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Abstract 

This thesis contains the outcome of three separate, but interrelated, empirical analyses on 

the role of the individual audit partner in the auditor-client economic bond, auditor 

rotation and auditor workload. 

  The first analysis examines the demand and supply factors associated with the 

role of the audit partner in the auditor-client economic bond.  Specifically, the study 

examines whether (1) high fee-paying clients consider audit partner quality when 

appointing an auditor and (2) audit partners compromise their independence for 

economically important clients.  The findings show that, while audit partners influence 

audit outcomes, clients do not pay above the expected audit fees, either to select low-

quality partners to enable them to manage their earnings, or high-quality partners as a 

way of signalling the strength of their financial statements.  The results also show no 

evidence to suggest that partners compromise their independence for economically 

important clients, in spite of the possible rewards attached to how much revenue they 

generate.  Together, the findings support the suggestions that the increased regulation of 

partner activities and improved corporate governance, within the UK, has lessened 

concerns regarding excessive fees and low audit quality. 

 The second empirical analysis examines the cost/benefit consideration of the 

requirement for a mandatory partner rotation, with (without) a simultaneous firm change.  

Prior research conducted on mandatory auditor rotation has been focussed either at the 

partner or firm level, without recourse to the net incremental benefits (cost) associated 

with the requirement for both layers of rotation over a single rotation rule.  Given the 

long-standing debate regarding the relative benefits of mandatory auditor rotation, this 

study aims to provide key contributions that will help to advance policy formulation on 

the subject.  The findings of the study show that the requirement for mandatory partner 

rotation, without a simultaneous firm change (single rotation), helps to control 

opportunistic earnings management.  In addition, the study observes that, while there 

exists no evidence of audit quality improvements when mandatory partner rotation is 

required concurrently with a firm change (dual rotation), there is a significant increase in 

audit fees.  Taken together, these findings provide evidence that the requirement for 

mandatory partner rotation (but not firm rotation) is associated with increased audit 

quality.  Moreover, the requirement for dual rotation, while offering no improvements to 

audit quality, could lead to increased audit fees - a key reason as to why dual rotation is 

not practiced universally. 
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The third and final empirical analysis of this thesis examines the role of the audit 

partner workload in the audit committee’s auditor selection and retention process.  

Policymakers posit that the agreement and use of key audit quality indicators by auditing 

stakeholders could provide insights into the principles of audit quality, whilst also 

creating incentives for competition that will enhance audit quality.  Highlighting the 

informational value of partner workload in the audit committee’s auditor selection and 

retention process, policymakers have called on researchers to examine the validity of such 

indicators in relation to improving audit quality.  This section represents a response to 

this call, by examining the association between audit committee effectiveness (size, 

independence, and expertise) and audit partner workload.  The findings show that two 

(size and independence) out of the three measures of audit committee effectiveness are 

positively associated with partner workload.  The findings from the study provide novel 

evidence of the signalling ability of partner workload in the auditor selection process.  

Drawing on the existing literature on partner workload, the findings suggest that a heavy 

workload could be indicative of a partner's ability to manage multiple clients and to 

perform high quality audits. 
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Chapter 1: Introduction 

1.1 Background 

The effectiveness of the audit process and its outcome has been the subject of 

unprecedented analysis, review, and reform in recent years.  This follows a growing spate 

of accounting scandals, which has dented public trust in the auditing profession (Financial 

Reporting Council 2019).  These concerns have prompted an array of proposals and 

regulations by auditing stakeholders, aimed at restoring confidence in an otherwise failing 

market, with a recent case in point being the Sarbanes-Oxley Act (2002).  A dominant 

feature of these proposals and regulations has been their focus on the role of the audit 

partner in the determination of audit outcomes (Lennox and Wu, 2018).  

Accounting standards require audit firms1 to adopt quality-control mechanisms 

that enhance the quality of audit outcomes.  These controls, implemented at three distinct 

levels, i.e., the audit firm, audit office and audit partner, are aimed at strengthening the 

audit planning and execution process, as well as for establishing a climate that fosters 

long-term audit quality and recognition.  Notwithstanding, prior auditing analyses have 

largely focussed on the firm and office levels, with little scrutiny and understanding of 

audit quality at the audit partner level (Gul, Wu and Yang, 2013).  Several authors, 

however, have emphasised the importance of individual auditor differences in the 

auditing process.  For example, Nelson and Tan (2005) note that the outcome of an audit 

is influenced by multiple traits of the individual auditor, such as their skillset and 

personality.  (Francis, 2011) argues that audits are of a higher quality when carried out by 

competent partners.  Subsequently, researchers have suggested a push-down of audit 

quality analysis, from the firm and office levels to the audit partner level (Defond 2005). 

While audit procedures are instituted by the audit firm, audit partners based in 

specific offices of practice administer the audits.  It is probable, therefore, that partners 

could influence audit outcomes, beyond the assurances offered by their respective firms 

and offices.  Based upon this, recent studies have begun to examine the influence of the 

audit partner on audit outcomes.  Gul, Wu and Yang (2013), using data from China, 

document significant variation in audit quality between individual auditors.  Using data 

from Taiwan, Aobdia, Lin and Petacchi (2015), report that individual auditor identity 

provides informational value to capital market participants, beyond the identity of their 

respective firms.  

 
1 The study uses firm(s) to exclusively highlight the audit firm. A company (y-ies) is referred to as company 

(y-ies) or client(s). 
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Notwithstanding, the empirical research focussed on the partner level remains 

limited, inconclusive, and fraught with research design issues.  For example, Lennox and 

Wu (2018) highlight the inability of the extant literature to highlight differences in partner 

compensation schemes across different jurisdictions.  Unlike developed markets, where 

Big Four partners enjoy greater market concentration, and hence tend to practice large 

profit pool distribution, audit firms in less developed markets tend to adopt office/partner-

based compensation schemes (Knechel, Niemi and Zerni, 2013).  Su and Wu (2016) 

report that audit firms in China adopt the “kill what you eat” formula, where profits from 

an audit engagement is credited to the individual partner who brought the client to the 

firm and is overseeing the audit2.  These differing practices may play a role in shaping 

partner incentives (Liu and Simunic, 2005).   

Furthermore, there exist key differences across the jurisdictions of study and, as 

such, caution needs to be exercised regarding the generalisability of earlier findings.  For 

example, China is a relationship-based economy, where social ties (‘‘guanxi’’) are 

essential for business success (Tsang, 1998).  This could influence partners’ ethics and 

behaviour, and subsequently their impact on audit outcomes (Cohen, Pant and Sharp, 

1993; Cohen, Pant and Sharp, 1995).  It is, therefore, important for researchers to consider 

whether there are significant differences between institutional settings.  Such differences 

could mean that the findings from non-UK research may not extend to the UK.   

This thesis examines three key aspects of the auditing literature, each focussed on 

the role of the audit partner in determining audit outcomes.  Specifically, this study 

examines three separate, but interrelated, empirical questions on the role of the audit 

partner in the auditor-client economic bond, mandatory auditor rotation and auditor 

workload.  The first question examines demand-supply side factors that are associated 

with client importance at the partner-level.  The second question examines the cost/benefit 

consideration of requiring mandatory partner rotation with (without) a simultaneous firm 

change.  Addressing the third and final question, this study revisits the issue of partner 

workload, and examines how demand-side factors could inform on its suggested measure 

as a key audit quality indicator, as posited by policymakers. 

1.2 Research Motivations 

The motivation for this study is as follows.  First, in spite of the extended discussion and 

subsequent legislation in two of the biggest major market economies and, arguably, the 

most prominent of audit markets, the UK and US, the archival research on audit partner 

 
2 They clarify that this is after various expenses have been taken out. 
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effects on audit quality in these markets, has been limited.  This is largely attributable to 

the lack, previously, of publicly available partner data.  This remained the case until recent 

requirements to disclose partner identity by the EC (UK) and PCAOB (US) provided a 

means for the systematic testing of partner role in audit quality.  Consequently, a 

considerable proportion of the prior literature has been conducted in developing markets, 

with relatively few studies using data from developed markets. Thus, more research is 

needed to assess the generalisability of results from studies in developing markets to 

developed markets, such as the UK, which is considered to be the birthplace of modern 

accounting (Cameran, Campa and Francis, 2018). 

 Second, accounting firms have long argued that the standardisation of audit 

procedures leaves little room for partner influence on audit outcomes.  However, 

emerging research suggests that partners’ differing characteristics affect their level of 

professional scepticism and subsequent judgements made in their performance of audit 

engagements.  Gul, Wu and Yang (2013), Aobdia, Lin and Petacchi (2015) and Li et al. 

(2017), all highlight that audit partners account for the greatest variations in audit 

outcomes.  Given the increasing concerns of policymakers on the potentially negative 

effect of abnormally high audit fees on audit quality, and the lack of conclusive evidence 

from the existing research, examining the role of the partner in the auditor-client 

economic bond will provide valuable evidence to aid intelligent policymaking.  As stated 

earlier, the actual audit of the audit client is performed by the partner, and thus, auditor 

incentives could be significantly more salient at the partner, rather than the firm or office 

levels (Reynolds and Francis, 2000).  

 Third, audit firms are increasingly basing their levels of partner compensation on 

the partner’s performances, such as the number of clients brought to the firm and quasi-

rents earned from audits performed (Knechel, Niemi and Zerni, 2013).  While the general 

belief is that this will motivate partners to conduct higher quality work, others suggest 

that this could cause partners to acquiesce to client demands, and thereby impair audit 

quality, particularly for economically important clients.  Previous studies in this area have 

been limited, mixed and fraught with poor research designs.  Thus, additional research 

incorporating innovative research designs is needed, in order to provide robustness to the 

prior literature and to enable policymakers to draw consistent conclusions.  

Fourth, the existing research on the partner role in the auditor-client economic bond 

has largely focussed on supply-side factors.  However, audit quality is influenced by both 

demand and supply-side factors (Defond and Zhang, 2014).  The empirical archival 

research reports that both the audit firm and client consider partner appropriateness when 
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assigning partners to client audits (Lee, Nagy and Zimmerman, 2018).  This suggests that 

the partner-client matching process is unlikely to be random.  This study represents a 

response to calls from researchers to examine the role of client competency in driving 

audit quality (Defond and Zhang, 2014).  

Fifth, despite the long-held beliefs and wide-spread practice, empirical evidence on 

the effect of mandatory partner rotation on audit quality in the UK is non-existent.  

Coupled with the recent introduction of mandatory firm rotation, many highlight that the 

continuous imposition of limits on the auditor-client tenure, without the essential 

empirical evidence, could, in fact, impair audit quality (Cameran et al., 2015).  

Furthermore, the wide divergence of the implementation of the mandatory auditor 

rotation policy around the globe, particularly between the UK and the US, raises doubts 

as to its practical benefit.  This triggers the need for an examination of the cost/benefit 

argument, associated with mandatory auditor rotation in a major market economy, such 

as the UK. 

Sixth, policymakers continue to highlight that audit quality remains at 

unappreciable levels.  The unobservable nature of audit quality makes it difficult to assess 

the quality of audit outcomes by audit partners.  Consequently, policymakers have called 

for the examination, and subsequent acceptance, of key quality indicators, which, when 

disclosed, could aid in producing a more informed and meaningful assessment of a 

partner’s ability (PCAOB 2015).  This study, motivated by this need, examines one such 

proposed audit quality indicator in audit partner workload, and its role in the audit 

committee’s auditor assignment process. The study departs from the classical work in this 

area and provides unique evidence on the use of audit partner workload to signal an audit 

partner’s ability to produce high quality audits. 

1.3 Data and Research Methodology 

This study is conducted using data from UK-listed, non-financial companies.  The 

exclusion of firms in the financial services industry is attributed to the significant 

differences in their accounting standards and reports (Jermias and Gani, 2014).  The 

recent requirement by the European Union Eighth Company Law Directive, which 

requires audit partners to both sign and disclose their names on client audit reports, 

provides an avenue for the collection of audit partner names.  Consequently, the study 

obtains, through hand collection, all auditor-related information (audit firm, audit office 

and audit partner names) from the audit report section of the company’s annual reports. 

The study also gathers partners’ demographic information – age, educational background, 

and professional accountancy qualifications, by manually searching through the online 
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portals of the Recognised Supervisory Bodies, as well as Companies House.  Audit 

partner gender is determined by their respective names.  Where there lies doubt, due to 

the presence of unisex names, press releases and other social media handles, such as 

LinkedIn and Facebook, are relied upon to accurately determine an audit partner’s gender.  

Given that partner information only became publicly available in the UK from 2009, the 

study bases its start date from this point, and collects all required samples from its start 

date to the year-end of 2017. 

 All company-related accounting information is downloaded from DataStream, 

except for audit fees, which are obtained from FAME.  Additionally, and for the third 

empirical analyses, board-related data is downloaded from Boardex.  In line with prior 

literature, the study adopts for its methodology panel data models, and estimates these 

models using fixed effects and ordinary least square regressions (Abbott et al., 2003; 

Bertrand and Schoar, 2003; Chen, Sun and Wu, 2010; Lennox, 2014; Chen, Hribar and 

Melessa, 2018). 

1.4 Main Findings and Contributions 

The first objective of this thesis is to empirically analyse the role of the audit partner in 

the auditor-client economic bond.  The specific research questions that are answered are: 

(1) Do high fee-paying clients consider audit partner quality in auditor appointments? (2) 

Do audit partners compromise their independence for economically important clients?  

Using Bertrand and Schoar (2003) fixed effects methodology, the study estimates audit 

partner quality by regressing unsigned total accruals on partner fixed effects, office fixed 

effects, firm fixed effects, client characteristics, year fixed effects and industry fixed 

effects.  The findings show that partners account for significant variations in audit quality 

outcomes, consistent with claims in the existing literature that the various personal 

attributes of a partner influence audit outcomes, beyond firm and office characteristics 

(Nelson and Tan, 2005; Gul, Wu and Yang, 2013; Cameran, Campa and Francis, 2018).  

In answering the first question, the study then expresses audit partner quality as a function 

of the abnormal component of audit fees, to test the association between partner quality 

and high fee-paying clients.  The findings show no significant association between partner 

quality and abnormal audit fees. 

Regarding the second question, which examines whether partners compromise their 

independence for economically important clients, the study addresses prior research 

design issues, by considering the differing performance-based compensation schemes.  

Centred on partner fee generation, the study measures partner-client importance at three 

levels: partner fees earned from one client divided by (1) total fees generated by partner 
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in a year (2) total fees generated by engagement office in a year and (3) total fees 

generated by audit firm in a year.  Regressing audit quality on the three measures of client 

importance, the results show no evidence that partners compromise their independence 

for economically important clients.  

Taken together, these findings from the first empirical analysis highlight the strong 

auditing regulations in the UK.  While partners influence audit outcomes, high fee-paying 

clients do not consider partner appropriateness in auditor appointments, nor do partners 

compromise their independence for economically important clients. 

The second empirical analysis of this thesis investigates the cost/benefit 

consideration of the requirement for mandatory partner rotation (MPR), with (without) a 

simultaneous audit firm change.  Specifically, the study addresses the following research 

questions: (1) Does requiring MPR with (without) a simultaneous firm change improve 

audit quality?  (2) Does requiring MPR with (without) a simultaneous firm change affect 

the audit fee?  To answer these questions, the study expresses audit quality as a function 

of MPR with (without) a simultaneous firm change, and audit fees as a function of MPR 

with (without) a simultaneous firm change.  While the findings show that requiring MPR 

along with a simultaneous firm change (dual rotation), has no significant effect on audit 

quality, requiring only MPR (without a simultaneous firm change) helps to improve audit 

quality.  In addition, the results show that requiring dual rotation, and not single rotation, 

is associated with increased audit fees.  Taken together, the findings show that MPR 

constrains a client’s ability to manage their earnings.  Furthermore, requiring dual 

rotation, while offering no improvement in audit quality, may lead to audit fee hikes.  

In the third and final empirical analysis of this thesis, the study addresses the use of 

audit partner workload for signalling the ability of the audit partner to deliver high quality 

audits, in auditor appointments.  Specifically, the study addresses the question: Do 

effective audit committees associate heavy partner workload with high audit quality?  

Expressing audit partner workload as a function of a selection of key audit committee 

characteristics; size, independence, and expertise, which are associated with audit 

committee effectiveness to ensure high audit quality, the results show a significant 

positive association between partner workload and audit committee size and 

independence.  These findings provide novel evidence on the positive signalling ability 

associated with partner workload in the audit assignment process.  These findings are in 

contrast with the popular belief that partners with a heavy workload take shortcuts, 

leading to audit quality impairment (Sundgren and Svanström, 2014). 
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This thesis contributes to the existing auditing literature in several ways.  First, the 

study provides evidence of demand-side factors that influence audit contracting and audit 

production quality, an element that has been missing in previous audit partner studies.  

Audit quality levels are impacted by both demand and supply-side factors, yet the existing 

literature has primarily focussed on the latter (Defond and Zhang, 2014; Lee, Nagy and 

Zimmerman, 2018).  Furthermore, partner identity has capital market consequences and, 

therefore, clients consider partner appropriateness in auditor appointments (Aobdia, Lin 

and Petacchi, 2015).  

The first empirical analysis of this study, thus, extends prior research on the audit 

partner-client economic bond, by concurrently examining demand and supply-side factors 

that may influence this bond.  Further, the study makes innovative contributions relating 

to the role of demand-side factors in the audit partner workload literature, as examined in 

the third empirical analysis.  A key contribution of this analysis (third) lies within the 

innovative research design of the study, which addresses endogeneity concerns associated 

with previous audit partner workload studies (Lennox and Wu, 2018).  This provides a 

solid foundation upon which future research can be built. 

Second, the study provides novel evidence on a range of key audit subjects.  In 

relation to the first empirical analysis, the thesis provides the first of any evidence on the 

partner-client economic bond in the UK, further highlighting the strong auditing 

regulations associated with the UK audit market.  In a similar exercise, the third empirical 

analysis provides novel evidence on the signalling ability of partner workload as a key 

audit quality indicator in auditor appointments.  

Third, this thesis provides breakthrough findings on recent regulatory proposals and 

changes that will help to guide intelligent policy making.  The second empirical analysis 

provides valuable and timely information on the net incremental benefits (costs) 

associated with the requirement for a dual, compared to a single, auditor rotation.  Prior 

literature has largely focussed on one type of rotation or the other, without consideration 

of the potential combined effect.  Understanding this outcome in more detail is 

particularly necessary, given the recent introduction of both mandatory partner and firm 

rotations by the European Commission (EC).  Due to concerns that these regulatory 

requirements are based more on anecdotal evidence, the findings of this study present 

evidence which rejects the assumptions made by the EC.  Specifically, the findings 

demonstrate that the EC’s requirement for dual rotation, while increasing audit fees, may 

have little or no impact on audit quality.  Furthermore, empirical analysis three provides 

breakthrough findings, relating to the Public Company Accounting Oversight Board 
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(PCAOB), on the identification and use of key audit quality indicators to drive 

competition for improved audit quality.  Examining the partner workload argument, the 

findings show, contrary to regulatory concerns, that a heavy workload could be indicative 

of a partner’s skilled ability to manage multiple clients and to perform high quality audits. 

Fourth, the study addresses the limitations of measurement errors and research design 

issues that have characterised certain existing studies which relate to this thesis.  The 

existing literature has largely measured partner-level client importance using clients’ 

audit fees as a percentage of total audit fees generated by a partner in a given year.  This, 

however, does not take cognisance of the different partner compensation schemes.  As 

highlighted by Knechel, Niemi and Zerni (2013), partners can either be compensated 

based on revenue from a small pool (partner or office revenues) or a large pool (firm or 

national revenues), the differences between which could have a significant impact upon 

the strength of the partner-client economic bond.  This study, therefore, builds on prior 

research by examining each of the various ways in which partners may be compensated.  

In addition, prior studies have examined partner-level client importance, using either total 

assets or sales of the client.  Examining the data, this study observes that, while certain 

clients made more sales (revenue), or had a higher asset value, they paid lower audit fees 

than other clients, who recorded lower sales (revenue) or a lower asset value.  This raises 

concerns of measurement errors in earlier studies, given that client asset size or sales 

generated are not directly proportional to the amount of audit fees paid.  This study 

addresses these concerns by using actual audit fees paid as a measure of client importance 

to a partner.  

The study also addresses limitations in the prior literature, which attribute the lack of 

results in MPR studies to the use of earnings quality metrics as measures of audit quality.  

Specifically, the study responds to concerns by Chi et al. (2009) and Bamber and Bamber 

(2009) and reports significant correlations between MPR and abnormal accruals. 

Finally, the study adds to the limited audit partner studies conducted in the UK 

setting.  The lack of publicly available data on partner identity, until recently, means much 

of the study relating to the audit partner has been performed in non-UK settings.  

However, the differing institutional settings may play a role in shaping partner incentives 

and, subsequently, the quality of their audit outcomes (Cohen, Pant and Sharp, 1993; 

Cohen, Pant and Sharp, 1995; Tsang, 1998; Liu and Simunic, 2005). These differences 

could mean that findings from practices of non-UK settings may not extend to the UK 

and vice versa.  This study, therefore, adopts the setting of a major market economy, this 

being the UK, which boasts a well-developed accounting profession and offers strong 
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legal enforcements and investor protection (Choi et al., 2008; Choi et al., 2009; Cameran, 

Campa and Francis, 2018).  

1.5 Thesis Structure 

This thesis is organised into eight chapters.  Chapter Two details the theoretical 

framework that underpins the study.  This section details the differential quality between 

the three auditor levels.  Further theoretical concepts, surrounding the partner 

characteristics, professional scepticism, audit regulation, audit quality and agency 

problems, and its role in audit partner determination of audit outcomes are discussed.  

Chapter Three provides a comprehensive review of the relevant archival literature, while 

demonstrating the need for further research.  Sample collection and databases employed 

in the study are discussed in Chapter Four.  This section also details explanations of the 

study variables used and provides an overview of the methods used in the study’s 

empirical analyses.  Chapter Five contains the first empirical analysis, which examines 

the role of the audit partner in the auditor-client economic bond.  Chapter Six contains 

the second empirical analysis, which investigates the net incremental effects of requiring 

single versus dual auditor rotation.  Chapter Seven is focused on the third and final 

empirical analysis, which examines the signalling ability of audit partner workload in 

partner audit appointments.  A summary of the main study findings, implications, 

limitations, and directions for further research are discussed in Chapter Eight. 
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Chapter 2: Theoretical Framework 

2.1 Introduction 

This section presents the theoretical concepts that underpin this study.  By developing 

this framework, the study aims to provide a deeper understanding of the multiple factors 

that drive audit partner-level audit quality.  The theoretical framework focusses on five 

key dimensions.  These dimensions are agency theory, audit quality, audit partner, audit 

regulation, and corporate governance.  Further, the section highlights additional theories 

associated with the audit committee, audit partner and client management, such as 

accountability, signalling and reputational theories. 

2.2 Agency Theory 

The role of corporate governance and external auditing in improving financial reporting 

processes is underpinned by agency theory, a theory dominant in accounting and auditing 

literature.  Regarded as perhaps one of the most controversial relationships between 

ownership and control, the owners of a firm (principals) hire managers (agents) to act on 

their behalf in the day-to-day company administration.  However, at the heart of agency 

theory is the belief that managers, when presented with the opportunity, will prioritise 

their own interest, as opposed to maximising shareholder benefits, thus creating a conflict 

of interest between both parties (Jensen and Meckling, 1976; Fama and Jensen, 1983).  

This inability of shareholders to monitor management closely, due to the owner-control 

separation, results in information asymmetry.  This then leads to moral hazards and 

challenging selection issues, with the cost of this being borne by the shareholders (Fama, 

1980).  One such cost (agency) borne by shareholders to avoid principal-agent 

divergencies is the cost of monitoring, where shareholders institute external and internal 

monitoring measures to limit unusual activities by management (Jensen and Meckling, 

1976).  

The auditing literature highlights that auditing is one of the key monitoring 

mechanisms instituted by owners to reduce information asymmetry between managers 

and shareholders (Dopuch and Simunic, 1980; Dopuch and Simunic, 1982).  Defond and 

Zhang (2014) report that client demand for quality audits is necessitated, in the main, by 

agency costs.  Shareholders engage the services of an independent external auditor to 

verify the accuracy and credibility of their company’s financial statements.  Healy and 

Palepu (2001) argue that the credibility of management disclosures is enhanced by 

regulation and auditing.  Accounting figures are only considered to be of value if they are 

prepared in accordance with GAAP (regulation) and its compliance is monitored 

(auditing).  Auditing improves resource allocation and contracting efficiency by ensuring 
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the credibility of accounting information.  In addition to this, accounting standards and 

business transactions are becoming more complex, thus increasing the value that auditing 

can deliver. 

2.3 Audit Quality 

Despite the significance and importance of auditing within corporate structures, the 

absence of an admissible definition on what a quality audit entails has led to an increase 

in research studies seeking to understand the drivers of audit quality (Knechel et al., 

2013). 

A widely accepted definition of audit quality, which was adopted early on, is that 

of DeAngelo (1981), who defined audit quality as the degree of the possibility to which 

the market perceives that the auditors (1) detect the material misstatements in the financial 

statements or accounting systems; (2) report the discovered material misstatements.  

However, as highlighted by Defond and Zhang (2014), DeAngelo (1981) definition of 

audit quality is somewhat limited, given that it classifies audit quality only as a binary 

process – that is, detecting and reporting GAAP violations.  An audit, while designed to 

identify GAAP violations, must also ensure the credibility of a company’s financial 

reports.  Thus, audit quality (higher) offers greater assurance that the underlying 

economics of a company’s financial report is faithfully represented.  The UK’s audit 

framework on the issuance of audit opinion permits auditors to depart from GAAP in 

order to present a true and fair view of a company’s financial statement, if necessary 

(Livne and McNichols, 2009).  The ISA (200) rules that, not only should auditors identify 

and detect material misstatements, but they should also use the audit evidence gathered 

to form an opinion on clients’ financial statements.  If audit quality were only dependent 

upon the routine application of GAAP, auditors would not be faced with high record fines, 

as has been witnessed in modern times.  

Intuitively, the above arguments highlight the subjectivity attributed to an auditor’s 

opinion regarding the accuracy of financial statements.  Differing views may exist 

concerning the volume of evidence required to support an opinion.  It is also important to 

establish that the perception of audit quality has a close relationship with the specific user 

of the financial statement, and this will influence the measure used to assess the quality 

of an audit (Knechel et al., 2013).  Survey evidence (Christensen, Glover and Wood, 

2013) suggests that individual investors consider auditor competence to be indicative of 

high audit quality, whereas audit professionals view compliance with audit standards as 

being a sign of high audit quality.  Audit quality is, thus, often based on context, and 

assessment of financial statements is subjective. 
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Based on this premise, policymakers have called for a consensus among auditing 

stakeholders on possible audit quality indicators, by which audit quality may be assessed.  

In 2006, the FRC released a framework, highlighting four key areas against which audit 

quality can be assessed.  These areas included the culture within the audit firm, the skills 

and personal qualities of the audit partners and staff, the quality of the audit process and 

the reliability and usefulness of audit reporting.  Similarly, in 2015, the PCAOB 

highlighted 28 key quality indicators by which audit quality could be assessed.  

Drawing on the policy frameworks, this study focusses on the audit partner, a key 

component for delivering high quality audits, and the controls instituted by policymakers 

through regulation to ensure financial information is prepared in the prescribed formats.  

The following sections draw on further theoretical literature to highlight how the conduct 

of an audit by the audit partner and regulations could enhance audit quality. 

2.4 Audit Partner Theory 

An audit is conducted within the context of an accounting firm.  More generally, 

accounting firms deliver audits through localised offices that have autonomy in relation 

to client selection and retention, the hiring and training of personnel and the 

implementation of firm-wide policies.  Company audits are performed by specific 

engagement teams, that are led by the lead audit (or engagement) partner.  

Firm and office-level quality controls are formal and monitored for compliance.  

Partner-level controls, however, are more relaxed and are likely to reflect the culture and 

values of the audit partner (Church, Davis and McCracken, 2008).  Theoretical research 

suggests that, while audit quality is affected by each auditor level, audits are of a higher 

quality when performed by audit partners with the necessary expertise (Financial 

Reporting Council 2006).  The legal act of the International Standards of Accounting 

(ISA 220) mandates the audit partner to act on behalf of the audit firm.  Thus, audit 

partners have sole influence and control over the audit outcome and are responsible for 

issuing the audit opinion (Francis, 2011).  

The most common organisational structure among audit firms is that of a 

partnership.  Similar to corporations, partnerships are also subject to agency problems.  

However, compared to corporations, where owners and agents are separated, partners are 

simultaneously company owners and agents, both owning shares and benefitting from 

company profits (Huddart and Liang, 2003; Huddart and Liang, 2005).  Consequently, 

partnerships are subject to different agency problems than corporations.  Theoretical 

studies highlight the heterogeneity between partners.  This can be clearly witnessed in the 

agency problem of grabbing and leaving, which demonstrates that some partners are more 
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capable than others (Gilson and Mnookin, 1985).  These theories argue that more capable 

partners threaten to leave, or actually leave, the audit firm, in order to receive a higher 

proportion of the profits than those previously agreed upon by the less capable partners.  

In their study, Huddart and Liang (2003) suggest that audit firms can offer a larger stake 

to talented partners to prevent them from leaving, or from making a credible threat to 

leave. 

In addition to the agency problem, behavioural accounting studies posit that 

partners innate characteristics, such as their talent and personality type, vary greatly 

between them.  These individual characteristics could cause variations in the audit 

outcomes of individual auditors.  Nelson and Tan (2005) note that: 

“Auditors need to perform a variety of tasks to form an overall assurance or 

attestation opinion. To do so, various personal attributes of the auditor (e.g., skills and 

personality) influence the outcome.” 

Theoretical studies have also highlighted key associations between various 

individual auditor characteristics and their audit outcomes.  These characteristics have 

included partner age, gender, education, expertise, and experience, among others.  

Moroney (2007) documents that partners with industry expertise perform higher quality 

audits.  Holmström (1999) highlights that, as people age, their career concerns become 

weaker, which results in reduced effort from older workers.  Meyers-Levy (1986) find 

that women are more meticulous, more conservative, and more willing to follow 

regulations than men.  

Consistent with these theoretical studies, an effective audit involves individual 

auditors balancing their risk preferences, cognitive bias, and specific abilities in order to 

deliver the right amount of professional scepticism during audits (Nelson and Tan, 2005; 

Nelson, 2009).  The FRC, in its audit quality inspection reports, has consistently 

highlighted partners’ failure to exercise sufficient professional scepticism as being a 

contributing factor in low quality audits.  A lack of professional scepticism has also been 

identified as contributing to most enforcement measures (Beasley, Carcello and 

Hermanson, 2001) and a primary contributor in misconduct claims against auditors 

(Anderson and Wolfe, 2002).  This highlights the differences between individual 

auditors’ audit outcomes and the fundamental need to understand the role of the partner 

in audit outcomes. 
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2.5 Audit Regulation 

2.5.1 Background 

Regulation is a key factor in the success, or otherwise, of auditing.  As highlighted by 

Defond and Zhang (2014), the ability of regulations to alter the incentives and 

competencies of auditors and clients helps to improve the quality of audits.  The audit 

industry has witnessed increased levels of regulation, following a multitude of early 

2000s company failures.  Auditors have been criticised for not doing enough to warn 

investors about the risks associated with the assets held by their audit clients during the 

2007-2008 global financial crisis.  Post-crisis, a wave of new regulations were introduced 

in order to streamline auditor-client relationships.  

However, a number of these regulations have been largely ineffective, and some 

were even reported to have incurred the opposite effect (Defond and Zhang, 2014).  For 

example, during the late 1990s and early 2000s, there were volumes of legislative reforms 

in the US and EU, which sought to regulate auditors and to address audit firm 

concentration.  However, the archival literature concludes that the concentration of 

auditing firms has actually increased.  Moreover, despite suggestions that regulatory 

interference is known to alter the audit quality equilibrium, a consensus on the new 

equilibrium remains unclear.  Thus, the long-term impact of regulation on audit quality is 

still a key topic for debate and research.  

Below are highlighted some of the recent regulations which form the basis for this 

research.  These regulations have centred on the audit partner, particularly in relation to 

partner identity disclosure, mandatory auditor rotation, and auditor fees.  

2.5.2 Disclosure of audit partner identity and partner signature requirement 

In 2006, the EC established a piece of legislation, which requires that the audit partner 

sign the audit report on behalf of their firm (office), and that their identity be disclosed 

(Directive 2006/43/EC).  The UK subsequently adopted this regulation through the 

Companies Act of 2006 and, in 2009, audit partners began to sign audit reports and their 

identities were disclosed (Carcello and Li, 2013).   

Proponents of the requirement for a partner signature and disclosure of their 

identity argue that this will increase accountability and the transparency of the partner, 

thereby improving the quality of audits performed.  A proportion of auditing stakeholders 

oppose the requirement for partners to sign, claiming that substantial accountability 

mechanisms already exist to provide optimal auditor performance.  For example, 

accounting firms argue that the standardisation of audit procedures and internal quality 

controls ensure that partners receive a strict sense of accountability.  However, partners' 
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accountability has always been limited to a small audience.  Accountability theory 

suggests that the disclosure of partner identity on the audit report exposes partners to a 

significantly larger audience, including friends, family, press and other audit firms 

(DeZoort, Harrison and Taylor, 2006).  The consequences of an audit failure, which could 

affect partner reputation and damage their ability to attract top clientele, could drive 

partners to exercise greater care during audits.  Additionally, partners may adjust their 

behaviour when they are held more accountable, which may impact audit quality.  

DeZoort, Harrison and Taylor (2006) report that increased auditor accountability is 

associated with increased efforts.  This, again, demonstrates that partner accountability 

may enhance audit procedures.  For example, Asare, Trompeter and Wright (2000) report 

that accountability increases the breadth of work undertaken by auditors, due to a shift in 

audit testing strategies.  A greater degree of partner accountability is also associated with 

increased cognitive processing by auditors (Messier Jr et al., 1992).  This may cause 

partners to perform their work with a greater level of diligence. 

As mentioned earlier, agency theory highlights the informational asymmetry 

between a company and its shareholders, which is attributed to principal-agent separation.  

Shareholders sought to reduce this informational asymmetry through the appointment of 

external auditors.  However, recent financial scandals suggest that even an external 

auditor may be compromised by a company.  The recent public disclosure of partner 

identity, therefore, provides an avenue for users of financial statements to evaluate partner 

experience and, to some extent, track their performance (PCAOB, 2013).  Empirical 

archival research suggests that the identity of the individual audit partner enables capital 

market participants to gain key information, in addition to that provided by the identity 

of the audit firms (Gul, Wu and Yang, 2013; Cameran, Campa and Francis, 2018).  For 

example, Aobdia, Lin and Petacchi (2015) find that partner identity provides 

informational value to the capital market, beyond the value provided by the identity of 

their firms.  They report that companies with a high-quality partner enjoy a better capital 

market outlook in higher share prices, reduced IPO under-pricing, lower interest rates and 

greater access to credit.  It seems, therefore, that partner identity disclosure, coupled with 

the signature requirement, has the ability to drive an increase in the psychological and 

economic benefits for the audit partner, the audit client and other auditing stakeholders. 

2.5.3 Mandatory auditor rotation 

The UK introduced the requirement for mandatory partner rotation almost three decades 

ago.  This followed the Cadbury Committee’s recommendation to implement periodical 

breaks to the partner-client tenure of listed companies after seven years, and an additional 
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five years with no subsequent return3.  The central grounds for this rule was the theory 

that an extended partner-client tenure could compromise partner independence.  In 2003, 

following the financial crises that engulfed the early 2000s, more stringent measures were 

introduced.  The UK reduced the length of its MPR rule from seven to five years and 

broadened its scope to include Public Interest Entities (PIEs)4 (ICAEW 2002).  A similar 

requirement was introduced by the EC in 20065, requiring all member states to ensure the 

rotation of key audit partners of PIEs every seven years, and an additional two years with 

no return6. 

As the volume of financial company collapses continued to increase, regulators 

around the world began to express concerns for the significant number of companies 

under the audit responsibility of relatively few large accounting firms.  In 2012, the 

European Parliament proposed mandatory firm rotation after 25 years of a firm-client 

relationship.  However, after Germany and Austria voted strongly against this, the 

proposed rotation term was shortened to 21 years (Ewelt-Knauer, Gold and Pott, 2012).  

In 2014, the European Parliament finalised proposals on MFR, with the issue of Directive 

2014/56/EU which, in addition to MPR, requires member states to limit firm-client tenure 

of PIEs to ten years, after which the audit firm is eligible for re-election for another ten 

years (14 years for joint audits)7.  The PIE, however, may reappoint the audit firm, after 

the expiry of the maximum tenure, for a further two years, leading to a “10+10+2” rule 

(“10+14+2” rule in the case of a joint audit service).  These requirements took effect in 

the UK on 1 January 20158. 

A primary argument made by proponents of mandatory auditor rotation (MAR) is 

that, in practice, a rotation enhances the independence with which auditors perform their 

work, which in turn affects the quality of audits.  Two key constituents of auditor 

independence are independence in appearance and independence in fact (Dopuch, King 

and Schwartz, 2003).  Independence in fact means an auditor should be free of any 

compromise that could bias their professional judgment when drawing the conclusions of 

their reports.  Independence in appearance suggests that a third party, having all pertinent 

information and safeguards applied, should be able to rationally conclude that the auditor 

 
3https://www.icaew.com/-/media/corporate/files/technical/audit-and-assurance/audit/guidance-for-audit-

committees/reviewing-auditor-independence.ashx?fromSearch=1 
4 https://publications.parliament.uk/pa/cm200102/cmselect/cmtreasy/1219/121902.htm 
5 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32002H0590 
6 The directive also allows member states the freedom to either limit or increase the tenure of the audit term 

as they deem necessary. 
7 The PIE may re-appoint the audit firm for a further two years after the maximum tenure of 20 years (24 

years for joint audits). 
8 The UK implemented the rule earlier than the deadline date of 17 June 2016 required by the EC. 

https://www.icaew.com/-/media/corporate/files/technical/audit-and-assurance/audit/guidance-for-audit-committees/reviewing-auditor-independence.ashx?fromSearch=1
https://www.icaew.com/-/media/corporate/files/technical/audit-and-assurance/audit/guidance-for-audit-committees/reviewing-auditor-independence.ashx?fromSearch=1
https://publications.parliament.uk/pa/cm200102/cmselect/cmtreasy/1219/121902.htm
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32002H0590
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has not acted in a way that compromises their integrity and objectivity.  MAR also helps 

to bring a ‘fresh look’ approach to how audits are performed, strengthening investor 

confidence in a company’s accounting statements (Arel, Brody and Pany, 2005).  An 

extended auditor-client relationship may lead to familiarity and a possible stagnation in 

the way audit services are carried out in terms of planning, information collection, 

evaluation, and review of audit evidence.  This may result in material misstatements or 

errors due to over reliance on previous audit tests and a lack of attention being paid to 

other related accounting elements.  A new auditor may, thus, present a new sense of 

direction when appointed.  Another reason for MAR is that it would reduce the "economic 

dependence" of an auditor on a client, thereby decreasing the potential incentives for the 

auditor to support a client’s particular accounting policies.  Audit technology is 

characterized by high start-up costs, which allows incumbent auditors to earn client-

specific quasi-rents.  Since incumbent auditors enjoy cost advantages over competitors, 

they are able to charge future audit fees, above the cost of producing audits, therefore 

earning client-specific quasi-rents.  Early termination of auditor contracts may see them 

lose these client-specific quasi rents.  Consequently, auditors may act opportunistically to 

remain with a client for a longer period. 

The alternate negative effects of MAR have also been highlighted.  First, as 

mentioned, MAR is associated with high start-up costs.  Auditors may lose quasi-rents, 

while clients will have to bear the costs associated with switching auditors and supporting 

the auditors (new) in familiarising themselves with their accounting principles.   Second, 

auditors need time to familiarise themselves with client accounting practices.  The 

complexity of the audit engagement, combined with the unique nature of each industry, 

means there exists a steeper learning curve for new auditors.  Finally, the perspective of 

stakeholders must be considered.  From one side, when an auditor has been voluntarily 

rotated, market participants can more easily determine whether a new audit firm has been 

employed and can, thus, determine whether there is a risk of "opinion shopping".  

