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Einleitung 

Die Abschlussprüfung von Jahres- und Konzernabschlüssen erfüllt Informations-, 

Überwachungs- und Beglaubigungsfunktionen, die sowohl dem geprüften Unternehmen, 

bspw. dessen Eigentümer im Verhältnis zum Management, als auch externen Adressaten 

zugutekommen (e.g., Goldman und Barlev, 1974; DeAngelo, 1981; Jeppesen, 1998). Die 

Abschlussprüfung ist insbesondere auch für die Stabilität und Funktion von Kapitalmärkten 

von hoher Bedeutung und weist Komponenten eines öffentlichen Guts auf (Lennox und 

Pittman, 2011; Dedman, Kausar und Lennox, 2014). Unabhängig von einer bestehenden 

Kapitalmarktorientierung sind in Europa grundsätzlich alle Unternehmen, sofern bestimmte 

Größenkriterien überschritten werden, gesetzlich zur Durchführung der Abschlussprüfung 

verpflichtet. Neben der Bedeutung für Kapitalmärkte ist die Abschlussprüfung damit auch für 

weitere Stakeholder relevant. Die Kombination aus der gesetzlich vorgeschriebenen 

Nachfrage und einer hohen Anbieterkonzentration trägt ferner zu einem einzigartigen 

Marktumfeld bei (vgl. Gerakos und Syverson, 2015), das eine Reihe von Themengebieten 

beinhaltet, die in Forschung, Praxis sowie von regulatorischer Seite seit langer Zeit diskutiert 

werden. 

Im Jahr 2014 wurden auf europäischer Ebene tiefgreifende Reformen verabschiedet, die 

bzw. deren Umsetzung bei kalendergleichem Geschäftsjahr i.W. für Abschlüsse zum 

31.12.2017 erstmals Anwendung fanden. Im Mittelpunkt dieser Reformen stehen die 

Einführung einer externen Prüfungsrotation als unmittelbarer Eingriff in die bestehende 

Marktstruktur für Abschlussprüfungen von Unternehmen von öffentlichem Interesse1 sowie 

die weitere Beschränkung von Nichtprüfungsleistungen zur Stärkung der Unabhängigkeit des 

Abschlussprüfers, die damit zu einer Erhöhung der tatsächlichen sowie der wahrgenommenen 

Prüfungsqualität und damit letztlich auch dem Vertrauen von Stakeholdern in die 

Abschlussprüfung führen sollen. Diese Änderungen sind Gegenstand der Verordnung (EU) 

Nr. 537/2014 über spezifische Anforderungen an die Abschlussprüfung bei Unternehmen von 

öffentlichem Interesse und damit nur für diese Unternehmen einschlägig. Daneben wurde die 

Richtlinie 2014/56/EU zur Änderung der Abschlussprüferrichtlinie (Richtlinie 2006/43/EG) 

verabschiedet, wodurch u.a. die öffentliche Aufsicht über den Berufsstand und deren 

Zusammenarbeit innerhalb Europas neu geregelt werden und eine Reihe von detaillierten 

                                                           
1 Unternehmen von öffentlichem Interesse sind gem. § 319a Abs. 1 HGB kapitalmarktorientierte Unternehmen 

i.S.d. § 264d HGB, bestimmte CRR-Kreditinstitute i.S.d. § 1 Abs. 3d Satz 1 KWG sowie 

Versicherungsunternehmen i.S.d. Art. 2 Abs. 1 der Richtlinie 91/674/EWG. 
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Vorgaben ergänzt und angepasst wurden, deren Auswirkungen auf den Prüfungsmarkt jedoch 

deutlich weniger einschneidend sind als die Vorgaben der Verordnung.  

Die vorliegende kumulative Dissertation stellt schwerpunktmäßig auf die Rolle von 

Nichtprüfungshonoraren für die gesetzliche Abschlussprüfung ab. Neben einer Würdigung 

der durch die Verordnung zur Abschlussprüfung von Unternehmen von öffentlichem Interesse 

verschärften Beschränkung von Nichtprüfungsleistungen sind zwei empirische 

Untersuchungen zur Rolle von Nichtprüfungshonoraren in Bezug auf das Prüfungshonorar 

sowie die Prüfungsqualität bei nicht-kapitalmarktorientierten Unternehmen in Deutschland 

Gegenstand der vorliegenden Dissertation. Dieses Marktsegment ermöglicht eine im 

Vergleich zur bestehenden Literatur differenziertere Untersuchung des Einflusses der Art der 

bestellten Prüfungsgesellschaft („auditor type“), die eine besondere Berücksichtigung im 

zweiten und dritten Beitrag findet.  

Der erste Beitrag „Restricting Non-Audit Services in Europe – The Potential (Lack 

of) Impact of a Blacklist and a Fee Cap on Auditor Independence and Audit Quality“ 

adressiert die regulatorischen Maßnahmen in Bezug auf die Beschränkung von 

Nichtprüfungsleistungen gegenüber Unternehmen von öffentlichem Interesse: Die Einführung 

einer (umfangreichen) Liste an ausdrücklich verbotenen Leistungen („blacklist“) sowie einer 

Begrenzung des Anteils an Nichtprüfungshonoraren an den durchschnittlichen 

Prüfungshonoraren der vorangehenden drei Jahre („fee cap“). Die neu eingeführten 

Maßnahmen werden zunächst anhand eines Ländervergleichs über die bislang bestehenden 

Einschränkungen von Nichtprüfungsleistungen sowie den bestehenden 

Offenlegungsvorschriften für Nichtprüfungshonorare in Deutschland, Frankreich und dem 

Vereinigten Königreich gewürdigt. Dieser Vergleich ergibt, dass diese Länder grundsätzlich 

bereits individuelle Vorgaben etabliert haben. Die Verordnung führt dabei teilweise zu einer 

Verschärfung und zumindest ansatzweise zu einer Harmonisierung der bestehenden 

Regelungen. Es erscheint jedoch fraglich, inwieweit die strengeren Beschränkungen durch die 

Öffentlichkeit wahrnehmbar sind, da die Vorschriften zur Offenlegung der Honorare für 

Prüfungs- und Nichtprüfungsleistungen nicht geändert wurden. Dies führt zu einer 

eingeschränkten Vergleichbarkeit der Angaben zwischen Ländern und 

Abgrenzungsproblemen einzelner – insbesondere prüfungsnaher – Leistungen. Hinsichtlich 

der Begrenzung der relativen Höhe an Nichtprüfungshonoraren wird durch eine deskriptive 

Auswertung der Prüfungs- und Nichtprüfungshonoraren in diesen Ländern zum damaligen 

Zeitpunkt (2010-2013) abgeschätzt, welche Auswirkungen von dieser Maßnahme zu erwarten 

sind. Zudem werden offene Fragen zur Umsetzung des fee caps aufgezeigt. Im Ergebnis 
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erscheinen vor dem Hintergrund der herrschenden Meinung in der Literatur Effizienz und 

Effektivität der Reform fraglich. Die Auswirkungen von Nichtprüfungshonoraren auf die 

tatsächliche Unabhängigkeit (und damit letztlich auch auf die Prüfungsqualität) sind in der 

Literatur umstritten und höchst uneinheitlich. Im Wesentlichen tragen die verschärften 

Vorschriften zur Erbringung von Nichtprüfungsleistungen damit vermeintlich zu einer 

Erhöhung der wahrgenommenen Unabhängigkeit bei, was zumindest dem Ziel einer Stärkung 

des Vertrauens in die Abschlussprüfung gerecht würde. Einer tatsächlichen Erhöhung der 

wahrgenommenen Unabhängigkeit stehen jedoch möglicherweise die bestehenden Vorgaben 

zur Veröffentlichung der Nichtprüfungshonorare entgegen, welche Stakeholdern nur 

eingeschränkte Möglichkeiten zur Wahrnehmung des konkreten Effekts aus den verschärften 

Regeln zur Unabhängigkeit bieten. Zudem scheint die Grenze von maximal 70% der 

durchschnittlichen Prüfungshonorare der vergangenen drei Jahre regelmäßig bereits vor dem 

Inkrafttreten der Änderungen eingehalten zu werden. Vor diesem Hintergrund ist fraglich, ob 

die pauschale Verschärfung der Beschränkungen von Nichtprüfungsleistungen, die 

bestehende nationale Vorgaben insoweit z.T. überlagert, notwendig und zielführend ist.  

Dieser Beitrag entstand in Zusammenarbeit mit Frau Prof. Dr. Nicole Ratzinger-Sakel2 

und wurde in der Accounting in Europe (VHB Jourqual 3-Ranking: C) veröffentlicht (Jg. 12, 

Nr. 1, S. 61-86). 

Die beiden weiteren Beiträge sind empirische Untersuchungen nicht-kapitalmarktorientierter 

Unternehmen. Dieses Marktumfeld ist vergleichsweise wenig erforscht, insbesondere mit dem 

vorliegenden Fokus auf großen Unternehmen, die zur Durchführung einer gesetzlichen 

Abschlussprüfung verpflichtet sind. Große nicht-kapitalmarktorientierte Unternehmen in 

Deutschland sind zum einen relevante Prüfungsmandanten für die großen 

Wirtschaftsprüfungsgesellschaften (die sog. Big 4: Deloitte, EY, KPMG und PwC) ohne 

zwingend auf einen großen Prüfer angewiesen zu sein, was zu einer deutlich niedrigeren 

Anbieterkonzentration im Vergleich zum Marktsegment für die Abschlussprüfung (großer) 

kapitalmarktorientierter Unternehmen führt. Daher können in einem solchen Marktumfeld 

auch die sog. Next 10-Prüfungsnetzwerke (Baker Tilly, BDO, Crowe Horwath, Grant 

Thornton, HLB, Kreston, Moore Stephens, Nexia, PKF, RSM) sowie kleinere 

Prüfungsnetzwerke und Prüfer untersucht werden. Beide Studien bauen auf grundlegenden 

Eigenschaften der gesetzlichen Abschlussprüfung auf. So wird von der Annahme 

ausgegangen, dass Prüfungsqualität insbesondere nicht a priori, d.h. vor der Erbringung der 

Abschlussprüfungsleistung, aber auch nicht im Anschluss an diese weder durch den 

                                                           
2 Inhaberin des Lehrstuhls für Wirtschaftsprüfung und Unternehmensrechnung der Universität Hamburg. 
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Mandanten noch durch sonstige Stakeholder der Abschlussprüfung im Detail beurteilt werden 

kann. Diese Annahme steht auch mit der Auffassung im Einklang, dass die Abschlussprüfung 

aufgrund der umfassenden Regulierung eine Leistung darstellt, die wenig mandatsspezifisch 

und prüferspezifisch ausgestaltet werden kann. Dazu kommt ferner, dass das extern 

wahrnehmbare Ergebnis der Prüfung – der Bestätigungsvermerk – i.W. standardisiert ist3 und 

damit insoweit auch wenig mandatsspezifische Informationen enthält, was dazu führt, dass die 

gesetzliche Abschlussprüfung mitunter als sog. commodity bezeichnet wird (vgl. Goldman 

und Barlev, 1974; Jeppesen, 1998; Imhoff Jr, 2003). Die Datengrundlage für diese 

Untersuchungen bildet die Datenbank Dafne des Bureau van Dijk, die durch umfangreiche 

manuelle Erhebungen insb. aus dem Bundesanzeiger und Transparenzberichten von 

Wirtschaftsprüfungsgesellschaften ergänzt wurde. 

Im zweiten Beitrag „The impact of auditor brand name on auditor remuneration in a 

large private client segment” wird der Einfluss von Nichtprüfungshonoraren und der Art des 

Prüfers sowie deren gemeinsamer (marginaler) Effekt auf das Prüfungshonorar untersucht. 

Ausgehend von den grundlegenden Charakteristiken der Abschlussprüfung werden durch 

Untersuchung des Zusammenhangs zwischen der Art des Prüfers und dem Prüfungshonorar 

Rückschlüsse auf den Wert des jeweiligen Abschlussprüfers für den Mandanten gezogen. Das 

untersuchte Marktsegment lässt dabei erwarten, dass Prüfungsmandanten vorrangig auf eine 

möglichst kostengünstige Prüfung bedacht sind und die Reputation der Prüfungsgesellschaft 

aufgrund der eingeschränkten Sichtbarkeit der untersuchten Prüfungsmandanten weniger von 

Bedeutung sein sollte. Mithin sollten diese Mandaten nicht bereit sein, für eine Big 4-

Gesellschaft ceteris paribus ein höheres Prüfungshonorar (sog. Big 4-Prämie) zu bezahlen. 

Die Ergebnisse zeigen jedoch, dass die untersuchten Unternehmen grundsätzlich eine Big 4-

Prämie leisten. Dieses Ergebnis spricht für die hohe Bedeutung der Reputation des 

Abschlussprüfers, dass trotz der geringen wahrnehmbaren Unterschiede in der 

Prüfungsdurchführung, selbst im Marktsegment der nicht-kapitalmarktorientierten Mandanten 

der Name bestimmter Prüfungsgesellschaften im Bestätigungsvermerk honoriert wird. 

Weitere Untersuchungen zeigen, dass diese Prämie nur von PwC und KPMG (den im 

Untersuchungszeitraum führenden Wirtschaftsprüfungsgesellschaften in Deutschland, 

während im untersuchten Sample EY die meisten Mandanten geprüft und das zweithöchste 

Prüfungshonorar generiert hat) erzielt werden, was darauf deutet, dass die Reputation der 

                                                           
3 Das Maß der Standardisierung wurde durch die jüngsten Reformen zumindest für Unternehmen von 

öffentlichem Interesse durch die verpflichtende Erläuterung sog. Key Audit Matters (Prüfungsschwerpunkten der 

erfolgten Abschlussprüfung) im Bestätigungsvermerk ansatzweise verringert. Diese Änderungen betreffen 

jedoch die im Rahmen der vorliegenden Dissertation empirisch untersuchten nicht-kapitalmarktorientierten 

Unternehmen nicht unmittelbar. 
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Prüfungsgesellschaft insbesondere durch deren Marktanteil im Gesamtprüfungsmarkt und 

mithin vorrangig im Markt der kapitalmarktorientierten Unternehmen gebildet wird. 

Nichtprüfungshonorare könnten hingegen ein höheres Prüfungshonorar generieren, wenn 

diese als grundsätzlich individuell für den Mandanten gestaltbare Leistungen zu einer höheren 

Wertschätzung des Abschlussprüfers und dessen Gesamtengagement führen. Ein solch 

positiver Zusammenhang wurde in der bisherigen Literatur bereits häufig nachgewiesen, die 

vorstehende Erläuterung für diesen Effekt basierend auf der Rolle von 

Nichtprüfungsleistungen für die Abschlussprüfung aus Sicht des Mandanten leistet jedoch 

einen ergänzenden Beitrag zur bestehenden Literatur. Der signifikant positive Effekt der 

Nichtprüfungshonorare auf das Prüfungshonorar wird durch die vorliegenden Ergebnisse 

empirisch bestätigt. Zudem wird der marginale Effekt von Nichtprüfungshonoraren für den 

Fall eines Big 4-Prüfers im Vergleich zu einem kleineren Prüfer untersucht. Dieser 

Interaktionsterm stellt soweit ersichtlich eine gänzlich innovative Variable dar. Diese nutzt 

das Umfeld nicht-kapitalmarktorientierter Unternehmen, um Unterschiede im 

Wirkungszusammenhang zwischen Nichtprüfungs- und Prüfungshonoraren in Abhängigkeit 

der Art des bestellten Prüfers zu untersuchen. Insbesondere Big 4-Prüfer, deren 

Mandantenportfolio maßgeblich von kapitalmarktorientierten Unternehmen geprägt ist, 

könnten im Fall hoher Nichtprüfungshonorare bei nicht-kapitalmarktorientierten 

Unternehmen eine strategische Preissetzung i.S. einer Reduktion des Prüfungshonorars 

verfolgen, um diese Mandanten zu halten bzw. zu gewinnen. Durch den Interaktionsterm kann 

folglich die Rolle von Nichtprüfungsleistungen in Form des Werts eines Mandanten für den 

Prüfer untersucht werden. Alternativ könnten insbesondere Big 4-Prüfer sich durch ein sehr 

umfassendes Nichtprüfungsleistungsangebot auszeichnen, das zu einem entsprechend 

höherem wahrgenommenen Wert ihrer Prüfungsleistung in Kombination mit diesen 

zusätzlichen Leistungen führt, die mithin höher vergütet werden könnte. Die Ergebnisse 

sprechen dabei für das Vorliegen von Honorarstrategien der Big 4, die bewusst im Fall von 

höheren Nichtprüfungshonoraren im Vergleich zu anderen Prüfern das Prüfungshonorar 

senken.  

Dieser Beitrag entstand ebenfalls in Zusammenarbeit mit Frau Prof. Dr. Nicole Ratzinger-

Sakel. Er wurde sowohl für das Audit Midyear Meeting 2014 als auch das Annual Meeting 

2015 der American Accounting Association angenommen und befindet sich mittlerweile in 

der dritten doppelt-blinden Begutachtungsrunde („Major Revision“) zur Veröffentlichung im 

International Journal of Auditing (VHB Jourqual 3-Ranking: B). 
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Im dritten Beitrag „Audit quality in the German large private client segment – Do auditor 

type and auditor fees matter?” werden der Einfluss von Prüfungs- und 

Nichtprüfungshonoraren sowie der Art des bestellten Prüfers auf die Prüfungsqualität 

untersucht. Zur Modellierung von Prüfungsqualität werden dabei diskretionäre 

Periodenabgrenzungen („discretionary accruals“) verwendet, die als Maß für das Ausmaß der 

betriebenen Bilanzpolitik in der Literatur gleichermaßen auch als Maß der Qualität der 

Rechnungslegung („earnings quality“) verwendet werden. Zur Steigerung der Robustheit der 

Ergebnisse werden zur Schätzung der diskretionären Periodenabgrenzungen zwei anerkannte 

und weit verbreitete Modelle verwendet: das Modell von Ball und Shivakumar (2006) sowie 

das Performance-Adjusted-Jones-Modell nach Dechow, Sloan und Sweeney (1995). Analog 

zum zweiten Beitrag ist die Prüfungsqualität ein stark erforschtes Gebiet, das durch die 

vorliegende dritte Studie jedoch insoweit ergänzt wird, dass in einem Marktumfeld nicht-

kapitalmarktorientierter Unternehmen sowohl Prüfungs- und Nichtprüfungshonorare als auch 

die Art des Prüfers als Testvariablen untersucht werden. Auch in diesem Zusammenhang stellt 

die Verwendung einer weiteren dichotomen Variable zum Einfluss der Zugehörigkeit des 

Prüfers zu einem Next 10-Netzwerk neben der dichotomen Big 4-Variable eine Erweiterung 

der bisherigen Forschung dar. Darüber hinaus werden auf Basis händisch erhobener 

Informationen zum Portfolio an kapitalmarktorientierten Unternehmen der 

Prüfungsgesellschaften und deren Netzwerk kontinuierliche Variablen zur Art des Prüfers 

untersucht, die meines Wissens erstmalig einbezogen wurden. Grundsätzlich wird in der 

Literatur ein positiver Zusammenhang zwischen der Größe des Prüfers und der 

Prüfungsqualität vermutet, da größere Prüfer u.a. aufgrund des größeren Mandantenportfolios 

einem höheren Risiko durch Reputationsschäden im Fall von Prüfungsversagen ausgesetzt 

sind. Die Berücksichtigung der Anzahl von kapitalmarktorientierten Prüfungsmandanten 

adressiert zudem auch mögliche Unterschiede in der Fähigkeit der Prüfer, bilanzpolitische 

Maßnahmen zu erkennen und einzuschränken, da davon auszugehen ist, dass für Prüfungen 

kapitalmarktorientierter Unternehmen umfangreichere Qualitätskontrollmaßnahmen etabliert 

sind, um den erhöhten Anforderungen und mithin dem erhöhten Risiko dieser Prüfungen 

gerecht zu werden. Hinsichtlich der Honorare des Abschlussprüfers bestehen grundsätzlich 

Bedenken einer eingeschränkten Unabhängigkeit und mithin einer niedrigeren 

Prüfungsqualität des Prüfers, da dieser durch den Mandanten vergütet wird. Insbesondere 

Nichtprüfungsleistungen, die grundsätzlich als rentabler für den Prüfer gelten, werden dabei 

kritisch gesehen, wenngleich durch solche Leistungen auch Synergieeffekte denkbar sind, die 

sich positiv auf die Prüfungsqualität auswirken könnten. Die Ergebnisse der Studie zeigen 
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aber, dass weder für Prüfungs- noch für Nichtprüfungshonorare ein signifikanter Einfluss auf 

die diskretionären Periodenabgrenzung und damit auf die Prüfungsqualität nachgewiesen 

werden kann. Diese Ergebnisse sprechen gegen eine potentielle Unabhängigkeitsgefährdung 

des Prüfers durch die Vergütung durch den Prüfungsmandanten, jedoch sind auch keine 

Synergieeffekte messbar, die zur Erhöhung der Prüfungsqualität eingesetzt werden. Darüber 

hinaus können keine eindeutigen signifikanten Wirkungszusammenhänge zwischen den 

verschiedenen Messgrößen zur Art des Prüfers und der Prüfungsqualität festgestellt werden. 

