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Abstract

In this thesisl examine thdong termeffects of disclosing audit partner ideriés inAP Formswhich
became mandatory as @flL January 2017 due to the implementation of regulation PC2Z1R on

audit quality, audit costsand audit partner selection processes of companieto find limited evidence
that audit quality increased due to the regulation, which was the objective for the PCAOB. | do find
evidence that audit fees increased in the period aroundithplementation date of the regulation.
However, thigncreasecan not be attributed to the regulatiosince it is likely that cofounding events
took place during the sample period which influenced audit féesthermore, |1 do not find evidence

that comparies usehe quality of previous audits in the selection of a new lead engagement partner. |
do also not find evidence that audit partners enhance their effort after a restatement occurs of one of

the financial statementthey audited in prior periods
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In 2016 the Public Company Accounting Oversight Board (PCAOB) adopted regBddtion
whichrequire audit firms todisclose the identity of audit partners in a new document cabed
AP Form. Accounting firms have to comply with this regulation for aweports issued after
January 312017 (PCAOB, 20151)he objective of the PCAOB is to increase audit qublity
disclosing partner identitiesPCAOB Chairman James R. Doty said: "Auditing is a business about
reputation”. According to the PCAOBansparern audit partneridentities should incentivize
auditors toorganize audit teams in a way to give investors more comfort that auditing is
reliable. They argue that audit quality woulidhproveif the identity of audit partners become
publicbecause audit partneswould become more accountable for the audisccounting
practitionershave different expectations than the PCAQOBey argue that audit partners
already have a strong sense of accoainility because of quality control systems at accounting
firms (PWC, 2009; EY, 2009; Deloitte, 2009; KPMG, 20b@yefore, audit quality should not
increase.They do expect audit costs to increasecause partners may experience an increase
in legal liallity which could lead to more unnecessary procedur&n feature ofdisclosing
partner identitiesis thatcompanies anreview the previous engagemesbf audit partnes
which theymay be usindor the selection of a new audit partner. This thesis examsitiee
effects on audit quality, audit fees, audit partner selection processes, and audit partner

behaviorafter a restatement The research question is:

What are the effects of disclosing audit partner identity as required by regulation PGZI0B

on audit quality, audit feesaudit partner selection processeandaudit quality of an audit

partner after a restatemet?
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2.1 Audit transparency
This thesis focusses on transparency in two different relations. Fasgparency in the relation

between audit partners and companies that have to be audifednsparency in this relaticexists if

companiesare ableto know which audit partner leads the auditwhichcompany Second, this thesis
focusses ofransparencyin the relation between audit partners and the investoFsansparency in this
relation exissif investorsknow theidentity of the lead engagement audit partnef the company they

invested in.

Regarding transparency in the relation between apdittners andcompanieghat have to be audited,
audit quality could benhancedby increasing transparencpncerningprofessional practices afudit
partners (Bedard, Johnstone and Smith, 20@®mpanies could better assess tigality of the

practices 6 audit partnerdf they canget insight into those practice®Vith the ability to assess the

guality of these practices companiteey could become more selective in choosing the lead
engagement partner for the audit of their financial statemern thatcasethey might ch@se the audit
partner with the best professional practicegudit firms that have worse professional practices might
then be forced toadjust their practices to audit firms with better practices to stdiyactivefor new

clients. Hence, a more transparent relation between audit partners and companies could increase the

guality of the audis.

Furthermore a transparentelation between inestors and audit partnersouldleadsto a high quality

of audits Information asymmetry existoetween a company aniis investors Cormier et al. 2010)

which means thatnvestors have different information about the performance of the company than the
managers of the company. To have the same information as managers, investors require managers to
issue financial statements. However, investors have no guarantees that the financial stateefieats

the real performance of the companyherefore investoreequire the financial statements to be

audited by an independent auditorAccording to thditerature (Houge, Ahmed and van Zijl, 2017,
Lambert, Leuz and Verrecch2012), the quality of an audit is positively associated with reducing
information asymmetry. If an auditor performs an audit of higher qualitgntmorefalseinformation is
detected and investors getraore reliableview an the real performance oA company.Furthermore,
research showthat information asymmetry is positaly associated with the cost of equity (He, Lepone

and Leung, 2013). If transparency increaskgenablinginvestors to know the identity and previous

QX



audit engagements of an audit partner, these investors might require companies to hire audit partners
that performedhighquality audits in the past rather than auditors that performeds quality audits.
Companies are likely rantthis request because by choosinigh quality audit partnerghe cost of

equity decreass If highaudit quality partersget selected moreoften thanlow audit quality partners,
theselow audit quality partners might try to increase the quality of their audits. Hence, audit quality

would increase.

