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	This study investigates the association of different brand name auditors, the length of auditor tenure and the level of auditor industry specialization on the earnings quality of the auditor’s client. Earnings quality is measured using the absolute level of discretionary accruals, calculated by the modified Jones model. The findings indicate, using a sample of 1037 firm-years, that the association of different brand name audit firms differs per audit firms for non-listed firms, where the smallest brand name firms were associated with lower quality. In addition, evidence is found that longer auditor tenure is related to higher earnings quality of auditor’s clients, but only for listed firms. The same applies to auditor industry specialization, measured as the relative size of an industry in the auditor’s portfolio of clients, where higher levels of specialization are associated with higher earnings quality, but again only for listed firms. This study hypothesizes that knowledge and experience is more important for auditing listed firms than non-listed firms due to the extra difficulty of auditing such firms.
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[bookmark: _Toc300232815]CHAPTER 1 - INTRODUCTION
1.1 Prologue
The financial crisis that hit the global economy in 2008 caused many firms to suddenly report considerable losses. Despite the fact that nearly all of these firms were granted an unqualified auditor opinion[footnoteRef:1], several could only survive by means of government support. This unqualified opinion was supposed objectively to confirm, that the presented financial statements provide a true and fair view of the financial status and performance of the audited firm. This contradiction led many to reconsider the  degree to which the financial statements can actually be relied upon as a measure of vitality of a firm. In other words, in the wake of this financial turmoil the quality of the reported earnings was questioned.  [1:  See the table in APPENDIX 1 for examples] 

Due to the increased the public interests in the financial statements of firms, several agencies investigated the role of the auditor in this crisis. Although it is clear that the auditors did not cause the financial turmoil, no clear warnings were given either. One of these studies resulted in the European Commission Green Paper, “Audit Policy: Lessons from the crisis”[footnoteRef:2]. This Paper emphasizes the importance of the auditor’s “societal role in offering an opinion on the truth and fairness of the financial statements of audited entities”, and builds on the premise that this role was insufficiently fulfilled. The purpose of this Green Paper was to start a discussion about, inter alia, the role of the auditor, the governance and independence of audit firms, the supervision of auditors and the configuration of the audit market. The European Commission states that the ‘societal role’ of auditors should be a key contribution to financial stability, in terms of reducing the risks of significant misstatements, and by ensuring that the financial statements are elaborated according to preset rules and regulations. Lower risks on misstatements increase confidence in capital markets, which in turn lowers the cost of capital for firms. The losses that several firms reported came out of a blue sky, and raised doubts about the truth and fairness of prior the financial statements. The Green Paper seeks to explore ways to enhance the audit function so that it can contribute to increased financial stability. [2:  Brussels, 13.10.2010 COM(2010) 561 final. GREEN PAPER. Audit Policy: Lessons from the Crisis] 

The Green Paper discusses several for realising this goal. One these concerns the auditor’s independence, which is the main precondition for a proper functioning of auditing. Without this independence, conflicting interests might lead the auditor to superficially examine the financial statements and issue an unfounded opinion. Although existing regulations already mean to bring about the auditor’s independence, such as partner rotation and separation of auditing and certain advisory activities, the Green Paper still proposes to limit the maximum amount of years an audit firm can audit a client. Mandatory rotation would ensure that the audit firm and the client does not become too familiar with each other as this could diminish the independence and vigilance of the auditors. For any improvement to the reliability of financial statements to occur, the increased independence and the fresh look of the new auditors must outweigh the loss of knowledge and experience that the old auditor had gained.
The conclusions of to the Green Paper led to a discussion about the role of auditing in the Netherlands as well. A Dutch member of parliament, mister Ronald Plasterk, issued a memorandum about the Dutch auditing policy.  One of his suggestions to improve the quality of auditing endorsed the introduction of mandatory rotation of audit firms. The memorandum proposed to limit the audit firm tenure to six years, which is to be followed by a cooling down period of an additional six years. Whether limiting the audit firm tenure actually yields improvements has not yet been investigated in the Netherlands.  
The audit firms themselves have come up with strategies to improve their quality as well. The last two decades have seen a consolidation of auditors into large brand name audit firms, of which the best known are the Big4[footnoteRef:3]. Several studies, for example Teoh and Wong (1993),  have found that the quality of earnings is higher if a  firm is audited by a Big4 brand name audit firm compared to a firm that is audited by a smaller audit firm. It is argued that brand name auditors deliver higher quality to protect their brand name en prevent costly litigation. The Netherlands Authority for the Financial Markets (AFM), which is responsible for the supervision of the audit profession in the Netherlands, continuously examines the quality of the audits of financial statements. The AFM has researched the role of the auditors in the financial crisis as well and in doing so, focussing on the financial, construction, real estate, public and automotive sector. These sectors were significantly affected by the crisis. The AFM identified recurring mistakes in Big4 audits, and deemed the quality of the audit insufficient. The most important criticism focussed on the attitude of auditors, which was found to be lacking professional scepticism. Secondly, the auditors did not sufficiently apply the auditing standards. Furthermore the amount of testing on the existence and valuation of balance sheet items and the completeness of revenue were deemed deficient. Finally, the quality controls within the Big4 were judged inadequate to ensure the accuracy of the auditor’s opinion. The AFM reported that the extent to which these failures occurred varied among the Big4 firms, though the specifics for each audit firm were not mentioned. Thus it seems that in the Netherlands the Big4 are not a homogeneous group as supposed in prior literature. Above mentioned literature has found that the choice of auditor does have an influence on the quality of earnings of the auditor’s clients. It is interesting to examine whether  this effect exists in the Netherlands as well and how it displays itself between the largest brand name auditors. It could give indications on the effectiveness of consolidation into brand name firms. If the causes of the differences could be identified, it could help improving the quality of auditing. [3:  Big 4 refers to the four largest audit firms in the world: Deloitte, Ernst&Young, KPMG and PwC.] 

Another strategy that audit firms have come up with to improve the quality of auditing is industry specialization, which have become a trend recent years in the auditing business, according to (Carcello and Nagy 2004). Increased knowledge of an industry helps an auditor to execute an more effective audit, as it would enable focused investigations into areas that have a higher risk of misstatements in particular industries. Moreover, this additional experience would allow the auditor to know the specific accounting policies of a sector and spot irregularities in accounting values sooner. Specialization could therefore help to improve audit quality. The supposed benefits of auditor industry specialization are as yet to be empirically tested in the Netherlands.
1.2 - Research question & contribution
Three factors that allegedly have an effect on quality of auditing were identified: the length of the auditor tenure, the level of industry specialization and the consolidation into brand name audit firms. These three factors have not yet been empirically tested whether they actually are linked to audit quality in the Netherlands. Studying these factors contribute to existing literature and the acquired knowledge could benefit policy makers as well as auditors to improve the quality of auditing. Therefore this study aims to fill this gap and test these factors empirically.  This has resulted in the following research question:
What are the influences of (I) the different brand name auditors, (II) the length of auditor tenure and (III) the level of auditor industry specialization, on the earnings quality of the auditor’s clients in the Netherlands?
Another contribution to the existing literature is that the sample of this study will consists of both publicly traded and privately owned firms. Prior literature has focused on publicly traded firms, only thereby disregarding the possibility that the results for privately owned firms might be incomparable. 
1.3 - Research approach
The first step in the research design is reviewing prior literature regarding these subjects. From the literature review hypotheses were deduced and predictions were made. This has led to the following hypotheses:
· H1: The strength of the association between brand name auditors and the earnings quality of their clients differs per audit firm
· H2: The length of audit firm tenure is positively associated with the earnings quality of their clients
· H3: The level of auditor industry specialization increases the earnings quality of their clients
Thereafter the compiled hypothesis will be empirically tested using the cross-sectional modified Jones model, as constructed by Dechow et al. (1995). This model is slightly customized based on the suggestions of Richardson et al. (2005).  A distinction will be made between publicly traded and privately owned firms. Finally the findings will be analyzed in order to either reject or confirm the hypotheses.
1.4 - Structure of this thesis
This thesis is structured as follows. In chapter 2 background information on financial statements, earnings management and auditing will be summarized. Chapter 3 will provide an literature review of the literature, based on which the hypotheses are developed in chapter 4. The methodology of testing the hypotheses are explained in chapter 5. Afterwards the hypotheses are tested and the  produced results are discussed in chapter 6. Chapter 7 concludes this thesis.
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The subject of this thesis is about the influence of the auditor on the financial statements of client firms. This chapter will summarize the background information on financial statements, earnings management and auditing. It attempts to provide the basic background information regarding the subject of this study. At first there will be described why and to whom financial statements are important. Thereafter an appropriate definition of earnings management is chosen and the underlying theory is covered. This chapter concludes with a brief explanation of auditing and its relation to financial statements and earnings management.
[bookmark: _Toc300232818]2.2 – The function of financials statements
The financial statements that a firm discloses play a significant role in capital markets. According to Palepu et al. (2010), the challenge for capital markets is the “allocation of savings to investment opportunities”. Savings are the excess capital of people and businesses who want to earn interest. Investment opportunities are entrepreneurs that want to start a new business or existing firms in need of capital. Usually both savings and investment opportunities are abundantly available. Although both parties are keen to do business with each other, Palepu et al. (2010) argues that “matching savings to business investments opportunities is complicated for at least two reasons”. 
The first problem is information asymmetry. The entrepreneurs and firms seeking additional capital generally have more and better information than the savers regarding the value of the business opportunities. The second problem is that entrepreneurs have an incentive to overstate the value of their business opportunities. The entrepreneurs would very much like to receive the capital and they will present their business ideas as positive as they can be. The savers know this and value the provided information as less credible. An additional problem that can arise is that often the savers does not have the skills and knowledge needed to distinguish the various business opportunities. 
These problems in respect of the function of markets are described in the famous paper by Akerlof (1970), and have come to be known as the lemons problem. Akerlof’s model can be explained as follows. Consider the aforementioned situation where savers want to invest their money into business opportunities, and assume that one half of the business opportunities will be profitable and the other half unprofitable. When savers are unable to distinguish the profitable from the unprofitable business opportunities, the entrepreneurs with the unprofitable opportunities will try to overstate the value of their ideas and present them as profitable. The savers are aware of this and as a result value both the profitable as the unprofitable ideas as mediocre. This is bad news for the entrepreneurs with the profitable ideas and they will find the conditions on which they can raise capital unattractive. The unprofitable entrepreneurs will be satisfied with the conditions as they have received a better offer than in a situation where no information asymmetry existed. Since the entrepreneurs with the profitable business opportunities are dissatisfied they will leave the capital market. This will lead to an increase in the percentage of unprofitable investment opportunities increasing. Eventually the chance of doing business with an entrepreneur with an unprofitable business opportunity becomes so likely that the savers stop doing business with the entrepreneurs. The savers, or the investors, have lost confidence and this can lead to a breakdown of the capital market. As a country’s economy is significantly influenced by its the capital markets, a breakdown is very undesirable.
To prevent the breakdown of markets the level of information asymmetry has to be reduced. In practical terms it could mean that car sellers could publish their maintenance records to provide information on the quality of their car. Entrepreneurs and firms seeking new capital can also provide information on the quality of their business, which normally happens in the form of financial statements. The financial statements offer a measure to distinguish the profitable business opportunities from the unprofitable ones. However, this will work only if the financial statements are representing the firm’s actual health and performance. As the financial statements are prepared by the entrepreneur, he has a clear incentive to make his firm appear very healthy and profitable. Also, the aforementioned car seller can falsify the records. The investor needs reliable information, otherwise the information asymmetry will not decrease.
 To strengthen the trustworthiness of the provided information, intermediaries can play an important role. In the case of the car seller, a independent car mechanic can verify the maintenance records or provide his judgment on the value of the car. In the case of the entrepreneur, an auditor can assure that the provided financial statements are according to the accounting standards which were designed to reflect the economic reality. If the car buyer or investor can rely on the information, he is able to distinguish the value of the various cars that are available to sale. Cars with a proof of good quality get sold at a higher price and vice versa. In the same way, business opportunities with profitable plans can attract capital at a lower cost than less profitable firms. Thus, a firm’s cost of capital is influenced by the financial statements due the fact that investors base decisions upon them. This function of financial statements is described by Rosenfield (1974) as the decision-making function.
Financial statements also have another function: stewardship. This function of financial statements is defined in the conceptual framework of the International Financial Reporting Standards (IFRS) as “how effectively and efficiently management has discharged their responsibilities to use the entity’s existing resources”. When for example investors buy shares of a firm, they become the owners of that entity including its resources. However, the investors are primarily interested in the returns of their investment and does not want to run the firm’s daily operations. The investors delegate this job to the management. To determine the performance of management, the financial statements play a significant role. A somewhat broader definition is given by Rosenfield (1974) as he defines stewardship as "(…) to report on the control and use of resources by those accountable for their control and use to those to whom they are accountable." In this definition, resources can also mean labor and environmental resources, extending the stakeholders beyond investors.
It now becomes apparent why the financial statements are of such concern to firms. This section has discussed two functions of the financial statements, namely the decision-making and stewardship function. Since the financial statements are affecting the choices and opinions of many stakeholders, the management of firms want the financial statements to display a positive perception. As the elaboration of financial statements is guided by a strict accounting framework, the managers of firms have only limited discretion to influence its contents. Yet they will try to steer the financial statements into their desired direction. This is a practice known in the accounting literature as earnings management.
[bookmark: _Toc300232819]2.3 – Earnings management
In the previous section the importance of financial statements was explained. The following section will review the underlying theory of earnings management and is very similar as the summary I also put forth in my bachelor thesis, see Heil(2010). 
Earnings management is a popular subject in the accounting literature and there many slightly different definitions used for it. The earnings management definition this study will use is the one from Healy and Wahlen (1999), who state that ”Earning management occurs when management use judgment in financial reporting and in structuring transactions to alter financial reports to either mislead some stakeholders about the underlying economic performance of the company or to influence contractual outcomes that depend on reported accounting numbers.”
The earnings management literature is based on the positive accounting theory (PAT). PAT is a positive theory. A positive theory is a theory that seeks to explain and predict particular  phenomena as opposed to a normative theory which aims to provide prescription, for example about an optimal situation. PAT therefore seeks to explain and predict accounting practices. 
One of the first and most influential articles written on PAT is that by Watts and Zimmerman (1986). Their study focuses on the relationship between the various individuals involved in providing resources to an organization, and how accounting is used to assist in the functioning of these relationships. These relationships include relationships between shareholders and management and management and creditors. Many relationships involve the delegation of decision making from one party (the principal) to another party (the agent). These relations are known as agency relationships.


The agency theory
Jensen and Meckling (1976) define an agency relationship as "a contract under which one or more persons (the principal) engage another person (the agent) to perform some service on their behalf which involves delegating some decision making authority to the agent." However, delegating decision making authority to the agent can reduce efficiency. This can happen when the agent who performs the service for the principal does not perform with the same effort as the principal itself might have done. For example, when an owner of a firm (principal) delegates decision making authority to a manager (agent), the manager could perform with less effort than he would have if he had been the owner, since the manager does not directly receive the results of the firm. The costs related to the loss of efficiency by delegating the decision making authority in this agency relationship are known as agency costs. 
The agency theory assumes that all individuals, principals as well as agents, are driven by self-interest. From this assumption can be derived that the agent, unless restricted form doing otherwise, will undertake activities that are beneficial for him but could be damaging to the economic welfare of the principal. For example, a manager could go eating in luxurious restaurants or drive expensive cars paid for by the firm, since the manager would receive the full benefit but not the (full) costs. These incentive problems are, according to Lambert (2001), at the heart of the agency theory. He states that “typical reasons for conflicts of interest include (i) effort aversion by the agent, (ii) the agent can divert resources for his private consumption or use, (iii) differential time horizons, e.g., the agent is less concerned about the future period effects of his current period actions because he does not expect to be with the firm, or (iv) differential risk aversion on the part of the agent.” 
A manager driven by self-interest will select accounting methods in a way that he believes to maximize his personal wealth disregarding whether it might be unfavorable to the owners. The manager can be limited in doing so by setting up contracts and prescribe the accounting methods to be used. But this is very costly and it is impossible to have prescriptions for every situation. Furthermore, the manager has access to more information in comparison with the principal which may further increase the managers’ ability to maximize his personal wealth at the expense of the principals. Therefore, PAT proposes that there will always be possibilities for agents to opportunistically select accounting methods. This can explain why managers would involve in practices like earnings management.
PAT seeks to explain and predict accounting practices. Assuming a manager driven by self-interest in an agency relationship, it is possible to predict some accounting practices in certain situations. The three most influential hypotheses in the financial accounting literature are the bonus plan hypothesis of Healy (1985), the debt covenant hypothesis of Watts and Zimmerman (1986) and the political cost hypothesis of Watts and Zimmerman (1978).
[bookmark: _Toc267650431]

The bonus plan hypothesis
A way to reduce the aforementioned agency costs in a manager-owner relationship is to get the incentives of the manager aligned with the owner. This can be done by offering the manager a bonus plan. A bonus plan is a form of compensation based on certain indicators. In this way the manager has the incentive to earn as much money as possible and keep costs as low as he can since it affects his bonus. However, bonus plans can also have side effects and the question arises what a good indicator of performance is. 
In practice bonus plans are based for example on stock price, level of output, customer satisfaction or based on accounting information like earnings. Accounting based information is the most used because it is a more efficient measure of performance than for example stock prices. Stock prices are largely outside the control of the management and therefore not a good isolated measurement of a manager’s performance.  If the bonus plan is based on accounting information like earnings, the manager has the incentive to use certain accounting policies that influence those accounting numbers. Yet, stock prices can also be influenced by the financial reports, which provides the manager with another opportunity to engage in manipulation of accounting numbers. 
Bonus plans can take many forms and be based on diverse indicators. The bonus plan hypothesis of Healy (1985) predicts that once bonus schemes are in place, managers will, to the extent that they can get away with it, manipulate performance indicators to maximize their own wealth. Also, when a bonus is determined by reaching some target, for example earnings, and that target is reached, the manager has the incentive to stop performing and delaying the (recognition of) earnings so that the target is more easily reached next year. Or when it is certain the target will not be reached this year performance will be delayed so that next year the target may well be reached. Whatever the form of the compensation contract is, positive accounting theory predicts that whenever a manager has the opportunity to take actions that will increase his wealth he will take them.
[bookmark: _Toc267404680][bookmark: _Toc267650432]Debt covenant hypothesis
A debt covenant is a contract between the lender and the borrower that restricts the borrower to operate within certain limits to avoid the increase of risk of default (non-repayment of the debt). Usually, the borrower must keep ratios like solvency, liquidity, debt/asset and interest coverage ratio within certain boundaries. These debt covenant contracts are put into place to reduce agency costs that can arise when the borrower can undertake activities that are beneficial for the borrower but reduce the probability that the loan will be repaid to the lender. This can happen when a borrowing firm is paying out excessive dividends which reduce the ability to repay the debt, or take on extra levels of debt which leads to more lenders to compete for repayment. Another action that the borrowing firm can undertake is to invest in very high-risk projects. If the project is successful, the borrowing firm has the full profit but the lenders only have the fixed claim. If the project is unsuccessful, the borrowing firm loses money and this may diminish the possibility of repayment. Thus the lender does suffer from the consequences of  a risky project. To reduce these costs debt covenant are agreed upon. 
However, when the debt covenants are put into place the debt covenant hypothesis, described by Watts and Zimmerman (1986), predicts that the management of the borrowing firm will try to manipulate the accounting numbers to keep the (accounting based) debt covenants within the limits. Several studies confirm this hypothesis, like DeFond and Jiambalvo (1994) who provided evidence of managers manipulating accounting numbers in the years around the violation of the debt covenant, and Sweeney (1994), who found that found that firms who are approaching violation of the debt covenant have the tendency to adopt accounting policies that increase income. Whatever the form of the debt covenant contract is, positive accounting theory predicts that whenever a manager has the opportunity to take actions are beneficial for him he will take it, regardless of the damage to the lender.
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Some firms, especially the larger and famous firms, can receive negative attention from various groups like labor unions, environmental lobby groups, government and consumer groups. These groups may discredit a firm for excessive profits, demanding extra taxation or higher wages for its employees. For example an extra tax on the banking industry or for the oil industry or higher wages and better working conditions for suppliers of Wall Mart. Also the environmental groups may call for a boycott if they think that a firm does not produces “clean” enough. For instance British Petroleum who is facing a lot of negative attention due to the large oil spill in the Mexican Gulf. The adverse attention may result in extra costs for the firm, like the higher taxes, increased labor costs or product boycotts. These costs are known as political costs.
The political cost hypothesis, formulated by and Zimmerman (1978), predicts that when a firm faces political costs the firm will try to reduce the adverse attention by adopting accounting policies that reduce reported earnings. Lower earnings reduces the attention of the various interest groups and as a result save costs. As Watts and Zimmerman (1978) states “by avoiding the attention that high profits draw (…) management can reduce the likelihood of adverse political actions and, thereby reduce its expected costs”. The reported earnings in the media seldom discloses the accounting policies used to calculate the earnings and thus making it unlikely that the various interest groups could “see through” the manipulation. 
[bookmark: _Toc267404682][bookmark: _Toc267650434]Conclusion on earnings management
PAT predicts that managers will opportunistically choose accounting policies that will maximize their wealth. The bonus plan hypothesis of Healy (1985) predicts that once bonus schemes are in place, managers will, to the extent that they can get away with it, manipulate performance indicators to maximize their own wealth. The debt covenant hypothesis, described by Watts and Zimmerman (1986), predicts that the management of the borrowing firm will try to manipulate the accounting numbers to avoid breaching debt covenants. The political cost hypothesis, formulated by and Watts and Zimmerman (1978), predicts that a firm will adopt accounting policies that limit the political costs.
Deegan and Unerman (2006) indicate that the three hypotheses may have opposing effects by choosing accounting policies that maximize the managers’ bonus, as well as prevent breaching debt covenants and at the same time avoiding political costs. As wealth maximization is assumed, managers will adopt accounting policies in a way that balances the conflicting interest and thus maximizing his own wealth. If managers are expected to behave opportunistically, the question arises why they have the freedom to choose certain accounting policies. Would it not be better if the accounting rules were so precise that there was no freedom of choice? Well, the choice of accounting policies is also informative as the managers have the most information and they can choose the policies that best reflect the economic reality. For example this is the opinion of Baneish (2001) who writes that “managerial discretion is a means for managers to reveal to investors their private expectations about the firm’s future cash flows.” Hence the accounting treatment chosen by management fully reflects the management’s view on the performance of the firm. This would make the annual report more valuable. Also, it is impossible to make strict accounting rules that is suitable for every firm in every situation and are more informative than an accounting system where some freedom of choice exists. 