Dies spricht dafür, dass sämtliche Prüfer bzw. Prüfungsgesellschaften eine homogene und 

annahmegemäß ausreichende Prüfungsqualität liefern. Diese Ergebnisse implizieren 

übereinstimmend mit Vander Bauwhede und Willekens (2004), dass keine 

Produktdifferenzierung hinsichtlich der erbrachten Prüfungsqualität vorgenommen wird. 

D.h. auch große (Big 4-)Netzwerke nutzen potentiell vorhandene umfassendere 

Qualitätskontrollmechanismen aus Prüfungen kapitalmarktorientierter Unternehmen nicht, um 

Bilanzpolitik stärker einzuschränken. Diese Ergebnisse deuten auf einen Mangel an Anreizen 

für den Prüfer, die Prüfungsqualität über das gesetzlich geforderte Mindestmaß zu erhöhen 

und die Durchführung der gesetzlichen Abschlussprüfung insoweit von anderen Prüfern 

abzuheben.  

Dieser Beitrag entstand in Alleinautorenschaft. Er wurde in einer frühen Fassung für die 

17. EBES-Konferenz 2015 in Venedig, Italien angenommen.  

Insgesamt ergänzt die vorliegende Dissertation den Forschungsstand zur Rolle von 

Nichtprüfungsleistungen insbesondere im Hinblick auf das Marktsegment nicht-

kapitalmarktorientierter Unternehmen und die Art des gewählten Prüfers maßgeblich. Diese 

Erkenntnisse mögen nicht unmittelbar auf die Abschlussprüfung von kapitalmarktorientierten 

Unternehmen anwendbar sein, doch vermitteln sie wertvolle Einblicke auf inhärente 

Funktionsweisen und Mechanismen des Prüfungsmarkts bzw. der am Prüfungsmarkt 

beteiligten Akteure. Dazu gehören der Einfluss von Reputation und die Bedeutung von 

Prüfungsqualität für den Prüfer sowie das geprüfte Unternehmen. Diese Einblicke sind für die 

Würdigung bestehender Regulierungsmaßnahmen von Bedeutung und stellen gleichermaßen 

wertvolle Ansatzpunkte für künftige Reformbestrebungen dar. Nachfolgend werden die drei 

mit der kumulativen Dissertation eingebrachten Fachbeiträge, deren wissenschaftlicher 

Zusammenhang durch die voranstehende Einleitung dargelegt wurde, reproduziert.  
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Abstract 

The European audit reform aims to stabilize financial markets by enhancing trust in the 

statutory audit. To strengthen auditor independence and to increase audit quality the provision 

of non-audit services to audit clients is further restricted. The supranational introduction of a 

blacklist, including prohibited non-audit services, and of a cap on the volume of non-audit 

fees is a novelty on the European level. The purpose of this paper is threefold. First, we 

analyze these measures in light of both current national restrictions of non-audit services and 

auditor fee disclosure requirements in France, Germany and the United Kingdom. Second, we 

assess the potential impact of the cap on the volume of non-audit services by providing 

descriptive evidence on current fee levels in these three countries. Third, we critically assess 

the impact of the audit reform regarding non-audit services in light of audit research by 

analyzing the state-of-the-art. On this basis, we doubt whether the European reform of 

auditor-provided non-audit services is effective and efficient. The main goal of enhancing 

perceived auditor independence and, thus, public trust in audited financial statements of 

public-interest entities may be hardly achieved and the blacklist might present a tradeoff 

between auditor independence and audit quality.  
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1 Introduction 

In October 2010, the European Commission (EC) issued the Green Paper ‘Audit Policy: 

Lessons from the Crisis’ (EC, 2010) to initiate a discussion about potentially necessary reform 

measures on the role and scope of the statutory audit as well as concerning the audit market. 

Its primary objective is to strengthen the credibility of audited financial statements in order to 

retrieve and enhance market stability as well as confidence after the financial crisis 

surrounding the bankruptcy of Lehman Brothers in September 2008. In pursuing this goal, the 

EC aimed to identify ways to increase audit quality, to bolster auditor independence and to 

reduce audit market concentration, particularly in the segment of public-interest entities5 

(PIEs). Therefore, the provision of non-audit services by the incumbent auditor to audit clients 

was questioned again after the Statutory Audit Directive of 2006 (Directive 2006/43/EC). 

Following an open consultation process, the Green Paper culminated, in November 2011, in 

the ‘Proposal for a regulation of the European Parliament and of the Council on specific 

requirements regarding statutory audit of public-interest entities’ as well as in the proposal for 

a directive to enhance the single market for statutory audits by amending Directive 

2006/43/EC. The regulatory proposal intended to introduce severe restrictions on the 

provision of non-audit services by auditors to their clients. The EC even suggested 

implementing top tier pure audit firms, in which case large audit firms with a high share of 

PIE audit clients would not be able to provide non-audit services to any PIE (EC, 2011a). 

Given the impact of such interventions, this EC proposal constituted a radical break with 

existing regulations. After extensive feedback and further discussions, trilogue sessions 

between representatives of the European Parliament, the Council and the Commission have 

formed an agreement on the reform of the audit market in December 2013. Apart from the 

implementation of an external auditor rotation and the cooperation of national supervisory 

bodies, the final Directive and Regulation yield further restrictions of auditor-provided non-

audit services. These limitations are moderate compared to the initial proposal of pure audit 

firms, yet a detailed blacklist of prohibited services combined with a cap on non-audit fees 

still constitutes a considerable change in the approach to audit regulation – particularly on the 

European level. 

In this paper, we first critically examine the European audit reform regarding the 

restrictions on the provision of non-audit services. In order to grasp the significance of this 

                                                           
5 Public-interest entities comprise all entities ‘whose transferable securities are admitted to trading on a regulated 

market’ (art. 1(2)f, Directive) as well as most credit institutions and insurance undertakings which extend the 

prior definition. Member States may declare further entities as relevant for the public. 
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reform we analyze selected national regulations on non-audit services and the disclosure of 

non-audit fees that are currently in place in the European Union in section 3. We chose 

France, Germany and the United Kingdom as examples for significantly varying national 

legal requirements and professional standards. Moreover, these three countries comprise a 

substantial share of the European audit market (e.g., Le Vourc’h and Morand (2011) report a 

market share of almost 50 percent for France, Germany, and the UK in the European market 

based on total turnover in 2009). Using descriptive data on current fee levels in these 

countries we illustrate the potential impact of the new guidelines on audit practice in section 

4. To critically asses the measures taken from an academic perspective and to identify 

potential effects on auditor independence and audit quality we draw on previous literature in 

audit research in section 5. In this part, we also elaborate on the proposal of mandatory pure 

audit firms. Finally, section 6 provides avenues for further research, followed by concluding 

remarks in section 7.  

We find that the investigated countries have already implemented restrictive measures on 

most service types, which are included in the blacklist. Yet, the reform will further constrain 

and to some extent harmonize the incumbent auditors’ supply of several, individual non-audit 

services. Moreover, we find that in audit practice, even today, the largest PIEs’ non-audit 

service volumes are largely below the proposed cap. Hence, this restriction on non-audit 

service provision might prevent potential concerns of impaired auditor independence, but may 

affect the current audit market only partially. Moreover, its effectiveness on auditor 

independence of mind as well as in appearance highly depends on the adequacy of the 

(seemingly arbitrarily) chosen threshold of 70 percent of the prior three years’ average audit 

fees. In general, we are not convinced whether the current level of audit quality warrants this 

kind of supranational intervention. We find that the restrictions on auditor-provided non-audit 

services may enhance perceived auditor independence theoretically. However, current fee 

disclosure requirements often cloud details about the non-audit service provided and, thus, 

impair the potential benefits concerning perceived auditor independence and credibility. 

Moreover, these beneficial effects are potentially offset by detriments to audit quality, which 

might arise due to lost knowledge spillovers from newly banned non-audit services. Hence, 

we question whether the measures are effective and efficient in increasing auditor 

independence and audit quality. 
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2 European reform  

The European Parliament and the Council assisted by the EC issue regulations and directives. 

Regulations are immediately effective in EU member countries, whereby directives have to be 

enforced to become national legislation and, thus, become legally binding. The directive to 

enhance the single market for statutory audits (‘Directive’) is an amendment to the Statutory 

Audit Directive. The regulation on the quality of audits of PIEs (‘Regulation’) adds further 

measures including an external auditor rotation requirement and tightens existing restrictions 

particularly on the provision of non-audit services by the incumbent auditor. Noteworthy, the 

final Regulation differs significantly from the initial proposal by the EC in terms of 

implemented measures and their scope.  

2.1 Directive  

The general approach to auditor independence has not been changed significantly due to the 

amendment of the Statutory Audit Directive. Art. 22 still contains the fundamental 

independence requirements which revolve around the potential threats to independence of 

self-review, self-interest, advocacy, familiarity as well as intimidation (IESBA, 2013). Para. 1 

now includes both, an explicit time frame – the corporate year of the audit client and the 

period for the conduct of the audit, hence, the time until the audit report is issued –, and an 

extended scope as any individual with the ability to impact the result of the statutory audit is 

subject to the independence requirements. Hence, in order to maintain auditor independence, 

auditors have to ensure with reasonable effort that no conflict of interest or other relationship 

between the auditor, the audit firm, the network and now also any other individual, who is 

involved in the audit and controlled by the auditor, impairs (perceived) auditor independence 

(art. 22(1), Directive). Overall, the amendment of the Statutory Audit Directive provides some 

additional detailed guidelines, a more refined scope and slightly extended definitions. The 

underlying approach to auditor independence can be described as follows (art. 22(2), 

Statutory Audit Directive and art. 22(1), Directive):  

Any threats to auditor independence have to be mitigated by the application of appropriate 

safeguards to prevent the perception of any auditor independence impairment. Consequently, 

in case the safeguards used to maintain independence of mind and in appearance are not 

sufficient, the auditor is ineligible to perform the statutory audit (art. 22(1), Directive). In case 

the engagement is subject to an explicit ban, the engagement is presumed to threaten auditor 

independence so significantly that safeguards are not effective as a remedy. This approach is 

implemented in all European countries irrespective of the various individual service 
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restrictions. The Regulation now adds a number of prohibitions to the general framework of 

independence for the audit of PIEs.  

2.2 Regulation 

Blacklist of non-audit services 

With the final Regulation, the European authorities withdrew from the initial proposal to 

mandate the implementation of pure audit firms among the highest tier of audit firms and also 

significantly changed their evaluation and regulation of specific service engagements. 

Nonetheless, an extensive list of prohibited non-audit services introduces an explicit, detailed 

element on the European level in terms of auditor independence with respect to auditor-

provided services to PIEs. 

The Regulation largely bans ten types of service engagements, which are partly further 

clarified with respective sub-services or service characteristics. However, there is no specific 

guidance on the exact scope and on the consistent application of these service types. Table 1 

shows the European blacklist and respective current regulations in France, Germany and the 

UK (see section 3). Noteworthy, several tax services are also prohibited which is a major 

difference to the non-audit service bans in the US introduced by the Sarbanes-Oxley Act in 

2002. Pursuing art. 10(1AA) certain prohibited tax services as well as valuation services may 

be exempt from the ban by the member states if they meet certain criteria. For one, their effect 

on the audited financial statements may not be direct or material. Moreover, their estimated 

impact must be documented and explained to the audit committee while auditor independence 

may not be impaired by the provision of the respective non-audit service. The blacklist applies 

to the statutory auditor or audit firm as well as their network regarding the provision of 

services to audit clients and members of the clients’ group within the European Union. In 

general, the time frame is consistent with the independence requirements in the Directive. 

However, internal control engagements may not be provided by the auditor in the year prior to 

the audited period (art. 10(1), Regulation). 

Compared to the EC’s proposal the approach to auditor-provided services beyond the 

statutory audit has been modified. The proposal included both engagement forms that qualify 

as ‘related financial audit services’ (art. 10(1 f.), EC, 2011a), which may be provided by the 

auditor, and two levels of non-audit services which were supposed to be banned or restricted 

depending on the threat to independence (EC, 2011a). Art. 10(1) of the Regulation, however, 

does neither include some form of audit-related services, nor does it define or explicitly name 

examples for permitted services. Therefore, any non-audit service which is not part of the 
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blacklist may be provided by the auditor in case the client’s audit committee has evaluated 

any potential threat to independence and approves the engagement (art. 10(2), Regulation). 

Simultaneously, the overall magnitude of these non-audit fees is limited by a cap.  

< Table 1: Overview of explicitly restricted services for the incumbent auditor > 

Cap on non-audit fees  

Apart from the introduction of a blacklist, the Regulation contains specific guidelines on the 

magnitude and composition of auditor fees. These guidelines have also been modified during 

the trilogue. The proposal intended to limit fees for audit-related services to ten percent of the 

audit fees (EC, 2011a, art. 9(2)). The final Regulation limits the portion of non-audit fees, i.e., 

the remuneration for services, which are not part of the statutory audit and which are not 

included in the blacklist pursuing art. 10(1), to 70 percent of the auditee’s average audit fees 

over the previous three years. Following the wording, the cap only applies to audited 

companies which have demanded non-audit services for at least three consecutive years. This 

notion implies that in case the provision of non-audit services is suspended for one year, the 

auditor is not subject to this restriction for the two following years. Due to the lack of an 

explicit reference to audit-related services, these services are considered as a part of the non-

banned non-audit services and, thus, are subject to the cap in spite of many national 

regulations which classify audit-related services as engagements which barely pose a threat to 

auditor independence.6 This aspect may explain the high threshold of the cap.  

 With these measures, the European regulator aims to increase the credibility of audited 

financial statements for PIEs. The blacklist is supposed to enhance auditor independence by 

reducing the scope of potential non-audit service engagements which may impair auditor 

independence for the incumbent auditor. The cap on non-audit fees limits the magnitude of 

non-audit fees which can be earned by the incumbent auditor for the remaining permitted 

services.  

                                                           
6 Le Vourc’h and Morand (2001), p. 154 ff. state that audit-related services are regularly not perceived as non-

audit, although they acknowledge that differing national definitions of such services impede the clear distinction 

between audit-related and non-audit services. The national disclosure schemes and their implementation in 

practice further indicate a varying perception of audit-related (and other assurance) services (see also section 3). 

This ambiguity further affects the calculation of non-audit fee ratios in section 4 and their comparison to prior 

studies. 



 

18 

3 Current national restrictions 

France 

Traditionally, the regulatory environment in France has been highly restrictive concerning 

non-audit services. In general, French standards allow auditors and their networks to perform 

only audit and audit-related services for auditees (§ L822-11 sec. II Code de Commerce). To 

identify audit-related services, professional standards (normes d’exercice professionel) 

determine which service engagements are closely related to the statutory audit and, thus, 

eligible to be performed by the auditor. They specifically include, e.g., assurance services and 

agreed-upon procedures (§§ A823-30 ff. Code de Commerce) and involve a relatively large 

scope of services (ICAS, 2010). The French code of ethics (Code de déontologie) provides 

detailed guidelines regarding further services by the auditor or the auditor’s network. The 

various detailed bans pursuant to § 10 Code de déontologie pose much stronger restrictions 

than in most other countries as shown in table 1. Other non-audit services engagement 

components may be permitted solely between members of the respective audit network and 

entities that belong to the auditee’s group but neither by the auditor nor to the audited entity 

itself (§§ 23 f. Code de déontologie). Given this restrictive approach, the newly implemented 

bans on non-audit services will mainly affect the French audit market with regards to tax, 

legal and employee-related services provided by the auditor’s network. The provision of 

audit-related services may to some extent be restricted due to the approval requirement by the 

audit committee pursuing art. 5(4) Regulation. 

Following § 222-8 of the Autorité des Marchés Financiers (AMF – the French financial 

markets regulator) General Regulation (règlement general), listed entities in France have to 

separately disclose audit and non-audit fees. Thereby, as reported in table 2, audit fees have to 

be split in actual audit fees, and fees directly related to the audit pursuing §§ 10 and 23 f. 

Code de déontologie. Thus, the French disclosure requirements explicitly include audit-

related fees in an audit fee sub-total. These figures further have to be disclosed separately for 

services provided to the audited entity and services provided to fully consolidated 

subsidiaries. Due to the restrictive requirements on non-audit services, the disclosure of non-

audit fees is limited to services provided by the auditors’ network. Such fees have to be 

disclosed en bloc for legal, tax and social services as well as for other services. 

<Table 2: Disclosure requirements of auditor remuneration > 
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Germany 

The restrictions effective in Germany are far less pronounced than in France or the UK: Table 

1 shows the complete list of restricted services. These services may be provided by the auditor 

following certain criteria. In general, all restricted services are permitted as long as their 

provision is required for the audit, or their effect on the financial statements is immaterial (§§ 

319(3)3 and 319a(1)2 f. German Commercial Code (Handelsgesetzbuch – HGB). The 

prohibition of tax and legal services does not apply as long as no management actions are 

taken by the auditor and assuming the auditor only provides alternative options, i.e., without 

recommending a certain course of action to the client. Thus, tax services are to some extent 

restricted, yet not generally banned (Schmidt 2014, para. 11 and 14). Hence, the Regulation 

extends existing limitations and introduces clear bans for services which have not been 

separately regulated, yet. In addition, any other non-prohibited non-audit service 

engagements, which include audit-related services, have to be assessed and approved by the 

audit committee. 

The disclosure requirements in Germany do not allow for a detailed evaluation of the 

provided non-audit services by the auditor. Following the Statutory Audit Directive of 2006, 

fees are disclosed for audit services, other assurance services, taxation services and other 

services (see table 2). Hence, the magnitude of non-audit fees will most likely decrease but an 

investor or other third party can hardly assess the impact of the increased restrictions on the 

individual service level. Other assurance services include typical audit-related services like 

interim reviews and additional legally required assurance engagements. 

United Kingdom 

The Auditing Practices Board (APB) Ethical Standard (ES) 5 contains specific and very 

detailed regulations for numerous non-audit services. Thereby, APB ES 5 has already 

addressed virtually every category which is included in the blacklist. The guidelines compose 

definitions and examples, possible safeguards, certain explicit prohibitions as well as 

acceptable conditions. Table 1 shows every regulated type of activity. The potential threat of 

non-audit services to auditor independence depends on the type as well as the range of 

service. The individual service type is regularly not banned entirely (for a dated attempt to 

classify the level of restrictions, Beattie and Fearnley, 2002, p. 21). Pursuant to APB ES 5 

(revised 2010, amended in December 2011), an engagement is most likely to be restricted as 

soon as it is material to the audit or if it requires decisions for which either management or 

experts are responsible or that in any way need substantial subjective considerations or 
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interpretation.7 However, these services are generally not prohibited if they are performed 

along necessary tasks within the statutory audit. This approach is largely consistent to the 

IESBA Code of Ethics.8 

 Additionally, APB ES 5.54-57 regulate audit-related services with an exhaustive list of 

engagement forms (e.g., reviews of interim reports or mandatory reporting due to regulation) 

that may be classified as such and which are assumed to lead to no significant risk to auditor 

independence. As a consequence, safeguards generally do not have to be applied in these 

cases. Contrary to the Regulation, APB ES 5.54 explicitly refers to audit-related services as 

forms of non-audit services.  While existing limitations of non-audit services have been in 

place and have successively been tightened, there are still various conditions, which allow for 

the provision of many services in the UK in case appropriate safeguards are applied. Hence, 

the blacklist and the cap might further restrain the provision of most services included in AP 

ES 5. 

The disclosure requirements in the UK are presented in Table 2. Apart from the disclosure 

of fees for auditing the audit client, separate disclosure is needed for several other service 

types (Companies (Disclosure of Auditor Remuneration and Liability Limitation Agreements) 

(Amendment) Regulations 2011, schedule 2A; TECH 14/13 FRF). While these categories 

allow for a more detailed analysis of auditor-provided services, the separate disclosure of fees 

for services which are not of non-audit nature, like fees for auditing associates of the audit 

client, might cause concerns in the perception of such services and, thus, may require 

modification (ICAS, 2010). 

Overall impact 

Due to the varying national restrictions on auditor-provided non-audit services currently in 

place, the impact of the blacklist may differ among European countries. In general, however, 

it will be an extension of existing limitations. As the blacklist and the cap are part of the 

Regulation rather than the Directive, these rules will supersede existing rules and the member 

states have only very limited possibilities to adjust the Regulation to comply with current 

                                                           
7 In this regard some service types are differently regulated than in the current European Regulation. For 

instance, information technology services are also permitted, particularly with regard to standard ‘off the shelf 

accounting packages’ (APB ES 5.75).  
8 In 2014, the Code of Ethics has been under revision with regard to exception rules for the provision of certain 

non-audit services in emergency cases. Moreover, further guidelines are added to clarify the case by case 

evaluation of the provision of non-audit services by the auditor.  
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national rules.9 Thereby, the Regulation may contribute to a partial harmonization of national 

regulations on the one hand.10 A harmonization of national rules may benefit the European 

audit market and increase transparency concerning the potential scope of non-audit services 

for incumbent auditors. On the other hand, it also over-writes existing rules, which have been 

developed over time and which potentially include country-specific aspects. Apart from 

content-based differences, these national implementations of prior directives also differ 

concerning their form. For instance, Germany uses rather brief restrictions on few selected 

services, whereas the UK provides extensive explanatory guidelines on a multitude of 

services.11 Hence, the Regulation represents a drastic intervention in national regulations. 