However, assessing the reasons associated with the mandatory rotation of an auditor can 

be significantly more difficult, because stakeholders will not know immediately whether 

a decision is voluntary or compulsory. 

2.5.4 Auditor fees 

The issue of the auditor fees effect on audit quality has been the focus of much debate 

among auditing stakeholders, with a further increase in attention following the early 

2000s company collapses.  Policymakers are of the view that the provision of audit and 

non-audit services, by the same auditor, may cause the auditor to become economically 
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bonded to the auditor, which could, thereby, affect their objectivity.  For example, 

following the Enron scandal, the US initiated restrictions limiting its auditors from 

providing certain non-audit services.  Companies, in addition, were also required to file 

proxy statements that disclosed information on auditor fees, with the aim of helping the 

users of financial statements to ascertain whether or not auditor independence had been 

compromised (Frankel, Johnson and Nelson, 2002).  Subsequently, the introduction of 

the SOX (2002) further prohibited auditors from performing certain non-audit services.  

The European regulators, unlike those in the US, did not act until 2014, when they 

introduced the “70 percent cap rule” in EC directive 537/2014/EC.  This directive limits 

the non-audit fees of auditors to no more than 70 percent of audit fees over three years 

for a given client.  Notwithstanding, theoretical studies highlight that increased 

regulations could lead to further audit price hikes, highlighted by increased auditor 

litigation and reputation costs (Defond and Zhang, 2014). 

 Audit firms adopt performance-based compensation schemes to reward partners.  

These schemes rewards partners based on the amount of audit fees they raise from client 

audits.  However, there are benefits and disadvantages to this approach.  On the one hand, 

if partners are equally rewarded, they will take advantage of others and underperform.  

On the other hand, partners may be incentivised to yield to pressure from economically 

important clients, and, therefore, compromise their independence.  Theoretical studies 

investigating the effect of audit fees on auditor independence present mixed results.  

DeAngelo (1981) conjectures that high audit fees do not impair auditor independence.  

Magee and Tseng (1990), however, find that high audit fees impair auditor independence. 

 Furthermore, other theoretical studies suggest that the threat of litigation and 

reputational costs provide countervailing effects that decrease an auditor’s likelihood of 

acting in favour of clients (Farmer, Rittenberg and Trompeter, 1987).  In the event of an 

audit failure, auditors may face legal action from investors and regulators, which could 

subsequently damage their reputation and ability to attract additional clients (DeAngelo, 

1981).  Consequently, auditors could be motivated to maintain independence, despite 

their economic dependence, given the increased litigation risk. 

2.6 Corporate Governance 

Consistent with agency theory, the institution of corporate governance measures by board 

and audit committees helps to provide the required checks and balances to ensure the 

maximisation of value for shareholders.  

The UK Corporate Governance Code outlines the responsibility of the company 

board in promoting long-term sustainable success for the company, whilst also generating 
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value for its shareholders.  Further, the board delegates its authority to the audit 

committee, who works directly with the external auditor.  Notwithstanding, the board's 

delegation of authority to the audit committee does not relieve it of its responsibility, but 

rather ensures a more ‘hands on’ and focussed approach aimed at improving the integrity 

of the company’s reported figures.  

Given the focus of this study, which examines audit partner, audit committee and 

client management roles in determining audit outcomes, the audit committee is of 

particular interest.  As highlighted by the UK Corporate Governance Code, the audit 

committee is linked with monitoring the integrity of a company’s financial statements, as 

well as serving as a liaison in the appointment of the external auditor.  Research studies, 

which have examined the association between auditing outcomes and corporate 

governance, suggest that a successful implementation of these audit committee measures 

are associated with high audit quality, thereby reducing agency costs (see Bédard and 

Gendron (2010) for a review of the archival literature).  

Agency theory suggests that management are likely to report falsified financial 

accounts.  Owners, therefore, lack the primary ability to identify the difference between 

honest and dishonest information.  In line with signalling theory, audit committees opt 

for high quality audit partners, who deliver high quality audits, in order to provide 

assurances to investors and users of financial statements on the credibility of the reported 

numbers.  Audit partner identity provides informational value to capital market 

participants, and companies who are associated with high quality partners enjoy higher 

securities prices, as well as improved debt contract terms (Aobdia, Lin and Petacchi, 

2015).  High quality audit partners, thus, signal less noise and bias, and greater finesse in 

the production of the reported accounting statement (Wallace, 1980). 

2.7 Summary 

This chapter has provided the theoretical framework that underpins the thesis.  The 

section has highlighted key theorical dimensions in agency theory, audit quality, audit 

partner, audit regulation, and corporate governance, which underscores the role of the 

audit partner in driving audit quality.  Further, the section has also highlighted additional 

theories, embedded in, and associated with, the audit committee, audit partner and client 

management, such as accountability, signalling and reputational theories.  The next 

sections present a review of the empirical literature, related to this thesis.  
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Chapter 3: Literature Review 

3.1 Introduction 

Auditor studies at the partner level have witnessed a considerable increase over the past 

decade.  This is largely due to the recent public disclosure of partner information around 

the major market economies of the world.  This section reviews the related audit partner 

literature to the topic of the thesis, highlighting some key concerns with aspects of 

the literature and provides motivations for further research.  Section 3.2 reviews some of 

the most pertinent papers on auditor-client economic bond.  Next, the study reviews prior 

work on mandatory auditor rotation in section 3.3. Section 3.4 discusses studies on auditor 

workload and audit committee characteristics. 

3.2 Review of the Empirical Literature on the Auditor-Client Economic Bond 

3.2.1 Background 

The auditor-client economic bond is centred on the relationship between the auditor and 

the client whereby the auditor offers audit services to client in exchange for rents.  

Regulators, following the financial downturn of the early 2000’s, expressed concerns over 

this bond in that the growing provision of non-audit services compromises the auditor’s 

independence by increasing the fees paid to the auditor, thereby increasing their economic 

dependency on clients.  The independence of auditors is critical because it affects audit 

quality.  Thus, if auditors do not maintain their independence, they are less likely to 

disallow client’s management of earnings.  Recent studies also suggest that increased 

regulation in the auditing industry may lead to a hike in audit fees, which may impair 

audit quality much more than non-audit fees.  Notwithstanding, this threat may be 

mitigated by litigation and reputational concerns.  As auditor independence and its 

associated relation with auditor fees is critical to audit quality outcomes, several studies 

have been published on it.  This section reviews the archival literature on the auditor-

client economic bond by first examining firm and office level studies, followed by partner 

level studies.  The section concludes with motivations for further research.  A summary 

of the review studies is also presented in Appendix 3.1. 

3.2.2 Firm and office level client importance 

 Frankel, Johnson and Nelson (2002) was one of the foremost studies to examine 

the auditor-client economic bond.  Using US data between February 2001 and June 2001, 

they document that client’s purchase of non-audit services is positively associated with 

the likelihood of reporting a small earnings surprise, the magnitude of absolute 

discretionary accruals, and the magnitude of income increasing and income-decreasing 

discretionary accruals.  In contrast to these results, the authors find a negative association 
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between audit fees and earnings management indicators.  The study, however, finds no 

relation between total fees and their audit quality proxies. Frankel, Johnson and Nelson 

(2002) work is supported by Ferguson, Seow and Young (2004), who use a sample of UK 

firms for the period 1996 to 1998.  Using three different earnings management proxies 

(regulatory investigation, restatements, and discretionary accruals) they document 

significant positive association between non-audit fees and all these measures of earnings 

management.  

A conceptually similar work is carried out by Defond, Raghunandan and 

Subramanyam (2002) who examine the association between non-audit fees and auditors 

propensity to issue going concern audit opinion.  In contrast to Frankel, Johnson and 

Nelson (2002), the authors find no association between non-audit fees and auditors’ 

propensity to issue going concern audit opinion.  Further examination conducted between 

audit fees and auditor’s propensity to issue going concern audit opinion and total fees and 

auditor’s propensity to issue going concern audit opinion, also yield no significant results.  

Subsequently, several similar studies have, also, contradicted Frankel, Johnson and 

Nelson (2002) findings highlighting various issues with their research design.  These 

studies highlight that, while in principle, auditor independence is impaired by the strength 

of the auditor-client economic, they disagree with Frankel, Johnson and Nelson (2002) 

measure of the economic bond.  For example, Ashbaugh, LaFond and Mayhew (2003) 

argue that Frankel, Johnson and Nelson (2002) use of fee ratio i.e. non-audit fees to total 

fees and their measure of discretionary accruals which does not adjust for firm 

performance, makes them unable to accurately depict auditors economic dependence on 

the client.   Consequently, using US data, they report no association between non-audit 

fees and firm performance adjusted discretionary accruals.  Consistent with Ashbaugh, 

LaFond and Mayhew (2003), Chung and Kallapur (2003) also report no association 

between either non-audit fees or total fees and the absolute value of discretionary 

accruals. 

Geiger and Rama (2003), using a list of financially stressed manufacturing 

companies also examine the association between the magnitude of audit and non-audit 

fees and auditor’s propensity to issue going concern audit opinion.  While they find a 

significant positive association between auditor’s propensity to issue going concern audit 

opinion and audit fees, they report no such observation for non-audit fees.  In a process 

similar to Geiger and Rama (2003) but using a larger sample, Callaghan, Parkash and 

Singhal (2009) also report no association between the propensity of auditors to render 

going concern opinions and non-audit fees, audit fees, and total fees.  
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Kinney Jr, Palmrose and Scholz (2004), examine whether non-audit fees are 

associated with restatement of previously issued financial statements.  Their study 

focusses on key aspect of auditor non-audit services: financial information systems design 

and implementation, tax, and other unspecified services.  Using US data from 1995 to 

2000, they report no significant association between fees for financial information 

systems design and implementation, and restatements.  The authors also find that fees for 

tax services are negatively associated with restatements.  However, they document a 

significant positive association between restatement and fees for other unspecified non-

audit services of the auditor.  Drawing conclusion from their work, Kinney Jr, Palmrose 

and Scholz (2004) argue that auditors offer of tax services have net benefits to auditing 

stakeholders whereas unspecified tax services is associated with net detriments.   Thus, 

any economic dependence of the auditor on a client are more than compensated in high 

quality financial reporting benefits in that clients choose to rely on their auditors to offer 

tax advice. 

While the majority of previous studies focussed on pre-SOX data, Li (2009) calls 

for comparison of evidence between pre and post SOX ban of certain non-audit services, 

to address concerns regarding auditor independence.  Consequently, using office level 

data, they examine the relation between auditor’s propensity to issue going concern 

opinions and client non-audit fees, audit fees and total fees for two sets of distressed 

companies: 1,681 in 2001 (pre-SOX) and 1,780 in 2003 (post-SOX).  They record no 

significant association between any audit fee measure and auditor’s propensity to issue 

going concern opinion pre-SOX.  However, post-SOX, the authors report significant 

positive associations between auditors’ issue of going concern opinion and audit fees and 

total fees.  Given their findings, they surmise that clients purchase of non-audit services 

has no negative effects on auditor independence. 

Another stream of emerging research highlight that the recent focus on increased 

regulation by policymakers could lead to increase audit fees which may impair audit 

quality much more than non-audit fees.  As highlighted by Defond and Zhang (2014), the 

associated effects of regulation could be “bittersweet”.  Notwithstanding, the extant 

literature on audit fees, which has been studied concurrently with non-audit fees, provides 

very little claim to this suggestion.  Higgs and Skantz (2006), however suggest the lack 

of conclusive findings on audit fee impact on audit quality could be attributed to 

researcher’s inability to isolate the excess fee component from client’s audit fees paid.  

The authors posit that audit fees consist of two parts, normal fees that reflect the auditors 

work and the abnormal fees which denotes profitability associated with the engagement.  
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Using a two-stage regression model, Higgs and Skantz (2006) extracts the abnormal fee 

component of audit fees, non-audit fees and total fees, and examine the relation between 

these fee measures and audit quality proxied for using earnings response coefficient. 

While they find little evidence between earnings response coefficient and non-audit fees, 

they report positive significant association for audit fees and total fees.  

Choi, Kim and Zang (2010), who also measure the strength of the auditor-client 

economic bond using abnormal fees, further suggest that prior mixed findings of audit fee 

metrics could be attributed to the non-linear and asymmetric association between audit 

fees and audit quality.  Citing Higgs and Skantz (2006), the authors highlight the inability 

of previous studies to distinguish between positive and negative abnormal fees, which 

could impact on auditor incentives.  Consequently, Choi, Kim and Zang (2010) examine 

the relation between audit quality, proxied for by discretionary accruals and the abnormal 

audit fees conditioned on the sign of the fees.  When abnormal fees are positive, they find 

that this leads to increasing magnitude of discretionary accruals, suggesting low audit 

quality. On the other hand, they find no significant association between negative 

abnormal fees and discretional accruals.  Taken together, they highlight the different 

incentive effects associated with positive and negative abnormal fees.  Auditors are more 

likely to give in to client pressure as abnormal audit fees increase is positive, whereas 

auditors are reluctant to compromise audit quality when abnormal fees are negative. 

3.2.3 Partner-level client importance 

The majority of recent work in this area has been focussed at either the firm or 

office level.  Outside this scope, recent literature has focussed on the role of the partner 

in the strength of the auditor-client economic bond.  Chen, Sun and Wu (2010) using data 

from China, examine the probable effect of legal and regulatory changes on partners 

propensity to issue modified audit opinion for economically important clients.  Measuring 

partner-level importance using client’s total assets, they report lesser issuance of modified 

audit opinions for economically important clients for the period 1995 to 2000.  However, 

from 2001 to 2004, they note an increase in the number of modified audit opinion (MAO) 

following increased investor protection regulations.  The authors also conduct similar 

analysis at the office level while controlling for individual auditor level impact. However, 

they record no such significant associations.  Using data from Taiwan, Chi, Douthett Jr 

and Lisic (2012) employ several audit quality proxies in accruals, modified audit opinions 

and small profits to examine whether partners compromise their independence for 

economically important clients.  In contrast to Chen, Sun and Wu (2010) who focus on 

only listed companies, their study includes listed and non-listed clients of the audit 
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partner.  The authors find that auditor independence is impaired for non-Big 4 audit 

partners, and not Big 4 partners when auditing economically important clients.  Hossain 

et al. (2016) also investigate the impact of client economic importance at the audit partner 

level, focussing on audit partner-audit committee member client interlocks.  They posit 

that when a network of companies shares a common audit partner and an audit committee 

member, future audit fees may be affected by a possible dispute between partner and a 

member company of the network.  Using listed companies in Australia, Hossain et al. 

(2016) find these networked clients’ economic importance causes the audit partner to 

compromise their independence. 

3.2.4 Research motivations which form basis for this study 

At present, many of the contemporaneous studies on the effect of the auditor-client 

economic bond on audit quality has been focussed on the firm level.  Overall, the studies 

provide contrary evidence to regulatory assertion that auditor independence is impaired 

by their provision of non-audit services.  Notwithstanding, recent calls to lower audit 

quality analysis to the partner level, highlights the need for further re-examination of this 

bond at the partner-level.  A key issue is the rather limited and inconclusive studies 

examining the role of the partner in the auditor-client economic bond.  Given there are 

only three studies focussed on this research questions, more studies are needed to assess 

the robustness of findings. 

 Prior studies on client-importance at the partner level has not expressly addressed 

the issue of the right measure of partner-client economic bond.  Except for Hossain et al. 

(2016), previous works have measured partner-level client importance using client sales 

(Chi, Douthett Jr and Lisic, 2012) or client total assets (Chen, Sun and Wu, 2010).  While 

evidence exists to suggest that auditors do take into account client size, it is but only one 

of the factors in the determination of fees charged to a client, together with client 

complexity and client specific risk (Choi, Kim and Zang, 2010).  More so, a critical 

examination of the study sample reveals that while certain clients made more sales or had 

a larger asset size, their audit fees were lower than other clients with lesser sales or smaller 

asset size.  Thus, basing partner-level client importance on client sales or asset size could 

lead to substantial measurement errors. 

Furthermore, a popular method in the extant literature proxies for partner-level 

importance as fees earned from one client divided by total fees generated by the partner 

in a given year.  Most studies, however, fail to consider partner compensation schemes 

which has become common place in audit firms (Coram and Robinson, 2016).  Focussing 

a partner’s compensation on how much revenue they generate, means a partner may only 
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care about their clients.  This may inadvertently cause partner to low ball on audit fees 

below the audit firms cost which includes costs associated with litigation, cooperation 

and monitoring (Liu and Simunic, 2005).  Audit firms, therefore, employ large pool 

compensation schemes9 to curb reduced partner incentives for mutual monitoring.  This 

does highlight substantial measurement errors in earlier partner-level studies which this 

study addresses. 

Last, prior studies on partner-level client importance have focussed on auditor 

incentives to supply audit quality.  Nonetheless, audit quality is driven by both auditor 

and client incentives (Defond and Zhang, 2014).  Behavioural accounting research have 

found that a clients management could influence partner assignment based certain 

individual characterises or attitude (Chen et al., 2016; Li et al., 2017).  This does suggest 

that the partner-client matching process is unlikely to be random.  Consequently 

researchers have called for more analysis on the role of demand side factors in driving 

audit quality (Defond and Zhang, 2014).  This study draws on this theory and extends 

previous studies by addressing both the demand- and supply-side factors associated with 

the auditor-client economic bond, at the partner-level. 

3.3 Review of the Empirical Literature on Mandatory Auditor Rotation 

3.3.1 Background 

Mandatory auditor rotation requires specified periodical breaks to the auditor-client 

engagement tenure in order to avoid long-term ties between the auditor and the client.  

While this requirement has long existed, the differing stances adopted by policymakers 

in several jurisdiction suggest a lack of unison on its implementation.  This section 

commences a review of the related literature on mandatory rotation effects on audit 

quality by first examining the empirical literature on auditor tenure and rotation effects 

on audit quality and audit fees at the firm level.  Next, the section also reviews existing 

studies at the partner level and then highlights key motivations for further research.  A 

summary of the review studies is also presented in Appendix 3.2 

3.3.2 Firm tenure and audit quality 

Prior studies on audit firm rotation, while extensive, has been largely conducted in non-

mandatory settings.  Researchers have sought to draw light on voluntary firm rotation 

effects on audit quality by using audit firm-client tenure.  A number of studies, using 

earnings quality metrics, have attempted to highlight audit firm-client tenure effects on 

audit quality.  Johnson, Khurana and Reynolds (2002), using a US sample, find that early 

 
9 This involves basing partners compensation on total fees earned by the audit firm. 
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years of firm-client tenure are associated with low quality audits.  However, they find no 

association between increasing firm tenure and audit quality.  In a related study, Myers, 

Myers and Omer (2003) report that a longer audit-firm tenure is associated with increased 

audit quality.  Ghosh and Moon (2005) and Lim and Tan (2010), all using US data, find 

that clients audit quality improves with increasing firm tenure. 

 Another stream of literature proxies for audit quality using auditor’s propensity to 

issue going concern opinions, fraudulent reporting and restatement financial reports.   

Geiger and Raghunandan (2002), report that while auditors are unlikely to issue modified 

opinions in the early years of engagement, this trend is reverted with increasing firm 

tenure.  They highlight that a longer firm tenure is thus associated with increased audit 

quality.  Drawing on the conceptual framework used by Geiger and Raghunandan (2002),  

Carcello and Nagy (2004) also find that early years of auditor engagement with client is 

associated with fraudulent reporting.  

Overall, it is clear from the extensive evidence in literature that a longer audit 

firm-client tenure is associated with improved audit quality. 

3.3.3 Mandatory firm rotation and audit quality 

While most countries require mandatory partner rotation (MPR), mandatory firm rotation 

continues to divide opinion, thus, only practiced in a few countries.  Consequently, studies 

examining mandatory firm rotation (MFR) effects on audit quality has been very limited.  

Up until the recent implementation of MFR, Cameran et al. (2015) was one of the first 

studies to examine MFR effects on audit quality.  Using data from Italy, which have long 

required MFR since 1975, their study reports the following key findings.  First, they find 

that while audit fees are significantly higher for outgoing auditors, there is commensurate 

improvement in audit quality.  Second, they report that incoming auditors while 

expending extra audit effort charge significantly lower fees compared to their 

predecessor.  Third, the authors report significantly lower quality for the incoming auditor 

in the early years of audit engagement.  Taken together, they argue that requiring MFR 

while significantly increasing audit fees does not improve audit quality.  Horton, Livne 

and Pettinicchio (2020), expands on Cameran et al. (2015) study by examining the effect 

of dual (MPR and MFR) rotation on audit quality.  Using several earnings quality metrics 

along with the market perception of audit quality as proxies of audit quality, the authors 

report that audit partner rotation and not firm rotation is associated with improved quality 

of audits. 

Overall, the literature on MFR is limited, thus making it quite difficult to draw 

robust conclusions on its effect on audit quality.  
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3.3.4 Partner tenure and audit quality 

When a partner is rotated off an audit for any reason other than MPR, the general notion 

is that the partner has been taken off voluntarily.  While the established argument of MPR 

is that an extended partner-client tenure impairs audit quality, voluntary partner rotation 

is often attributed to reasons such as partner-level opinion shopping, career progression, 

client risk profile among others (Beattie, Fearnley and Brandt, 2000; Chen et al., 2016).  

The lack, however, of partner-level data, until recently, suggests that research in these 

categories has been limited and inconclusive.  

One of the foremost studies that examined auditor tenure effect on audit quality 

using partner-level data is Chi and Huang (2005).  Using data from Taiwan, they find that 

partner-client tenure is negatively related to abnormal accruals up to the first five years, 

after which abnormal accruals begin to increase.  They suggest therefore an ‘inverted U’ 

relationship between partner-client tenure and audit quality.  Carey and Simnett (2006), 

using data from Australia, report that an extended partner-client tenure is associated with 

low audit quality; for two (partner’s propensity to issue a going-concern audit opinion 

and just beating (missing) earnings benchmarks) out of their three audit quality proxies.  

They, however, fail to find any association between longer partner tenure and abnormal 

accruals.   Fargher, Lee and Mande (2008), who also use data from Australia, correct for 

an anomaly in Carey and Simnett (2006) test by controlling for firm-client tenure.  They 

find that the initial years of a partner-client tenure is associated with lower abnormal 

accruals when a partner is from the same audit firm as the previous partner.  However, 

when a partner is from a different audit firm, abnormal accruals are significantly higher.  

Using data from Taiwan, Chen, Lin and Lin (2008) report that an extended partner-client 

tenure results in low abnormal accruals.  Manry, Mock and Turner (2008) obtain 

proprietary data from the big four audit firms in the US and show that abnormal accruals 

are high for partners that stay longer with large clients; however, the relationship is 

negative for long-tenured partners of small clients. 

3.3.5 Mandatory partner rotation and audit quality  

Chi et al. (2009), was the first among archival studies to examine MPR effects on audit 

quality.  Using data from Taiwan, they find no evidence to suggest that MPR either 

constrains clients ability to manage earnings or improves markets perception of audit 

quality.  Lennox, Wu and Zhang (2014), using data from China, extends Chi et al. (2009) 

study using a different audit quality  metric in audit adjustments.  The authors examine 

two aspects of MPR: final year of tenure before partner rotation and the first year of audit 

partner-client tenure following mandatory rotation.  Using a sample of 6,341 audits 
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conducted between 2006 and 2010, Lennox, Wu and Zhang (2014) document that audit 

adjustments are significantly higher in the final year before a partner is rotated and in the 

first year following rotation.  These results support the claims made in the literature that 

MPR improves audit quality.  Using insight gained from previous studies, Laurion, 

Lawrence and Ryans (2017) observes using a US setting, MPR effects on audit quality.  

The authors examine, specifically, incidence of restatements (discoveries, 

announcements, and misstatements), write-downs, and special items, as well as changes 

in valuation allowances and reserves (hereafter, ‘‘allowances’’) surrounding partner 

rotation.  Laurion, Lawrence and Ryans (2017) presents the following key findings.  First, 

they find, following partner rotation, a relative increase in restatement discoveries and 

restatement announcements among partner rotation clients compared to non-rotation 

partner clients.  The authors also report an increase in deferred tax valuation allowances 

among partner rotation clients.  Drawing on the auditing literature, they argue that 

requiring MPR is associated with increased quality of audits.  In a related study, Gipper, 

Hail and Leuz (2020) also examine MPR effects on audit quality among US listed 

companies.  The authors, however, report no significant association between requiring 

MPR and audit quality.  Nonetheless, they find that MPR is associated with increased 

audit fees.  Combining their audit quality and audit fee analysis, they argue that the 

potential decline in audit quality associated with the introduction of a new partner, 

requires extra audit effort from partners leading to increased fees. 

3.3.6 Research motivations which form basis for this study 

A key advantage of mandatory rotation settings is that changes in audit firms and audit 

partners are determined exogenously.  Contrary to voluntary settings, this enables 

researchers to draw causal inferences on the consequences of mandatory rotation.  

Notwithstanding, the above discussed literature on mandatory rotation is highlighted with 

some important constraints. 

 One key such constraint on all the work discussed in this area is the net 

incremental effects of single rotation (MPR) versus dual rotation (MPR and MFR).  While 

MPR is required in several jurisdictions, policymakers have continued to serve dissenting 

opinions on the MFR rule.  For example, The EU, in addition to partner rotation, now 

requires mandatory rotation for audit firms.  The US, however, have decided against 

implementing MFR, and retained only MPR.  The US suggest that requiring dual rotation 

is associated with increased costs which may possibly outweigh the resultant audit quality 

improvements (GAO 2003).  These claims are supported by several countries who 

required MFR only to withdraw it later.   Austria (in 2004), Canada (in 1991), Singapore 
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(in 2008) and Spain (in 1995) have all abandoned MFR after earlier introductions.  These 

policy reversals suggest that policy makers are uncertain on the desirability of the 

mandatory rotation rule. 

 The academic literature on mandatory auditor rotation has been performed either 

at the firm or partner level with very little understanding of the net effects of a double 

layer rotation.  Proponents of single rotation suggest that requiring only MPR ensures 

retention of client specific knowledge while offering improvements in audit quality.  

More so, requiring dual rotation may lead to significant increase in audit fees, a major 

reason why the US has opted against it.  On the other hand, supporters of dual rotation 

argue that audit firm standardisation procedures constrain partners ability to influence 

audit outcome.  Therefore, requiring only single rotation offers little contribution to audit 

quality improvements.  Horton, Livne and Pettinicchio (2020), the only study to examine 

effects of dual rotation on audit quality, highlight that audit quality improvements in dual 

rotation settings are associated with MPR and not MFR.  Notwithstanding, the authors 

highlight tiny nuances in their study.  Horton, Livne and Pettinicchio (2020) suggest that 

their inability to isolate only MPR effects on audit quality, means that their result could 

be confounded by firm effects given that Italy has observed MFR since 1975, and only 

recently implemented MPR.  This study adds to the MPR debate while extending Horton, 

Livne and Pettinicchio (2020) work, with particular focus on a major market economy, 

the UK.  

First, the UK, widely believed to be the birthplace of modern accounting 

(Cameran, Campa and Francis, 2018), boasts of a well-developed accounting profession 

which offers stronger legal enforcements and investor protection (Choi et al., 2008; Choi 

et al., 2009).  Taking into account the institutional differences between the UK and Italy, 

the increased regulatory oversight attributed to the former is likely to encourage a more 

effective adherence to accounting practices compared to Italy which is considered to have 

a typically weaker legal enforcement and investor protection, among the two (Choi and 

Wong, 2007). 

 Second, mandatory auditor rotation is only socially optimal if its costs in the form 

of audit fees do not exceed its benefits.  This study adds to the limited research on dual 

auditor changes and helps to ascertain if there exists any widespread empirical validity to 

either the UK or the US’ stance on mandatory auditor rotation. 

 Third, a  common reasoning attributed to the differing findings in the prior 

literature on MPR has been the choice of audit quality proxies.  Bamber and Bamber 

(2009) highlight that the use of ‘generic’ proxies such as abnormal accruals may not 
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provide an accurate indicator of audit quality given that MPR effects on audit quality 

could be modest.  They suggest therefore that a breakthrough on MPR studies can only 

be achieved through the development of ‘sharper’ proxies.  This assertion is further 

highlighted in subsequent MPR studies who report no results when MPR is examined 

using accruals proxies (Lennox, Wu and Zhang, 2014; Laurion, Lawrence and Ryans, 

2017; Gipper, Hail and Leuz, 2020).  Notwithstanding, a key component of MAR studies 

is the institutional setting in the jurisdiction of study.  Thus, caution needs to be exercised 

concerning the generalisability of results from previous studies. 

Fourth, partner incentives are shaped by several factors including national culture, 

compensation schemes and type of identity disclosure.  For example, a common practice 

for audit firms in developed markets, is to distribute profits among partners using large 

pool schemes (Burrows and Black, 1998; Knechel, Niemi and Zerni, 2013).  Compared 

to China, however, where big four auditors are not the dominant players, office or partner 

pool schemes are used (Simunic and Wu, 2009; Su and Wu, 2016).  Moreover, the US 

requirement for disclosure of partner identity, does not require partners to sign the audit 

report as recommended by UK policy makers.  For all these reasons, it could mean 

findings from non-UK settings may not extend to the UK setting. 

3.4 Review of the Empirical Literature on Audit Partner Workload and Audit 

Committee Effectiveness 

3.4.1 Background 

The role of auditing is to provide an independent assurance of the accuracy of clients 

accounting information.  This leads to more adequate allocation of resources and better 

contracting performance.  Nonetheless, the unobservable nature of amount of assurance 

provided by auditors makes audit quality difficult to measure.  Following on regulators 

have suggested a list of potential audit quality indicators (AQI) which could offer insight 

into how high-quality audits are achieved as well as how to evaluate their quality.  These 

indicators could, in turn, offer significant information to bodies such as companies audit 

committees in the auditor selection and retention process.  

This section reviews literature surrounding one of such key AQI: audit partner 

workload and its relationship with audit committee effectiveness.  Given the novelty of 

this study and as such the lack of prior empirical literature, the study draws on other 

related studies surrounding audit partner workload, audit committee effectiveness and 

audit quality.  The study reviews the archival literature on audit partner workload and 

audit committee effectiveness, followed by a detailed motivation for further research in 

these areas.  A summary of the review studies is also presented in Appendix 3.3. 
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3.4.2 Review of Empirical Literature on Audit Partner Workload 

Increasing concerns on the unappreciable levels of audit quality has given rise to 

proposals for regulators to place an upper limit on the number of clients audited by the 

audit partner. At the heart of this issue is the belief that when the number of clients audited 

by the partner, herein the audit partner workload is large, partners shirk responsibility.  

Consequently, a heavy workload could lead to low quality audits.  Sundgren and 

Svanström (2014), using Swedish data of soon to be bankrupt companies, was one of the 

foremost studies on audit partner workload.  Expressing partner propensity to issue a 

going concern opinion (GCO) as a function of audit partner workload, they find a negative 

association between GCO and partner workload. The authors conclude when a partners 

audit client portfolio is too large, audit quality is impaired.  Lai et al. (2018) use data from 

Malaysia and examine the effect of audit partner workload on audit quality.  Using total 

and discretionary accruals as proxies for audit quality, they find that partners who take on 

more clients than they should are associated with larger accruals.  Compared with the 

these studies, Goodwin and Wu (2016), using data from Australia, document that audit 

partner workload is not linked with audit quality. 

3.4.3 Review of the empirical literature on audit committee effectiveness 

Prior literature surrounding the audit committee suggests, by and large, that they help 

strengthen financial reporting quality.  These studies associate audit committee 

characteristics such as presence of audit committee, independence of the members of the 

audit committee, members competencies, number of committee meetings and size of the 

committee, with audit committee effectiveness.  

A stream of literature investigates the impact of audit committee effectiveness on 

audit quality using earning quality measures.  Klein (2002) find a negative relation 

between audit committee independence and abnormal accruals.  Drawing on these 

findings, the author argues that structuring committees to be more independent lowers 

abnormal accruals.  Bedard, Chtourou and Courteau (2004) investigate the link between 

audit committee expertise, independence, and diligence10, and the extent of corporate 

earnings management, as evaluated by the level of income-increasing and income-

decreasing abnormal accruals.  Using US data in 1996, the authors report negatively 

significant associations between the level of income-increasing and income-decreasing 

abnormal accruals, and audit committee financial and governance expertise, 

independence, and diligence.  They conclude that audit committee effectiveness 

 
10 Often referred to audit committee activities or number of meetings 
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constrains management ability to manage earnings.  A process similar to Bedard, 

Chtourou and Courteau (2004),  Vafeas (2005), draws on a list  of audit committee 

characteristics: size, diligence, independence, and expertise, and examine its effect on 

audit quality.  Using a US sample of 252 companies between 1994 and 2000, the authors 

find that these audit committee characteristics are associated with improved audit quality.  

Evidence from several cohort studies also highlight the ability of audit committee 

expertise to constrain earnings management. Krishnan and Visvanathan (2007) document 

positively significant association between accounting conservatism and expertise.  

Dhaliwal, Naiker and Navissi (2010), document significant improvement in accruals 

quality when the audit committee possess financial expertise.  Badolato, Donelson and 

Ege (2014) report lower levels of accounting irregularities and abnormal accruals for 

audit committees with financial expertise.  Taken together, these studies provide 

substantial contributions on the role of audit committee in improving audit quality. 

Another stream of literature examines whether audit committee effectiveness is 

associated with less client restatements.  Abbott, Parker and Peters (2004) addresses the 

impact of audit committee independence, expertise, and diligence on client’s incidence 

of restatements.  The authors document that increased measures in the aforementioned 

audit committee characteristics leads to less incidents of restatements.  Keune and 

Johnstone (2012) investigates the effect of audit committee expertise on the likelihood of 

detected material misstatements being waived.  Using a US sample from 2003-2006, the 

authors find that in comparison to audit committees with a lower level of financial 

expertise, audit committees with greater financial expertise are less likely to waive 

material misstatements. 

A third stream of literature highlight the effect of audit committee effectiveness 

on audit fees.  Carcello et al. (2002), using a US sample of Fortune 1000 companies 

audited by big six auditors, document significantly positive association between audit 

fees and the effect of audit committee independence, diligence, and governance expertise.  

The authors attribute these findings to the demand for differentially higher audit quality 

among large companies which translates into higher costs.  Drawing on a similar idea, 

Abbott et al. (2003) investigate whether audit fees will be positively associated with audit 

committee independence, financial expertise, and diligence.  Using a sample of 492 

nonregulated, Big five audited firms in the US, they find a significantly positive 

relationship between audit fees and audit committee independence, diligence, and 

financial expertise. 
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In addition to the above highlighted literature, other related works on audit 

committee studies include Carcello and Neal (2003), who examine the role of audit 

committee effectiveness in protecting external auditors from dismissals following 

issuance of unfavourable reports.  Using US data from 1988 – 1999, they report that 

committees with greater independence and governance expertise are much more effective 

in protecting auditors following the issuance of a going concern report.  Using US data, 

Abbott and Parker (2000) posit that effective audit committees measured using high 

number of outside directors to inside directors and frequent committee meetings 

(diligence), demand a high level of audit quality and thus are more likely to appoint high 

quality auditors.  Using industry speciality as audit quality indicative ability of auditors, 

they report a positive relationship between diligent and independent audit committees, 

and auditors with industry speciality. 

3.4.1 Research motivations which form basis for this study 

A key motivation for this study comes from the interest of policymakers for a closer look 

at audit quality indicators.  Policymakers continue to express concerns about the 

unappreciable levels of audit quality despite increased regulations.  Notwithstanding, 

audit quality is a credence good, and therefore its effect unobservable. Policymakers thus 

suggest agreement on the use of key audit quality indicators which will help produce 

insights into the principles of audit quality, while creating incentives for competition that 

will drive quality. 

A key focus of this examination on the audit committee stems from its direct 

responsibility in auditor appointment, retention, and supervision of the auditor-client 

engagement.  A large body of evidence from the archival literature reveals that clients 

consider partner appropriateness in auditor appointments.  For example, Lee, Nagy and 

Zimmerman (2018) find that the presence of a female director on the board is likely to 

lead to the appointment of a female audit partner.  It thus suggests that these indicators 

could provide information to aid with reviewing and evaluating a current or upcoming 

audit.  Moreover, given that audit partner identity has capital market consequences, 

putting a company's financial reporting in the hands of a reputable auditor provides the 

market with an assurance of quality. 

Furthermore, overview of the prior literature in audit partner workload highlights 

several shortcomings.  The endogenous nature of a partner’s workload makes it difficult 

to draw causality inferences in studies between audit quality and partner workload 

(Goodwin and Wu, 2016).  In many cases, the workload of a partner is endogenously 

determined by the partners skills as well as the characteristics of the clients assigned to 
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the partner.  Hence earlier tests expressing audit quality as a function of partner workload, 

could either overstate (understate) the causal impact.  This study addresses endogeneity 

issues associated with prior studies by examining demand side factors associated with 

audit partner workload. 

3.5 Summary 

This chapter provided a review of the archival literature related key issues surrounding 

the audit partner in the auditor-client economic bond, auditor rotation and auditor 

workload.  Retrospectively, the review highlights the need for further studies on the role 

of the audit partner in determining audit outcomes.  Based on this, key research gaps were 

identified which forms the basis for the study.  The next chapter focuses on the study 

sample collection and an overview of the methodology used in the study empirical 

analyses. 
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Chapter Appendices 

Appendix 3.1: Summary of research studies on the auditor-client economic bond 

Firm/Office level 

Study Jurisdiction Main findings 

Frankel, Johnson, and Nelson (2002) US NAS impairs audit quality, audit fees is positively associated with audit quality, No 

relation between total fees and audit quality 

Ferguson, Seow and Young (2004 UK NAS impairs audit quality. 

Defond, Raghunandan, and Subramanyam, 2002 US No association between NAS, audit fees, total fees, and audit quality 

Ashbaugh, LaFond and Mayhew (2003) US No association between NAS, audit fee and total fees and audit quality 

Chung and Kallapur (2003) US No association between NAS and total fees and audit quality 

Geiger and Rama (2003) US No association between NAS and audit quality, Positive association between audit 

quality and audit fees 

Callaghan, Parkash and Singhal (2009) US No association between NAS, audit fee and total fees and audit quality 

Kinney Jr, Palmrose and Scholz (2004) US NAS improves audit quality 

Li (2009) US Positive association between audit fees, total fees, and audit quality 

Higgs and Skantz (2006) US No association between NAS and audit quality, positive association between audit 

quality and audit fees, total fees 

Partner level 

Study Jurisdiction Main findings 

Chen, Sun and Wu (2010) China audit quality is impaired for economically important clients 

Chi, Douthett Jr and Lisic (2012) Taiwan audit quality is impaired for economically important clients for non-big 4 partner and 

not for big 4 partners 

Hossain et al. (2016) Australia audit quality is impaired for economically important client 
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Appendix 3.2: Summary of research studies on auditor-rotation 

Firm/Office level 

Study Jurisdiction Main Findings 

Johnson, Khurana and Reynolds (2002) US Shorter tenure is associated with low audit quality 

Myers, Myers and Omer (2003) US Longer tenure improves audit quality 

Ghosh and Moon (2005) US Longer tenure improves audit quality 

Lim and Tan (2010) US Longer tenure improves audit quality 

Geiger and Raghunandan (2002) US Longer tenure improves audit quality, shorter tenure impairs audit quality 

Carcello and Nagy (2004) US Shorter tenure is associated with low audit quality 

Cameran et al. (2015) Italy MFR has no relation with audit quality, MFR positively associated with higher 

audit fees 

Partner level 

Study Jurisdiction Main findings 

Chi and Huang (2005) Taiwan Audit quality improves for first 5 years of partner-client tenure, after which it 

begins to decline 

Carey and Simnett (2006) Australia longer partner tenure impairs audit quality 

Fargher, Lee and Mande (2008) Australia shorter tenure impairs audit quality when partner change is within firm but 

improves when new partner is from different firm 

Chen, Lin and Lin (2008) Taiwan longer partner tenure impairs audit quality 

Manry, Mock and Turner (2008) US longer partner tenure impairs audit quality 

Chi et al. (2009), Taiwan No relation between MPR and audit quality 

Lennox, Wu and Zhang (2014) China MPR improves audit quality 

Laurion, Lawrence and Ryans (2017) US MPR improves audit quality 

Gipper,Hail and Leuz (2020) US No relation between MPR and audit quality 

Horton, Livne and Pettinicchio (2020) Italy MPR and not MFR, is associated with improved audit quality 
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Appendix 3.3: Summary of research studies on audit partner workload and audit committee (AC) effectiveness 

Summary of research studies on audit partner workload 

Study Jurisdiction Main Findings 

Sundgren and Svanström (2014) Sweden Heavy partner workload impairs audit quality 

Lai et al. (2018) Malaysia Heavy partner workload impairs audit quality 

Goodwin and Wu (2016) Australia No relation between partner workload and audit quality 

Summary of research studies on audit committee effectiveness 

Study Jurisdiction Main findings 

Klein (2002) US AC independence improves audit quality 

Bedard, Chtourou and Courteau (2004) US AC financial and governance expertise, independence, and diligence improves audit quality 

Vafeas (2005) US AC size, diligence, independence, and expertise improve audit quality 

Krishnan and Visvanathan (2007) US AC expertise improves audit quality 

Dhaliwal, Naiker and Navissi (2010) US AC expertise improves audit quality 

Badolato, Donelson and Ege (2014) US AC expertise improves audit quality 

Abbott, Parker and Peters (2004) US AC independence, expertise, and diligence improve audit quality 

Keune and Johnstone (2012) US AC expertise improves audit quality 

Carcello et al. (2002) US AC independence, diligence, and governance expertise positively related to audit fees 

Abbott et al. (2003) US Positive relationship between audit fees and AC committee independence, diligence, and 

financial expertise. 