2.2 Regulation PCAOB211
The assumptionthat audit transparencgould increase audit quality issed by the PCAQ#hen they

proposed in 200% disclosethe identity oflead engagement partners audit reports.The PCAOB
proposedthis because it would lead ®higher qualityof audits. Accorohg to the PCAOB, disclosing the
identity of engagement partnersould forcepartnersto strive for better resuls since their reputation

could be damaged rhistakesin auditsconducted by themselves wouliecome public.

This statement from th® CAOB is supported by the behavioral science addiag literature. Siegel
JacobsandYates (1996) shotihat accountability increasgsidgment quality and Taand Mak (2002)
suggest that this also holds for audit partner judgmetisclosingudit partrer identitiesis expected

to increaseaudit qualitybecause audit partners are more likely to deliver good audit quality when the
guality of their auditscould be checked by external parties (Lerraerd Tetlock 1999; DeZoort et al.
2006).So, audit qualit couldimproveby enhancinghe accountability of audit partnenshich the

PCAORB tries tdo with disclosing audit partner identities.

Several countriesuch asSweden and Norwayreceded the U.S. in requiring firms to disclose the
identity of the lead engagement partreThese countries experienceddecrease in abnormal accruals
which could imply higher audit qualitidowever this could also be due to increased financial rejngy
guality instead of audit qualithecause abnormal accrualsuld bea proxy for both financial reporting
guality and audit qualityAfterman, 2015)Therewere changes in accounting standards around the time
of theimplementation of the rule that requed disclosingof partner identities whichmade it impossible

to assign the decrease to either the changes in accounting standards or the disclosure of audit partners.

Theproposalof the PCAORd to strong opposition by accounting practitioners. Their opinion was that
the accountability of audit partnersould notbe enhancedy identifying them becauseaudit
companies already fiba strong system of audit quality contrdliso, thePCAOBVversees the audits and

already had been abl® punish auditors Therefore accountabilitgnd thus audit quality, could not be
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enhancedoy disclosing the identities of audit partneksowever, audit costs would increase due to
increased legal liability exposaccording to practitioner§PwC 2009; KPMG 2009; Deloitte 2009; EY
2009).Pwc(2009)a i | (W& detievékint there is a significant risk that requiring an engagement
partner signature on audit reports would result in an unwarranted increase in purpattems asserted
against the signing partner, with potentially inconsistent results from the courts. These risks and
attendant costs clearly outweigh any possible benefits that might be obtained from an engagement
partner signature requiremer@3d, theybelieve that putting all the liability of an audit on the

engagement partner is not faamd could increase audit costs.

The audit firms are supported Iudiesthat focus on the association between transparency and
accountability(Fox, 2007¢aventa and McGee, 2013)ose studiesejectthe assumption that
transparency is supposed to generate accountahbtitsll cases They suggest that the relation between
transparency and accountabilitydependent on the context of a given case. Sadasing transparency
does not always lead to more accountabilifence the argumentsof the audit practitionersnight be

true in their context of high accountabilitgf audit partners within audit firms

Almost 9 years after the first proposal of the FIBA on 31 January 201regulationPCAOB 3211 went

into effect. This regulation doesot require to disclose thalentity oflead engagement partners in the

audit reports asproposedin 2009, but it does require to disclose tlientity in the Auditors
ParticipantsForm(AP form) This AP Form is a new documémat has to be published bgn audit firm

within 30 days after the audit repognd is accessible via the database on the website of the PCAOB.

This document ifiled with the PCAOBgparately from the annual statements of the audited company.

In the AP Form the name of the engagement partner and the name of other participatindiaudi

have to be disclose®Vith the AP Forms companies can get an insigottime | dzZRA i LJ- NIy SNID &
gualifications, industry experience and other experiensiso,companies candetermine whether the

audit partner fortheir engagement also is the leadgagement partner on audits of other companies.

2.3 Hypothesis development
As described in the previous sectiting PCAORBNdthe audit practitionersexpected different effects of

the implementation of regulatio®CAOB2110on audit quality andosts Also, the literature is mixeit
its expectatiorabout the effects of the regulation. Therefore it is important to examine #otual

effects of disclosing partner identities in the AP ForDrses audit qualityncreaseas desired by the



























































































