Given the regulators’ goal of increasing public trust and the credibility of the audited financial 

statements, the lack of modified disclosure requirements is surprising. The national disclosure 

schemes vary concerning the information provided on specific service types. Particularly the 

minimum requirement pursuing the Statutory Audit Directive of 2006 does not allow for a 

detailed assessment of individual non-audit services provided. Moreover, the country-specific 

regulations and definitions of the individual service categories contribute to a lack of common 

understanding concerning the allocation of specific service fees. Particularly the role of audit-

related services and their distinction from both audit and ‘other’ non-audit services does not 

seem to be consistent across countries.  

4 Current provision of audit and non-audit services 

To give an overview of the current level of non-audit services provided by the incumbent 

auditor, we manually collected fee data from the French CAC 40, the German DAX 30 as 

well as from the FTSE 100 in the UK for the years 2010 to 2013.12 Noteworthy, the figures 

are documented as reported by the companies in their annual reports or registration documents 

(document de référence), i.e., based on the current national guidelines and dependent on the 

respective disclosure schemes. As described in section 2.2 the Regulations lacks an explicit 

                                                           
9 The possibility to exempt certain services from the blacklist for Member States is subject to strict requirements. 

Moreover, it is unclear, how far Member States are willing to use the exemption, which may create additional 

national differences and, thus, decreases transparency. On the contrary, in case a Member State uses the options 

in a very restrictive way, other states may feel obliged to follow these high standards. 
10 Other European countries vary further in the regulation of non-audit services. E.g., Italy has imposed bans 

virtually identical to SOX in the US (Law No. 262, 2005; Ianniello, 2012).  
11 There are also significant differences in the regulation of non-audit services overseas. The US requirements following the 

Sarbanes-Oxley Act are highly restrictive with an extensive blacklist (17 CFR 210.2-01), whereas Australian 

independence rules include comprehensive and very detailed guidelines on the provision of various non-audit 

services types similar to the UK rules and the IESBA Code of Ethics (APES 110.290). 
12 In case of a financial closing date, that does not equal the calendar year-end the reported figures are allocated 

to the period in which the financial year has started. Therefore, some annual reports for the period 2013 have not 

been available. Accordingly, the total number of companies is reduced by three for Germany and by eight for the 

UK sample. For France, all annual reports have been available. 
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reference to audit-related fees by defining the cap. Therefore, we treated audit-related and 

other assurance services as a part of non-audit services. 13  

< Table 3: Auditor fees and potential impact of the Regulation > 

< Figure 1: Auditor fees and potential impact of the Regulation > 

The average audit fees which include fees for auditing subsidiaries of the audited group 

between 2010 and 2012 vary between 6.4 mEUR14 in the UK and 12.8 mEUR in Germany as 

well as 15.3 mEUR in France on audit-client level and 7.6 mEUR on auditor-level. The 

average non-audit fee amounts to 3.2 mEUR, 7.1 mEUR and 3.6 (1.8) mEUR respectively. 

Hence, the average non-audit fee ratios pursuing the Regulation (
𝑛𝑜𝑛−𝑎𝑢𝑑𝑖𝑡 𝑓𝑒𝑒𝑠

𝑎𝑣𝑒𝑟𝑎𝑔𝑒3−𝑦𝑒𝑎𝑟 (𝑎𝑢𝑑𝑖𝑡 𝑓𝑒𝑒𝑠)
) are 

by now already below the new cap (50.0%, 55.5% and – on audit client-level – 23.5%, see 

table 3 and figure 1). Concerning the impact of the future cap on non-audit fee volumes we 

find that only about a third of the companies in the FTSE 100 and the DAX 30 would not 

have been eligible to demand their actual level of non-audit services in 2013 (or apply for an 

exemption). Due to the joint audit requirement in France, we assessed the impact of the cap 

on non-audit fees based on individual auditors. We find that for the 2013 annual reports less 

than 5 percent of all auditors who are significantly involved in the audit of a company listed in 

the CAC 40 have gained relative fees which are deemed as too high in the future. We also 

show that most companies regularly demand at least some non-audit services, i.e., potential 

concerns about the cap’s scope are limited. Nonetheless, there are nine audit clients, who have 

not demanded any non-audit services at least once between 2010 and 2012 from (one of) their 

auditors. Following the wording of the Regulation in this regard (see section 2.2), these 

auditors would not have been subject to the cap in 2013. Table 4 and figure 2 further show 

that the companies that exceeded the cap are predominantly relatively close to the new 

threshold while outliers of more than double the future cap are rare. Hence, the cap might hit 

certain companies at the moment, but this portion of audit clients is likely to decrease when 

the blacklist applies.15 

                                                           
13 As the definition of audit-related services and the specific ten percent cap for such fees in the EC’s proposal 

for a regulation have not been adopted for the final Regulation, we argue that audit-related fees are included 

within fees for non-banned non-audit services. Thereby, audit-related fees become subject to the non-audit fee 

cap. Moreover, in case these fees were not subject to the cap the reported fee ratios would be lower which 

indicates an even smaller impact of the cap.  
14 All values in foreign currencies have been converted by using the average bid rate at December 31 of the 

respective year. An analysis of absolute figures between the three countries is biased due to the different number 

of companies in the largest index. Hence, taking only the 30-40 UK companies with the largest audit fees leads 

to much higher average audit fees for the UK. 
15 Notably, a direct comparison of these figures with other studies is impaired by the small sample size, the 

calculation of the non-audit fee ratio following the European Regulation and due to the varying definition of 
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< Table 4: Distribution of non-audit fee ratios in 2013 > 

< Figure 2: Distribution of non-audit fee ratios in 2013 > 

For most analyzed companies, there is no need to further alter their demand of non-audit 

services provided by their auditor to meet the cap of 70 percent. Hence, the impact of the cap 

might be very limited as the tolerated threshold of auditor-provided non-audit services may be 

above the average non-audit fee ratios, particularly after the blacklist becomes effective. 

Therefore, we further analyze fee ratios, as defined as non-audit fees in relation to audit fees 

for a given year, separately for audit-related, tax16 and other services. Figure 3 shows that 

France reports particularly low ratios for services, which are not related to the audit with a 

decent share of average audit-related fees to audit fees (ratio of audit-related fees to audit fees 

of 16.5%, ratio of tax fees to audit fees of 5.1%, ratio of other fees to audit fees of 3.2% in 

2013). These ratios show only low variations over the period 2010 to 2013. Germany reports 

significantly higher average fee ratios (39.2%, 10.7%, 13.9% in 2013) with a rather positive 

trend for audit-related and tax fee ratios over time. Other fees have also increased lately after 

a drop in 2012. The average UK ratios (23.7%, 11.9%, 12.0% in 2013) show a clear negative 

trend for tax and other fees after the revision of APB ES 5 in 2010 while audit-related fees 

increase slightly. Hence, the proposed – yet withdrawn – cap on audit-related fees would have 

currently been exceeded in the investigated countries. Moreover, particularly tax and other 

fees are expected to decrease in the future as a consequence of the blacklist. 

< Figure 3: Non-audit fee ratios per service category 2010-2013 > 

Studies on other European countries also do not indicate an immediate effect of the cap on the 

non-audit fee ratio: Ianniello (2012) and André et al. (2015) report non-audit fee ratios of 24.0 

percent and 32.3 percent for Italy in 2007 and 2007 to 200917; Eilifsen and Knivsflå (2013) 

find an average non-audit fee ratio of 49.9 percent for listed companies between 2004 and 

2008 in Norway, which is not part of the European Union but implemented European 

regulations and directives on accounting and auditing. Le Vourc’h and Morand (2011) report 

audit and non-audit fees in relation to total fees, hence, we have modified these ratios 

                                                                                                                                                                                     
audit and non-audit fees. Particularly audit-related fees are part of audit fees in several studies which decreases 

the reported non-audit fee ratio significantly. Accounting for these issues, our results are consistent to prior 

evidence from France (AMF, 2014), Germany (Köhler and Ratzinger-Sakel, 2012) and the UK 

(FinancialDirector, 2014). 
16 For France, the value of tax fees includes fees for legal, tax and social services due to the French non-audit fee 

disclosure requirements. 
17 These ratios are similar, yet higher than US American non-audit fee ratios in the post-SOX environment (Desir 

et al., 2014: around 20 percent from 2007 to 2010 depending on the investigated sample, and Krishnan et al., 

2011: 20.8 percent for 2004 and 2005). Notably, we report all non-audit fee ratios as the ratio of non-audit fees 

to audit fees instead of total fees as reported in some cited studies. 
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according to our definition, and still, these ratios are all below the cap of 70 percent. On the 

low end, the ratio takes values of 5.6 percent in France, 11.1 percent in Belgium, 12.3 percent 

in the Netherlands, 16.1 percent in Italy and 17.1 percent in Germany in 2009. On the high 

end, the UK shows a ratio of 38.9 percent, topped by Spain with 40.1 percent in 2008 and 

49.9 percent for Portugal as well as 65.3 percent for Denmark in 2009, which clearly marks 

the highest non-audit fee ratio.18 Moreover, compared to earlier studies, the non-audit fee ratio 

has regularly decreased after the major changes in the global audit market following the 

demise of Arthur Andersen. However, Le Vourc’h and Morand (2011) analyze non-audit fees 

excluding audit-related fees, which might understate their ratios to a country-specific degree. 

Hence, the regulation may have a more distinct effect on countries with higher non-audit fee 

ratios. Particularly Portugal and Denmark may on average report non-audit fee ratios of over 

70 percent when audit-related fees are included within non-audit fees instead of audit fees. 

During the European audit reform process, the Netherlands prohibited incumbent auditors 

from performing any services which are not of audit or assurance nature starting in 2013. 

Thus, as a potential side effect of the discussion of European reform measures the Netherlands 

have adopted a very strict approach, which is more restrictive concerning the prohibition of 

non-audit services than the final regulation’s blacklist.  

Lower tier PIEs 

The data presented above is drawn from the largest national indices. As the criteria of PIE 

also apply for companies that are listed in smaller indices the situation may differ in these 

market segments. The investigated companies presumably arouse the highest public attention 

and, thus, their reports and specifically the reported relationship with their incumbent auditor 

might be highly scrutinized. For this reason, they are expected to voluntarily limit their 

demand of auditor-provided non-audit services to avoid negative perceptions with regard to 

auditor independence and audit quality. In other indices, however, the impact of the cap on 

non-audit fees may be more pronounced.  

5 Evidence from audit research and practice 

In the following sub-sections, we highlight the fundamental potential conflict between 

auditor-provided non-audit services and auditor independence and, hence, audit quality as 

described by audit research. We present selected evidence on auditor independence of mind 

and in appearance (IESBA, 2013) to shed light on the potential impact and shortcomings of 

                                                           
18 The reported figures are derived from Le Vourc’h and Morand (2011), p. 164 f. 
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the current reform from an academic point of view. Despite the extensive empirical evidence 

on the provision of non-audit services, a comprehensive, conceptual theoretical framework for 

auditor-provided services and their interaction with auditor independence is significantly 

lacking. Moreover, theoretical approaches do not provide unambiguous evidence on an 

impairment of independence per se (Ewert, 2003). The main argument against the provision 

of non-audit services in theoretical literature is derived from economic bonding (e.g., 

DeAngelo, 1981) which is particularly applicable to non-audit services as these engagements 

are seen as more profitable than the audit (e.g., Levitt, 1996 (as cited in Abbott et al., 2003c)). 

However, misreported financial statements, if publicly disclosed, may affect the auditor’s 

reputation and, thus, lead to the loss of other audit clients (Ewert, 2003). Hence, while 

economic bonding may create threats to independence, market-based incentives may mitigate 

these concerns as auditors rely on the public’s and the market’s confidence in their service 

quality particularly due to the credence nature of auditing (e.g., Causholli and Knechel, 2012). 

Moreover, non-audit services may provide knowledge spillovers (e.g., Simunic, 1984) which 

potentially increase audit quality.19 Therefore, we further illustrate value-adding aspects of 

non-audit services and their link to audit quality as illustrated in a more comprehensive way 

by the IAASB (2014) in its audit quality framework, with a pronounced link to audit practice. 

Finally, we elaborate on the formerly proposed mandatory pure audit firms. 

5.1 Auditor independence and audit quality 

Empirical literature provides a widespread array of research topics and designs on the 

provision of non-audit services. However, the results concerning auditor independence and, 

hence, audit quality are mixed and inconclusive. Thus, they do not support an independence-

decreasing effect of non-audit services (Bedard et al., 2008). Research on independence of 

mind often yields no significant results while studies on independence in appearance 

predominantly show a negative effect of auditor-provided non-audit services. Given the 

numerous research synthesis articles on auditor independence and audit quality with respect to 

the provision of non-audit services, we shortly summarize the current state-of-the-art in audit 

research (e.g., Beattie and Fearnley, 2002; Causholli et al., 2010, p. 190-193; DeFond and 

Francis, 2005; DeFond and Zhang, 2014, p. 87-90; Francis, 2004; Francis, 2006; Gwilliam et 

al., 2014; Knechel et al., 2013; Pott et al., 2009; Quick, 2012, p. 26-28; Schneider et al., 

                                                           
19 In section 5.1 we predominantly refer to aspects of audit quality following DeAngelo’s (1981) seminal model 

which incorporates auditors’ ability to detect misstatements as well as auditor independence as the joint 

probability of auditors adequately reporting these misstatements. Following this approach, auditor independence 

and, thus, audit quality is often operationalized by proxies for earnings quality. In section 5.2 we elaborate on 

further, more differentiated aspects of audit quality. 
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2006). Then, we focus on selected findings, which allow us to assess the European reform in 

light of national restrictions of auditor-provided non-audit services and non-audit fee 

disclosure requirements. 

Independence of mind and auditors’ ability to detect misstatements  

One approach measuring auditor independence is to refer to audited financial statements 

(Francis, 2004) and, hence, financial reporting or earnings quality (Dechow et al., 2010). 

Based on that approach, several proxies have been used to examine the effect of non-audit 

services on auditor independence as well as audit quality. However, the results for 

independence of mind is mixed for most proxies, such as the probability to issue a going-

concern opinion (e.g., Basioudis et al., 2008; DeFond et al., 2002), restatements (e.g., Kinney 

et al., 2004; Raghunandan et al., 2003) and earnings management (for a review Habib, 2012). 

Research on the association between non-audit services and earnings management may have 

suffered from statistical shortcomings in early studies which raise doubt about the reported 

positive association by, among others, Gore et al. (2001), Frankel et al. (2002) and Ferguson 

et al. (2004) (see e.g., Kinney and Libby, 2002). Replications of these studies and 

modifications to the research approach culminate in a majority of studies on earnings 

management which find no significant association between non-audit fees and earnings 

management or earnings conservatism (e.g., Ashbaugh et al., 2003; Chung and Kallapur, 

2003; Reynolds et al., 2004; Ruddock et al., 2006). Some studies even report a negative effect 

indicating a higher level of auditor independence and, hence, audit quality (e.g., Antle et al., 

2006; Larcker and Richardson, 2004).  

Empirical research on specific service types provided by the incumbent auditor also 

yields mixed results. Nonetheless, in particular (recurring) tax-related engagements 

potentially benefit audit quality (e.g., Gleason and Mills, 2011; Huang et al., 2007; Kinney et 

al., 2004; Paterson and Valencia, 2011). These results also support the special role of tax 

services in many national regulations (see also Francis, 2006 and section 3). Reviewing 

empirical research on auditor independence of mind does not provide a clear recommendation 

to implement far-reaching bans against non-audit services. Hence, we cannot deduct a call for 

drastic measures, which neglect the use of safeguards to mitigate potential threats to auditor 

independence. Such a regulatory intervention further over-writes several national restrictions 

of non-audit services which have been successively developed. Moreover, literature fails to 

identify (additional) service types which per se impair auditor independence of mind.  
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The restriction of individual non-audit services increases the relative importance of audit 

clients, which still demand permissible non-audit services – particularly in case of recurring 

service engagements (Beck et al., 1988a, b; Parkash and Venable, 1993; Seetharaman et al., 

2011). Accordingly, to eliminate auditor independence concerns a full-scale prohibition of 

non-audit services might be the only choice. However, a total ban thereby concentrates the 

argument of economic bonding on the audit, which shifts but does not solve potential inherent 

auditor independence problems due to the selection and remuneration model of the audit (EC, 

2011b, p. 16 f., 140 f.). Moreover, the lack of non-audit fee income may lead to an increase in 

audit fees, potentially to maintain high audit quality (e.g., Higgs and Skantz, 2006), although 

high audit fees may present an economic incentive for the auditor which might impair 

(perceived) auditor independence, regardless of the existence of non-audit fees (Antle et al., 

2006; Choi et al., 2010; Holland and Lane, 2008; Khurana and Raman, 2006; Pandit and 

Rubenfield, 2011). The criteria of recurring vs. non-recurring engagements and their effects 

on auditor independence (Schneider et al., 2006) and audit quality remain completely 

unaddressed by the European reform. With the extensive blacklist, however, several services 

are banned which might also have beneficial effects on audit quality whereas their potential 

threat for auditor independence is not clearly confirmed empirically. Based on the lack of 

‘smoking gun’ evidence (DeFond and Francis, 2005, p. 14) and the prior extensive 

professional and legal initiatives to establish national requirements for the provision of non-

audit services, the blacklist might constitute an unnecessary and excessive regulatory 

measure. 

A cap on the maximum amount of non-audit service fees based on the average audit fees 

for the last three years could be sufficient to mitigate the threat of economic dependence. 

However, the applied ratio of 70 percent has not been verified empirically20, rather Turley et 

al. (2011) only find lower audit quality for non-audit fee ratios between 150 and 200 percent. 

The chosen value seems arbitrary in balancing the tradeoff between auditor independence and 

knowledge spillovers. The main purpose of the cap on the non-audit fee ratio may not be to 

maintain independence of mind which may be threatened due to economic reasons between 

auditors and audit clients even in absence of non-audit services. As the ratio sets an upper 

limit to the provision of non-audit services, its relevance for independence of mind further 

depends on the relative importance of a specific client’s fees for the audit firm or the 

                                                           
20 National regulations also lack quantitative thresholds for non-audit fees. As one exemption, Belgium has 

established a one to one rule pursuing art. 133(5) Code des Sociétés, which implies a maximum non-audit to 

audit fee ratio of 100 percent. 
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individual auditor, which in turn cannot be derived from the ratio (Ashbaugh et al., 2003). 

Both, the blacklist and the cap may rather aim to enhance independence in appearance.  

Independence in appearance 

Weakened perceived independence is considered just as harmful to the value of the statutory 

audit and the audit report as an impairment of independence of mind (Anandarajan et al., 

2008; Francis and Ke, 2006; IESBA, 2013; Krishnan et al., 2005; Shockley, 1982). The main 

role of the auditor is to serve the public interest (Antle, 1999) given that the main beneficiary 

of the statutory audit are ordinarily the users of the audited financial statements and not 

primarily the audit client (e.g., Goldman and Barlev, 1974; Jeppesen, 1998). Therefore, even 

auditors who are perfectly independent of mind may fail to fulfill their role when they are not 

perceived this way. An underlying threat to perceived independence may be inherent to the 

nature of the statutory audit as the auditor is appointed and paid by the preparer of the 

financial statements, i.e., the audit client (Anandarajan et al., 2008; EC, 2011b; Francis, 2006; 

Kleinman and Palmon, 2001; Moore et al., 2006). Thus, auditor independence might be 

impaired even in the absence of non-audit services (Bartlett, 1993; Mauldin, 2003) as high 

total fees might be perceived negative as well, irrespective of the portion of non-audit fees 

(Holland and Lane, 2008; Hollingsworth and Li, 2012). Although strengthening the audit 

committee’s role is supposed to increase auditor independence, it is not clear to what extent 

audit committees are effective in mitigating threats to auditor independence of mind (EC, 

2011b). Moreover, it is doubtful whether this measure is sufficient to prevent an impairment 

of perceived auditor independence. 

The fundamental issue to secure auditor independence revolves around the assessment of 

the impact of perceived independence on audit quality. Evidence on the nature of this relation 

is mixed. On the one hand, Bartlett (1993) as well as most regulatory frameworks (Beattie and 

Fearnley, 2002, p. 59) indicate that the concept is not dichotomous but represents a 

continuous measure. Yet, implications for audit quality may be biased when assuming a linear 

or even monotonic relation of non-audit services to auditor independence (Brown et al., 

2010). A (perceived) impairment of independence might not necessarily lead to a (linear) 

decrease in audit quality. However, drastic measures to secure independence in appearance 

may affect beneficiary effects, e.g., knowledge spillovers. On the other hand, Davis and 

Hollie (2008) indicate that the impairment of independence and its influence on investors 

might have a non-linear relation with non-audit services. This result implies that the provision 

of non-audit services per se is the primary driver of reduced perceived independence, not the 
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magnitude of non-audit service fees or the type of service provided. Contrary to the latter 

finding, Holland and Lane (2008), Francis (2006) and Turley et al. (2011) indicate that 

perceived independence might only be impaired by high or specific levels of (non-audit) fees. 

