnisse, dass auch die GroBe des Umstellungseffektes in
Relation zur Bilanzsumme des Vorjahres (UB) einen signifikant positiven (o <0,01)
Einfluss auf die Entscheidung, die 1/15-Zufiihrung zu wéhlen, hatte. Der hohe
Koeffizient der Variable (UB) verdeutlicht deren hohen Einfluss auf die

Zufiihrungsentscheidung der Unternehmen.

Fiir die absolute GroBe der Unternehmen (Ln_BS) kann kein statistischer Einfluss auf
die Hohe des Zufiihrungsbetrages aus dem Modell nachgewiesen werden. Gleiches gilt

fiir die Variablen B/G4 und BLOCKHOLDER.

4 Das Ergebnis ist unabhingig von der gewihlten Berechnungsmethode des Verhiltnisses des
prognostizierten Jahresiiberschusses zur Bilanzsumme. Eine Schitzung der Modelle unter
Verwendung einer Dummy-Variablen fiir das Unterschreiten des jeweils prognostizierten
Jahresiiberschusses bestdtigt den hoch signifikanten Einfluss.
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Fiir die Variable CHANGE 2010 kann in allen Modellen ein signifikant negativer Ein-
fluss nachgewiesen werden (a <0,05). Dies konnte ein Hinweis auf Big Bath Ac-
counting sein, wonach die neue Geschiftsleitung versuchte, kiinftige Aufwendungen
vorzuziehen und im Jahr des Geschiftsleitungswechsels bilanziell zu erfassen. Hier-
durch konnte fiir Bilanzadressaten der Eindruck entstanden sein, dass sdmtliche Auf-
wendungen der alten Geschiftsleitung anzulasten waren. Fiir die neue Geschiftsleitung

resultierte in diesem Fall u. U. eine bessere Reputation.

Alle anderen Dummy-Variablen zum Geschiftsleitungswechsel CHANGE 2011,
CHANGE 2012 bzw. CHANGE 2013 hatten keinen signifikanten Einfluss auf die Aus-
iibung des Wahlrechtes.

Zusammenfassend lassen sich zwei wesentliche Ergebnisse festhalten: Die betrachteten
Unternehmen machten die Entscheidung, im Umstellungszeitpunkt nur 1/15 des gesam-
ten Zufithrungsbetrages zu den Pensionsriickstellungen zuzufiihren, gezielt von der Ho-
he ihrer Finanz- und Performancekennzahlen abhingig. Daneben hatte die Hohe der
erforderlichen Zufiihrung im Verhéltnis zur Bilanzsumme einen maf3geblichen Einfluss
auf die Wahl des Zuflihrungsbetrages. Die Ergebnisse belegen, dass Abschlussersteller
(Ubergangs-) Wahlrechte fiir eine gezielte Bilanzpolitik nutzen.

5 Fazit

Mit dem Bilanzrechtsmodernisierungsgesetz (BilMoGQ) verfolgte der Gesetzgeber unter
anderem die Ziele einer Transparenzerhohung, einer Starkung der Informationsfunktion
des Abschlusses sowie einer Reduzierung von bilanzpolitischen Spielrdumen. Neben
der Abschaffung bestehender Bilanzierungswahlrechte schaffte er dabei in Ubergangs-
vorschriften neue Wahlrechte, welche die Bilanzierungsentscheidungen von Unterneh-
men 15 Jahre lang beeinflussen. Der vorliegende Beitrag untersucht, ob und ggf. wie
Unternehmen diese Wahlrechte fiir eine gezielte Bilanzpolitik im Umstellungszeitpunkt

nutzten.