[bookmark: _Toc300232820]2.4 – Auditing
In the two prior sections there was explained what the function of financial statements are and the incentives the management has to influence its content. This section will review the abilities of the auditor to limit the earnings management practices. In almost all countries, firms that are listed on an stock exchange are required to have their financial statements audited by an auditor. Although it is possible to audit many subjects, this section focuses on the audit of financial statements.
Auditing is defined by Elder et al. (2010) as “the accumulation and evaluation of evidence about information to determine and report on the degree of correspondence between the information and established criteria.” Auditing will be explained using this definition. The term ‘information’ refers the subject of the audit, in this case the financial statements. The financial statements will be checked against ‘established criteria’, which are the accounting policies that the firm is obliged to report under. These accounting policies and guidelines dictate in an extensive way how financial statements must be prepared. This does not mean that the outcome of preparing the financial statements are fixed, as there can be room for choice of accounting treatment in certain cases. Also, valuating assets and liabilities can be judgmental and thus can possess bias. To check whether the financial statements are according to the accounting rules, the auditor needs to gather ‘evidence’. According to Eldar et al. (2010), evidence can take “(…) many forms, including: Electronic and documentary data about transaction, Written communication with outsiders, Observations by the auditor and, Oral testimony of the client”. 
To successfully execute an audit, Eldar et al. (2010) adds that “(…) auditors must obtain a sufficient quality and volume of evidence”. The volume of evidence is important to make sure that the possibility that fraud or errors exists is very low. The auditor does, in most cases, not a 100% check of all evidence but will use statistical sampling methods to choose a certain proportion. Sampling is chosen because generally the  benefit of testing all evidence does not outweigh the costs. There is however a small chance that the auditor missed an error or fraud. Note that the primary objective of the auditor is to match the financial statements with the accounting rules, not to detect fraud. If fraud does not affect the financial statements, it is likely to be overlooked by the auditor’s eye.
If the auditor finds that some items of the financial statements are not according to the accounting rules, he will asks the management of the firm to revise it. If the firm refuses and the misstatement is significant, the auditor will not give a clean opinion. The auditor can express his opinion in four ways, as prescribed by the International Standards on Auditing (ISA). If the auditor has not found a significant misstatement in the financial statements, he will give an unqualified opinion. A qualified opinion will be given when a misstatement is very small and does not influence the overall view of a firm. When significant misstatements are found, the auditor will issue a adverse opinion.  It can occur that the auditor was unable to audit some balance sheet item, in that case a disclaimer of opinion will be given. The findings of the auditor are stated in the auditor’s report, which is supplemented to the financial statements.
By auditing the financial statements, the auditor can limit and prevent misstatements. This also includes earnings management, to the extent that it is in violation of the accounting rules and the auditor is skilled enough to detect it. It also depends on the willingness of the auditor to correct misstatements. If the auditor has an interest in the client, he might conspire with the management of the client to obtain financial gains. For that reason it is incredibly important that the auditor is independent, and several rules and guidelines exist to safeguard this necessity. Khurana and Raman (2004) state in this respect that “The ability to detect material error in the financial statements is a function of auditor competence, while the propensity to correct/reveal the material error is a function of auditor independence from the client.” As in most cases the management of a firm appoints the auditor, the independence is to some extent impaired. For example, when the auditor does not give an unqualified opinion, he risks losing the client for next years. The popular saying “don’t bite the hand that feeds you” is applicable in this context. Thus, there is an incentive for the auditor to allow some earnings management to retain clients. 
Two forces influences the choices the auditor makes regarding this issue. The first is the risk of litigation. If misstatement in the financial statements are uncovered, the auditor is likely to face lawsuits. Auditors want to avoid lawsuits as losing them can have dire consequences. Or, as Eldar et al. (2010) puts it: “It takes the net profit from many audits to offset the cost of one lawsuit”. Litigation risk gives the auditor the incentive to certify no misstatements exists in the financial statements. The second force is reputation risk and is related to litigation risk. Auditing firms have in the last decades tend to conglomerate into increasingly larger firms under one brand name. These audit firms have invested a lot of effort into building a brand name that is associated with high quality of auditing. Large brand name audit firms are, as argued by Khurana and Raman (2004),  “(…) viewed as providing higher quality audits based on their perceived (1) competence (by virtue of their heavy spending on auditor training facilities and programs) and (2) independence (by virtue of their size and large portfolio of clients, which presumably gives them the financial strength to stand up to, or walk away from, a client if necessary)”. Failing to correct misstatements can significantly damage the reputation of the audit firm. Summarizing by quoting Dye (1993), it can be said that “(…) in the absence of litigation risk, the auditor would have little incentive to put in the necessary effort or report truthfully absent reputational concerns”. Thus, the quality of auditing is dependent on the capabilities and the independence of the auditor, where the independence is increased with higher risk of litigation and reputational damage.
[bookmark: _Toc300232821]2.5 – Conclusion
This chapter has provided the basic background information on financial statements, earnings management and auditing. The financial statements have basically two functions, the decision-making and the stewardship function. The first relates to reducing the information asymmetry in order to help stakeholders make decisions. The second function is used for performance and accountability purposes. 
Earnings management was defined by Healy and Wahlen (1999) as something that occurs when “(…) management use judgment in financial reporting and in structuring transactions to alter financial reports to either mislead some stakeholders about the underlying economic performance of the company or to influence contractual outcomes that depend on reported accounting numbers.”
Finally the practice of auditing was reviewed. The quality of auditing is dependent on the capabilities and the independence of the auditor, where the independence is increased with higher risk of litigation and reputational damage. The auditor has the incentive to prevent misstatements in the financial statements to prevent costly litigation and reputational damage. However, as in most cases the management of a firm appoints the auditor, there is an incentive for the auditor to allow some earnings management to retain clients. The costs of litigation and brand name damage far exceed the cost of losing a client so overall the auditor is expected to do a high quality audit and significantly reducing the probability of misstatements.




[bookmark: _Toc300232822]CHAPTER 3 – LITERATURE REVIEW
[bookmark: _Toc300232823]3.1 – Introduction
Previous chapter has analyzed the background of financial statements, earnings management and auditing. This chapter will review the methods and results of literature relevant to the subject of this thesis’ research question. Firstly, the earnings quality literature will be covered, followed by the three factors this study aims to investigate: the auditor brand name, the auditor tenure and the auditor industry specialization. This literature review will enable the development of hypotheses and make predictions (chapter 4) and helps to choose the most suitable  research method (chapter 5). 

[bookmark: _Toc300232824]3.2 - Earnings quality
The term earnings quality is widely used through the accounting literature, although a common definition is missing. The use of the term goes back to at least 1934, as it was mentioned in the paper of Dodd and Graham (1934). To clarify what is meant by earnings quality three definitions are discussed. Bernstein and Siegel (1979) state in the context of earnings quality that “Quality exists when the policies used reflect economic reality and when the earnings figure reported gives a true picture of the firm’s earning power”. Another definition is presented by Penman and Zhang (2002), who define the term to mean “that reported earnings, before extraordinary items that are readily identified on the income statement, is of good quality if it is a good indicator of future earnings”. The last definition that will be mentioned is that of Dechow et al. (2010) who state that “Higher quality earnings more faithfully represent the features of the firm’s fundamental earnings process that are relevant to a specific decision made by a specific decision-maker”. The differences lie in the fact that the first definition focuses on earnings reflecting the ‘economic reality’. The second definition focuses on whether current earnings can be used to predict future earnings. The last definition is quite similar to the first, but states that quality of earnings depends per user’s decision. This study will not focus on the ability of earnings to predict future earnings but tries to measure an overall quality of earnings, therefore the first definition is the most suited for this research and will be used throughout this study. 
Measurements of earnings quality
Earnings quality cannot be measured directly as is not quantifiable by itself. It is however possible to measure certain aspects that are closely related to earnings quality. These measurable aspects are called proxies, as they are in proximity of the desired variable. For example, it is also not possible to measure the weather quality, but measuring the amount of rain, sunshine and the temperature is not complicated and together they proxy for the weather quality. The same applies for earnings quality. Several proxies of earnings quality will now be reviewed.
The study of Bhattacharya et al.(2003) researches the capital market effects of earnings quality in 34 countries in the period of 1984-1998. To measure earnings quality the study uses three dimensions of earnings: earnings aggressiveness, loss avoidance behaviour and earnings smoothing.  The authors have chosen these three measures as prior literature suggested that they may decrease the earnings quality. Another widely used measurement is the level of earnings management. This section will review these four measurements.
Earnings aggressiveness is the opposite of earnings conservatism. Earnings conservatism refers to the faster recognition of economic losses in relation to economic gains into accounting earnings. Earnings aggressiveness is expected to reduce earnings quality. The earnings aggressiveness is measured by total accruals scales by the total assets of the year before. Accruals are the difference between income from operations and cash flows from operations. Accruals arises when allocating costs and revenues to the periods to which they relate and the actual cash in and outflow of those transactions are not at the same moments. Or, as Ronen and Yaari (2008) put it: “Accruals are the result of the discrepancy (time lag) between the timing of cash flows and the timing of the accounting recognition of a transaction” Aggressive earnings recognition and delaying the recognition of losses results in relative higher accruals if cash flow realization remains equal. The total accrual are scaled against total assets in order to compare firms of different sizes. Accounting accruals reverse over time as unrealized gains and losses are eventually recognized in the accounting earnings. However, according to Bhattacharya et al.(2003), the “more conservative accounting system is expected to result in more negative accruals at any given point in time because a greater proportion of economic losses relative to economic gains will be reflected in accounting earnings at any point in time.” Therefore, the study of Bhattacharya et al.(2003) calculates the earnings aggressiveness  for a country as the median of the scaled total accruals of all selected firms in a country.
The second measure of earnings quality in Bhattacharya et al.(2003) is the loss avoidance behavior. Burgstahler and Dichev (1997) present in their paper persuasive evidence that U.S. firms engage in earnings management to avoid reporting negative earnings. If losses are masked the used accounting policies does not reflect the economic reality and the figures are not giving a true picture of the firm’s earning power. As a result the earnings quality is decreased. The level of loss avoidance behavior is measured as the ratio of the number of firms with small positive earnings in a country minus the number of firms with a small negative earnings divided by their sum. Firms have small positive earnings when their net income divided by total assets of prior year is between 0 and 1 percent. Firms have small negative earnings when their net income divided by total assets of prior year is between 0 and -1 percent. The higher this ratio in a country in a year is, the higher is the loss avoidance.
The third measure of earnings quality in Bhattacharya et al.(2003) is earnings smoothing. This measure is chosen because “if accounting earnings are artificially smooth, then they fail to depict the true swings in underlying firm performance, thus decreasing the informativeness of reported earnings”. This reduces the earnings quality. Smoothing is however, a natural result of accounting with accruals, since accrual are used to allocate costs and revenues to different periods. Earnings smoothing is measured by determining the cross-sectional correlation between the change in accruals divided by total assets of prior year, and the change in cash flows divided by the total assets of prior year. Given that accruals are always more smoothed than cash flows, this correlation is expected to be negative. The more negative this correlation is, the more likely the occurrence of earnings smoothing is. The formula that measures the correlation is:
(Prior year’s accruals – current year’s accruals)     =     (Prior year’s cash flows – current year’s cash flows)
                  Prior year’s total assets				     Prior year’s total assets			         																						 (1)
This correlation is calculated for each firm in the sample per country and the median is taken to determine a country’s level of earnings smoothing. From the measures of earnings aggressiveness, loss avoidance behaviour and smoothing an overall earnings quality score is calculated. From the results of this study is concluded that an decrease in earnings quality is linked to an increase in the cost of equity and a decrease in trading volume in the stock market of a country, after controlling for other influences. The implications of these results are that earnings quality matters for the decisions investors make.
Another proxy for earnings quality is the level of earnings management. Managed earnings are of lower quality than non-managed earnings. The problem is that earnings management itself is quite difficult to measure. The most common way to determine the level of earnings management is by use of an discretionary accrual model. These models determine the part of the before-mentioned total accruals that are under the discretion of management. Thus, the total accruals are split up into a discretionary and a non-discretionary part. Ronen and Yaari (2008) describes non-discretionary accruals as “accruals that arise from transactions made in the current period that are normal for the firm given its performance level and business strategy, industry conventions, macro-economic events, and other economic factors”. The discretionary accruals they have defined as “accruals that arise from transactions made or accounting treatments chosen in order to manage earnings.” With this measure, one is able to determine the extent of earnings management a firm has applied to its financial statements. The discretionary accruals (DA) are determined by subtracting the non-discretionary accruals (NDA) from the total accruals (TA):

												(2)
Several slightly different models exists to determine the discretionary accruals. All models calculate the discretionary accruals in three steps. The first step is the calculation of the total accruals. The next step is removing the part of the total accruals that the management have no discretion on. This is where the models have differences. For determining the nondiscretionary accruals, a regression analyses is used. The input of that regression model are factors that induce changes in the total accruals of a firm. For example, the purchase of property, plant or equipment causes an cash outflow but the costs are only increased the annual depreciation on those assets. This is a natural phenomenal and not an earnings management incident. Some models use different factors, as will be explained hereafter.
Besides the differences in models, there are also two approaches of using the models: a time-series approach and a cross-sectional approach. The purpose of the abovementioned regression model is to attain the estimations of the coefficients of the input-factors. This requires data from a number of observations. When the observations are multiple years of the same firm, a time-series approach is taken. This approach is suitable when performing event studies. For example examining the influence of the introduction of a new accounting rule on the level of discretionary accruals. A time-series approach enables the comparison of the before and after of an event, to see whether there are shifts in the level of discretionary accruals. The underlying assumption of this model is that the ‘normal’ level of accruals for a firm does not change over time. This can be problematic for firms that are rapidly expanding or rapidly losing money. Peasnell et al. (2000) confirms this, as he states that these “(…) models are shown to be poorly specified when financial performance is extreme, with each generating a significant proportion of Type I errors when applied to firms with extreme cash flows”. Also, as most of the models require around ten years of data per firm, the model cannot take into account firms that are just started and firms that went out of business, resulting in a ‘survivor bias’. 
A cross-sectional approach uses input for the estimation of coefficients from a group of firms in the same industry and in the same year. The advantage of using this model is that it allows for changes in the firm’s accrual generating process over time and, as it requires only data for one year per firm the model is not affected by the ‘survivor bias’. On the other hand, the underlying assumptions of this model may not hold in reality. Firstly, the model assumes that firms in the same industry have about the same accrual generating process. This assumption can be challenged as firms even in the same industry could have different production processes and business strategies. Also, it can be arbitrary to allocate firms into industry sections, especially for firms operating in more than one industry. Secondly, the models is likely to fail to detect industry-wide earnings management practices, as the estimations are based on the industries’ average. 
The last step in the determination of the nondiscretionary part of total accruals is using the estimated coefficients to fill in the model per firm per year. Subtracting these findings of the total accruals result in the discretionary accruals and can be used as a measure of earnings management. Two of the most popular models will be discussed: the Jones model and the modified Jones model. 
The Jones model
The Jones model is set out in the paper of Jones (1991). Total accruals are calculated in this model by subtracting the cash flows from operations from the operating income. In the estimation phase, the coefficients are estimated using a regression model with as input the total accruals on lagged firm size, the change in firm sales and gross property plant and equipment scaled by total firm assets. With lagged firm size is meant the size of the firm of one year before. In addition, all inputs are divided to the firm’s total assets for comparison reasons. 
The formula of the model of Jones is as follows: 							(3)

Where: 												
TAit	= total accruals for firm i in year t
Ait-1	= total assets for firm i in year t-1
∆REVit	= revenues for firm i in year t minus revenues for firm i in year t-1
PPEit	= gross property, plant and equipment for firm i in year t
ε	= error term
α and β	= regression coefficients 
Jones (1991) has chosen these inputs because he argues that they are influencing total accruals, but are not related to earnings management. Increased ownership of property plant and equipment(PPE) is related to higher depreciation costs, affecting the operating profit. The arisen accruals from such a transaction is not caused by earnings management. The same applies to growth of revenues since it is related to accounts receivable and accounts payable, both affecting operating profit. When the coefficients are determined from either a time-series or a cross-sectional approach, the estimated coefficient are multiplied with the corresponding total accruals on lagged firm size, the change in firm sales and gross property plant and equipment scaled by total firm assets, to calculate the nondiscretionary accruals.
 The modified Jones model
The modified Jones model was designed by Dechow et al. (1995). It is similar as the original Jones model (1991), but an extra factor in the model is added to capture the impact of sales based manipulation. In this model, the growth of revenue is reduced be the accounts receivable, as accounts receivable can be inside the scope of earnings management and should thus not be part of nondiscretionary accruals. The resulting model is argued to be better at detecting earnings management. 




The formula of the modified Jones model is as follows: 						(4)

 Where: 
TAit	= total accruals for firm i in year t
Ait-1	= total assets for firm i in year t-1
∆REVit	= revenues for firm i in year t minus revenues for firm i in year t-1
∆AR it	= accounts receivable for firm i in year t minus accounts receivable for firm i in year t-1
PPEit	= gross property, plant and equipment for firm i in year t
ε	= error term
α and β	= regression coefficients in the estimation period
Several studies have compared the  models. For example Dechow et al. (1995) found that the modified Jones model is significantly better at detecting sales-based earnings management. However, Peasnell et al. (2000) state, in context of the time-series approach, that “both models are found to generate tests of low power for earnings management of economically plausible magnitudes (…). In addition, both models are shown to be poorly specified when financial performance is extreme, with each generating a significant proportion of Type I errors when applied to firms with extreme cash flows.” The cross-sectional modified Jones model is nowadays the most used method in detecting earnings management. Following the results of the study of Peasnell et al. (2000), both models yield detection rates close to 100% in known cases of accruals management.  Every model has its own advantages and disadvantages and its depends on the type of research which method is the most suitable.
This section have reviewed popular methods of measuring earnings quality. The methods that were discussed were earnings aggressiveness, loss avoidance behaviour, earnings smoothing and earnings management. The next section will review the studies on brand name auditors.
[bookmark: _Toc300232825]3.3 - Auditor brand name studies
This section will review the relevant literature on the topic of brand name auditors in the relation with earnings quality. In chapter 2.4 there was there was stated that, according to Khurana and Raman (2004), “The ability to detect material error in the financial statements is a function of auditor competence, while the propensity to correct/reveal the material error is a function of auditor independence from the client.” The level of auditor competence is likely to  differ per audit firm, as some firms might spend more on training, can attain higher educated employees and have more capacity and in-house knowledge than others. Also the extent of independence is likely to differ as larger audit firms are less dependent on a few clients. DeAngelo (1981) supports this view, as she argued that small audit firms have an incentive to not correct misstatements to retain clients. Larger audit firms have less incentive to do so, because when the misstatement is uncovered other clients might switch auditor as well. The larger the audit firm, the more important becomes the reputation. 
In the study of Becker et al. (1998) this assumption is empirically tested. They investigate whether the clients of former Big6[footnoteRef:4] auditors have less earnings management than other audit firms. Earnings management is measured using the cross-sectional Jones model (1991). The results indicate, using a sample of 10379 Big6 and 2179 non-Big6 firm years from the United States, that on average the discretionary accruals are 1.5-2.1 percent lower for Big6 audit firms. Especially they find that income increasing accruals are lower for Big6 auditors, in other words there is indication that the Big6 auditors are more conservative. As income increasing accruals are more likely to lead to litigation, this supports the theory that large audit firms are trying to prevent costly lawsuits and brand name damage. A similar study done by Francis and Krishnan (1999) found supportive results. [4:  Big-6 consisted of: Arthur Anderson, Coopers & Lybrand, Deloitte&Touche, Ernst&Young, KPMG Peat Marwick, and Price Waterhouse.] 

In the study of Teoh and Wong (1993) is the relation between auditor size and auditor quality investigated. Auditor size is large when a firm is audited by the former Big-8 audit[footnoteRef:5] firms and small otherwise. Auditor quality is measured by the earnings response coefficient (ERC). This coefficient measures the stock market reaction of an earnings surprise. An earnings surprise is an earnings statement that is different than the expectation. In measuring the ERC, the authors rely on the model of Holthausen-Verrechia (1988), which is based on the assumption that the response to an earnings surprise will depend on the perceived credibility of the earnings report. ERC reflects the strength of the relationship between an earnings response and the stock market reaction of investors. An higher ERC implicates that investors find the earnings statement more reliable and acts according the disclosed earnings information.  Teoh and Wong (1993) hypothesize that the earnings report quality is an important determinant of the ERC and that auditor credibility increases with auditor size. Summarizing, they test whether firms audited by a big-8 firm has a higher ERC than firms who are not audited by a big-8 firm. The results of this study show that Big-8 clients have statistically significantly larger ERC’s than non big-8 clients. Thus, the results provide evidence that larger auditors are perceived to be more credible and generate more precise earnings. [5:  Big 8 consisted of: Arthur Andersen, Arthur Young & Co., Coopers & Lybrand, Ernst & Whinney, Deloitte Haskins & Sells, Peat Marwick Mitchell, Price Waterhouse, and Touche Ross.] 

To summarize, numerous have found that large brand name audit firms are associated with a higher quality of auditing. This is explained by more capabilities and increased independence. The superior capabilities can be the result of being able to recruit higher educated employees and more money spend on training. Independence is increased due less reliance on a few clients and the risk of reputational damage and litigation. 
[bookmark: _Toc300232826]3.4 - Auditor tenure studies
This paragraph will review the literature on the topic of the length of the auditor tenure. The issue is, whether the auditor tenure influences the earnings quality of their clients. This influence is well documented, but there are three different and sometimes slightly contradicting arguments to support it.
The first argument is related to the independence of the auditor. According to Chen et al. (2008) “Regulators are concerned that as audit firm/partner tenure (…) gets longer, auditors are more likely to compromise on their client's accounting and reporting choices because they are "too familiar" with the management and because they want to retain the client's business”. In accounting literature, this is known as the ‘familiarity threat’. Hence, there is argued that longer auditor tenure reduces the auditors independence, and as a result the earnings quality diminishes. 
Secondly, it can be argued that as the auditor becomes more familiar with the client, he is better able to do an audit due to increased knowledge of the firm. The first years of auditing a new client involves start-up costs as a result of gaining sufficient understanding, as argued by DeAngelo (1991). The effects of this argument are opposed to the first, at least in the first years. However, the independence argument has received more attention from the regulators as in several countries rules were adopted to limit the auditor tenure on partner level. These countries include the United Stated, the United Kingdom, the Netherlands, Germany and Japan. Auditor partner rotation only limits the auditor tenure for the ultimately responsible engagement partner. When the period has expired another partner of the same audit firm can become engagement partner. Audit firm rotation is the switch to another audit firm. With partner rotation, the gained knowledge of the client can be shared with the new engagement partner, so that little knowledge and experience is lost. This is even more the case as some team members stay on the same client. With audit firm rotation on the other hand, most knowledge will be lost. 
The third argument is that switching of auditor by firms is motivated by a dispute with the prior auditors over allowing certain accounting practices. If the prior auditors will not allow such practices or will give a qualified opinion, the management of the firm will search for auditors who are willing to support it. This is known as ‘opinion shopping’ in the accounting literature. The Securities and Exchange Commission (SEC), which oversights the capital markets in the United States, states in a report on financial reporting (1988) that “(…) it is concerned with auditor changes that involve the search for an auditor willing to support a proposed accounting treatment designed to help a company achieve its reporting objectives even though that treatment might frustrate reliable reporting”.  Following this argument, it is expected that when a firm switches of auditor the earnings quality is relatively lower than before. This conflicts with the first argument that when an auditor is not yet familiar with the client he is more independent and as a result the earnings quality increases. 
The three arguments all suggests that the length of auditor is influencing the earnings quality, but in different ways. It could be that the three factors do occur at the same time and that the total outcome is dependent on which has the most influence. The analysis of empirical studies can provide an indication.
In the study of Chen et al. (2008) using a sample of Taiwanese firms they find absolute and positive (only income increasing) values of discretionary accruals decrease significantly with audit partner tenure. The authors argue that when auditing is of poor quality, the financial statements are less likely to present the ‘true’ financial condition. Therefore, to measure the level of audit quality they use absolute discretionary accruals using the performance matched cross-sectional Jones model of Kothari, Leone and Wasley (2005) Their finding are not consist with the notion that limiting the auditor tenure would improve earnings quality. In contrast, there are indications that earnings quality could adversely effected. These findings support the arguments of opinion shopping and loss of knowledge, but not the effect of reduced independency in longer tenures.
Frankel et al. (2002) examines whether the length of audit firm tenure is related to the level of absolute discretionary accruals. In their study, they have classified the length of audit firm tenure into three categories: short (two to three years), medium (four to eight years), and long (nine or more years). The medium auditor tenure is used as a benchmark for the other two. Their findings suggests that the category of short auditor tenure is associated with larger absolute discretionary accruals. However the category of long tenure is not related to larger values of discretionary accruals. These results indicate that the effect of loss of knowledge and opinion shopping is present, but that the effect of the familiarity threat is not significant.
 In another study done by Myers et al. (2003) the relation between audit firm tenure and discretionary accruals is investigated. They have measured the discretionary accruals using the cross-sectional Jones model (1991). According to their results, “(…) audit firm tenure is associated with both less extreme income-increasing and less extreme income-decreasing accruals, which suggests that earnings management becomes more limited as audit firm tenure grows longer”. These results are supportive to the gain of knowledge argument. 
The last study that will be discussed is that of Ghosh and Moon (2005), who also investigated the association between earnings quality and auditor tenure. Instead of discretionary accruals, they use earnings response coefficients to measure earnings quality. Their results indicate that longer tenure is related to more responsive earnings. Recall from section 3.3 that higher earnings response coefficients implicate that investors find the earnings statement more reliable, resulting in a stronger relationship between the disclosed earnings information and the stock price reaction. These findings does not support the familiarity threat argument, and indicates that even the investor are not concerned with the suggested diminished independence of auditors with a long tenure.
 To summarize, there are three arguments to support that the length of the auditor tenure influences the earnings quality of their client: the independence of the auditor, the knowledge of the client, and opinion shopping.  Only the last two are supported by empirical studies. Even so, some politicians  are calling for legislation to limit the length of audit firm tenure.
[bookmark: _Toc300232827]3.5 – Auditor industry specialization studies
This section will review the literature on the topic of the level of auditor industry specialization. In the previous paragraph there was hypothesized that the increase of auditor’s knowledge of the client contribute to higher earnings quality. If knowledge and experience play such an important role, it is expected that knowledge gained from other sources than from the auditor tenure would also be positively related to earnings quality. Some knowledge gained from auditing a client is likely to be relevant for other clients in that industry. Therefore, it is expected that higher levels of auditor industry specialization is associated with higher earnings quality. To see whether this statement is plausible, an analysis of empirical studies is useful.
The first study that will be discussed is Krishnan (2003), who researches the association between auditor industry expertise and earnings management. Industry expertise is measured by the weight of an industry in an auditors portfolio of clients, based on audit fees. The author chose a model based on portfolio share instead of model based on market share, since this model has less noise and is better able to capture the specialization efforts of an auditor. The sample consists of 4422 firms for 1989 through 1998 in the United States. Financial institutions are excluded as the data is not available for that industry. The auditors are portioned into specialists and non-specialists. Earning management is measured by the cross sectional Jones (1991) model. The findings suggests that the level of discretionary accruals are higher for non-specialists auditors, even after controlling for the effects of firm size, industry effects and other factors known to influence discretionary accruals. These results are supportive for the notion that auditor industry specialization increases earnings quality due increased experience. 
Another study on the association between auditor industry specialization and earnings quality is Balsam et al. (2003). Earnings quality is measured by two proxies: the absolute level of discretionary accruals calculated with the cross-sectional Jones model and the earnings response coefficient (ERC). For the level of industry expertise four proxies are used:  a dummy variable that equals ‘1’ when a audit firm earns the highest audit fees in an industry, industry market share defined in terms of audit fees, industry market share in terms of number of clients, and the number of clients. Their sample include 62847 observations in the United States from 1991 to 1999. The results indicate that all measures of auditor industry specialization, with the exception of number of clients, are positively related to both the level of discretionary accruals as the ERC. The results of this study are convincing due to finding consisting results with several different measures. The authors state that “(…) it seems likely that a specialist’s knowledge of the industry and its accounting yield a greater ability to detect and curb earnings management and minimize unintentional errors”. In addition, the study finds evidence that the effect of auditor industry specialization on earnings quality is not linear. The effect of increasing earnings quality diminishes as the level of specialization grows larger. This is interesting as this effect exhibits itself also in learning curves. Learning curves represents the changing rate of learning, as in the beginning of doing something new a person learns very much but the learning rate over time becomes less and less. Thus, this study provides compelling evidence that the knowledge and experience of an auditor has an influence on the earnings quality of their clients.
The last study that will be reviewed is Romanus et al. (2008). This study focuses on the influence of auditor industry specialization on restatements. Restatements are corrections to earlier disclosed financial statements that contained misstatements. Focusing on restatements has as advantage that it is more objective than using measures like discretionary accruals and earnings response coefficients. Or, as the author states restatements are “(…) the most visible indicator of improper accounting”. The study’s sample consists of 456 U.S. firms that made restatements in the period of 1998 till 2003. The level of industry specialization is measured by a combination of market share and portfolio share. The results provide empirical evidence that auditor industry specialization reduces the likelihood of restatements. Furthermore, switching from a non-specialist to a specialist increases the risk of restatements, and vice versa. This is consistent with the higher ability of the specialized auditor to detect errors. Again, these results underline the effect that industry knowledge and experience is associated with higher earnings quality.
[bookmark: _Toc300232828]3.6 – Conclusion
This chapter has provided a literature review on the effects of brand name auditor, the auditor tenure and the auditor industry specialization on earnings quality. Prior studies found results that suggest that the choice of a large brand name auditor has a positive influence on the earnings quality of the client, due to increased independence and more capabilities, including more knowledge and experience. The length of the auditor tenure is empirically found to be positively related to earnings quality. This effect is explained by the increased knowledge of the client by the auditor over time. First year audits could also result in lower earnings quality due opinion shopping. Finally, empirical studies suggest that auditor industry specialization has a positive influence on the earnings quality of the auditor’s clients, due to increased knowledge relevant for all clients in an industry. 