The European authorities have withdrawn a total ban of auditor-provided non-audit services 

and have introduced a blacklist to constrain their provision. This approach may account for 

both, perceived auditor independence and potentially quality-enhancing effects, yet it remains 

unclear, how users of financial statements can perceive the increased restrictions of specific 

services. The current fee disclosure requirements regularly do not include detailed 

information on the provided service. Hence, the main perceivable impact of the blacklist 

might be lower volumes of non-audit fees, similar to the capped non-audit fee ratio. 

Studies on the effect of the non-audit to total fee ratio and show mixed results (e.g., Abbot 

et al., 2003a; Francis and Ke, 2006 and Krishnan et al., 2005 report a negative effect on 

market responses; Ghosh et al., 2009 find no effect; Nam and Ronen, 2012 find a positive 

effect on audit quality and lower cost of capital). Notably, by separately examining different 

types of non-audit service fees and their relative magnitude, Nam and Ronen (2012) show 

consistent, yet not generally significant results. These findings indicate that (partially) no 

impairment of auditor independence in appearance has occurred. Hence, the blacklist might 

prohibit the provision of service types which may not be perceived as harmful to auditor 

independence. The Regulation implements the non-audit to audit fee ratio as a constraint to 

the relative importance of all non-audit services provided and, thus, attempts to limit 

perceived and factual concerns of an economic dependency. Notably, fee volumes and 

provided service types, which are generally perceived as appropriate, may differ across 

countries due to market specifics as well as regulatory or historical reasons (see section 4; 

Quick, 2005; Quick and Warming-Rasmussen, 2009). Thus, a supranational blacklist which 

over-writes existing professional and legal national guidelines may be overly restrictive and 

inadequate. The blacklist’s scope is not based on a conclusive academic opinion and it may 

further curtail the provision of services which may not necessarily threaten auditor 

independence in a way which could not be mitigated by sufficient and appropriate safeguards. 

Given the varying national fee disclosure requirements, the question arises whether users of 

audited financial statements are even able to regularly perceive increased restrictions on 

specific services. In this regard, the blacklist may rather present a one-time signal of political 

action21 with limited sustainable impact. 

                                                           
21 Assessing the impact of the discrimination of non-audit services on audit practice will be an interesting avenue 

for future research (see section 6). US evidence shows that audit committees significantly reduce non-audit fee 
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The cap – potentially with a lower threshold – might arguably be a more efficient way of 

enhancing perceived auditor independence by limiting the non-audit fee ratio. However, 

particularly with regards to audit-related services and to some extent taxation services, this 

limitation may not be appropriate for service engagements which show low empirical 

evidence of a negative effect on auditor independence. Moreover, Francis and Ke’s (2006) 

analysis indicates that the dollar amount of the reported non-audit service fee affects earnings 

responses to a higher extent than a fee ratio. The Regulation cannot account for absolute 

volumes of non-audit services which might affect perceived auditor independence irrespective 

of their relation to audit fees, particularly with regards to large PIEs. Additionally, a ratio is 

subject to fee shifting which may occur intentionally as a manipulation, or accidentally due to 

different interpretations and varying national guidelines on the differentiation between audit 

and non-audit (particularly audit-related) services (Dickins and Higgs, 2005; Solomon, 

1990).22 

Thus, the effects of auditor-provided non-audit services on auditor independence vary 

depending on the (absolute and relative) amount as well as the type of service. The blacklist 

includes an extensive list of non-audit services which suggests the regulatory focus on 

avoiding concerns of impaired independence in appearance irrespective of mixed results on 

the effect of certain services – particularly taxation engagements – on independence of mind 

and audit quality (Mishra et al., 2005; Quick and Warming-Rasmussen, 2009). However, the 

perception of these measures by the public remains dubious due to the varying and often 

highly aggregated non-audit fee disclosures. Furthermore, the Regulation does not separately 

address audit-related services, which may even improve perceived audit quality.23 Finally, 

                                                                                                                                                                                     
volumes even if their provision results in foregoing audit quality-enhancing spillover effects (Abbott et al., 

2003a, 2011). This safe-route approach may over-compensate threats to perceived independence and, thus, work 

against the auditor’s and investors’ interest (Gaynor et al., 2006). In turn, this approach is often accompanied by 

higher audit fees (Abbott et al., 2003b; Ghosh and Pawlewicz, 2009; Pandit and Rubenfield, 2011). This finding 

can partly be attributed to amendments of SOX which have imposed additional requirements for the audit 

(Ghosh and Pawlewicz, 2009; Griffin and Lont, 2007). Yet, audit committees thereby also seek to signal audit 

quality by lowering fees that might impair perceived independence to a higher extent.  
22 Changes in the scope of audit services may be intended by regulators to decrease perception concerns (e.g., 

Asthana and Krishnan, 2006; Weil and Rapoport, 2003 for US measures after re-establishing a fee disclosure 

requirement in 2001) or to further develop audit standards (e.g., Beck and Wu, 2006) 
23 Limited inferences may be drawn from studies which investigated the impact of the pre-approval requirement 

for non-prohibited non-audit services after SOX. These studies find a decline in auditor-provided tax services, 

which have not been banned in the US after the introduction of the audit committee’s pre-approval requirement 

(Maydew and Shackleford, 2005; Omer et al., 2006). The European reform and SOX in the US generally differ. 

Hence, prior evidence may not be directly transferred. SOX imposed extensive, rule-based bans, whereas the 

original Statutory Audit Directive has initially applied a principle-based approach, which has to be implemented 

into national legislation. The amendment of this directive and the directly binding Regulation of 2014, also 

incorporate more rule-based elements, but the expected impact of the final measures is less distinct than the 

enactment of SOX following the Enron scandal. Many countries have successively modified and tightened their 

national restrictions on non-audit services. In some countries (e.g., France and Italy) strict rule-based elements 
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potentially inherent perception problems of the statutory audit concerning the selection and 

remuneration system of non-audit as well as audit services are not addressed with the 

implementation of the blacklist. 

5.2 Other factors regarding audit quality in practice 

Adding value to the audit 

In practice, the audit profession has been promoting the provision of non-audit services to 

establish multidisciplinary firms for over 20 years (Firth, 1997). The primary motivation of 

auditors to offer additional (non-audit) services is reflected in Mautz and Sharaf’s (1961) 

statement: ‘[The performance of non-audit services] increases the opportunities for service. 

The desire to be of maximum service to clients is a natural one for any professional person. 

To the extent that his training, experience, and judgment can help his clients, he has a natural 

desire to make them available.’ (Mautz and Sharaf, 1961, pp. 218 f.). Zeff (2003) as well as 

Quick (2005) highlight that additional consulting services have always been a part of the 

portfolio of audit firms in the US and Germany. The increasing importance of non-audit 

services has not only affected audit firms’ organizational structure, their consulting 

departments and their clients but has also been incorporated to a considerable extent into audit 

engagements (e.g., Jeppesen, 1998; Beck and Wu, 2006; Sori et al., 2010; critical with regards 

to a change in audit firms’ culture, Wyatt, 2004). The cross-selling of non-audit services to 

audit clients may shift the focus of the statutory audit and, thus, potentially impair auditor 

independence and audit quality (Zeff, 2003; Wyatt, 2004). By contrast, a joint provision of 

services might further add value to the audit without significant selection costs for the auditee 

(e.g., Beattie et al., 2009; Ye et al., 2011). Thus, from an economic point of view as long as 

auditor independence is maintained, auditor-provided non-audit services enhance the social 

benefit of the audit and create incentives for both, the auditor and the audit client to engage in 

such services. Therefore, from a regulator’s perspective, securing auditor independence, even 

in expense of certain spillover effects might have the highest priority (Gwilliam et al., 2014). 

The IAASB (2014, appendix 1) also includes the management of the auditee among the 

relevant stakeholders of the statutory audit and refers to audit efficiency as a component of 

audit quality. Therefore, audit quality does not only represent an appropriate audit opinion but 

also accounts for the audit process, including technical and service facets. Academics and 

professional bodies have drawn extensive frameworks for audit quality which incorporate 

                                                                                                                                                                                     
have already been in place. Moreover, the level of non-audit fee ratios has drastically decreased in the US as well 

as in Europe (e.g., for the UK, Gwilliam et al., 2014) following the demise of Arthur Andersen. Hence, the 

impact of the blacklist in Europe may be severely mitigated. 
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numerous additional and refining aspects to DeAngelo’s (1981) model. These studies also go 

beyond the notion of relating audit quality to financial reporting quality. However, these 

means also do not capture all dimensions of audit quality (DeFond and Zhang, 2014; Francis, 

2011; Knechel et al., 2013). Incumbent auditors may increase their client-specific knowledge 

of internal processes and the client’s business via additional professional services, which 

cannot be gained through professional training and (particularly first-year) audits alone due to 

inherent personnel and time constraints as well as business complexity. Thus, certain non-

audit services might yield important benefits for the audit process (Beck and Wu, 2006; 

Eilifsen et al., 2001) which enhances audit quality as long as perceived auditor independence 

is not affected thereby. Evidence of these effects in empirical research are manifold although 

particularly earlier studies may include methodological deficiencies (e.g., Simunic, 1984; 

Palmrose, 1986; critical contributions by Solomon, 1990 and Firth, 2002; for an overview 

Hay et al., 2006). Modifications to the research approach have produced mixed results on 

potential knowledge spillovers (no effect: e.g., Whisenant et al., 2003, positive effect: e.g., 

Antle et al., 2006; Knechel et al., 2012; Krishnan and Yu, 2011). Despite inconclusive results 

in audit research, the existence of knowledge spillovers is widely acknowledged in audit 

practice (e.g., Beattie et al., 2009; Böcking et al., 2011, p. 34-36). Apart from increasing the 

auditor’s ability to detect misstatements, such additional services may increase audit 

efficiency for the auditor as well as the audit client. They might on the one hand increase the 

value of the audit, particularly for the audit client. On the other hand, non-audit fees may be 

primarily used to cross-subsidize audit fee cuts instead of increasing audit quality by auditors 

(Quick and Warming-Rasmussen, 2009). The primary role of the audit to increase the 

credibility of audited financial statements among stakeholders is largely fulfilled by a 

boilerplate audit report. Management letter comments, corrected errors during the audit and 

advice on business processes add value to the audit for the audit client and may mitigate the 

commoditization of the audit without necessarily threatening auditor independence (e.g. 

Knechel, 2007). Such aspects may mitigate threats to audit quality due to fee pressure by 

strengthening the position of the incumbent auditor. However, these benefits have rarely been 

investigated as they cannot be observed publicly (Herda and Lavelle, 2013). By contrast, 

Beattie et al. (2000) argue that such benefits may be achieved by audit as well as audit-related 

services and not primarily by (other) non-audit services. Hence, adding value to the audit via 

the provision of non-audit services may cause threats to auditor independence. The question 

arises whether moderate restrictions on the provision of non-audit services might be more 

balanced in enhancing auditor independence and maintaining mutually beneficial spillover 
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effects between audit and non-audit services. In general, by introducing an extensive blacklist 

and a cap on non-audit fees which includes audit-related fees, the European regulators may 

affect auditors’ role in their statutory mission in a multitude of ways.  

Pure audit firms 

As illustrated above, some findings suggest benefits of a strict ban of all non-audit services 

for audit firms. This measure may also increase the number of potential auditors for PIEs in 

case of switching auditors, as no large auditor can be excluded due to the provision of 

consulting services. Hence, the EC’s proposal of introducing pure audit firms for the audit of 

PIEs offers some appeal. However, this drastic measure would have serious drawbacks. Given 

that consulting engagements are generally considered to be more attractive or at least an 

attractive add-on to audit engagements, a total ban of non-audit services for auditors of PIEs 

could significantly impede these audit firms’ ability of recruiting high-potential professionals 

which might directly impair audit quality. Moreover, as the statutory audit is a seasonal 

business with a peak in workload during the busy season, a strict prohibition of other services 

to any PIE might entail problems for audit firms to utilize their workforce over the summer. 

Taking the final Regulation into account, these concerns are to a large extent mitigated.  

6 Avenues for future research 

As the Regulation applies from June 2016, audit research may investigate the potential impact 

of early adoption on audit pricing, the provision of non-audit services and audit quality. After 

the first compulsory adoption of the Regulation, the effects of the reform can be tested. Given 

the different regulatory starting points and, thus, the varying expected impact on the national 

level, supranational studies may substantially contribute to our understanding of the impact of 

non-audit services on audit pricing and auditor independence as well as audit quality. 

Thorough investigations are necessary whether the increased regulatory restrictions 

consistently improved auditor independence and audit quality. Moreover, audit research on 

perceived auditor independence could be intensified to isolate the effects of the audit reform 

on non-audit services on investors’ perception. However, this task may need non-archival 

approaches as surveys or experimental designs in case fee disclosure requirements are not 

modified and standardized. With highly aggregated fee categories, perceived auditor 

independence may not change significantly by increasing restrictions of individual non-audit 

service types. A potential improvement thereof may rather be explained by lower non-audit to 

audit fee ratios. Moreover, different fee disclosure schemes may also affect the perception of 

auditor independence, particularly with regards to audit-related services and services pursuant 
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to legislation. A potential negative effect of audit-related services caused by the lack of 

differentiation between these services and other non-blacklisted service types may further be 

investigated. Such aspects call for further research to assess the audit reform and to provide 

insights to further increase credibility in audited financial statement, particularly of PIEs. 

7 Conclusion  

The European Regulation and Directive aim at restoring public trust in the statutory audit. The 

recent financial crisis may indicate a necessary change in the role and in the value of auditing 

concerning its public perception; yet actual audit quality has not been scrutinized to such an 

extent, partially due to the lack of a ‘smoking gun’ (DeFond and Francis, 2005, p. 14). Neither 

the qualitative and quantitative analysis of current national regulations on the provision of 

non-audit services nor the incidents of the financial crisis provide clear evidence that national 

regulations have systematically failed to secure auditor independence. Accordingly, audit 

research fails to provide conclusive evidence on an impairment of both, independence of mind 

and in appearance by the provision of non-audit services. Research rather confirms perception 

problems with auditor-provided non-audit services while studies on independence of mind 

report particularly mixed results. It is by no means clear whether the current level of 

perceived auditor independence is actually leading to a lack of auditor independence, both of 

mind and in appearance and, thus, fails to provide high audit quality 

The introduction of a blacklist of prohibited non-audit services for the incumbent auditor 

appears as a severe intervention in audit practice as such detailed explicit prohibitions have 

not yet been required on the European level. However, a closer look at the current regulations 

in France, Germany and the UK reveals that many specific engagement types included in the 

European blacklist have already been banned or at least severely limited on the national level. 

With that, raising the minimum level of restrictions on non-audit services may harmonize 

national implementations to some extent. However, prior individual, country-specific 

regulations are superseded, which may discriminate certain service types, which have been 

assessed as compatible engagements for incumbent auditors on the national level. At the same 

time, the blacklist may not be effective in increasing perceived auditor independence in the 

long run, as users of audited financial statements may be hardly able to assess the reduced 

scope of non-audit services due to the aggregated disclosure requirements in various 

European countries. Hence, it is not clear thus far whether the Regulation is effectively 

meeting its objectives, e.g., concerning inherent threats to auditor independence due to the 

remuneration model of auditing, and whether the Regulation significantly improves national 
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guidelines (reason 46, Regulation). The impact of the blacklist may rather be a one-time 

effect, if any, due to the range of already existing restrictions on the national level (Beattie et 

al., 2009), which can hardly be regularly assessed on the basis of annual reports.  

Moreover, even in case of enhanced perceived auditor independence, increased restrictions on 

non-audit services might represent a tradeoff between the loss of audit quality-enhancing 

aspects of non-audit services via knowledge spillovers and production efficiencies. The 

blacklist includes certain service types, particularly with regards to taxation, that may be 

beneficial for audit quality in joint provision and which are not yet restricted in such a distinct 

manner in all European countries. It is dubious whether the marginal, beneficiary effect on 

auditor independence in appearance by further restricting or even completely banning non-

audit services solves the profession’s (potential) perception problems. Further questions arise 

whether measures that increase the perception of auditor independence simultaneously 

increase or at least maintain audit quality efficiently. Evidence from research and practice 

indicate beneficial effects on audit quality through knowledge spillovers but these effects are 

to a large extent neglected by the Regulation. The role of audit-related services is also not 

clear. Such services are largely seen non- or at least much less threatening to auditor 

independence by academics and practice, however, the Regulation does not account for these 

services separately. The potentially discriminating impact of the European reform on the 

subsequent provision of these services remains to be seen. 

A potentially enhancing effect on auditor independence in appearance may be achieved 

by an overall reduction of non-audit service fees by the non-audit fee cap. Regarding this 

measure, a descriptive analysis of fees among the largest companies in France, Germany, and 

the UK shows that these companies have regularly already limited their demand of non-audit 

services to a level below the suggested threshold even before additional bans on numerous 

non-audit services are effective. Thus, it is not clear whether the non-audit fee cap of 70 

percent is effectively enhancing auditor independence. Due to the varying fee categories and 

their differing definitions, the use of auditor fee disclosures for cross-country analysis is 

questionable. Even on the national level, the disclosure requirements yield certain drawbacks 

in inconsistent fee allocations and the limited transparency of each fee category (Dickins and 

Higgs 2005) which further impairs stakeholders’ ability to interpret auditor fees. However, the 

non-audit fee cap now aims at restricting the provision of non-audit services based on these 

mandated disclosure without adapting and harmonizing the rules which determine the 

underlying data. Application of the non-audit fee cap needs a consistent definition of relevant 
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non-audit fees to be a reliable safeguard and to have a consistent impact on the provision of 

audit and non-audit services.  

Overall, we support the approach of the Regulation to evolve and harmonize existing 

rules on the provision of non-audit services. Nonetheless, given the inconclusive academic 

evidence on the provision of non-audit services and the descriptive findings in this study it 

remains unclear whether the reform of auditor-provided non-audit services is necessary and 

designed in an appropriate manner. Adding value to the audit is not part of the primary role of 

auditors and audit procedures have to be appropriate irrespective of the presence of non-audit 

service engagements. Hence, regulators, first and foremost, must ensure that auditor 

independence of mind and in appearance is not impaired. However, in case auditor 

independence is appropriately secured, audit-related and certain non-audit services may 

increase the actual and perceived benefits of the audit. These services might strengthen the 

incumbent auditor’s role with the audit client. The blacklist may restrict such effects from 

non-audit and potentially audit-related services while it may not eliminate particularly 

perceived threats to independence by the joint provision of audit and non-audit services. 