Carcello and Neal (2003) US AC independence and governance expertise negatively associated with auditor dismissals 

Abbott and Parker (2000) US AC independence and diligence improves audit quality 
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Chapter 4: Data and Overview of Methodology 

4.1 Introduction 

This chapter describes the sample construction process and provides an overview of the 

models employed in the various analyses within the thesis.  First, the sample construction, 

as well as screening processes used to arrive at the final sample in each empirical analysis, 

is outlined.  Details of how the variables used in the study are derived are also given.  

Finally, the chapter explains the various methodologies, mainly quantitative, used to 

address the various objectives and hypotheses of the study11. 

4.2 Sample Selection 

The sample selection process of this study began with the compilation of all listed UK 

non-financial companies on the London Stock Exchange12.  The company data list, 

obtained from Datastream, contains both active and inactive companies, to address 

survivorship bias issues.  The sample period for this study is restricted to the nine-year 

period from 2009 to 2017.  It begins in 2009, as this is the year that audit partner names 

became publicly available in the UK (PricewaterhouseCoopers (PwC) Legal, 2010).  In 

total, 1,550 distinct companies were initially sourced from the database. 

As stated earlier, the European Union regulation, requiring the disclosure of audit 

partner identity, was made effective in the UK from 2009.  This feature allows us to track 

audit partner effects on their audit assignments.  The study, therefore, hand collects all 

auditor-related information (audit firm, audit office and audit partner) from company 

annual reports.  The study also supplements this data by gathering information on audit 

partner demographics - age, educational background, and professional accountancy 

qualification – from their membership records with the Recognised Supervisory Bodies13 

and Companies House.  The audit partner’s gender is established by their name.  Where 

the name of a partner does not explicitly indicate the gender, for example, due to a unisex 

first name, the study resorts to press releases, company websites and other social media 

outlets, including LinkedIn, Facebook, and Google, to help identify partner gender. 

 
11 Specific aspects of the methodology are discussed in the respective empirical chapters. 
12 This consists of companies listed on the Main and Alternative Investment (AIM) Market. 
13 These are bodies mandated by the FRC for the purposes of regulating auditors. They include Association 

of Authorised Public Accountants (AAPA), Association of Chartered Certified Accountants (ACCA), 

Institute of Chartered Accountants in England and Wales (ICAEW), and Institute of Chartered Accountants 

in Ireland (ICAI). 
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4.3 Sample Screening Process 

This study undertakes three empirical analyses on the audit partner, each of which uses 

a different sample set.  This section provides a description of the sample screening 

process for each empirical analysis. 

4.3.1 Empirical analysis one (Audit partner-client economic bond) 

This analysis focusses on the role of the audit partner in the auditor-client economic bond.  

All company-level accounting data was obtained from Datastream, except for audit fees, 

which were downloaded from FAME.  The initial sample consisted of 9,440 client-year 

observations. 

To estimate Hypothesis 1, which focusses on whether high fee-paying clients 

consider audit partner quality in auditor appointments, the study first estimates audit 

partner quality. 

 

Table 4.1: Sample selection and screening - Empirical analysis one (Hypothesis 1) 

Panel A: Sample screening - Audit partner quality 

  Number of client-year observations Distinct clients Number of partners 

Initial sample 9,440 1,550 1,116 

Less: missing 

information 

(2,660) (300) (208) 

Less: audit firms without 

at least two office 

branches; branch offices 

without at least two audit 

partners and partners 

without a minimum of 3 

observation 

(1,083) (166) (377) 

Final sample 5,697 1,084 531 

Panel B: Sample distribution by industry - Audit partner quality  

Industry Number of client-year observations Sample firms 

Basic Materials 419 7% 

Consumer Goods 546 10% 

Consumer Services 1,117 20% 

Health Care 473 8% 

Industrials 1,792 31% 

Oil & Gas 450 8% 

Technology 794 14% 

Telecommunications 106 2% 

Total 5,697 100% 

Panel C: Sample construction – Hypothesis 1 

  

Number of client-year 

observations Distinct clients Number of partners 

Initial sample 2,859 911 454 

Less: missing 

information (292) (61) (54) 

Final sample 2,567 850 400 
Notes: This table describes the construction and industry distribution of the sample used in the estimation of 

Hypothesis 1 of empirical analysis 1.  Panel A reports the sample selection process in examining audit partner 

quality.  Panel B reports distribution of the sample by the Industry Classification Benchmark.  Panel C details the 

final sample for estimation on the association between audit partner quality and abnormal fees. 
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To estimate audit partner quality, the study requires that an audit firm has at least 

two engagement offices; each office, at least two audit partners, and each partner must 

have at least three observations (Gul, Wu and Yang, 2013; Cameran, Campa and Francis, 

2018).  In addition, the study excludes client-year observations, if the client level 

accounting data is missing.  The final sample, which satisfied these conditions, consisted 

of 5,697 client-year observations, 1,084 distinct companies, and 531 audit partners.  Panel 

A of Table 4.1 details the sample construction process.  The study also provides a detailed 

breakdown of the sample by industry in Panel B of Table 4.1. 

The focus of Hypothesis 1 is to investigate whether high fee-paying clients 

associate with partners of a certain quality, given their intentions.  Clients are likely to 

appoint a partner based on their track record.  Thus, the study constructs the sample using 

forward-looking data.  The study sample is constructed such that a client’s payment of 

abnormal fees in year t is based on the partner’s track record in year t-1 to t-4.  The final 

sample size for the empirical analysis of Hypothesis 1 is 2,567 client-year observations, 

as shown in Panel C of Table 4.1. 

 Regarding Hypothesis 2, the initial sample consists of 9,440 client-year 

observations.  The study excludes 3,063 observations due to missing accounting data, 

resulting in a final sample of 6,381 client-year observations.  In Table 4.2, Panels A and 

B report, respectively, the sample selection process and industry distribution for the 

variables used in the estimation of Hypothesis 2. 

 

Table 4.2: Sample screening process – Empirical analysis one (Hypothesis 2) 
Panel A: Sample Screening 
 Number of client-year observations 

Initial sample 9,440 

Less: missing accounting 

information 

(3,059) 

Final sample 6,381 

 

Panel B: Sample distribution by industry 

Industry Number of client-year observations Sample firms 

Basic Materials 453 7% 

Consumer Goods 610 10% 

Consumer Services 1,250 20% 

Health Care 516 8% 

Industrials 2,053 32% 

Oil & Gas 478 7% 

Technology 908 14% 

Telecommunications 113 2% 

Total 6,381 100 
Notes: This table describes the construction and industry distribution of the sample used in the estimation of 

Hypothesis 2 of empirical analysis one.  Panel A reports the sample selection process. Panel B reports distribution 

of the sample by the Industry Classification Benchmark. 
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4.3.2 Empirical analysis two (Audit-partner rotation) 

The second empirical analysis examines the effect of MPR on audit quality and audit fees.  

Similar to empirical analysis one, the study obtains all accounting level data from 

Datastream, except for audit fees which were downloaded from FAME.  To avoid 

measurement errors associated with earlier studies on MPR, the study excludes the 

observations of the first recorded audit partner of the client, if the partner-client tenure is 

less than five years before a rotation occurs.  This is because data on audit partner identity 

became available in the UK from 2009.  Thus, when the partner who audited the client 

from 2009 to 2012 is subsequently replaced with a new partner in the following year, the 

lack of data on the previous partner means that one is unable to ascertain whether the 

outgoing partner has had previous engagements with the particular client.  Consequently, 

it will be difficult to accurately code whether the rotation was voluntary or mandatory.  

This screening, therefore, leads to the omission of 2,951 client-year observations. 

 

Table 4.3: Sample selection and industry distribution - Empirical analysis two 

Panel A: Total accrual analysis 

  
Number of client-year 

observations Distinct clients Number of partners 

Initial sample 9,440 1,550 1,116 

Less: Partners whose 

tenure cannot be 

verified 

(2,951) (340) (292) 

Less: Missing 

information 

(2,325) (330) (170) 

Final sample 4,164 880 661 

        

Panel B: Audit fee analysis 

  
Number of client-year 

observations Distinct clients Number of partners 

Initial sample 9,440 1,550 1,116 

Less: Partners whose 

tenure cannot be 

verified 

(2,951) (340) (292) 

Less: missing 

information 

(1,106) (183) (94) 

Final sample 5,383 1,027 737 

Notes: This table describes the sample construction process of the sample used in the estimation of Empirical 

Analysis 2.  Panel A reports sample selection process on the total accrual analysis and Panel B on audit fee 

analysis. 

 

 Further, the study undertakes separate sample screening for the audit quality 

analysis and the audit fee analysis.  To obtain data for the audit quality analysis, the study 

removes 2,325 client-year observations with missing accounting data, resulting in a final 

sample of 4,164 client-year observations, comprised of 880 distinct clients and 661 audit 

partners.  For the audit fee analysis, the study dropped 1,106 client-year observations, due 
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to missing accounting information.  The final sample used for the audit fee analysis is 

5,383 client-year observations, consisting of 1,027 distinct clients and 737 audit partners.  

A breakdown of the sample construction process is outlined in Table 4.3. 

4.3.3 Empirical analysis three (Audit committee and audit partner workload) 

The third empirical analysis examines the influence of audit partner workload on the audit 

committee partner selection process.  To undertake this analysis, the study downloads all 

board-related data from the Boardex database between 2009 to 2017.  The motivation for 

the sample period, as before, is driven by the fact that the study focusses on the audit 

partner, and partner data only became publicly available in 2009.  The study’s sample is 

restricted to companies that possess a single unique International Security Identification 

Number (ISIN), which serves as a common identifier across other databases, such as 

Datastream.   

The initial sample consisted of 2,624 companies.  The study excludes all 

companies with missing director and partner information.  In addition, observations with 

missing accounting information are also dropped from the sample.  This results in a final 

sample size of 6,648 observations, comprising 1,250 companies and 893 audit partners.  

Details concerning the sample construction process are presented in Table 4.4. 

 

Table 4.4: Sample selection and industry distribution – Empirical analysis three 

Panel A: Sample construction process 

Number of observations of listed UK companies with board of directors’ 

data on Boardex from 2009-2017 

101,161 

  
 

Number of distinct UK companies with board of directors’ data on Boardex 

from 2009-2017 

2,624 

Less: number of companies (non-financial) with audit partner data (1,254) 

Less: missing accounting information (120) 

Final sample 1,250 

 

Panel B: Sample distribution by industry (Industry Classification Benchmark) 

Industry 

Number of client-

year observations Sample firms 

Basic Materials 484 7% 

Consumer Goods 621 9% 

Consumer Services 1,305 20% 

Health Care 575 9% 

Industrials 2,086 31% 

Oil & Gas 503 8% 

Technology 958 14% 

Telecommunications 116 2% 

Total 6,648 100% 
Notes: This Table describes the construction and industry distribution of the sample used in the estimation of 

Empirical Analysis 3.  Panel A reports the sample selection process.  Panel B reports distribution of the sample by 

the Industry Classification Benchmark 
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4.4 Variable Construction 

4.4.1 Dependent variables 

Accruals quality 

A measure of the degree of estimation error in accruals, this being accruals quality, 

reflects the quality of the information underlying those accruals (Francis, Nanda and 

Olsson, 2008).  Regarded as the most widely used audit quality proxy in the auditing 

literature (Defond and Zhang, 2014), its close link with financial reporting quality, despite 

being an earnings quality metric, makes it an appealing proxy for audit quality. 

A key function of accruals is to change the recognition of cash flows over time, 

in order for the adjusted earnings to better measure firm performance.  This flexibility 

can lead managers to manipulate earnings (Dechow, 1994) in order to affect contractual 

outcomes, which decreases the quality of the accruals.  Healy (1985) further argues that 

accruals (discretionary) are at the mercy of management choices - assuming there is no 

manipulation of the non-discretionary component.  Managers, based on their personal 

objectives, can either manage earnings upwards or downwards. 

Accruals quality can be computed, either by the traditional balance sheet method 

(Healy, 1985) or the cash flow method (Becker et al., 1998).  This study incorporates both 

approaches, by using the method of Jones (1991), as modified by Kothari, Leone and 

Wasley (2005), for the balance sheet approach, and the modification of McNichols (2002) 

on Dechow and Dichev (2002) method to estimate the cash flow approach.  The aim of 

these models is to identify unusually high accruals that indicate a problem14. 

The Jones (1991) model, as modified by Kothari, Leone and Wasley (2005), is 

shown below: 

𝑇𝐴𝐶𝐶𝑖,𝑡  =  𝛽1 (
1

𝑆𝐼𝑍𝐸𝑖,𝑡−1
) +  𝛽2(∆𝑆𝐴𝐿𝐸𝑆𝑖,𝑡 − ∆𝑅𝐸𝐶𝑉𝑖,𝑡) + 𝛽3𝑃𝑃𝐸𝑖,𝑡

+ 𝛽4𝑅𝑂𝐴𝑖,𝑡−1 + 휀𝑖,𝑡 

Equation 4.1 

 

Where: 

TACCi,t  = NETINCi,t – CFOi,t = total accruals of company i in year t 

NETINCi,t  is the net income before extraordinary items. 

CFOi,t is the cash flow from operations. 

SIZEi, t-1 is total assets of a company in the preceding year. 

∆SALESi,t is the change in sales of a company between current and preceding years. 

 
14 Estimating the above listed equations, accruals quality is measured as the standard deviation of the 

residuals σ(εi,j), where large standard deviations of residuals indicate poor accruals quality. 
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∆RECVi,t  is the change in total receivables of a company between current and preceding 

years. 

PPEi,t is the gross property, plant and equipment of a company in a current year. 

ROAi,t is the return on assets of a company in a current year. 

All variables are scaled by the lag of total assets (LAG_TAt-1) to reduce heteroscedasticity.  

 

while the modification of McNichols (2002) on Dechow and Dichev (2002) is set out 

below: 

 

𝑇𝐴𝐶𝐶𝑖,𝑡 = 𝛼 + 𝛽1𝐶𝐹𝑂𝑖,𝑡−1 + 𝛽2𝐶𝐹𝑂𝑖,𝑡 + 𝛽3𝐶𝐹𝑂𝑖,𝑡+1 + 𝛽4∆𝑆𝐴𝐿𝐸𝑆𝑖,𝑡

+ 𝑃𝑃𝐸𝑖,𝑡 + 휀𝑖,𝑡    

Equation 4.2 

 

Where: 

CFOi,t-1, CFOt, and CFOt+1 are cash flow from operation of a company in the preceding, 

current and succeeding years respectively. 

∆SALESi,t is the change in sales of a company between current and preceding years  

PPEi,t is the gross property, plant and equipment of a company in a current year 

All variables are scaled by lag of total assets (LAG_TAt-1).to reduce heteroscedasticity.  

Prior studies on audit quality have adopted a two-stage procedure, which first 

involves estimating discretionary accruals component of the accruals model, and then 

expressing it (discretionary accruals) as a function of the variable of interest and a set of 

control variables to examine the hypothesis on the effect on audit quality.  In using this 

procedure, the independent variables from the first-stage regression are not included as 

additional independent variables in the second stage regression.  However, recent studies 

have underlined concerns with this two-stage method, highlighting the limited 

explanatory power of the error term (discretionary component of accruals) beyond that of 

total accruals (McNichols, 2000).  In a recent study, Chen, Hribar and Melessa (2018) 

point out a lack of economic justification for the two-stage accruals procedure, 

highlighting that the use of this procedure to abstract the discretionary component of 

accruals for subsequent use as an audit quality proxy in a two-step regression provides 

biased coefficients and standard errors, leading to both Type I and II errors.  They, 

therefore, urge researchers to instead estimate a single regression model, so as to avoid 

the bias generated by the two-stage procedure. 

In line with Chen, Hribar and Melessa (2018) recommendation, and more recent 

referrals to this method in modern literature (Amir, Guan and Livne, 2019; Horton, Livne 
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and Pettinicchio, 2020), for each accrual analysis, this study uses the one-step procedure, 

where total accruals is regressed on the variable(s) of interest, a set of control variables, 

independent variables from the accruals model (Equation 4.1 and Equation 4.2), and their 

interaction with industry-year fixed effects as shown below15:  

 

𝑇𝐴𝐶𝐶𝑖,𝑡 = 𝛾𝑉𝑂𝐼𝑖,𝑡 + 𝛽𝑋𝑖,𝑡 + 𝑎𝑐𝑐𝑟𝑢𝑎𝑙 𝑚𝑜𝑑𝑒𝑙 𝑖𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠
+ 𝑎𝑐𝑐𝑟𝑢𝑎𝑙 𝑚𝑜𝑑𝑒𝑙 𝑖𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠
∗  𝑖𝑛𝑡𝑒𝑟𝑎𝑐𝑡𝑖𝑜𝑛 𝑤𝑖𝑡ℎ 𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑦_𝑦𝑒𝑎𝑟 𝐹𝐸 + 휀𝑖,𝑡 

Equation 4.3 

Where: 

VOIi,t is the variable of interest (e.g. MPR).  

𝑋i,t is a list of time varying client and auditor characteristics which will be 

discussed in the succeeding section. 

 

Going concern opinion 

Auditors are able to directly communicate the outcome of their audit investigations with 

shareholders, only through the audit opinion.  Going concern opinion (GCO) forms part 

of the partner’s assessment and evaluation of a client’s financial statements.  When an 

auditor issues a GCO concerning a client, it provides information on the client’s ability 

to continue as a going concern, or otherwise.  The attempt of GCOs to measure actual 

audit quality makes it a highly regarded output of the process, particularly given its high 

measurement consensus and relatively low measurement error among auditing 

stakeholders.  Moreover, it uniquely captures the independence of the auditor. 

 Managers wishing to manage earnings may constrict the auditor's ability to issue 

a GCO.  Failure to declare a GCO, when one is in fact required, indicates that an auditor's 

independence is compromised, and is indicative of poor audit quality.  Notwithstanding, 

GCO as a measure is fraught with limitations.  Given its rare and exclusive use for 

financially distressed companies, it has limited statistical power when being used for 

large, healthy samples (Defond and Zhang, 2014).  Another limitation of GCO is that its 

egregious nature makes it less useful for capturing indirect compromises in audit quality 

(Ibid).  Further, auditors are known to issue more GCOs, due to their ability to reduce 

auditor liability in court (Kaplan and Williams, 2013).  

 
15 Given the indicative ability of accruals in opportunistic earnings management activities, as well as the 

extent to which managers make extreme reporting decisions (Becker et al., 1998), this study follows prior 

literature and uses unsigned total accruals as a proxy in the accruals quality model. (Becker et al., 1998; 

Ashbaugh, LaFond and Mayhew, 2003; Carcello and Li, 2013). 
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A general interpretation of auditor independence, associated with GCO, infers 

auditor conservatism.  In line with the extant literature, the GCO variable used in the 

study is constructed as a dichotomous variable, coded 1 when the audit partner reports a 

going concern, and 0 otherwise (Carey and Simnett, 2006). 

Audit partner workload 

Audit partner workload is measured as the number of client audits performed by an audit 

partner in a given year.  This indicator provides information about  the number of claims 

that require a partner’s attention (PCAOB 2015).  Heavy partner workload could distract 

the partner from dedicating ample time and resources to an audit engagement (Sundgren 

and Svanström, 2014).  A partner's division of attention between clients and competing 

deadlines can impact the quality of audits.  For example, a greater workload may lead to 

insufficient time for audit partners to perform the required audit procedures, and any 

additional steps required to ensure a high audit quality.  Staff effectiveness in such an 

environment may be impacted by long working hours, which may affect the level of due 

professional care.  

However, it stands to reason as to why a client would associate with a low-quality 

partner, given the capital market consequences associated with partner quality.  

Moreover, it is unclear as to why a partner would have too little time to be concerned for 

their reputation, given the high regulatory sanctions associated with low quality partner 

performance.  Consequently, certain key countervailing arguments suggest that a high 

partner workload could signify a partner’s ability to manage multiple clients and to deliver 

high quality outcomes.  DeAngelo (1981) highlights that an audit partner's independence 

grows with an increasing workload, because they stand to lose more if the audit fails.  

Further inferences from Fama (1980) and Fama and Jensen (1983) directorship theory 

also suggest that a partner's larger client base may indicate that they are considered to be 

more credible in assuring the integrity of clients' accounting figures, allowing them to 

attract further audit clients. 

The study’s examination of the signalling ability of the audit partner workload 

could therefore offer reassuring, confirmational evidence of its influence on audit quality 

(PCAOB 2015). 

Audit fees 

Audit fees represent the amount of auditor fees a client pays to the auditor for performing 

statutory auditor services.  This variable (AFEES) is transformed into a natural log for 

achieving normality, in cases where large firms with high audit fees may unduly influence 

the findings of the study.  Audit fee data is downloaded from the FAME database. 
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 The drive for audit quality is only considered to be socially optimal, if its costs in 

the form audit fees do not exceed its benefits (Carcello and Li, 2013).  Consequently, the 

study examines the empirical validity of increased audit regulation, focussing on partner 

activities relating to audit costs, using audit fees. 

4.4.2 Control variables 

The study controls for a range of auditor and client varying characteristics, that have been 

identified in the extant literature, to report on the significant relations between them and 

the dependent variables used in this study.  This section discusses the construction of 

these control variables, while presenting the validity for their inclusion in the studies. 

Audit partner age (AGE) 

Audit partner age (AGE) is computed as the difference between the current client year 

and the partner’s date of birth.  The empirical archival research highlights partners’ 

reduced ability to detect audit failings as they grow older.  (Sundgren and Svanström, 

2014) and Goodwin and Wu (2016), both report that the reluctance of older partners to 

issue GCOs is associated with low quality audits.  

Audit partner gender (GENDER) 

Audit partner gender (GENDER) is a dichotomous variable, which is coded 1 if the audit 

partner is male, and 0 otherwise.  Contemporaneous studies have reported significant 

differences between male and female audit partners in relation to audit outcomes.  Ittonen, 

Vähämaa and Vähämaa (2013) report that the diligent nature of female partners leads 

them to perform higher quality audits, than male partners.  Other studies, such as 

Cameran, Campa and Francis (2018) and Li et al. (2017), report similar findings, 

highlighting the positive influence of female auditors on audit outcomes. 

Audit partner experience (EXP) 

Audit partner experience is measured as the number of years that a partner has been 

registered with a Regulatory Supervisory Body.  The value is logged to achieve normality.  

Prior studies on auditor experience report that, as auditors gain more experience, they are 

more able to detect financial statement errors, due to more developed memory structures 

(Libby and Frederick, 1990).  This, in turn, affects the quality of the audits performed 

(Chen et al., 2017).  

Partner education (MASDEG) 

Partner education (MASDEG) is an indicator variable, that takes a value of 1 if an audit 

partner holds a master’s degree or above.  A partner’s educational background can affect 

their knowledge, risk preferences, and values.  Several previous studies have examined 

the association between partner education and audit outcomes.  Gul, Wu and Yang (2013) 
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highlight that audit partners, who are exposed to western education, tend to be more 

aggressive in their auditing decisions.  Chu, Florou and Pope (2016) also report that 

earnings manipulation is more likely to be detected by auditors with an accounting degree, 

than those with social science degrees. 

Big Four partner (BIGN) 

Big Four partner is an indicator variable, which is coded as 1 if an audit partner works for 

a Big Four audit firm, these being PricewaterhouseCoopers, Deloitte, KPMG or Ernst & 

Young, and is otherwise coded 0.  Big Four auditors are associated with effectiveness in 

constraining a management’s ability to manage earnings (Becker et al., 1998; Francis, 

Maydew and Sparks, 1999).  The extant studies highlight that, given the “deep pockets” 

of large auditors, they are able to fund more sophisticated auditing technology, engage in 

effective training methods and to adopt more robust controls (Defond and Zhang, 2014).  

In addition, and as a means of ensuring high-quality auditing, Big Four firms tend to 

recruit individuals who can adapt more easily to bureaucratic systems, as well as to their 

values, and goals (Jeppesen, 2007).  Big Four auditors, given their depth of expertise, are 

able to audit a wide range of companies from multiple industries, which also enhances 

their skills and improves the quality of the audits performed (O’Keefe and Westort, 

1992).  Consequently, these factors enable individual auditors to perform high quality 

audits, while also being associated with higher audit fees. 

Total assets (SIZE) 

Size is measured as the natural logarithm of a company’s total assets, which is consistent 

with prior studies (Carcello and Li, 2013; Cameran, Campa and Francis, 2018).  Size is 

associated with reputational costs.  As such, large companies, who are normally subject 

to increased media scrutiny, tend to engage auditors with strong track records of 

conducting high quality audits, in order to ensure a high quality audit is produced for their 

company, to signal the quality strength of their financial statements (Becker et al., 1998a; 

Cahan and Sun, 2014).  This further highlights that, as company size increases, its demand 

for audit quality increases, thus resulting in higher fees (Choi, Kim and Zang, 2010).  

Leverage (LEV) and change in leverage (CHG_LEV) 

Leverage is measured as the ratio of total liabilities to total assets. The study also includes 

the change in leverage, which is measured as the difference in leverage in a current year, 

less the leverage in the client year immediately before.  Due to their concerns over debt 

covenants or private lending agreement violations, companies with high leverage may be 

compelled to inflate their reported earnings (Defond and Jiambalvo, 1994).  Similarly, 
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auditors charge higher fees for riskier clients (Simunic and Stein, 1996).  The study, 

therefore, controls for leverage in LEV and CHG_LEV in the regression analyses. 

Return on assets (ROA) 

Prior research highlights that firms are likely to manipulate earnings when profitability is 

low (Gul and Tsui, 1997).  The study controls for this variable as a measure of client risk 

in both audit quality and audit fee analyses.  Return on assets is measured as the ratio of 

net income before extraordinary items scaled to total assets. 

Book to market (BK_MKT) 

Book to market is calculated as the ratio of shareholder funds to market capitalisation.  

Prior literature suggests that growing companies can manipulate earnings to improve 

public perception (Choi, Kim and Zang, 2010).  Consequently, this could impair audit 

quality if it is undetected by auditors.  Furthermore, high-growth companies are more 

likely to demand audit services than low-growth ones (Choi and Wong, 2007).  The study, 

therefore, includes BK_MKT, an inverse measure of growth potential in the audit fee 

analysis. 

Busyness (BUSY) 

From one side, increased busyness could lead partners to take shortcuts and, thereby, 

affect their level of their audit quality output.  However, partner incentives associated 

with a large client base could also motivate partners to produce high quality audits.  

Following several conflicting findings between partner busyness and audit quality 

(Sundgren and Svanström, 2014; Goodwin and Wu, 2016; Lai et al., 2018), this study 

controls for partner busyness in the regression analysis.  Busy is an indicator variable, 

which is coded as 1 if the client accounting year ends in March or December, and 0 

otherwise. The study’s adopted measure is in line with the extant literature, which reports 

that 60 percent of UK companies have their accounting year-end in either December or 

March (Agarwal and Taffler, 2008). 

Cash flow from operations (CFO) and standard deviation of cash flow from operations 

(CFO_SD) 

The study includes CFO and CFO_SD in the regression analysis for a variety of reasons.  

Prior research highlights that the strong correlation between accruals and performance 

suggests that accruals have the ability to affect firm performance (Kasznik, 1999; Kothari, 

Leone and Wasley, 2005).  Thus, distressed firms are more inclined to manage earnings, 

which has the potential to affect audit quality if undetected by auditors.  In addition, the 

use of absolute accruals as dependent variables biases the test in favour of the null 

hypothesis of no earnings management (Hribar and Nichols, 2007).  Consequently, the 
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study includes the standard deviation of CFO to control for these biases.  Finally, the 

study includes CFO in the audit fee analysis to control for client risk characteristics (Gul 

and Tsui, 1997).  CFO is measured as the operating cash flow divided by total assets.  

CFO_SD is measured as the standard deviation of audit client operating cash flow from 

year t-1 through year t.  The logged value is used in the regression analyses. 

Inventories and receivables (INVRECV) 

This study controls for the sum of inventories and receivables in the audit fee regression 

analysis.  This variable is calculated as the sum of total inventories and total receivables, 

scaled by total assets.  Prior literature highlights that clients with more complex business 

operations are likely to pay higher audit fees, given the increased auditor workload 

(Simunic, 1980; Choi et al., 2008). 

Litigate (LITIGATE) 

Litigate is an indicator variable, which is coded 1 if a company is classified in a high-

litigation industry, and 0 otherwise.  In line with prior literature (Francis, Philbrick and 

Schipper, 1994), this study classifies high litigation industries as consumer goods, 

consumer services, healthcare and technology.  The study uses the FTSE Industry 

Classification Benchmark (ICB) for all industry classifications.  Companies in high 

litigation industries are associated with increased audit fees (Carcello and Li, 2013c). 

Liquid (LIQUID) 

Liquid is calculated as the ratio of current assets to current liabilities.  This study includes 

this variable to control for the impact of client profitability on audit quality and audit fee 

(Lennox, 2005). 

Loss (LOSS) 

Loss is indicator variable, coded as 1 if an audit client recorded an income loss in a year. 

This indicator helps to control for earnings management behaviour which is likely to 

occur in loss-making companies (Choi, Kim and Zang, 2010; Carcello and Li, 2013).  In 

addition, the study controls for LOSS as a client risk indicator in the audit fee regression 

analysis (Choi, Kim and Zang, 2010).  

Issuance of Additional Debt/Equity (NEW_FIN) 

Prior literature suggests that companies engaged in financial transactions undertake more 

aggressive earnings management, than those who are not (Ashbaugh, LaFond and 

Mayhew, 2003; Kim, Chung and Firth, 2003).  This study, therefore, controls for this in 

NEW_FIN, which is an indicator variable coded as 1 if an audit client issued additional 

debt or equity in a year.  The study also controls for increased audit fees as a result of the 
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greater demand for audit services, associated with high growth companies (Reynolds, 

Deis Jr and Francis, 2004). 

Growth in property, plant, and equipment (PPE_GRWTH) 

Growth in property, plant and equipment is measured as the percent change in the 

property, plant, and equipment from the year immediately before to the current year for 

the audit client.  The study controls for this variable to assess the extent to which audit 

quality management is affected by company growth (Choi, Kim and Zang, 2010). 

Market returns (MKTRET) 

Market returns is measured as the total annual stock return of an audit client.  Prior studies 

highlight the positive association between stock returns, and audit quality and audit fees 

(Cameran, Campa and Francis, 2018). 

Growth in sales (SA_GRWTH) 

Growth in sales (SA_GRWTH) is the percentage change in sales from the year 

immediately before to the current year for an audit client.  The addition of this variable 

controls for the potential effect of earnings management, associated with company growth 

(Choi, Kim and Zang, 2010).  The study also includes the standard deviation of sales 

(SALES_SD), which is measured as the standard deviation of audit client sales from the 

previous year to the current year.  The study’s addition of SALES_SD to the regression 

analyses controls for the effects of accruals tests, which are normally biased in favour of 

the null hypothesis of no earnings management (Hribar and Nichols, 2007).  In addition, 

SA_GRWTH is associated with company growth, which could influence its demand for 

audit services (Choi and Wong, 2007).  Consequently, the study controls for this variable 

in audit fee regressions.  

Auditor change 

Prior archival literature reports a significant association between auditor changes and the 

magnitude of discretionary accrual and audit fees (Defond and Subramanyam, 1998; 

Geiger and Raghunandan, 2002).  This study, therefore, controls for changes to both firm 

and partner. Audit firm change (AF_CHG) is an indictor variable, which is coded as 1 if 

an audit firm of a client in year t was not the same in year t-1.  Partner (AP_CHG) change 

is an indicator variable coded as 1 if an audit partner of a client in year t was not the same 

in year t-1  

Auditor industry specialty 

Auditor industry specialists are associated with high quality audits (Abbott and Parker, 

2000).  Consequently, clients must pay higher fees, given their premium service (Chi and 

Chin, 2011; Goodwin and Wu, 2014).  The study controls for the measure of auditor 
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industry speciality at the firm, office, and partner levels.  Audit firm industry specialty 

(SPEC_AF) is an indicator variable coded as 1 if an audit firm is an industry specialist in 

an industry sector (ICB) in year t, and 0 otherwise.  An audit firm is categorised as an 

industry specialist in a year if the firm has the largest, or second-largest, market share of 

audit fees within an industry.  Similarly, audit office industry specialty (SPEC_AO) is an 

indicator variable coded as 1 if an audit office is an industry specialist in an industry 

sector (ICB) in year t, and 0 otherwise.  An audit office is designated as an industry 

specialist in a year if the office has the largest, or second-largest, market share of audit 

fees within an industry. 

Audit partner industry specialty (SPEC_AP) is an indicator variable coded as 1 if 

an audit partner is an industry specialist in an industry sector (ICB) in year t, and 0 

otherwise.  An audit partner is designated as an industry specialist in a year if the partner 

has the largest, or second-largest, market share of audit fees within an industry. 

Number of employees (EMP) 

Audit fees tend to increase with company size, which means that the size of the company 

influences audit fees (Choi, Kim and Zang, 2010).  The study controls for this in EMP, 

measured as the square root of the number of company employees.  

Lag of total accruals (LACCR) 

The study includes the lag of total accruals in the accrual regressions to control for 

possible variations in accrual reversals over time (Choi, Kim and Zang, 2010). 

4.5 Research Methodology 

This section provides an overview of the main methods employed in the analyses of this 

study.  More detailed econometric models and specifications are presented in the relevant 

empirical chapters of the study.  This study adopts quantitative methodology to examine 

the research objectives.  A key feature of quantitative research is the use of statistical tests 

to examine data for information (Locke, Silverman and Spirduso, 2009).  The study uses 

the STATA computer software package to test the hypotheses of this thesis.  To test the 

different hypotheses, all regression analyses are carried out cross-sectionally using the 

ordinary least squares (OLS) method.  The use of OLS is in line with the extant literature 

on the role of the audit partner in the auditor-client economic bond (Chen, Sun and Wu, 

2010; Chi, Douthett Jr and Lisic, 2012; Hossain et al., 2016), auditor rotation (Lennox, 

2014) and audit partner selection (Abbott and Parker, 2000). 

 In examining empirical analysis one, which focusses on the role of the audit 

partner in the auditor-client economic bond, the study employs four regression models.  

First, the study adopts the Bertrand and Schoar (2003) fixed effect model to estimate audit 
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partner quality, conditioned on the quality of the audit firm, audit office and the client’s 

innate characteristics.  This research design helps to isolate the effects of individual 

auditors on audit quality, from the effects of the clients, audit firms, and audit offices.  

The design also helps to assess the existence, as well as the scale and variation of, audit 

quality between the individual auditors, which the study highlights as "partner effects".  

Second, the theoretical literature urges researchers to employ an audit fee model, that is 

able to capture the abnormal component of auditor fees in the auditor-client economic 

bond analysis (Kinney and Libby, 2002).  For example, (Kinney and Libby, 2002) argue 

that the costs associated with auditing means that auditors will allow clients to manage 

earnings when fees exceed costs.  Consequently, the study adopts the Choi, Kim and Zang 

(2010) audit fee model to capture the abnormal component of audit fees.  The third model, 

which combines the variables of the two earlier models, expresses partner effects as a 

function of abnormal audit fees.  The final model regresses audit quality on the study’s 

measures of client importance. 

 In the second empirical analysis, which focusses on the role of the audit partner 

in auditor rotation, the study adopts two empirical models.  The first model adopts the 

Lennox, Wu and Zhang (2014) methodology and expresses audit quality as a function of 

the MPR variables of interest.  Similarly, for the audit fee analysis, the study regresses 

the audit fee variable as a function of the MPR variables of interest, using (Carcello and 

Li, 2013) audit fee model. 

 In the third and final empirical analysis, the study regresses audit partner workload 

on audit committee characteristics (size, independence and expertise), in line with the 

extant literature on audit committee effectiveness (Abbott, Park and Parker, 2000; Abbott 

et al., 2003). 

4.6 Summary 

This chapter has provided the data sources and sample construction process for each of 

the three empirical analyses of this study.  The chapter has also provided details of the 

variable construction process for subsequent analysis in the study, drawing insight from 

the related extant literature.  Last, a brief overview of the study's methodology is provided 

in the chapter, with more detailed versions provided in the specific empirical chapters.  