[bookmark: _Toc300232829]CHAPTER 4 - HYPOTHESES DEVELOPMENT
[bookmark: _Toc300232830]4.1 - Introduction
This chapter aims to set up the hypotheses, derived from the literature review of the previous chapter. The hypotheses are the basis of this thesis’ research. Three hypothesis will be develop for answering the research question: what are the influences of (I) the choice of different brand name auditors, (II) the length of auditor tenure and (III) the level of auditor industry specialization, on the earnings quality of the auditor’s clients in the Netherlands? The predictions of the hypothesis will be included as well.
This chapter is structured as follows. The first hypothesis, related to brand name auditor, is develop in the nest section. In the paragraph thereafter, the hypothesis of auditor tenure is constructed. Subsequently, the third hypothesis is set up, followed by a conclusion.
[bookmark: _Toc300232831]4.2 – Hypothesis 1: auditor brand name
In chapter 3.3 several studies on brand name auditors were discussed. The overall conclusion was that brand name auditors are related to higher earnings quality than non brand name audit firms, as explained by more capabilities and higher independence. Recall from the first chapter that the Dutch Authority on Financial Markets proclaims that even between brand name audit firms differences in earnings quality exists. However to date, this allegation is not tested empirically. 
Prior research suggests that the effect of brand name auditors on earnings quality is determined by the auditor’s capabilities and independence. It is very likely that those capabilities and the level of independence have, at least minor, differences. For example, the amount and effectiveness of training of employees can be different per audit firm. The same applies to independence, as the brand name auditors do not have equal market share. The audit firms with smaller market share are more afraid to lose clients than audit firm with a larger market share. Some brand name audit firm also have a higher valued reputation and as a result have more to lose due earnings management of their clients. This reputational risk increases the auditor’s independence. Furthermore, large brand name audit firms have more to lose due litigation than smaller firms as the imposed claims will be larger for brand name firms. Thus, the litigation risk increases the auditor’s independence resulting in imposing higher earnings quality on their clients. 
As a result the first hypothesis, stated to include the prediction, is:
H1: The strength of the association between brand name auditors and the earnings quality of their clients differs per audit firm

[bookmark: _Toc300232832]4.3 – Hypothesis 2: auditor tenure
Recall from chapter 1 that there was legislation proposed to limit the audit firm tenure to increase the independence of the auditor. In chapter 3.4 several studies on length of auditor tenure were reviewed. The length of the auditor tenure was empirically found to be positively related to earnings quality. This effect was explained by the increased knowledge of the client by the auditor over time. The proposed legislation could actually decrease earnings quality due to loss of knowledge. The gained experience of that auditor helps to prevent and detect misstatements. First year audits could also result in lower earnings quality due firm that go ‘opinion shopping’ by auditor to find an auditor willingly to support a accounting treatment. As this study aims to investigate whether this is also true in the Netherlands, the following hypothesis, stated to include the prediction, is constructed:
H2: The length of audit firm tenure is positively associated with the earnings quality of their clients
[bookmark: _Toc300232833]4.4 – Hypothesis 3: auditor industry specialization
Several empirical studies suggested that higher auditor industry specialization will increase the earnings quality of the auditor’s clients. It is argued that by auditing a client, experience is acquired that is useful for auditing similar clients in that industry. With that extra knowledge, the auditor is expected to be better at detecting and preventing misstatements in the financial statements, resulting in higher earnings quality.
No empirical studies have been done on auditor industry specialization in the Netherlands. Following the results of other countries, the last hypothesis for this study, stated to include the prediction, is:
H3: The level of auditor industry specialization increases the earnings quality of their clients
	
[bookmark: _Toc300232834]4.5 - Conclusion
This chapter has constructed three hypotheses, based on the literature review of chapter 3. The three hypotheses are:
H1: The strength of the association between brand name auditors and the earnings quality of their clients differs per audit firm
H2: The length of audit firm tenure is positively associated with the earnings quality of their clients
H3: The level of auditor industry specialization increases the earnings quality of their clients
The effect of all three hypotheses are rooted in the amount of auditor’s knowledge. Brand name audit firms are ought to have well educated employees due to the ability to attract talent and training. Auditor tenure and specialization increases the auditor’s knowledge of the client’s and its business environment. The effect of hypotheses 1 and 2 are also influenced by the extent of the auditor’s independence. Longer auditor tenure can result in the auditor and the client becoming too familiar with each other. The auditor would then become less critical on the applied accounting practices of the client. Brand name auditors are more independent than non brand name auditors due reputational risk and litigation risk. If a brand name auditor allows earnings management clients may walk away due to bad reputation and large sums of money have to be paid to settle claims. The increased independence of brand name auditors is expected to result in higher earnings quality of their clients. The next chapter will explain the methods used to test these hypotheses.
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CHAPTER 5 - RESEARCH DESIGN
[bookmark: _Toc300232836]5.1 - Introduction
In chapter 1 the following research question was stated: what are the influences of (I) the choice of different brand name auditors, (II) the length of auditor tenure and (III) the level of auditor industry specialization, on the earnings quality of the auditor’s clients in the Netherlands?
In the previous chapter three hypotheses were developed to answer the research question. This chapter will describe the method this study will use to test the constructed hypotheses. This chapter is structured as follows. The first step is the selection of the sample. Thereafter the measurement of earnings quality, our dependent variable, will be set out. Subsequently the independent variables will be explained, followed by the control variables. 

[bookmark: _Toc300232837]5.2 - Sample selection & data
Defining the sample is a crucial part of a study, as it determines the eventual generalizability of the results. If, for example, a sample consists only of females, the  findings may not hold for the whole population as they include males as well. Thus, unless the selected sample is a good representation of the total population, the selected sample induces limitations of the findings. 
As this study focuses on the Netherlands, the first step in the selection process was selecting all firms in the database that are located in the Netherlands. Recall from the introduction that the motivation for this research were the recent critics on the auditing profession and suggested proposals to improve the quality of auditing. Since this  study aims to test the effect of those proposals, using recent data will ensure the relevancy of the results.
 Therefore the period selected to test the hypothesis runs from the year 2003 until the year 2010. In the database, only firms were selected that had at least one statement of cash flows available in these years. The cash flows statement is necessary for the calculation of  our measurement of earnings quality, as will be explained in the next section. Further the selection is reduced by selecting only firms which have their financial statements audited at least once by either BDO, Deloitte, Ernst&Young, KPMG or PwC. The market share of other auditors were unfortunately too low to  be considered in this research. At last, firms in the financial services sector were excluded, because our measurement of earnings quality is problematic for firms in that sector, as explained by Dechow et al. (1995). This selection process yielded 162 firms over 8 years which results in 1120 firm-years observations for this research. 123 of the 162 firms are traded on a stock exchange, the other 39 are privately owned.
For attaining the data for this study, the database Thomson One Banker is used for all financial statement information necessary for the calculation of earnings quality and the control variables. The data on which audit firm has audited the financial statements of a firm is collected from the database of the Dutch chamber of commerce. The data requirements are summarized in TABLE 1.
TABLE 1 - Data Requirements
	Object
	Variables
	Explanation
	Data Requirements

	Cross-sectional modified Jones Model
	TAt
	Total accruals in year t
	Cash flows from operations and Income from operations

	
	At-1
	Lagged total assets
	Total assets of year t-1

	
	ΔREVt
	Change in revenues against last year 
	Operating revenue of year t and t-1

	
	ΔRECt
	Change in net receivables against last year
	Net receivables in year t and t-1


	
	PPEt
	Gross property, plant and equipment (PPE)
	PPE in year t

	Auditor brand name, 
auditor tenure, auditor industry specialization
	AuditorDeloitte, AuditorEY, AuditorKPMG, AuditorPwC,
AuditorTenureF, AuditorRPS
	
	Name of the audit firm that have audited the financial statements from the year 1998 until 2010 

	Industry type
	Ind1000, Ind2000, Ind3000, Ind4000, Ind5000, Ind8000, Ind9000
	
	ICB-code

	Listed status
	
Listed
	
	Listed status per firm per year

	Firm size
	
LogTA
	
	Total assets per firm per year

	Firm leverage
	
DebtAssetR
	
	Total debt, total assets per firm per year

	Firm growth
	
GrowthS, GrowthP
	
	Revenue  and net income of year t and t-1 per firm

	Return on assets
	
ROA
	
	Net income before preferred dividends divided by lagged total assets per firm per year





[bookmark: _Toc300232838]5.3 - Dependant variable: earnings quality
In chapter 3.2 several methods were discussed to measure the earnings quality of the firm’s financial statements. Further, in the rest of chapter 3 a lot of studies on earnings quality were reviewed. The most used research method in those studies were discretionary accruals models, followed by the earnings response coefficient measurement. As this study does not focuses on stock exchange traded firm only, using earnings response coefficient as the measure of earnings quality is not possible. A discretionary accruals model is the most suitable method for this research due the good reflection of earnings quality, the attainability of the required data and the ease of comparing the results of this method. 
A discretionary accruals model comes in several variations and approaches, as explained in chapter 3.2. Firstly, the modified Jones model, as constructed by Dechow et al. (1995) is adopted instead of the normal Jones (1991) model since this model also captures credit sales manipulation. Secondly, a cross-section approach is taken instead of a times-series approach to eliminate the survivor bias and to also take new firms into account. Also, the cross-sectional approach does not have the assumption of a constant ‘accrual generating process’. This yields great advantages as the sample includes the financial crisis that started around 2008, that most likely has affected the accrual generating process of many firms. Therefore this study has chosen the cross-sectional modified Jones model of Dechow et al. (1995) as proxy for earnings quality. The absolute value of discretionary accruals is taken to account for both upward and downwards earnings management, as both decrease the quality of earnings. Lower values of discretionary accruals thus represent higher earnings quality.
The following formula describes this model:

Where: 												(5)
TAit	= total accruals for firm i in year t
Ait-1	= total assets for firm i in year t-1
∆REVit	= revenues for firm i in year t minus revenues for firm i in year t-1
∆AR it	= accounts receivable for firm i in year t minus accounts receivable for firm i in year t-1
PPEit	= gross property, plant and equipment for firm i in year t
ε	= error term
α and β	= regression coefficients in the estimation period
The calculation of the absolute value of the discretionary part of accruals requires three steps to be taken. The first step is obtaining the total accruals (TA) per firm per year. For obtaining the total accruals (TA) a modification to the original cross-sectional Jones model is made, by including the cash flow from investments in the calculation of total accruals. The original model only focuses on the operating income and cash flows from operations. Most discretionary accruals model do not take cash flows from investment into account. This modification is suggested by Richardson et al. (2005), arguing that 
“(…), it is more difficult to justify the exclusion of accruals relating to investing activities. These accruals clearly relate to the operating activities of the firm, but they differ from other operating accruals in that they relate to expenditures that provide productive capacity rather than expenditures that directly produce a good or service. However, it is difficult to argue this distinction makes these accruals any more reliable. Accruals relating to investing activities typically involve the capitalization of cash outflows relating to capital expenditures, development costs, business acquisitions and long-term loans. The ultimate cash flow stream associated with these accruals is typically uncertain. As a result, the initial recognition and reversal of these accruals can involve significant subjectivity.”
Also, when a firm acquires another firm, it does also take over the current assets, like inventory, of that firm. Would the acquiring firm have bought those current assets normally it would have been accounted for in the cash flows from operations. When acquiring the current assets indirectly through a takeover, they are accounted for as cash flow from investments. As soon as the acquired current assets, like inventory, are sold they are accounted for as a cash inflow from operations while prior the cash outflow to acquire those assets were never accounted for in the cash flow from operations. This leads to an overstated of cash flow from operations. As a result, focusing only on cash flow from operations could give a distorted view and could fail to detect cases of earnings management related to investment activities. In this study the influence of cash flows from operations will be included to avert these possible distortions. As a result, in this study the total accruals is calculated by: 
TAit = Income before extraordinary items and preferred dividend - Cash Flows from operations - Cash Flows from investments						(6)
In the second step the coefficients α0, β1, β2 and β3 are estimated per industry per year. Before the estimation is possible, it is first necessary to divide the firms into industry groups. An assumption of the cross-sectional approach is that all firms in a industry have comparable accrual generating processes. The preciseness of the allocation to industries determines to some extend the preciseness of the of results. However, each industry group will need enough data to run a regression analyses. As a result the amount of available data limits the number of industry groups that can be created. 
For this study the sample of firms are divided into seven groups, according to the industry classification benchmark (ICB).The ICB classifications are available in the Thomson one Banker database. The ICB codes 6000 (telecommunications) and 7000 utilities did not have enough firms to be usable for calculation of discretionary accruals. The three firms with ICB code 6000 are reclassified into code 9000 (technology) and the two firms with ICB code 7000 are reclassified into code 2000 (industrials). As the reclassifications concerned little firms and are put into the next best fitting categories it does not have any significant effects on the results. The final division of the sample into the categories can be found in APPENDIX 2. A summary of the allocation is displayed in TABLE 1.
 Table 2 – Division of sample into categories 
	Industry
	Industry Classification Benchmark (ICB)
	Number of firms

	
	
	Total
	% of total

	Oil and Gas
	0001
	5
	3

	Basic materials
	1000
	5
	3

	Industrials
	2000
	55
	34

	Consumer goods
	3000
	20
	12

	Health care 
	4000
	10
	6

	Consumer services
	5000
	21
	13

	Financials (real estate only)
	8000
	21
	13

	Technology 
	9000
	25
	16

	
	
	162
	100%


To estimate the coefficients, a multiple regression analysis will be executed per year and per ICB code. The equation used for this regression is the earlier mentioned equation (4). The analysis will be done with the help of the statistical software SPSS.  The output will have the estimated coefficients included. Thereafter the estimated coefficients are then used to calculate the nondiscretionary portion of the total accruals (NDA)  per firm per year. This will be done by filing in the estimated coefficients and the values of the variables per firm each year. 

												(7)
The scaled nondiscretionary accruals are then subtracted from the scaled total accruals (TA) to get the scaled discretionary accruals. 									(8)

 The scaled discretionary accruals is the used measure to represent the earnings quality of a firm in a year and is abbreviated as DA throughout this study.
Illustrative example
To more clarify the calculation of the absolute cross-sectional discretionary accruals a demonstration for one firm in one year will be given. The firm chosen for this demonstration is Akzo Nobel, a firm that produces special chemicals like paint and coatings. Akzo Nobel is allocated to the classification of basic materials (ICB code: 1000). The data on total accruals, total assets, revenue, accounts receivable and property, plant and equipment for the whole industry is collected from the database and the independent variables are calculated.
To estimate the industry coefficients in the year 2008, a regression analyses is executed using SPSS. The estimated coefficients are:
α0 : 1.73
β1 : 21.20
β2 : -2.19
β3 : 0.31
To calculate the nondiscretionary accruals the coefficients are filled in:

This results in that the level of nondiscretionary accruals for Akzo Nobel in 2008 is:

Subtracting the nondiscretionary accruals from the total accruals leads to the absolute discretionary accruals:

 This calculation is done for all firms and all years and together they form the dependent variable necessary for testing the hypotheses.

[bookmark: _Toc300232839]5.4 - Independent variables
Brand name auditors
To test the first hypothesis, five dummy variables are created that will measure whether the level of absolute discretionary accruals are different among the five auditors. Dummy variables are variables that have either the value of ‘1’ or ‘0’. For example, the dummy variable ‘BDO’ equals 1 if a firm is audited by BDO in that year and ‘0’ otherwise. These variable can determine the associating of the brand name auditors with the  value of absolute discretionary accruals. The association will be the coefficient before the dummy variable, derived from the regression analysis. The five variable are named: AuditorBDO, AuditorDeliotte, AuditorEY, AuditorKPMG and AuditorPwC. 
When working with dummy variables that together always equals ‘1’, one has to be aware of multicollinearity. As a firm in our sample is always audited by one of the above mentioned auditors, the sum of the dummy variables always equal ‘1’. This will result in perfect multicollinearity among the dummy variables, as explained in the paper of Suits (1957). In statistics, this effect is known as the ‘dummy variable trap’. The easiest solution to this problem is removing one of the dummy variables. This results in that the dummy variable that is removed becomes the benchmark variable. The associations of the other dummy variables with the dependent variable now show the association relative to the benchmark variable. In this study, AuditorBDO is the benchmark dummy variable and thus the betas of the other four dummy variables represent the effect relative of the BDO variable.
Auditor Tenure
For the second hypothesis a variable is created that measures the number of years of experience the current auditor has with the client. This variable will determine whether there is an association of auditor tenure and earnings quality. A limitation is that the database on auditor tenure has only data available since 1998. This means that if a firm is audited by a single auditor the entire period in my database, the auditor tenure after 2003 is six years and after 2010 13 years. The average auditor tenure for our sample period is 4.24 years. As many firms have switched from one audit firm to another, the influence of the data limitation is insignificant. The variable that measures the auditor tenure in full years available is named: AuditorTenureF.
Auditor industry specialization
For testing hypothesis 3 a measure of auditor industry specialization is necessary. The extend of auditor industry specialization is measured by the relative industry share of the auditor’s portfolio. Prior studies, like Krishnan (2003), have found this measure to be a better proxy for auditor industry specialization than market share proxies. The auditor industry specialization is calculated by dividing the total assets of all firms an auditor has audited in an industry in a year by the total assets of all firms that the auditor has audited that year. This measure also take the size of clients into account, as it is likely that more knowledge is gained from auditing larger clients. This variable is named: AuditorRPS.