Hence, the measures taken appear to lack sustained efficiency and effectivity in enhancing 

public trust in audited financial statements and audit quality.  
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Appendix 

 

Figure 1. Auditor fees and potential impact of the Regulation 
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Figure 2. Distribution of non-audit fee ratios in 2013 
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Figure 3. Non-audit fee ratios per service category 2010-2013 
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Country: European reform France Germany UK 

Source: 
Art. 10 Regulation § 10 Code de déontologie 

§ 319(3)3-4 HGB 

§ 319a(1)2-3 HGB 
APB ES 5 

Restricted 

service types: 
tax services* 

involvement in management or decision-making 

process of the audit client** 

book-keeping and preparing of financial 

statements** 

payroll services 

designing and implementation of internal control 

or financial information technology systems** 

valuation services* 

legal services 

internal audit engagements 

corporate finance and financing services 

human resources services 

 

 

 

 

 

 

 

*    services can be partially permitted by the   

      member states if certain criteria are met 

**  generally incompatible services, prohibited  

      even for network entities with regards to  

      client entities in a third country 

services that require the auditor to prepare 

components of the client’s business which are 

subject to evaluation in the statutory audit 

assuming the role of management 

recruiting of key personnel 

legal services  

finance management 

book-keeping, preparation or issuing of annual 

accounts or other financial information 

audit of asset transfers or mergers 

implementation of internal control systems 

actuarial and other valuation services 

designing and implementation of financial 

information systems 

legal, financial, or tax consulting on financing 

decisions 

outsourcing activities 

corporate finance and financing activities 

representing the client before any jurisdiction or 

appearing as an expert  

book-keeping and preparing of accounts 

internal audit services 

management and financial services 

actuarial or (other) valuation services 

 

additional restrictions for listed audit clients: 

legal and tax consulting 

development and implementation of financial 

reporting systems 

audit-related services* 

internal audit services 

information technology engagements 

valuation services 

actuarial valuation services 

tax services 

litigation support services 

legal services 

recruitment and remuneration engagements 

corporate finance activities 

transaction related services 

restructuring services 

accounting services 

 

 

 

 

 

 

 
*     permitted without further safeguards if they 

       are included in APB ES 5.55 

Table 1. Overview of explicitly restricted services for the incumbent auditor 
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Country: France Germany UK 

Source: § R123-198 no. 9 Code de Commerce  

 (single statements) 

§ R233-14 no. 17 Code de Commerce      

 (consolidated statements) 

For listed clients further: 

§ 222-8 Règlement general de l’AMF and 

instruction AMF no. 2006-10 

§ 285 no. 17 HGB  

 (single statements) 

§ 314(1) no. 9 HGB 

 (consolidated statements) 

 

The Companies (Disclosure of Auditor 

Remuneration and Liability Limitation 

Agreements) Regulations 2008 as amended in 

2011 

Categories: audit fees 

    for the parent company 

    for fully consolidated subsidiaries 

audit-related fees 

    for the parent company 

    for fully consolidated subsidiaries 

sub-total audit and audit-related fees 

non-audit fees 

    for legal, tax, social services 

    for other services* 

sub-total non-audit fees 

total auditor remuneration 

 

 

 

 

 

* to be specified for single services that 

individually account for more than ten percent of 

the audit fees 

audit fees  

fees for other assurance services 

fees for tax-consulting engagements 

fees for other services 

audit fees 

separately, fees for 

  auditing any associate of the client 

  audit-related assurance services 

  taxation compliance services 

  all other taxation services 

  internal audit services 

  other assurance services 

  (other) corporate finance transactions 

  other non-audit services 

Table 2. Disclosure requirements of auditor remuneration 
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Country France Germany UK 

Index CAC 40 DAX 30  FTSE 100 

      

 Average audit fees 2010-2012 (in mEUR) 15,3 12,8 6,4 

Average non-audit fees 2013 (in mEUR) 3,6 7,1 3,2 

Average non-audit fee ratio  23,5% 55,5% 50,0% 

        

   

 

3 

3,8%* 

  

  

 

9 

33,3%** 

  

 

 

29 

31,5%** 

  

Number of companies in 2013 with 

                                                 

(in percent) 

  

      

 Number of companies / auditors with no non-     

 audit fees at least once between 2010 and 

2012 2 2 5 

(in percent) 2,5%* 6,7% 5,0% 

Table 3. Auditor fees and potential impact of the Regulation 

 

 

 

Table 4. Distribution of non-audit fee ratios in 2013 

 

 

                                                           
* Due to the joint audit requirement in France, we assessed the non-audit fee cap on the audit firm level (80) 

instead of the audit-client level (40). 
 Relative to companies with available annual reports for the period 2013 (27 for Germany and 92 for the UK); 

Non-audit fee ratio 

 

=< 70 % 

 

< 100 % 

 

< 150 % 

 

>= 150 % 

Country         

France 96% 3% 1% 0% 

Germany 67% 25% 4% 4% 

UK 69% 16% 11% 4% 

𝑁𝐴𝐹 > 𝑎𝑣𝑔3𝑦𝑒𝑎𝑟𝑠(𝐴𝐹) ∗ 0,7 
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This is the final version of the following article: Ratzinger-Sakel/Schönberger, “The impact of 

auditor brand name on auditor remuneration in a large private client segment”, in: 

International Journal of Auditing, Vol. 22, pp. 536-553, which has been published at 

https://doi.org/10.1111/ijau.12138. The reuse of this article is granted by John Wiley & Sons. 

  

https://doi.org/10.1111/ijau.12138


 

55 

 

The impact of auditor brand name on auditor remuneration in a large private client segment 
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Martin W. Schönberger 

Audit quality in the German large private client segment – Do auditor type and auditor 

fees matter? 

 

 

Abstract 

This study provides evidence on audit quality proxied by the level of earnings management 

based on the discretionary accrual models by Ball and Shivakumar (2006) and the modified 

Jones model following Dechow, Sloan, and Sweeney (1995) in an audit market segment of 

large private audit clients in Germany. My variables of interest are auditor type as well as 

audit and non-audit fees. Thereby, I add to the limited prior research on the association 

between audit and non-audit fees and audit quality for private audit clients with mandatory 

audits. I extend prior literature by distinguishing between Big 4, Next 10 and smaller auditors 

and audit networks and by introducing continuous variables of auditor type based on the 

auditor’s and the audit network’s listed client portfolio. The results indicate that both audit 

and non-audit fees are not significantly associated with audit quality indicating neither an 

impairment of auditor independence nor knowledge spillovers that benefit audit quality as 

proxied by discretionary accruals. Moreover, the results provide only very limited evidence 

on an association between auditor type and audit quality, which suggests that larger auditors 

do not limit earnings management to a different extent than smaller audit networks and 

auditors, hence auditors do not differ significantly in terms of audit quality as proxied by 

earnings management. 

 

Keywords:  auditor type, audit fees, non-audit fees, audit firm networks, private audit clients, audit 

quality, earnings management 
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1. Introduction 

Audit quality has been an omnipresent issue for audit regulators, audit practice and audit 

research for a long time (e.g., Government Accountability Office (GAO), 2008; European 

Commission (EC), 2010; DeFond and Zhang, 2014). Thereby, public (i.e. listed) audit clients 

are regularly the focal point of regulatory endeavors to increase audit quality while regulatory 

reform measures regarding the audit of private clients are regularly much less drastic and 

distinct.24 With regard to audit research, evidence on audit quality for private audit clients is 

severely limited as opposed to the multitude of studies on listed audit clients (for further 

evidence DeFond and Zhang, 2014; for an overview on audits of private clients Vanstraelen 

and Schelleman, 2017). As auditing is not only mandatory for all public companies but also 

for large private companies in Europe implying benefits of the statutory audit also for private 

audit clients and their stakeholders, this lack of focus on the private client segment is 

surprising.  

The objective of this study is to shed light on audit quality for a sample of large private 

audit clients in Germany. I use two prominent models to estimate discretionary accruals as a 

proxy for earnings management and, thus, audit quality derived from audited financial 

statements (Francis, 2004). The main determinants of interest are auditor type and auditor 

fees, i.e. audit and non-audit fees. Audit quality may depend on auditor type as larger auditors 

have larger audit client portfolios that might decrease the dependence of the auditor on a 

single audit client while damaged auditor reputation caused by providing lower audit quality 

is more costly. Moreover, due to their size and public client audit engagements, larger 

auditors may have more sophisticated processes in place, which potentially increase audit 

quality. Moreover, the audit client remunerates the auditor although the primary beneficiaries 

of the audit are stake- and shareholders, which potentially “creates a distortion within the 

system”25. This inherent characteristic of the audit establishes concerns about the effect of 

both, audit and non-audit fees, on auditor independence and, hence, audit quality. While audit 

fees generally reflect auditor remuneration, i.e. fees which are charged to perform adequate 

audit procedures and, hence, might not generally impair auditor independence, auditor-

provided non-audit services have constantly been under debate due to potentially impaired 

auditor independence despite an expected tradeoff with knowledge spillovers which might 

increase audit quality. 

                                                           
24 The recent amendment of the Statutory Audit Directive (2006/43/EC) does not include the highly touted 

blacklist of non-audit services or the mandated auditor rotation requirement to enhance public trust in the audit, 

yet, directive 2014/56/EU is aimed at enhancing auditor independence and ensuring high audit quality also for 

non-PIEs. 
25 EC (2010), p. 11. 
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In a private client segment, the potential threat of non-audit services to auditor 

independence might be even more pronounced as these audits are less scrutinized by the 

public which limits the reputation risk for the auditor. Germany also provides a generally low 

litigation risk. The German large private client segment further provides a setting in which 

auditor concentration is much lower compared to audit markets for listed clients while the 

sample companies are still large and complex enough to be relevant clients for the Big 4 audit 

networks. Thus, this audit environment allows for a more distinguished analysis of auditor 

type. Thereby, I add to prior literature by extending the typical Big 4-non Big 4 dichotomy to 

model auditor type by including a dummy variable indicating an auditor belonging to one of 

the so-called Next 10 audit networks26. Building on Vander Bauwhede and Willekens (2004), 

I also use two innovative continuous measures to investigate the role of auditor type: the 

number of an auditor’s and an audit network’s listed audit clients which account for the 

potential difference in internal audit quality mechanisms of auditors that are subject to 

increased regulation concerning other audit engagement in their client portfolio. These 

measures potentially also account for auditor competence, i.e. the ability of an auditor to 

discover an error, as a determinant for audit quality (DeAngelo, 1981b). Finally, I investigate 

the association between both, audit and non-audit fees, and audit quality, which are not 

regularly included in earnings and audit quality studies for private entities. Thereby, I 

contribute to the limited audit research on audit quality in private audit markets for large 

entities that are subject to mandatory audit.  

Predominantly I do not find significant effects of audit and non-audit fees as well as 

auditor type on audit quality for the German large private client segment. Hence, concerns of 

a lower audit quality by any auditor tier or due to potentially impaired auditor independence 

by non-audit fees or audit fees cannot be justified empirically on the one hand. On the other 

hand, large auditors and audit networks seem to not use their potential derived from audit 

quality control mechanisms for listed audit engagements to further increase audit quality. 

Albeit I cannot assess the exact level of audit quality provided, i.e. if it is actually (only) 

compliant with the legal minimum requirement, my results indicate that auditors remain 

independent irrespective of audit and non-audit fees but are not incentivized to further 

increase the level of audit quality provided. These findings from a less concentrated audit 

market segment, which allows for a more distinguished investigation of auditor type, 

contribute to the understanding of audit quality. Based on this evidence, implications on ways 

to increase audit quality may also be derived for listed audit engagements.  

                                                           
26 In 2011, the Next 10 audit networks are Baker Tilly, BDO, Crowe Horwath, Grant Thornton, HLB, Kreston, 

Moore Stephens, Nexia, PKF and RSM. 
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The remainder of the paper is structured as follows: In the following section, the German 

audit environment for large private companies is presented. Section three sums up prior 

literature highlighting in particular research on private companies. Based on the setting and 

the literature review the hypotheses are developed in section four. Section five illustrates the 

data collection process and provides some descriptive statistics. The research methodology 

and the model specifications are presented in section six. Subsequently, the multivariate 

results are presented in section 7 followed by supplementary analysis and robustness checks 

in section 8. Finally, section 9 provides limitations before the paper closes with concluding 

remarks in section 10. 

2.  Setting 

In Europe, the statutory audit requirement affects all listed (“public”) companies and non-

listed (“private”) companies, which exceed national size criteria depending on the audit 

client’s legal form. For this study, I focus on large audit clients based on the size criteria 

required by the German Company Disclosure Act (Publizitätsgesetz – PublG) for inter alia 

partnerships, which are higher than the thresholds for limited liability companies pursuant to 

sect. 267 and 293 of the German Commercial Code (Handelsgesetzbuch – HGB), in order to 

ensure a common size threshold for all audit clients. Therefore, the sample audit clients meet 

two of the following criteria between 2009 and 2011: Total assets of more than 65 mEUR, 

total sales exceeding 130 mEUR and more than 5.000 employees. By applying these size 

criteria, the audit clients by definition also cannot be exempt from preparing consolidated 

accounts and compared to prior literature, these private audit clients are considerably larger 

than the sample companies of the majority of other studies on private audit clients. Despite 

the substantial size of the sample companies, the concentration in this audit market segment is 

still lower than in the market for (particularly large) listed audit clients while these audit 

clients are also relevant to the Big 4.  

Apart from some additional requirements for listed audit clients such as further restrictions of 

non-audit services, the investigated private companies are subject to largely equal accounting 

and auditing regulations. Due to the presumed lower visibility of these audit clients, a self-

restriction on non-audit services by the incumbent auditor in order to manage perceived 

auditor independence is not likely to occur (Zerni, 2012; for the negative impact of non-audit 

services on perceived auditor independence, e.g. Sori, Karbhari, and Mohamad, 2010). 

However, the accounting and auditing enforcement systems are less extensive and demanding 

for private audit clients. The Financial Reporting Enforcement Panel (FREP) only verifies the 
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compliance of annual reports for listed companies with accounting standards. Hence, audit 

engagements of private clients are not subject to this enforcement, which lowers the 

reputation and litigation risk for auditors as identified accounting errors can also lead to legal 

and professional repercussions for the auditor. Regarding the auditor, peer reviews of the 

internal control system are performed every three years for auditors of PIEs but only every six 

years for auditors who have no PIE audit client (sect. 57a(6) Public Accountants Act27 

(Wirtschaftsprüferordnung – WPO)). Moreover, auditors of PIEs are subject to regular 

inspections by the auditor oversight body (for the sample period: the Auditor Oversight 

Commission – AOC28) following sect. 61a29 and 62b(1) WPO). These inspections address 

audit engagements for listed audit clients but can extend to other audit engagement in case of 

material findings. In all, combined with the limited public interest in these audit clients, which 

leads to a lower reputation risk for the auditor, the risk of litigation and professional sanctions 

for audits of private clients is generally low, which may incentivize lower audit quality. In 

addition to these external requirements for the auditor, private audit clients may be smaller 

and less complex than public audit clients. Therefore, private audit clients may be more 

feasible for non-Big 4 auditors and, hence, non-Big 4 auditors are more viable options for the 

statutory audit of private audit clients than in case of listed audit clients from both, the supply 

and the demand perspective. However, while private audit clients and their audit engagements 

face limited external quality control mechanisms, their auditors may be subject to increased 

regulation focusing on their listed audit clients, which might affect these auditors’ internal 

controls and audit approach. 

3.  Prior literature 

3.1 Earnings management as a proxy for audit quality 

Earnings management can occur in instances where managers and eventually auditors exhibit 

judgment and assertions due to subjectivity and uncertainty in accounting and auditing 

regulations. While a certain amount of discretion within the accounting rules is needed to 

enable more informative financial reporting, discretionary accruals may also lead to less 

informative financial statements when earnings are managed to achieve other goals – such as 

to deliberately obscure actual firm performance or affect contractual outcomes (Healy and 

                                                           
27 After the implementation of the amendment of the statutory audit directive (directive 2014/56/EU) and due to 

regulation on audit of public-interest entities (regulation 537/14), these stipulations have been modified. The 

quality control pursuing sect. 57a WPO now only affects audits of non-PIEs while the applied quality control 

mechanisms for PIE audit clients are verified during inspections (sect. 57a(5a) WPO).  
28 In June 2016 the AOC was replaced by the APAS (Abschlussprüferaufsichtsstelle) as the responsible audit 

oversight body in Germany.  
29 Now, sect. 66a(6) WPO. 
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Wahlen, 1999; Leuz, Nanda, and Wysocki, 2003; Burgstahler, Hail, and Leuz, 2006). Thus, a 

lower level of earnings management generally indicates higher earnings quality. By using 

discretionary (or abnormal) accruals earnings can be managed without breaching accounting 

rules (e.g., Jones, 1991). This proxy can also be used to model audit quality as discretionary 

accruals are estimated based on archival data, i.e. audited financial statements, while audit 

quality cannot be observed directly (e.g. Asthana and Boone 2012; Krauss, Pronobis, and 

Zülch, 2015).30 In general, higher (absolute) discretionary accruals indicate higher earnings 

management implying a lower level of auditor independence and, thus, lower audit quality 

and eventually lower earnings quality (e.g. Frankel, Johnson, and Nelson, 2002; Dechow, 

Hutton, and Sloan, 2012). For auditors, earnings-increasing accruals are generally of higher 

concern (Becker et al., 1998; Watts, 2003), however, earnings-decreasing accruals may also 

be used (Jones, 1991). Notably, there are potential interdependencies between discretionary 

accruals and other proxies for audit quality such as income smoothing or meeting earnings 

benchmarks which may involve the use of earnings-increasing as well as earnings-decreasing 

accruals. The latter might also reflect higher earnings conservatism, which is generally seen as 

less problematic for auditors but still indicates low earnings quality, just as earnings-

increasing accruals (Loy, 2010). As accounting and auditing regulations are inherently subject 

to judgment, higher levels of discretionary accruals do not imply an audit failure. 

Audit quality research primarily focuses on audits of public-interest entities. Some research is 

also performed to identify differences between private and public company audits. They 

illustrate that earnings quality and, thus, audit quality is generally lower for private companies 

which can be attributed to the role of capital markets and the increased demand for more 

informative earnings with more timely loss recognition (Vander Bauwhede and Willekens, 

2004; Ball and Shivakumar, 2005; Burgstahler, Hail, and Leuz, 2006). In the following 

subsections I subsequently review prior literature on audit quality31 concerning the type of 

auditor, audit fees and non-audit fees. Thereby, I shortly address evidence on public audit 

clients before I illustrate relevant research findings on private audit clients.  

                                                           
30 Earlier studies such as Becker et al. (1998) use the Big 4 dummy to proxy for audit quality, however, in this 

study, I specifically want to test whether Big 4 auditors actually provide higher audit quality, hence, the Big 4 

variable is used to model auditor type but is not ex ante interpreted as an high quality audit. 
31 Due to the presumed limited role of perceived independence for the investigated sample of private audit clients 

and the choice of discretionary accruals as my proxy for audit quality, the following review focuses on studies on 

audit quality as proxied by measures of earnings quality (Dechow, Ge, and Schrand, 2010). Hence, I limit the 

review on evidence of actual audit quality (which to some extent is equal to auditor independence of mind) and 

largely exclude auditor independence in appearance and, hence, perceived audit quality. 
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3.2 Audit quality and type of auditor 

Large auditors are expected to provide higher audit quality following DeAngelo’s seminal 

study (1981b). Larger auditors are expected to provide a higher level of audit quality as an 

audit failure is more costly for auditors with more and larger audit clients due to the loss of 

auditor reputation and quasi-rents in case of audit failures. This approach is primarily based 

on a higher level of auditor independence rather than actual auditor competence (DeAngelo, 

1981a, b). Since actual audit quality is hardly perceivable for the audit client and the public, 

the identity of the appointed audit firm32 and with that auditor reputation may serve as an 

indicator for audit quality (Causholli and Knechel, 2012; Ratzinger-Sakel and Schönberger, 

2018). Hence, auditor reputation may signal perceived audit quality (Shapiro, 1983; Chaney 

and Philipich, 2002) which in turn potentially incentivizes auditors to continuously provide a 

high level of audit quality to preserve their brand name (Lennox, 1999). In case of audit 

failures auditor reputation is substantially damaged and auditors are barely able to recuperate 

such losses of their credibility (DeAngelo, 1981b; Chaney and Philipich, 2002; Niemi, 2004; 

Cahan, Emanual, and Sun, 2009; Causholli and Knechel, 2012; Srinidhi, Hossain, and Lim, 

2012). Moreover, large auditors might have invested more in their audit methodologies and 

technology to ensure that they comply with regulatory requirements and standards of 

oversight bodies. Larger auditors, therefore, have more at stake (“deep pockets”, Lennox, 

1999), which further contributes to the notion of larger auditors providing higher audit quality 

even though Germany poses a low litigation risk with a capped liability for auditors. Large 

auditors ceteris paribus are also expected to be more independent due to their larger client 

base, i.e. due to their clients generating higher fees on an aggregated level, which renders 

individual audit clients less influential and, thus, potentially less threatening to auditor 

independence. Particularly auditors that also audit listed entities may be less dependent on 

fees from a specific private audit client.33  

Auditor independence is regularly the focal point of audit research while auditor competence 

as the second requirement for high audit quality is presumed to be given. This assumption can 

partly be justified by professional guidelines on continuing education and training for auditors 

as well as the professional exam for certified public accountants, which is the same 

                                                           
32 The terms auditor and audit firm are used synonymously.  
33 Notably, this argument refers to the audit firm-level, on an individual auditor-level or even on office-level 

such economic dependencies may still exist, largely irrespective of the investigated audit firm. On audit partner-

level professional sanctions by the Chamber of Auditors may also play a higher role than audit firm litigation. 

Notably, it is not clear whether the illustrated association between auditor size and audit quality (or auditor 

independence while auditor competence is presumably constant) is linear. This association may be constant after 

a certain threshold as auditors do not necessarily maximize audit quality (i.e. the provided level of assurance) but 

they have to provide a certain legally and professionally required minimum level (Donovan et al. 2014). 
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irrespective whether an auditor audits public or private clients. Nonetheless, audit firms’ 

investment in audit methodology, internal quality control processes and education schedules 

is likely to differ between auditor tiers. Due to the increased regulatory requirements for 

auditors of public clients in this respect, auditors with (numerous) public clients may possess 

higher technical competencies including more refined internal quality controls (Langli and 

Svanström, 2014) and, thus, be suited to provide higher audit quality than auditors with only 

private audit clients.  

In audit research, these arguments on the association between auditor size and audit 

quality are regularly incorporated in empirical models by using a Big N dummy variable 

indicating whether the appointed auditor is part of the Big N audit firms. Particularly early 

research confirms the theoretical assumption of the provision of higher audit quality by Big 4 

auditors empirically (Becker et al. 1998; Francis, Maydew, and Sparks, 1999; meta-analysis 

by Lin and Hwang, 2010). However, there is also evidence on a lack of higher audit quality 

provided by the Big N auditors (Reynolds and Francis, 2000; Hunt and Lulseged, 2007; Hope, 

Thomas, and Vyas, 2013, find that differences in earnings quality between private and public 

firms are not (entirely) driven by audit-related effects). More recent studies on listed audit 

clients use a different approach methodologically as differences between Big 4 and non-Big 4 

auditors may be caused by selection bias – particularly for public audit clients. After 

controlling for endogenous auditor choice, Boone, Khurana, and Raman (2010) find no 

difference in terms of accruals, which is confirmed by Lawrence, Minutti-Meza, and Zhang 

(2011). These results after applying matching models imply that prior evidence of higher 

audit quality by the Big 4 may be caused primarily by audit client characteristics, i.e. Big 4 

audit clients might inherently provide higher earnings quality which is hence not caused by 

their Big 4 auditor. By contrast, DeFond, Erkens, and Zhang (2016) illustrate that propensity 

score matching procedures may be highly sensitive to their specifications and, hence, 

conclude that evidence on higher audit quality by the Big 4 may still be valid (DeFond and 

Zhang, 2014). 