The next chapter presents the first empirical analysis, which focusses on the role of the 

audit partner in the auditor-client economic bond. 
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Chapter Appendix   

Appendix 4.1 Variable definitions 

Variable Definition Supporting literature 

ABS_TA 
The absolute value of TACC; TACC is net income less cash flow from 

operations 

 (McNichols, 2002; Kothari, Leone and Wasley, 2005) 

AF_CHG 1 if an audit firm of a client in year t was not the same in year t-1  (Defond and Subramanyam, 1998; Geiger and Raghunandan, 2002) 

AFEES log of audit fees  (Carcello and Li, 2013) 

AGE log of age of partner  (Sundgren and Svanström, 2014; Goodwin and Wu, 2016) 

BIGN 1 if audit partner works for a big four accounting firm  (Becker et al., 1998; Francis, Maydew and Sparks, 1999) 

BK_MKT shareholder funds scaled by market capitalisation in year t  (Choi and Wong, 2007; Choi, Kim and Zang, 2010) 

BUSY Number of audit clients associated with an audit office  (Agarwal and Taffler, 2008; Lai et al., 2018) 

CFO operating cash flow divided by total assets  (Gul and Tsui, 1997; Kasznik, 1999) 

CFO_SD 
standard deviation of audit client i operating cash flow from year t-1 

through year t 

 (Hribar and Nichols, 2007) 

CHG_LEV leverage in year t less leverage in year t-1  (Defond and Jiambalvo, 1994; Simunic and Stein, 1996) 

EMP square root of total client employees in a given year t  (Choi, Kim and Zang, 2010) 

AP_CHG 1 if an audit partner of a client in year t was not the same in year t-1  (Defond and Subramanyam, 1998; Geiger and Raghunandan, 2002) 

APW The number of clients audited by an audit partner in year t  (Sundgren and Svanström, 2014; Goodwin and Wu, 2016) 

EXP 
log of number of years partner has been registered with a regulatory 

supervisory body 

 (Chen et al., 2017) 

GENDER 1 if audit partner is male  (Ittonen, Vähämaa and Vähämaa, 2013; Cameran, Campa and Francis, 2018) 

INVRECV sum of total inventories and total receivables scaled by total assets  (Simunic, 1980; Choi et al., 2008) 

LACCR lag of TACC; TACC is net income less cash flow from, operations  (Choi, Kim and Zang, 2010) 
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Appendix 4.1 Variable definitions 

Variable Definition Supporting literature 

LEV total liabilities divided by total assets  (Defond and Jiambalvo, 1994; Simunic and Stein, 1996) 

LIQUID current assets scaled by current liabilities  (Lennox, 2005) 

LITIGATE 1 if a company’s is classified in a high-litigation industry consumer 

goods, consumer services, healthcare, and technology (based on Francis 

et al. 1994), and 0 otherwise 

 (Francis, Philbrick and Schipper, 1994; Carcello and Li, 2013) 

LOSS 1 if audit client recorded an income loss in year t  (Choi, Kim and Zang, 2010; Carcello and Li, 2013) 

MASDEG 1 if audit partner holds a master’s degree and up  (Gul, Wu and Yang, 2013; Chu, Florou and Pope, 2016) 

MKTRET total annual stock return of a client  (Cameran, Campa and Francis, 2018) 

NEW_FIN 
indicator variable that takes 1 if an audit client issued additional debt or 

equity in year t 

 (Ashbaugh, LaFond and Mayhew, 2003; Kim, Chung and Firth, 2003; Reynolds, Deis Jr 

and Francis, 2004) 

PPE_GRW

TH 

percent change in the property, plant and equipment from year t-1 to 

year t for audit client i 

 (Hribar and Nichols, 2007; Choi, Kim and Zang, 2010) 

ROA net income before extraordinary items scaled by total assets  (Gul and Tsui, 1997) 

SA_GRWT

H 
percent change in the sales from year t-1 to year t for audit client i 

 (Choi and Wong, 2007) 

SALES_SD standard deviation of audit client i sales from year t-1 through year t  (Hribar and Nichols, 2007) 

SIZE log of total assets  (Becker et al., 1998; Choi, Kim and Zang, 2010) 

SPEC_AF 1 if an audit firm is an industry specialist in an industry sector (ICB) in 

year t, and 0 otherwise. An audit firm is designated as an industry 

specialist in year t if the firm has the largest or second-largest market 

share of audit fees in an industry. 

 (Chi and Chin, 2011; Goodwin and Wu, 2014) 
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Appendix 4.1 Variable definitions 

Variable Definition Supporting literature 

SPEC_AO  1 if an audit office is an industry specialist in an industry sector (ICB) 

in year t, and 0 otherwise. An audit office is designated as an industry 

specialist in year t if the office has the largest or second-largest market 

share of audit fees in an industry. 

 (Chi and Chin, 2011; Goodwin and Wu, 2014) 
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Chapter 5: Empirical Analysis: The Role of the Audit Partner in the 

Auditor-Client Economic Bond 

5.1 Introduction 

Policymakers have long argued the existence of an auditor-client economic bond, in that 

auditors allow high fee-paying clients more financial statement discretion, relative to low 

fee-paying clients.  Existing studies, however, have focussed on the audit firm level with 

relatively little consideration been given to the role of the people (audit partners16) who 

conduct the audits (Frankel, Johnson and Nelson, 2002; Ashbaugh, LaFond and Mayhew, 

2003).  This can largely be attributed to the fact that, until recently, there was a lack of 

publicly available partner data, particularly in the major market economies of the world17.  

This study takes advantage of the UK setting, where the identity of the audit partner of 

an audit job is known, to examine their role in the auditor-client economic bond. 

Accounting organisations argue that their standardisation of task processes and 

use of a centralised system of risk controls ensure uniformity of audits, thereby leaving 

no room for idiosyncrasies at the partner level (Jeppesen, 2007).  This stance by 

accounting organisations has been challenged by a growing stream of studies on audit 

partners that have documented, both theoretically and empirically, that partners account 

for the highest variation in audit outcomes (Gul, Wu and Yang, 2013; Aobdia, Lin and 

Petacchi, 2015; Cameran, Campa and Francis, 2018).  Nelson (2009) and Francis (2011) 

both highlight that partners possess differing knowledge, traits and incentives, that 

combine to affect the level of professional scepticism in their audit judgements.  Further 

to this, audit partners share the ultimate responsibility for the performance of actual client 

audits (Reynolds and Francis, 2000).  This  means that partner incentives could be more 

salient at the partner level, than at the firm or office levels (Lennox and Wu, 2018).  Yet, 

we know very little about the role of the partner in the auditor-client economic bond 

(Chen, Sun and Wu, 2010; Chi, Douthett Jr and Lisic, 2012; Hossain et al., 2016). 

This chapter builds upon earlier research, by examining both demand, and supply-

side factors, that may influence the partner-client economic bond.  Prior research reports 

that both audit clients and audit firms consider partner appropriateness in auditor 

assignments (Chen et al., 2016; Lee, Nagy and Zimmerman, 2018).  For example, Lee, 

Nagy and Zimmerman (2018) report that a gender diverse board of directors is more likely 

to appoint a female audit partner,  and a more experienced board of directors is likely to 

 
16 We use engagement partner and audit partner interchangeably. 
17 The UK required mandatory disclosure of partner identity for listed companies, effective from April 

2009, while the same became effective in the US on January 31, 2017. 
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opt for a more experienced lead audit partner.  Given these assertions, it is unlikely that 

the partner-client matching process will be random.  

First, this study investigates whether high fee-paying clients consider audit partner 

quality in auditor appointments (demand-side).  The study uses hand-collected data 

between 2009 and 2017, comprised of the names of audit firms, audit offices and audit 

partners of UK listed companies.  The study begins this analysis by first estimating audit 

partner quality using the Bertrand and Schoar (2003) empirical model conditioned on the 

audit firm, audit office and client innate characteristics (Aobdia, Lin and Petacchi, 2015; 

Cameran, Campa and Francis, 2018).  Specifically, the study expresses the proxy for audit 

quality, which is the client’s total accruals, as a function of partner fixed effects, office 

fixed effects, firm fixed effects, client characteristics, year fixed effects and industry fixed 

effects.  Audit partner quality is measured as the negative of the fixed effect coefficient 

of the partner, where higher values denote higher partner audit quality and lower values 

denote lower partner audit quality (Aobdia, Lin and Petacchi, 2015).  

Examining the results of audit partner quality estimations, the findings show that 

audit partners influence the quality of audits performed, beyond the assurances provided 

by their respective firms and offices.  This measure of partner quality is also robust to a 

series of out-of-sample tests.  The study finds audit partner effects on audit quality when 

data is segregated into both Big Four and non-Big Four audit firms.  The study introduces 

further sample screens requiring each audit firm, audit office and audit partner to have 

audited at least two clients, each for a minimum of two years.  Similar to earlier tests, the 

study finds that audit partners still have a significant effect on audit outcomes.  Last, after 

controlling for client fixed effects, the study finds partner effects to be the largest 

influence in the variation of audit outcomes. 

Following on, the study regresses audit partner quality on client’s abnormal audit 

fees, to examine the research question of whether high fee-paying clients consider partner 

quality in auditor appointments.  The results, however, show no significant association 

between high fee-paying clients and audit partner quality.  This indicates that, while 

partners influence audit quality beyond the assurances, provided by their respective office 

and firms, high fee-paying clients do not take partner appropriateness into consideration 

during auditor appointments. 

Next, the study investigates its second objective, whether audit partners 

compromise their independence for economically important clients (supply-side).  Audit 

firms use performance-based compensation schemes, centred on partner fee generation, 

to help motivate partners to deliver quality audit reports (Knechel, Niemi and Zerni, 
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2013).  On one hand, this can cause partners to acquiesce to client pressure and to 

compromise their independence for economically important clients.  On the other hand, 

increased partner-focussed regulations, particularly in a well-developed market like the 

UK, could deter partners from focussing on the expected benefits gained by 

compromising their independence (Choi et al., 2008; Choi et al., 2009).  The study 

measures partner-level client importance using three proxies, i.e., fees earned from one 

client divided by: (1) total fees generated by partner in a year (CI_AP); (2) total fees 

generated by engagement office in a year (CI_AO); and (3) total fees generated by audit 

firm in a year (CI_AF).  Using a client’s total accruals as a proxy for audit quality, the 

study undertakes a validation test by regressing a client’s total accruals on each level of 

partner-client importance.  The results show no evidence to suggest that partners 

compromise their independence for economically important clients.  These findings seem 

to suggest that partners are unlikely to risk their reputation in exchange for greater 

economic incentives.  Partners share the ultimate responsibility for signing audit reports: 

thus, they could be more concerned about their reputation, regulatory fines, bans or 

possible litigation costs.  Therefore, partners may not be willing to compromise their 

independence for economically important clients (Chi, Douthett Jr and Lisic, 2012).  The 

findings underscore the strong auditing regulations in the UK, consistent with findings 

from prior research, which document that stronger investor regulation promotes higher 

quality audits (Chen, Sun and Wu, 2010). 

These findings provide key contributions to the existing auditing literature.  First, 

audit quality levels are impacted, both by demand and supply-side factors.  However, 

literature covering the impact of demand-side factors on audit quality is limited (Defond 

and Zhang, 2014).  For example, we do not know whether risky clients opt for aggressive 

partners to reduce the exposure of their fraudulent financial reporting or choose 

conservative partners to reduce the level of misreporting.  This study extends prior studies 

covering the impact of the auditor-client economic bond on audit quality, which have 

focussed largely on auditor incentives (supply-side), by examining, concurrently, auditor 

and client incentives that may influence this bond.  Second, with the exception of Lee, 

Nagy and Zimmerman (2018), this is the only study to examine the drivers of partner 

assignment, and to provide empirical evidence in response to calls for additional research 

on the factors that may influence the partner-client alignment process (Lennox and Wu, 

2018).  Third, this study provides the first of any evidence on the role of the partner in the 

auditor-client economic bond in the UK, adding to the limited and inconclusive literature 

on the impact of client economic importance on audit partner behaviour (Chen, Sun and 
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Wu, 2010; Chi, Douthett Jr and Lisic, 2012; Hossain et al., 2016).  Fourth, this study 

addresses the research design limitations in prior partner level client importance studies 

(Lennox and Wu, 2018).  Existing literature has largely focussed on partner-level client 

importance, based on a client’s audit fees as a percentage of total fees of all clients of a 

partner.  However, partners can either be compensated based on a small pool (partner or 

office revenues) or a large pool (firm or national revenues) and this may define the 

strength of the partner-client economic bond.  This study, therefore, improves on prior 

research by considering the various ways that partners may be compensated.  

Furthermore, with the exception of Hossain et al. (2016), previous studies proxy for 

partner-level client importance using either total assets or sales.  However, a critical 

examination of the study data showed that, while certain clients recorded increased sales 

or a higher asset value, their audit fees were lower than other clients that recorded lower 

sales or had a smaller asset size.  This raises concerns of measurement errors in earlier 

studies, given that client asset size or sales generated may not be directly proportional to 

the amount of audit fees paid.  This study, therefore, corrects the anomaly by using audit 

fees paid as a measure of client importance to the partner.  Finally, the study shows that 

partner and client incentives differ and thus, results from prior studies in other 

jurisdictions cannot be generalised.  For example, while Hossain et al. (2016) document 

evidence of partners compromising their independence for economically important 

clients in Australia, this study finds no such evidence within a UK setting.  

The rest of the chapter is organised as follows: Section 5.2 develops the 

hypotheses to be examined; Sections 5.3 and 5.4 detail the empirical design and findings 

respectively; robustness tests are discussed in Section 5.5; 5.6 reports on additional 

analyse and concluding remarks are provided in Section 5.7. 

5.2 Hypotheses Development 

Over the past two decades, there has been an increased focus on the impact of the auditor-

client economic bond on audit quality (Frankel, Johnson and Nelson, 2002; Ashbaugh, 

LaFond and Mayhew, 2003).  Policymakers believe that performing non-audit services 

may privilege the statutory auditor with sensitive information.  Auditors may then refuse 

to disclose such information in their audit engagements, in a bid to avoid any 

disagreements with, or dismissal by, the client (Geiger and Rama, 2003).  This has led to 

the streamlining of the activities of statutory auditors in their provision of both audit and 

non-audit services (see Directive 2014/56/EU, Article 5).  Accounting practitioners, 

however, argue that such policies ignore the costs associated with an audit failure.  

Highlighting reputational and litigation costs, they claim that such market based 
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incentives provide enough motivation for auditors to maintain their independence 

(Defond, Raghunandan and Subramanyam, 2002).  The auditing literature has also 

produced mixed findings.  For example, while Frankel, Johnson and Nelson (2002) 

document the negative effect that client purchases of non-audit services may have on 

audit quality, Ashbaugh, LaFond and Mayhew (2003) report no association between non-

audit services and audit quality.  

Further, a growing body of research suggests that audit fees may actually impair 

audit quality significantly more so than non-audit fees, thereby calling for further 

examination on how audit fees could reduce auditor objectivity (Kinney Jr and Libby, 

2002; Choi, Kim and Zang, 2010).  For example, while regulatory changes to enhance 

audit quality have been considered as a major force in auditing circles, these have also 

resulted in a subsequent hike in audit fees (Carcello and Li, 2013).  This corresponding 

increase in audit fees can create a financial dependency between the auditor and their 

client, adversely affecting audit quality.  High client-specific start-up costs could also 

give incumbent auditors a cost advantage over their competitors.  This can affect auditor 

independence as clients can impose costs on auditors by terminating their contracts 

(Chen, Sun and Wu, 2010).  Auditors, therefore, may consider client preferences in audit 

engagements, particularly in relation to economically important clients (Chen et al., 

2016). 

Prior literature on the auditor-client economic bond has been focussed on the firm-

wide level, with little attention on the role of the audit partner.  A firm-level analysis of 

audit firms presumes that partners provide a uniform level of quality, despite differences 

in economic incentives or other factors.  Yet, more recently, there has been a surge in 

partner-level studies.  These studies have highlighted the influence that audit partners 

exert on audit outcomes, beyond the assurances provided by their respective offices or 

firms.  Studies conducted for China, Taiwan, and the UK all show that among the three 

auditor levels18, audit partners account for the largest variations in the quality of client 

audits (Gul, Wu and Yang, 2013; Aobdia, Lin and Petacchi, 2015; Cameran, Campa and 

Francis, 2018).  At the practical level, audits are performed by audit partners, suggesting 

that the auditor-client economic bond could be more salient at the partner level, than the 

firm (office) level.   

The first hypothesis of this chapter focusses on the question of whether high fee-

paying clients consider audit partner quality as part of the auditor appointment process.  

 
18 Audit firm, audit office and audit partner 
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Given regulatory assertions that auditors may acquiesce under pressure from 

economically important clients, coupled with the empirical evidence highlighting 

managerial influence on partner appointments (Lee, Nagy and Zimmerman, 2018), ex 

ante, one can infer that economically important clients would prefer to be engaged with 

low quality partners.  Chen et al. (2016), using a Chinese setting, show that economically 

important clients will request a change in partner if the incumbent is more likely to issue 

an unfavourable opinion.  Similarly audit firms may consider partner appropriateness 

when assigning partners to clients (Chen et al., 2016).  Amir, Guan and Livne (2019) also 

show that the client portfolio of an aggressive partner tends to be dominated by high-risk 

clients.  

However, partner identity has capital market consequences for their respective 

client(s).  Using data from Taiwan, Aobdia, Lin and Petacchi (2015) report that 

companies who are audited by high quality partners: benefit from increased stock return; 

experience smaller Initial Public Offer under-pricing; and obtain better debt contract 

terms.  

These aforementioned reasons, a priori, highlight the appropriateness of partners 

in auditor assignments, given the nature of their objective.  What is unclear in the 

literature, however, is the association between high fee-paying clients and audit partner 

audit quality, particularly for public companies who are subject to intense scrutiny (Lee, 

Nagy and Zimmerman, 2018).   The partner-client alignment process is unlikely to be 

random, and clients, based on an expected outcome, may appoint either a low or high-

quality partner.  This study, therefore, hypothesises in the null form that: 

H1: High fee-paying clients do not consider audit partner quality in auditor appointments 

A common understanding from the literature is that equal compensation of 

partners may result in free riding and reduced effort (Lennox and Wu, 2018).  Audit firms, 

therefore, base partner compensation on their revenue generation in a bid to enhance their 

performance (Knechel, Niemi and Zerni, 2013; Coram and Robinson, 2016).  This, 

however, may cause partners to build special relationships with economically important 

clients, whereby partners, in exchange for higher incentives, may allow clients to manage 

earnings.  In terms of a defined theory, the impact of client economic importance on 

partner behaviour remains unclear.  From one side, partners may allow more financial 

statement discretion for economically important clients, given that the retention of such 

clients provide private benefits19 (Chi, Douthett Jr and Lisic, 2012).  However, partners 

 
19 Job security, promotion opportunities and interorganisational power. 
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are guided by market-based incentives in the form of litigation costs, regulatory fines, and 

reputation loss.  These incentives could dominate expected benefits associated with 

economically important clients.  Thus, while the partner-client alignment process may not 

be random, partners have the final say on a client’s financial statements (Financial 

Reporting Council 2006), and a client preference for a specific audit partner may not 

necessarily translate to a low-quality audit.  

Evidence from existing partner-level studies on client importance is limited and 

inconclusive.  Chen, Sun and Wu (2010) report low quality audits among partners prior 

to increased regulation.  Chi, Douthett Jr and Lisic (2012) document low quality audits 

among non-Big Four partners, but not among Big Four partners.  Hossain et al. (2016) 

report low quality audits among partners when a network of companies shares both a 

common audit partner, and an audit committee member.  Overall, the impact of client’s 

economic importance remains unclear.  

Furthermore, the earlier studies have been fraught with research design 

limitations.  For example, these studies20 have largely focussed on only one possible 

method of partner compensation, i.e., partner revenues as a percentage of total partner 

revenues.  However, partners can either be compensated based on a small pool (partner 

or office revenues) or a large pool (firm or national revenues) (Knechel, Niemi and Zerni, 

2013).  Each pool has unique advantages, which may define the strength of the partner-

client economic bond.  Take, for example, audit firms who base partner compensations 

on the profitability of their local office.  A large fee-paying client of that office may be 

of more economic significance to the local office, and thereby, receive preferential 

treatment from the audit partner(s) in that office.  Trompeter (1994) reports that, when 

partner compensation is linked to office profitability, audit quality may be adversely 

impacted.  Further, the generalisability of prior studies across different jurisdictions 

remains an open question.  For example, Big Four auditors in the UK command a greater 

percentage of the audit market compared to China, where they are less dominant (Gul, 

Wu and Yang, 2013; Financial Reporting Council, 2019).  Also, audit reports in China 

are signed by two persons i.e., a signee and a reviewer, where the signee does not have to 

be a partner (Chen, Lin and Lin, 2008).  This differs from typical UK practice, where 

audit reports are signed only by the audit partner.  These differences are likely to influence 

partner incentives, suggesting that results obtained in prior studies, using Chinese and 

Taiwanese settings, could differ from a UK setting.  

 
20 Except for Chen et al (2010) who measure partner-level client-importance at both the partner and office 

levels. 
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At the theoretical level, it is plausible that audit partners could compromise their 

independence for economically important clients, especially when partner revenues are 

associated with partner compensation (Carcello, Hermanson and Huss, 2000; Knechel, 

Niemi and Zerni, 2013).  At the practical level, however, it is difficult to envisage whether 

partners would risk reputational and litigation costs in exchange for higher fees, especially 

in a stricter regulatory setting21.  Consequently, the study posits the following hypothesis 

in the null form: 

H2: Audit partners do not compromise their independence for economically important 

clients. 

5.3 Empirical Design 

5.3.1 Audit partner quality 

As discussed in section 4.3.1, the study measures partner effects on audit 

outcomes, separate from their firm, office and client innate characteristics.  Defond and 

Zhang (2014) point out that financial reporting quality is the combined effort of an auditor 

(firm, office and partner) and client accounting choices.  Building upon the Bertrand and 

Schoar (2003) fixed effects model, as modified by Aobdia, Lin and Petacchi (2015), the 

study estimates audit partner quality using the absolute value of clients’ total accruals 

(ABS_TA), as per below: 

 

𝐴𝐵𝑆_𝑇𝐴𝑖,𝑡 = ∑𝜹𝒏 𝑨𝑷𝒏 + ∑𝜃𝑚 𝐴𝑂𝑚 + ∑𝜙𝑙  𝐴𝐹𝑙 + ∑𝛽𝑋𝑖,𝑡 + 𝑀𝐽𝑀 + 𝑀𝐽𝑀
∗ 𝐼𝑁𝐷𝑌𝐸𝐴𝑅 + 휀𝑖,𝑡 

Equation 

5.1 

  

Audit partner quality is the negative of the coefficient 𝛿𝑛 (APn).  Higher values of 𝛿𝑛 

(hereafter referred to us AP_FE – audit partner fixed effects) indicate a high-quality audit 

partner; suggesting that the partner is more conservative or maintains lower thresholds of 

issuing modified audit opinions (Aobdia, Lin and Petacchi, 2015).  AFl, and AOm capture 

the fixed effects of the audit firm l, and audit office m on audit quality respectively; X is 

a list of time varying client characteristics, selected from the extant literature22, which has 

documented a relationship between these variables and our measure of audit quality total 

accruals.  Specifically, the study controls for SIZE, LOSS, LEV, CHG_LEV, LIQUID, 

CFO, ROA, MKTRET, NEW_FIN, SA_GRWTH, LACCR, SALES_SD and CFO_SD.  All 

variables are as discussed in Chapter 4.4.2.  MJM is the list of model regressors from the 

 
21 Audit partners as well as their respective firms are, both, likely to suffer reputation and litigation costs in 

the event of an audit failure. 
22 These variables have been highlighted in the variable construction section (4.4) 
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modified Jones (1991) highlighted in Equation 4.1, as well as its interaction with industry-

year fixed effects (MJM*INDYEAR). 

5.3.2 Modelling abnormal audit fees 

The second empirical method of this study estimates the abnormal component of audit 

fees.  Earlier studies on the auditor-client economic bond focussed on the relationship 

between audit quality and the actual auditor fees.  Recent evidence, however, suggests 

that earlier confounding results may be attributed to the researchers’ inability to estimate 

the abnormal component of audit fees.  Choi, Kim and Zang (2010) theorise that actual 

audit fees can be decomposed into two components: normal and abnormal fees.  They 

argue that the normal fee component is generally determined by client characteristics 

(size, complexity, and risk) and auditor characteristics (large firm, auditor change).  

Consequently, abnormal fees (ABFEES) depict attempted bribes by the client to the 

auditor, which provides incentive for the auditor to allow clients to manage earnings 

(DeAngelo, 1981; Defond, Raghunandan and Subramanyam, 2002).  

Auditing comes with associated costs, therefore, auditors will only allow clients 

to manage earnings when audit fees exceed costs (DeAngelo, 1981), highlighting that 

abnormal fees are a better measure of the auditor-client economic bond.  Kinney Jr and 

Libby (2002, p. 109) further argue that “more insidious effects on economic bond may 

result from unexpected non-audit and audit fees that may more accurately be likened to 

attempted bribes”.  They urge researchers to build improved models that are able to 

capture the abnormal component of auditor fees in the auditor-client economic bond 

analysis.  

 The study therefore employs Choi, Kim and Zang (2010) audit fee model, 

subsequently used by Amir, Guan and Livne (2019), to estimate the abnormal component 

of audit fees: 

 

𝐴𝐹𝐸𝐸𝑆𝑖,𝑡 = 𝛽0 +  𝛽1𝐵𝐼𝐺𝑁𝑖,𝑡 +  𝛽2𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3𝑅𝑂𝐴𝑖,𝑡 +  𝛽4𝐼𝑁𝑉𝑅𝐸𝐶𝑉𝑖,𝑡

+  𝛽5𝐿𝑂𝑆𝑆𝑖,𝑡 + 𝛽6𝐿𝐸𝑉𝑖,𝑡 +  𝛽7𝐶𝐻𝐺_𝐿𝐸𝑉𝑖,𝑡 + 𝛽8𝐿𝐼𝑄𝑈𝐼𝐷𝑖,𝑡

+  𝛽9𝐶𝐹𝑂𝑖,𝑡 + 𝛽10𝐵𝐾_𝑀𝐾𝑇𝑖,𝑡 + 𝛽11𝐶𝐻𝐺_𝐸𝑃𝑖,𝑡

+  𝛽12𝐶𝐻𝐺_𝐴𝐹𝑖,𝑡 +  𝛽13𝑀𝐾𝑇𝑅𝐸𝑇𝑖,𝑡 + 𝛽14𝑁𝐸𝑊_𝐹𝐼𝑁𝑖,𝑡

+ 𝛽15𝐸𝑀𝑃𝑖,𝑡 +  𝑌𝐸𝐴𝑅𝑡 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝑘 +  휀𝑖,𝑡 

 

Equation 5.2 

 

For client i at time t, the size of the client is measured by SIZE and EMP.  Audit 

complexity is captured by INVRECV.  Risk of the client is measured using LOSS, LEV, 

CHG_LEV, ROA, LIQUID and CFO.  Client firm’s growth is measured by BK_MKT, 

MKTRET and NEW_FIN.  The study also controls for the variation in audit quality 
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between Big Four and non-Big Four auditors by including the BIGN variable.  CHG_AP 

and CHG_AF are included to control for fee discounting in initial audit engagements.  

YEAR and INDUSTRY are the fixed effects of time t and industry sector k on audit fees.  

The predicted residuals represent the abnormal fee component of client audit fees 

(ABFEES). 

5.3.3 Do high fee-paying clients consider partner quality in auditor appointments? 

As mentioned, the partner-client alignment process is unlikely to be random (Chen et al., 

2016; Lennox and Wu, 2018), suggesting that clients may appoint a partner based on an 

expected outcome.  A client’s preference for a partner, therefore, is likely to be based on 

a partner’s track record.  Using forward-looking data from 2014 to 2017, the study 

constructs the sample such that client’s payment of higher-than-expected fees in a 

particular year (t) is based on the partner’s track record over the preceding four-year 

period (t-1 to t-4).  This design is consistent with Li et al. (2017), who find that an audit 

partner is likely to deliver a failed audit if they delivered a failed audit in the previous 

year, with this effect lasting up to four years.  Consequently, the study expresses audit 

partner quality as a function of abnormal audit fees by the following model (Choi, Kim 

and Zang, 2010; Aobdia, Lin and Petacchi, 2015): 

 

𝐴𝑃_𝐹𝐸𝑛 =  𝛼𝑖,𝑡 +  𝛽𝑋𝑖,𝑡 +  𝛾𝐴𝐵𝐹𝐸𝐸𝑆𝑖,𝑡 + 𝛿𝑃𝑂𝑆𝐹𝐸𝐸𝑆𝑖,𝑡 + 𝜌𝑃𝑂𝑆𝐹𝐸𝐸𝑆𝑖,𝑡

∗ 𝐴𝐵𝐹𝐸𝐸𝑆𝑖,𝑡 + 𝑌𝐸𝐴𝑅𝑡 +  𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝑘

+  휀𝑖,𝑡                                                     
 

Equation 5.3 

 

where 𝐴𝑃_𝐹𝐸 is the measure of audit partner quality.  Choi, Kim and Zang (2010) 

document evidence to suggest that the relationship between abnormal fees and audit 

quality is asymmetric, conditional upon the sign of abnormal fees.  As such, the 

combination of positive and negative abnormal fees produces a cancellation effect, which 

can be attributed to the non-significant findings documented by earlier studies that 

examine abnormal fee effect on audit quality.  This study, therefore, estimates Equation 

5.3 with reference to the sign of abnormal fees, by allowing ABFEES to vary between 

positive and negative abnormal fees.  Specifically, the study adds a dummy variable into 

the regression analysis for positive abnormal fees (POSFEES), and its interaction with 

the abnormal fees (POSFEES * ABFEES).  If client payment of abnormal audit fees 

influences audit partner choice, then we expect the sum of the coefficients of ABFEES 

and POSFEES * ABFEES to be significantly different from zero; either to constrain 

earnings (negative) or signal strength of financial report (positive). 
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 𝑋𝑖𝑡 is a list of control variables that includes the client and auditor time-varying 

characteristics, as highlighted in Equation 5.1.  In addition, the study controls for AGE, 

EXP, MASDEG, GENDER, and BIGN.  The study introduces additional variables: audit 

risk (RISK), which is measured as the average score of a client's total assets, leverage and 

return on assets, and partner influence (INFL), which is measured as the total assets of a 

client in a year, scaled by the total assets across all of an audit partner's clients in the year 

(Chi, Douthett Jr and Lisic, 2012; Goodwin and Wu, 2016; Arthur, Endrawes and Ho, 

2017; Li et al., 2017).   𝑌𝐸𝐴𝑅𝑡 and 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝑘 are year and industry fixed effects, 

respectively.  All variables are as discussed in Chapter 4.4.2. 

5.3.4 Impact of client economic importance on audit partner audit outcome 

Hypothesis 2 posits that audit partners do not compromise their independence for 

economically important clients.  To examine this claim, the study regresses audit quality 

on client importance using the model below (Chen, Sun and Wu, 2010): 

 

𝐴𝐵𝑆_𝑇𝐴𝑖,𝑡 = 𝛼𝑖,𝑡 +  𝛽𝑋𝑖,𝑡 +  𝛾1𝐶𝐼𝑖,𝑡 + 𝑀𝐽𝑀 + 𝑀𝐽𝑀 ∗ 𝐼𝑁𝐷𝑌𝐸𝐴𝑅 + 휀𝑖𝑡      Equation 5.4 

 

The study measures 𝐶𝐼𝑖𝑡 at three levels i.e., fees earned from audit client i in year t 

divided by: (1) total fees generated by partner n in year t (CI_AP); (2) total fees generated 

by audit office m in year t (CI_AO); and (3) total fees generated by audit firm l in year t 

(CI_AF).  Again, the study controls (Xi,t) for a list of time-varying client characteristics 

similar to those reported in Equation 5.1. 

5.4 Empirical Findings  

5.4.1 Estimation of audit partner quality 

5.4.1.1 Summary statistics and correlation 

Table 5.1, Panel A, presents the summary statistics of the variables used in estimating 

audit partner quality.  The mean value of the audit quality proxy, ABS_TA, is 9.5 percent 

of lagged total assets.  This value compares favourably with other studies23 that examine 

audit quality levels among companies in the UK: Ferguson, Seow and Young (2004) - 9.2 

percent; Carcello and Li (2013) - 8.7 percent: and Cameran, Campa and Francis (2018) - 

8.1 percent.  Further analysis of the study sample, which incorporates a selection of key 

risk indicators, demonstrates that 32 percent of the companies recorded a loss, 76 percent 

issued additional finance either in the form of an equity, debt or both, and an average 

leverage of 55.4 percent, suggesting a balanced debt to equity financing among UK 

company operations.  

 
23 Prior studies used discretionary accruals as a measure of audit quality. 
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Table 5.1 (Panel B) presents summary statistics on audit firms, audit offices and 

audit partners in the sample.  There are 11 audit firms that meet the study sample 

specification.  Each audit firm further averages 11 audit offices, highlighting the role of 

audit offices and their importance in determining audit outcomes beyond the assurances 

provided by their audit firms (Reynolds and Francis, 2000).  The sample further shows 

an average number of six audit partners per audit office.  A total of 531 individual audit 

partners meet the requirement for partner inclusion over the period of the study sample 

collection. 

Table 5.1: Summary statistics on variables used in audit partner quality analysis 
Panel A: Summary statistics on client characteristics 

Variables Mean SD 25% Median 75% Min Max 

ABS_TA 0.095 0.129 0.028 0.056 0.111 0.002 1.074 

SIZE 11.925 2.297 10.311 11.672 13.495 1.386 19.519 

LEV 0.554 0.343 0.329 0.513 0.701 0.017 2.403 

CHG_LEV -0.006 0.264 -0.081 -0.002 0.081 -1.231 1.055 

CFO 0.044 0.205 0.012 0.075 0.135 -1.477 0.360 

ROA -0.020 0.245 -0.035 0.039 0.087 -1.882 0.309 

LOSS 0.318 0.466 0.000 0.000 1.000 0.000 1.000 

LIQUID 2.136 2.506 0.976 1.427 2.219 0.190 20.000 

PPE_GRWTH 0.155 0.744 -0.083 0.018 0.162 -0.937 5.464 

SA_GRWTH 0.128 0.497 -0.039 0.057 0.180 -0.988 2.957 

MKTRET 0.155 0.543 -0.177 0.080 0.370 -0.852 2.216 

NEW_FIN 0.762 0.426 1.000 1.000 1.000 0.000 1.000 

LACCR -0.066 0.130 -0.099 -0.046 -0.007 -0.777 0.302 

CFO_SD 8.136 2.140 6.692 8.013 9.506 -0.347 15.899 

SALES_SD 8.957 2.432 7.380 8.969 10.574 -0.347 17.979 

 

Panel B: Summary statistics on UK audit firms, audit offices and audit partners 

  Mean SD 25% Median 75% Min Max 

No of audit firms per 

year 

11 1 11 11 12 11 12 

No of audit offices per 

audit firm 

11 8 3 12 17 2 21 

No of audit clients per 

audit firm 

113 99 19 96 190 13 278 

No of audit clients per 

audit office 

12 20 3 5 11 1 128 

No of audit clients per 

audit partner 

4 3 2 3 6 1 20 

No of audit partners per 

audit firm 

46 42 9 36 81 6 114 

No of audit partners per 

audit office 

6 10 2 4 6 2 64 

No of audit partners per 

audit client 

2 1 1 2 3 1 5 

Notes: This table presents the summary statistics of variables used in the estimation of audit partner quality.  It 

reports the mean, standard deviation (SD), minimum, median, and maximum values.  To minimise the effects of 

outliers, continuous variables are winsorised at the 1st and 99th percentile.  For variables that are log transformed, 

the non-log transformed version is reported in this Table.  Panel A reports summary statistics of client characteristics 

variables.  Panel B reports summary statistics on audit firms, audit offices and audit partners.  All variables are 

explained in Appendix 4.1.  

 

Table 5.2 presents the correlation analysis of the variables used in the estimation 

of audit partner quality.  The table shows low to moderate correlations between the 
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variables used.  For example, the highest correlation recorded for the independent 

variables and the proxy for audit quality (total accruals) is 54.3% in return on assets.   

5.4.1.2 OLS estimation of audit partner quality 

Table 5.3 details the findings from the audit partner quality model.  Using 

Equation 5.1, the study measures for each auditor level, its incremental effect on audit 

quality by the sequential addition of each auditor level fixed effects and estimates the 

incremental r-square and relative percentage increase to the prior model estimation.  In 

addition, the study uses the Vuong (1989) likelihood ratio24 test to assess whether the 

incremental r-square is significant. 

 

Adj R2
𝐴𝐹 = (𝐴𝑑𝑗 𝑅2

𝐶𝐶+𝐴𝐹 − 𝐴𝑑𝑗 𝑅2
𝐶𝐶)/𝐴𝑑𝑗 𝑅2

𝐶𝐶  Equation 5.5 

Adj 𝑅2
𝐴𝑂 = (𝐴𝑑𝑗 𝑅2

𝐶𝐶+𝐴𝐹+𝐴𝑂 − 𝐴𝑑𝑗 𝑅2
𝐶𝐶+𝐴𝐹)/𝐴𝑑𝑗 𝑅2

𝐶𝐶+𝐴𝐹 Equation 5.6 

Adj 𝑅2
𝐴𝑃 = (𝐴𝑑𝑗 𝑅2

𝐶𝐶+𝐴𝐹+𝐴𝑂+𝐴𝑃 − 𝐴𝑑𝑗 𝑅2
𝐶𝐶+𝐴𝐹+𝐴𝑂)/𝐴𝑑𝑗 𝑅2

𝐶𝐶+𝐴𝐹+𝐴𝑂 Equation 5.7 

where 𝐴𝑑𝑗𝑅2
𝐴𝐹

, 𝐴𝑑𝑗𝑅2
𝐴𝑂

 and 𝐴𝑑𝑗𝑅2
𝐴𝑃

 measure the incremental explanatory power 

attributable to the audit firm (AF), audit office (AO) and audit partner (AP)25. 𝐴𝑑𝑗 𝑅𝐶𝐶
2  is 

the r-square of the base model consisting of client innate characteristics. 

Results from the tests show that, when audit firm fixed effects are added to the 

base model of client time-varying characteristics, the explanatory power of the model 

recorded a 0.37 percentage increase.  Using the Vuong (1989) likelihood ratio (LR) test, 

the recorded incremental r-square is significant at the five percent threshold.  The study 

then introduces audit office fixed effects, resulting in a 0.93 relative percentage increase 

in the explanatory power of the model, over and above the baseline model plus audit firm 

fixed effects.  The Vuong (1989) LR test for the augmented model is still significant at 

the one percent level.  Following on, audit partner fixed effects is sequentially added to 

the baseline model, plus firm and office fixed effects.  Partner fixed effects results in a 

relative percentage increase of 0.92.  The Vuong (1989) test is significant at the one 

percent significance level. 

These findings demonstrate that, while the level of audit quality is affected at each 

auditor level, audit partners influence the outcome of audits beyond the assurances 

provided by their respective firm and office.  Audit firms produce the testing procedures, 

which are then implemented at the audit office level and are subsequently used by the 

engagement team, of which the audit (engagement) partner is the head (Francis, 2011).  