[bookmark: _Toc300232840]5.5 - Control variables
Control variables have to be included to make sure that the found associations for the variables that test the hypotheses, are not caused by other factors. Control variables capture some of the variation of earnings quality, thereby making the dependent variables more accurate. This section will describe the control variables that will be included in the regression analysis.
Industry
Each type of industry has its own accrual generating process and therefore has an effect on the level of discretionary accruals. To isolate the effects of the firm’s type of industry on the discretionary accruals, control variables for industry must be added. The sample is divided into seven categories by the Industry Classification Benchmark code (ICB code), as explained in paragraph 5.3. To recode the ICB codes into something that can be used in a regression analyses, seven dummy variables are created to each represent a type of industry. The variables are named: Ind0001, Ind2000, Ind3000, Ind4000 Ind5000, Ind8000 and Ind9000. The dummy variable equals ‘1’ if a firm is classified to that industry. To same situation arises as described in 5.4 concerning dummy variables that together always equal ‘1’. Also here one of the dummy variables needs to be excluded from the regression analysis. Therefore, six dummy variables are added to the regression to measure the influence that the type of industry has on the level of discretionary accruals. Ind0001 is chosen as the benchmark variable and as a result will be excluded from the regression analysis. The calculated coefficients will represent the effect relative to the effect of the oil and gas industry, with ICB code: 0001.
Years
The economic growth of a country fluctuates every year, affecting the accrual generating process of firms. For example, the economic crisis has caused a significant increase in cash outflows for many firms. This affects also our measurement of discretionary accruals. To control for yearly  influences on the level of discretionary accruals, control variables that represent each year are added. The variables are named: year2003, year2004, year2005, year2006, year2007, year2008, year2009, year2010. 
The same situation as with the auditors dummy variables also applies here. Therefore it is necessary to exclude one of the dummy variables and take that one was the benchmark relative to the others. Year2003 is chosen as the benchmark variable.
Listed
When firms are listed on a stock exchange they are closely followed by financial analysts. As a result, more information is available for such firms. If no control variable was added, the auditor who audits relatively more listed firms can be associated with higher earnings quality while it is not necessarily due to the auditor that the earnings quality is higher. To control for this effect a dummy variable is added, which equals ‘1’ when the firms is listed on an exchange. A value of ‘0’ represents a privately owned firm. 
Firm Size
Many studies, like Becker et al. (1998) and Francis (1999), have identified that the size of the firm is related to the level of discretionary accruals. The effect of firm size will be tested by the LOG of total assets of a firm in a year, as suggested by the previous mentioned studies. The variable is named: LogTA
Firm Growth
Also Becker et al. (1998) and Francis (1999) found that firm growth influences the level of discretionary accruals. To ascertain that the found association with the independent variables are not caused by the firm growth, it is necessary to control for it. The effect of firm growth will be tested by the percentage change of sales and percentage change of profit of a firm in a year. Two measures are designed as a firm can grow based on based on sales but not on profit and vice versa. Adding both measures to the analysis will make sure that the effect of firm growth is captured. The variable is named: GrowthS (for sales) and GrowthP (for profit)
Leverage
The amount of debt relative to the amount of assets determine the riskiness of a firm. Recall the debt covenant hypothesis of chapter 2.3 and it is clear that higher indebted firms have an increased propensity to engage in earnings management. Without controlling for this effect, the auditor who audit clients with relatively high levels of leverage could then be associated with lower earnings quality while this effect is not caused by the auditor. The effect of leverage will be isolated by a control variable. The leverage is measured as the percentage of debt against assets. The variable is named: DebtAssetR.
Return on Assets
Kothari et al. (2005) has found an association of return on assets and the level of discretionary accruals. The return on assets is a performance benchmark. In chapter 3.2 there was explained that measuring earnings quality for firms with extreme performance could give distortions.  To prevent such distortions having effect on the analysis of our hypotheses, a control variable is added that is related to performance. Therefore, the return on assets is added as a control variable. It is calculated as the net income before preferred dividends divided by the total assets of the year before. This variable is named: ROA. 
[bookmark: _Toc300232841]5.6 – Regression models
All the necessary variables are now defined. The next step is to set up the regression models to test the hypotheses. First the three hypotheses will be tested separately to study the effects of the independent variables in isolation. Subsequently the three hypotheses will be included into one model to study the effects on earnings quality relative to each other. Finally, two models are constructed that tests the interaction effects of the different brand name auditor on both auditor tenure and auditor industry specialization.
Model 1: the effect of different brand name auditors on earnings quality
For the testing of the influence of the different brand name auditors on the earnings quality, the auditor dummy variables are added to the regression equation alongside with the control variables. This has resulted in the following formula:								(9)

This model will be tested under three circumstances. The first will contain the whole sample to test the overall effect. Thereafter this equation will be tested with only the listed firms and with only non-listed firms from the sample to see whether there are differences between listed and non-listed firms. In those cases the Listed dummy variable will be excluded as it will be a constant.
The predicted signs  are all negative since, according to the theory, BDO is expected to be related to lower earnings quality. In chapter 2.4 there was explained that large brand name audit firms are, as stated by Khurana and Raman (2004),  “(…) viewed as providing higher quality audits based on their perceived (1) competence (by virtue of their heavy spending on auditor training facilities and programs) and (2) independence (by virtue of their size and large portfolio of clients, which presumably gives them the financial strength to stand up to, or walk away from, a client if necessary)”. 
Note that the betas are the effects relative to AuditorBDO since BDO is the benchmark. This is due the smaller market share of BDO, it has a lower incentive to correct misstatements in order to retain clients. Losing a client has a relatively larger impact on audit firms with lower market share than larger audit firms. This decreases the independence of the auditor. Also, the impact of reputational damage might be lower as BDO as brand name is lesser known than the big4 brand names. Smaller size is also likely to influence the ability to attract highly educated employees and the quality of training. Therefore it the betas are predicted to be positive.

Model 2: the effect of the length of auditor tenure on earnings quality
To test the influence of the length of auditor tenure on the earnings quality of the auditor’s clients the variable AuditorTenureF is added to the regression model, alongside the control variables. This results in the following regression model:								(10)

Again, this model will be tested under three circumstances. In the first situation will contain all firms to test the overall effect. Thereafter this equation will be tested with only the listed firms and with only non-listed firms from the sample to see whether there are differences between listed and non-listed firms. In those cases the Listed dummy variable will be excluded as it will be a constant.
The effect of auditor tenure is related to independence and knowledge of the client. Both have an opposite effect on the earnings quality of the clients. As prior studies have found that the length of auditor tenure has a negative association on the level of discretionary accruals, the sign of is predicted to be negative as well.
Model 3: the influence of auditor industry specialization on earnings quality 
To test the influence of the level of auditor industry specialization on the earnings quality of the auditor’s clients, the variable that measures the relative size of an industry in an auditor’s portfolio of clients will be added to the model. This variable was called AuditorRPS. Adding this variable has lead to the following model:
												(11)

Also this model will be tested with the full sample, the listed firms only sample and the privately owned firms only sample. When testing with the last two samples, the Listed dummy variable will be excluded as it will be a constant.
The effect of auditor industry specialization on earnings quality was determined by the auditor’s knowledge, as was explained in chapter 3.5.  Auditing many firms in the same industry yields experience that is relevant for the audit of all firms in that industry. For example, specific knowledge on an industry’s accounting policies and business risks results in a increased ability of a specialized auditor to detect errors. Thus, as specialized auditor are better in limiting earnings management, the predicted sign of is negative.

Model 4: full model
This model will combine all the variables of the first three models. With this model one is able to determine the influences relative to each other. For example whether the effect of auditor tenure is stronger than auditor industry specialization. Adding all before mentioned variables into one model has resulted into the following:									(12)

The full model will be tested with the three different samples as well. When testing with the listed-only and the non-listed samples, the Listed dummy variable will be excluded as it will be a constant. The predicted signs of the variables are expected to be the same as in the first three models. Therefore, it is predicted that the signs of  are all positive and of   negative, for the same reasons explained earlier.

Model 5: interaction of different brand name auditors with auditor tenure
It is interesting to see whether the effect of auditor tenure differs per brand name auditor. For example, the improvement of the client’s earnings quality with longer auditor tenure might be different per audit firm. To test this, the audit firm dummies are multiplied with the auditor tenure variable and added to the model, alongside the normal non-multiplied variables. This leads to the following model:	(13)

Again, also this model will be tested under three circumstances. In the first situation will contain all firms to test the overall interaction effect. Thereafter this equation will be tested with only the listed firms and with only non-listed firms from the sample to see whether there are differences between listed and non-listed firms. In those cases the Listed dummy variable will be excluded as it will be a constant.
Model 6: Interaction of different brand name auditors with industry specialization
This model is similar to model 5, but only now the different brand name auditors are interacted with the level of auditor industry specialization. This enables testing whether the effect of industry specialization on earnings quality is stronger for some audit firms than others. To test this, the audit firm dummies are multiplied with the auditor industry specialization variable and added to the model, alongside the normal non-multiplied variables. This results to the following model:			(14)

Once more, this model will be tested under three circumstances. In the first situation will contain all firms to test the overall interaction effect. Thereafter this equation will be tested with only the listed firms and with only non-listed firms from the sample to see whether there are differences between listed and non-listed firms. In those cases the Listed dummy variable will be excluded as it will be a constant.
[bookmark: _Toc300232842]5.7 – Conclusion
This chapter has designed a research method to test the three hypotheses, that were constructed in chapter 4. To measure earnings quality, the dependent variable in this study, the cross-sectional modified Jones model was adopted to determine the absolute discretionary accruals per firm per year. 
The first hypothesis is about the differences in association between different brand name auditors and the earnings quality of their clients  This hypothesis will be tested by using dummy variables that each represent a brand name audit firm. The second hypothesis is concerning the association of the length of audit firm tenure with the earnings quality of auditor’s clients. The audit firm tenure will be a continuous variable that measures the tenure in years. The last hypothesis relating to the relationship of the level of auditor industry specialization with the earnings quality of their clients. The level of auditor industry specialization is measured as the relative weight of an industry in the auditor’s portfolio of clients.
After designing the necessary variables, six models were constructed to test the hypotheses. Three models were designed to test the hypotheses in isolation. One model has combined the three hypothesis into one model, in order to test the effects relative to each other. Finally, two models were build to test the interaction effects of the different brand name auditors with auditor tenure and auditor industry specialization. The models are tested with  statistical software and the results are described in the next chapter.


[bookmark: _Toc300232843]CHAPTER 6 - RESULTS
[bookmark: _Toc300232844]6.1 – Introduction
This chapter will discuss the results from the regression models that were constructed in the previous chapter. Six models were constructed to test the three hypotheses apart from each other, the hypotheses combined in one model and the interaction effects.
The structure of this chapter follows the same order as the models. The results of the models are discussed one by one. Thereafter,with the results of the models, the hypotheses are either confirmed or rejected. 
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Before discussing the results, an overview of the correlations of the variables is presented. This overview demonstrates how the variables are correlated to each other. The Pearson correlations are displayed in TABLE3. 
	Table 3 - Correlations

	
	DA
	Auditor
BDO
	Auditor
Deloitte
	Auditor
EY
	Auditor KPMG
	Auditor
PwC
	AuditorTenureF
	Auditor
RPS
	Listed

	DA
	Pearson Correlation
	1
	,038
	-,009
	,044
	,008
	-,082**
	-,095**
	-,105**
	,029

	
	Sig. (2-tailed)
	
	,200
	,764
	,141
	,788
	,006
	,002
	,001
	,332

	
	N
	1137
	1137
	1137
	1137
	1137
	1137
	1072
	1056
	1137

	AuditorBDO
	Pearson Correlation
	,038
	1
	-,112**
	-,135**
	-,156**
	-,137**
	-,088**
	,090**
	,057*

	
	Sig. (2-tailed)
	,200
	
	,000
	,000
	,000
	,000
	,003
	,002
	,039

	
	N
	1137
	1296
	1296
	1296
	1296
	1296
	1159
	1149
	1296

	AuditorDeloitte
	Pearson Correlation
	-,009
	-,112**
	1
	-,224**
	-,260**
	-,227**
	-,007
	,024
	-,004

	
	Sig. (2-tailed)
	,764
	,000
	
	,000
	,000
	,000
	,821
	,418
	,874

	
	N
	1137
	1296
	1296
	1296
	1296
	1296
	1159
	1149
	1296

	AuditorEY
	Pearson Correlation
	,044
	-,135**
	-,224**
	1
	-,312**
	-,273**
	-,032
	-,210**
	,133**

	
	Sig. (2-tailed)
	,141
	,000
	,000
	
	,000
	,000
	,276
	,000
	,000

	
	N
	1137
	1296
	1296
	1296
	1296
	1296
	1159
	1149
	1296

	AuditorKPMG
	Pearson Correlation
	,008
	-,156**
	-,260**
	-,312**
	1
	-,316**
	,043
	,081**
	,081**

	
	Sig. (2-tailed)
	,788
	,000
	,000
	,000
	
	,000
	,146
	,006
	,004

	
	N
	1137
	1296
	1296
	1296
	1296
	1296
	1159
	1149
	1296

	AuditorPwC
	Pearson Correlation
	-,082**
	-,137**
	-,227**
	-,273**
	-,316**
	1
	,084**
	,036
	-,111**

	
	Sig. (2-tailed)
	,006
	,000
	,000
	,000
	,000
	
	,004
	,217
	,000

	
	N
	1137
	1296
	1296
	1296
	1296
	1296
	1159
	1149
	1296

	AuditorTenureF
	Pearson Correlation
	-,095**
	-,088**
	-,007
	-,032
	,043
	,084**
	1
	,043
	,147**

	
	Sig. (2-tailed)
	,002
	,003
	,821
	,276
	,146
	,004
	
	,146
	,000

	
	N
	1072
	1159
	1159
	1159
	1159
	1159
	1159
	1124
	1159

	AuditorRPS
	Pearson Correlation
	-,105**
	,090**
	,024
	-,210**
	,081**
	,036
	,043
	1
	,040

	
	Sig. (2-tailed)
	,001
	,002
	,418
	,000
	,006
	,217
	,146
	
	,174

	
	N
	1056
	1149
	1149
	1149
	1149
	1149
	1124
	1149
	1149

	Listed
	Pearson Correlation
	,029
	,057*
	-,004
	,133**
	,081**
	-,111**
	,147**
	,040
	1

	
	Sig. (2-tailed)
	,332
	,039
	,874
	,000
	,004
	,000
	,000
	,174
	

	
	N
	1137
	1296
	1296
	1296
	1296
	1296
	1159
	1149
	1296


** =  Correlation is significant at the 0.01 level (2-tailed);   * = Correlation is significant at the 0.05 level (2-tailed). 
Table 4 – Summary of results of model 1,2,3 & 4
	

Variable
	Full Sample 
	Listed Firms Sample
	Non-listed Firms Sample

	
	Single Hypothesis β
	Combined Hypotheses β
	Single Hypothesis β 
	Combined Hypotheses β
	Single Hypothesis β
	Combined Hypotheses β

	
H1
	Audited by BDO^
	,000
	,000
	Insignificant
	Insignificant
	,000
	,000

	
	Audited by Deloitte
	-,028*
	-,028**
	Insignificant
	Insignificant
	-,133*
	-,208*

	
	Audited by Ernst&Young
	-,022**
	-,026**
	Insignificant
	Insignificant
	-,124*
	-,238*

	
	Audited by KPMG
	-,023**
	-,028*
	Insignificant
	Insignificant
	-,149*
	-,167*

	
	Audited by PwC
	-,027*
	-,037*
	Insignificant
	Insignificant
	-,148*
	-,160*

	
	
	
	
	
	
	
	

	H2
	Auditor Tenure
	-,003*
	-,002*
	-,003*
	-,003*
	Insignificant
	Insignificant

	
	
	
	
	
	
	
	

	H3
	Auditor Industry Specialization
	
-,045**
	
-,060*
	
-,054**
	
-,065*
	
Insignificant
	
Insignificant

	
	
	
	
	
	
	
	


** = Correlation is significant at the 0.05 level ;   * = Correlation is significant at the 0.10 level ; ^ = BDO is the benchmark variable 




[bookmark: _Toc300232845]6.2 – Results of the regression models
Model 1: the effect of different brand name auditors on earnings quality
Model 1 was designed to test the effect of different brand name auditors on the earnings quality of the auditor’s clients. Four dummy variables were added to the regression analysis: AuditorDeloitte, AuditorEY, AuditorKPMG, AuditorPwC. The dummy representing the audit firm BDO was chosen as the benchmark variable and therefore not included in the model. The model was tested with three different samples: the full sample, the listed firms only sample and the non-listed firms only sample.
TABLE 4 provides a summary of the results and the complete results are stated in APPENDIX 3. The model explains (R2 statistic) about 19% of the variations in the level of discretionary accruals. The association of the different brand name audit firms are all significant in the full sample, with the measures of Ernst&Young and KPMG at 5% and Deloitte and PwC at 10% confidence intervals. The determined betas of the audit firm variables are the effect on earnings quality, relative to the benchmark variable. For example, a firm audited by Deloitte is associated with ,028 lower levels of discretionary accruals than a firm that is audited by BDO. 
The Big4 audit firms are all associated with lower levels of discretionary accruals than BDO. This consistent with the predictions made in chapter 5.6. In chapter 3.3 was explained that the effect of an auditor on the earnings quality of the client is determined by competence and independence. The level of independence was in its turn determined by the size of the auditor’s portfolio of clients and the risk of litigation and reputational damage. BDO is the fifth largest audit firm in the Netherlands, but is smaller than any of the Big4 firms as can be seen in TABLE 5. On a world-wide scale, BDO scores seventh place in terms of market share, with only earning 10% of the revenue of PwC, the largest audit firm in the world[footnoteRef:6]. [6:  Source: Top 100 audit firms in the world 2010, Accounting Today, supplement.] 







 TABLE 5 – Market share of the top five audit firms in the Netherlands
	Audit firm
	Revenue in 2007 in million €
	Market share of Dutch listed firms in 2007

	PwC 
	775
	30.7%

	Deloitte 
	749
	16.8%

	KPMG 
	715
	30.6%

	Ernst & Young 
	641
	21.5%

	BDO
	197
	9.1%


Source: Edwin Breu, De Accountant, April 2009, page 14-19.
As BDO has a smaller market share, it has a lower incentive to correct misstatements in order to retain clients. Losing a client has a relatively larger impact on audit firms with lower market share than larger audit firms. This decreases the independence of the auditor. Also, the impact of reputational damage might be lower as BDO as brand name is lesser known than the big4 brand names. Smaller size is also likely to influence the ability to attract highly educated employees and the quality of training. This theory is supported by the findings that BDO is associated with relatively lower earnings quality.
Testing the model with a limited sample of only non-listed firms, the results are still significant and similar to the full model. All Big4 audit firms are still associated with higher level of earnings quality than BDO. If the sample is limited to only listed firms, the significance disappears. At first glance, this seems strange since the level of capabilities of the audit firms are the same. An explanation could be however, that listed firms are followed by many analysts and as a result the chance that misstatements are uncovered is far greater than for non-listed firms. As the litigation risk and the related reputational risk is so high, it is very likely that audit firms impose a much higher audit quality for listed firms. Because these risks are similar for all the audit firms, the variations of audit quality is expected to be far for listed firms less than for non-listed firms. This would explain the insignificant associations for the listed firms sample.
Model 2: the effect of the length of auditor tenure on earnings quality
Model 2 was designed to test the effect of the length of auditor tenure on the earnings quality of the auditor’s client. To test this, the variable AuditorTenureF was added to the model. The model was tested with three different samples: the full sample, the listed firms only sample and the non-listed firms only sample.
The effect of the length of auditor tenure on the earnings quality of the auditor’s client was determined by the independence of the auditor and the auditor’s knowledge of the client. Long auditor tenure would impair the independence of the auditor because the auditor and client would become too familiar, as was explained in paragraph 3.4. Through longer auditor tenure, the auditor would better understand the client and it business making him better able to detect misstatements.  
TABLE 4 provides a summary of the results and the complete results are stated in APPENDIX 3. The model explains (R2 statistic) about 19% of the variations in the level of discretionary accruals. The results indicate, when analyzing the full sample, the length of the auditor tenure has a significant association with the level of discretionary accruals. The sign of the beta is negative and thus consistent with the predictions made in chapter 5.3. The effect is however quite small. The findings implicate that knowledge effect of auditor tenure on earnings quality is stronger than the independence effect. Legislation is proposed to limit the audit firm tenure in order to increase the earnings quality. Doing so may have the contrary effect, according to these results.
If the testing is done with the sample consisting of only listed firms, the results are similar to the results of the full sample. When the sample consists of only non-listed firms, the association of the length of auditor tenure with earnings quality is no longer significant. Unfortunately, it is not possible to state the cause of these results since the chosen research method only measures associations. An explanation might be that the auditing a stock exchange traded firm is more difficult to audit an non-listed firm. The difficulty can arise due to the heavy analyst following of listed firms.  The audit has to be more precise, as the chance that misstatements are detected by analysts is far greater. Also, additional rules apply to listed firms and more disclosures are necessary. As a result, the time an auditor requires to fully understand a listed client and its applicable accounting rules and business environment is likely to be longer for listed than non-listed firms. An auditor with more experience would be better able to do an audit. This would explain why the effect of auditor tenure on the earnings quality of clients is found to be significant for listed firms only.

Model 3: the influence of auditor industry specialization on earnings quality 
Model 3 was designed to test the effect of the level of auditor industry specialization on the client’s earnings quality. To test this, the variable AuditorRPS was added to the model. The model was once more tested with three different samples: the full sample, the listed firms only sample and the non-listed firms only sample.
The effect of auditor industry specialization on earnings quality was determined by the auditor’s knowledge, as was explained in chapter 3.5.  Auditing many firms in the same industry yields experience that is relevant for the audit of all firms in that industry. For example, specific knowledge on an industry’s accounting policies and business risks results in a increased ability of a specialized auditor to detect errors. 
TABLE 4 provides a summary of the results and the complete results are stated in APPENDIX 3. The model explains (R2 statistic) about 20% of the variations in the level of discretionary accruals.  The results indicate, when analyzing the full sample that the level of auditor industry specialization is associated with lower levels of discretionary accruals. This is consistent with the predictions made in chapter 5.3. These findings confirm that the extent of the auditor’s knowledge is an important factor of the audit quality.
If the testing is done with the sample consisting of only listed firms, the results are similar to the results of the full sample. When the sample consists of only non-listed firms, the association of auditor industry specialization with earnings quality is no longer significant. This is a similar effect as encountered in the results of model 2. Again, this study can only speculate on the cause. What interesting is, is that the effect of both auditor tenure and auditor industry specialization is determined be the auditor’s knowledge. It was argued in the explanation of the findings of model 2, that the audit quality for listed firms was more dependent on the auditor’s knowledge than non-listed firms. If amount of knowledge is a determinant of audit quality, it is only logical that both auditor tenure and auditor industry specialization demonstrate the same effects in the same circumstances. Summarizing, due to the relative extra difficulty to audit a listed firm, the amount of auditor’s knowledge is becomes more important. Therefore, the decreasing effect of auditor industry specialization on earnings quality is the strongest for listed firms.

Model 4: full model
The full model tests the effects of different brand name auditor, auditor tenure and auditor industry specialization in one model. The model was explained in chapter 5.3. This model allows to see what the associations are relative of each other and that the variables are indeed independent of each other. If the significance of one of the variables disappears as one of the others are added to the model, it indicates that the effect of that variable is actually caused by the variable that is added. When this occur, the findings of the first three models would be less valuable.
The results of model 4 are summarized in TABLE 4 under ‘combined hypotheses’. The full results are stated in APPENDIX 3. All the findings of the first three models are still significant in the full model and vice versa. The signs of the betas stay the same as well. As a result we can conclude that the variables are indeed independent of each other and that the conclusions derived from the results of the first three models still holds. 
An underlying assumption of a regression analysis is that no multicollinearity among the variables exists. In this thesis, the presence of multicollinearity is tested by the variance inflation factor (VIF). A rule of thumb in statistics suggests that multicollinearity becomes a problem when the VIF values are higher than 10. As can be seen in the full results in APPENDIX 3, the variables do not show signs of multicollinearity.




TABLE 6 – INTERACTION EFFECTS of model 5 &6
	Interaction effects β 



Variable
	Variable

	
	Auditor Tenure
	Auditor Industry Specialization

	
	Full sample 
	Listed firms Sample
	Non-listed firms Sample
	Full sample 
	Listed firms Sample
	Non-listed firms Sample

	

	Audited by BDO
	Insignificant
	Insignificant
	Insignificant
	Insignificant
	Insignificant
	Insignificant

	
	Audited by Deloitte
	Insignificant
	Insignificant
	Insignificant
	Insignificant
	-,111*
	Insignificant

	
	Audited by Ernst&Young
	Insignificant
	Insignificant
	Insignificant
	Insignificant
	Insignificant
	Insignificant

	
	Audited by KPMG
	Insignificant
	Insignificant
	Insignificant
	Insignificant
	Insignificant
	Insignificant

	
	Audited by PwC
	Insignificant
	Insignificant
	Insignificant
	Insignificant
	Insignificant
	Insignificant


** = Correlation is significant at the 0.05 level ;   * = Correlation is significant at the 0.10 level 





Model 5 & 6: interaction effects
Model 5 and 6 were designed to test the interaction effects of the different brand name auditors with the auditor tenure and the auditor industry specialization. The interaction effects could provide information on whether the association of auditor tenure and industry specialization on earnings quality is for some of the audit firms stronger than others. 
To test whether interaction effects exists, two models were created that included interaction terms as was explained in chapter 5.3. The results of testing these models are summarized in TABLE 6. All interaction terms are found to be insignificant in the full sample, the listed firms sample as well as the non-listed firms sample. An exception is the interaction of auditor specialization with Deloitte for the listed firms sample. The interaction is just under the 10% confidence interval. This could indicate that Deloitte could especially benefit from specialization when auditing listed firms. However, as there is no clear rationale for this effect to occur and the interaction is barely significant no convincing conclusions can be drawn. Summarizing, the independent variables in this study does not interact with each other.