Research on audit quality for private companies is highly limited in comparison to the 

large body of research on listed audit clients. Notably, research on private companies often 

focuses on small and medium-sized entities. Moreover, prior evidence on earnings (and audit) 

quality of private companies does not regularly account for the potential impact of auditor 

remuneration (e.g. Cano-Rodríguez 2010; for Germany34, Loy 2013). Both studies largely 

                                                           
34 Due to the limited evidence on private audit client literature, I cannot refer to evidence from various national 

setting for each finding or research design. I explicitly point out studies on the German setting to relate to this 

paper’s audit environment. Other studies cited particularly cover private audit client studies from Belgium, 
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find, for the Spanish and the German private company setting respectively, that Big 4 auditors 

provide higher audit quality. Loy (2013) further shows that second tier audit firms provide 

higher audit quality than smaller auditors. Cano-Rodríguez (2010) finds some evidence of Big 

4 auditors leading to higher unconditional conservatism in order to avoid litigation and to 

protect their reputation, which in essence indicates lower audit quality as the Big 4 act overly 

conservative, particularly in situations of high litigation and reputation risk. Van Tendeloo 

and Vanstraelen (2008) report for a sample of private companies in six EU countries that Big 

4 auditors provide higher audit quality by limiting earnings management, but this finding only 

holds for high tax alignment countries. Thereby, they do not find any differences between 

second-tier auditors (identified by an international ranking) and smaller auditors. Further 

studies focus on the impact of auditor choice of private firms on debt pricing which also do 

not account for auditor remuneration (Fortin and Pittman 2007; Cano Rodríguez and Sánchez 

Alegría 2012; recent evidence using data on contractual clauses in debt contracts Baylis et al., 

2017). Vander Bauwhede and Willekens (2004) extend the Big N-non Big N dichotomy by 

using various continuous variables – inter alia the auditors’ market shares and the number of 

audit partners – to proxy for auditor size. Thereby, they account for differences between 

auditor tiers in a more distinguished way than only using a Big 4 dummy. They find a lack of 

audit quality differentiation in the private audit client segment in Belgium, which indicates the 

lack of product differentiation concerning the provision of audit quality beyond the legal 

minimum in the market for private audit clients. 

3.3 Audit quality and auditor fees 

3.3.1 Audit quality and audit fees  

As audit clients remunerate their auditor, a certain level of economic dependency between 

audit client and auditor may be inherent to the statutory audit (DeAngelo, 1981a; Antle et al., 

2006; Ratzinger-Sakel and Schönberger, 2015). Thus, high audit fees might indicate a lower 

level of auditor independence and lower audit quality on the one hand. On the other hand, 

auditing causes costs for the auditor and generally audit fees compensate these costs and, 

hence, represent the auditor’s remuneration for the applied audit effort. In this respect, higher 

audit fees might indicate higher audit effort, which ceteris paribus implies higher audit 

quality. However this association might not be accurate due to a number of issues which 

potentially affect audit fees such as audit market competition and client bargaining power 

leading to e.g., premiums for specific auditor types. Such fee premiums, hence, are not 

                                                                                                                                                                                     
Scandinavian countries, Spain and the UK, which provide a background of prior literature notwithstanding 

potential differences in their national audit environments.  
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necessarily reflected by audit effort or audit costs. Notably, particularly low audit fees also 

potentially affect audit quality despite a higher level of presumed auditor independence in 

case audit effort is reduced according to the low auditor remuneration. 

Ashbaugh, LaFond, and Mayhew (2003) find no significant association between audit fees 

and audit quality in most specifications which might indicate that audit fees cover the audit 

costs necessary to provide a reasonable level of assurance but are not increased to provide 

higher audit quality above this legal minimum. For a sample of (small) private audit clients in 

Norway, Hope and Langli (2010) largely do not find significant associations between the 

level of expected audit fees and auditor independence in the form of auditors’ propensity to 

issue a going concern opinion. Srinidhi and Gul (2007) find a positive effect of audit fees on 

audit quality. Krauss, Quosigk, and Zülch (2014) report systematic fee cutting for initial audit 

engagements with listed audit clients in Germany which, however, does not affect audit 

quality. 

Prior literature has also investigated abnormal audit fees and their impact on audit quality 

with mixed results. Abnormal (or unexpected) audit fees are the portion of audit fees which 

differs from the estimated volume of audit fees based on e.g. client characteristics and auditor 

type. Particularly abnormally high audit fees are expected to provide an economic incentive 

for the auditor to tolerate more aggressive earnings management due to increased economic 

bonding with the audit client which decreases audit quality (Choi, Kim and Zang, 2010; 

Holland and Lane, 2012; Pandit and Rubenfield, 2011; Asthana and Boone, 2012; for 

Germany: Krauss, Pronobis, and Zülch, 2015; meta-analysis by Lin and Hwang, 2010). 

However, if audit fees accurately reflect audit cost and, thus, auditor effort, abnormally high 

audit fees may still indicate high audit quality (Ball, Jayaraman, and Shivakumar, 2012; Higgs 

and Skantz, 2006; Blankley, Hurtt, and MacGregor, 2012; Eshleman and Guo, 2014) 

assuming that the provided aspect of audit quality can be priced). Notably, Hoitash, 

Markelevich and Barragato (2007) find an audit-quality decreasing effect potentially caused 

by economic bonding for both, expected and unexpected audit fees. Vice versa, unexpectedly 

low audit fees are predominantly expected to decrease audit quality (Blankley, Hurtt, and 

MacGregor, 2012, who use restatements as a proxy for audit quality), however, empirical 

results are also not clear (e.g., Choi, Kim and Zang, 2010 fail to find a significant effect of 

negative abnormal audit fees on audit quality). Abnormal audit fees are operationalized by 

using the residuals of an audit fee model. As the R² of audit fee models in private client 

settings are lower than in public client settings, the use of residuals to proxy for unexpected 
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audit fees may be highly biased. Thus, I refrain from testing the association between abnormal 

audit fees and audit quality for the German large private client setting.  

3.3.2 Audit quality and non-audit fees 

Despite a multitude of investigated settings and time periods using various proxies for audit 

quality, there is no comprehensive theoretical framework, which could provide conclusive 

evidence on the impact of non-audit services on audit quality (Ewert, 2003). On the one hand, 

the provision of non-audit services may pose a threat to auditor independence, in particular 

due to economic bonding (DeAngelo, 1981a; Ferguson, Seow, and Young, 2004; Antle et al., 

2006), which potentially decreases audit quality. As non-audit services are considered more 

profitable for the auditor the argument of economic bonding as a threat to auditor 

independence is more pronounced for non-audit fees than for audit fees. In case the audit 

takes a subordinate role in the auditor-client relationship, auditor independence may be 

impaired (Hillison and Kennelly, 1988; Zeff, 2003a, b; Wyatt, 2004; Suddaby, Gendron, and 

Lam, 2009; empirical evidence against this assumption e.g., Lisic et al., 2017). Thus, the aim 

of providing non-audit services may incentivize the auditor to be less critical and to accept 

higher levels earnings management. On the other hand, the joint provision of audit and non-

audit services may yield knowledge spillover, i.e., there might be synergy effects, which 

potentially enhance audit quality by raising the technical quality of auditing or by reducing an 

auditor’s dependence on a single client concerning the statutory audit alone (Arrunada, 1999; 

Grout et al., 1994). Particular in case of high audit fee pressure, audit costs may be barely 

recouped by audit fees alone, which implies that the additional non-audit fees for the 

incumbent auditor are a source to effectively provide high audit quality. For listed audit 

clients, evidence on the association between non-audit fees and audit quality is mixed and 

ambiguous which is presented by a number of extensive literature reviews on audit quality, or 

auditor independence (of mind35) as a prerequisite for audit quality respectively (e.g., Francis, 

2004; DeFond and Francis, 2005; Francis, 2006; Schneider, Church, and Ely, 2006; Pott, 

Mock, and Watrin, 2009; Causholli et al., 2010; Quick, 2012; Hay, 2013; Knechel et al., 

2013; Krauss and Zülch, 2013; DeFond and Zhang, 2014; Gwilliam, Teng, and Marnet, 2014; 

Hay and Knechel, 2017). Particularly early studies report a positive association between non-

audit fees and discretionary accruals implying lower audit quality (e.g. Frankel, Johnson, and 

Nelson, 2002; Ferguson, Seow, and Young, 2004). After controlling for statistical 

shortcomings in early research (e.g. Kinney Jr. and Libby, 2002) or by using different settings 

                                                           
35 In terms of perceived auditor independence, i.e. also perceived audit quality, evidence regularly suggests a 

negative effect of non-audit services. 
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or specifications, numerous studies on earnings management find no generally significant 

association between non-audit fees and earnings management or earnings conservatism (e.g., 

Ashbaugh, LaFond, and Mayhew, 2003; Chung and Kallapur, 2003; Francis and Ke 2006; 

Ruddock, Taylor, and Taylor, 2006; Huang, Mishra, and Raghunandan, 2007). However, 

Habib’s (2012) meta-analysis shows an audit quality-decreasing effect of non-audit fees, 

which is also supported by some studies which use two-stage equation models (using accrual 

quality as the dependent variable Srinidhi and Gul, 2007; evidence for lower income-

decreasing accruals after SOX, hence, a decline in non-audit fees by Krishnan, Su, and Zhang, 

2011). Vice versa, there are studies which indicate higher audit quality and, thus, imply that 

non-audit fees may reduce the level of discretionary accruals (e.g., Antle et al., 2006; Larcker 

and Richardson, 2004). German evidence on listed audit clients also shows mixed results: 

Quick and Sattler (2011) find no significant association between non-audit fees and audit 

quality in general, whereas Krauss and Zülch (2013) report a positive impact of non-audit fees 

on the level of discretionary accruals, indicating lower audit quality. Both studies further vary 

in their results on specific non-audit service fee types.36 

In general, many studies on audit pricing of (small) private audit clients do not address 

the potential association between auditor remuneration and audit quality (Willekens and 

Achmadi, 2003; Chaney, Jeter and Shivakumar, 2004; Clatworthy, Makepeace, and Peel, 

2009; for a sample of predominantly non-listed audit clients in Belgium Van Caneghem, 

2010; for Germany: Joha and Günther 2014). Svanström (2013) investigates the association 

between the provision of non-audit services and audit quality as proxied by discretionary 

accruals for private Swedish audit clients. He provides evidence for knowledge spillover, i.e. 

increased audit quality due to non-audit services provided by the auditor despite potential 

threats to auditor independence. Thereby, the small size of the investigated audit clients may 

drive this result as smaller companies may rely more heavily on the statutory auditor for 

accounting advice and the engagement teams may be smaller which may further contribute to 

potential synergies between audit and non-audit services, particularly with regard to 

accounting services. Joe and Vandervelde (2007) show that knowledge spillover occur when 

the same person performs the audit and the non-audit work, which may be more likely for 

private audit clients. Hope and Langli (2010) do not find an association between non-audit 

fees and auditors’ propensity to issue a going concern opinion for private clients in Norway.  

                                                           
36 I address the potential different effects of the various non-audit fee categories on audit quality in a robustness 

check in section 8. 
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4. Hypotheses 

4.1 Auditor type 

Despite the ambiguous prior research results on the association between auditor choice and 

audit quality, I expect Big 4 audit firms to provide higher audit quality than second-tier audit 

networks and smaller audit networks and audit firms. This expectation is consistent to 

DeAngelo’s (1981b) theoretical framework and is further based on presumably more 

sophisticated audit procedures for auditors of public-interest entities due to the audit quality 

regulatory mechanisms these auditors face with respect to audit engagements with public 

clients. Due to these mechanisms, audit firms with (more) public audit clients in their client 

portfolio may have a more refined audit approach, software, methodologies and 

documentation which might affect audit quality also for private audit clients. Likewise, 

auditors which are part of a larger network may also benefit from respective enforcement 

mechanisms even if they are not directly affected.  

However, it is not clear if this potential is consistently used for all audits, i.e. also audits 

for private audit clients for which these regulatory mechanisms are absent or do not apply to 

the same extent. Noteworthy, prior evidence often fails to find a positive effect of Big 4 

auditors on audit quality for private audit clients which might be due to the limited risks 

auditors face for these audit engagements. The demand for high audit quality in the sense of 

more conservative earnings management may be highly limited (Vander Bauwhede and 

Willekens, 2004) which might incentivize Big 4 auditors to accept lower earnings quality. 

While large auditors may generally be more conservative, i.e. risk-averse to earnings 

management, it is doubtful whether auditors are incentivized to be more conservative than 

required by law and the audit profession and, thus, to provide a higher level of audit quality 

than required, particularly in an audit environment with a low litigation and reputation risk 

(Ratzinger-Sakel and Schönberger, 2018).  

Nonetheless, due to their experience with the additional quality control mechanisms in the 

form of investigations by the Financial Reporting Enforcement Panel and inspections by the 

Auditor Oversight Commission as well as their investment in audit technology (Sirois, 

Marmousez, and Simunic, 2016), auditors with (more) publicly listed audit clients may have 

developed structures and processes which ceteris paribus might lead to higher audit quality. 

Thus, I expect certain aspects of the audit approach being modified for all statutory audit 

engagements which inherently should increase the level of audit quality.37  

                                                           
37 Audit firms may have established additional quality control cycles for high risk audit mandates, however, the 

audit software and the general approach to their audit may be consistently used for all audit clients. 
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Therefore, I posit my first hypothesis as follows: 

H1a: Big 4 audit firms provide higher audit quality, i.e. accept lower discretionary accruals 

for large German private audit clients than other auditors. 

Building on Vander Bauwhede and Willekens (2004), I use continuous variables to 

account for the impact of auditor type on audit quality in two supplemental hypotheses. Based 

on the development of H1a, I assume that the beneficial aspects of auditing listed audit clients 

for audit methodology and internal controls increases with the number of listed audit clients 

of the respective auditor. Thereby, I also test whether the association with an audit network, 

i.e. the number of listed clients, which are audited by members of the auditor’s network, 

affects audit quality. Hence, I state two supplemental hypotheses:  

H1b:  There is a positive association between the number of listed audit clients of an auditor 

and audit quality, i.e. there is a negative association between the number of listed 

audit clients of an auditor and discretionary accruals for large German private audit 

clients.  

H1c:  There is a positive association between the number of listed audit clients of an 

auditor’s network and audit quality, i.e. there is a negative association between the 

number of listed audit clients of an auditor’s network and discretionary accruals for 

large German private audit clients. 

4.2 Auditor fees 

Audit fees 

In a private client segment auditor remuneration and audit quality might be subject to very 

limited public scrutiny. Therefore, the potential impairment of auditor independence and, 

hence, audit quality due to audit fees may be more pronounced in this setting. However, audit 

fees still compensate the auditor for the statutory audit. Based on prior literature, I do not 

expect audit fees to be a determinant that affects audit quality provided by an auditor. Hence, 

I posit the following hypothesis.  

H2: Audit fees are not associated with audit quality, i.e. discretionary accruals for large 

German private audit clients. 

Non-audit fees 

Based on prior literature the association between non-audit fees and audit quality is not clear. 

Accounting for the private client segment, which presents lower risk exposure for auditors, I 

expect non-audit fees to impair auditor independence and, hence, decrease audit quality. I 
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anticipate this effect to prevail as non-audit services are profitable engagement components 

for the auditors, which may cause auditors to accept higher level of earnings management for 

audit clients with higher non-audit fees – particularly in a private client setting. Moreover, the 

substantial size of the sample companies may also limit the effect of knowledge spillover due 

to the expected segregation of duties within the audit firms, which might compensate 

impaired auditor independence. Thus, I posit my third hypothesis as follows: 

H3:  Non-audit fees are negatively associated with audit quality, i.e. non-audit fees are 

positively associated with the level of discretionary accruals for large German private 

audit clients. 

5. Data and descriptive statistics 

The sample has been selected by filtering the Dafne database provided by Bureau van Dijk for 

solvent, non-listed companies with available group accounts for the years 2009 to 2011, 

which exceed at least two size criteria following sect. 11 PublG in any year. Most required 

variables are provided in Dafne, however, several variables concerning the auditor-client 

relationship, such as the appointed audit firm, audit and non-audit fees and the audit opinion 

have been collected manually from the group accounts published in the Federal Gazette. I 

have also collected the cash flow from operations from my sample companies’ cash flow 

statements as disclosed in the Federal Gazette. Notably, all sample audit clients are the 

respective highest controlling entity of their group. This restriction is applied to avoid the 

inclusion of several entities of the same group and to ensure that the investigated entities are 

directly responsible for auditor choice. Entities that are controlled by a different (foreign) 

entity may not primarily decide on the group’s auditor choice and the overall auditor 

remuneration. Moreover, entities within a group may be limited in applying managerial 

discretion to manage earnings due to inter-group accounting guidelines. An entity that is part 

of a corporate structure can further be exempt from disclosing audit and non-audit fees, which 

potentially creates a selection bias for entities that do not represent the largest consolidation 

group. Hence, to investigate the effects of auditor choice and auditor remuneration on audit 

quality, I only include group accounts of the highest controlling entity of a group.  

The number of listed audit clients of each auditor has been obtained from the 

transparency reports for 2011 which have to be published by audit firms which audit at least 

one listed client pursuant to sect. 319a HGB and which include all listed clients of the 

respective audit firm. The collected figures are then allocated to audit networks, which are 

also described within the transparency reports. Audit firms that have not disclosed a 
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transparency report are allocated to an audit network based on the information disclosed on 

their website. 

My final sample consists of 485 observations for the corporate year 2011. As several 

variables refer to prior year(s) data, the years 2009 and 2010 cannot be included in my tests. 

The sampling process in detail is reported in Table 1. Table 2 shows descriptive statistics on 

audit supply for the sample with a market share of about 43.5% for the Big 4 and a market 

share of about 20.4% for the Next 10 audit networks. I further report descriptive statistics on 

dependent variables following both models and differentiated between absolute, positive and 

negative discretionary accruals, which show that earnings management occurs regularly, 

albeit to a lower extent than reported by Quick and Sattler (2011) for listed audit clients. 

<< Table 1 about here >> 

<< Table 2 about here >> 

6. Methodology 

I model audit quality by using archival data from audited financial statements (Francis, 2004) 

in the form of earnings quality38 measures based on the level of earnings management 

(Dechow, Ge, and Schrand, 2010). To proxy for earnings management and to increase the 

robustness of my results, I use the following two prominent discretionary accruals models: 

Ball and Shivakumar’s (2006) model (model (1)) as well as the modified, performance-

adjusted Jones model following Dechow, Sloan, and Sweeney (1995) (model (2)). Both 

models have been frequently used in audit and accounting research (e.g., Choi et al., 2010; 

Choi, Kim, and Zang, 2010; for a detailed overview see also Dechow, Ge, and Schrand, 2010) 

and have also been estimated for German listed audit clients (Krauss, Pronobis, and Zülch, 

2014).  

𝑇𝐴𝐶𝐶
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+ 𝛽′3

𝑃𝑃𝐸

𝑇𝐴𝑡−1
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𝑇𝐴𝑡−1
∗ 𝐷𝐶𝐹𝑂 + 𝑒𝑡𝑎𝑐𝑐    

(1) 

 

                                                           
38 Based on Causholli and Knechel’s (2012) discussion of the credence nature of audit, I assume that audit 

quality as measured by discretionary accruals is neither paid by the audit client nor affecting auditor choice 

(Antle et al., 2006, Vander Bauwhede and Willekens, 2004; Donovan et al., 2014). Hence, auditor choice might 

be driven by perceived audit quality based on auditor reputation, the actually provided level of audit quality 

cannot be projected by a new audit client and can barely be assessed by the client after the audit. 
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𝑇𝐴𝐶𝐶

𝑇𝐴𝑡−1
=  𝛼′′ +  𝛽′′1 (

1

𝑇𝐴𝑡−1
) +  𝛽′′2

(∆𝑅𝐸𝑉 − ∆𝑅𝐸𝐶)

𝑇𝐴𝑡−1
+ 𝛽′′3

𝑃𝑃𝐸

𝑇𝐴𝑡−1
+ 𝛽′′4

𝑅𝑂𝐴

𝑇𝐴𝑡−1
+ 𝑒𝑡𝑎𝑐𝑐 

(2) 

Total accruals (TACC) are calculated as the difference between net income and cash flow 

from operations, the latter being manually collected from cash flow statements. As my sample 

consists of large groups (of the highest level within the group), the cash flow statement is a 

mandatory component of annual group accounts following sect. 297(1) HGB. Thereby, I 

decrease the level of noise as compared to deriving operating cash flows from the balance 

sheet (Hribar and Collins, 2002). Both models incorporate the difference between the changes 

in revenues and the changes in receivables (∆𝑅𝐸𝑉 − ∆𝑅𝐸𝐶) as well as net property, plant and 

equipment (PPE), i.e. property, plant and equipment after deduction of accumulated 

depreciation expenses. To mitigate heteroskedasticity these variables are deflated by lagged 

total assets (𝑇𝐴𝑡−1). Ball and Shivakumar’s (2006) model (1) further incorporates the 

operating cash flow scaled by lagged total assets (CFO), the dummy variable DCFO to 

differentiate between positive and negative CFO and the interaction of these variables 

(CFO*DCFO), while the return on assets (ROA) is included in the modified Jones modell (2) 

following McNichols (2000) and Kothari, Leone, and Wasley (2005) to inter alia control for 

an entity’s performance.39 For both cross-sectional models regressions industry dummies 

based on two-digit SIC codes are included. 