 
24 The study follows the Vuong (1989) test as performed by Wooldridge (2010) 

(https://www.statalist.org/forums/forum/general-stata-discussion/general/1332690-performing-vuong-s-

1989-likelihood-ratio-test-for-equivalence-of-explanatory-power-in-nonnested-models) 
25 AF: Audit firm, AO: Audit office, AP: Audit partner and CC: Time-variant client characteristics. 

https://www.statalist.org/forums/forum/general-stata-discussion/general/1332690-performing-vuong-s-1989-likelihood-ratio-test-for-equivalence-of-explanatory-power-in-nonnested-models
https://www.statalist.org/forums/forum/general-stata-discussion/general/1332690-performing-vuong-s-1989-likelihood-ratio-test-for-equivalence-of-explanatory-power-in-nonnested-models
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As highlighted by the Financial Reporting Council (2006), audit quality, among other 

factors, is impacted by the skills and personal qualities of audit partners, thus, audit 

quality will be higher when performed by competent partners.  These results are in line 

with earlier studies which have also examined audit partner quality; Gul, Wu and Yang 

(2013) in China, Aobdia, Lin and Petacchi (2015) in Taiwan and Cameran, Campa and 

Francis (2018) in the UK.  The study findings provide further motivation for examining 

whether audit clients consider audit partner quality in auditor appointments. 
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Table 5.2: Correlations 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) 

(1) ABS_TA 
              

(2) SIZE -0.281 
             

(3) LEV 0.234 0.134 
            

(4) CHG_LEV 0.115 0.021 0.362 
           

(5) CFO -0.291 0.351 -0.081 -0.041 
          

(6) ROA -0.543 0.373 -0.132 -0.081 0.843 
         

(7) LOSS 0.343 -0.350 -0.054 0.007 -0.495 -0.620 
        

(8) LIQUID 0.028 -0.207 -0.395 -0.048 -0.244 -0.175 0.178 
       

(9) PPE_GRWTH 0.040 -0.063 0.133 0.121 -0.102 -0.054 0.024 0.069 
      

(10) SA_GRWTH 0.051 -0.059 0.097 0.020 -0.082 -0.077 0.023 0.038 0.267 
     

(11) MKTRET -0.068 0.006 0.048 0.024 0.154 0.186 -0.237 -0.013 0.083 0.088 
    

(12) NEW_FIN 0.003 0.125 0.136 0.083 -0.067 -0.064 0.011 -0.074 0.103 0.086 -0.001 
   

(13) LACCR -0.297 0.164 -0.148 0.061 0.158 0.278 -0.201 0.036 -0.034 -0.046 0.049 -0.008 
  

(14) CFO_SD -0.101 0.805 0.133 -0.015 0.224 0.220 -0.217 -0.154 -0.060 -0.030 -0.032 0.097 0.088 
 

(15) SALES_SD -0.171 0.812 0.219 0.005 0.349 0.342 -0.307 -0.277 -0.066 0.006 0.041 0.118 0.111 0.720 

This table presents correlations of the variables used in the estimation of audit partner quality.  Bolded values are significant at the 10 percent level. 
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Table 5.3: OLS estimation of audit partner quality 

Panel A: Estimating audit firm, audit office and audit partner effects on audit outcomes 

Variables ABS_TA 

  (1) (2) (3) (4) 

SIZE -0.018*** -0.018*** -0.019*** -0.017*** 

 (-10.32) (-9.91) (-10.38) (-8.40) 

LEV 0.054*** 0.055*** 0.056*** 0.052*** 

 (6.34) (6.52) (6.42) (5.36) 

CHG_LEV -0.006 -0.007 -0.006 -0.001 

 (-0.71) (-0.82) (-0.74) (-0.17) 

CFO 0.391*** 0.392*** 0.387*** 0.386*** 

 (10.12) (10.16) (10.12) (10.32) 

ROA -0.483*** -0.483*** -0.481*** -0.476*** 

 (-12.39) (-12.39) (-12.36) (-12.26) 

LOSS -0.000 -0.000 0.000 -0.000 

 (-0.02) (-0.01) (0.03) (-0.09) 

LIQUID 0.002** 0.002** 0.003** 0.002 

 (2.01) (2.06) (2.22) (1.43) 

PPE_GRWTH -0.000 -0.000 -0.001 -0.000 

 (-0.02) (-0.03) (-0.22) (-0.13) 

SA_GRWTH 0.002 0.003 0.003 -0.001 

 (0.38) (0.49) (0.54) (-0.16) 

MKTRET 0.006 0.006 0.006 0.006 

 (1.38) (1.47) (1.44) (1.51) 

NEW_FIN -0.006* -0.006** -0.006* -0.006* 

 (-1.85) (-1.99) (-1.89) (-1.74) 

LACCR -0.074*** -0.075*** -0.073*** -0.075*** 

 (-3.60) (-3.65) (-3.55) (-3.54) 

CFO_SD 0.011*** 0.011*** 0.011*** 0.010*** 

 (11.04) (10.99) (10.63) (9.57) 

SALES_SD 0.005*** 0.005*** 0.005*** 0.004*** 

 (3.75) (3.63) (3.57) (2.98) 

CONSTANT 0.113*** 0.113*** 0.168** 0.311*** 

  (3.82) (3.78) (2.18) (2.94) 

MJM Included Included Included Included 

MJM*INDYEAR Included Included Included Included 

AF FE  Included Included Included 

AO FE   Included Included 

AP FE    Included 

Observations 5,697 5,697 5,697 5,697 

Adjusted R2 0.538 0.540 0.545 0.550 
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Panel B: Testing the significance of firm, office and partner fixed effects 

Dependent variable ABS_TA 

Baseline model (of client innate characteristics)  

Adjusted R2 53.80% 

Observations 5,697 

    

1. Estimating audit firm effect on audit quality   

% Change in adjusted R2 0.37% 

[Vuong Z statistics] [36.67**] 

    

2. Estimating audit office effect on audit quality  

% Change in adjusted R2 0.93% 

[Vuong Z statistics] [187.68***] 

    

3. Estimating audit partner effect on audit quality   

% Change in adjusted R2 0.92% 

[Vuong Z statistics] [641.56***] 

Notes: This table reports the estimation results on audit partner quality using Bertrand and Schoar (2003) model as 

implemented by Aobdia et al. (2015).  Panel A reports the regression results of the effects of the three auditor levels 

and client innate characteristics on audit quality.  Panel B reports the incremental significance of each auditor level 

on audit quality.  All continuous variables are winsorised at the top and bottom 1 percent.  Reported in brackets are 

t-statistics adjusted for white heteroscedastic standard errors and company-level clustering. *, **, and *** represent 

significance levels of 10 percent, 5 percent, and 1 percent, respectively. All variables are explained in Appendix 4.1. 

 

For subsequent regressions, the study measures audit partner quality (AP_FE) as 

the negative of the fixed effect coefficient of the audit partner, where higher values of 

audit partner fixed effect coefficient denotes higher audit partner quality and vice versa 

(Aobdia, Lin and Petacchi, 2015). 

5.4.1.3 Sensitivity analysis 

The study performs additional tests to validate the measure of audit partner quality.  For 

brevity, the study presents the findings in the Chapter Appendices.  First, the study sample 

is partitioned into Big Four and non-Big Four subsamples and re-estimated using 

Equation 5.1.  The findings of this examination are presented in Appendix 5.1 for a Big 

Four sample and Appendix 5.2 for a non-Big Four sample.  Second, the study, as 

presented in Appendix 5.3, introduces further sample screening requiring each audit firm, 

audit office and audit partner to have audited at least two clients, each for a minimum of 

two years.  Last, Lennox and Wu (2018) point out that, when models fail to control for 

client fixed effects, it is unclear as to whether client, rather than partner, effects are being 

captured.  Thus, the study includes client fixed effects and reruns the analysis.  The 

findings are as shown in Appendix 5.4.  Across each of these specifications, the findings 

show that audit partners have a significant and increasing effect upon audit outcomes. 
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Table 5.4: Estimation of normal audit fees  

Variables AFEES 

  (1) 

ROA -0.920*** 

 (-3.55) 

SIZE 1.449*** 

 (26.29) 

LEV -0.252 

 (-1.20) 

CHG_LEV -0.025 

 (-0.21) 

LIQUID -0.017 

 (-1.18) 

INVRECV 0.106 

 (0.30) 

CFO 0.118 

 (0.40) 

LOSS 0.102 

 (0.74) 

MKTRET -0.252*** 

 (-4.10) 

BIGN 0.457*** 

 (2.96) 

CHG_AP -0.163** 

 (-2.07) 

CHG_AF 0.108 

 (0.78) 

BK_MKT -0.626*** 

 (-7.43) 

NEW_FIN -0.328*** 

 (-2.95) 

EMP 0.005*** 

 (3.52) 

CONSTANT -9.257*** 

  (-16.26) 

Year FE Included 

Industry FE Included 

Observations 3,515 

Adjusted R2 74.80% 
Notes: This table presents estimation results of the normal audit fee model, the residual of which is the abnormal 

component of audit fees.  All continuous variables are winsorised at the top and bottom 1 percent.  Reported in 

brackets are t-statistics adjusted for white heteroscedastic standard errors and company-level clustering. *, **, and 

*** represent significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are explained 

in Appendix 4.1. 

 

5.4.2 Results for normal audit fee model 

Table 5.4 presents the findings on the estimation of the normal audit fee model.  The 

explanatory power of the model, at 74.8 percent, shows that the variation in UK audit fees 

can be well explained by audit fee determinants used.  Regarding the audit fee 

determinants, SIZE, BIGN and EMP are positively associated with AFEES, while ROA, 
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CHG_LEV, MKTRET, CHG_AP, BK_MKT and NEW_FIN, are all negatively associated 

with AFEES.  These results are similar to extant studies that have examined the audit fee 

model in the UK (Carcello and Li, 2013; Cameran, Campa and Francis, 2018).  Overall, 

the results suggest that the audit fee model employed can be used to predict expected 

(normal) fees. 

5.4.3 Estimation results - H1 

5.4.3.1 Summary statistics and correlation 

The focus of H1 is to examine whether high fee-paying clients consider audit partner 

quality in auditor appointments. 

Table 5.5 presents the summary statistics.  The mean of the partner quality is 

positive at 0.14.  This suggests that partners in the UK generally deliver good quality 

audits.  Alternatively, given that the sample is made up of public companies, one can infer 

that the scrutiny faced by public companies will push them to demand, and align with, 

more high quality partners, in order to obtain potentially high quality audits (Lee, Nagy 

and Zimmerman, 2018).  A large sample (71 percent) of partners work for the Big Four 

audit firms, where 91 percent of them are male.  Further, only 11 percent of the partners 

in the study sample have a master’s degree or above. 

Table 5.6 also highlights the correlation between the variables.  The structure of 

correlations between the dependent variable (AP_FE) and the explanatory variables 

shows a significant association between BIGN, PART_SIZE, PART_RISK, PART_LEV, 

PART_CFO, PART_LOSS, PART_SA_GRWTH, PART_PPE_GRWTH, PART_MKTRET 

and PART_LACCR.  However, the correlations are low to moderate, with the highest 

correlation recorded between BIGN and AP_FE at 50%.  Therefore, the correlation 

statistics suggest that subsequent multivariate regression results are unlikely to suffer 

from multicollinearity issues. 

The overall regression analysis findings for H1 are presented in Table 5.7.  As 

discussed earlier, the focus of the study is on whether the sum of the coefficients of 

ABFEES and POSFEES * ABFEES is significantly different from zero.  A negative and 

significant value will suggest that clients will pay above expected fees for low quality 

partners.  On the other hand, a positive and significant value will indicate that clients are 

more inclined to align with high quality partners to signal strength of their financial 

statements. 
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Table 5.5: Summary statistics 

Variables Mean SD 25% Median 75% Min Max 

AP_FE 0.140 0.129 0.028 0.169 0.242 -0.138 0.359 

ABFEES 1.883 1.214 0.868 1.756 2.773 0.067 4.782 

POSFEES 0.468 0.499 0.000 0.000 1.000 0.000 1.000 

AGE 3.863 0.115 3.784 3.871 3.951 3.466 4.159 

EXP 3.013 0.370 2.833 3.045 3.258 0.000 4.718 

GENDER 0.907 0.290 1.000 1.000 1.000 0.000 1.000 

MASDEG 0.106 0.308 0.000 0.000 0.000 0.000 1.000 

BIGN 0.706 0.456 0.000 1.000 1.000 0.000 1.000 

PART_SIZE 12.042 1.994 10.456 11.899 13.546 7.283 16.163 

PART_RISK 0.010 0.068 -0.044 0.005 0.061 -0.168 0.164 

PART_INFL 0.414 0.275 0.209 0.332 0.500 0.098 1.000 

PART_LEV 0.531 0.224 0.372 0.507 0.664 0.048 1.444 

PART_CFO 0.054 0.109 0.019 0.069 0.112 -0.783 0.269 

PART_LOSS 0.351 0.438 0.000 0.000 1.000 0.000 1.000 

PART_SA_GRWTH 0.093 0.251 -0.009 0.065 0.155 -0.615 1.645 

PART_PPE_GRWTH 0.097 0.323 -0.036 0.045 0.151 -0.549 2.633 

PART_MKTRET 0.076 0.331 -0.119 0.044 0.225 -0.722 1.543 

PART_NEWFIN 0.838 0.319 1.000 1.000 1.000 0.000 1.000 

PART_LACCR -0.063 0.071 -0.086 -0.053 -0.025 -0.442 0.130 

PART_CFO_SD 8.274 1.829 6.923 8.093 9.440 1.599 15.899 

PART_SALES_SD 9.139 2.042 7.696 9.042 10.453 2.218 17.979 
Notes: This Table presents the summary statistics of variables used in Hypothesis 1.  All continuous variables are 

winsorised at the top and bottom 1 percent.  A variable with the prefix ‘‘PART_’’ refers to the median value of the 

variable concerned across all client firms of an audit partner in the given year t, except PART_RISK which is 

calculated as the mean value of the variable concerned. 

 

The regression analysis reports a positive sum of the coefficients of ABFEES and 

POSFEES * ABFEES, however, the sum is not significantly different from zero 

(p=0.815).  This implies that client payment of abnormal fees is unrelated to the quality 

of the audit partner assigned to their audit engagements.  In this context, findings from 

prior studies, suggesting that economically important clients engage in partner-level 

opinion shopping (Chen et al., 2016), may be less generalisable across markets, 

particularly for those where investor protection is highly prioritised.  Alternatively, these 

results can be interpreted to suggest that clients may yet not be fully aware of the 

advantages of partner identity disclosure and, as such, may not yet be utilising it as an 

audit quality indicator.  Overall, the study findings are consistent with the hypothesis that 

clients do not consider partner quality in auditor appointments in UK markets. 
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Table 5.6: Correlations 

  (1) (2) (3) (4) (5) (6) (7) 

(2) ABS_ABFEES 0.193       

(3) ABFEES -0.010 0.112      

(4) POSFEES 0.007 0.116 0.848     

(5) AGE 0.075 0.083 0.063 0.075    

(6) EXP 0.101 0.036 0.019 0.050 0.630   

(7) GENDER 0.003 -0.031 -0.018 -0.028 0.155 0.141  

(8) MASDEG -0.032 -0.030 -0.065 -0.065 -0.161 -0.146 -0.034 

(9) BIGN 0.501 0.382 0.036 0.030 0.159 0.147 -0.015 

(10) PART_SIZE 0.318 0.316 0.168 0.185 0.315 0.261 0.046 

(11) PART_RISK 0.294 0.307 0.154 0.175 0.313 0.258 0.030 

(12) PART_INFL 0.042 0.076 0.039 0.046 0.190 0.133 -0.035 

(13) PART_LEV 0.125 0.140 0.051 0.092 0.128 0.110 -0.013 

(14) PART_CFO 0.149 0.188 0.088 0.092 0.131 0.167 -0.044 

(15) PART_LOSS -0.146 -0.206 -0.080 -0.077 -0.171 -0.155 0.014 

(16) PART_CFO_SD 0.264 0.258 0.138 0.151 0.274 0.174 0.038 

(17) PART_SA_GRWTH -0.135 -0.021 -0.023 -0.034 0.014 -0.018 -0.092 

(18) PART_SALES_SD 0.237 0.269 0.131 0.149 0.294 0.226 0.018 

(19) PART_PPE_GRWTH -0.039 -0.046 -0.033 -0.032 -0.026 -0.004 -0.029 

(20) PART_MKTRET -0.092 0.023 0.008 -0.007 0.011 0.014 -0.035 

(21) PART_NEWFIN 0.007 0.009 0.012 0.007 -0.042 -0.036 -0.030 

(22) PART_LACCR 0.078 0.064 -0.014 -0.005 -0.002 0.023 -0.023 

 

 

Table 5.6 continued 

  (8) (9) (10) (11) (12) (13) (14) 

(9) BIGN -0.063       

(10) PART_SIZE -0.090 0.660      

(11) PART_RISK -0.071 0.634 0.952     

(12) PART_INFL -0.098 0.146 0.279 0.277    

(13) PART_LEV -0.035 0.232 0.356 0.442 0.161   

(14) PART_CFO -0.088 0.291 0.410 0.414 0.190 0.130  

(15) PART_LOSS 0.117 -0.351 -0.418 -0.435 -0.179 -0.222 -0.575 

(16) PART_CFO_SD -0.036 0.574 0.852 0.824 0.253 0.303 0.285 

(17) PART_SA_GRWTH -0.028 -0.075 -0.104 -0.063 -0.004 0.091 -0.079 

(18) PART_SALES_SD -0.060 0.545 0.850 0.837 0.233 0.372 0.376 

(19) PART_PPE_GRWTH -0.009 -0.095 -0.078 -0.042 0.032 0.173 -0.065 

(20) PART_MKTRET -0.071 0.042 0.022 0.044 0.086 0.058 0.213 

(21) PART_NEWFIN -0.019 0.023 0.087 0.105 -0.103 0.081 -0.040 

(22) PART_LACCR -0.030 0.122 0.142 0.144 0.020 -0.023 0.090 

Continued next page 
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Table 5.6 continued 

  (15) (16) (17) (18) (19) (20) (21) 

(16) PART_CFO_SD -0.283       

(17) PART_SA_GRWTH 0.016 -0.078      

(18) PART_SALES_SD -0.370 0.780 -0.009     
(19) 

PART_PPE_GRWTH -0.031 -0.081 0.256 -0.072    

(20) PART_MKTRET -0.252 -0.021 0.111 0.004 0.120   

(21) PART_NEW_FIN 0.002 0.059 0.051 0.101 0.082 -0.029  

(22) PART_LACCR -0.227 0.085 -0.005 0.094 0.040 0.116 -0.032 

This table presents correlations of the variables used in the estimation of Hypothesis 1. Bolded values are significant 

at the 10 percent level. 

 

For the control variables, the findings show that the coefficient of BIGN is positive 

and significant at the 0.01 threshold, indicating that the Big Four auditors tend to have 

high quality partners.  PART_SA_GRWTH, however, is negatively significant at the one 

percent level or better, indicating that high-risk and high-growth clients tend to be 

associated with low quality partners. 

 

 

Table 5.7: Audit partner quality and high fee-paying clients 

Variables AP_FE 

  (1) (2) 

ABFEES -0.004* -0.004 

 (-1.65) (-1.64) 

ABFEESPOS 0.007 0.007 

 (1.06) (1.06) 

ABFEES*ABFEESPOS 0.004 0.004 

 (1.24) (1.20) 

AGE 0.046 0.051 

 (1.48) (1.61) 

EXP 0.007 0.005 

 (0.81) (0.61) 

GENDER -0.003 -0.003 

 (-0.29) (-0.32) 

MASDEG 0.004 0.005 

 (0.43) (0.51) 

BIGN 0.129*** 0.128*** 

 (7.69) (7.64) 

PART_SIZE 0.002 0.006 

 (0.29) (0.96) 

PART_RISK -0.040 0.001 

 (-0.23) (0.01) 

PART_INFL -0.005 -0.004 

 (-0.58) (-0.55) 
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Table 5.7: Audit partner quality and high fee-paying clients 

Variables AP_FE 

  (1) (2) 

PART_LEV 0.004 0.005 

 (0.28) (0.34) 

PART_CFO 0.060* 0.060* 

 (1.74) (1.74) 

PART_LOSS 0.013 0.014* 

 (1.61) (1.68) 

PART_SA_GRWTH -0.020 -0.018 

 (-1.45) (-1.31) 

PART_PPE_GRWTH 0.004 0.003 

 (0.34) (0.26) 

PART_MKTRET 0.003 0.002 

 (0.30) (0.24) 

PART_NEW_FIN 0.008 0.008 

 (1.15) (1.15) 

PART_LACCR 0.066* 0.063 

 (1.68) (1.58) 

PART_CFO_SD  -0.003 

  (-1.25) 

PART_SALES_SD  -0.003 

  (-1.20) 

CONSTANT -0.110 -0.118 

  (-0.85) (-0.90) 

Year FE Included Included 

Industry FE Included Included 

Observations 2,567 2,567 

Adjusted. R2 0.623 0.625 

ABFEES + ABFEES*ABFEESPOS 0.815 0.864 

   
Notes: This table presents the estimation results on Hypothesis 1.  All continuous variables are winsorised at the top 

and bottom 1 percent.  Reported in brackets are t-statistics adjusted for white heteroscedastic standard errors and 

partner-level clustering.  A variable with the prefix ‘‘PART_’’ refers to the median value of the variable concerned 

across all client firms of an audit partner in the given year t, except PART_RISK which is calculated as the mean 

value of the variable concerned. *, **, and *** represent significance levels of 10 percent, 5 percent, and 1 percent, 

respectively.  All variables are as explained in Appendix 4.1. 

 

5.4.4 Estimation results - H2  

5.4.4.1 Summary statistics and correlation 

H2 posits that audit partners do not compromise their independence for economically 

important clients.  Table 5.8 presents the statistics of the variable used in this analysis, 

with the average CI_AP being 51 percent.  This suggests that specific clients of partners 

may matter more to them, given their contribution to a partner’s total portfolio.  The 

percentages are slightly lower for CI_AO (18 percent) and CI_AF (five percent).   These 

figures justify the call for researchers examining client importance at the partner level to 

consider the mode of compensation schemes for partners (Lennox and Wu, 2018). 
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Table 5.8: Summary statistics 

Variables Mean SD 25% Median 75% Min Max 

ABS_TA 0.095 0.127 0.028 0.056 0.113 0.002 1.074 

CI_AP 0.512 0.317 0.249 0.424 1.000 0.040 1.000 

CI_AO 0.183 0.261 0.020 0.081 0.203 0.004 1.000 

CI_AF 0.048 0.161 0.004 0.009 0.012 0.001 1.000 

SIZE 11.722 2.343 9.985 11.482 13.312 3.892 19.519 

LEV 0.543 0.341 0.317 0.504 0.693 0.017 2.403 

CHG_LEV -0.008 0.266 -0.083 -0.002 0.080 -1.231 1.055 

CFO 0.042 0.205 0.008 0.073 0.135 -1.477 0.360 

ROA -0.018 0.238 -0.036 0.038 0.088 -1.882 0.309 

LOSS 0.318 0.466 0.000 0.000 1.000 0.000 1.000 

LIQUID 2.207 2.655 0.992 1.446 2.254 0.190 20.000 

PPE_GRWTH 0.168 0.780 -0.086 0.017 0.165 -0.937 5.464 

SA_GRWTH 0.133 0.499 -0.037 0.059 0.187 -0.988 2.957 

MKTRET 0.157 0.547 -0.174 0.078 0.375 -0.852 2.216 

NEW_FIN 0.748 0.434 0.000 1.000 1.000 0.000 1.000 

LACCR -0.064 0.130 -0.100 -0.046 -0.005 -0.777 0.302 

CFO_SD 7.963 2.191 6.471 7.848 9.379 -0.347 15.899 

SALES_SD 8.751 2.495 7.075 8.736 10.403 -0.347 17.979 

This table presents the summary statistics of the variables used in the estimation of H2.  All continuous variables 

are winsorised at the top and bottom 1 percent.  All variables are as explained in Appendix 4.1. 
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Table 5.9: Correlation 

 
(1) (2) (3) (4) (5) (6) (7) (8) (9) 

(2) CI_AP -0.038 
        

(3) CI_AO 0.032 0.308 
       

(4) CI_AF 0.071 0.270 0.541 
      

(5) BIGN -0.157 0.012 -0.299 -0.332 
     

(6) SIZE -0.265 0.108 -0.252 -0.252 0.609 
    

(7) LEV 0.201 0.041 -0.035 -0.010 0.082 0.165 
   

(8) CHG_LEV 0.123 0.016 -0.013 0.008 0.012 0.019 0.357 
  

(9) CFO -0.257 0.065 -0.021 -0.058 0.173 0.340 -0.013 -0.026 
 

(10) ROA -0.480 0.078 -0.005 -0.049 0.174 0.355 -0.066 -0.068 0.823 

(11) LOSS 0.314 -0.090 0.012 0.057 -0.204 -0.338 -0.083 0.004 -0.494 

(12) LIQUID 0.022 -0.051 0.015 0.032 -0.118 -0.203 -0.401 -0.041 -0.232 

(13) PPE_GRWTH 0.079 -0.030 0.030 0.052 -0.099 -0.073 0.144 0.144 -0.103 

(14) SA_GRWTH 0.087 -0.025 0.027 0.021 -0.067 -0.051 0.108 0.030 -0.072 

(15) MKTRET -0.041 0.006 0.020 -0.003 -0.012 0.011 0.061 0.036 0.152 

(16) NEW_FIN -0.010 -0.037 -0.052 -0.083 0.095 0.154 0.126 0.071 -0.067 

(17) LACCR -0.240 0.047 0.018 0.002 0.060 0.120 -0.122 0.064 0.132 

(18) CFO_SD -0.092 0.101 -0.216 -0.209 0.508 0.814 0.158 -0.012 0.220 

(19) SALES_SD -0.161 0.101 -0.186 -0.214 0.499 0.823 0.254 0.005 0.331 

Table 5.9 continued next page 
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Table 5.9 continued 

  (11) (12) (13) (14) (15) (16) (17) (18) 

(12) LIQUID 0.172        

(13) PPE_GRWTH 0.022 0.064       

(14) SA_GRWTH 0.013 0.012 0.263      

(15) MKTRET -0.240 -0.008 0.107 0.108     

(16) NEW_FIN 0.016 -0.090 0.094 0.077 0.007    

(17) LACCR -0.173 0.040 -0.020 -0.048 0.025 -0.004   

(18) CFO_SD -0.216 -0.156 -0.068 -0.021 -0.019 0.116 0.062  

(19) SALES_SD -0.305 -0.278 -0.071 0.026 0.052 0.144 0.081 0.732 

This table presents correlations of the variables used in the estimation of Hypothesis 2.  Bolded values are significant at the 10 percent level. 
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Table 5.10: Regression results of impact of partner-level client importance on audit 

quality 

Variables ABS_TA 

  (1) (2) (3) 

CI_AP -0.001   

 (-0.21)   

CI_AO  0.002  

  (0.38)  

CI_AF   0.003 
   (0.24) 

SIZE -0.019*** -0.019*** -0.019*** 
 (-9.66) (-9.71) (-9.72) 

LEV 0.050*** 0.050*** 0.050*** 
 (5.44) (5.45) (5.46) 

CHG_LEV 0.009 0.009 0.009 
 (1.21) (1.21) (1.21) 

CFO 0.295*** 0.295*** 0.295*** 
 (6.73) (6.74) (6.73) 

ROA -0.390*** -0.390*** -0.390*** 
 (-9.21) (-9.23) (-9.22) 

LOSS 0.007 0.007 0.007 
 (1.29) (1.29) (1.29) 

LIQUID 0.002** 0.002** 0.002** 
 (2.13) (2.13) (2.13) 

PPE_GRWTH 0.001 0.001 0.001 
 (0.52) (0.52) (0.52) 

SA_GRWTH 0.009 0.009 0.009 
 (1.58) (1.59) (1.58) 

MKTRET 0.004 0.004 0.004 
 (1.12) (1.13) (1.13) 

NEW_FIN -0.004 -0.004 -0.004 
 (-1.34) (-1.34) (-1.33) 

LACCR -0.084*** -0.084*** -0.084*** 
 (-4.35) (-4.34) (-4.35) 

CFO_SD 0.012*** 0.012*** 0.012*** 
 (10.71) (10.72) (10.72) 

SALES_SD 0.004*** 0.004*** 0.004*** 
 (3.05) (3.03) (3.07) 

CONSTANT 0.126*** 0.125*** 0.125*** 

  (3.87) (3.81) (3.86) 

MJM Included Included Included 

MJM*INDYEAR Included Included Included 

Observations 6,377 6,377 6,377 

Adjusted R2 0.463 0.463 0.463 

Notes: This table reports the regression results on the impact of CI on ABS_TA.  All continuous variables are 

winsorised at the top and bottom 1 percent.  Reported in brackets are t-statistics adjusted for white heteroscedastic 

standard errors and company-level clustering *, **, and *** represent significance levels of 10 percent, 5 percent 

and 1 percent, respectively.  All variables are as explained in Appendix 4.1. 

 

Table 5.9 presents the correlation on the variables included in the regression 

analysis of Hypothesis 2.  Among the three measures of partner-level client importance, 

CI_AP recorded a negative association with the audit quality measure (ABS_TA), while 

CI_AO and CI_AF recorded positive associations.  However, the highest correlation is 
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between CI_AF and ABS_TA at 7.1 percent.  The correlation between the other 

explanatory variables and the measure of ABS_TA are also low to moderate, with the 

highest being ROA, recording a negative correlation at 48 percent.  Overall, this suggests 

no collinearity issues in the study analysis. 

5.4.4.2 Multivariate analysis  

The regression results on H2 are presented in Table 5.10.  If partner-level client 

importance, based on possible compensation schemes to award partners, influences the 

quality of their audit engagements, then the study expects that the coefficient of client 

importance variables (CI_AP, CI_AO, CI_AF) will be positive. 

The study findings show that all three measures of client importance are 

negatively related to ABS_TA, however, the relationship is not statistically significant.  

These findings refute suggestions that linking partner compensation to audit partner pay 

may cause them to compromise the quality of their audit engagements for economically 

important clients.  This study interprets the findings to suggest that the strong investor 

protection and regulation of the UK audit industry may provide enough checks to promote 

quality audits among partners. 

Regarding the control variables, and consistent with the extant literature, the 

results show that smaller clients and those with low ROA, are associated with low audit 

quality.  Clients with a higher leverage (LEV), reporting a loss (LOSS), high liquidity 

(LIQUID), increasing sales (SA_GRWTH) and PPE (PPE_GRWTH) growths are all 

associated with high audit quality (Carcello and Li, 2013a; Cameran, Campa and Francis, 

2018b) 

5.5 Robustness Test - Going Concern Opinion Analysis 

5.5.1 Background 

The unobservable nature of audit quality means that researchers, based on their primary 

goals or perspective, have had to rely on several proxies as plausible measures of audit 

quality.  Defond and Zhang (2014) argue that, given that no single proxy can provide a 

complete picture of audit quality, researchers must employ multiple proxies to strengthen 

their advantage and to attenuate their weaknesses.  This study, therefore, re-performs 

earlier analyses using another proxy of audit quality; going concern opinion (GCO).  The 

choice of GCO follows that, while the continuous nature of accruals helps to capture audit 

quality variation even with the smallest of samples, GCO, due to discrete nature, uniquely 

captures auditor independence and shows strong evidence of poor audit quality (Defond 

and Zhang, 2014).  Additionally, GCO measures the actual level of audit quality, based 
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on the outcome of the audit process, and therefore, has a relatively high measurement 

consensus and low measurement error among researchers (ibid). 

Audit opinion is the only direct way that auditors communicate with shareholders 

on the outcome of their audit investigations.  A GCO from an auditor, concerning a client, 

casts doubt on the client’s ability to continue as a going concern.  Thus, managers looking 

to manage earnings are likely to constrain auditors from issuing a GCO.  Auditors, on the 

other hand, have complete control and responsibility over the audit opinion issued.  Thus, 

an auditor’s failure to declare a GCO, when one is required, suggests that auditor 

independence has been compromised and constitutes evidence of poor audit quality 

(Defond and Zhang, 2014).  Following on, this study constructs a GCO variable using an 

indicator variable, coded 1 if an audit partner issues a going concern, and coded 0 

otherwise. 1 suggests a high audit quality.  

5.5.2 Empirical findings 

5.5.2.1 Estimation results - H1 (GCO sample) 

To estimate H1, which examines the association between high fee-paying clients and 

partner quality, the study first reconstructs audit partner quality26 using GCO as the audit 

quality proxy.  Similar to earlier results, the findings show significant audit partner effects 

on audit quality, beyond the assurances offered by their respective firm and office27.  

Following on, the sample for estimation of H1 is constructed by matching client abnormal 

fees to audit partner quality28. The final sample used in the analysis is 2,228. 

 The summary statistics of variables used in the analysis are presented in Table 

5.11.  The mean of the partner quality is positive at 0.056.  This compares favourably 

with earlier findings using total accruals, albeit lower.  All other variables are the same 

as those reported in Table 5.8.  Table 5.12 also highlights the correlation between the 

variables of the study.  The structure of correlations between the dependent variable 

(AP_FE) and the explanatory variables show low to moderate correlation, with 

correlation recorded between PART_SIZE and AP_FE at 20 percent. 

The findings of the regression analysis are presented in Table 5.13.  Again, 

examination of the sum of the coefficients of ABFEES and POSFEES * ABFEES is not 

 
26 The construction and industry classification of the sample used in reported in Appendix 5.5. 
27 For brevity, the study presents the summary statistics of the variables used in estimation of audit partner 

quality, using GCO and the subsequent estimation pf partner quality also using GCO sample in Appendix 

5.6 and Appendix 5.7, respectively. 
28 The study follows earlier sample matching (total accruals) such that a client’s payment of higher-than-

expected fees in a particular year (t) is based on the partner’s track record over the preceding 4-year period 

(t-1 to t-4). 
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significantly different from zero (p=0.478).  This further reiterates earlier findings that 

abnormal fee payment by a client is unrelated to the quality of partners engaged. 

5.5.2.2 Estimation results - H2 (GCO sample) 

This section re-examines H2, which focuses on the influence of a client’s economic 

importance on partner audit outcome.  The summary statistics (Table 5.14) of the 

variables used in the study are similar to the accrual analysis.  The study’s main focus is 

the GCO variable, which records a mean of 0.081, suggesting that 8.1 percent of the 

sample received a going concern in the sample period.  Other included variables are 

SPEC_AO and SPEC_AF, which show that approximately 18 and 38 percent, 

respectively, of an audit office and firm have speciality expertise in industry audits.  The 

correlation between the variables of the study, also presented in Table 5.15, show low to 

moderate correlations between GCO and the explanatory variables used in the study. 

 

Table 5.11: Summary statistics – H1 (GCO sample) 

Variables Mean SD 25% Median 75% Min Max 

AP_FE 0.056 0.207 -0.190 -0.035 0.065 -0.472 0.563 

ABFEES 0.042 2.216 -1.700 -0.149 1.876 4.220 -4.123 

POSFEES 0.475 0.500 0.000 0.000 1.000 1.000 0.000 

AGE 3.870 0.109 3.784 3.871 3.951 4.159 3.526 

EXP 3.035 0.346 2.833 3.091 3.258 4.718 0.000 

GENDER 0.916 0.278 1.000 1.000 1.000 1.000 0.000 

MASDEG 0.108 0.311 0.000 0.000 0.000 1.000 0.000 

BIGN 0.722 0.448 0.000 1.000 1.000 1.000 0.000 

PART_SIZE 12.124 1.966 10.538 12.008 13.605 16.163 7.283 

PART_RISK 0.013 0.067 -0.041 0.008 0.063 0.164 -0.168 

PART_INFL 0.391 0.262 0.202 0.327 0.500 1.000 0.098 

PART_LEV 0.533 0.224 0.378 0.510 0.665 1.444 0.048 

PART_CFO 0.056 0.100 0.022 0.069 0.112 0.269 -0.743 

PART_LOSS 0.353 0.440 0.000 0.000 1.000 1.000 0.000 

PART_MKTRET 0.068 0.320 -0.126 0.039 0.223 1.543 -0.716 

PART_NEW_FIN 0.840 0.317 1.000 1.000 1.000 1.000 0.000 

Notes: This table presents the summary statistics of variables used in H1 using GCO.  All continuous variables are 

winsorised at the top and bottom 1 percent.  A variable with the prefix ‘‘PART_’’ refers to the median value of the 

variable concerned across all client firms of an audit partner in the given year t, except PART_RISK which is 

calculated as the mean value of the variable concerned.  All variables are as explained in Appendix 4.1. 

 

 Regarding the findings of the regression analysis, presented in Table 5.16, the 

study findings, again, show no association between all three levels of partner-level client 

importance and GCO. 
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Table 5.12: Correlation (GCO sample) 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) 

(2) AB_FEES 0.040 
             

(3) AGE 0.073 0.075 
            

(4) EXP 0.070 0.020 0.650 
           

(5) GENDER 0.025 -0.039 0.132 0.144 
          

(6) MASDEG -0.069 -0.063 -0.155 -0.149 -0.040 
         

(7) BIGN 0.105 0.054 0.163 0.182 0.021 -0.048 
        

(8) PART_SIZE 0.200 0.189 0.321 0.294 0.053 -0.099 0.655 
       

(9) PART_RISK 0.188 0.175 0.326 0.295 0.039 -0.081 0.620 0.949 
      

(10) PART_INFL 0.056 0.039 0.251 0.191 -0.043 -0.107 0.163 0.294 0.290 
     

(11) PART_LEV 0.098 0.057 0.146 0.113 -0.009 -0.032 0.248 0.382 0.468 0.175 
    

(12) PART_CFO 0.124 0.110 0.184 0.231 -0.060 -0.122 0.293 0.412 0.426 0.206 0.213 
   

(13) PART_LOSS -0.067 -0.089 -0.224 -0.180 -0.008 0.143 -0.377 -0.430 -0.448 -0.173 -0.257 -0.609 
  

(14) PART_MKTRET 0.060 0.003 0.002 -0.001 -0.008 -0.082 0.060 0.023 0.043 0.074 0.053 0.228 -0.252 
 

(15) PART_NEW_FIN -0.070 0.008 -0.047 -0.047 -0.029 -0.020 0.031 0.0838*** 0.104 -0.113 0.083 -0.047 0.004 -0.013 

This table presents correlations of the variables used in the estimation of H1 using the GCO sample. Bolded values are significant at the 10 percent level. 
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Table 5.13: Regression results of abnormal fees and partner quality (GCO sample) 

Variables AP_FE 

ABFEES 0.008 

 (1.19) 

ABFEESPOS -0.012 

 (-0.67) 

ABFEES*ABFEESPOS -0.013 

 (-1.21) 

AGE 0.029 

 (0.24) 

EXP 0.004 

 (0.15) 

GENDER -0.005 

 (-0.15) 

MASDEG -0.032 

 (-0.73) 

BIGN -0.017 

 (-0.55) 

PART_SIZE 0.025 

 (1.64) 

PART_RISK -0.185 

 (-0.43) 

PART_INFL -0.038 

 (-1.30) 

PART_LEV 0.094** 

 (2.08) 

PART_CFO 0.150 

 (1.40) 

PART_LOSS -0.006 

 (-0.26) 

PART_MKTRET 0.015 

 (0.56) 

PART_NEW_FIN -0.045** 

 (-2.02) 

CONSTANT -0.277 

  (-0.61) 

Year FE Included 

Industry FE Included 

Observations 2228 

Adjusted R2 0.156 

ABFEES + ABFEES*ABFEESPOS 0.478 
Notes: This table presents the estimation results on H1 using GCO sample.  All continuous variables are winsorised 

at the top and bottom 1 percent.  Reported in brackets are t-statistics adjusted for white heteroscedastic standard 

errors and partner-level clustering.  A variable with the prefix ‘‘PART_’’ refers to the median value of the variable 

concerned across all client firms of an audit partner in the given year t, except PART_RISK which is calculated as 

the mean value of the variable concerned. *, **, and *** represent significance levels of 10 percent, 5 percent, and 

1 percent, respectively. All variables are as explained in Appendix 4.1. 
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Table 5.14: Summary statistics – H2 (GCO sample) 

Variables Mean SD 25% Median 75% Min Max 

GCO 0.081 0.273 0.000 0.000 0.000 0.000 1.000 

CI_AP 0.500 0.320 0.237 0.404 0.796 0.040 1.000 

CI_AO 0.184 0.263 0.020 0.083 0.204 0.003 1.000 

CI_AF 0.054 0.170 0.004 0.009 0.016 0.001 1.000 

SIZE 11.466 2.371 9.715 11.234 13.008 3.611 19.519 

LEV 0.519 0.368 0.270 0.479 0.681 0.017 2.403 

CHG_LEV -0.006 0.281 -0.080 -0.001 0.079 -1.231 1.055 

CFO 0.016 0.241 -0.020 0.062 0.127 -1.477 0.360 

ROA -0.049 0.290 -0.073 0.031 0.082 -1.882 0.309 

LOSS 0.372 0.483 0.000 0.000 1.000 0.000 1.000 

LIQUID 2.646 3.548 0.995 1.486 2.520 0.190 20.000 

LITIGATE 0.491 0.500 0.000 0.000 1.000 0.000 1.000 

MKTRET 0.154 0.585 -0.200 0.062 0.378 -0.852 2.216 

NEW_FIN 0.747 0.435 0.000 1.000 1.000 0.000 1.000 

BUSY 0.654 0.476 0.000 1.000 1.000 0.000 1.000 

SPEC_AO 0.178 0.383 0.000 0.000 0.000 0.000 1.000 

SPEC_AF 0.379 0.485 0.000 0.000 1.000 0.000 1.000 

Notes: This table presents the summary statistics of variables used in H2 using GCO sample.  All continuous 

variables are winsorised at the top and bottom 1 percent.  All variables are as explained in Appendix 4.1. 
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Table 5.15: Correlation – H2 (GCO sample) 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) 

(2)) CI_AP -0.027 
        

(3) CI_AO -0.008 0.332 
       

(4) CI_AF 0.044 0.281 0.560 
      

(5) SIZE -0.195 0.109 -0.244 -0.264 
     

(6) LEV -0.029 0.043 -0.035 -0.033 0.184 
    

(7) CHG_LEV 0.017 0.011 -0.019 -0.009 0.020 0.364 
   

(8) CFO -0.222 0.084 -0.030 -0.097 0.391 -0.032 -0.031 
  

(9) ROA -0.269 0.085 -0.012 -0.084 0.394 -0.091 -0.073 0.831 
 

(10) LOSS 0.287 -0.107 0.022 0.086 -0.389 -0.129 0.003 -0.504 -0.600 

(11) LIQUID 0.022 -0.069 0.012 0.074 -0.235 -0.389 -0.050 -0.280 -0.218 

(12) LITIGATE -0.100 0.024 0.063 0.010 -0.014 0.046 -0.023 0.017 0.013 

(13) MKTRET -0.097 0.005 0.005 -0.010 0.022 0.078 0.030 0.102 0.116 

(14) NEW_FIN 0.044 -0.041 -0.054 -0.080 0.143 0.120 0.062 -0.065 -0.060 

(15) BUSY 0.022 0.023 -0.059 -0.047 0.068 0.022 0.010 -0.020 -0.035 

(16) SPEC_AO -0.030 0.005 -0.299 -0.126 0.453 0.069 0.014 0.131 0.123 

(17) SPEC_AF -0.109 0.011 -0.194 -0.221 0.431 0.091 0.003 0.163 0.159 

Table 5.15 continued next page 
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Table 5.15 continued 

  (10) (11) (12) (13) (14) (15) (16) 

(11) LIQUID 0.238 
      

(12) LITIGATE -0.073 -0.045 
     

(13) MKTRET -0.206 0.013 0.021 
    

(14) NEW_FIN 0.028 -0.095 -0.006 0.011 
   

(15) BUSY 0.039 0.012 -0.141 -0.014 0.026 
  

(160 SPEC_AO -0.136 -0.102 -0.050 -0.018 0.058 0.042 
 

(17) SPEC_AF -0.190 -0.133 0.036 0.005 0.054 -0.028 0.356 

This table presents correlations of the variables used in the estimation of H2 using GCO sample.  Bolded values are significant at the 10 percent level. 
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Table 5.16: Regression results on impact of partner-level client importance on audit 

quality (GCO Sample) 
Variables GCO 

  (1) (2) (3) 

CI_AP 0.291   

 (1.38)   
CI_AO  -0.246  

  (-0.88)  
CI_AF   -0.182 

   (-0.43) 

SIZE -0.220*** -0.220*** -0.220*** 

 (-4.63) (-4.52) (-4.46) 

LEV 0.065 0.063 0.064 

 (0.27) (0.27) (0.27) 

CHG_LEV -0.002 -0.006 -0.005 

 (-0.01) (-0.04) (-0.03) 

CFO -0.138 -0.129 -0.132 

 (-0.39) (-0.36) (-0.37) 

ROA -0.551** -0.548** -0.556** 

 (-2.09) (-2.06) (-2.09) 

LOSS 1.463*** 1.450*** 1.452*** 

 (8.95) (8.83) (8.84) 

LIQUID -0.077*** -0.078*** -0.078*** 

 (-4.05) (-4.09) (-4.06) 

LITIGATE -1.666*** -1.658*** -1.669*** 

 (-5.61) (-5.63) (-5.68) 

MKTRET -0.190** -0.189** -0.189** 

 (-2.13) (-2.12) (-2.12) 

NEW_FIN 0.295** 0.285** 0.287** 

 (2.19) (2.11) (2.12) 

BUSY 0.112 0.102 0.108 

 (0.68) (0.61) (0.65) 

SPEC_AO 0.545*** 0.496** 0.529*** 

 (2.78) (2.52) (2.70) 

SPEC_AF -0.255 -0.261 -0.261 

 (-1.48) (-1.50) (-1.50) 

CONSTANT -0.070 0.151 0.101 

  (-0.13) (0.27) (0.18) 

Year FE Yes Yes Yes 

Industry FE Yes Yes Yes 

Observations 6893 6893 6893 

Pseudo R2 0.246 0.246 0.246 
Notes: This table presents results of the GCO analysis of H2.  All continuous variables are winsorised at the top and 

bottom 1 percent.  Reported in brackets are t-statistics adjusted for white heteroscedastic standard errors and 

company-level clustering. *, **, and *** represent significance levels of 10 percent, 5 percent, and 1 percent, 

respectively.  All variables are as explained in Appendix 4.1. 