[bookmark: _Toc300232846]6.3 - Conclusion
This chaptered has discussed the results of the regression models that were constructed in chapter 5. The regression models were designed to test three hypotheses, in order to answer this thesis’ research question.
The first hypothesis was stated as follows:
H1: The strength of the association between brand name auditors and the earnings quality of their clients differs per audit firm
The results of the first regression model confirm this hypothesis. It appears that there are indeed differences among brand name firms, as BDO is associated with lower earnings quality. This is consistent with the reviewed theory of chapter 3. Larger brand name auditors are more independent than smaller due to higher litigation and reputational risk. Also the quality of employees might play a part. Interestingly, the results only seems to be true for non-listed firms.
The second hypothesis was:
H2: The length of audit firm tenure is positively associated with the earnings quality of their clients
The results of the second model indicate that the length of audit firm tenure is indeed associated with higher earnings quality. This is conform the findings of prior literature, as discussed in chapter 3. The effect of auditor tenure was determined by the independence and the knowledge of the auditor. The two determinants would have opposing effects on the earnings quality. These findings suggests that the knowledge-factor is stronger and consequently, longer auditor tenure is associated with higher earnings quality. Interestingly, the results only seems to be true for listed firms.
The third hypothesis was stated as follows:
H3: The level of auditor industry specialization increases the earnings quality of their clients
The third model, designed in chapter 5, was constructed to test this hypothesis. The findings of this model suggests that the level of auditor industry specialization is in fact associated with higher earnings quality. The effect of auditor industry on earnings quality was determined in chapter 3 by the extend of knowledge of an industry by the auditor. More industry knowledge would enable the auditor to better do an audit. The findings are conform the results of prior studies and theory. Interestingly, the results only seems to be true for listed firms.



[bookmark: _Toc300232847]CHAPTER 7 - CONCLUSION
The quality of auditing was in certain cases deemed insufficient by regulators and politicians, as was explained in chapter 1. The financial crisis has underlined the importance of auditor’s “societal role in offering an opinion on the truth and fairness of the financial statements of audited entities”, as was stated in the Europeans Commission’s Green Paper on audit policy.
The financial statements provides two  key functions as it decreases the information asymmetry between the management and the firm’s (potential) investors. The decision making function  of financial statements helps to prevent the breakdown of capital markets and the stewardship function enables investors to determine “(…) how effectively and efficiently management has discharged their responsibilities to use the entity’s existing resources”, according the conceptual framework of IFRS. This was explained in chapter 2.
Three solutions to improve the quality of auditing were identified in the first chapter. There were calls for new legislation that would limit the number of years a firm could be audited by the same audit firm. It was argued that longer auditor tenure would make the auditor and its client too familiar with each other, resulting in impaired independence of the auditor. Limiting the audit firm tenure would resolve this issue, but would also lead to a loss of knowledge and experience. What the ultimate effect of this legislation is, was not yet been empirically tested in the Netherlands.
The other two solutions are strategies that audit firms have come up themselves to increase the quality of auditing. In the past two decades, a tendency existed for audit firms to consolidate into large brand name audit firms. Prior literature have found that brand name auditor are associated with higher earnings quality than audit firms without brand name. Brand name auditors impose a higher earnings quality on their clients to protect their brand name and prevent litigation. Furthermore, larger brand name audit firms might be better able to attract more qualified employees. The prior studies that investigated the effect of brand name audit firms have accounted the brand name firms as a homogeneous group and have compared this group with the other audit firms. The Dutch oversight agency of financial markets, the AFM, has found that the quality of the largest four brand name firms, known as the Big4, differs per audit firm. This may indicate that the brand name firms are not a homogenous group. It is interesting to check whether the differences have an effect on the earnings quality of the auditor’s clients, as it could provide indications on the cause of the differences.
In addition to forming brand names to improve audit quality, audit firms have, according to Carcello and Nagy (2004), tend to specialize into industries. This could improve the quality of auditing as “(…) it seems likely that a specialist’s knowledge of the industry and its accounting yield a greater ability to detect and curb earnings management and minimize unintentional errors”, as stated by Balsam et al. (2003). Whether the effect of auditor industry specialization really displays itself in the earnings quality of the auditor’s clients, was not yet been thoroughly tested in the Netherlands.
These gaps in empirical research have provoked to test these three possible improvements to audit quality in the Netherlands. The research question that was constructed for this goal was:
What are the influences of (I) the different brand name auditors, (II) the length of auditor tenure and (III) the level of auditor industry specialization, on the earnings quality of the auditor’s clients in the Netherlands?
In order to answer this research question the following three hypotheses were developed:
· H1: The strength of the association between brand name auditors and the earnings quality of their clients differs per audit firm
· H2: The length of audit firm tenure is positively associated with the earnings quality of their clients
· H3: The level of auditor industry specialization increases the earnings quality of their clients
These hypotheses were tested with the cross-sectional modified Jones (1991) model to determine the absolute discretionary accruals which was used as proxy for earnings quality. The audit firm tenure was measured in years and the level of industry specialization as the relative size of an industry in the portfolio of auditor’s clients. The sample included 162 firms over 8 years which results in 1120 firm-years observations for this research. 123 of the 162 firms are traded on a stock exchange, the other 39 are privately owned. This study has contributed to the existing literature to also include privately owned firms.
The results of this study indicate that differences in associations between brand name audit firms and earnings quality exists. The smallest brand name audit firm of the sample, BDO was associated with lower earnings quality. Khurana and Raman (2004) state that “The ability to detect material error in the financial statements is a function of auditor competence, while the propensity to correct/reveal the material error is a function of auditor independence from the client.” The independence of an audit firm is in its turn determined by the risk of reputational damage and litigation. An explanation could be that BDO, due its smaller size, it has a lower incentive to correct misstatements in order to retain clients. Also, the impact of reputational damage might be lower as BDO as the brand name is lesser known than the big4 brand names. Furthermore, smaller size is also likely to influence the ability to attract highly educated employees and the quality of training. Interestingly, the associations of the brand name audit firms on earnings quality are only significant for non-listed firms. This suggests that the litigation risk and the reputational risk are so high for listed firms that it is very likely that audit firms impose a much higher audit quality for such firms. This would explain the insignificant associations for the listed firms sample.
The results of the second hypothesis indicate that the length of the auditor tenure has a significant association with higher earnings quality. The effect of the auditor tenure was determined by two opposed effects. With longer tenure the independence would decrease and knowledge of the client would increase. The findings implicate that the knowledge effect of auditor tenure on earnings quality is stronger than the independence effect. Limiting the audit firm tenure in order to increase the earnings quality may have the contrary effect, according to these results. However, the findings are only significant for listed firms. An explanation might be that auditing a stock exchange traded firm is more difficult than an non-listed firm. As a result, the experience and knowledge of the auditor plays a greater role. Longer auditor tenure would contribute to increased knowledge. This would explain why the auditor tenure is only significant for listed firms.
The third hypothesis findings indicate that the level of auditor industry specialization is associated with higher earnings quality. The effect of auditor industry specialization on earnings quality was determined by the auditor’s knowledge of that industry. Increased knowledge could enhance the capabilities of the auditor to detect misstatements. However, the findings are again only significant for listed firms, just like the effect of auditor tenure. Both auditor tenure and industry specialization is argued to be determined by the extent of auditor’s knowledge. As listed firms are likely to more difficult to audit, the auditor’s knowledge is especially important. This would explain why the auditor industry specialization is only significant for listed firms.
Implications
The results implicate that the proposed legislation to limit the audit firm tenure to improve the quality of auditing is likely to have the opposite effect, especially for privately owned firms. The findings of this study also implicates that brand name auditors are not a homogenous group as suggested by prior literature. Differences exists in association of brand name firms with the earnings quality of their clients. It seems that the Big4 audit firms imposing a higher quality of auditing than other smaller brand name audit firms. This indicates that the size of a brand name firm is related to the quality of auditing. Industry specialization of audit firms is expected to improve the quality of auditing. This is particularly true for auditing listed firms.
Limitations
The findings are limitations by several factors. The first is the difficulty of measuring earnings quality, as the quality is not directly observable. Therefore, the extend of earnings management was chosen as proxy for earnings quality. It can be questioned whether earnings quality is determined by the extend of earnings management alone, although the results are consistent of studies with other proxies of earnings quality. 
Further, there is the question of effective the cross-sectional modified Jones model is at capturing earnings management. It requires the allocation of firms into industry categories, which can be arbitrary. The same allocation issue arises when calculating the share of an industry in an auditor’s portfolio of clients. The estimation of industry coefficients for calculating the discretionary accruals requires that all categories contain several firms. As a result, the number of categories is limited which reduces the preciseness of the allocation. The power of the models are about 20%, which indicates that the models explains only 20% of the variations in the discretionary accruals. The other 80% is caused by other factors, not included in the models.
For determining the differences in association of several brand name audit firms with earnings quality, only five brand name audit firms were considered due to lack of data for the others. This limits the findings of the first hypothesis.
The data for calculating the auditor tenure was only available from 1998, resulting in that the effects of auditor tenure longer than 13 years were not accounted for. This does not significantly limits our findings of the third hypothesis as little firms in our sample reached the maximum auditor tenure during the investigated time period.
All of these limitations results in that the findings only give indications of the effect of the investigated factors.  Also, the results may not be the same for other countries than the Netherlands.
Future research
The findings of thesis give rise to further research is several directions. It would be interesting to test the effects of auditor tenure and auditor industry specialization on earnings quality are insignificant for privately owned firms in other countries as well. This would provide additional insights whether the effects of these factors only play a part for listed firms.
In addition, testing the extend of homogeneity of brand name audit firms with a larger sample of brand name firms and also in other countries might provide additional insights in whether the size of brand name firms is related to the audit quality.
Furthermore, it would be interesting to examine whether very long auditor tenure does indeed have little influence on the earnings quality of the auditor’s clients. 
Finally, using different proxies of earnings quality for all of these tests could help to confirm that the used proxy of discretionary accruals is effective at capturing the quality of earnings. 
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	Firm name
	ICB Code
	Firm name
	ICB Code

	Royal Dutch Shell                                              
Core Laboratories                                              
Bateman Litwin NV                                              
SBM Offshore NV                                                
Fugro NV                                                       
	0001
	 NXP B.V.                                                                                                                                                                                                  Hydratec Industries NV                                         
Eads NV                                                        
Hitt NM NV                                                     
Nederlands Apparanfabriek NV                                   
Dockwise Limited                                               
HES-Beheer NV                                                  
Smit International                                             
TNT NV                                                         
Gemalto                                                        
Envipco Holding Certificates                                   
Corporate Express NV (FKA: Buhrmann NV)                        
Hagemeyer NV                                                   
Koninklijke Econosto NV                                        
Royalreesink                                                   
Eriks NV                                                       
NAVIGATOR EQUITY SOLUTIONS N.V.                             
	2000

	Crown Van Gelder NV                                            
Akzo Nobel NV                                                  
Koninklijke DSM                                                
Holland Colours NV                                             
Vimetco NV USD GDR 144A                                        
	1000
	
	

	Bateman Engineering NV                                         
Fairstar Heavy Transport NV                                    
NV NEDERLANDSE GASUNIE                                         
Koninklijke BAM Groep NV                                       
Heijmans NV                                                    
Ballast Nedam NV                                               
Grontmij NV                                                    
Royal Boskalis Westminster NV                                  
Chicago Bridge & Iron NV                                       
Roto Smeets Group NV                                           
Punch Graphix NV                                               
Koninklijke Ten Cate NV                                        
Gamma Holding NV   
Wavin NV                                                       
Innoconcepts NM NV                                             
Ifco Systems                                                   
Polymer Logistics NV                                           
Gouda Vuurvast Holding NV                                  
	2000
	
	

	
	
	 CAMPINA MELKUNIE B.V.                                          
AVEBE B.A.                                                     
Nutreco NV                                                     
Alanheri NV                                                    
CSM NV                                                         
Astarta Holding NV                                             
Unilever NV                                                    
KONINKLIJKE GROLSCH N.V.                                       
Efes Breweries International                                   
Heineken NV                                                    
Samas NV                                                       
Hunter Douglas NV                                              
Koninklijke Porceleyne Fles NV                                 
Koninklijke Philips Electronics Na                             
Spyker Cars NV                                                 
Accell Group NV                                                
Head NV                                                        
Koninklijke Wessanen NV                                        
Amsterdam Commodities NV                                       
Docdata NV     
Zentiva BV                                                     
Eurand NV                                                      
Pharming Group NV                                              
Fornix Biosciences NV                                          
Qiagen NV                                                      
A & D Pharma Holdings NV                                       
Cryo Save Group NV                                             
Crucell NV                                                     
AMT Holding                                                    
Octoplus                                                    
 
	3000

	Stork N.V.                                                     
The Member Company                                             
Aercap Holdings NV                                             
Vedior NV                                                      
DPA Group NV                                                   
Brunel International NV                                        
Randstad Holding NV                                            
USG People NV                                                  
Imtech NV                                                      
Arcadis NV                                                     
Koninklijke Vopak NV                                           
DNC De Nederlands Company NV  
Draka Holding NV               
TKH Group NV                                                   
KONINKLIJKE NEDSCHROEF HOLDING NV                              
Aalberts Industries NV                                         
CNH Global                                                     
AMG Advanced Metallurgical Group                               
Kendrion NV       
Neways Electric International                                                 
 
	2000
	
	

	Firm name
	ICB Code
	Firm name
	ICB Code

	ROYAL COSUN NV                                                 
Koninklijke Wegener NV                                         
Telegraaf Media Groep                                                                               
Wolters Kluwer NV                                              
Koninklijke Brill NV                                           
Reed Elsevier NV                                               
Jetix Europe N.V.                                              
ENDEMOL N.V.                                                   
SHV Holdings N.V. (AKA: Steenkolen Handels-Vereeniging)        
Mediq NV                                                       
C1000 BV                                                       
Sligro Food Group NV                                           
Super De Boer                                                  
Koninklijke Ahold NV                                           
Stern Groep NV                                                 
Beter Bed Holding NV                                           
Macintosh Retail Group NV                                      
AmRest Holdings SE                                             
AD Pepper Media International NV                               
Cinema City International SA                                   
AFC Ajax NV                                                    
	5000
	Oranjewoud NV                                                  
ASM International NV                                           
Asml Holding NV                                                
BE Semiconductor Industries                                    
NXP Semiconductors NV                                          
Smartrac NV                                                    
Tom Tom                                                        
Oce NV                                                         
Tele2 Netherlands Holding N.V. (FKA: Versatel Telecom)         
Koninklijke KPN NV                                             
Unit 4 NV                                                      
Exact Holding NV                                               
Nedsense Enterprises NV                                        
Qurius NV                                                      
GETRONICS NV                                                   
Simac Techniek NV                                              
Ordina NV                                                      
ICT Automatisering NV                                          
Brainpower NV                                                  
Jubii Europe NV                                                
Teleplan International NV                                      
SEAGULL HOLDING NV                                             
It Competence Group NV                                         
Tie Holding NV                                                 
UPC HOLDING BV                                                 
	9000

	Newfound NV                                                    
Euronext NV                                                    
Spazio Investment NV                                           
Vastned Retail NV                                              
N.V. EMBA                                                      
Rodamco Europe                                                 
Plaza Centers NV                                               
DIM Vastgoed N.V.                                              
Groothandelsgebouwen                                           
Bever Holding NV                                               
Engel East Europe NV                                           
COLUMBIA SECURITIES NV                                         
Rolinco NV                                                     
EUROPEAN ASSETS TRUST NV                                       
HAL Trust NV                                                   
MEI Real Estate NV                                             
Vastned Offices Industrial                                     
Wereldhave NV                                                  
Corio NV                                                       
Eurocommercial NV                                              
Nieuwe Steen Investment                                        
	8000
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H1: Differences exists in earnings quality between firms audited by the largest auditors 

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	DA
	,1763
	,11473
	1037

	AuditorDeloitte
	,16
	,370
	1037

	AuditorEY
	,23
	,424
	1037

	AuditorKPMG
	,28
	,451
	1037

	AuditorPwC
	,21
	,408
	1037

	year2004
	,13
	,336
	1037

	year2005
	,13
	,341
	1037

	year2006
	,14
	,345
	1037

	year2007
	,14
	,343
	1037

	year2008
	,13
	,331
	1037

	year2009
	,12
	,325
	1037

	year2010
	,10
	,299
	1037

	Ind1000
	,04
	,188
	1037

	Ind2000
	,35
	,477
	1037

	Ind3000
	,14
	,345
	1037

	Ind4000
	,05
	,210
	1037

	Ind5000
	,11
	,318
	1037

	Ind8000
	,12
	,329
	1037

	Ind9000
	,16
	,363
	1037

	LogTA
	6,1610
	2,07558
	1037

	GrowthS
	,1288
	,80690
	1037

	GrowthP
	-,1883
	18,05431
	1037

	ROA
	4,3155
	17,15826
	1037

	DebtAssetR
	24,8002
	19,15895
	1037

	Listed
	,86
	,349
	1037



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	 
	1
	,432a
	,187
	,168
	,10466

	a. Predictors: (Constant), Listed, Ind8000, year2007, GrowthP, GrowthS, AuditorEY, Ind4000, DebtAssetR, Ind1000, year2008, Ind3000, year2010, ROA, AuditorDeloitte, year2005, Ind5000, LogTA, year2004, Ind9000, AuditorPwC, year2009, year2006, AuditorKPMG, Ind2000




	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,270
	,026
	
	10,468
	,000
	
	

	
	AuditorDeloitte
	-,028
	,013
	-,092
	-2,166
	,031
	,445
	2,245

	
	AuditorEY
	-,022
	,012
	-,082
	-1,794
	,073
	,384
	2,601

	
	AuditorKPMG
	-,023
	,012
	-,091
	-1,897
	,058
	,349
	2,868

	
	AuditorPwC
	-,027
	,013
	-,097
	-2,084
	,037
	,374
	2,671

	
	year2004
	,001
	,013
	,002
	,060
	,952
	,545
	1,834

	
	year2005
	,010
	,013
	,030
	,779
	,436
	,537
	1,864

	
	year2006
	,055
	,013
	,164
	4,190
	,000
	,523
	1,913

	
	year2007
	,057
	,013
	,172
	4,399
	,000
	,528
	1,894

	
	year2008
	,056
	,013
	,162
	4,228
	,000
	,550
	1,819

	
	year2009
	-,003
	,013
	-,009
	-,224
	,823
	,554
	1,805

	
	year2010
	-,006
	,014
	-,016
	-,424
	,672
	,588
	1,700

	
	Ind1000
	-,014
	,025
	-,023
	-,572
	,568
	,497
	2,013

	
	Ind2000
	-,027
	,018
	-,113
	-1,478
	,140
	,138
	7,246

	
	Ind3000
	-,046
	,020
	-,139
	-2,367
	,018
	,232
	4,304

	
	Ind4000
	-,011
	,024
	-,020
	-,462
	,645
	,418
	2,394

	
	Ind5000
	-,018
	,020
	-,050
	-,889
	,374
	,255
	3,919

	
	Ind8000
	-,073
	,020
	-,209
	-3,659
	,000
	,245
	4,079

	
	Ind9000
	,007
	,020
	,024
	,380
	,704
	,207
	4,834

	
	LogTA
	-,012
	,002
	-,222
	-6,841
	,000
	,764
	1,309

	
	GrowthS
	,014
	,004
	,098
	3,366
	,001
	,944
	1,059

	
	GrowthP
	8,592E-5
	,000
	,014
	,471
	,638
	,973
	1,028

	
	ROA
	,001
	,000
	,127
	4,159
	,000
	,861
	1,161

	
	DebtAssetR
	,000
	,000
	,040
	1,336
	,182
	,903
	1,107

	
	Listed
	-,004
	,010
	-,013
	-,438
	,661
	,940
	1,064

	a. Dependent Variable: DA   





H1, only listed firms

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	,1755
	,11440
	890

	AuditorDeloitte
	,15
	,361
	890

	AuditorEY
	,25
	,432
	890

	AuditorKPMG
	,29
	,456
	890

	AuditorPwC
	,20
	,398
	890

	year2004
	,12
	,327
	890

	year2005
	,13
	,332
	890

	year2006
	,13
	,336
	890

	year2007
	,13
	,341
	890

	year2008
	,13
	,337
	890

	year2009
	,13
	,338
	890

	year2010
	,11
	,317
	890

	Ind1000
	,04
	,202
	890

	Ind2000
	,34
	,474
	890

	Ind3000
	,13
	,341
	890

	Ind4000
	,04
	,207
	890

	Ind5000
	,11
	,317
	890

	Ind8000
	,12
	,329
	890

	Ind9000
	,17
	,373
	890

	LogTA
	6,1886
	2,11085
	890

	GrowthS
	,1225
	,84368
	890

	GrowthP
	,0227
	18,56628
	890

	ROA
	4,4709
	14,78223
	890

	DebtAssetR
	24,7489
	18,12666
	890

	a. Selecting only cases for which Listed =  1


	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  1 (Selected)
	
	
	

	 
	1
	,412a
	,170
	,148
	,10560

	a. Predictors: (Constant), DebtAssetR, year2010, GrowthP, GrowthS, Ind1000, Ind4000, AuditorKPMG, year2005, Ind5000, Ind3000, year2004, AuditorDeloitte, Ind8000, LogTA, year2008, year2007, ROA, Ind9000, year2009, AuditorPwC, year2006, AuditorEY, Ind2000



	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,262
	,027
	
	9,588
	,000
	
	

	
	AuditorDeloitte
	-,008
	,015
	-,026
	-,564
	,573
	,455
	2,199

	
	AuditorEY
	-,009
	,013
	-,033
	-,641
	,522
	,370
	2,700

	
	AuditorKPMG
	-,009
	,013
	-,037
	-,711
	,477
	,346
	2,889

	
	AuditorPwC
	-,012
	,014
	-,042
	-,831
	,406
	,384
	2,601

	
	year2004
	,001
	,015
	,003
	,067
	,947
	,546
	1,830

	
	year2005
	,016
	,015
	,047
	1,107
	,268
	,537
	1,861

	
	year2006
	,056
	,015
	,165
	3,876
	,000
	,526
	1,901

	
	year2007
	,062
	,014
	,185
	4,303
	,000
	,520
	1,923

	
	year2008
	,056
	,014
	,165
	3,892
	,000
	,534
	1,874

	
	year2009
	-,009
	,014
	-,027
	-,628
	,530
	,530
	1,888

	
	year2010
	-,007
	,015
	-,019
	-,465
	,642
	,558
	1,794

	
	Ind1000
	-,028
	,026
	-,049
	-1,065
	,287
	,457
	2,190

	
	Ind2000
	-,038
	,020
	-,158
	-1,899
	,058
	,138
	7,265

	
	Ind3000
	-,061
	,022
	-,182
	-2,846
	,005
	,233
	4,289

	
	Ind4000
	-,027
	,027
	-,049
	-1,017
	,309
	,410
	2,440

	
	Ind5000
	-,033
	,022
	-,091
	-1,468
	,142
	,250
	3,994

	
	Ind8000
	-,079
	,022
	-,229
	-3,625
	,000
	,241
	4,152

	
	Ind9000
	-,007
	,022
	-,024
	-,338
	,735
	,194
	5,163

	
	LogTA
	-,011
	,002
	-,209
	-5,829
	,000
	,745
	1,343

	
	GrowthS
	,014
	,004
	,102
	3,222
	,001
	,947
	1,056

	
	GrowthP
	7,407E-5
	,000
	,012
	,383
	,702
	,973
	1,028

	
	ROA
	,000
	,000
	,034
	,980
	,327
	,811
	1,233

	
	DebtAssetR
	,000
	,000
	,028
	,831
	,406
	,872
	1,147

	a. Dependent Variable: DA                

	b. Selecting only cases for which Listed =  1








H1, only privately owned firms

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	,1815
	,11696
	147

	AuditorDeloitte
	,22
	,419
	147

	AuditorEY
	,15
	,358
	147

	AuditorKPMG
	,22
	,414
	147

	AuditorPwC
	,29
	,456
	147

	year2004
	,18
	,383
	147

	year2005
	,18
	,389
	147

	year2006
	,19
	,394
	147

	year2007
	,15
	,358
	147

	year2008
	,10
	,295
	147

	year2009
	,05
	,214
	147

	year2010
	,01
	,116
	147

	Ind1000
	,00
	,000
	147

	Ind2000
	,41
	,494
	147

	Ind3000
	,16
	,371
	147

	Ind4000
	,05
	,228
	147

	Ind5000
	,12
	,321
	147

	Ind8000
	,12
	,329
	147

	Ind9000
	,10
	,295
	147

	LogTA
	5,9935
	1,84546
	147

	GrowthS
	,1670
	,53310
	147

	GrowthP
	-1,4659
	14,56419
	147

	ROA
	3,3746
	27,52255
	147

	DebtAssetR
	25,1104
	24,57298
	147

	a. Selecting only cases for which Listed =  0


	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  0 (Selected)
	