To test the hypotheses developed in section 4, the following OLS regression model is 

estimated using robust standard errors for each measure of discretionary accruals including all 

industries with at least five observations40: 

𝐴𝐵𝑆𝐷𝐴1 =  𝛼 +  𝛽1𝑙𝑛𝐴𝐹 +  𝛽2𝑙𝑛𝑁𝐴𝐹 + 𝛽3𝐵𝐼𝐺4 + 𝛽4𝑁𝐸𝑋𝑇10 + 𝛽5𝑙𝑛𝑇𝐴 + 𝛽6𝐿𝐸𝑉

+ 𝛽7𝑅𝑂𝐴 + 𝛽8𝐴𝐺𝐸 + 𝛽9𝑆𝐴𝐿𝐸𝐺𝑅𝑂𝑊𝑇𝐻 + 𝛽10𝐿𝑂𝑆𝑆 + 𝛽11𝑆𝑊𝐼𝑇𝐶𝐻

+ 𝛽12𝐶𝐹𝑂 + 𝛽13𝐿𝐴𝐺𝑇𝐴𝐶𝐶 + 𝛽14𝑄𝐴𝑅 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌 +  𝑒𝐴𝐵𝑆𝐷𝐴1 

(3) 

 

                                                           
39 Following Svanström (2013), I winsorize the continuous variables including TACC/TAt-1 at the 1st and 99th 

percentile to estimate discretionary accruals.  
40 As the cross-sectional discretionary accrual models are sensitive to a small number of observations, only audit 

clients that belong to industries with at least five audit clients in the sample are used for the analysis. Moreover, 

all financial variables are winsorized at the 1% and 99% levels to limit the impact of outliers (Reynolds and 

Francis, 2000; Hunt and Lulseged, 2007). 
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𝐴𝐵𝑆𝐷𝐴2 =  𝛾 +  𝛿1𝑙𝑛𝐴𝐹 + 𝛿2𝑙𝑛𝑁𝐴𝐹 + 𝛿3𝐵𝐼𝐺4 + 𝛿4𝑁𝐸𝑋𝑇10 + 𝛿5𝑙𝑛𝑇𝐴 + 𝛿6𝐿𝐸𝑉

+ 𝛿7𝑅𝑂𝐴 + 𝛿8𝐴𝐺𝐸 + 𝛿9𝑆𝐴𝐿𝐸𝐺𝑅𝑂𝑊𝑇𝐻 + 𝛿10𝐿𝑂𝑆𝑆 + 𝛿11𝑆𝑊𝐼𝑇𝐶𝐻

+ 𝛿12𝐶𝐹𝑂 + 𝛿13𝐿𝐴𝐺𝑇𝐴𝐶𝐶 + 𝛿14𝑄𝐴𝑅 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌 +  𝑒𝐴𝐵𝑆𝐷𝐴2 

(4) 

In these models, a number of control variables are incorporated to account for systematic 

differences in earnings management incentives and audit client characteristics, which 

systematically affect discretionary accruals based on prior research. The natural logarithm of 

total assets (lnTA) proxies for the size of audit clients which has been found to be negatively 

associated with the level of abnormal accruals (Dechow and Dichev, 2002; Choi, Kim, and 

Zang, 2010; Krauss, Pronobis, and Zülch 2015). The ratio of total liabilities to total assets 

(LEV) controls for highly leveraged audit clients who may have greater incentives for 

earnings management, potentially in both directions (Becker et al., 1998; Van Tendeloo and 

Vanstraelen, 2008). However, highly leveraged audit clients are regularly expected to be 

engaged in upwards earnings management (Choi et al., 2010; Quick and Sattler, 2011). The 

return on assets (ROA) as well as the change in sales compared to the prior year 

(SALESGROWTH) and a dummy variable indicating a negative net income in the current year 

(LOSS) are used to control for an audit client’s performance in terms of growth and 

profitability (Dechow, Sloan and Sweeney, 1995; Dechow and Dichev, 2002; Burgstahler, 

Hail and Leuz, 2006; Choi et al., 2010; Loy, 2013). They are generally expected to be 

positively associated with earnings management, although particularly for ROA, it can be 

argued that highly profitable audit clients might exercise less earnings management and, thus, 

provide higher earnings quality (Loy, 2013). I further include the cash flow from operations 

deflated by lagged total assets (CFO) to control for the potential correlation between cash 

flow and accruals, which is expected to be negatively associated with discretionary accruals 

(Choi et al., 2010; Kothari, Leone, and Wasley, 2005; Loy, 2013). AGE is expected to be 

negatively associated with abnormal accruals as long-time existing audit clients might have 

implemented more sophisticated financial reporting systems (Krauss, Pronobis, and Zülch, 

2015). I further include a dummy variable indicating whether there has been an auditor switch 

compared to the prior year (SWITCH) as auditors may be more conservative in the first year, 

partially due to the limited potential for personal bonding with the client. On the contrary, 

auditors may struggle to fully understand the audit client’s processes and business in first-year 

audits, which might potentially allow the audit client to exert a higher level of earnings 

management (Quick and Sattler, 2011). Lagged total accruals (LAGTACC) are included to 
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control for the reversal of accruals over time (Ashbaugh, LaFond, and Mayhew, 2003; Vander 

Bauwhede and Willekens, 2004; Choi et al., 2010). Finally, I include a dummy variable 

indicating a modified or amended audit report (Quick and Sattler, 2011). All variables are 

defined in table 3, descriptive statistics on the used variables are presented in table 4.  

<< Table 3 about here >> 

<< Table 4 about here >> 

The pearson correlation matrix reported in table 5 shows correlations of largely below 

50% indicating no bivariate multicorrelation issues. For all ensuing estimations, I also test for 

multivariate correlation. I find that variance-inflation factors for all included variables are 

below ten indicating no concerns in this regard.  

<< Table 5 about here >> 

To investigate H1b and H1c I introduce continuous measures of auditor size in the form 

of the number of listed audit clients of the appointed audit firm (PIE) and the appointed audit 

network (PIENET). Therefore, I substitute PIE and PIENET respectively for BIG4 and 

NEXT10 in models (3) and (4).41 

In further tests, I analyze income-increasing and income-decreasing discretionary accruals 

separately (e.g.; Chung and Kallapur, 2003; Francis and Wang, 2008; Choi et al., 2010, Loy, 

2013). Thereby, I account for the different incentives of over- and understating earnings for 

audit clients and particularly the different risk level positive and negative discretionary 

accruals imply for the auditor. Income-increasing discretionary accruals may not only be more 

prevalent, overstating earnings is also more critical for the auditor regarding its litigation risk 

(Becker et al., 1998). Therefore, I re-estimate models (3) and (4) for positive discretionary 

accruals (DAPOS1 and DAPOS2) and negative discretionary accruals (DANEG1 and 

DANEG2) as dependent variables separately. 

7. Results 

Table 6 presents the multivariate results for both estimations of absolute discretionary 

accruals (ABSDA1 and ABSDA2). All reported t-statistics in this study are corrected for 

heteroscedasticity and serial correlations by using White’s (1980) correction method. 

Particularly the discretionary accrual models based on Ball and Shivakumar’s (2006) model 

show R2 values that are in line with prior research (e.g. Quick and Sattler, 2011). The control 

variables with significant coefficients all show the expected sign described in section 6. 

                                                           
41 The tests for H1b and H1c are performed separately as including PIE and PIENET in one model would lead to 

high VIFs. 
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Notably, the coefficient for ROA is significantly positive (coefficient: 0.1659; p-value: 0.012) 

in model (3) which is consistent to most prior research.  

<< Table 6 about here >> 

With regard to the test variables, I find a weak positive association (coefficient: 0.0061, p-

value: 0.065) between Big 4 auditors and the level of absolute discretionary accruals pursuing 

model 1 which indicates higher levels of earnings management and, thus, lower audit quality. 

For the absolute discretionary accruals based on model 2, there is an insignificant association 

(p-value: 0.872) between Big 4 auditors and the level of absolute discretionary accruals. Both 

findings do not support H1a. Using continuous measures for auditor type concerning the 

number of the auditor’s and the audit network’s listed audit clients instead of the dichotomous 

Big 4 and Next 10 variables also shows coefficients for audit quality that are insignificant for 

absolute discretionary accruals based on model 2 which is reported in table 8. By contrast, 

table 7 shows some limited support for a small positive effect of the number of the auditor’s 

and the audit network’s listed audit clients on absolute discretionary accruals as measured by 

model (1), which indicates slightly lower audit quality.  

<< Table 7 about here >> 

<< Table 8 about here >> 

However, after differentiating the discretionary accruals into positive and negative 

discretionary accruals, the lack of significant association between the auditor type variables 

and audit quality prevails as shown in tables 9 and 10.  

<< Table 9 about here >> 

<< Table 10 about here >> 

Hence, I find that BIG4, PIE and PIENET are not significantly associated with positive 

and negative discretionary accruals as measured by model (1) and model (2). These findings 

do not support H1a, H1b and H1c, which implies that larger audit firms do not show higher 

audit quality with regard to the level of earnings management that is accepted by the auditor. 

NEXT10 shows a significant negative effect on negative discretionary accruals but only for 

accruals estimated by model (2). This finding weakly indicates higher earnings management 

and, thus lower audit quality. From an auditor’s point of view, it shows a more – even overly 

– conservative approach by Next 10 auditors as they increase the understatement of earning in 

absolute terms. As this result is not supported by estimating discretionary accruals following 

model (1) and is confined to negative discretionary accruals as measured by model (2), this 

effect is not further interpreted. 
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Hence, predominantly I cannot find a significant effect of auditor type on the extent of 

earnings management and, thus, audit quality for dichotomous and continuous auditor type 

variables. This finding is consistent to Vander Bauwhede and Willekens (2004), indicating a 

lack of product differentiation in terms of audit quality between auditors. Thus, even if large 

auditors may possess over more sophisticated audit quality control mechanisms, they are not 

used to limit earnings management and thereby further increase audit quality. Assuming that 

audit quality in the German large private client segment complies with legal and professional 

requirements suggests that all auditors provide sufficient – at least the minimum level of – 

audit quality. This level of audit quality, however, is not further increased systematically by a 

specific auditor tier. 

Concerning the role of audit fees for audit quality, I do not find any significant 

associations between audit fees and the level of discretionary accruals, neither for absolute 

nor positive or negative abnormal accruals and irrespective of the auditor type variables used. 

These findings (see tables 6-10) indicate that the level of audit fees does not affect the level of 

earnings management. Hence, audit fees do not affect audit quality in the German large 

private client segment, which supports H2. 

My results further show no significant associations between non-audit fees and the level 

of discretionary accruals in any specification reported in tables 6-10. Thus, the level of non-

audit fees does not affect audit quality measured by discretionary accruals, which does not 

support H3. This result indicates that even in a private client segment where the litigation and 

reputation risks for auditors are less pronounced, auditors do not accept higher levels of 

earnings management when audit or non-audit fees increase. Based on the assumption that 

audit quality generally complies with legal and regulatory requirements, audit quality control 

mechanisms seem to be effective to ensure that auditors remain independent irrespective of 

the level of audit and non-audit fees gained from the respective audit client, even in a private 

client segment. Hence, in the German large private client segment both, audit and non-audit 

fees do not impair auditor independence and, thus, do not decrease audit quality. However, I 

also cannot find evidence for potential knowledge spillovers, which are used by auditors to 

increase audit quality. 

8. Robustness checks 

To address endogeneity concerns regarding the test variables (lnAF, lnNAF, BIG4) and the 

independent variables (ABSDA1/2) (e.g., Whisenant, Sankaraguruswamy, and Raghunandan, 

2003; Antle et al., 2006; Lennox, Francis, and Wang, 2012) I use a test referring to Davidson 

and MacKinnon (1993), which is based on the Hausman test for endogeneity (Davidson and 
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MacKinnon, 1993; Hausmann, 1978). Therefore, I use the following OLS regression models 

for lnAF (equation (5)) and lnNAF (equation (6)) as well as the logistic regression for BIG4 as 

depicted in equation (7) (see Ratzinger-Sakel and Schönberger, 2018 for details; all variables 

used are described in the Appendix): 

𝑙𝑛𝐴𝐹= 휀 + 𝜇1𝑙𝑛𝑁𝐴𝐹 + 𝜇2𝐵𝐼𝐺4 + 𝜇3𝑁𝐸𝑋𝑇10 + 𝜇4𝑙𝑛𝑇𝐴 + 𝜇5𝑅𝑂𝐴 + 𝜇6𝐷𝐴 + 𝜇7𝐼𝑁𝑉𝑅𝐸𝐶 +

𝜇8𝑠𝑞𝑟𝑡𝑆𝐸𝐺 + 𝜇9𝐴𝐺𝐸 + 𝜇10𝑙𝑛𝐷𝑆𝑈𝐵𝑆 + 𝜇11𝑙𝑛𝐹𝑆𝑈𝐵𝑆 + 𝜇12𝐿𝑂𝑆𝑆 + 𝜇13𝐼𝐹𝑅𝑆 +

𝜇14𝑄𝐴𝑅 + 𝜇15𝐺𝐶𝑂 + 𝜇16𝑆𝑊𝐼𝑇𝐶𝐻 + 𝜇17𝐿𝐴𝐺 + 𝜇18𝑆𝑈𝑀𝑀𝐸𝑅 + 𝑒𝑎𝑓  

(5) 

𝑙𝑛𝑁𝐴𝐹= 𝜃 +  𝜂1𝑙𝑛𝐴𝐹 + 𝜂2𝐵𝐼𝐺4 + 𝜂3𝑁𝐸𝑋𝑇10 + 𝜂4𝑙𝑛𝑇𝐴 + 𝜂5𝑅𝑂𝐴 + 𝜂6𝐷𝐴 + 𝜂7𝑠𝑞𝑟𝑡𝑆𝐸𝐺 +

𝜂8𝑙𝑛𝐹𝑆𝑈𝐵𝑆 + 𝜂9𝑆𝐴𝐿𝐸𝑆𝐺𝑅𝑂𝑊𝑇𝐻 + 𝜂10𝐼𝐹𝑅𝑆 + 𝜂11𝐿𝑂𝑆𝑆 + 𝜂12𝐿𝑂𝑆𝑆𝑙𝑎𝑔 +

𝜂13𝑄𝐴𝑅 + 𝜂14𝐺𝐶𝑂 + 𝜂15𝑆𝑊𝐼𝑇𝐶𝐻 + 𝑒𝑛𝑎𝑓  

(6) 

𝐵𝐼𝐺4 =  𝜅 +  𝜆1𝑙𝑛𝐴𝐹 + 𝜆2𝑙𝑛𝑁𝐴𝐹 + 𝜆3𝑙𝑛𝑇𝐴 + 𝜆4𝑅𝑂𝐴 + 𝜆5𝐷𝐴 + 𝜆6𝑠𝑞𝑟𝑡𝑆𝐸𝐺 + 𝜆7𝑄𝑈𝐼𝐶𝐾

+ 𝜆8𝑙𝑛𝐹𝑆𝑈𝐵𝑆 + 𝜆9𝑆𝐴𝐿𝐸𝑆𝐺𝑅𝑂𝑊𝑇𝐻 + 𝜆10𝐿𝐴𝐺 + 𝜆11𝐿𝐼𝐴𝐵𝐵𝐴𝑁𝐾 + 𝜆12𝐼𝐹𝑅𝑆

+ 𝜆13𝐿𝑂𝑆𝑆 + 𝜆14𝐿𝑂𝑆𝑆𝑙𝑎𝑔 + 𝜆15𝑆𝑈𝑀𝑀𝐸𝑅 + 𝜆16𝐶𝑂𝑅𝑃 + 𝑒𝐵𝐼𝐺4 

(7) 

These three potentially endogenous variables are regressed on all exogenous variables in 

equations (3)-(7) (reduced-form models) (Wooldridge 2009, p. 527 f.). The residuals from the 

reduced-form models for lnAF (lnAF_res), lnNAF (lnNAF_res) and BIG4 (BIG4_res) are then 

included in equations (3) and (4). Untabulated results show that the residuals are not 

significantly correlated with the dependent variables ABSDA1 (p-values of 0.854 for 

lnAF_res; 0.849 for lnNAF_res and 0.462 for BIG4_res) and ABSDA2 (p-values of 0.983, 

0.752 and 0.682) indicating no endogeneity concerns. Thus, I do not apply a two-stage 

approach. 

To account for a potential non-linear effect of the number of listed audit clients of an 

auditor (PIE) and an audit network (PIENET), I re-estimate all models using the natural 

logarithm of PIE (lnPIE) and PIENET (lnPIENET) respectively. My results continue to hold 

(untabulated), the coefficient of lnPIE (lnPIENET) on the absolute discretionary accruals 

based on model (1) remains significant at the 5% level and increases to 0.0015 (0.0014). In all 

other specifications, the coefficients for lnPIE and lnPIENET remain insignificant. 

Prior research indicates that the type of non-audit services provided affects the impact of 

non-audit fees on audit quality. Empirical evidence on listed German audit clients highly 
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varies. Krauss and Zülch (2013) find a negative effect of non-audit fess in general and 

particularly audit-related fees on audit quality, while taxation fees and other fees do not 

significantly affect audit quality for the years 2004-2011. By contrast, Quick and Sattler 

(2011) find no significant effect of non-audit fees in general as well as audit-related and 

taxation fees on audit quality, while other fees are significantly negative associated with audit 

quality for the sample period of 2005-2007. The latter result seems intuitive as other fees 

serve as a residual category which includes fees for services that are generally less directly 

connected with the statutory audit (Huang, Mishra, and Raghunandan, 2007; Quick and 

Sattler, 2011). Internationally, prior evidence also regularly fails to find a systematic 

association between non-audit fees and audit quality, even after accounting for different fee 

categories (e.g., for the US Ashbaugh, LaFond, and Mayhew, 2007). Nonetheless, there is 

some evidence, which provides limited support for the beneficial effect of (in particular 

recurring) tax-related engagements on audit quality (Kinney, Palmrose, and Scholz, 2004; 

Huang, Mishra and Raghunandan, 2007; Gleason and Mills, 2011; Paterson and Valencia, 

2011). Using separate variables for (the natural logarithm of) fees for other attestation 

services, taxation services and other services instead of LNNAF my results are virtually 

unchanged (untabulated), i.e. the coefficients for the separate non-audit fee categories are also 

insignificant. The sole exemption is the negative coefficient of other attestation services in the 

model for positive discretionary accruals as measured by model (1), which is significant at the 

5% level (coefficient: -0.0017; p-value: 0.022). This untabulated result provides highly 

limited evidence on a potentially audit quality-increasing effect of fees for other attestation 

services. These services are closely related to audit services and, thus, might provide the 

auditor with additional information to identify and limit earnings management. 

9. Limitations 

In this study, audit quality is proxied by discretionary accruals, which limits the investigation 

of audit quality to one narrow issue. However, investigating audit quality in a broader sense 

(see e.g. for a multitude of approaches and facets IAASB, 2013) often requires internal 

information which cannot be deducted from archival data, which poses major difficulties to 

apply these facets in audit quality research. Prior research indicates that accrual models are 

flawed (Srinidhi and Gul, 2007; Dechow, Ge and, Schrand, 2010) which has to be kept in 

mind when conclusions on audit quality are derived from this proxy. To mitigate these flaws, 

I use two established models for discretionary accruals, however, I do not add further related 

tests used e.g. by Van Tendeloo and Vanstraelen (2008) and Loy (2013) in part due to data 
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limitations. Noteworthy, these tests revolve around using various generally less sophisticated 

approaches to model audit (or earnings) quality based inter alia on income smoothness and 

avoidance of small losses, which are then combined to identify audit clients with lower audit 

(earnings) quality. However, such measures to my mind are not as widely used in audit 

quality literature compared to the discretionary accruals model I estimated.  

Apart from these related proxies for audit quality there are further regularly investigated 

variables such as the likelihood of issuing a going concern opinion (e.g., Ratzinger-Sakel, 

2013) and restatements (e.g., Kinney, Palmrose, and Scholz, 2014; Li and Lin, 2005) which 

can lead to conflicting results on audit quality (Eshleman and Guo, 2014). I want to note that 

these measures also have their drawbacks. Concerning going concern opinions, my sample 

includes only ten instances of going concern opinions, which in turn leads to too less variance 

in this variable to be used. Moreover, investigating going concern opinions limits audit quality 

to very specific instances (financially (highly) distressed audit clients) and is based on the 

assumption that issuing a going concern opinion, i.e. an audit being more conservative, is 

always indicative of higher audit quality. While this approach is generally valid, the 

inferences drawn from it to audit quality in a broader sense must be handled with caution. I 

also refrain from using restatements as an indicator for audit quality as the manual collection 

of restatements showed that most restatements for my sample companies have been due to 

technical reasons with the Federal Gazette which raises doubts whether these instances can 

illustrate lower audit quality. Apart from that, restatements as a proxy for audit quality suffer 

from the fact that it is regularly not disclosed who has taken the initiative for the restatement – 

the audit client or the auditor, which also limits the validity of the positive association 

between restatements and audit quality. 