 

5.6 Additional Analyses 

The study performs additional analyses to check the robustness of our findings.   

Regarding H1, first, the study drops all non-Big Four partners.  Several prior 

studies suggest that Big Four auditors are associated with high audit quality, given that 

they are more concerned about their reputation and the likely litigation costs (DeAngelo, 

1981; Becker et al., 1998).  This suggests that clients looking to manage earnings may 

opt against Big Four audit partners.  A common understanding from the extant literature 

also highlights that Big Four auditors exert extra effort in auditing engagements, and as 
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such, demand higher fees (Palmrose, 1986).  Thus, even if clients were to pay above 

expected fees, it will be associated with high quality partners (Big Four).  

Second, the study focusses on distressed clients and re-examines Hypothesis 1.  

The study measures distress (DCF) as an indicator variable equal to 1 if an audit client 

has recorded successive negative cash flow from operations, and 0 otherwise.  Financially 

stressed firms are at a greater risk of litigation, thereby resulting in incumbent partners 

considering more conservative accounting choices (Defond and Subramanyam, 1998).  

Consequently, financially stressed clients are likely to opt for favourable partners (low 

quality partners) to allow them manage earnings. 

Third, the study replaces the measure of partner quality, AP_FE, with partner 

characteristics GENDER and AGE.  Fee, Hadlock and Pierce (2013) argue that, when the 

number of observations per audit partner is low, F-statistics can be biased.  Lennox and 

Wu (2018b), therefore, highlight that a partner’s observable characteristics can be used 

in place of estimated fixed effects.  Based on prior literature, the study infers older (AGE) 

and male (GENDER) partners to be associated with low audit quality (Ittonen, Vähämaa 

and Vähämaa, 2013; Sundgren, 2014; Goodwin and Wu, 2016; Li et al., 2017; Cameran, 

Campa and Francis, 2018). 

From these sensitivity analyses, the findings presented in Table 5.17 show no 

association between high fee-paying clients and audit partner quality.  These findings 

further strengthen the initial findings on the association between partner quality and high 

fee-paying clients.   

The study also performs robustness tests on H2.  First, the study uses actual audit 

fees in our measure of client importance, instead of the log component.  Second, and also 

in line with earlier studies (Chen, Sun and Wu, 2010), the study measures client 

importance using log of total assets.  Third, the study also includes audit firm fixed effects 

in Equation 5.4.  In all of these specifications, the findings as presented in Table 5.18 do 

not differ from earlier results. 
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Table 5.17 Robustness: Audit partner quality and high fee-paying clients 
  AP_FE GENDER AGE 

  (1) (2) (3) (4) 

ABFEES -0.003 -0.016** 0.173 0.048 

 (-1.11) (-2.49) (1.25) (0.37) 

ABFEESPOS 0.002 -0.005 -0.456 -0.110 

 (0.17) (-0.27) (-1.28) (-0.28) 

ABFEES*ABFEESPOS 0.002 0.016 -0.251 0.066 

 (0.48) (1.55) (-1.14) (0.31) 

AGE -0.011 0.013 3.697**  

 (-0.25) (0.15) (2.11)  
EXP 0.016* -0.010 0.761 8.300*** 

 (1.88) (-0.47) (1.46) (3.83) 

GENDER 0.017 -0.028  1.293 

 (1.41) (-1.15)  (1.58) 

MASDEG -0.018 -0.011 -0.193 -0.973 

 (-1.59) (-0.44) (-0.25) (-1.50) 

PART_SIZE 0.012* 0.027** 0.231 0.126 

 (1.71) (2.32) (1.04) (0.58) 

PART_RISK -0.405** 0.076 -5.646 8.167 

 (-2.15) (0.26) (-1.18) (1.44) 

PART_INFL -0.027** -0.032 -0.645 1.685** 

 (-2.41) (-0.98) (-1.21) (2.44) 

PART_LEV 0.032** -0.005 0.057 -0.616 

 (2.00) (-0.14) (0.07) (-0.78) 

PART_CFO 0.054 -0.011 -2.730 -3.962* 

 (0.96) (-0.13) (-1.27) (-1.69) 

PART_LOSS -0.005 -0.005 -0.236 -0.563 

 (-0.54) (-0.29) (-0.50) (-1.35) 

PART_SA_GRWTH -0.016 -0.028 -1.162** 1.006 

 (-0.77) (-1.56) (-2.23) (1.22) 

Continued next page 
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Table 5.17 continued     

 AP_FE GENDER AGE 

 (1) (2) (3) (4) 

PART_PPE_GRWTH -0.021 -0.002 0.061 -0.404 

 (-1.18) (-0.14) (0.16) (-1.08) 

PART_MKTRET -0.009 0.016 -0.112 0.022 

 (-0.89) (0.89) (-0.37) (0.04) 

PART_NEW_FIN 0.000 -0.018 -0.365 -0.582 

 (0.02) (-0.97) (-1.07) (-1.45) 

PART_LACCR -0.018 -0.012 -0.740 -2.682 

 (-0.38) (-0.17) (-0.44) (-1.31) 

CONSTANT 0.056 -0.139 -14.576** 20.619*** 

  (0.33) (-0.44) (-2.21) (3.25) 

Year FE Included Included Included Included 

Industry FE Included Included Included Included 

Observations 1,812 610 2,567 2,567 

Adjusted R2 0.650 0.311 0.091 0.438 

ABFEES + ABFEES*ABFEESPOS 0.592 0.974 0.581 0.477 
Notes: This table presents analysis on high fee-paying clients and their choice of audit-partner.  Column (1) reports on findings using only big four sample.  Column (2) reports on findings using on 

distressed companies.  Column (3) reports on findings using GENDER as the dependent variable.  Column (4) reports on findings using AGE as dependent variable.  All continuous variables are 

winsorised at the top and bottom 1 percent.  Reported in brackets are t-statistics adjusted for white heteroscedastic standard errors and partner-level clustering.  A variable with the prefix ‘‘PART_’’ 

refers to the median value of the variable concerned across all client firms of an audit partner in the given year t, except PART_RISK which is calculated as the mean value of the variable concerned. 

*, **, and *** represent significance levels of 10 percent, 5 percent and 1 percent, respectively.  All variables are as explained in Appendix 4.1.  
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Table 5.18: Robustness: Regression results of impact of partner-level client importance on audit quality 
ABS_TA 

  (1) (2) (3)  (4) (5) (6)  (7) (8) (9) 

CI_AP -0.000    -0.007    -0.001   

 (-0.08)    (-1.54)    (-0.22)   

CI_AO  0.003    0.008    0.006  

 
 (0.59)    (1.19)    (1.02)  

CI_AF   0.002    0.007    0.089* 

 
  (0.17)    (0.54)    (1.87) 

SIZE -0.018*** -0.018*** -0.018***      -0.019*** -0.019*** -0.019*** 

 (-9.92) (-10.02) (-9.98)      (-9.62) (-9.69) (-9.77) 

LEV 0.050*** 0.050*** 0.050***  0.047*** 0.047*** 0.047***  0.052*** 0.052*** 0.052*** 

 (5.43) (5.44) (5.44)  (5.00) (5.02) (5.01)  (5.62) (5.64) (5.63) 

CHG_LEV 0.009 0.009 0.009  0.004 0.005 0.004  0.007 0.007 0.007 

 (1.24) (1.24) (1.24)  (0.58) (0.59) (0.57)  (0.91) (0.91) (0.87) 

CFO 0.295*** 0.295*** 0.295***  0.299*** 0.299*** 0.299***  0.301*** 0.301*** 0.301*** 

 (6.74) (6.74) (6.74)  (6.65) (6.68) (6.66)  (7.17) (7.19) (7.17) 

ROA -0.391*** -0.391*** -0.391***  -0.394*** -0.396*** -0.396***  -0.392*** -0.392*** -0.392*** 

 (-9.26) (-9.28) (-9.26)  (-9.15) (-9.21) (-9.19)  (-9.76) (-9.77) (-9.76) 

LOSS 0.006 0.006 0.006  0.014*** 0.014*** 0.014***  0.007 0.007 0.007 

 (1.25) (1.24) (1.24)  (2.77) (2.77) (2.77)  (1.44) (1.45) (1.43) 

LIQUID 0.002** 0.002** 0.002**  0.002* 0.002* 0.002*  0.002** 0.002** 0.002** 

 (2.13) (2.13) (2.13)  (1.86) (1.87) (1.86)  (2.39) (2.41) (2.44) 

PPE_GRWTH 0.001 0.001 0.001  0.001 0.001 0.001  0.001 0.001 0.001 

 (0.49) (0.48) (0.49)  (0.42) (0.43) (0.43)  (0.28) (0.28) (0.27) 

SA_GRWTH 0.009 0.009 0.009  0.011** 0.011** 0.011**  0.008 0.008 0.008 

 (1.56) (1.56) (1.56)  (2.01) (2.01) (2.01)  (1.48) (1.47) (1.41) 

MKTRET 0.004 0.004 0.004  0.005 0.005 0.005  0.005 0.005 0.005 

 (1.13) (1.13) (1.13)  (1.26) (1.29) (1.29)  (1.43) (1.43) (1.40) 

NEW_FIN -0.004 -0.004 -0.004  -0.008** -0.007** -0.007**  -0.005* -0.005* -0.005* 

 (-1.35) (-1.35) (-1.34)  (-2.22) (-2.14) (-2.15)  (-1.74) (-1.75) (-1.75) 

LACCR -0.085*** -0.085*** -0.085***  -0.090*** -0.090*** -0.090***  -0.092*** -0.092*** -0.093*** 

 (-4.37) (-4.36) (-4.37)  (-4.56) (-4.56) (-4.57)  (-4.68) (-4.67) (-4.68) 

Continued next page 
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Table 5.18 continued 

ABS_TA 

 (1) (2) (3)  (4) (5) (6)  (7) (8) (9) 

CFO_SD 0.012*** 0.012*** 0.012***  0.005*** 0.005*** 0.004***  0.012*** 0.012*** 0.012*** 

 (10.72) (10.71) (10.73)  (4.82) (4.77) (4.72)  (10.75) (10.78) (10.78) 

SALES_SD 0.004*** 0.004*** 0.004***  -0.003*** -0.003*** -0.003***  0.004*** 0.004*** 0.004*** 

 (3.05) (3.02) (3.06)  (-2.88) (-2.87) (-2.91)  (3.16) (3.12) (3.15) 

CONSTANT 0.122*** 0.121*** 0.122***  0.032 0.028 0.030  0.091*** 0.087*** 0.053 

  (3.81) (3.77) (3.80)  (1.11) (0.92) (1.00)  (2.90) (2.76) (1.48) 

MJM Included Included Included  Included Included Included  Included Included Included 

MJM*INDYEAR Included Included Included  Included Included Included  Included Included Included 

AF FE         Included Included Included 

Observations 6,377 6,377 6,377  6,377 6,377 6,377  6,377 6,377 6,377 

Adjusted R2 0.462 0.463 0.462  0.444 0.444 0.444  0.480 0.480 0.481 
Notes: This table presents analysis on the impact of partner-level client importance on audit quality.  Columns 1-3 reports on findings using audit fees as measure of client importance.  Columns 4-6 reports on 

findings using client total assets as measure of client importance.  Columns 7-9 runs equation 6.4 and includes audit firm fixed effects.  All continuous variables are winsorised at the top and bottom 1 percent.  

Reported in brackets are t-statistics adjusted for white heteroscedastic standard errors and company-level clustering *, **, and *** represent significance levels of 10 percent, 5 percent, and 1 percent, 

respectively.  All variables are as explained in Appendix 4.1.  
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5.7 Conclusion 

This study examines the demand and supply factors that influence the auditor-client 

economic bond, particularly at the audit partner level.  The study takes advantage of the 

special setting in the UK, where partner data are available, and examines whether: (1) 

high fee-paying clients consider audit partner quality in auditor appointments; and (2) 

audit partners compromise their independence for economically important clients.  

While the findings show evidence that partners influence audit outcomes, beyond 

the assurances provided by their respective office and firm, the study fails to find any 

association between high fee-paying clients and the quality of audit partner.  The findings 

also show that revenue-based partner compensation does not compromise partner 

independence. 

These results suggest that, following the recent roll out of regulations, targeted at 

partner-level involvement in audit engagements, partners may be more concerned about 

reputation and litigation costs.  Despite evidence of partner involvement in the auditor-

client economic bond in other jurisdictions, the study findings suggest that this effect may 

differ across different institutional settings.  Overall, the findings suggest that stringent 

regulations and improved corporate governance have lessened concerns regarding higher 

fees and lower audit quality in the UK. 
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Chapter Appendices 

 

Appendix 5.1: OLS estimation of audit partner quality– Big Four sample 

Panel A: Estimating audit firm, audit office and audit partner fixed effects plus client controls  

Variables ABS_TA 

  (1) (2) (3) (4) 

SIZE -0.014*** -0.014*** -0.014*** -0.014*** 

 (-6.54) (-6.40) (-6.84) (-6.12) 

LEV 0.042*** 0.043*** 0.042*** 0.044*** 

 (5.02) (5.11) (4.88) (4.17) 

CHG_LEV 0.001 0.001 0.002 0.002 

 (0.16) (0.12) (0.19) (0.20) 

CFO 0.382*** 0.384*** 0.378*** 0.372*** 

 (7.20) (7.25) (7.21) (7.08) 

ROA -0.500*** -0.500*** -0.495*** -0.485*** 

 (-10.04) (-10.04) (-9.85) (-9.31) 

LOSS 0.005 0.005 0.006 0.007 

 (1.15) (1.18) (1.19) (1.38) 

LIQUID 0.004** 0.004*** 0.004*** 0.004* 

 (2.51) (2.62) (2.60) (1.90) 

PPE_GRWTH -0.003 -0.003 -0.004 -0.007* 

 (-0.88) (-0.94) (-1.15) (-1.78) 

SA_GRWTH 0.011 0.011 0.009 0.005 

 (1.34) (1.32) (1.15) (0.61) 

MKTRET -0.001 -0.001 -0.001 -0.001 

 (-0.20) (-0.16) (-0.25) (-0.09) 

NEW_FIN -0.007** -0.007** -0.007** -0.006* 

 (-1.99) (-2.02) (-1.96) (-1.66) 

LACCR -0.105*** -0.106*** -0.101*** -0.109*** 

 (-3.83) (-3.84) (-3.76) (-3.57) 

CFO_SD 0.009*** 0.009*** 0.009*** 0.008*** 

 (7.70) (7.62) (7.53) (6.71) 

SALES_SD 0.002 0.002 0.002 0.002 

 (1.51) (1.41) (1.48) (1.00) 

CONSTANT 0.053** 0.055** 0.065** 0.178** 

  (2.18) (2.29) (2.30) (2.02) 

MJME Included Included Included Included 

MJM*INDYEAR Included Included Included Included 

AF FE   Included Included Included 

AO FE     Included Included 

AP FE       Included 

Observations 3,915 3,915 3,915 3,915 

Adjusted R2 
0.553 0.554 0.558 0.568 
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Panel B: Testing the Significance of firm, office, and partner fixed effects - Big Four sample 

Dependent variable ABS_TA 

Baseline model (of client innate characteristics) 
 

Adjusted r-square 55.30% 

Observations 3,915 

    

1. Estimating audit firm effect on audit quality  
 

% Change in adjusted r-square 0.18% 

[Vuong Z statistics] [10.31*] 

    

2. Estimating audit office effect on audit quality 
 

% Change in adjusted r-square 0.72% 

[Vuong Z statistics] [108.80***] 

    

3. Estimating audit partner effect on audit quality   

% Change in adjusted r-square 1.79% 

[Vuong Z statistics] [515.66***] 

Notes: This table reports the estimation results on audit partner quality using Bertrand and Schoar (2003) model as 

implemented by Aobdia et al. (2015).  Panel A reports the regression results of the effects of the three auditor levels 

and client innate characteristics on audit quality.  Panel B reports the incremental significance of each auditor level 

on audit quality.  All continuous variables are winsorised at the top and bottom 1 percent.  Reported in brackets are 

t-statistics adjusted for white heteroscedastic standard errors and company-level clustering. *, **, and *** represent 

significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are explained in Appendix 

4.1. 
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Appendix 5.2. OLS estimation of audit partner quality – Non-Big Four sample 

Panel A: Estimating audit firm, audit office and audit partner fixed effects plus client controls 

Variables ABS_TA 

  (1) (2) (3) (4) 

SIZE -0.019*** -0.018*** -0.020*** -0.018*** 

 
(-4.61) (-4.35) (-4.31) (-3.62) 

LEV 0.061*** 0.063*** 0.068*** 0.050*** 

 
(4.05) (4.29) (4.24) (3.18) 

CHG_LEV -0.015 -0.015 -0.016 -0.001 

 
(-1.00) (-1.08) (-1.08) (-0.05) 

CFO 0.417*** 0.416*** 0.415*** 0.399*** 

 
(8.59) (8.63) (8.49) (7.85) 

ROA -0.526*** -0.527*** -0.530*** -0.511*** 

 
(-10.02) (-10.23) (-10.31) (-9.83) 

LOSS -0.012 -0.014* -0.017** -0.014 

 
(-1.51) (-1.73) (-1.98) (-1.54) 

LIQUID 0.002 0.001 0.002 0.001 

 
(1.26) (1.02) (1.06) (0.43) 

PPE_GRWTH 0.004 0.003 0.003 0.007* 

 
(1.09) (0.95) (0.78) (1.82) 

SA_GRWTH -0.008 -0.009 -0.006 -0.012 

 
(-1.31) (-1.33) (-0.94) (-1.52) 

MKTRET 0.008 0.008 0.008 0.007 

 
(1.31) (1.36) (1.31) (1.22) 

NEW_FIN -0.003 -0.005 -0.004 -0.010 

 
(-0.49) (-0.76) (-0.63) (-1.52) 

LACCR -0.061** -0.060** -0.059** -0.048* 

 
(-2.20) (-2.15) (-2.07) (-1.67) 

CFO_SD 0.013*** 0.012*** 0.013*** 0.013*** 

 
(6.21) (6.06) (5.93) (5.78) 

SALES_SD 0.008*** 0.008*** 0.008*** 0.008*** 

 
(3.34) (3.43) (3.24) (3.12) 

CONSTANT 0.173*** 0.173*** 0.192*** 0.195* 

  (3.15) (3.20) (3.24) (1.82) 

MJM Included Included Included Included 

MJM*INDYEAR Included Included Included Included 

AF FE   Included Included Included 

AO FE     Included Included 

AP FE       Included 

Observations 1,782 1,782 1,782 1,782 

Adjusted R2 0.594 0.598 0.600 0.605 
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Panel B: Testing the Significance of firm, office, and partner fixed effects - Big Four sample 

Dependent variable ABS_TA 

Baseline model (of client innate characteristics) 
 

Adjusted R2 55.30% 

Observations 3,915 

    

1. Estimating audit firm effect on audit quality  
 

% Change in adjusted R2 0.67% 

[Vuong Z statistics] [27.27**] 

    

2. Estimating audit office effect on audit quality 
 

% Change in adjusted R2 0.33% 

[Vuong Z statistics] [66.46**] 

    

3. Estimating audit partner effect on audit quality   

% Change in adjusted R2 0.83% 

[Vuong Z statistics] [225.65***] 

Notes: This table reports the estimation results on audit partner quality using Bertrand and Schoar (2003) model as 

implemented by Aobdia et al. (2015).  Panel A reports the regression results of the effects of the three auditor levels 

and client innate characteristics on audit quality.  Panel B reports the incremental significance of each auditor level 

on audit quality.  All continuous variables are winsorised at the top and bottom 1 percent.  Reported in brackets are 

t-statistics adjusted for white heteroscedastic standard errors and company-level clustering. *, **, and *** represent 

significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are explained in Appendix 

4.1. 
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Appendix 5.3: OLS estimation of audit partner quality (requiring at least two clients to 

be audited at each auditor level) 

Panel A: Estimating audit firm, audit office and audit partner fixed effects plus client controls  

Variables ABS_TA 

  (1) (2) (3) (4) 

SIZE -0.020*** -0.021*** -0.021*** -0.020*** 

 (-10.22) (-9.61) (-9.87) (-7.61) 

LEV 0.048*** 0.052*** 0.051*** 0.048*** 

 (5.00) (5.40) (5.25) (4.21) 

CHG_LEV 0.004 0.003 0.004 0.005 

 (0.44) (0.36) (0.40) (0.52) 

CFO 0.354*** 0.351*** 0.348*** 0.345*** 

 (9.36) (9.24) (9.24) (9.03) 

ROA -0.450*** -0.450*** -0.449*** -0.437*** 

 (-12.67) (-12.68) (-12.69) (-11.79) 

LOSS 0.000 0.000 0.002 0.002 

 (0.08) (0.03) (0.38) (0.44) 

LIQUID 0.001 0.001 0.002 0.001 

 (0.89) (1.29) (1.34) (0.98) 

PPE_GRWTH 0.006 0.005 0.005 0.005 

 (1.43) (1.41) (1.35) (1.41) 

SA_GRWTH 0.001 0.001 0.001 -0.005 

 (0.17) (0.11) (0.23) (-0.77) 

MKTRET 0.008* 0.008* 0.008* 0.009* 

 (1.91) (1.88) (1.92) (1.93) 

NEW_FIN -0.006* -0.007* -0.007** -0.006 

 (-1.74) (-1.96) (-2.07) (-1.56) 

LACCR -0.084*** -0.083*** -0.082*** -0.078*** 

 (-3.51) (-3.36) (-3.31) (-2.94) 

CFO_SD 0.012*** 0.012*** 0.012*** 0.011*** 

 (10.64) (10.75) (10.44) (9.04) 

SALES_SD 0.006*** 0.006*** 0.005*** 0.005*** 

 (3.63) (3.64) (3.70) (3.06) 

CONSTANT 0.188*** 0.171*** 0.179*** 0.172*** 

  (5.27) (4.63) (5.04) (3.76) 

MJM Included Included Included Included 

MJM*INDYEAR Included Included Included Included 

Client FE Included Included Included Included 

AF FE   Included Included Included 

AO FE     Included Included 

AP FE       Included 

Observations 5,276 5,276 5,276 5,276 

Adjusted R2 0.541 0.544 0.547 0.556 
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Panel B: Testing the Significance of firm, office, and partner fixed effects  

Dependent variable ABS_TA 

Baseline model (of client innate characteristics and fixed effects) 
 

Adjusted R2 54.10% 

Observations 5,276 

    

1. Estimating audit firm effect on audit quality  
 

% Change in adjusted R2 0.55% 

[Vuong Z statistics] [62.86*] 

    

2. Estimating audit office effect on audit quality 
 

% Change in adjusted R2 0.55% 

[Vuong Z statistics] [130.19***] 

    

3. Estimating audit partner effect on audit quality   

% Change in adjusted R2 1.65% 

[Vuong Z statistics] [733.00***] 

Notes: This table reports the estimation results on audit partner quality using Bertrand and Schoar (2003) model as 

implemented by Aobdia et al. (2015).  Panel A reports the regression results of the effects of the three auditor levels 

and client innate characteristics on audit quality.  Panel B reports the incremental significance of each auditor level 

on audit quality.  All continuous variables are winsorised at the top and bottom 1 percent.  Reported in brackets are 

t-statistics adjusted for white heteroscedastic standard errors and company-level clustering. *, **, and *** represent 

significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are explained in Appendix 

4.1. 

 

 

 

 

 

 

  



105 

 

 

Appendix 5.4: OLS estimation of audit partner quality (including client fixed effects) 

Panel A: Estimating audit firm, audit office and audit partner fixed effects plus client effects 

Variables ABS_TA 

  (1) (2) (3) (4) 

SIZE -0.024*** -0.024*** -0.022*** -0.021** 

 (-3.04) (-3.08) (-2.82) (-2.23) 

LEV 0.051*** 0.051*** 0.051*** 0.048** 

 (3.11) (3.09) (2.97) (2.45) 

CHG_LEV 0.003 0.003 0.006 0.012 

 (0.29) (0.32) (0.50) (0.92) 

CFO 0.380*** 0.378*** 0.380*** 0.392*** 

 (8.44) (8.41) (8.51) (8.54) 

ROA -0.452*** -0.451*** -0.459*** -0.460*** 

 (-9.96) (-9.98) (-10.31) (-9.60) 

LOSS -0.001 -0.001 -0.002 -0.004 

 (-0.16) (-0.13) (-0.31) (-0.53) 

LIQUID 0.005*** 0.005** 0.005** 0.004* 

 (2.62) (2.50) (2.31) (1.75) 

PPE_GRWTH -0.001 -0.001 -0.001 -0.001 

 (-0.24) (-0.32) (-0.35) (-0.30) 

SA_GRWTH -0.005 -0.005 -0.005 -0.006 

 (-0.72) (-0.74) (-0.76) (-0.79) 

MKTRET 0.004 0.004 0.004 0.004 

 (0.86) (0.92) (0.93) (0.76) 

NEW_FIN -0.012*** -0.012*** -0.013*** -0.011** 

 (-2.71) (-2.74) (-2.91) (-2.29) 

LACCR -0.029 -0.027 -0.030 -0.027 

 (-1.13) (-1.06) (-1.14) (-0.94) 

CFO_SD 0.007*** 0.007*** 0.007*** 0.007*** 

 (6.26) (6.21) (6.00) (5.19) 

SALES_SD 0.004** 0.004** 0.004** 0.003* 

 (2.51) (2.48) (2.47) (1.84) 

CONSTANT 0.257* 0.246* 0.253 0.076 

  (1.87) (1.80) (1.57) (0.19) 

MJM Included Included Included Included 

MJM*INDYEAR Included Included Included Included 

Client FE Included Included Included Included 

AF FE   Included Included Included 

AO FE     Included Included 

AP FE       Included 

Observations 5,697 5,697 5,697 5,697 

Adjusted R2 0.640 0.640 0.641 0.644 
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Panel B: Testing the Significance of client, firm, office and partner fixed effects - 

Dependent variable ABS_TA 

Baseline model (of client innate characteristics and fixed effects) 
 

Adjusted R2 64.00% 

Observations 5,697 

    

1. Estimating audit firm effect on audit quality  
 

% Change in adjusted r-square 0.00% 

[Vuong Z statistics] [15.09] 

    

2. Estimating audit office effect on audit quality 
 

% Change in adjusted R2 0.16% 

[Vuong Z statistics] [155.10**] 

    

3. Estimating audit partner effect on audit quality   

% Change in adjusted R2 0.47% 

[Vuong Z statistics] [749.54***] 

Notes: This table reports the estimation results on audit partner quality using Bertrand and Schoar (2003) model as 

implemented by Aobdia et al. (2015).  Panel A reports the regression results of the effects of the three auditor levels 

and client innate characteristics on audit quality.  Panel B reports the incremental significance of each auditor level 

on audit quality.  All continuous variables are winsorised at the top and bottom 1 percent.  Reported in brackets are 

t-statistics adjusted for white heteroscedastic standard errors and company-level clustering. *, **, and *** represent 

significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are explained in Appendix 

4.1. 
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Appendix 5.5: GCO sample - Selection of variables used in estimation of audit partner 

quality 

Panel A: Sample construction 

  Number of client-year observations Distinct clients Number of partners 

Initial sample 9,440 1550 1,116 

Less: missing 

information 

(2,537) (344) (199) 

Less: audit firms without 

at least two office 

branches; branch offices 

without at least two audit 

partners and partners 

without a minimum of 3 

observation 

(1,160) (149) (384) 

Final sample 5,743 1,057 533 

 

  

Panel B: Sample distribution by industry (Industry Classification Benchmark)   

Industry Number of client-year observations Sample firms   

Basic Materials 543 9%   

Consumer Goods 539 9%   

Consumer Services 1,061 18%   

Health Care 468 8%   

Industrials 1,735 30%   

Oil & Gas 493 9%   

Technology 799 14%   

Telecommunications 105 2%   

Total 5,743 100%   

Notes: This table describes the construction and industry distribution of the GCO sample 

used in the estimation of audit partner quality.  Panel A reports the sample selection process.  

Panel B reports distribution of the sample by the Industry Classification Benchmark.   
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Appendix 5.6: Summary statistics on client characteristics used in estimation of partner 

quality – GCO sample 

Variables Mean SD 25% Median 75% Min Max 

GCO 0.073 0.260 0.000 0.000 0.000 0.000 1.000 

SIZE 11.812 2.295 10.199 11.576 13.348 3.611 19.519 

LEV 0.536 0.354 0.303 0.498 0.693 0.017 2.403 

CHG_LEV -0.004 0.268 -0.079 -0.001 0.080 -1.231 1.055 

CFO 0.034 0.215 -0.002 0.069 0.131 -1.477 0.360 

ROA -0.030 0.261 -0.050 0.035 0.085 -1.882 0.309 

LOSS 0.342 0.474 0.000 0.000 1.000 0.000 1.000 

LIQUID 2.468 3.268 0.981 1.456 2.383 0.190 20.000 

LITIGATE 0.499 0.500 0.000 0.000 1.000 0.000 1.000 

MKTRET 0.158 0.561 -0.179 0.075 0.376 -0.852 2.216 

NEW_FIN 0.761 0.426 1.000 1.000 1.000 0.000 1.000 

BISY 0.663 0.473 0.000 1.000 1.000 0.000 1.000 

SPEC_AO 0.208 0.406 0.000 0.000 0.000 0.000 1.000 

SPEC_AF 0.431 0.495 0.000 0.000 1.000 0.000 1.000 

Notes: This table presents the summary statistics of variables used in the estimation of audit partner quality.  Using 

the GCO sample.  It reports the mean, standard deviation (SD), minimum value, median value, and maximum values.  

To minimise the effects of outliers, all continuous variables are winsorised at the top and bottom 1 percent.  All 

variables are explained in Appendix 4.1. 
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Appendix 5.7: OLS estimation of audit partner quality – GCO sample 

Panel A: Estimating audit firm, audit office and audit partner effects on audit outcomes 

Variables ABS_TA 

  (1) (2) (3) (4) 

SIZE -0.015*** -0.016*** -0.018*** -0.026*** 

 
(-4.96) (-4.87) (-4.88) (-6.61) 

LEV -0.006 -0.004 0.002 -0.008 

 
(-0.25) (-0.20) (0.09) (-0.39) 

CHG_LEV -0.000 0.000 -0.006 0.002 

 
(-0.01) (0.01) (-0.43) (0.14) 

CFO -0.001 -0.005 -0.006 -0.009 

 
(-0.01) (-0.10) (-0.12) (-0.20) 

ROA -0.147*** -0.145*** -0.151*** -0.121*** 

 
(-3.49) (-3.54) (-3.74) (-3.08) 

LOSS 0.065*** 0.063*** 0.056*** 0.052*** 

 
(4.85) (4.79) (4.46) (4.27) 

LIQUID -0.008*** -0.008*** -0.009*** -0.011*** 

 
(-4.09) (-4.17) (-4.31) (-5.87) 

LITIGATE -0.183*** -0.169*** -0.156*** -0.099*** 

 
(-5.53) (-5.27) (-4.92) (-2.89) 

MKTRET -0.015** -0.016** -0.015** -0.013* 

 
(-2.02) (-2.15) (-2.08) (-1.78) 

NEW_FIN 0.025*** 0.024*** 0.023*** 0.021** 

 
(3.10) (3.11) (2.89) (2.51) 

BUSY 0.002 0.001 0.003 0.002 

 
(0.18) (0.06) (0.29) (0.19) 

SPEC_AO 0.028*** 0.019* -0.002 -0.004 

 
(2.77) (1.78) (-0.14) (-0.24) 

SPEC_AF -0.015* -0.016 -0.012 -0.012 

 
(-1.76) (-1.31) (-1.08) (-1.10) 

CONSTANT 0.383*** 0.398*** 0.291*** 0.350*** 

  (7.70) (7.46) (4.66) (4.78) 

Industry FE Included Included Included Included 

AF FE   Included Included Included 

AO FE     Included Included 

AP FE       Included 

Observations 5,743 5,743 5,743 5,743 

Adjusted R2 0.156 0.165 0.192 0.246 
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Panel B: Testing the Significance of firm, office and partner fixed effects 

Dependent variable ABS_TA 

Baseline model (of client innate characteristics) 
 

Adjusted R2 53.80% 

Observations 5,697 

    

1. Estimating audit firm effect on audit quality  
 

% Change in adjusted R2 5.77% 

[Vuong Z statistics] [73.67**] 

    

2. Estimating audit office effect on audit quality 
 

% Change in adjusted R2 16.36% 

[Vuong Z statistics] [307.84***] 

    

3. Estimating audit partner effect on audit quality   

% Change in adjusted R2 28.13% 

[Vuong Z statistics] [944.89***] 

Notes: This table reports the estimation results on audit partner quality using Bertrand and Schoar (2003) model as 

implemented by Aobdia et al. (2015).  Panel A reports the regression results of the effects of the three auditor levels 

and client innate characteristics on audit quality.  Panel B reports the incremental significance of each auditor level 

on audit quality.  All continuous variables are winsorised at the top and bottom 1 percent.  Reported in brackets are 

t-statistics adjusted for white heteroscedastic standard errors and company-level clustering. *, **, and *** represent 

significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are as explained in Appendix 

4.1 
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Chapter 6: Empirical Analysis: Is There a Case for Mandatory 

Partner Rotation? 

6.1 Introduction 

This chapter presents a cost/benefit analysis on mandatory auditor rotation, highlighting 

the effect of partner rotation with/without a simultaneous firm change.  Auditors have 

been accused of illicit behaviour, by compromising their independence in exchange for 

quasi-rents.  Policymakers, therefore, have resorted to a range of measures, all in a bid to 

strengthen auditor independence and, consequently, to enhance audit quality through the 

requirement for mandatory auditor rotation. 

Mandatory auditor rotation (hereafter “MAR”) was established on the premise 

that an extended auditor-client tenure causes an auditor to become overly familiar with a 

client, thereby affecting auditor independence and reducing their objectiveness in the 

conduct of audit engagements.  Policymakers believe, therefore, that imposing periodical 

breaks in the auditor-client tenure will preserve auditor independence, thus ensuring that 

audit quality standards are maintained (Carey and Simnett, 2006).  Opponents of MAR, 

however, suggest that the introduction of a new auditor (following MAR) is associated 

with a multitude of issues, including increased costs and the loss of client-specific 

knowledge; which could further lead to low audit quality (DeAngelo, 1981; Cameran, 

Negri and Pettinicchio, 2015).  For example, when an auditor audits a client over a 

prolonged period, the auditor gains valuable client and industry-specific knowledge, 

which helps to improve the quality of future client audits.  Therefore, limiting the number 

of auditor years on an audit engagement means that an incoming auditor, who is less 

informed on a client’s accounting practices, may face difficulties in identifying breaches 

in the client’s financial reporting quality. 

MAR can occur, either at the firm level, where the entire audit firm is rotated off 

after a specified period, or at the partner level, where the audit partner is replaced after a 

stipulated period.  However, auditing stakeholders continue to be at odds as to whether 

MAR should be limited to the partner or firm level, or should be practiced at both levels.  

This is evident in the stance adopted by two of the world’s biggest financial markets: the 

UK and the US.  While both countries have long practiced mandatory partner rotation29, 

the US, unlike the UK, has refrained from implementing mandatory firm rotation.  Several 

other countries, including Canada and Greece, which previously required mandatory firm 

 
29 The US required mandatory partner rotation in 1978, while the UK introduced it in 1992. 
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rotation (MFR), have also abolished it in favour of only mandatory partner rotation 

(Fargher, Lee and Mande, 2008). 

The empirical evidence, pertaining to the consequences of MAR, has been limited 

and inconclusive, with most studies (Geiger and Raghunandan, 2002; Myers, Myers and 

Omer, 2003; Manry, Mock and Turner, 2008) based in settings where auditor rotation 

was voluntary (non-mandatory), resulting in evidence, which is unclear and the findings, 

untenable.  As highlighted by Defond and Zhang (2014), audit quality is impacted, both 

by auditor incentives and their legal environment.  Thus, extrapolating results from tests 

conducted in voluntary settings and applying them to mandatory settings could be 

problematic.  