	
	

	 
	1
	,727a
	,528
	,444
	,08718

	a. Predictors: (Constant), DebtAssetR, Ind3000, year2006, year2010, ROA, year2008, Ind8000, GrowthP, year2007, AuditorEY, Ind5000, year2009, Ind4000, LogTA, year2004, GrowthS, AuditorDeloitte, Ind9000, year2005, AuditorKPMG, AuditorPwC, Ind2000




	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,285
	,059
	
	4,821
	,000
	
	

	
	AuditorDeloitte
	-,133
	,032
	-,475
	-4,108
	,000
	,285
	3,508

	
	AuditorEY
	-,124
	,035
	-,379
	-3,586
	,000
	,341
	2,934

	
	AuditorKPMG
	-,149
	,033
	-,529
	-4,520
	,000
	,278
	3,602

	
	AuditorPwC
	-,148
	,031
	-,577
	-4,812
	,000
	,264
	3,782

	
	year2004
	,012
	,026
	,039
	,456
	,649
	,530
	1,887

	
	year2005
	-,008
	,026
	-,027
	-,316
	,752
	,515
	1,940

	
	year2006
	,040
	,027
	,134
	1,495
	,138
	,475
	2,107

	
	year2007
	,036
	,028
	,110
	1,302
	,195
	,529
	1,891

	
	year2008
	,045
	,032
	,112
	1,416
	,159
	,604
	1,656

	
	year2009
	,038
	,041
	,069
	,917
	,361
	,673
	1,486

	
	year2010
	,008
	,071
	,008
	,115
	,908
	,757
	1,322

	
	Ind2000
	,047
	,045
	,198
	1,042
	,299
	,105
	9,483

	
	Ind3000
	,064
	,052
	,202
	1,239
	,218
	,143
	7,013

	
	Ind4000
	,018
	,051
	,035
	,352
	,725
	,383
	2,614

	
	Ind5000
	,082
	,054
	,226
	1,521
	,131
	,172
	5,812

	
	Ind8000
	-,051
	,051
	-,143
	-1,001
	,319
	,186
	5,373

	
	Ind9000
	,135
	,057
	,341
	2,390
	,018
	,188
	5,333

	
	LogTA
	-,010
	,005
	-,158
	-2,014
	,046
	,618
	1,617

	
	GrowthS
	,045
	,016
	,203
	2,749
	,007
	,698
	1,433

	
	GrowthP
	,000
	,001
	-,018
	-,274
	,785
	,906
	1,104

	
	ROA
	,002
	,000
	,466
	6,470
	,000
	,734
	1,363

	
	DebtAssetR
	-3,235E-5
	,000
	-,007
	-,089
	,930
	,646
	1,548

	a. Dependent Variable: DA                                 

	b. Selecting only cases for which Listed =  0





H2: Auditor tenure influences the earnings quality of a client firm, full sample


	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	DA
	,1750
	,11428
	993

	year2004
	,12
	,331
	993

	year2005
	,13
	,335
	993

	year2006
	,14
	,347
	993

	year2007
	,14
	,346
	993

	year2008
	,13
	,335
	993

	year2009
	,12
	,327
	993

	year2010
	,10
	,297
	993

	Ind1000
	,04
	,189
	993

	Ind2000
	,35
	,477
	993

	Ind3000
	,14
	,346
	993

	Ind4000
	,04
	,206
	993

	Ind5000
	,12
	,323
	993

	Ind8000
	,12
	,326
	993

	Ind9000
	,16
	,364
	993

	LogTA
	6,2268
	2,06361
	993

	GrowthS
	,1141
	,79202
	993

	GrowthP
	-,1869
	18,40009
	993

	ROA
	4,4574
	16,50699
	993

	DebtAssetR
	24,5084
	18,76004
	993

	AuditorTenureF
	6,77
	3,379
	993

	Listed
	,86
	,343
	993



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	 
	1
	,432a
	,187
	,169
	,10415

	a. Predictors: (Constant), Listed, Ind8000, year2007, GrowthP, GrowthS, LogTA, Ind1000, year2008, Ind5000, Ind4000, DebtAssetR, year2005, Ind3000, year2010, ROA, year2004, Ind9000, AuditorTenureF, year2006, year2009, Ind2000



	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,254
	,026
	
	9,975
	,000
	
	

	
	year2004
	,006
	,013
	,017
	,434
	,665
	,551
	1,816

	
	year2005
	,019
	,013
	,056
	1,419
	,156
	,538
	1,859

	
	year2006
	,059
	,013
	,178
	4,402
	,000
	,512
	1,953

	
	year2007
	,069
	,013
	,208
	5,126
	,000
	,509
	1,963

	
	year2008
	,068
	,014
	,200
	4,976
	,000
	,516
	1,938

	
	year2009
	,010
	,014
	,028
	,686
	,493
	,506
	1,975

	
	year2010
	,010
	,015
	,025
	,625
	,532
	,526
	1,903

	
	Ind1000
	-,015
	,025
	-,025
	-,617
	,538
	,495
	2,019

	
	Ind2000
	-,029
	,019
	-,123
	-1,570
	,117
	,137
	7,313

	
	Ind3000
	-,050
	,020
	-,152
	-2,515
	,012
	,229
	4,376

	
	Ind4000
	-,022
	,025
	-,040
	-,910
	,363
	,427
	2,344

	
	Ind5000
	-,018
	,020
	-,051
	-,886
	,376
	,251
	3,980

	
	Ind8000
	-,076
	,020
	-,218
	-3,784
	,000
	,252
	3,974

	
	Ind9000
	,006
	,020
	,019
	,291
	,771
	,205
	4,883

	
	LogTA
	-,012
	,002
	-,222
	-6,974
	,000
	,824
	1,214

	
	GrowthS
	,013
	,004
	,087
	2,922
	,004
	,949
	1,053

	
	GrowthP
	7,949E-5
	,000
	,013
	,437
	,662
	,978
	1,023

	
	ROA
	,001
	,000
	,129
	4,135
	,000
	,861
	1,161

	
	DebtAssetR
	,000
	,000
	,040
	1,301
	,193
	,905
	1,105

	
	AuditorTenureF
	-,003
	,001
	-,080
	-2,363
	,018
	,737
	1,358

	
	Listed
	,002
	,010
	,006
	,193
	,847
	,942
	1,061

	a. Dependent Variable: DA                        





H2, listed firms only

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	,1746
	,11458
	858

	year2004
	,12
	,322
	858

	year2005
	,12
	,327
	858

	year2006
	,13
	,337
	858

	year2007
	,14
	,343
	858

	year2008
	,13
	,341
	858

	year2009
	,13
	,341
	858

	year2010
	,11
	,315
	858

	Ind1000
	,04
	,203
	858

	Ind2000
	,34
	,473
	858

	Ind3000
	,14
	,343
	858

	Ind4000
	,04
	,203
	858

	Ind5000
	,12
	,321
	858

	Ind8000
	,12
	,325
	858

	Ind9000
	,17
	,372
	858

	LogTA
	6,2438
	2,09630
	858

	GrowthS
	,1098
	,83639
	858

	GrowthP
	,0394
	18,85457
	858

	ROA
	4,5439
	13,82182
	858

	DebtAssetR
	24,2748
	17,56352
	858

	AuditorTenureF
	7,00
	3,381
	858

	a. Selecting only cases for which Listed =  1



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  1 (Selected)
	
	
	

	 
	1
	,418a
	,175
	,155
	,10530

	a. Predictors: (Constant), AuditorTenureF, year2007, Ind9000, GrowthP, Ind4000, DebtAssetR, GrowthS, Ind1000, year2005, Ind8000, year2008, Ind5000, year2006, LogTA, Ind3000, ROA, year2004, year2010, year2009, Ind2000





	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,259
	,026
	
	9,861
	,000
	
	

	
	year2004
	,007
	,015
	,021
	,497
	,619
	,549
	1,821

	
	year2005
	,023
	,015
	,067
	1,560
	,119
	,536
	1,865

	
	year2006
	,062
	,015
	,183
	4,184
	,000
	,513
	1,949

	
	year2007
	,073
	,015
	,220
	4,963
	,000
	,501
	1,997

	
	year2008
	,069
	,015
	,206
	4,647
	,000
	,499
	2,003

	
	year2009
	,006
	,015
	,019
	,415
	,678
	,483
	2,068

	
	year2010
	,010
	,016
	,028
	,639
	,523
	,496
	2,016

	
	Ind1000
	-,022
	,026
	-,038
	-,842
	,400
	,474
	2,110

	
	Ind2000
	-,035
	,020
	-,143
	-1,728
	,084
	,144
	6,928

	
	Ind3000
	-,058
	,021
	-,175
	-2,732
	,006
	,241
	4,152

	
	Ind4000
	-,033
	,027
	-,058
	-1,223
	,222
	,434
	2,305

	
	Ind5000
	-,027
	,022
	-,074
	-1,211
	,226
	,262
	3,821

	
	Ind8000
	-,081
	,022
	-,229
	-3,729
	,000
	,262
	3,813

	
	Ind9000
	-,004
	,021
	-,012
	-,177
	,859
	,205
	4,880

	
	LogTA
	-,011
	,002
	-,195
	-5,590
	,000
	,812
	1,231

	
	GrowthS
	,013
	,004
	,098
	3,056
	,002
	,950
	1,053

	
	GrowthP
	6,437E-5
	,000
	,011
	,334
	,739
	,977
	1,023

	
	ROA
	,000
	,000
	,024
	,683
	,495
	,807
	1,239

	
	DebtAssetR
	,000
	,000
	,022
	,645
	,519
	,880
	1,136

	
	AuditorTenureF
	-,003
	,001
	-,091
	-2,527
	,012
	,757
	1,322

	a. Dependent Variable: DA                                             

	b. Selecting only cases for which Listed =  1






H2, only privately owned firms

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	,1775
	,11276
	135

	year2004
	,17
	,377
	135

	year2005
	,18
	,384
	135

	year2006
	,20
	,401
	135

	year2007
	,16
	,364
	135

	year2008
	,10
	,296
	135

	year2009
	,04
	,207
	135

	year2010
	,01
	,086
	135

	Ind1000
	,00
	,000
	135

	Ind2000
	,41
	,495
	135

	Ind3000
	,16
	,364
	135

	Ind4000
	,05
	,223
	135

	Ind5000
	,13
	,333
	135

	Ind8000
	,13
	,333
	135

	Ind9000
	,10
	,306
	135

	LogTA
	6,1188
	1,84579
	135

	GrowthS
	,1414
	,41115
	135

	GrowthP
	-1,6253
	15,17861
	135

	ROA
	3,9080
	28,19578
	135

	DebtAssetR
	25,9932
	25,09891
	135

	AuditorTenureF
	5,30
	2,988
	135

	a. Selecting only cases for which Listed =  0



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  0 (Selected)
	
	
	

	 
	1
	,644a
	,415
	,318
	,09311

	a. Predictors: (Constant), AuditorTenureF, Ind5000, year2005, Ind4000, GrowthP, Ind8000, year2008, DebtAssetR, year2010, year2009, year2004, Ind3000, year2007, Ind9000, GrowthS, ROA, LogTA, year2006, Ind2000





	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,220
	,068
	
	3,240
	,002
	
	

	
	year2004
	,008
	,029
	,027
	,274
	,785
	,541
	1,849

	
	year2005
	,011
	,029
	,039
	,394
	,694
	,526
	1,900

	
	year2006
	,053
	,029
	,188
	1,793
	,076
	,462
	2,164

	
	year2007
	,062
	,031
	,199
	1,973
	,051
	,503
	1,989

	
	year2008
	,060
	,036
	,157
	1,680
	,096
	,581
	1,720

	
	year2009
	,059
	,048
	,109
	1,236
	,219
	,653
	1,532

	
	year2010
	,101
	,100
	,077
	1,005
	,317
	,866
	1,154

	
	Ind2000
	,013
	,060
	,055
	,210
	,834
	,074
	13,530

	
	Ind3000
	,012
	,063
	,038
	,189
	,850
	,124
	8,097

	
	Ind4000
	-,005
	,066
	-,009
	-,069
	,945
	,296
	3,379

	
	Ind5000
	,049
	,064
	,144
	,765
	,446
	,144
	6,927

	
	Ind8000
	-,027
	,063
	-,080
	-,435
	,664
	,149
	6,720

	
	Ind9000
	,107
	,068
	,291
	1,577
	,117
	,149
	6,692

	
	LogTA
	-,018
	,005
	-,294
	-3,344
	,001
	,659
	1,518

	
	GrowthS
	,032
	,025
	,116
	1,273
	,206
	,608
	1,644

	
	GrowthP
	-1,960E-5
	,001
	-,003
	-,035
	,972
	,903
	1,107

	
	ROA
	,002
	,000
	,396
	4,632
	,000
	,695
	1,438

	
	DebtAssetR
	-2,029E-5
	,000
	-,005
	-,052
	,958
	,680
	1,470

	
	AuditorTenureF
	,001
	,003
	,018
	,200
	,841
	,641
	1,560

	a. Dependent Variable: DA                                             

	b. Selecting only cases for which Listed =  0











H2, interaction of auditor tenure and listed firms

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	DA
	,1750
	,11428
	993

	year2004
	,12
	,331
	993

	year2005
	,13
	,335
	993

	year2006
	,14
	,347
	993

	year2007
	,14
	,346
	993

	year2008
	,13
	,335
	993

	year2009
	,12
	,327
	993

	year2010
	,10
	,297
	993

	Ind1000
	,04
	,189
	993

	Ind2000
	,35
	,477
	993

	Ind3000
	,14
	,346
	993

	Ind4000
	,04
	,206
	993

	Ind5000
	,12
	,323
	993

	Ind8000
	,12
	,326
	993

	Ind9000
	,16
	,364
	993

	LogTA
	6,2268
	2,06361
	993

	GrowthS
	,1141
	,79202
	993

	GrowthP
	-,1869
	18,40009
	993

	ROA
	4,4574
	16,50699
	993

	DebtAssetR
	24,5084
	18,76004
	993

	AuditorTenureF
	6,77
	3,379
	993

	Listed
	,86
	,343
	993

	TenureXlisted
	6,0463
	3,95411
	993



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	 
	1
	,435a
	,189
	,171
	,10405

	a. Predictors: (Constant), TenureXlisted, GrowthP, year2007, Ind8000, Ind4000, GrowthS, DebtAssetR, Ind1000, year2008, Ind5000, year2005, Ind3000, ROA, LogTA, year2004, year2010, Ind9000, year2006, Listed, year2009, Ind2000, AuditorTenureF







	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,232
	,029
	
	8,032
	,000
	
	

	
	year2004
	,006
	,013
	,017
	,430
	,667
	,551
	1,816

	
	year2005
	,019
	,013
	,055
	1,401
	,161
	,538
	1,859

	
	year2006
	,058
	,013
	,178
	4,397
	,000
	,512
	1,953

	
	year2007
	,068
	,013
	,207
	5,107
	,000
	,509
	1,963

	
	year2008
	,068
	,014
	,200
	4,976
	,000
	,516
	1,938

	
	year2009
	,010
	,014
	,029
	,720
	,472
	,506
	1,976

	
	year2010
	,011
	,015
	,028
	,706
	,480
	,524
	1,907

	
	Ind1000
	-,016
	,025
	-,027
	-,653
	,514
	,495
	2,020

	
	Ind2000
	-,032
	,019
	-,132
	-1,680
	,093
	,136
	7,345

	
	Ind3000
	-,053
	,020
	-,161
	-2,649
	,008
	,227
	4,407

	
	Ind4000
	-,025
	,025
	-,045
	-1,014
	,311
	,425
	2,353

	
	Ind5000
	-,019
	,020
	-,054
	-,940
	,347
	,251
	3,983

	
	Ind8000
	-,078
	,020
	-,223
	-3,864
	,000
	,251
	3,983

	
	Ind9000
	,004
	,020
	,014
	,215
	,830
	,204
	4,893

	
	LogTA
	-,012
	,002
	-,223
	-6,996
	,000
	,824
	1,214

	
	GrowthS
	,013
	,004
	,087
	2,942
	,003
	,949
	1,053

	
	GrowthP
	7,392E-5
	,000
	,012
	,407
	,684
	,977
	1,023

	
	ROA
	,001
	,000
	,120
	3,792
	,000
	,836
	1,196

	
	DebtAssetR
	,000
	,000
	,035
	1,137
	,256
	,897
	1,115

	
	AuditorTenureF
	,002
	,003
	,065
	,704
	,481
	,098
	10,206

	
	Listed
	,032
	,020
	,096
	1,564
	,118
	,224
	4,473

	
	TenureXlisted
	-,006
	,003
	-,191
	-1,683
	,093
	,065
	15,359

	a. Dependent Variable: DA                                      











H2, Interaction auditor tenure with the different auditors, full sample


	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	DA
	.1750
	.11428
	993

	year2004
	.12
	.331
	993

	year2005
	.13
	.335
	993

	year2006
	.14
	.347
	993

	year2007
	.14
	.346
	993

	year2008
	.13
	.335
	993

	year2009
	.12
	.327
	993

	year2010
	.10
	.297
	993

	Ind1000
	.04
	.189
	993

	Ind2000
	.35
	.477
	993

	Ind3000
	.14
	.346
	993

	Ind4000
	.04
	.206
	993

	Ind5000
	.12
	.323
	993

	Ind8000
	.12
	.326
	993

	Ind9000
	.16
	.364
	993

	LogTA
	6.2268
	2.06361
	993

	GrowthS
	.1141
	.79202
	993

	GrowthP
	-.1869
	18.40009
	993

	ROA
	4.4574
	16.50699
	993

	DebtAssetR
	24.5084
	18.76004
	993

	Listed
	.86
	.343
	993

	AuditorBDO
	.07
	.247
	993

	AuditorDeloitte
	.17
	.372
	993

	AuditorEY
	.24
	.429
	993

	AuditorKPMG
	.29
	.454
	993

	AuditorPwC
	.21
	.410
	993

	AuditorTenureF
	6.77
	3.379
	993

	TenureXBDO
	.3666
	1.59085
	993

	TenureXDeloitte
	1.0947
	2.81755
	993

	TenureXEY
	1.6143
	3.29456
	993

	TenureXKPMG
	2.0342
	3.71310
	993

	TenureXPwC
	1.5639
	3.33877
	993


	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	 
	1
	.451a
	.204
	.178
	.10360

	a. Predictors: (Constant), TenureXPwC, Ind8000, year2007, Listed, GrowthS, GrowthP, Ind1000, DebtAssetR, Ind4000, year2008, AuditorBDO, Ind3000, year2010, TenureXDeloitte, ROA, year2005, Ind5000, year2004, Ind9000, TenureXEY, LogTA, year2009, AuditorTenureF, year2006, AuditorKPMG, TenureXBDO, AuditorDeloitte, Ind2000, AuditorEY, AuditorPwC, TenureXKPMG




	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	.320
	.050
	
	6.426
	.000
	
	

	
	year2004
	.006
	.013
	.019
	.478
	.633
	.550
	1.819

	
	year2005
	.019
	.013
	.056
	1.428
	.153
	.536
	1.866

	
	year2006
	.058
	.013
	.177
	4.388
	.000
	.508
	1.967

	
	year2007
	.070
	.013
	.211
	5.201
	.000
	.505
	1.982

	
	year2008
	.069
	.014
	.202
	5.011
	.000
	.509
	1.965

	
	year2009
	.011
	.014
	.032
	.778
	.437
	.498
	2.007

	
	year2010
	.011
	.015
	.027
	.683
	.495
	.518
	1.929

	
	Ind1000
	-.011
	.025
	-.019
	-.443
	.658
	.468
	2.136

	
	Ind2000
	-.023
	.019
	-.095
	-1.183
	.237
	.128
	7.785

	
	Ind3000
	-.045
	.020
	-.136
	-2.197
	.028
	.217
	4.604

	
	Ind4000
	-.013
	.025
	-.023
	-.520
	.603
	.406
	2.462

	
	Ind5000
	-.009
	.021
	-.025
	-.424
	.672
	.230
	4.357

	
	Ind8000
	-.067
	.021
	-.190
	-3.162
	.002
	.230
	4.352

	
	Ind9000
	.019
	.021
	.060
	.897
	.370
	.187
	5.351

	
	LogTA
	-.012
	.002
	-.210
	-6.081
	.000
	.695
	1.438

	
	GrowthS
	.013
	.004
	.092
	3.109
	.002
	.939
	1.065

	
	GrowthP
	6.813E-5
	.000
	.011
	.375
	.707
	.970
	1.031

	
	ROA
	.001
	.000
	.140
	4.451
	.000
	.840
	1.191

	
	DebtAssetR
	.000
	.000
	.051
	1.668
	.096
	.877
	1.140

	
	Listed
	.005
	.010
	.015
	.489
	.625
	.900
	1.111

	
	AuditorBDO
	-.024
	.052
	-.051
	-.451
	.652
	.065
	15.484

	
	AuditorDeloitte
	-.062
	.048
	-.200
	-1.272
	.204
	.033
	29.930

	
	AuditorEY
	-.093
	.047
	-.348
	-1.960
	.050
	.026
	38.024

	
	AuditorKPMG
	-.113
	.047
	-.447
	-2.394
	.017
	.024
	42.186

	
	AuditorPwC
	-.077
	.049
	-.275
	-1.569
	.117
	.027
	37.059

	
	AuditorTenureF
	-.010
	.010
	-.300
	-.987
	.324
	.009
	111.575

	
	TenureXBDO
	-.002
	.011
	-.027
	-.173
	.863
	.035
	28.681

	
	TenureXDeloitte
	.004
	.010
	.091
	.351
	.726
	.012
	80.703

	
	TenureXEY
	.009
	.010
	.255
	.847
	.397
	.009
	109.107

	
	TenureXKPMG
	.012
	.010
	.376
	1.117
	.264
	.007
	136.861

	
	TenureXPwC
	.006
	.010
	.182
	.595
	.552
	.009
	113.049

	a. Dependent Variable: DA








H2, Interaction auditor tenure with the different auditors, listed firms only

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	.1746
	.11458
	858

	year2004
	.12
	.322
	858

	year2005
	.12
	.327
	858

	year2006
	.13
	.337
	858

	year2007
	.14
	.343
	858

	year2008
	.13
	.341
	858

	year2009
	.13
	.341
	858

	year2010
	.11
	.315
	858

	Ind1000
	.04
	.203
	858

	Ind2000
	.34
	.473
	858

	Ind3000
	.14
	.343
	858

	Ind4000
	.04
	.203
	858

	Ind5000
	.12
	.321
	858

	Ind8000
	.12
	.325
	858

	Ind9000
	.17
	.372
	858

	LogTA
	6.2438
	2.09630
	858

	GrowthS
	.1098
	.83639
	858

	GrowthP
	.0394
	18.85457
	858

	ROA
	4.5439
	13.82182
	858

	DebtAssetR
	24.2748
	17.56352
	858

	AuditorBDO
	.07
	.257
	858

	AuditorDeloitte
	.16
	.362
	858

	AuditorEY
	.26
	.438
	858

	AuditorKPMG
	.30
	.458
	858

	AuditorPwC
	.20
	.400
	858

	AuditorTenureF
	7.00
	3.381
	858

	TenureXBDO
	.4126
	1.69698
	858

	TenureXDeloitte
	1.1014
	2.90016
	858

	TenureXEY
	1.7191
	3.36453
	858

	TenureXKPMG
	2.1632
	3.82755
	858

	TenureXPwC
	1.5256
	3.38021
	858

	a. Selecting only cases for which Listed =  1

	
Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  1 (Selected)
	
	
	

	 
	1
	.430a
	.185
	.156
	.10529

	a. Predictors: (Constant), TenureXPwC, Ind9000, year2007, GrowthS, GrowthP, Ind1000, TenureXBDO, DebtAssetR, year2010, Ind4000, year2005, TenureXDeloitte, Ind3000, year2004, Ind5000, ROA, year2008, Ind8000, LogTA, TenureXKPMG, year2006, year2009, TenureXEY, AuditorBDO, AuditorDeloitte, AuditorEY, Ind2000, AuditorPwC, AuditorKPMG, AuditorTenureF