Die Ergebnisse der Analyse von 261 Unternehmensdaten belegen, dass Unternehmen
bei der Wahlrechtsausiibung im Umstellungszeitpunkt gezielt Bilanz- und Perfor-
mancekennzahlen steuerten und somit Bilanzpolitik betrieben. In diesem Zusammen-

hang wihlten Unternehmen mit hohen Umstellungseffekten und / oder schlechteren
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Finanz- und Performancekennzahlen im Umstellungszeitpunkt héufiger eine 1/15-
Zufihrung zu den Pensionsriickstellungen als Unternehmen mit niedrigeren
Umstellungseffekten und / oder besseren Finanz- und Performancekennzahlen. Auch
Unternehmen, deren Jahresergebnis negativ von einem aus Vorjahreszahlen prognosti-
zierten Jahresergebnis abwich, entschieden sich haufiger fiir diese Zuflihrungsvariante
und milderten dadurch im Umstellungszeitpunkt die zusitzliche Verschlechterung ihres
Jahresergebnisses im Vergleich zu einer hoheren Zufiihrung. Bei der Schaffung neuer
Wahlrechte sollten sich Regulatoren deshalb bewusst sein, dass Unternehmen diese fiir

eine gezielte Steuerung der Jahresabschlussinformationen verwenden.*?

Hinsichtlich des BilMoG bleibt festzuhalten, dass die Vereinheitlichung von
Bewertungsmafstidben die Ziele des Gesetzgebers zwar unterstiitzen, das in dem vorlie-
genden Beitrag untersuchte Ubergangswahlrecht auf Grund des bilanzpolitischen Poten-
tials einer hoheren Transparenz jedoch zumindest voriibergehend entgegenwirkt. Da
Unternehmen im Anhang Auskunft iiber die Wahlrechtsausiibung geben miissen (Art.
67 Abs. 2 EGHGB), ist eine Neutralisierung der Auswirkungen der Wahlrechtsent-
scheidung im Rahmen eines Unternechmensvergleichs zwar grundsitzlich moglich,
jedoch mit einem hohen Aufwand verbunden. Zudem belegen Studien, dass
Informationen, welche im Anhang bereit gestellt werden, von Jahresabschlussadressaten
héufig nicht beriicksichtigt werden.** Aus diesem Grund kann das geschickte Ausnutzen
der im Rahmen der Ubergangsvorschriften eingefiihrten bilanzpolitischen Spielrdume
fiir das bilanzierende Unternehmen zu positiven realwirtschaftlichen Auswirkungen

fiithren.

4 Dabei ist zu beriicksichtigen, dass der HGB-Abschluss im Gegensatz zum IFRS-Abschluss nicht aus-
schlieBlich eine Informationsfunktion, sondern auch eine Ausschiittungsbemessungsfunktion hat und
dass die bilanzielle Uberschuldung bei negativer Fortbestehensprognose gemiB § 19 InsO ein Erdff-
nungsgrund fiir das Insolvenzverfahren ist.

# Vgl u. a. Aboody (1996) oder Imhoff/Lipe/Wright (1995).
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Anhang

Tabelle Al: Ergebnisse der Logit-Regression mit fixen Brancheneffekten

Modell 4 Modell 5 Modell 6
(DJ) (DJ DU) (DJ _GD)
Erwarteter  Koeffi- Signifi- Koeffi- Signifi- Koeffi- Signifi-
Variable Einfluss zient kanz zient kanz zient kanz
FQ + 1,9131 0,043 2,0296 0,033 2,0820 0,030
OR - -6,2586 0,001 -6,7411 0,001 -6,8375 0,001
DJ + 3,0252 0,047
DJ DU + 4,4186 0,018
DJ GD + 4,3157 0,015
IFRS - -1,1401 0,018 -1,1460 0,018 -1,1456 0,018
UB + 35,1935 0,000 35,4574 0,000 35,3942 0,000
Ln_BL ? 0,0748 0,593 0,0630 0,657 0,0565 0,692
BIG4 -0,2199 0,543 -0,1970 0,587 -0,1886 0,603
BLOCKHOLDER - 0,2330 0,528 0,2600 0,485 0,2524 0,498
CHANGE 2010 - -1,4096 0,009 -1,4362 0,008 -1,4513 0,008
CHANGE 2011 + -0,2841 0,504 -0,2745 0,520 -0,2846 0,504
CHANGE 2012 + -0,1007 0,820 -0,1306 0,770 -0,1355 0,762
CHANGE 2013 + 0,8656 0,142 0,8020 0,177 0,8150 0,168
Konstante -2,1732 0,335 -2,0979 0,358 -2,0469 0,372
Pseudo R? 0,2357 0,2418 0,2420
Chi? Statistik 76,21 0,000 78,19 0,000 78,24 0,000