The purpose of this study, therefore, in reference to calls by researchers, is to 

examine the consequences of MAR in a true mandatory setting (Lennox and Wu, 2018).  

Specifically, this study focusses on one layer of rotation: mandatory partner rotation 

(MPR) — by testing, directly, its consequences on audit quality and audit fees in the UK.  

While the UK has required MPR since 199230, the lack of publicly available partner data 

(until recently) means that its impact on audit quality and audit fees has been difficult to 

assess.  Thus, to date there exists no empirical evidence on the efficacy of UK partner 

rotations.  Notwithstanding, the EC has gone further with the requirement for MFR, in 

addition to MPR.  Ex ante, it remains unclear as to whether the requirement for two levels 

of rotation can produce net incremental advantages over a single rotation rule.  

Furthermore, the scarce and inconclusive findings from the existing MPR literature means 

that the jury is still out as to whether MPR improves audit quality.  While Lennox, Wu 

and Zhang (2014) in China, Laurion, Lawrence and Ryans (2017) in the US and Horton, 

Livne and Pettinicchio (2020) in Italy, all find evidence of the positive effects of MPR on 

audit quality, Chi et al. (2009) in Taiwan and Gipper, Hail and Leuz (2020) in the US 

document no relationship between MPR and audit quality.  The lack of univocal evidence 

from these studies suggests no clear direction on the application of the partner rotation 

rule.  Therefore, empirical evidence that would support or reject the introduction of the 

mandatory partner rotation policy could be well-timed to aid policymakers on reaching a 

conclusion on the need of the MPR rule. 

Using 4,164 client-year observations, the study first examines how MPR affects 

audit quality levels when MPR is associated with (MPR_FC) and without (MPR) a 

simultaneous firm change.  Opponents of MPR suggest that merely rotating a partner, 

 
30 Our use of the UK setting, where only MFR has been instituted, means any extension of our studies in 

this area may not produce robust results, due to the limited data on MFR. MFR was instituted in June 2016. 
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while maintaining the same firm, will have little effect on attempts to curb partner-client 

familiarity, in that partners work in audit firm settings where audit processes are 

standardised.  Therefore, rotating the audit partner, while maintaining their respective 

firm, may have minimal effect on audit quality.  Advocates of MPR, however, believe 

that the introduction of a new partner offers the opportunity for a fresh view (perspective) 

on clients’ reporting choices.  This results in a new auditing approach, which, in turn, will 

improve audit quality (Levitt, 2000)31.  Further, outgoing partners are likely to employ 

extra effort in their final engagement year to avoid revelations of poor work quality and 

subsequent embarrassment from their incoming colleagues.  Policymakers highlight that 

this ‘peer review effect’ creates a vicious cycle of high audit quality standards.  Given 

these opposing views, the study aims, therefore, to test the effects of MPR_FC and MPR 

on audit quality. 

While the findings show no effect of MPR_FC on audit quality, the results show 

that MPR is associated with high audit quality as it constrains the management’s ability 

to manage earnings.  To relate the study to Lennox, Wu and Zhang (2014), the study 

replicates their tests and finds that the introduction of a new partner (MROT_FIRST) helps 

to lower client accruals, thereby increasing audit quality.  Collectively, these findings 

show that MPR, while allowing for the continuity of the firm, ensures the retention of 

client specific knowledge, which helps to improve audit quality. 

Next, the study examines the audit cost argument, that has been keenly contested 

in the MPR debate.  Those opposing MPR suggest that its implementation would incur 

significant costs, in switching and setup, for both client and auditor as a result of frequent 

partner changes (Stewart, Kent and Routledge, 2016).  Undertaking MPR means that 

audit firms (offices)32 may have to appoint more partners than they would normally in 

order to meet mandatory partner requirements, while also offering new staff the required 

training to ensure that partners become familiar with a client’s accounting practices.  

Nonetheless, requiring only MPR has been viewed as the less costly approach, compared 

with the simultaneous switching of both the audit firm and audit partner.  This is a key 

reason why several jurisdictions, such as the US, have opted against the double 

implementation of the MAR rule.  Dual rotation (MFR and MPR) means that new auditors 

may have to invest significant amounts in technology, while clients, similarly, may have 

to invest time and money (audit fees) to support both the new partner and firm, to 

 
31 Longer tenure may lead to stale auditing procedures, making it easy for clients to hide audit evidence 

from partners. 
32 For Big Four audit firms, staff hiring, retention and training is normally the responsibility of branch 

offices (Reynolds and Francis, 2000; Cameran et al., 2018) 
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acquiesce to their accounting practices.  The resultant effect of these investments would 

be an increase in client audit fees.  

Expressing audit fees as a function of MPR_FC and MPR, the study finds a 

significant and positive association between audit fees and MPR_FC.  This suggests that 

a simultaneous switching of the audit partner and audit firm is associated with increased 

audit costs.  The study, however, finds no association between MPR and audit fees.  Taken 

together, the findings suggest that the requirement for dual rotation, while having no 

effect on audit quality is associated with increased costs.  Thus, the net benefit of requiring 

a single rotation (MPR) override that of a dual rotation.  

The study adds to the literature on mandatory auditor rotation in several 

dimensions.  First, the study provides timely and valuable information to the EC and 

PCAOB on the relevance of requiring only MPR, versus MPR and MFR.  Prior studies 

on MPR have been conducted without consideration of the potential effect that a 

simultaneous partner and firm rotation could have on audit quality levels.  Given that 

partners work within a standardised setting in an audit firm, one cannot ignore the 

combined role of partners and their respective firms in executing client audits.  Second, 

the study finds no effect on audit quality, when both partner and firm rotations are 

required, but rather find that MPR helps to constrain earnings management.  These 

findings, like many others (Lennox, 2014; Cameran et al., 2015; Horton, Livne and 

Pettinicchio, 2020), suggest that the recent introduction by the EC for the requirement of 

dual rotation (partner and firm rotations) could have little or no impact on audit quality.  

Third, the study addresses the limitations found in the prior literature, which attribute the 

lack of results in MPR studies to the use of earnings quality metrics as the measures of 

audit quality (Bamber and Bamber, 2009; Chi et al., 2009).  Using the UK setting, which 

practises  advanced accounting methods and is subject to stronger legal requirements 

(Cameran, Campa and Francis, 2018), the study finds significant correlations between 

MPR and abnormal accruals.  Finally, the study finds evidence of increased audit fees 

when MPR is carried out alongside a firm change.  This underlines the concerns of US 

policymakers, who suggest that the simultaneous implementation of MFR alongside MPR 

could lead to significant switching and setup costs - a key reason why they refrained from 

implementing the requirement for MFR, in contrast with the UK and the EC. 

The remainder of the paper is organised as follows: Section 6.2 provides the 

hypotheses of the study.  Section 6.3 details the empirical design employed in the study.  

Empirical findings are discussed in Section 6.4.  Sections 6.5 and 6.6 document additional 
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analyses and robustness tests, respectively.  Concluding remarks are provided in Section 

6.7. 

6.2 Hypothesis Development 

6.2.1 Single vs dual auditor rotation and audit quality 

The prevalence of the MPR rule, despite the limited number of studies exploring its effect, 

has led to suggestions that existing concerns on MPR could be more heavily based on 

anecdotal, rather than empirical evidence (Cameran et al., 2015).  The further requirement 

by the EC for MFR, in addition to MPR, despite concerns relating to an associated 

increase in audit costs, suggests that MAR may not be an effective way to increase audit 

quality. 

Audits are performed by an engagement team, with the audit partner acting as the 

head of the team.  Hence, requiring partner rotation, without a firm rotation (single 

rotation), could provide a fresh view (perspective), while still retaining client specific 

knowledge.  An incoming partner would, therefore, be able to rely on the client-specific 

knowledge, held by the existing engagement team, while reviewing the client accounting 

practices and risk profile from a fresh perspective.  For example, when a partner is 

replaced following MPR, the incoming partner may decide to alter some (all) of the 

existing test procedures e.g., reclassification of the client risks, increasing the materiality 

threshold, among others – in their bid to improve audit quality.  Proponents of MPR, but 

not MFR, suggest that when this transition occurs between partners in the same firm, audit 

quality is significantly higher, than when it occurs between partners from different firms.  

The continuity, in that the audit firm is maintained and an engagement team remains 

(largely) unchanged, may lead to increased audit quality, due to information retention and 

increased familiarity with client accounting practices.  However, it is widely 

acknowledged that considerable sections of the audit engagement are conducted by the 

engagement team, and this is then presented to the partner to be reviewed and signed off.  

Consequently, the supporters of MPR and MFR (dual rotation) suggest that the 

standardisation of audit procedures across audit firms means that the requirement for 

single, rather than dual, rotation does little to enhance audit quality.  While earlier studies 

have been largely silent on the effect of single vs dual auditor rotation on audit quality, 

this study highlights its potential defining role in the MAR debate.  

Horton, Livne and Pettinicchio (2020) is the only study to have examined the 

effect of dual rotation on audit quality.  Using data from Italy, they report evidence of 

positive MPR effects, but not MFR, on audit quality, suggesting that single (MPR), but 

not dual, rotation improves audit quality.  Horton, Livne and Pettinicchio (2020, p4), 
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however, highlight their inability to examine, explicitly, the effect of single (partner) 

rotation on audit quality, and acknowledge that their evidence could be attributed to firm 

rotation, thus, making their findings less generalisable to single rotation settings33.  

This study addresses the limitations in the Horton, Livne and Pettinicchio (2020) 

study by using data in a time frame where only single rotation was required in the UK.  

Further, the study focusses on a major market economy, the UK, thereby taking into 

account its institutional setting to provide a much-needed contribution to the debate on 

MPR.  Audit quality is influenced by the strength of a country’s legal regime, and the 

UK, widely considered to be the birthplace of modern accounting (Cameran, Campa and 

Francis, 2018), boasts a well-developed accounting profession, offering stronger legal 

enforcements and increased investor protection (Choi et al., 2008; Choi et al., 2009).  Ex 

ante, this increased regulatory oversight is likely to encourage more effective adherence 

to accounting practices, among both clients and auditors in the UK compared to, for 

example, Italy, which is considered to have typically weaker legal enforcement and 

reduced investor protection (Choi and Wong, 2007).  For these reasons, it is unclear if 

results from an Italian setting would be similar to those obtained the UK.  Hence, the 

study hypothesises the following in the null form: 

H1: MPR has no effect on audit quality 

H2: MPR, carried with a simultaneous firm change, has no effect on audit quality  

6.2.2 Mandatory partner rotation and audit fees 

Regulators and accountancy firms are of the view that MAR is only socially optimal if its 

costs in the form of audit fees do not exceed its benefits.  Opponents of MAR, however, 

stress that the introduction of MPR could lead to a potential hike in audit fees (ICAEW 

2002; Cameran et al. 2015).  While the auditor loses quasi-rent from audits with clients, 

the latter must also bear the costs associated with switching auditors and supporting the 

new auditors to familiarise themselves with their accounting practices.  Chi and Huang 

(2005) highlight that audit quality is low in the early years of a partner-client relationship, 

due to the lack of client-specific knowledge.  Thus, both auditors and clients may be 

required to make significant investments, in order to ensure the adequate training of audit 

personnel, prior to the start of their audit engagements.  This would, in turn, lead to a 

consequent increase in the cost of auditing, resulting in high audit fees.  

 Auditors, however, may be more concerned about market competition.  The fear 

of being replaced may drive an auditor to “lowball” their audit fees in the early years of 

 
33 Italy has long required firm rotation, as far back as 1975, before the relatively recent introduction of 

partner rotation in 2006. 
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partner engagement, while charging significantly higher fees as the years progress 

(Geiger and Raghunandan, 2002).  Such pricing behaviour could have an adverse effect 

on auditor independence and subsequently, audit quality, thereby making the MAR policy 

counterproductive.  

This cost-benefit consideration has been a major factor in determining why MAR 

is not universally accepted and applied.  A proportion of auditing stakeholders hold the 

view that the requirement for dual rotation could result in greater switching and setup 

costs connected with technological investments, personnel recruitment and training, as 

well as the process of familiarisation with client accounting practices; thereby, suggesting 

that audit fees may be significantly higher.  In contrast, when an outgoing partner is 

replaced by an incoming partner within the same firm (MPR), the existing engagement 

team, together with an established testing procedure, is expected to demand less effort 

from the incoming partner.  The aim of the study is, therefore, to examine the following 

hypotheses in the null form. 

H3: MPR has no effect on audit fees 

H4: MPR, carried with a simultaneous firm change, has no effect on audit fees 

6.3 Empirical Design 

6.3.1 Audit quality analysis 

As mentioned in Chapter 4.5, this study adopts Lennox (2014) methodology and 

expresses total accruals as a function of the MPR variables of interest.  The study employs 

two measures of accruals; the Kothari, Leone and Wasley (2005) modification of the 

Jones (1991), and Defond, Raghunandan and Subramanyam (2002), as suggested by the 

McNichols (2002) models, to test Hypotheses 1 and 234; 

𝐴𝐵𝑆_𝑇𝐴𝑖,𝑡 = 𝛼𝑖,𝑡 +  𝛾1𝑉𝑂𝐼𝑖,𝑡 + 𝛽𝑋𝑖,𝑡 + 𝑀𝐽𝑀 (𝐷𝐷) + 𝑀𝐽𝑀(𝐷𝐷)

∗ 𝐼𝑁𝐷𝑌𝐸𝐴𝑅 + 휀𝑖,𝑡 

Equation 6.1 

 

where i, t and ε represent, client, time, and error term, respectively.  ABS_TA is the 

absolute value of total accruals, defined as net income minus cash flow from operations.  

VOI represents the two variables of interest discussed in H1 and H2 which, respectively, 

are: mandatory partner rotation (MPR) and mandatory partner rotation with a 

simultaneous firm change (MPR_FC).  The study also includes regressors from the 

modified Jones (1991): MJM, and Defond, Raghunandan and Subramanyam (2002): DD 

models, and their interactions with industry-year fixed effects in each respective analysis. 

 
34 Appendix B provides details of the two models. 
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The models also contain a control  𝑋𝑖𝑡, comprised of a list of time-varying client 

and auditor characteristics.  Specifically, the study includes in the regression analysis 

SIZE, LOSS, LEV, CHG_LEV, LIQUID, ROA, MKTRET, NEW_FIN, PPE_GRWTH, 

SA_GRWTH, LACCR, SALES_SD and CFO_SD (Becker et al., 1998; Ashbaugh, LaFond 

and Mayhew, 2003; Carcello and Li, 2013; Causholli, Chambers and Payne, 2014; 

Aobdia, Lin and Petacchi, 2015; Li et al., 2017; Cameran, Campa and Francis, 2018).  

The study also includes in our control variables indicator variables for voluntary partner 

rotation (VPR), voluntary partner rotation with a simultaneous firm change (VPR_FC) 

and no partner rotation with a firm change (NPR_FC) to distinguish between mandatory 

and voluntary rotations.  Further additions to the regression model include a dichotomous 

variable, MERGER, to control for the impact of audit firm mergers on audit quality, which 

equals 1 if an audit firm experienced a merger, and 0 otherwise, and CI_AP and CI_AF 

to control for the relative importance of the client, both at the partner and firm level, 

respectively (Gul, Wu and Yang, 2013; Hossain et al., 2016).  

This study expects to observe a negative association between audit quality and 

LOSS, LEV, CHG_LEV, NEW_FIN, CFO_SD, SALES_SD, CI_AF AND CI_AP, and a 

positive association with SIZE, LIQUID, ROA, NEW_FIN, MKTRET, PPE_GRWTH, 

SA_GRWTH and MERGER.  However, the study offers no direction on the potential 

relationship between audit quality and VPR_FC, VPR and NPR_FC, due to the lack of 

univocal evidence in the extant literature.  Hence, the study allows the data to reveal the 

impact of these variables. 

6.3.2 Audit fee analysis 

To test H3 and H4, the study adopts a widely used audit fee model (Carcello and Li, 2013; 

Cameran et al. 2018): 

 

𝐴𝐹𝐸𝐸𝑆𝑖,𝑡 = 𝛽0 + 𝛽1𝑉𝑂𝐼𝑖,𝑡 + 𝛽2𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3𝐸𝑀𝑃𝑖,𝑡 + 𝛽4𝐼𝑁𝑉𝑅𝐸𝐶𝑉𝑖,𝑡

+ 𝛽5𝐵𝑈𝑆𝑌𝑖,𝑡 + 𝛽6𝐿𝐼𝑄𝑈𝐼𝐷𝑖,𝑡 + 𝛽7𝐿𝑂𝑆𝑆𝑖,𝑡 + 𝛽8𝐶𝐻𝐺_𝐿𝐸𝑉𝑖,𝑡

+ 𝛽9𝑅𝑂𝐴𝑖,𝑡 + 𝛽10𝐶𝐹𝑂𝑖,𝑡 + 𝛽11𝑀𝐾𝑇𝑅𝐸𝑇𝑖,𝑡

+ 𝛽12𝑁𝐸𝑊_𝐹𝐼𝑁𝑖,𝑡 + 𝛽13𝐵𝐾_𝑀𝐾𝑇𝑖,𝑡 + 𝛽14𝐵𝐼𝐺𝑁𝑖,𝑡

+ 𝛽15𝑉𝑃𝑅𝑖,𝑡 + 𝛽16𝑉𝑃𝑅_𝐹𝐶𝑖,𝑡 + 𝛽17𝑁𝑃𝑅_𝐹𝐶𝑖,𝑡

+ 𝛽18𝑀𝐸𝑅𝐺𝐸𝑅𝑖,𝑡 + 𝑌𝐸𝐴𝑅𝑡 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌ℎ + 휀𝑖,𝑡 

Equation 6.2 

 

The variables of interest are MPR and MPR_FC.  Audit fees are controlled by factors 

such as client size, client risk and client complexity (Choi, Kim and Zang, 2010).  Thus, 

the study controls for client size using total assets (SIZE) and the number of employees 

(EMP).  Client complexity is captured using the sum of inventory and receivables 

(INVRECV) and whether the client season ended in an auditor’s busy season (BUSY).  
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Risk level of the client is measured using LOSS, CHG_LEV, ROA, LIQUID and CFO.  

Like Choi, Kim and Zang (2010),  the study also controls for client growth using 

MKTRET, NEW_FIN and BK_MKT, as these factors are likely to affect audit fees.  In 

addition, BIGN is included to control for the variation in audit fees between Big Four and 

non-Big Four auditors.  Again, the study controls for VPR, VPR_FC and NPR_FC to 

distinguish between voluntary and mandatory rotations.  The study also controls for the 

effect of audit firm merger (MERGER) on audit fees.  YEAR and INDUSTRY capture, 

respectively, time (t) and industry sector (h) fixed effects on audit fees. 

 Following the prior literature, this study predicts positive coefficients for SIZE, 

EMP, LOSS, LEV, CFO, NEW_FIN, MKTRET, INVRECV, BUSY, MERGER and BIGN, 

while the study expects ROA, LIQUID and BK_MKT to assume a negative coefficient.  

As before, no direction is offered on VPR, VPR_FC and NPR_FC. 

Table 6.1: Summary statistics 

Panel A: Summary statistics of variables used in total accrual analysis 

Variables Mean SD 25% Median 75% Min Max 

ABS_TA 0.093 0.122 0.027 0.057 0.113 0.002 1.002 

TACC -0.061 0.121 -0.098 -0.045 -0.006 -0.737 0.296 

TENURE_AP 2.728 1.286 2.000 3.000 4.000 1.000 7.000 

TENURE_AF 5.037 2.291 3.000 5.000 7.000 1.000 9.000 

MPR 0.070 0.255 0.000 0.000 0.000 0.000 1.000 

MPR_FC 0.014 0.117 0.000 0.000 0.000 0.000 1.000 

VPR 0.069 0.253 0.000 0.000 0.000 0.000 1.000 

VPR_FC 0.045 0.207 0.000 0.000 0.000 0.000 1.000 

NPR_FC 0.003 0.051 0.000 0.000 0.000 0.000 1.000 

MERGER 0.030 0.170 0.000 0.000 0.000 0.000 1.000 

SIZE 11.805 2.307 10.113 11.575 13.402 3.892 19.519 

LEV 0.497 0.272 0.311 0.470 0.651 0.016 1.651 

CHG_LEV 0.004 0.119 -0.038 -0.002 0.040 -0.494 0.548 

CFO 0.040 0.175 0.012 0.071 0.122 -1.080 0.284 

ROA -0.029 0.259 -0.032 0.036 0.079 -2.002 0.246 

LOSS 0.311 0.463 0.000 0.000 1.000 0.000 1.000 

LIQUID 2.172 2.508 1.004 1.453 2.250 0.197 19.380 

PPE_GRWTH 0.135 0.624 -0.081 0.022 0.163 -0.939 3.964 

SA_GRWTH 0.112 0.462 -0.035 0.055 0.174 -0.989 2.860 

MKTRET 0.123 0.505 -0.183 0.059 0.333 -0.835 2.000 

NEW_FIN 0.763 0.425 1.000 1.000 1.000 0.000 1.000 

LACCR -0.061 0.123 -0.098 -0.043 -0.005 -0.748 0.289 

CFO_SD 7.984 2.171 6.502 7.860 9.403 -0.347 15.899 

SALES_SD 8.766 2.488 7.083 8.747 10.403 -0.347 17.979 
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Table 6.1: Summary statistics 

Panel A: Summary statistics of variables used in total accrual analysis 

Variables Mean SD 25% Median 75% Min Max 

CI_AF 0.045 0.154 0.004 0.009 0.011 0.001 1.000 

CI_AP 0.501 0.313 0.246 0.411 0.738 0.047 1.000 
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Table 6.1 continued 

Panel B: Summary statistics of variables used in audit fee analysis 

Variables Mean SD 25% Median 75% Min Max 

AFEES 531541.700 2121616.000 47.000 114.000 200000.000 5.000 38300000.000 

TENURE_AP 2.446 1.336 1.000 2.000 3.000 1.000 7.000 

TENURE_AF 4.676 2.305 3.000 5.000 6.000 1.000 9.000 

MPR 0.059 0.236 0.000 0.000 0.000 0.000 1.000 

MPR_FC 0.011 0.103 0.000 0.000 0.000 0.000 1.000 

VPR 0.058 0.234 0.000 0.000 0.000 0.000 1.000 

VPR_FC 0.040 0.195 0.000 0.000 0.000 0.000 1.000 

NPR_FC 0.003 0.053 0.000 0.000 0.000 0.000 1.000 

MERGER 0.031 0.173 0.000 0.000 0.000 0.000 1.000 

BIGN 0.604 0.489 0.000 1.000 1.000 0.000 1.000 

SIZE 11.559 2.359 9.794 11.331 13.119 3.892 19.519 

INVRECV 0.279 0.222 0.103 0.234 0.404 0.003 0.939 

LOSS 0.363 0.481 0.000 0.000 1.000 0.000 1.000 

CHG_LEV -0.001 0.263 -0.076 -0.001 0.080 -1.065 1.025 

ROA -0.042 0.267 -0.068 0.033 0.083 -1.588 0.306 

CFO 0.022 0.221 -0.016 0.064 0.128 -1.222 0.344 

BUSY 0.648 0.478 0.000 1.000 1.000 0.000 1.000 

MKTRET 0.122 0.541 -0.209 0.049 0.348 -0.835 2.000 

NEW_FIN 0.758 0.428 1.000 1.000 1.000 0.000 1.000 

BK_MKT 0.743 0.758 0.270 0.506 0.951 -0.609 3.550 

EMP 8149.058 38440.960 80.000 439.000 2805.000 0.000 648254.000 

AUD_ONE 0.082 0.275 0.000 0.000 0.000 0.000 1.000 

PRE_AUD 0.034 0.182 0.000 0.000 0.000 0.000 1.000 

Notes: This table presents the summary statistics on the variables used in the study.  For variables that are log transformed, the non-log transformed version is reported in this Table.  Panel A reports 

on the summary statistics of variables used in the total accrual analysis.  Panel B reports on the summary statistics of variables used in the audit fee analysis.  All continuous variables are winsorised at 

the top and bottom 1 percent.  All variables are as explained in Appendix 4.1. 
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Table 6.2: Correlation statistics 

Panel A: Variables used in accruals analysis 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

(2) TACC -0.519            

(3) TENURE_AP -0.016 0.009           

(4) TENURE_AF -0.066 0.024 0.281          

(6) MPR -0.033 -0.002 -0.338 0.225         

(5) MPR_FC -0.033 0.009 -0.160 -0.209 -0.033        

(8) VPR 0.026 -0.004 -0.334 0.052 -0.075 -0.032       

(7) VPR_FC 0.049 -0.040 -0.284 -0.367 -0.059 -0.026 -0.059      

(9) NPR_FC 0.015 -0.006 0.018 -0.069 -0.013 -0.006 -0.013 -0.011     

(10) MERGER -0.007 0.050 0.039 -0.071 -0.004 -0.021 0.025 -0.038 -0.009    

(11) SIZE -0.268 0.115 0.016 0.103 -0.002 0.054 -0.040 -0.018 -0.047 -0.128   

(12) LEV 0.201 -0.097 0.003 -0.031 -0.017 0.013 -0.024 0.016 -0.030 -0.037 0.175  

(13) CHG_LEV 0.174 -0.098 0.037 0.015 -0.027 -0.001 -0.020 -0.007 -0.001 -0.016 0.003 0.391 

(14) CFO -0.268 -0.072 0.030 0.074 0.027 0.027 -0.020 -0.055 0.019 -0.009 0.333 -0.041 

(15) ROA -0.480 0.475 0.029 0.071 0.021 0.028 -0.019 -0.070 0.010 0.017 0.353 -0.080 

(16) LOSS 0.321 -0.363 -0.012 -0.039 -0.017 -0.022 0.014 0.042 0.009 -0.011 -0.337 -0.080 

(17) LIQUID -0.009 0.112 -0.007 -0.023 0.012 -0.022 0.019 0.025 0.043 0.029 -0.201 -0.409 

(18) PPE_GRWTH 0.069 0.061 0.000 -0.050 -0.029 0.004 -0.001 0.013 0.013 -0.011 -0.050 0.171 

(19) SA_GRWTH 0.086 -0.012 -0.030 -0.078 -0.029 -0.007 0.000 0.063 -0.019 0.010 -0.033 0.122 

(20) MKTRET -0.037 0.108 0.006 -0.011 -0.014 -0.017 -0.007 -0.048 -0.017 0.025 0.009 0.075 

(21) NEW_FIN -0.025 -0.001 0.004 0.014 -0.013 -0.011 0.009 0.000 0.004 -0.022 0.173 0.155 

(22) LACCR -0.234 0.227 0.028 0.043 -0.008 0.028 -0.020 -0.056 0.007 0.010 0.112 -0.131 

(23) CFO_SD -0.079 0.026 0.012 0.079 -0.012 0.039 -0.033 0.006 -0.045 -0.111 0.806 0.168 

(24) SALES_SD -0.149 0.060 0.006 0.064 0.003 0.048 -0.049 -0.001 -0.027 -0.093 0.821 0.262 

(25) CI_AF 0.058 -0.015 0.044 -0.020 -0.014 -0.005 -0.009 -0.006 0.052 -0.024 -0.240 -0.026 

(26) CI_AP -0.047 0.024 -0.009 0.028 -0.001 0.025 0.037 -0.032 0.008 -0.013 0.113 0.031 
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 Table 6.2 continued 

Panel A continued 

  (13) (14) (15) (16) (17) (18) (19) (20) (21) (22) (23) (24) (25) 

(14) CFO -0.066             

(15) ROA -0.100 0.818            

(16) LOSS 0.015 -0.506 -0.645           

(17) LIQUID -0.025 -0.210 -0.125 0.162          

(18) PPE_GRWTH 0.216 -0.087 -0.029 -0.013 0.057         

(19) SA_GRWTH 0.054 -0.071 -0.050 -0.013 0.010 0.283        

(20) MKTRET 0.026 0.157 0.211 -0.255 -0.024 0.142 0.136       

(21) NEW_FIN 0.077 -0.048 -0.040 -0.006 -0.113 0.109 0.082 0.007      

(22) LACCR -0.002 0.118 0.212 -0.173 0.053 -0.016 -0.030 0.049 0.006     

(23) CFO_SD -0.009 0.202 0.188 -0.203 -0.152 -0.056 -0.006 -0.032 0.124 0.053    

(24) SALES_SD -0.007 0.320 0.313 -0.301 -0.271 -0.043 0.038 0.046 0.163 0.056 0.724   

(25) CI_AF 0.003 -0.046 -0.043 0.060 0.036 0.017 0.026 0.004 -0.097 -0.010 -0.190 -0.210  

(26) CI_AP 0.000 0.084 0.090 -0.098 -0.051 -0.045 -0.011 -0.004 -0.027 0.066 0.105 0.115 0.263 
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Table 6.2 continued 

Panel B: Variables used in audit fee analysis 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

(2) TENURE_AP 0.017                       

(3) TENURE_AF 0.029 0.373                     

(4) MPR -0.008 -0.245 0.241                   

(5) MPR_FC 0.018 -0.112 -0.165 -0.026                 

(6) VPR -0.028 -0.241 0.079 -0.062 -0.026               

(7) VPR_FC 0.007 -0.215 -0.313 -0.051 -0.021 -0.051             

(8) NPR_FC -0.013 0.025 -0.071 -0.013 -0.006 -0.013 -0.011           

(9) MERGER -0.044 0.060 -0.047 -0.008 -0.019 0.020 -0.036 -0.009         

(10) BIGN 0.199 -0.015 0.080 -0.012 0.033 0.000 -0.024 -0.051 -0.220       

(11) SIZE 0.508 0.032 0.122 0.000 0.051 -0.029 -0.030 -0.053 -0.118 0.621     

(12) INVRECV -0.054 0.003 0.004 0.013 0.015 -0.022 -0.020 -0.008 0.013 0.024 -0.020   

(13) LOSS -0.121 -0.005 -0.059 -0.013 -0.026 0.006 0.046 0.026 0.015 -0.270 -0.396 -0.263 

(14) CHG_LEV 0.004 0.025 0.016 -0.017 -0.001 -0.016 0.005 -0.003 -0.021 0.016 0.017 0.171 

(15) ROA 0.088 0.035 0.092 0.010 0.021 -0.005 -0.069 -0.007 -0.002 0.224 0.397 0.148 

(16) CFO 0.090 0.042 0.095 0.015 0.029 -0.014 -0.061 -0.010 -0.014 0.229 0.395 0.054 

(17) BUSY 0.087 -0.021 -0.031 -0.016 0.013 -0.013 0.036 -0.020 -0.001 0.025 0.063 -0.047 

(18) MKTRET -0.012 -0.024 -0.028 -0.018 -0.020 0.002 -0.051 -0.028 0.014 0.004 0.032 0.156 

(19) NEW_FIN 0.041 0.012 0.004 -0.005 -0.008 0.005 0.011 0.005 -0.020 0.085 0.147 0.032 

(20) BK_MKT -0.066 0.000 -0.011 0.016 -0.013 -0.003 -0.007 -0.007 0.027 -0.116 -0.062 -0.145 

(21) EMP 0.404 -0.018 -0.020 -0.018 0.011 0.011 0.031 -0.011 -0.036 0.162 0.372 -0.043 
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Table 6.2 continued 

Panel B continued 

  (12) (13) (14) (15) (16) (17) (18) (19) (20) 

(13) LOSS -0.263                 

(14) CHG_LEV 0.171 0.021               

(15) ROA 0.148 -0.629 -0.087             

(16) CFO 0.054 -0.524 -0.046 0.819           

(17) BUSY -0.047 0.052 0.022 -0.064 -0.048         

(18) MKTRET 0.156 -0.229 0.033 0.149 0.139 -0.025       

(19) NEW_FIN 0.032 0.018 0.072 -0.061 -0.060 0.025 0.012     

(20) BK_MKT -0.145 0.174 -0.043 0.032 0.001 -0.020 -0.233 -0.129   

(21) EMP -0.043 -0.099 0.006 0.068 0.069 0.004 -0.014 0.039 -0.0662 

This table presents correlations of the variables used in the estimation MPR effects on audit quality.  Panel A presents correlation statistics among the variables used in the accrual analysis.  Panel B 

presents the correlation statistics among the variables used in the audit fee analysis.  Bolded values are significant at the 10 percent level. 
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6.4 Empirical Findings 

6.4.1 Summary statistics 

Table 6.1 reports the summary statistics on all variables used in the study.  Panel A 

presents the summary statistics for the total accrual analysis.  The mean of the absolute 

value of total accruals is 9.3 percent of lagged total assets, comparing favourably with 

other UK studies (Ferguson, Seow and Young, 2004; Carcello and Li, 2013).  The sample 

also shows that partners audit clients for an average of 2.7 years, while audit firms average 

a tenure of 5 years.  1.4 percent of mandatory partner rotations occur with a simultaneous 

firm change, while 7 percent of mandatory partner rotations occur without a firm change.  

Relatedly, 4.5 percent of voluntary partner changes occur with a firm change, while 6.9 

percent occur without a simultaneous firm change. 

Regarding the variables used in the audit fee analysis, presented in Panel B of 

Table 6.1, the mean audit fees, paid by clients in the sample period 2009 to 2017, amount 

to £533,055.  The study also finds that a significant proportion (60 percent) of UK listed 

companies are audited by the Big Four accounting companies, with the bulk of these 

clients (65 percent) reporting their financial year-end as being either in December or 

March. 

6.4.2 Correlation 

The study presents correlation analyses of the variables used in Table 6.2.  In Panel A, 

the correlation between variables used in the accrual analysis shows low to moderate 

correlations, with the highest recorded correlation between accruals and the explanatory 

variables 50.6 (LOSS).  

 With respect to the correlation between the variables used in the audit fee analysis, 

presented in Panel B, Table 6.2, it is worth noting the following.  First, the correlation 

between the dependent variable audit fees and the explanatory variable shows low to 

moderate correlation with the highest recorded correlation between SIZE and audit fees 

of 50.8 percent.  Additionally, the study finds no significant correlation between the 

variables of interest MPR, MPR_FC and AFEES, however, the correlation statistics report 

a negatively significant relationship between audit fees and VPR.  This suggests that when 

partners are voluntarily rotated, audit fees are likely to be low for the incoming partner, 

aligning with prior evidence of auditors “low balling” on audit fees in the early years of 

an audit engagement (Geiger and Raghunandan, 2002).  Overall, the correlation statistics 

suggests no issues of collinearity in the further regression analysis. 
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6.4.3 Results and discussion 

6.4.3.1  Estimation results on H1 and H2 

A major conjecture in relation to MPR is that the introduction of a new partner would 

provide a fresh perspective to an audit engagement.  Notwithstanding, the standardisation 

of working procedures and centralised quality-control mechanisms in audit firms 

suggests, ex ante, that conducting MPR, without a simultaneous firm change, may do 

little to improve the quality of audits.  The focus of H1 and H2, therefore, is to examine 

the impact of requiring only MPR, versus MPR combined with a simultaneous firm 

change, (MPR_FC) on audit quality.  As mentioned earlier, two audit quality proxies are 

employed: Dechow and Dichev (2002) abnormal accruals, as suggested by McNichols 

(2002) (DD), and the modified Jones (1991) abnormal accruals (MJM).  Using Equation 

6.1, the findings of these analyses are presented in Table 6.3. Columns (1) and (2) present 

the results of DD, while (3) and (4) are those of MJM.  

Regarding H1, the study findings show, across all four columns, negatively 

significant coefficient estimates between MPR, and the audit quality measures at the five 

percent level.  These results indicate that requiring only MPR is associated with improved 

audit quality.  Economically, the client’s total accruals are, on average, 10% lower when 

MPR is required, compared with when there is neither a firm nor partner change.  

Intuitively, the study infers from these results that, when an outgoing partner is replaced 

by a new partner from the same firm, audit quality increases significantly.  Regarding H2, 

the study observes, in three out of the four columns, insignificant coefficient estimates 

for MPR_FC.  This indicates a lack of corresponding audit quality improvement, when 

mandatory partner rotation occurs simultaneously with a firm change.  The only exception 

is seen in Column 3, where the study finds that the coefficient of MPR_FC is negatively 

significant at the 10 percent level.  The study, therefore, fails to reject H2, suggesting that 

when mandatory partner rotation occurs simultaneously with a firm change, audit quality 

remains unaffected.  Intuitively, the study infers from these results that when an outgoing 

partner is replaced by a new partner from the same firm, audit quality increases 

significantly.  The requirement for a double layer of rotation, as evidenced in the findings 

on H2, however, does not lead to improved audit quality. 

It should also be noted that the study finds a lack of significant associations 

between VPR, VPR_FC, NPR_FC and the abnormal accruals measures.  These findings 

highlight the need for researchers to distinguish between mandatory and voluntary 

settings, in order to be able to draw clear inferences about the effects of either, on audit 

quality.  
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Regarding the other control variables, the study finds that SIZE is negatively 

related to abnormal accruals, which is consistent with the argument that large clients are 

associated with high audit quality.  ROA is negative and significant at the one percent 

level, suggesting that profitable firms produce high quality audits, while the negative and 

significant coefficient of LACCR is evidence of the variations in accrual reversals over 

time.  The coefficients of NEW_FIN and PPE_GRWTH are also negative and significant, 

suggesting that high growth firms are associated with increased audit quality.  In contrast, 

the study finds, consistent with the extant literature, that LEV, SA_GRWTH, CFO_SD and 

SALES_SD are all positively related to abnormal accruals.  LEV and SA_GRWTH are 

significantly positive coefficients, suggesting that highly leveraged and revenue focused 

companies are likely to boost their reported earnings.  CFO_SD and SALES_SD were 

included in our model to improve our test specifications. 