 
	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	.293
	.058
	
	5.051
	.000
	
	

	
	year2004
	.008
	.015
	.021
	.505
	.614
	.549
	1.823

	
	year2005
	.023
	.015
	.066
	1.537
	.125
	.534
	1.872

	
	year2006
	.062
	.015
	.182
	4.154
	.000
	.511
	1.956

	
	year2007
	.074
	.015
	.223
	5.009
	.000
	.497
	2.014

	
	year2008
	.070
	.015
	.208
	4.642
	.000
	.492
	2.031

	
	year2009
	.007
	.015
	.022
	.484
	.628
	.476
	2.100

	
	year2010
	.011
	.016
	.031
	.680
	.497
	.490
	2.043

	
	Ind1000
	-.020
	.027
	-.035
	-.729
	.466
	.435
	2.297

	
	Ind2000
	-.029
	.021
	-.119
	-1.386
	.166
	.133
	7.531

	
	Ind3000
	-.053
	.022
	-.160
	-2.389
	.017
	.220
	4.542

	
	Ind4000
	-.027
	.028
	-.048
	-.982
	.326
	.407
	2.458

	
	Ind5000
	-.019
	.023
	-.054
	-.832
	.405
	.233
	4.293

	
	Ind8000
	-.070
	.023
	-.198
	-3.027
	.003
	.230
	4.352

	
	Ind9000
	.007
	.023
	.024
	.325
	.746
	.181
	5.515

	
	LogTA
	-.010
	.002
	-.186
	-4.877
	.000
	.676
	1.480

	
	GrowthS
	.014
	.004
	.104
	3.197
	.001
	.939
	1.064

	
	GrowthP
	4.960E-5
	.000
	.008
	.256
	.798
	.968
	1.033

	
	ROA
	.000
	.000
	.027
	.764
	.445
	.790
	1.266

	
	DebtAssetR
	.000
	.000
	.029
	.854
	.393
	.845
	1.184

	
	AuditorBDO
	4.932E-5
	.060
	.000
	.001
	.999
	.054
	18.575

	
	AuditorDeloitte
	-.014
	.057
	-.045
	-.249
	.804
	.030
	32.985

	
	AuditorEY
	-.057
	.055
	-.216
	-1.022
	.307
	.022
	45.348

	
	AuditorKPMG
	-.072
	.055
	-.286
	-1.297
	.195
	.020
	49.421

	
	AuditorPwC
	-.037
	.058
	-.128
	-.636
	.525
	.024
	40.903

	
	AuditorTenureF
	-.009
	.011
	-.263
	-.775
	.438
	.009
	116.370

	
	TenureXBDO
	-.002
	.012
	-.031
	-.169
	.866
	.030
	33.586

	
	TenureXDeloitte
	.001
	.012
	.034
	.113
	.910
	.011
	89.056

	
	TenureXEY
	.007
	.012
	.216
	.632
	.527
	.008
	118.753

	
	TenureXKPMG
	.009
	.012
	.309
	.800
	.424
	.007
	151.753

	
	TenureXPwC
	.005
	.012
	.134
	.388
	.698
	.008
	121.501

	a. Dependent Variable: DA

	b. Selecting only cases for which Listed =  1





 H2, H3 Interactions effects auditor tenure with auditor specialization.
	Variables Entered/Removedb

	Model
	Variables Entered
	Variables Removed
	Method

	dimension0
	1
	RPSXTenureF, year2007, Ind1000, DebtAssetR, GrowthP, GrowthS, Ind3000, Listed, year2008, ROA, Ind8000, year2005, Ind4000, year2010, Ind5000, LogTA, year2004, year2009, Ind9000, AuditorTenureF, year2006, AuditorRPS, Ind2000a
	.
	Enter

	a. All requested variables entered.

	b. Dependent Variable: DA

	
Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	 
	1
	,447a
	,199
	,180
	,10311

	a. Predictors: (Constant), RPSXTenureF, year2007, Ind1000, DebtAssetR, GrowthP, GrowthS, Ind3000, Listed, year2008, ROA, Ind8000, year2005, Ind4000, year2010, Ind5000, LogTA, year2004, year2009, Ind9000, AuditorTenureF, year2006, AuditorRPS, Ind2000






	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,280
	,029
	
	9,635
	,000
	
	

	
	year2004
	,005
	,013
	,014
	,356
	,722
	,552
	1,810

	
	year2005
	,015
	,013
	,046
	1,146
	,252
	,536
	1,866

	
	year2006
	,055
	,013
	,167
	4,090
	,000
	,507
	1,973

	
	year2007
	,065
	,013
	,199
	4,851
	,000
	,503
	1,986

	
	year2008
	,061
	,014
	,179
	4,389
	,000
	,510
	1,962

	
	year2009
	,007
	,014
	,021
	,506
	,613
	,498
	2,007

	
	year2010
	,003
	,016
	,008
	,194
	,846
	,517
	1,935

	
	Ind1000
	-,018
	,025
	-,031
	-,729
	,466
	,477
	2,098

	
	Ind2000
	-,026
	,019
	-,109
	-1,371
	,171
	,134
	7,438

	
	Ind3000
	-,055
	,020
	-,167
	-2,738
	,006
	,226
	4,419

	
	Ind4000
	-,036
	,026
	-,062
	-1,387
	,166
	,427
	2,344

	
	Ind5000
	-,027
	,021
	-,077
	-1,270
	,204
	,232
	4,315

	
	Ind8000
	-,083
	,021
	-,240
	-4,048
	,000
	,240
	4,167

	
	Ind9000
	,000
	,021
	-,001
	-,016
	,987
	,192
	5,201

	
	LogTA
	-,011
	,002
	-,204
	-6,022
	,000
	,739
	1,353

	
	GrowthS
	,014
	,004
	,095
	3,160
	,002
	,942
	1,062

	
	GrowthP
	9,753E-5
	,000
	,016
	,539
	,590
	,966
	1,035

	
	ROA
	,001
	,000
	,155
	4,965
	,000
	,865
	1,157

	
	DebtAssetR
	,000
	,000
	,043
	1,389
	,165
	,902
	1,109

	
	Listed
	,004
	,011
	,010
	,337
	,737
	,898
	1,113

	
	AuditorDeloitte
	-,026
	,014
	-,085
	-1,817
	,070
	,384
	2,608

	
	AuditorEY
	-,025
	,014
	-,093
	-1,815
	,070
	,320
	3,125

	
	AuditorKPMG
	-,022
	,014
	-,088
	-1,624
	,105
	,291
	3,440

	
	AuditorPwC
	-,029
	,014
	-,106
	-2,018
	,044
	,308
	3,246

	
	AuditorTenureF
	-,002
	,002
	-,065
	-1,336
	,182
	,362
	2,764

	
	AuditorRPS
	-,037
	,043
	-,061
	-,851
	,395
	,166
	6,007

	
	RPSXTenureF
	-,001
	,006
	-,015
	-,192
	,848
	,148
	6,765

	a. Dependent Variable: DA














H3: Auditor specialization increases the earnings quality of firms, full sample	

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	DA
	,1752
	,11433
	968

	year2004
	,13
	,333
	968

	year2005
	,13
	,338
	968

	year2006
	,14
	,349
	968

	year2007
	,14
	,347
	968

	year2008
	,13
	,334
	968

	year2009
	,12
	,325
	968

	year2010
	,09
	,292
	968

	Ind1000
	,04
	,192
	968

	Ind2000
	,35
	,476
	968

	Ind3000
	,14
	,347
	968

	Ind4000
	,04
	,202
	968

	Ind5000
	,12
	,326
	968

	Ind8000
	,12
	,326
	968

	Ind9000
	,15
	,361
	968

	LogTA
	6,2218
	2,06225
	968

	GrowthS
	,1132
	,78504
	968

	GrowthP
	-,2108
	18,63121
	968

	ROA
	4,8087
	16,32094
	968

	DebtAssetR
	24,3771
	18,85695
	968

	Listed
	,87
	,334
	968

	AuditorMS
	,26911
	,223492
	968

	AuditorRPS
	,2107
	,18925
	968

	

Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	 
	1
	,443a
	,196
	,177
	,10370

	a. Predictors: (Constant), AuditorRPS, year2007, Ind1000, DebtAssetR, GrowthP, GrowthS, Listed, Ind8000, year2008, ROA, Ind3000, year2010, year2005, Ind4000, LogTA, year2004, Ind5000, year2009, AuditorMS, Ind9000, year2006, Ind2000


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,255
	,026
	
	9,926
	,000
	
	

	
	year2004
	,003
	,014
	,009
	,230
	,818
	,549
	1,822

	
	year2005
	,012
	,013
	,036
	,916
	,360
	,537
	1,862

	
	year2006
	,053
	,013
	,162
	3,970
	,000
	,512
	1,953

	
	year2007
	,061
	,013
	,186
	4,595
	,000
	,518
	1,929

	
	year2008
	,054
	,014
	,157
	3,959
	,000
	,544
	1,837

	
	year2009
	-,001
	,014
	-,002
	-,040
	,968
	,550
	1,817

	
	year2010
	-,008
	,015
	-,021
	-,552
	,581
	,596
	1,676

	
	Ind1000
	-,021
	,025
	-,035
	-,854
	,393
	,499
	2,005

	
	Ind2000
	-,023
	,019
	-,097
	-1,224
	,221
	,136
	7,365

	
	Ind3000
	-,054
	,020
	-,164
	-2,727
	,007
	,235
	4,254

	
	Ind4000
	-,033
	,025
	-,058
	-1,306
	,192
	,429
	2,330

	
	Ind5000
	-,026
	,021
	-,075
	-1,267
	,206
	,244
	4,103

	
	Ind8000
	-,077
	,020
	-,219
	-3,768
	,000
	,251
	3,985

	
	Ind9000
	,000
	,020
	-,001
	-,012
	,991
	,205
	4,882

	
	LogTA
	-,013
	,002
	-,239
	-6,766
	,000
	,682
	1,467

	
	GrowthS
	,015
	,004
	,104
	3,487
	,001
	,950
	1,053

	
	GrowthP
	,000
	,000
	,018
	,600
	,549
	,974
	1,026

	
	ROA
	,001
	,000
	,147
	4,736
	,000
	,881
	1,135

	
	DebtAssetR
	,000
	,000
	,046
	1,503
	,133
	,899
	1,112

	
	Listed
	,003
	,010
	,008
	,259
	,796
	,945
	1,058

	
	AuditorMS
	,008
	,019
	,016
	,431
	,667
	,606
	1,651

	
	AuditorRPS
	-,045
	,026
	-,074
	-1,713
	,087
	,460
	2,173

	a. Dependent Variable: DA                                   





H3, listed firms only

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	,1746
	,11413
	844

	year2003
	,12
	,321
	844

	year2004
	,12
	,325
	844

	year2005
	,12
	,330
	844

	year2006
	,13
	,338
	844

	year2007
	,14
	,343
	844

	year2008
	,13
	,339
	844

	year2009
	,13
	,338
	844

	year2010
	,11
	,310
	844

	Ind0001
	,04
	,191
	844

	Ind1000
	,04
	,205
	844

	Ind2000
	,34
	,474
	844

	Ind3000
	,14
	,342
	844

	Ind4000
	,04
	,205
	844

	Ind5000
	,12
	,323
	844

	Ind8000
	,12
	,325
	844

	Ind9000
	,16
	,367
	844

	LogTA
	6,2588
	2,09900
	844

	GrowthS
	,1100
	,82792
	844

	GrowthP
	,0264
	19,00775
	844

	ROA
	4,8788
	13,45397
	844

	DebtAssetR
	24,1276
	17,60552
	844

	AuditorMS
	,26929
	,228218
	844

	AuditorRPS
	,2129
	,18982
	844

	a. Selecting only cases for which Listed =  1



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  1 (Selected)
	
	
	

	 
	1
	,425a
	,180
	,159
	,10464

	a. Predictors: (Constant), AuditorRPS, GrowthS, year2005, Ind1000, GrowthP, DebtAssetR, Ind0001, year2010, Ind8000, year2003, Ind3000, year2004, Ind4000, ROA, year2007, Ind5000, LogTA, year2008, AuditorMS, year2009, Ind9000



	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,290
	,019
	
	15,543
	,000
	
	

	
	year2003
	-,057
	,015
	-,161
	-3,870
	,000
	,577
	1,732

	
	year2004
	-,053
	,015
	-,152
	-3,668
	,000
	,584
	1,713

	
	year2005
	-,040
	,014
	-,116
	-2,807
	,005
	,583
	1,714

	
	year2007
	,010
	,014
	,029
	,685
	,494
	,567
	1,764

	
	year2008
	-,002
	,014
	-,007
	-,165
	,869
	,558
	1,792

	
	year2009
	-,061
	,014
	-,181
	-4,259
	,000
	,551
	1,814

	
	year2010
	-,064
	,015
	-,174
	-4,300
	,000
	,606
	1,649

	
	Ind0001
	,026
	,021
	,044
	1,277
	,202
	,845
	1,183

	
	Ind1000
	-,003
	,019
	-,005
	-,133
	,894
	,846
	1,182

	
	Ind3000
	-,038
	,013
	-,113
	-2,880
	,004
	,651
	1,535

	
	Ind4000
	-,020
	,021
	-,036
	-,947
	,344
	,672
	1,489

	
	Ind5000
	-,010
	,014
	-,029
	-,715
	,475
	,620
	1,614

	
	Ind8000
	-,055
	,013
	-,157
	-4,165
	,000
	,704
	1,421

	
	Ind9000
	,015
	,014
	,047
	1,052
	,293
	,506
	1,978

	
	LogTA
	-,012
	,002
	-,221
	-5,746
	,000
	,672
	1,487

	
	GrowthS
	,016
	,004
	,115
	3,533
	,000
	,948
	1,054

	
	GrowthP
	,000
	,000
	,018
	,576
	,564
	,974
	1,027

	
	ROA
	,000
	,000
	,057
	1,639
	,102
	,823
	1,214

	
	DebtAssetR
	,000
	,000
	,039
	1,151
	,250
	,874
	1,144

	
	AuditorMS
	,016
	,020
	,032
	,778
	,437
	,599
	1,670

	
	AuditorRPS
	-,054
	,028
	-,091
	-1,923
	,055
	,449
	2,225

	a. Dependent Variable: DA                                  

	b. Selecting only cases for which Listed =  1











H2, privately owned firms only

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	,1794
	,11605
	124

	year2003
	,14
	,345
	124

	year2004
	,18
	,384
	124

	year2005
	,18
	,384
	124

	year2006
	,21
	,409
	124

	year2007
	,16
	,369
	124

	year2008
	,10
	,297
	124

	year2009
	,04
	,198
	124

	year2010
	,00
	,000
	124

	Ind0001
	,03
	,177
	124

	Ind1000
	,00
	,000
	124

	Ind2000
	,39
	,489
	124

	Ind3000
	,17
	,377
	124

	Ind4000
	,03
	,177
	124

	Ind5000
	,14
	,345
	124

	Ind8000
	,13
	,337
	124

	Ind9000
	,11
	,318
	124

	LogTA
	5,9698
	1,77936
	124

	GrowthS
	,1351
	,38297
	124

	GrowthP
	-1,8250
	15,80494
	124

	ROA
	4,3319
	29,21184
	124

	DebtAssetR
	26,0754
	25,84327
	124

	AuditorMS
	,26785
	,189006
	124

	AuditorRPS
	,1960
	,18540
	124

	a. Selecting only cases for which Listed =  0



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  0 (Selected)
	
	
	

	 
	1
	,667a
	,445
	,344
	,09398

	a. Predictors: (Constant), AuditorRPS, Ind3000, year2008, ROA, LogTA, Ind0001, year2007, Ind4000, GrowthP, year2003, Ind8000, year2004, DebtAssetR, year2009, GrowthS, Ind9000, year2005, AuditorMS, Ind5000



	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,297
	,042
	
	7,075
	,000
	
	

	
	year2003
	-,042
	,031
	-,124
	-1,337
	,184
	,619
	1,615

	
	year2004
	-,026
	,029
	-,086
	-,890
	,375
	,565
	1,770

	
	year2005
	-,037
	,029
	-,121
	-1,278
	,204
	,597
	1,674

	
	year2007
	,010
	,028
	,030
	,337
	,737
	,655
	1,527

	
	year2008
	,006
	,033
	,016
	,184
	,854
	,726
	1,377

	
	year2009
	,002
	,053
	,004
	,046
	,964
	,653
	1,532

	
	Ind0001
	-,020
	,052
	-,030
	-,373
	,710
	,831
	1,203

	
	Ind3000
	,031
	,031
	,102
	1,017
	,312
	,533
	1,876

	
	Ind4000
	,006
	,061
	,010
	,106
	,916
	,620
	1,612

	
	Ind5000
	,046
	,033
	,136
	1,379
	,171
	,546
	1,833

	
	Ind8000
	-,028
	,030
	-,082
	-,924
	,358
	,685
	1,460

	
	Ind9000
	,100
	,036
	,273
	2,750
	,007
	,540
	1,853

	
	LogTA
	-,019
	,006
	-,284
	-2,936
	,004
	,571
	1,751

	
	GrowthS
	,044
	,028
	,147
	1,571
	,119
	,612
	1,634

	
	GrowthP
	-1,597E-5
	,001
	-,002
	-,028
	,978
	,897
	1,115

	
	ROA
	,002
	,000
	,424
	4,892
	,000
	,711
	1,407

	
	DebtAssetR
	-7,396E-5
	,000
	-,016
	-,180
	,858
	,636
	1,572

	
	AuditorMS
	-,092
	,060
	-,150
	-1,528
	,130
	,552
	1,810

	
	AuditorRPS
	,012
	,065
	,019
	,179
	,858
	,490
	2,039

	a. Dependent Variable: DA                                  

	b. Selecting only cases for which Listed =  0





H1/3, interaction auditor specialization with the auditors, full sample
	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	DA
	,1756
	,11485
	978

	year2004
	,13
	,332
	978

	year2005
	,13
	,336
	978

	year2006
	,14
	,349
	978

	year2007
	,14
	,347
	978

	year2008
	,13
	,334
	978

	year2009
	,12
	,326
	978

	year2010
	,10
	,293
	978

	Ind1000
	,04
	,191
	978

	Ind2000
	,35
	,476
	978

	Ind3000
	,14
	,345
	978

	Ind4000
	,04
	,201
	978

	Ind5000
	,12
	,325
	978

	Ind8000
	,12
	,328
	978

	Ind9000
	,16
	,363
	978

	LogTA
	6,2154
	2,05880
	978

	GrowthS
	,1216
	,80349
	978

	GrowthP
	-,2114
	18,53685
	978

	ROA
	4,7761
	16,24848
	978

	DebtAssetR
	24,3469
	18,85549
	978

	Listed
	,87
	,336
	978

	AuditorBDO
	,07
	,249
	978

	AuditorDeloitte
	,16
	,370
	978

	AuditorKPMG
	,29
	,454
	978

	AuditorPwC
	,22
	,412
	978

	AuditorRPS
	,2101
	,18925
	978

	RPSXBDO
	,0191
	,10576
	978

	RPSXDeloitte
	,0342
	,10150
	978

	RPSXKPMG
	,0655
	,14771
	978

	RPSXPwC
	,0522
	,13131
	978



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	 
	1
	,452a
	,204
	,181
	,10397




	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,250
	,028
	
	8,969
	,000
	
	

	
	year2004
	,003
	,014
	,008
	,214
	,830
	,551
	1,816

	
	year2005
	,012
	,014
	,036
	,912
	,362
	,531
	1,882

	
	year2006
	,054
	,013
	,166
	4,062
	,000
	,504
	1,983

	
	year2007
	,060
	,013
	,181
	4,460
	,000
	,510
	1,960

	
	year2008
	,054
	,014
	,157
	3,961
	,000
	,537
	1,862

	
	year2009
	-,001
	,014
	-,003
	-,083
	,934
	,542
	1,846

	
	year2010
	-,008
	,015
	-,021
	-,555
	,579
	,588
	1,702

	
	Ind1000
	-,028
	,026
	-,047
	-1,089
	,276
	,452
	2,210

	
	Ind2000
	-,026
	,019
	-,107
	-1,339
	,181
	,130
	7,677

	
	Ind3000
	-,054
	,021
	-,163
	-2,644
	,008
	,220
	4,549

	
	Ind4000
	-,030
	,026
	-,052
	-1,142
	,254
	,403
	2,478

	
	Ind5000
	-,026
	,021
	-,072
	-1,191
	,234
	,227
	4,400

	
	Ind8000
	-,080
	,022
	-,229
	-3,696
	,000
	,219
	4,560

	
	Ind9000
	,002
	,021
	,005
	,078
	,938
	,187
	5,345

	
	LogTA
	-,012
	,002
	-,219
	-6,336
	,000
	,700
	1,428

	
	GrowthS
	,016
	,004
	,110
	3,686
	,000
	,941
	1,063

	
	GrowthP
	,000
	,000
	,020
	,677
	,499
	,960
	1,042

	
	ROA
	,001
	,000
	,151
	4,856
	,000
	,873
	1,146

	
	DebtAssetR
	,000
	,000
	,049
	1,564
	,118
	,857
	1,167

	
	Listed
	-,003
	,010
	-,007
	-,246
	,806
	,914
	1,095

	
	AuditorBDO
	,022
	,022
	,047
	,994
	,321
	,371
	2,699

	
	AuditorDeloitte
	,012
	,017
	,037
	,661
	,508
	,266
	3,764

	
	AuditorKPMG
	,004
	,014
	,015
	,265
	,791
	,279
	3,590

	
	AuditorPwC
	-,006
	,016
	-,020
	-,335
	,738
	,241
	4,145

	
	AuditorRPS
	,032
	,058
	,052
	,548
	,584
	,093
	10,746

	
	RPSXBDO
	-,090
	,075
	-,083
	-1,212
	,226
	,178
	5,629

	
	RPSXDeloitte
	-,121
	,074
	-,107
	-1,649
	,099
	,198
	5,047

	
	RPSXKPMG
	-,061
	,059
	-,079
	-1,033
	,302
	,145
	6,914

	
	RPSXPwC
	-,054
	,066
	-,062
	-,821
	,412
	,148
	6,765

	a. Dependent Variable: DA
















H1/3, interaction auditor specialization with the auditors, listed firms only

	
Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	.1751
	.11435
	870

	year2004
	.12
	.323
	870

	year2005
	.12
	.327
	870

	year2006
	.13
	.339
	870

	year2007
	.14
	.344
	870

	year2008
	.13
	.339
	870

	year2009
	.13
	.340
	870

	year2010
	.11
	.315
	870

	Ind1000
	.04
	.202
	870

	Ind2000
	.34
	.474
	870

	Ind3000
	.13
	.341
	870

	Ind4000
	.04
	.202
	870

	Ind5000
	.12
	.321
	870

	Ind8000
	.12
	.330
	870

	Ind9000
	.16
	.370
	870

	LogTA
	6.2141
	2.10252
	870

	GrowthS
	.1188
	.83956
	870

	GrowthP
	.0048
	18.77414
	870

	ROA
	4.6838
	13.66278
	870

	DebtAssetR
	24.3483
	17.69750
	870

	AuditorBDO
	.07
	.255
	870

	AuditorDeloitte
	.15
	.358
	870

	AuditorEY
	.25
	.436
	870

	AuditorKPMG
	.29
	.454
	870

	AuditorPwC
	.20
	.397
	870

	RPSXBDO
	.0194
	.10544
	870

	RPSXDeloitte
	.0320
	.09807
	870

	RPSXEY
	.0349
	.08766
	870

	RPSXKPMG
	.0678
	.15043
	870

	RPSXPwC
	.0474
	.12710
	870

	a. Selecting only cases for which Listed =  1


	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  1 (Selected)
	
	
	