Finally, I do not have access to data on internal controls and ownership variables which 

might affect both auditor remuneration and audit quality (Dobler 2014; Hope, Langli, and 

Thomas 2012; Knechel and Willekens, 2006). Due to the extensive rigorous and, hence, time-

consuming manual data collection to complement the available data provided by the Dafne 

database I have to limit my tests to one year.  

10. Conclusion 

My findings of a lack of impact of audit and non-audit fees on audit quality mitigate concerns 

on the potential systemic distortion that might be caused by the fact that the audit client 

remunerates the auditor – even in a private client setting. However, I can also not find any 
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evidence for knowledge spillovers due to non-audit services, which are actively used to limit 

earnings management and, thus, increase audit quality. 

Concerning auditor type, my findings are consistent to Vander Bauwhede and Willekens 

(2004) indicating a lack of product differentiation between auditors. While I assume that audit 

quality in the German large private client segment is compliant with legal and professional 

requirements, this lack of product differentiation indicates that auditors are not incentivized to 

increase audit quality further. Limiting earnings management can imply a conflict with the 

audit client, which seems to be avoided by the auditor as long as the extent of earnings 

management is legally acceptable, ensuring compliant financial statements for the group. This 

approach from auditors is understandable, however, from a regulator’s point of view, it might 

reveal an aspect to address in order to increase audit quality. As long as product 

differentiation based on higher-than-necessary audit quality is not incentivized for the auditor, 

even already existing potential for higher audit quality, e.g. based on more sophisticated audit 

quality control mechanisms to ensure audit quality for listed audit engagements might not be 

used for private mandatory audits. Thus, while audit and non-audit fees ceteris paribus do not 

impair audit quality, the auditor-client relationship with the audit client choosing and 

remunerating the auditor might contribute to auditors’ approach of not providing audit quality 

beyond the legal and professional requirements.  
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Table 1 

Sample selection 

Sample companies  

Non-listed, solvent companies with available consolidated 

financial statements in Dafne (July, 2013 – data update no. 

504) for the sample period (2009-2011) which exceed at least 

two size criteria of mEUR 65 total assets, mEUR 130 total 

sales, and 5,000 employees at least once 1,562 

Less 

Companies which do not exceed two size criteria between 

2009 and 2011 
270 

Companies with listed subsidiaries within their group, capital-

market orientation or short fiscal years 34 

Governmental companies and nonprofit organizations 143 

 1,115 

Less  

Companies that are included in a parent entity’s consolidated 

financial statements  321 

Companies (fiscal year 2011) 794 

Less  

Observations with missing values 300 

Observations from industries with less than five audit clients in 

the sample 
9 

Observations (fiscal year 2011) 485 
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Table 2 

Descriptive statistics on auditor type and the level of abnormal accruals 

 2011 

Number of audit clients… 485 

.. audited by a Big 4 auditor (in percent) 211 (43.5%)  

.. audited by a second-tier audit network (Next 10 audit 

network) (in percent) 
99 (20.4%) 

 

 

Descriptive statistics on abnormal accruals based on both models 

Variable N Mean Std. Dev. Variance 

ABSDA1 485 0.034 0.032 0.001 

DAPOS1 251 0.033 0.031 0.001 

DANEG1 234 -0.035 0.033 0.001 

     

ABSDA2 485 0.050 0.045 0.002 

DAPOS2 232 0.052 0.048 0.002 

DANEG2 253 -0.048 0.041 0.002 
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Table 3 

Variable definitions 

  Dependent variable 

ABSDA1/2 Absolute value of discretionary accruals as measured by Ball and 

Shivakumar’s (2006) model (1) / as measured by the performance-

adjusted modified Jones model (2) 

DAPOS1/2 Positive discretionary accruals as measured by Ball and Shivakumar’s 

(2006) model (1) / as measured by the performance-adjusted modified 

Jones model (2) 

DANEG1/2 Negative discretionary accruals as measured by Ball and Shivakumar’s 

(2006) model (1) / as measured by the performance-adjusted modified 

Jones model (2) 

 

  Test variables 

BIG4 Dummy variable coded 1 if the auditor is a Big 4 audit firm (Deloitte, 

Ernst & Young, KPMG, PricewaterhouseCoopers); 0 otherwise 

AF Audit fees in tEUR 

lnAF Natural logarithm of AF 

NAF Non-audit fees in tEUR 

lnNAF Natural logarithm of (NAF+1) to avoid missing values for companies 

with 0 NAF 

PIE Number of the auditor’s listed audit clients following sect. 319a(1) 

HGB 

PIENET Number of the audit network’s listed audit clients following 

sect. 319a(1) HGB 

 

  Control variables (continuous variables generally in tEUR, ratios in percent) 

NEXT10 Dummy variable coded 1 if the auditor belongs to a Next 10 audit 

network (Baker Tilly, BDO, Crowe Horwath, Grant Thornton, HLB, 

Kreston, Moore Stephens, Nexia, PKF, RSM); 0 otherwise 

TA Total assets 

lnTA Natural logarithm of TA 

LEV Ratio of total liabilities to total assets 

ROA Ratio of net income to total assets 
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AGE Age of the company measured in years since the founding or last 

reincorporation 

SALESGROWTH Change in sales, calculated as the ratio of current year total sales to 

prior year total sales minus 1 

LOSS Dummy variable coded 1 if the company incurs a loss in the fiscal 

year; 0 otherwise 

SWITCH Dummy variable coded 1 if the company switched auditors after the 

prior year; 0 otherwise 

DCFO Dummy variable coded 1 if the cash flow from operations is negative; 

0 otherwise 

CFO Cash flow from operations scaled by lagged total assets 

LAGTACC Lagged total accruals scaled by lagged total assets 

QAR Dummy variable coded 1 if the audit report is qualified; 0 otherwise 

TACC Total accruals (difference between net income and cash flow from 

operations) 

TAt-1 Lagged total assets 

∆𝑅𝐸𝑉 − ∆𝑅𝐸𝐶 Difference between the changes in revenues and the changes in 

receivables 

PPE Net property, plant and equipment (property, plant and equipment after 

deduction of accumulated depreciation expenses) 
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Table 4 

Descriptive statistics variables for the fiscal year 2011 

Dependent 

variable Mean StdDev Min P25 Median P75 Max 

ABSDA1 0.03 0.03 0.00 0.01 0.02 0.05 0.24 

ABSDA2 0.05 0.04 0.00 0.02 0.04 0.07 0.23 

Independent variables 

Test variables  

BIG4 0.44 0.50      

lnAF 5.13 0.77 2.71 4.65 5.11 5.54 7.31 

lnNAF 3.35 2.12 0 1.79 3.89 4.93 7.17 

PIE 51.44 57.82 0 0 11 109 146 

PIENET 55.23 58.34 0 0 27 109 146 

Control variables 

(continuous)*  

TA 543,567 890,445 79,943 154,200 253,375 504,727 5,701,000 

lnTA 12.64 0.93 11.29 11.95 12.44 13.13 15.56 

LEV 0.31 0.15 0.05 0.20 0.29 0.39 0.84 

ROA 0.05 0.05 -0.09 0.02 0.04 0.07 0.19 

AGE 26.29 23.62 2.35 10.70 19.07 35.62 112.08 

SALESGROWTH 0.11 0.13 -0.26 0.04 0.09 0.16 0.55 

CFO 0.08 0.08 -0.13 0.04 0.08 0.13 0.30 

LAGTACC -0.03 0.07 -0.20 -0.08 -0.03 0.01 0.18 

Control variables (dichotomous) 1 0 

NEXT10 99 386 

LOSS 45 440 

SWITCH 33 452 

QAR 28 457 

* All continuous variables are winsorized at the 1st and 99th percentile. 
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Table 5 

Pearson correlation coefficients 

 Variable 1 2 3 4 5 6 7 8 9 10 

1 ABSDA1 1.00          

2 ABSDA2 0.30*** 1.00         

3 lnAF -0.04 -0.03 1.00        

4 lnNAF 0.01 0.02 0.45*** 1.00       

5 BIG4 0.06 -0.03 0.26*** 0.16*** 1.00      

6 NEXT10 -0.05 0.01 -0.07 -0.04 -0.44*** 1.00     

7 lnTA -0.11** -0.09** 0.55*** 0.23*** 0.28*** -0.04 1.00    

8 LEV 0.06 -0.02 0.16*** 0.09** 0.16*** 0.06 0.08* 1.00   

9 ROA 0.06 -0.07 -0.08* -0.05 -0.11** 0.03 -0.04 -0.30*** 1.00  

10 AGE -0.09** -0.05 0.07* 0.05 -0.00 0.01 0.13*** -0.02 0.02 1.00 

11 SALESGROWTH 0.07 0.00 -0.02 0.04 -0.06 0.03 0.05 -0.05 0.22*** 0.01 

12 LOSS 0.32*** 0.08* 0.03 0.02 0.08* -0.06 -0.00 0.25*** -0.53*** -0.12** 

13 SWITCH 0.01 -0.02 -0.03 -0.15*** 0.09** -0.04 0.06 0.04 0.01 0.03 

14 CFO 0.13*** -0.14*** -0.01 -0.06 -0.07 0.08* 0.03 -0.02 0.51*** 0.03 

15 LAGTACC -0.07 -0.05 -0.00 -0.04 -0.02 -0.05 0.01 -0.14*** 0.10** -0.00 

16 QAR 0.03 -0.05 -0.01 -0.04 0.03 0.03 -0.01 0.06 -0.01 0.02 
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 Variable 11 12 13 14 15 16 

11 SALESGROWTH 1.00      

12 LOSS -0.15*** 1.00     

13 SWITCH 0.03 -0.00 1.00    

14 CFO 0.16*** -0.22*** -0.02 1.00   

15 LAGTACC 0.09** -0.07 0.06 -0.13*** 1.00  

16 QAR -0.06 0.04 0.00 0.04 -0.04 1.00 
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Table 6 

OLS regressions absolute discretionary accruals  

  ABSDA1 ABSDA2 

Variables- Exp. 

sign 

Coeff.  t p-value Coeff. t p-value 

Test Variables        

  BIG4 - 0.0061 1.85 0.065* -0.0008 -0.16 0.872 

  lnAF n.s. 0.0001 0.05 0.962 0.0013 0.34 0.731 

  lnNAF + 0.0003 0.48 0.632 0.0004 0.42 0.674 

Other variable of interest        

  NEXT10 ? -0.0004 -0.11 0.913 0.0021 0.35 0.724 

Control variables        

  lnTA - -0.0042 -2.64 0.009*** -0.0049 -1.77 0.077* 

  LEV + 0.0072 0.59 0.558 -0.0115 -0.76 0.448 

  ROA ? 0.1659 2.53 0.012** 0.0384 0.51 0.607 

  AGE - -0.000 -1.01 0.315 -0.0000 -0.56 0.574 

  SALESGROWTH + 0.0193 1.65 0.099* 0.0156 0.68 0.494 

  LOSS + 0.0507 6.49 0.000*** 0.0116 1.39 0.165 

  SWITCH ?  0.0028 0.56 0.574 -0.0018 -0.26 0.794 

  CFO - 0.0414 1.59 0.111 -0.0910 -1.59 0.111 

  LAGTACC - -0.0248 -1.08 0.281 -0.0492 -1.32 0.187 

  QAR ? -0.001 -0.15 0.881 -0.0074 -1.22 0.223 

Industry dummies  included included 

𝑅2  22.06 5.04 

Observations  485 485 
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Table 7 

OLS regressions discretionary accruals model (1) alternative variables for auditor type 

  ABSDA1 DAPOS1 DANEG1 ABSDA1 DAPOS1 DANEG1 

Variables  Coeff. Coeff.  Coeff. Coeff. Coeff.  Coeff. 

Test Variables        

  PIE  0.0001** 0.0000 -0.0000    

  PIENET     0.0001** 0.0000 -0.0000 

  lnAF  0.0001 -0.0005 -0.0019 0.0000 -0.0006 -0.0020 

  lnNAF  0.0003 -0.0005 -0.0007 0.0003 -0.0006 -0.0007 

Control variables        

  lnTA  -0.0042*** 0.0024** 0.0055*** -0.0042*** 0.0023* 0.0054*** 

  LEV  0.0072 0.0115 0.0137 0.0070 0.0111 0.0135 

  ROA  0.1681** 0.9195*** 0.8463*** 0.1666** 0.9174*** 0.8491*** 

  AGE  -0.0001 0.0000 -0.0000 -0.0001 0.0000 0.0000 

  SALESGROWTH  0.0195* -0.0161 -0.0134 0.0197* -0.0158 -0.0133 

  LOSS  0.0510*** 0.0361*** -0.0111** 0.0507*** 0.0363*** -0.0109** 

  SWITCH  0.0032 0.0066 0.0041 0.0033 0.0065 0.0040 

  CFO  0.0411 -0.2662*** -0.2953*** 0.0409 -0.2656*** -0.2947*** 

  LAGTACC  -0.024 0.0063 -0.0185 -0.0239 0.0060 -0.0185 

  QAR  -0.0005 -0.0001 -0.0010 -0.0007 -0.0001 -0.0009 

Industry dummies  included included included included included included 

𝑅2  22.64 73.15 66.52 5.65 73.26 66.48 

Observations  485 251 234 485 251 234 

 

*** significant at the 1% level, ** significant at the 5% level, * significant at the 10% level 
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Table 8 

OLS regressions discretionary accruals model (2) alternative variables for auditor type 

  ABSDA2 DAPOS2 DANEG2 ABSDA2 DAPOS2 DANEG2 

Variables  Coeff. Coeff.  Coeff. Coeff. Coeff.  Coeff. 

Test Variables        

  PIE  -0.0000 -0.0000 -0.0000    

  PIENET     -0.0000 -0.0000 0.0000 

  lnAF  0.0015 -0.0006 -0.0016 0.0013 -0.0007 -0.0017 

  lnNAF  0.0005 0.0008 -0.0006 0.0005 0.0008 -0.0006 

Control variables        

  lnTA  -0.0046* 0.0045** 0.0055*** -0.0048* 0.0044** 0.0053*** 

  LEV  -0.0103 0.0114 -0.0002 -0.0107 0.0113 -0.0004 

  ROA  0.0362 0.7136*** 0.6448*** 0.0378 0.7137*** 0.6462*** 

  AGE  -0.0001 -0.0001 -0.0000 -0.0000 -0.0001 0.0000 

  SALESGROWTH  0.0146 0.0357*** 0.0296* 0.0150 0.0360*** 0.0297* 

  LOSS  0.0113 0.0113 -0.0183*** 0.0114 0.0113 -0.0183*** 

  SWITCH  -0.0016 0.0046 0.0058 -0.0019 0.0045 0.0057 

  CFO  -0.0915 -0.8664*** -0.8289*** -0.0906 -0.8664*** -0.8287*** 

  LAGTACC  -0.0503 -0.0158 -0.0594*** -0.0499 -0.0156 -0.0593*** 

  QAR  -0.0073 0.0019 -0.0006 -0.0073 0.0017 -0.0006 

Industry dummies  included included included included included included 

𝑅2  5.17 84.62 77.05 5.03 84.58 77.04 

Observations  485 232 253 485 232 253 

 

*** significant at the 1% level, ** significant at the 5% level, * significant at the 10% level 
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Table 9 

OLS regressions positive discretionary accruals  

  DAPOS1 DAPOS2 

Variables  Coeff.  t p-value Coeff. t p-value 

Test Variables        

  BIG4  0.0022 0.77 0.443 -0.0019 -0.55 0.580 

  lnAF  -0.0006 -0.40 0.688 -0.0007 -0.27 0.786 

  lnNAF  -0.0006 -1.05 0.297 0.0008 1.09 0.279 

Other variable of interest        

NEXT10  -0.0034 -1.36 0.176 -0.0021 -0.59 0.557 

Control variables        

  lnTA  0.0025 2.06 0.040** 0.0045 2.22 0.028** 

  LEV  0.0126 1.48 0.140 0.0111 1.01 0.311 

  ROA  0.9184 18.93 0.000*** 0.7124 13.64 0.000*** 

  AGE  0.0000 0.29 0.770 -0.0001 -1.56 0.120 

  SALESGROWTH  -0.0162 -1.62 0.106 0.0358 2.88 0.004*** 

  LOSS  0.0356 3.33 0.001*** 0.0111 1.61 0.108 

  SWITCH  0.0063 1.29 0.198 0.0046 0.97 0.334 

  CFO  -0.2652 -8.84 0.000*** -0.8656 -20.05 0.000*** 

  LAGTACC  0.0068 0.38 0.704 -0.0158 -0.75 0.457 

  QAR  -0.0004 -0.13 0.895 0.0019 0.45 0.654 

Industry dummies  included included 

𝑅2  73.47 84.59 

Observations  251 232 
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Table 10 

OLS regression negative discretionary accruals  

  DANEG1 DANEG2 

Variables  Coeff.  t p-value Coeff. t p-value 

Test Variables        

  BIG4  -0.0022 -0.61 0.543 -0.0016 -0.50 0.616 

  lnAF  -0.0020 -1.08 0.282 -0.0017 -0.87 0.388 

  lnNAF  -0.0007 -0.89 0.375 -0.001 -0.98 0.328 

Other variable of interest        

NEXT10  -0.0029 -0.73 0.465 -0.0074 -2.03 0.044** 

Control variables        

  lnTA  0.0056 3.74 0.000*** 0.0054 3.08 0.002*** 

  LEV  0.0143 1.42 0.157 0.0026 0.24 0.808 

  ROA  0.8489 7.23 0.000*** 0.6424 11.00 0.000*** 

  AGE  -0.0000 -0.01 0.993 -0.0000 -0.09 0.925 

  SALESGROWTH  -0.0144 -0.79 0.428 0.0287 1.76 0.081* 

  LOSS  -0.0112 -2.21 0.028** -0.0193 -2.75 0.006*** 

  SWITCH  0.0041 0.90 0.370 0.0054 1.36 0.176 

  CFO  -0.2951 -9.35 0.000*** -0.8246 -18.21 0.000*** 

  LAGTACC  -0.0194 -0.90 0.367 -0.0613 2.91 0.004*** 

  QAR  -0.0006 -0.15 0.884 -0.0006 -0.14 0.893 

Industry dummies  included included 

𝑅2  66.59 77.46 

Observations  234 253 
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Appendix 

Variable definitions for the test for endogeneity 

  Dependent variables 

AF Audit fees in tEUR 

lnAF Natural logarithm of AF 

NAF Non-audit fees in tEUR 

lnNAF Natural logarithm of (NAF+1) to avoid missing values for companies 

with 0 NAF 

BIG4 Dummy variable coded 1 if the auditor is a Big 4 audit firm (Deloitte, 

Ernst & Young, KPMG, PricewaterhouseCoopers); 0 otherwise 

 

  Control variables 

NEXT10 Dummy variable coded 1 if the auditor belongs to an international 

Next10 audit network (Baker Tilly, BDO, Crowe Horwath, Grant 

Thornton, HLB, Kreston, Moore Stephens, Nexia, PKF, RSM); 0 

otherwise 

TA Total assets in tEUR 

lnTA Natural logarithm of TA 

ROA Ratio of net income to total assets 

DA Ratio of total liabilities to total assets 

QUICK Ratio of current assets (less inventories) to current liabilities 

INVREC Inventories and receivables scaled by total assets 

sqrtSEG Square root of number of business segments as proxied by the number 

of two-digit SIC codes 

AGE Age of the company measured in years since the founding or last 

reincorporation 

lnDSUBS Natural logarithm of the number of domestic subsidiaries (fully 

consolidated entities) 

lnFSUBS Natural logarithm of the number of foreign subsidiaries (fully 

consolidated entities) 

SALESGROWTH Change in sales, calculated as the ratio of current year total sales to 

prior year total sales minus 1 

𝐿𝐼𝐴𝐵𝐵𝐴𝑁𝐾 Liabilities to banks scaled by total assets 

LAG Number of days between fiscal year-end and audit report date 

IFRS Dummy variable coded 1 if the company reports its financial 

statements pursuing IFRS or US-GAAP; 0 otherwise 

LOSS Dummy variable coded 1 if the company incurs a loss in the fiscal 

year; 0 otherwise 

LOSSlag Dummy variable coded 1 if the company has incurred a loss in the 
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prior fiscal year; 0 otherwise 

BUSY Dummy variable coded 1 if the audit report date is between 1 January 

and 30 April; 0 otherwise 

SUMMER Dummy variable coded 1 if the audit report date is between 1 June and 

30 September; 0 otherwise 

QAR Dummy variable coded 1 if the audit report is qualified; 0 otherwise 

GCO Dummy variable coded 1 if the audit report contains a going-concern 

emphasis of matter paragraph; 0 otherwise 

SWITCH Dummy variable coded 1 if the company switched auditors after the 

prior year; 0 otherwise 

CORP Dummy variable coded 1 if the company is a limited liability entity 

(AG, GmbH, SE); 0 otherwise  
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