	 
	1
	.424a
	.179
	.151
	.10536




	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	.276
	.033
	
	8.478
	.000
	
	

	
	year2004
	.000
	.015
	-.001
	-.014
	.989
	.548
	1.826

	
	year2005
	.012
	.015
	.035
	.811
	.417
	.530
	1.888

	
	year2006
	.053
	.015
	.157
	3.592
	.000
	.510
	1.962

	
	year2007
	.060
	.015
	.179
	4.071
	.000
	.505
	1.978

	
	year2008
	.054
	.015
	.160
	3.699
	.000
	.524
	1.907

	
	year2009
	-.011
	.015
	-.034
	-.781
	.435
	.519
	1.926

	
	year2010
	-.012
	.015
	-.034
	-.810
	.418
	.550
	1.819

	
	Ind1000
	-.037
	.028
	-.065
	-1.321
	.187
	.405
	2.470

	
	Ind2000
	-.035
	.021
	-.146
	-1.674
	.094
	.128
	7.814

	
	Ind3000
	-.065
	.023
	-.194
	-2.865
	.004
	.213
	4.694

	
	Ind4000
	-.041
	.029
	-.072
	-1.421
	.156
	.385
	2.600

	
	Ind5000
	-.033
	.024
	-.094
	-1.408
	.160
	.221
	4.527

	
	Ind8000
	-.084
	.024
	-.242
	-3.529
	.000
	.208
	4.812

	
	Ind9000
	-.010
	.023
	-.034
	-.446
	.656
	.172
	5.830

	
	LogTA
	-.011
	.002
	-.207
	-5.597
	.000
	.716
	1.397

	
	GrowthS
	.013
	.004
	.098
	3.035
	.002
	.946
	1.058

	
	GrowthP
	.000
	.000
	.019
	.601
	.548
	.958
	1.044

	
	ROA
	.001
	.000
	.066
	1.917
	.056
	.822
	1.217

	
	DebtAssetR
	.000
	.000
	.047
	1.357
	.175
	.832
	1.202

	
	AuditorBDO
	-.003
	.027
	-.007
	-.121
	.904
	.279
	3.589

	
	AuditorDeloitte
	.000
	.025
	-.001
	-.015
	.988
	.158
	6.338

	
	AuditorEY
	-.026
	.023
	-.100
	-1.144
	.253
	.129
	7.778

	
	AuditorKPMG
	-.023
	.022
	-.089
	-1.015
	.310
	.126
	7.943

	
	AuditorPwC
	-.024
	.023
	-.082
	-1.017
	.310
	.149
	6.702

	
	RPSXBDO
	-.073
	.049
	-.068
	-1.505
	.133
	.483
	2.070

	
	RPSXDeloitte
	-.111
	.065
	-.095
	-1.695
	.090
	.311
	3.211

	
	RPSXEY
	.037
	.067
	.028
	.549
	.583
	.365
	2.737

	
	RPSXKPMG
	-.010
	.041
	-.013
	-.236
	.814
	.331
	3.024

	
	RPSXPwC
	-.026
	.050
	-.029
	-.519
	.604
	.313
	3.194

	a. Dependent Variable: DA

	b. Selecting only cases for which Listed =  1








H1/3, interaction auditor specialization with the auditors, non-listed firms only

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	.1826
	.12019
	130

	year2004
	.17
	.376
	130

	year2005
	.17
	.376
	130

	year2006
	.21
	.407
	130

	year2007
	.16
	.369
	130

	year2008
	.10
	.301
	130

	year2009
	.05
	.211
	130

	year2010
	.01
	.088
	130

	Ind1000
	.00
	.000
	130

	Ind2000
	.38
	.488
	130

	Ind3000
	.18
	.383
	130

	Ind4000
	.04
	.193
	130

	Ind5000
	.13
	.338
	130

	Ind8000
	.13
	.338
	130

	Ind9000
	.11
	.311
	130

	LogTA
	5.9351
	1.77928
	130

	GrowthS
	.1624
	.52153
	130

	GrowthP
	-1.7452
	15.43953
	130

	ROA
	3.6602
	29.06672
	130

	DebtAssetR
	25.2161
	25.60958
	130

	AuditorBDO
	.03
	.173
	130

	AuditorDeloitte
	.22
	.418
	130

	AuditorEY
	.09
	.291
	130

	AuditorKPMG
	.24
	.428
	130

	AuditorPwC
	.32
	.469
	130

	RPSXBDO
	.0143
	.09935
	130

	RPSXDeloitte
	.0435
	.11543
	130

	RPSXEY
	.0124
	.05022
	130

	RPSXKPMG
	.0393
	.11310
	130

	RPSXPwC
	.0756
	.14674
	130

	a. Selecting only cases for which Listed =  0



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  0 (Selected)
	
	
	

	 
	1
	.775a
	.601
	.490
	.08580

	a. Predictors: (Constant), RPSXPwC, ROA, year2010, year2005, DebtAssetR, Ind8000, GrowthP, GrowthS, year2008, RPSXEY, AuditorBDO, RPSXKPMG, year2007, Ind3000, RPSXDeloitte, year2009, year2004, LogTA, Ind4000, Ind9000, year2006, Ind5000, AuditorEY, RPSXBDO, AuditorDeloitte, AuditorPwC, AuditorKPMG, Ind2000



	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	.322
	.074
	
	4.335
	.000
	
	

	
	year2004
	.011
	.028
	.035
	.404
	.687
	.526
	1.901

	
	year2005
	.002
	.029
	.006
	.063
	.950
	.475
	2.106

	
	year2006
	.033
	.030
	.112
	1.106
	.271
	.387
	2.583

	
	year2007
	.024
	.032
	.075
	.770
	.443
	.418
	2.393

	
	year2008
	.044
	.035
	.109
	1.236
	.219
	.506
	1.977

	
	year2009
	.044
	.048
	.076
	.905
	.368
	.556
	1.798

	
	year2010
	-.057
	.114
	-.042
	-.501
	.617
	.572
	1.748

	
	Ind2000
	.026
	.051
	.107
	.514
	.608
	.091
	11.026

	
	Ind3000
	.031
	.057
	.099
	.539
	.591
	.118
	8.480

	
	Ind4000
	.017
	.066
	.028
	.263
	.793
	.351
	2.848

	
	Ind5000
	.035
	.066
	.098
	.529
	.598
	.116
	8.652

	
	Ind8000
	-.067
	.058
	-.190
	-1.169
	.245
	.150
	6.683

	
	Ind9000
	.082
	.066
	.212
	1.237
	.219
	.135
	7.435

	
	LogTA
	-.013
	.007
	-.198
	-2.032
	.045
	.415
	2.409

	
	GrowthS
	.055
	.019
	.237
	2.902
	.005
	.594
	1.684

	
	GrowthP
	-7.097E-5
	.001
	-.009
	-.137
	.892
	.888
	1.127

	
	ROA
	.002
	.000
	.445
	5.791
	.000
	.669
	1.495

	
	DebtAssetR
	.000
	.000
	-.029
	-.327
	.744
	.499
	2.005

	
	AuditorBDO
	.094
	.086
	.136
	1.095
	.276
	.256
	3.900

	
	AuditorDeloitte
	-.130
	.045
	-.453
	-2.908
	.004
	.163
	6.139

	
	AuditorEY
	-.143
	.056
	-.345
	-2.529
	.013
	.212
	4.720

	
	AuditorKPMG
	-.082
	.051
	-.293
	-1.625
	.107
	.121
	8.240

	
	AuditorPwC
	-.120
	.041
	-.470
	-2.919
	.004
	.153
	6.555

	
	RPSXBDO
	-.076
	.143
	-.063
	-.530
	.597
	.281
	3.554

	
	RPSXDeloitte
	.003
	.131
	.003
	.026
	.979
	.249
	4.019

	
	RPSXEY
	-.041
	.266
	-.017
	-.156
	.877
	.320
	3.130

	
	RPSXKPMG
	-.212
	.130
	-.200
	-1.637
	.105
	.265
	3.769

	
	RPSXPwC
	-.059
	.115
	-.072
	-.510
	.611
	.201
	4.984

	a. Dependent Variable: DA

	b. Selecting only cases for which Listed =  0







H2/3 – Interaction Auditor specialization with auditor tenure


	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	DA
	,1747
	,11387
	970

	year2004
	,12
	,331
	970

	year2005
	,13
	,336
	970

	year2006
	,14
	,348
	970

	year2007
	,14
	,347
	970

	year2008
	,13
	,334
	970

	year2009
	,12
	,327
	970

	year2010
	,09
	,293
	970

	Ind0001
	,04
	,187
	970

	Ind1000
	,04
	,192
	970

	Ind2000
	,35
	,476
	970

	Ind3000
	,14
	,345
	970

	Ind4000
	,04
	,197
	970

	Ind5000
	,12
	,326
	970

	Ind9000
	,16
	,365
	970

	LogTA
	6,2299
	2,05225
	970

	GrowthS
	,1160
	,79575
	970

	GrowthP
	-,2118
	18,61061
	970

	ROA
	4,7258
	16,22704
	970

	DebtAssetR
	24,4489
	18,78848
	970

	Listed
	,87
	,332
	970

	AuditorRPS
	,2093
	,18890
	970

	AuditorTenureF
	6,80
	3,359
	970

	RPSXTenure
	1,4310
	1,52605
	970



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	 
	1
	,447a
	,199
	,180
	,10311

	a. Predictors: (Constant), RPSXTenure, year2007, Ind0001, Ind1000, GrowthP, DebtAssetR, GrowthS, Ind3000, Listed, year2008, ROA, year2005, Ind4000, Ind5000, year2010, year2004, LogTA, Ind9000, year2009, AuditorTenureF, year2006, Ind2000, AuditorRPS




	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,182
	,021
	
	8,796
	,000
	
	

	
	year2004
	,005
	,013
	,015
	,375
	,708
	,552
	1,810

	
	year2005
	,016
	,013
	,048
	1,196
	,232
	,536
	1,864

	
	year2006
	,055
	,013
	,169
	4,149
	,000
	,508
	1,969

	
	year2007
	,066
	,013
	,201
	4,912
	,000
	,505
	1,982

	
	year2008
	,062
	,014
	,181
	4,463
	,000
	,512
	1,952

	
	year2009
	,008
	,014
	,023
	,560
	,576
	,501
	1,997

	
	year2010
	,004
	,016
	,011
	,260
	,795
	,520
	1,922

	
	Ind0001
	,079
	,020
	,130
	3,920
	,000
	,770
	1,299

	
	Ind1000
	,061
	,020
	,103
	3,132
	,002
	,782
	1,278

	
	Ind2000
	,054
	,012
	,224
	4,471
	,000
	,336
	2,979

	
	Ind3000
	,025
	,013
	,076
	1,932
	,054
	,544
	1,838

	
	Ind4000
	,043
	,020
	,074
	2,174
	,030
	,723
	1,382

	
	Ind5000
	,055
	,014
	,157
	4,026
	,000
	,554
	1,806

	
	Ind9000
	,080
	,013
	,257
	6,173
	,000
	,488
	2,048

	
	LogTA
	-,012
	,002
	-,220
	-6,814
	,000
	,814
	1,229

	
	GrowthS
	,014
	,004
	,096
	3,205
	,001
	,946
	1,057

	
	GrowthP
	9,496E-5
	,000
	,016
	,526
	,599
	,972
	1,029

	
	ROA
	,001
	,000
	,152
	4,886
	,000
	,873
	1,146

	
	DebtAssetR
	,000
	,000
	,042
	1,387
	,166
	,905
	1,104

	
	Listed
	,005
	,010
	,014
	,474
	,635
	,931
	1,074

	
	AuditorRPS
	-,034
	,043
	-,057
	-,810
	,418
	,170
	5,887

	
	AuditorTenureF
	-,003
	,002
	-,077
	-1,633
	,103
	,380
	2,634

	
	RPSXTenure
	,000
	,006
	-,003
	-,042
	,967
	,153
	6,541

	a. Dependent Variable: DA






Full model – H1,2 & 3 combined
	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	DA
	,1749
	,11407
	963

	year2004
	,13
	,332
	963

	year2005
	,13
	,337
	963

	year2006
	,14
	,348
	963

	year2007
	,14
	,347
	963

	year2008
	,13
	,334
	963

	year2009
	,12
	,326
	963

	year2010
	,09
	,293
	963

	Ind1000
	,04
	,192
	963

	Ind2000
	,35
	,477
	963

	Ind3000
	,14
	,346
	963

	Ind4000
	,04
	,197
	963

	Ind5000
	,12
	,327
	963

	Ind8000
	,12
	,327
	963

	Ind9000
	,15
	,362
	963

	LogTA
	6,2336
	2,05783
	963

	GrowthS
	,1135
	,78673
	963

	GrowthP
	-,2101
	18,67706
	963

	ROA
	4,7563
	16,27608
	963

	DebtAssetR
	24,4759
	18,84785
	963

	Listed
	,87
	,332
	963

	AuditorDeloitte
	,16
	,370
	963

	AuditorEY
	,24
	,427
	963

	AuditorKPMG
	,29
	,455
	963

	AuditorPwC
	,22
	,414
	963

	AuditorTenureF
	6,82
	3,352
	963

	AuditorMS
	,26842
	,222558
	963

	AuditorRPS
	,2105
	,18905
	963

	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	 
	1
	,452a
	,204
	,181
	,10323

	a. Predictors: (Constant), AuditorRPS, AuditorDeloitte, year2007, AuditorTenureF, DebtAssetR, GrowthP, Ind1000, GrowthS, Ind3000, year2005, Ind8000, Listed, ROA, year2008, AuditorKPMG, Ind4000, year2004, LogTA, Ind5000, year2010, year2006, AuditorEY, AuditorMS, Ind9000, year2009, AuditorPwC, Ind2000


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,284
	,028
	
	10,157
	,000
	
	

	
	year2004
	,005
	,014
	,014
	,350
	,727
	,550
	1,817

	
	year2005
	,016
	,014
	,046
	1,160
	,246
	,533
	1,875

	
	year2006
	,055
	,013
	,169
	4,118
	,000
	,503
	1,987

	
	year2007
	,067
	,014
	,204
	4,950
	,000
	,500
	2,000

	
	year2008
	,062
	,014
	,180
	4,396
	,000
	,507
	1,971

	
	year2009
	,009
	,014
	,027
	,654
	,513
	,497
	2,011

	
	year2010
	,004
	,016
	,010
	,251
	,802
	,517
	1,936

	
	Ind1000
	-,018
	,025
	-,031
	-,729
	,466
	,479
	2,088

	
	Ind2000
	-,022
	,019
	-,091
	-1,137
	,256
	,133
	7,539

	
	Ind3000
	-,055
	,020
	-,168
	-2,760
	,006
	,229
	4,360

	
	Ind4000
	-,040
	,026
	-,069
	-1,539
	,124
	,424
	2,357

	
	Ind5000
	-,026
	,021
	-,073
	-1,207
	,228
	,232
	4,313

	
	Ind8000
	-,080
	,021
	-,229
	-3,878
	,000
	,244
	4,102

	
	Ind9000
	-7,666E-5
	,021
	,000
	-,004
	,997
	,197
	5,088

	
	LogTA
	-,012
	,002
	-,220
	-6,086
	,000
	,652
	1,534

	
	GrowthS
	,014
	,004
	,096
	3,186
	,001
	,936
	1,068

	
	GrowthP
	8,629E-5
	,000
	,014
	,476
	,634
	,965
	1,036

	
	ROA
	,001
	,000
	,154
	4,897
	,000
	,866
	1,155

	
	DebtAssetR
	,000
	,000
	,047
	1,506
	,132
	,888
	1,126

	
	Listed
	,004
	,011
	,010
	,331
	,741
	,898
	1,114

	
	AuditorDeloitte
	-,028
	,015
	-,090
	-1,901
	,058
	,378
	2,646

	
	AuditorEY
	-,026
	,014
	-,096
	-1,864
	,063
	,319
	3,135

	
	AuditorKPMG
	-,028
	,014
	-,112
	-1,944
	,052
	,257
	3,887

	
	AuditorPwC
	-,037
	,016
	-,136
	-2,358
	,019
	,257
	3,893

	
	AuditorTenureF
	-,002
	,001
	-,073
	-2,073
	,038
	,694
	1,441

	
	AuditorMS
	,030
	,023
	,059
	1,326
	,185
	,425
	2,353

	
	AuditorRPS
	-,060
	,027
	-,100
	-2,220
	,027
	,419
	2,389

	a. Dependent Variable: DA                                  






Full model, listed firms only

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	,1742
	,11366
	842

	year2004
	,12
	,325
	842

	year2005
	,12
	,329
	842

	year2006
	,13
	,337
	842

	year2007
	,14
	,344
	842

	year2008
	,13
	,340
	842

	year2009
	,13
	,339
	842

	year2010
	,11
	,311
	842

	Ind1000
	,04
	,205
	842

	Ind2000
	,34
	,475
	842

	Ind3000
	,14
	,342
	842

	Ind4000
	,04
	,200
	842

	Ind5000
	,12
	,324
	842

	Ind8000
	,12
	,325
	842

	Ind9000
	,16
	,367
	842

	LogTA
	6,2687
	2,09158
	842

	GrowthS
	,1095
	,82884
	842

	GrowthP
	,0353
	19,02864
	842

	ROA
	4,8006
	13,35828
	842

	DebtAssetR
	24,1849
	17,58703
	842

	AuditorDeloitte
	,15
	,360
	842

	AuditorEY
	,26
	,438
	842

	AuditorKPMG
	,30
	,458
	842

	AuditorPwC
	,20
	,402
	842

	AuditorTenureF
	7,08
	3,344
	842

	AuditorMS
	,26974
	,228303
	842

	AuditorRPS
	,2134
	,18977
	842

	a. Selecting only cases for which Listed =  1



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  1 (Selected)
	
	
	

	 
	1
	,431a
	,186
	,160
	,10420







Full model, only privately owned firms

	Descriptive Statisticsa

	
	Mean
	Std. Deviation
	N

	DA
	,1797
	,11726
	121

	year2004
	,17
	,373
	121

	year2005
	,18
	,387
	121

	year2006
	,21
	,412
	121

	year2007
	,17
	,373
	121

	year2008
	,09
	,289
	121

	year2009
	,04
	,200
	121

	year2010
	,00
	,000
	121

	Ind1000
	,00
	,000
	121

	Ind2000
	,39
	,489
	121

	Ind3000
	,17
	,373
	121

	Ind4000
	,03
	,180
	121

	Ind5000
	,14
	,349
	121

	Ind8000
	,13
	,340
	121

	Ind9000
	,12
	,321
	121

	LogTA
	5,9896
	1,79436
	121

	GrowthS
	,1415
	,38266
	121

	GrowthP
	-1,9183
	15,98335
	121

	ROA
	4,4479
	29,54655
	121

	DebtAssetR
	26,5009
	25,98885
	121

	AuditorDeloitte
	,23
	,423
	121

	AuditorEY
	,10
	,300
	121

	AuditorKPMG
	,25
	,434
	121

	AuditorPwC
	,34
	,475
	121

	AuditorTenureF
	5,05
	2,843
	121

	AuditorMS
	,25927
	,178033
	121

	AuditorRPS
	,1904
	,18344
	121

	a. Selecting only cases for which Listed =  0



	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	
	Listed =  0 (Selected)
	
	
	

	 
	1
	,773
	,598
	,497
	,08316
















	Coefficientsa,b

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	,385
	,073
	
	5,257
	,000
	
	

	
	year2004
	-,002
	,028
	-,006
	-,068
	,946
	,530
	1,885

	
	year2005
	-,017
	,028
	-,055
	-,587
	,558
	,477
	2,095

	
	year2006
	,008
	,030
	,030
	,276
	,783
	,367
	2,722

	
	year2007
	,018
	,031
	,057
	,572
	,568
	,423
	2,362

	
	year2008
	,026
	,036
	,064
	,713
	,477
	,522
	1,915

	
	year2009
	,017
	,050
	,030
	,351
	,726
	,582
	1,717

	
	Ind2000
	,051
	,061
	,214
	,844
	,401
	,065
	15,305

	
	Ind3000
	,052
	,067
	,167
	,786
	,434
	,093
	10,771

	
	Ind4000
	,040
	,069
	,062
	,588
	,558
	,380
	2,632

	
	Ind5000
	,060
	,067
	,178
	,892
	,375
	,106
	9,474

	
	Ind8000
	-,063
	,063
	-,184
	-1,006
	,317
	,126
	7,959

	
	Ind9000
	,082
	,069
	,225
	1,199
	,234
	,119
	8,420

	
	LogTA
	-,008
	,007
	-,127
	-1,253
	,213
	,410
	2,440

	
	GrowthS
	,062
	,028
	,203
	2,217
	,029
	,500
	2,001

	
	GrowthP
	,000
	,001
	-,015
	-,222
	,825
	,873
	1,146

	
	ROA
	,002
	,000
	,491
	6,009
	,000
	,628
	1,593

	
	DebtAssetR
	,000
	,000
	-,033
	-,380
	,705
	,547
	1,829

	
	AuditorDeloitte
	-,208
	,039
	-,750
	-5,283
	,000
	,208
	4,812

	
	AuditorEY
	-,238
	,043
	-,609
	-5,571
	,000
	,350
	2,856

	
	AuditorKPMG
	-,167
	,044
	-,618
	-3,810
	,000
	,159
	6,270

	
	AuditorPwC
	-,160
	,048
	-,648
	-3,310
	,001
	,109
	9,136

	
	AuditorTenureF
	,002
	,003
	,059
	,715
	,476
	,611
	1,637

	
	AuditorMS
	-,171
	,124
	-,259
	-1,380
	,171
	,119
	8,412

	
	AuditorRPS
	-,075
	,061
	-,118
	-1,229
	,222
	,455
	2,198

	a. Dependent Variable: DA                                 

	b. Selecting only cases for which Listed =  0
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Table 1
Auditors and distressed Banks

Company Country  Vearend uditor ‘Date of audit Audic Fee (millons)
== G Audit Nonaw
‘Abbey National T 31 December 2007 Dand T AMach208  Unquiifed 28 €21
Aliance and Leicester u 31 December 2007 Dand T 19February 2008 Unqualified @3 €08
Barclays u 31 December 2007 PwC TMarch208  Unquilifid  ©29 s
B Stearns usa 30 November 2007 Dand T 28anwary 2008 Unqualified  $234 549
Bradford and Bingley u 31 December 2007 KPMG 12February 2008 Unqualified @6 €08
Carlyle Capital Corporation ~ Guernsey 31 December 2007 PwC. 27 February 2008 Unqualifid  N/A. NA
Citigroup. usa 31 December 2007 KPMG 22Febuary2008  Unqualified”  $817 564
Dexia France/ 31Decomber2007  PwCiMazars  28March208  Unqualified  €1012 €148
Belgium and Guérard
Fannie Mac. usa 31 December 2007 D and T 26Febuary2008  Unqualified  $493 -
Foris Hollnd  31December2007  KPMG+PWC  6March2008  Unqualifid €20 a7
Freddie Mac usA 31 December 2007 PwC. 27February 2008 Unqualified”  $734 -
Glitnir Ieland 31 December 2007 PwC 3 anwry 2008 Unquilifed IS5 I5K218
HBOS K 31 December 2007 KPNG 26Febuary2008  Unqualified 0 £24
Hypo Real Esate Germany 31 December 2007 KPMG, 25March2008  Unquiified €54 €57
Indymac s 31 December 2007 Eand ¥ 28 February 2008 Unaualified”  $57 05
NG Hollnd 31 December 2007  EandY, 17March 2008 Unqualified €68 @
Kaupthing Bank leeland 31 December 2007 KPMG 30january 2008 Unqualifid  ISK21  ISK74
Landsbanki Ieland 31 December 2007 PwC. 28january 2008 Unqualifid  ISK59 ISKeG
Lehman Brothers usa 30 November 2007 Eand ¥ 2Wjanwary 2008 Unqualified  $278 35
Uoyds TSB. u 31 December 2007 PwC. 2Febuary2008  Unqualified €131 £15
Northern Rock U 31 December 2005 PwC 27 February 2007 Unqualifid €13 07
Royal Bank of Scotland u 31 December 2007 Dand T 27 February 2008 Unqualifid €17 e1an
TCF Financial Corp usa 31 December 2007 KPMG 14February 2008 Unqualified 5097 $0.05
Thomburg Mortgage usa 31 December 2007 KPMG 27 February 2008 Unqualifid 21 0.4
uss Switzerland 31 December 2007 Eandy 6March208  Unqualifid  CHFL7  CHFI34
US Bancorp usa 31 December 2007 Eand ¥ 20February 2008 Unqualified  §75 06
Wadiovia usa 31 December 2007 KPMG 25February2008  Unqualified  $202 541
Washingion Mual usa 31 December 2007 Dand T 28Febuary 2008 Unqualified 5107 543

Notes: Data as per finandial statements and statutoy flings shown on the respective company's website.

Audit fee” lso includes “sudit related fees.

* Denotes that audit report draws atention to some matters already contained in the notes to financial tatements.
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