6.4.3.2 Estimation results on H3 and H4 (Audit fee analysis) 

A well-debated issue, relating to MPR, is the purported hike in audit fees.  A partner 

change is associated with, among other things, a loss of client-specific knowledge and a 

renegotiation of audit fees, which could have an impact on audit quality.  In addition to 

this, the requirement for MPR, along with a simultaneous firm change could lead to 

further costs connected with start-up, organisational disruptions, and significant 

investments in audit technology.  While at the theoretical level, MPR may improve audit 

quality, we expect that audit costs should not exceed its benefits.  Notwithstanding, MPR 

implementation is associated with cost.  The standardisation of working procedures and 

centralised quality-control mechanisms in audit firms suggest, a priori, that MPR without 

a simultaneous firm change may do little to improve the quality of audits.  The study’s 

focus, therefore, in H3 and H4, is to test, respectively; the effect of the requirement for 

MPR only, and the effect of the requirement for MPR conducted simultaneously with a 

firm change, on audit fees.  
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Table 6.3: MPR effects on audit quality 

Variables DD MJM 

  (1) (2) (3) (4) 

MPR -0.008** -0.008** -0.011** -0.010** 

 (-2.20) (-2.05) (-2.19) (-2.01) 

MPR_FC -0.009 -0.008 -0.012* -0.010 

 (-1.53) (-1.51) (-1.75) (-1.59) 

VPR 0.006 0.007 0.007 0.009 

 (0.87) (1.12) (1.05) (1.29) 

VPR_FC 0.007 0.005 0.009 0.007 

 (0.97) (0.77) (1.10) (0.91) 

NPR_FC 0.021 0.020 0.033 0.033 

 (0.62) (0.58) (1.10) (1.16) 

MERGER 0.002 -0.000 -0.002 -0.004 

 (0.20) (-0.05) (-0.26) (-0.52) 

SIZE -0.007*** -0.019*** -0.003*** -0.019*** 

 (-6.36) (-9.35) (-2.70) (-9.18) 

LEV 0.037*** 0.030*** 0.037*** 0.028*** 

 (4.73) (4.08) (4.10) (3.36) 

CHG_LEV 0.007 0.014 0.026*** 0.034*** 

 (0.73) (1.50) (2.58) (3.49) 

ROA -0.476*** -0.467*** -0.271*** -0.263*** 

 (-10.63) (-10.53) (-7.01) (-6.88) 

LOSS -0.001 -0.002 0.012* 0.010 

 (-0.14) (-0.41) (1.95) (1.64) 

LIQUID 0.001 0.001 -0.001 -0.000 

 (0.90) (1.21) (-0.72) (-0.46) 

PPE_GRWTH -0.002 -0.001 -0.010*** -0.008** 

 (-0.52) (-0.32) (-2.62) (-2.32) 

SA_GRWTH 0.016** 0.012* 0.015 0.011 

 (2.19) (1.69) (1.59) (1.23) 

MKTRET 0.006 0.006 0.006 0.006 

 (1.47) (1.55) (1.30) (1.35) 

NEW_FIN -0.010** -0.009** -0.012*** -0.011*** 

 (-2.35) (-2.31) (-2.94) (-2.99) 

LACCR -0.044** -0.040** -0.190*** -0.181*** 

 (-2.16) (-1.98) (-6.75) (-6.38) 

CI_AF 0.010 0.012 -0.010 -0.006 

 (0.83) (1.05) (-0.81) (-0.54) 

CI_AP -0.000 -0.002 -0.004 -0.007 

 (-0.02) (-0.39) (-0.76) (-1.25) 

CFO_SD  0.010***  0.012*** 

 
 (8.44)  (9.05) 

SALES_SD  0.005***  0.008*** 

 
 (3.61)  (4.94) 

CONSTANT 0.142*** 0.168*** 0.079*** 0.113*** 

  (6.49) (7.14) (4.08) (5.24) 

MJM     Included Included 

MJM*INDYEAR     Included Included 

DD Included Included     

DD*INDYEAR Included Included     

Observations 4,164 4164 4164 4164 

Adjusted R2 0.55 0.566 0.428 0.452 
Notes: This table presents analysis on MPR effects on audit quality.  All continuous variables are winsorised at the 

top and bottom 1 percent.  Reported in brackets are t-statistics adjusted for white heteroscedastic standard errors and 

client-level clustering. *, **, and *** represent significance levels of 10 percent, 5 percent, and 1 percent, 

respectively.  All variables are explained in Appendix 4.1. 
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Table 6.4: MPR effect on audit fees 

Variables AFEES 

  (1) (2) 

MPR -0.047 -0.049 
 (-0.48) (-0.49) 

MPR_FC 0.705** 0.778** 
 (2.57) (2.46) 

VPR -0.208 -0.210 
 (-1.41) (-1.43) 

VPR_FC -0.306** -0.234 
 (-2.26) (-1.20) 

NPR_FC 0.004 0.053 
 (0.01) (0.13) 

MERGER -0.178 -0.178 
 (-1.41) (-1.40) 

BIGN 0.419*** 0.421*** 
 (2.81) (2.83) 

SIZE 1.408*** 1.407*** 
 (25.90) (25.89) 

INVRECV 0.022 0.024 
 (0.07) (0.07) 

LOSS -0.037 -0.038 
 (-0.32) (-0.33) 

CHG_LEV -0.174* -0.175* 
 (-1.94) (-1.95) 

ROA -0.995*** -0.999*** 
 (-4.31) (-4.32) 

CFO 0.113 0.115 
 (0.42) (0.43) 

MKTRET -0.312*** -0.313*** 
 (-6.07) (-6.07) 

NEW_FIN -0.317*** -0.316*** 
 (-3.21) (-3.21) 

BUSY 0.090 0.090 
 (0.65) (0.65) 

BK_MKT -0.661*** -0.660*** 
 (-8.40) (-8.40) 

EMP 0.006*** 0.006*** 
 (3.70) (3.69) 

AUD_ONE  -0.076 
  (-0.54) 

PRE_AUD  0.081 
  (0.52) 

CONSTANT -9.023*** -9.008*** 

  (-16.38) (-16.33) 

Year FE Included Included 

Industry FE Included Included 

Observations 5383 5383 

Adjusted R 0.752 0.752 

Notes: This table reports the estimation results on audit fee analysis.  All continuous variables are winsorised at the 

top and bottom 1 percent.  Reported in brackets are t-statistics adjusted for white heteroscedastic standard errors and 

company-level clustering *, **, and *** represent significance levels of 10 percent, 5 percent, and 1 percent, 

respectively.  All variables are as explained in Appendix 4.1 
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The study presents its findings in Table 6.4.  The coefficient of MPR is statistically 

insignificant, meaning that the study fails to reject H3.  Regarding H4, the findings show 

that the coefficient of MPR_FC is positive and significant at the five percent threshold 

across Columns 1 and 2, meaning that an MPR which occurs along with a firm change 

leads to significantly higher audit fees.  Economically, the findings suggest that the 

introduction of a partner from a new firm following MPR results in audit fees that are 

twice as high as those when there is neither a firm and/nor partner change (NPR_NFC)35.   

The increased costs associated with requiring a double layer of rotation further highlights 

the concerns of US policymakers, who suggest that the requirement for MPR, together 

with MFR, may incur additional costs and the additional loss of client-specific knowledge 

(GAO, 2003). 

Examining the control variables, the study finds that VPR_FC is negative and 

significant at the five percent level (Column 1).  Using the point estimate (NPR_NFC), 

the study finds that audit fees are approximately 35.2 percent lower when partners are 

rotated off, along with their audit firms, voluntarily.  The findings show no association 

between audit fees and VPR_NFC or NPR_FC. 

Regarding the other control variables, the study finds evidence that large clients 

(SIZE, EMP), as well as clients audited by BIGN partners, are associated with high audit 

fees.  The findings also show that auditors charge lower fees for clients with riskier (ROA, 

CHG_LEV) profiles.  NEW_FIN is negative and significant at the one percent level, 

suggesting that high growth companies are associated with lower fees.  Similarly, 

BK_MKT is negatively related to audit fees, suggesting that low growth firms are 

associated with low fees.  MKTRET is also negative and significant at the one percent 

level.  Finally, audit firms, which are involved in mergers, charge lower fees in the year 

of the merger, possibly due to increased availability of expertise and resources.  

6.5 Additional Tests  

6.5.1 Using the two-step abnormal accruals model 

The use of abnormal accruals as a measure of audit quality stems from the fact that high 

audit quality helps to constrain opportunistic earnings management.  While abnormal 

accruals remain the most popular audit quality proxy, an important factor highlighted 

within the current MPR studies is that its noisy nature and the modest differences 

associated with MPR effects on audit quality may not make it a suitable measure of audit 

 
35 The audit fee model uses the log of audit fees.  Therefore, to determine the actual percent change, the 

study calculates the antilog of the coefficients of the variable of interest using Craswell et al. (1995) 

procedure: 𝑒𝑧 − 1 where z represents the coefficient of variable of interest. 
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quality (Bamber and Bamber, 2009; Lennox, Wu and Zhang, 2014; Laurion, Lawrence 

and Ryans, 2017).   While earlier analysis of MPR effects on audit quality within this 

study employed Chen, Hribar and Melessa (2018) one-step abnormal accruals measure, 

this study also uses the more popular two-step abnormal accruals model as a robustness 

check.  The study estimates each accruals model, i.e., Jones (1991), as modified by 

Kothari, Leone and Wasley (2005) using Equation 4.1 and the modification of McNichols 

(2002) on Dechow and Dichev (2002), using Equation 4.2 cross-sectionally in each 

industry-year.  As a classification scheme, the study requires that there be at least 10 

industry-year observations in order to estimate the regression.  In total, there are 56 

industry-year observations. The measure of abnormal accruals is the absolute value of the 

regression residuals. 

Following on, the study re-examines H1 and H2 and presents the findings in Table 

6.5.  The results again show, for both accruals proxies, a significantly negative coefficient 

of MPR at the one percent level, confirming the earlier findings for H1.  This further 

demonstrates the role of MPR in constraining opportunistic earnings management, thus 

increasing audit quality.  Further, and in contrast to earlier results, the study finds that the 

coefficient of MPR_FC is also negative and significant at the five percent level, 

contradicting H2.  This suggests that requiring MPR, together with a firm change, also 

improves audit quality.  While the findings of MPR_FC, using a two-step accruals model, 

contradict earlier results in which a one-step accruals model was used, these results refute 

the suggestions by prior literature that discourage the use of earnings quality proxies in 

MPR studies.  Specifically, the study’s findings contradict earlier evidence from China, 

Taiwan, and the US, on the inability of abnormal accruals to capture audit quality 

differences with MPR in these jurisdictions.  The findings of the study show that, 

economically, abnormal accruals are, on average, 13 percent lower with the introduction 

of MPR, compared to when there is no auditor change.  Together, these results suggest 

that MPR helps to constrain a client’s ability to manage earnings. 

 Observing the control variables, the study finds that large (SIZE) and profitable 

(ROA) clients are associated with increased audit quality, while risky (LEV, LIQUID) 

clients report lower audit quality.   
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 Table 6.5:. Two-step accrual regression: MPR effects on audit quality  

Variables DD MJM 

  (1) (2) 

MPR -0.013*** -0.012*** 

 (-3.57) (-3.13) 

MPR_FC -0.012** -0.013** 

 (-2.27) (-2.52) 

VPR 0.003 0.005 

 (0.48) (0.81) 

VPR_FC -0.000 0.001 

 (-0.05) (0.21) 

NPR_FC 0.021 0.036 

 (0.72) (1.15) 

MERGER -0.005 0.010 

 (-0.63) (1.18) 

SIZE -0.006*** -0.010*** 

 (-6.98) (-10.36) 

LEV 0.031*** 0.034*** 

 (4.49) (4.32) 

CHG_LEV -0.009 0.003 

 (-1.05) (0.37) 

ROA -0.117*** -0.098*** 

 (-8.61) (-7.10) 

LOSS -0.007 -0.004 

 (-1.63) (-0.96) 

LIQUID 0.002*** 0.002** 

 (2.76) (2.46) 

PPE_GRWTH -0.002 0.001 

 (-0.80) (0.19) 

SALES_GRWTH 0.003 0.006 

 (0.73) (1.25) 

MKTRET 0.001 0.004 

 (0.18) (1.11) 

NEW_FIN -0.004 -0.003 

 (-1.34) (-0.78) 

LACCRU -0.011 -0.015 

 (-0.63) (-1.00) 

CI_AF 0.009 0.005 

 (0.75) (0.49) 

CI_AP -0.001 -0.002 

 (-0.21) (-0.29) 

CONSTANT 0.119*** 0.162*** 

  (8.56) (10.04) 

Year FE Included Included 

Client FE Included Included 

Observations 4,125 4,125 

Adjusted R2 0.171 0.207 
Notes: This table presents analysis on MPR effects on audit quality using the two-step accruals regression method.  

All continuous variables are winsorised at the top and bottom 1 percent.  Reported in brackets are t-statistics adjusted 

for white heteroscedastic standard errors and client-level clustering. *, **, and *** represent significance levels of 

10 percent, 5 percent, and 1 percent, respectively.  All variables are explained in Appendix 4.1. 

 

6.5.2 Replication of Lennox, Wu and Zhang (2014) tests 

Lennox, Wu and Zhang (2014) was the first of the current stream of MPR studies to 

demonstrate significant results regarding MPR effects on audit quality.  Using data from 

China, they find an increase in audit adjustments during a departing partner’s final year 

of tenure prior to rotation (MROT_LAST) and an incoming partner’s first year of tenure 

following rotation (MROT_FIRST).  Additionally, they replicate tests by Chi et al. (2009) 
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using abnormal accruals and report insignificant results between abnormal accruals and 

MPR, highlighting that their earlier significant results in relation to audit adjustments are 

demonstrative of the inaccuracies obtained when using accruals as an audit quality proxy.  

This study, therefore, adopts Lennox, Wu and Zhang (2014) research design and 

replicates their tests using both the one and two-step abnormal accruals models.  

Specifically, the study examines the effects on abnormal accruals of an outgoing partner’s 

final year, prior to rotation, (MROT_LAST) and an incoming partner’s first year following 

rotation (MROT_FIRST).  The study’s findings are presented in Table 6.6.  Columns 1 

and 2 report the findings using the one-step method, while 3 and 4 report that of the two-

step method. 

 The study observes significantly negative coefficients at the one percent level for 

MROT_FIRST in Columns 2-4, except for Column 1 which is significant at the five 

percent level.  This suggests that the introduction of a new partner helps to provide a fresh 

auditing perspective, which improves audit quality.  The study finds no association 

between audit quality and MROT_LAST.  Overall, this exercise provides further evidence 

that MPR improves audit quality, by constraining opportunistic earnings management.  

The effects of the control variables are similar to those reported in Table 6.3. 

Table 6.6: Replication of Lennox, Wu and Zhang 2014 tests 
  One-step Two-step 

Variables DD MJM DD MJM 

  (1) (2) (3) (4) 

MROT_LAST 0.002 -0.002 -0.004 -0.001 
 (0.37) (-0.40) (-1.14) (-0.14) 

MROT_FIRST -0.009** -0.012*** -0.014*** -0.013*** 
 (-2.52) (-2.77) (-3.99) (-3.61) 

MERGER 0.002 -0.003 -0.005 0.010 
 (0.17) (-0.30) (-0.63) (1.16) 

SIZE -0.007*** -0.003*** -0.006*** -0.010*** 
 (-6.42) (-2.78) (-6.96) (-10.37) 

LEV 0.037*** 0.037*** 0.031*** 0.034*** 
 (4.75) (4.12) (4.48) (4.32) 

CHG_LEV 0.007 0.026** -0.008 0.003 
 (0.68) (2.54) (-1.03) (0.35) 

ROA -0.477*** -0.271*** -0.117*** -0.098*** 
 (-10.64) (-6.99) (-8.56) (-7.06) 

LOSS -0.001 0.012* -0.007 -0.004 
 (-0.16) (1.94) (-1.64) (-0.98) 

LIQUID 0.001 -0.001 0.002*** 0.002** 
 (0.93) (-0.66) (2.74) (2.43) 

PPE_GRWTH -0.002 -0.010*** -0.002 0.001 
 (-0.51) (-2.61) (-0.81) (0.19) 

SA_GRWTH 0.016** 0.015 0.003 0.006 
 (2.22) (1.61) (0.71) (1.25) 

MKTRET 0.006 0.006 0.001 0.004 
 (1.44) (1.27) (0.17) (1.09) 

NEW_FIN -0.010** -0.012*** -0.004 -0.002 
 (-2.30) (-2.88) (-1.31) (-0.72) 

LACCRU -0.044** -0.190*** -0.010 -0.015 
 (-2.16) (-6.71) (-0.62) (-0.98) 
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Table 6.6: Replication of Lennox, Wu and Zhang 2014 tests 

  One-step Two-step 

Variables DD MJM DD MJM 

CI_AF 0.010 -0.010 0.009 0.005 
 (0.83) (-0.81) (0.77) (0.52) 

CI_AP 0.000 -0.004 -0.001 -0.001 
 (0.00) (-0.75) (-0.19) (-0.27) 

CONSTANT 0.142*** 0.080*** 0.120*** 0.163*** 

  (6.51) (4.11) (8.57) (10.06) 

Industry-Year FE   Included Included 

MJM Included    

MJM_INDYEAR Included    

DD  Included   

DD_INDYEAR  Included   

Observations 4,164 4,164 4,125 4,125 

Adjusted R2 0.550 0.428 0.172 0.207 
Notes: This table presents analysis on MPR effects on audit quality, replicating tests of Lennox et al (2014).  

Columns 1-2 presents results using one-step accruals repression method.  Columns 3-4 presents findings using two-

step accruals regression method.  All continuous variables are winsorised at the top and bottom 1 percent.  Reported 

in brackets are t-statistics adjusted for white heteroscedastic standard errors and client-level clustering. *, **, and 

*** represent significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are explained 

in Appendix 4.1 

 

6.6 Other Robustness Tests 

The study performs other sensitivity analyses to highlight the robustness of our results.  

First, the study uses signed (positive) abnormal accruals in place of absolute measures.  

Given that clients are more likely to manage earnings upwards, rather than downwards, 

the use of absolute form of accruals may conceal the effects of aggressive reporting.  The 

results from this test, presented in Table 6.7 remain quantitatively identical to earlier 

findings.  Second, the study excludes from the regression analyses the years where 

partners or their firms were voluntarily rotated, as these could be attributed to a 

breakdown in the auditor-client relationship.  H1 and H2 are then re-examined.  As before, 

the study finds that earlier inferences are unaffected, as presented in Table 6.8. 
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Table 6.7: Robustness: MPR effects on audit quality 

Variables DD MJM 

  (1) (2) 

MPR -0.002 -0.015* 
 (-0.65) (-1.94) 

MPR_FC -0.000 -0.014 
 (-0.06) (-1.17) 

VPR 0.003 0.019 
 (0.54) (1.42) 

VPR_FC 0.001 -0.009 
 (0.23) (-0.62) 

NPR_FC 0.063*** 0.035 
 (3.10) (0.72) 

MERGER -0.002 0.011 
 (-0.54) (0.80) 

SIZE -0.001*** -0.005** 
 (-2.69) (-2.43) 

LEV 0.016** 0.057*** 
 (2.58) (3.80) 

CHG_LEV -0.001 -0.038*** 
 (-0.18) (-2.63) 

ROA 0.800*** 0.142** 
 (16.69) (2.42) 

LOSS 0.006* -0.017 
 (1.67) (-1.63) 

LIQUID 0.002** 0.004*** 
 (2.47) (2.94) 

PPE_GRWTH -0.002 0.005 
 (-0.92) (0.85) 

SA_GRWTH -0.005 0.010 
 (-0.93) (1.04) 

MKTRET 0.003 0.006 
 (1.18) (0.86) 

NEW_FIN 0.000 -0.008 
 (0.12) (-1.17) 

LACCR -0.019* 0.103*** 
 (-1.80) (2.76) 

CI_AF 0.001 -0.005 
 (0.20) (-0.31) 

CI_AP -0.001 -0.004 
 (-0.21) (-0.53) 

CONSTANT 0.003 0.008 

  (0.20) (0.22) 

MJM  Included 

MJM_INDYEAR  Included 

DD Included  

DD_INDYEAR Included  

Observations 898 898 

Adjusted R2 0.912 0.412 
Notes: This table presents robustness analysis on MPR effects on audit quality, using signed accruals.  All continuous 

variables are winsorised at the top and bottom 1 percent.  Reported in brackets are t-statistics adjusted for white 

heteroscedastic standard errors and client-level clustering. *, **, and *** represent significance levels of 10 percent, 

5 percent, and 1 percent, respectively.  All variables are explained in Appendix 4.1 
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Table 6.8  Robustness: MPR effects on audit quality (without voluntary rotation 

variables) 

Variables DD MJM 

  (1) (2) 

MPR -0.009** -0.012*** 
 (-2.39) (-2.86) 

MERGER 0.008 0.002 

 (0.82) (0.22) 

SIZE -0.007*** -0.003*** 
 (-6.35) (-2.87) 

LEV 0.037*** 0.040*** 
 (4.74) (4.49) 

CHG_LEV 0.007 0.014 

 (0.70) (1.42) 

ROA -0.478*** -0.424*** 
 (-10.65) (-8.92) 

LOSS -0.001 0.007 
 (-0.15) (1.18) 

LIQUID 0.001 0.001 

 (0.94) (0.88) 

PPE_GRWTH -0.002 -0.003 
 (-0.51) (-0.81) 

SA_GRWTH 0.016** 0.021** 
 (2.22) (2.27) 

MKTRET 0.006 0.006 

 (1.44) (1.38) 

NEW_FIN -0.010** -0.008* 
 (-2.29) (-1.89) 

LACCR -0.045** -0.076*** 
 (-2.19) (-3.15) 

CI_AF 0.010 -0.007 

 (0.86) (-0.59) 

CI_AP -0.000 -0.005 
 (-0.02) (-0.87) 

CONSTANT 0.142*** 0.058*** 

  (6.46) (3.17) 

MJM  Included 

MJM_INDYEAR  Included 

DD Included  

DD_INDYEAR Included  

Observations 4164 4164 

Adjusted R2 0.551 0.484 

Notes: This table presents robustness analysis on MPR effects on audit quality, excluding voluntary rotation variables.  

All continuous variables are winsorised at the top and bottom 1 percent.  Reported in brackets are t-statistics adjusted 

for white heteroscedastic standard errors and client-level clustering. *, **, and *** represent significance levels of 10 

percent, 5 percent, and 1 percent, respectively.  All variables are explained in Appendix 4.1 
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6.7 Conclusion 

This study adds to the sparse literature on mandatory partner rotation and its effect on 

audit quality and audit fees.  First, the study provides a significant contribution on the 

effect of single versus dual auditor rotation on audit quality and audit fees, a well-debated 

topic in the auditing field.  Second, the study provides evidence on mandatory partner 

rotation, using a mandatory setting of a major market economy (UK) with differing 

regulatory settings compared to those of earlier studies conducted in China, Taiwan, Italy, 

and the US. 

 Consistent with the conjecture made by policymakers, the study finds that the 

requirement for mandatory partner rotation generally helps to constrain a client’s ability 

to manage earnings.  This effect is more pronounced when mandatory partner rotation 

does not occur with a simultaneous firm change.  Further, the study shows that, when 

mandatory partner rotation is required alongside a simultaneous firm change, audit fees 

are twice as high.  Finally, the findings of this study provide evidence that the voluntary 

rotation of partners, conducted alongside a simultaneous firm change, results in a 

significant reduction of audit fees by approximately 35 percent. 

 These findings provide us with a solid basis to contribute to the cost/benefit 

analysis of the mandatory partner rotation debate.  First, the study observes that the 

imposition of a new partner offers the opportunity for a review of the audit procedures of 

the client, including the reassessment of a client’s materiality thresholds and risk 

portfolio.  This ‘new partner’ effect is more pronounced when only mandatory partner 

rotation is required, compared to the requirement for mandatory partner rotation to be 

conducted simultaneously with a firm change - highlighting the importance of partner-

client continuity and client-specific knowledge retention, a stance that is robustly 

supported by the opponents of mandatory firm rotation.  Second, the requirement for 

mandatory partner rotation, alongside a simultaneous firm change, may incur additional 

costs for clients and audit firms, while offering little in the way of audit quality 

improvements.  Thus, the recent decision by policymakers for the requirement of partner 

rotation, in addition to firm rotation, may result in a counteracting effect.  Last, the 

findings of this study bring to the fore the concerns relating to “low balling” and its effects 

on audit quality.  The evidence that an incoming auditor is likely to charge lower fees 

when their predecessor has been voluntarily rotated off an audit raises concerns on partner 

(firm) independence and its effect on audit quality.  Policymakers could, therefore, revisit 

the issue of voluntary auditor rotation and its associated effects on audit fees, as such 
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actions are also likely to create an economic dependence of the auditor on the audit client, 

thereby impairing audit quality (Hossain et al., 2016). 

Overall, while the study gives credence to the implementation of mandatory 

auditor rotation, it also highlights the more significant effect of mandatory partner 

rotation on audit quality, compared with firm rotation.  Given concerns by UK regulators 

that audit quality is still not at acceptable levels, these findings suggest a possible 

reconsideration of the mandatory auditor rotation rule. 
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Chapter 7: Empirical Analysis: Audit Partner Workload: What do 

Audit Committees Think? 

7.1 Introduction 

This chapter examines the association between audit partner workload, measured as the 

number of client audits performed by an audit partner, and certain audit committee 

characteristics.  Recent proposals by the Public Company Accounting Oversight Board 

(PCAOB) have called for public comments on the possible uses of a group of potential 

audit quality indicators, that may aid in the evaluation of the quality of audits performed 

by auditors (PCAOB, 2015, p1).  The PCAOB suggests that these indicators, taken in a 

qualitative context, could help to inform discussions on financial reporting and auditing 

processes among audit firms and audit committees.  A key feature of these audit quality 

indicators is the “audit partner workload”. 

A body of emerging evidence on audit partner workload (APW) generally 

suggests that a heavy partner workload could distract partners from committing adequate 

time and resources to their audit engagement.  Based on the premise that increased APW 

reduces partner time and resources for each audit client, these studies suggest that a heavy 

workload is associated with low quality audits.  Sundgren and Svanström (2014), in 

Sweden and Lai et al. (2018), in China, all report the negative effects of a heavy APW on 

audit quality.  

Notwithstanding these findings, the relationship between audit quality and APW 

still remains unclear, a priori.  To begin with, there are counteractive arguments, that 

suggest that increased APW enhances partner independence, given that a failed audit 

could result in higher losses for an audit partner (DeAngelo, 1981).  For example, recently 

increased partner regulations, such as the disclosure of partner identity, provide incentives 

for partners to deliver high quality audits.  Partners are exposed to a much wider audience, 

including colleagues, relatives, the public, and other audit firms.  The repercussions of an 

audit failure, therefore, may damage a partner's credibility, as well as their ability to attract 

top clients, thereby leading to partners acting more cautiously during audits.  An overview 

of the extant research on the partner-client relationship also suggests that the partner-

client matching process is unlikely to be random.  For example, Lee, Nagy and 

Zimmerman (2018) find that gender diverse boards are more likely to opt for a female 

audit partner, than their male counterparts, with this probability further increasing when 

the board has at least one female director and one female executive.  Relatedly, audit 

partners actively seek out new clients and negotiate with them on audit pricing and 

financial reporting options, meaning that audit clients may play an important role in the 
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matching process (Beattie, Fearnley and Brandt, 2000).  As highlighted by Goodwin and 

Wu (2016), the endogenous nature of APW and audit quality suggests that an 

interpretation of the empirical relationship between the two could be significantly more 

difficult to achieve.  As a result, a simple association tests may either understate or 

overstate the relationship between audit quality and APW. 

This study adopts a different research approach by examining how key audit 

committee characteristics: size, independence, and expertise, influence their choice of 

audit partners, given the partner workload level.  The study’s design approach follows 

that the audit committee is credited with the responsibility of auditor selection, as well as 

ensuring active oversight of the financial reporting process.  Prior literature has 

documented, extensively, the extent to which these audit committee characteristics 

strengthen financial reporting and, subsequently, improve audit quality.  Abbott and 

Parker (2000) report that independent audit committees are associated with industry 

specialist auditors, who are highly likely to produce high quality audits.  Badolato, 

Donelson and Ege (2014) document that the presence of a financial expert on a client’s 

audit committee helps to lower the levels of earnings management.  Yang and Krishnan 

(2005) find that a larger audit committee helps to lower client accruals.  Given this, ex-

ante, one could infer that a stronger audit committee is more likely to be associated with 

high quality partners. 

A key issue among auditing stakeholders, however, is the limited number of audit 

quality indicators.  As a result, it is difficult to establish whether audit committees, which 

eventually appoint the auditor, are centered, and have the resources they need to 

accurately assess audit efficiency.  Having greater insight into key quality indicators, such 

as APW, will help to provide a deeper understanding of how they evaluate the initial 

auditor selection and subsequent auditor retention assessment processes. 

 Using a sample of 6,648 client-year observations from 2009 to 2017, the study 

models audit partner workload as a function of audit committee: size, independence, and 

expertise.  This study’s interest lies in the existence of any association between APW and 

these committee characteristics.  Any association between APW and the highlighted audit 

committee characteristics will provide support for the audit quality signalling ability of 

APW.  The study provides no direction on any of the associations between APW and the 

audit committee characteristics, and allows the data to speak.  

The findings of the study, first, show that audit committee size is positively 

associated with audit partner workload.  The likelihood of appointing an audit partner 

with a heavy workload increases by 6.6 percent when there is a one percent increase in 
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audit committee size.  Furthermore, the findings show a positive relationship between 

audit committee independence and audit partner workload.  A one percent increase in 

audit committee independence leads to a 32 percent higher probability that an audit 

partner with a heavy workload would be engaged.  The study, however, find no 

association between audit committee expertise and audit partner workload.  Taken 

together, these results underscore the useful, signalling ability of APW in the evaluation 

of the quality of audit outcomes by partners and its possible use in the auditor assignment 

process.   

 The study provides a unique contribution to the literature on the use of APW as a 

key audit quality indicator in the auditor assignment process.  The positive association 

between APW and audit committee effectiveness suggests that an understanding as to 

which indicators act as a signal of audit quality will help to inform discussions on the 

audit process.  This could strengthen audit planning and execution, and eventually create 

an environment that promotes long-term audit quality and recognition.  In addition, the 

study also provides novel evidence on the role of demand-side factors in the partner 

workload literature.  The extant literature on partner workload has been primarily based 

upon supply-side factors (Lennox and Wu, 2018).  However, as highlighted by Defond 

and Zhang (2014), audit quality is driven by supply and demand-side factors, thus, more 

research is needed on how client competencies help to fulfil their demand for high audit 

quality.  Finally, the study addresses the endogeneity concerns of prior APW studies by 

adopting a different research design approach.  Given that the partner-client matching 

process is not random, a mere association test between APW and audit quality could either 

overstate (understate) APW effects on audit quality. 

The remainder of the chapter is organised as follows: The next section (7.2) 

develops the hypothesis of the study.  Section 7.3 focusses on the empirical design.  This 

is followed by the empirical findings and sensitivity analyses in Sections 7.4 and 7.5, 

respectively.  Section 7.6 details the concluding remarks of this chapter. 

7.2 Hypothesis Development 

7.2.1 Audit partner workload 

Given that 60 percent of UK firms have their financial year end around the same time 

(Agarwal and Taffler, 2008), it is probable that partners may be overburdened with audit 

deadlines, which could prevent them from giving sufficient attention to their audit 

engagements.  Notwithstanding, countervailing arguments suggest that a large clientele 

base could signify high quality outputs on the part of the audit partner (DeAngelo, 1981).  

Partners are compensated based on the number of audits undertaken (Knechel, Niemi and 
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Zerni, 2013).  Coupled with this, partner identity has capital market consequences, in that 

it provides valuable information on the reputation and quality of the partner (Aobdia, Lin 

and Petacchi, 2015; Li et al., 2017).  Thus, it begs the question as to why a partner would 

be too busy and negligent to risk both their reputation and compensation.  

In addition, recent studies on individual auditors highlight the diversity in audit 

outcomes, which can be attributed to the individual auditors expertise, educational 

background, and risk preferences (Carcello and Li, 2013; Aobdia, Lin and Petacchi, 2015; 

Cameran, Campa and Francis, 2018).  Consequently, the literature on managerial effects 

suggests that client management influences the partner assignment process, making audit 

firms consider partner appropriateness in the partner-client assignment (Chen et al., 2016; 

Lee, Nagy and Zimmerman, 2018).  This suggests that the partner-client matching process 

is unlikely to be random, and inferring causality in APW and audit quality studies could 

be problematic (Goodwin and Wu, 2016).  The endogenous nature of APW suggests that 

a simple empirical test between APW and audit quality could be difficult to conduct 

effectively. 

Given that clients have a say on the selection of auditors, this study examines the 

role of APW in audit partner assignments.  Specifically, the study tests the association 

between APW and audit committee: size, independence, and expertise.  This study draws 

on the recent audit quality framework by the PCAOB, which suggests that audit 

committees use partner workload as a possible audit quality indicator (AQI) to help 

deepen the understanding of the audit partner selection and retention process.  Audit 

committees are, among other things, responsible for the selection and retention of the 

external auditor, the review and monitoring of an auditor’s independence, and ensuring 

the effectiveness of the audit process.  Based on this premise, policymakers suggest that 

the use of AQI’s could help with tracking auditor performance, which could enhance the 

audit process.  

An understanding of AQIs, formulated at the engagement level, will provide data 

that will aid in the committee’s oversight, and the assessment of a current or pending 

audit.  In line with recent archival evidence that highlights the capital market 

consequences associated with audit partner quality, an assessment of the details relating 

to the audit partner (firm) that conducts (or likely) an audit for the client will, most likely, 

be the next step for an audit committee in boosting market confidence in their financial 

reporting quality, by associating with a reputable partner (firm).  Furthermore, the 

availability of AQI data may help audit committees to compare auditor performance 

across companies.  This could help to drive competition, based on audit quality levels, 
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and could contribute to its improvement in general.  For these reasons, AQIs could offer 

reassuring proof of quality for the partner (firms) with which the audit committees work. 

The following sections highlight the hypotheses development of the study. 

7.2.2 Audit committee size 

The size of the audit committee is viewed by regulators as an important feature, which 

has an impact upon its effectiveness and ensures its efficiency (Bédard and Gendron, 

2010).  Section C.3.1 of the UK Corporate Governance Code (hereafter Code) 

recommends that a company’s board of directors establishes an audit committee of no 

less than three members (two in the case of smaller companies).  This minimum 

requirement alludes to the committees’ scope of responsibilities and, therefore, a 

requirement for the adequate resources to fulfil them (PricewaterhouseCoopers, 2005).  

 Notwithstanding, audit committee size must be weighed against its output.  Too 

large a committee can dilute coordination, involvement, and effective communication, 

which may culminate in poor decision making (Hackman, 1990).  The aim, therefore, is 

that a committee be of an optimum size so that appropriate monitoring can be ensured.  

The prior literature on committee size effectiveness has been mixed.  For instance, 

Abbott, Parker and Peters (2004) report no association between committee size and 

restatements.  Yang and Krishnan (2005) report that larger audit committees are 

associated with lower levels of accruals.  They conclude, therefore, that larger audit 

committees are associated with high audit quality. 

Despite the lack of conclusive evidence on audit committee size, policymakers 

require audit committees to consist of an adequate number of committee members in order 

to effectively consider auditing issues.  Consequently, the study hypothesises the 

following in the null form:  

H1: The size of the audit committee is not associated with audit partner workload. 

7.2.3 Audit committee independence 

A key role of the board of directors (BODs) is to ensure the sound governance of their 

companies.  To achieve this, BODs are responsible for instituting appropriate governance 

structures.  The Code recommends that at least half of a company’s BOD should consist 

of independent directors, who do not have any links to the company.  This 

recommendation is based on the notion that these independent non-executive directors 

are better at limiting earnings management activities.  Similarly, contemporaneous studies 

in corporate governance suggest that external directors are better able to ensure the 

propriety of a company’s accounting practices, in line with regulatory standards (Carcello 

and Neal, 2000; Carcello and Neal, 2003; Abbott, Parker and Peters, 2004).  These studies 
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highlight that the absence of potential conflict arising from work, personal, and business 

issues, helps external directors to offer more effective monitoring of clients’ accounting 

practices, than internal directors.  This view forms the foundation of agency theory; an 

independent committee helps a company to reach the optimum level of management 

efficiency - striving for superior performance and the reduction (elimination) of 

information asymmetry.  

In addition, external directors are likely to be subject to higher reputational costs, 

than non-independent or internal directors, in the event of an audit failure.  The reason 

being that, while internal directors earn income both as employees and directors, external 

directors only earn compensation for being a member of the board. 

 An audit committee has primary responsibility for auditor selection and retention.  

Prior literature on audit committee independence and auditor selection documents that an 

independent committee is more likely to use an auditor who specialises in the client’s 

specific industry, due to their ability to provide high quality audits in the field (Abbott 

and Parker, 2000).  Based on this premise, recent literature suggests that audit committees 

use AQIs to question and track auditor performances (PCAOB, 2015).  These indicators 

provide data that will aid in the oversight and assessment of a current or pending audit.  

Drawing upon the recent framework by the PCAOB to include APW as an AQI, 

this study aims to test the association between committee independence and audit partner 

workload.  Any degree of interaction between APW and audit committee independence 

will help to inform on the use of APW as an AQI.  If audit committee independence is 

positively associated with partner workload, then it suggests that a heavy partner 

workload is associated with increased audit quality.  A negative relationship will suggest 

a heavy partner workload impairs audit quality. Given the novel status of this 

examination, the study provides no direction on the hypothesis and hypothesises in the 

null form as per below.  

H2: There is no significant association between the presence of independent directors on 

an audit committee and partner workload. 

7.2.4 Audit committee expertise 

The FRC’s guidance on the institution of an audit committee highlights the need for at 

least one member of the audit committee to possess recent and relevant financial 

expertise, as instituted by the Code (FRC, 2010).  Audit committees are expected to 

resolve complex accounting issues which may arise from the complexity of a company’s 

financial statements.   Given that directors may come from diverse backgrounds, a lack 

of financial experience on the committee may impair their ability to provide oversight on 
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accounting and auditing errors or issues.  A committee’s ability to intelligently pose 

probing questions relating to financial mishaps, therefore, requires a level of financial 

literacy.  In addition, audit committees are responsible for the development and 

implementation of policy connected with the engagement of the external auditor.  A lack 

of technical knowhow may lead the external auditor to discount the suggestions of the 

committee.  For instance, DeZoort and Salterio (2001) report that the greater the audit 

knowledge of the audit committee, the greater the support for the external auditor in the 

event of a client-auditor dispute.  Prior research further suggests that audit committee 

expertise helps to increase the quality of audits.  For example, Abbott et al. (2003), and 

Abbott, Parker and Peters (2004), both report a significant decline in financial statement 

errors, when at least one member of the audit committee has the requisite financial 

expertise. 

 Given the influence of audit committee financial expertise on the external audit 

function and audit quality, and the association between APW and audit quality, the study 

conjectures that, when an audit committee has at least one member with financial 

expertise, APW may form part of the criteria for the selection of an audit partner.   

Notwithstanding, the lack of prior examination of this area means that this study offers 

no direction on the hypothesis while allowing the data to speak.  Consequently, this gives 

rise to the third hypothesise in the null form that: 

H3: There is no significant association between audit committee financial expertise and 

audit partner workload 

7.3 Empirical Design 

Drawing upon the extant literature on audit committees (Abbott and Parker, 2000; Abbott, 

Parker and Peters, 2004) and audit partner workload (Sundgren and Svanström, 2014; 

Goodwin and Wu, 2016), the study tests its hypotheses by expressing audit partner 

workload as a function of audit committee: size, independence, and expertise, while 

controlling for auditor and client characteristics.  Specifically, the study estimates the 

following model: 
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𝐴𝑃𝑊𝑖𝑡  = 𝛽0 + 𝛽1𝐴𝐶_𝐼𝑁𝐷𝑖𝑡 + 𝛽2𝐴𝐶_𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽3𝐴𝐶_𝐸𝑋𝑃𝑖𝑡 + 𝛽4𝐵𝐷_𝐼𝑁𝐷𝑖𝑡

+ 𝛽5𝐵𝐷_𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽6𝐵𝐷_𝐸𝑋𝑃𝑖𝑡 + 𝛽7𝐵𝐷_𝐺𝐸𝑁𝐷𝐸𝑅𝑖𝑡 + 𝛽8𝐵𝐼𝐺𝑁𝑖𝑡

+ 𝛽9𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽10𝑅𝑂𝐴𝑖𝑡 + 𝛽11𝐿𝐸𝑉𝑖𝑡 + 𝛽12𝐿𝑂𝑆𝑆𝑖𝑡

+ 𝛽13𝐵𝐾_𝑀𝐾𝑇𝑖𝑡 + 𝛽14𝐶𝐹𝑂𝑖𝑡 + 𝛽15𝑆𝐴_𝐺𝑅𝑊𝑇𝐻𝑖𝑡 + 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌ℎ

+ 휀𝑖𝑡   

Equation 

7.1 

where: 

APW: The number of clients audited by an audit partner 

 AC_IND: The percentage of independent directors on the audit committee 

 AC_SIZE: The total number of audit committee members 

AC_EXP: 1 if audit committee has at least one director with financial expertise, 0 

otherwise. 

 BD_SIZE: The total number of board members 

BD_EXP: The average age of board of directors 

BD_IND: The percentage of independent directors on the board of directors 

BD_GENDER: The ratio of male directors to female directors 

BIGN: 1 if audit partner works for a big four accounting firm 

SIZE: Log of total assets 

ROA: Net income before extraordinary items scaled by total assets 

LEV: Total liabilities divided by total assets 

LOSS: 1 if audit client recorded an income loss 

BK_MKT: Shareholder funds scaled by market capitalisation in year 

CFO: Cash flow from operations divided by total assets 

SA_GRWTH: The percentage change in the sales from year t-1 to year t 

and i, t and ε represent, client, time, and the error term, respectively.   APW represents the 

key audit quality indicator, while AC_IND, AC_SIZE and AC_EXP are the key variables 

of interest in the study.  

The study controls for other variables, that have been found in the extant literature, 

to either influence the auditor selection process and/or audit quality.  First, the study 

controls for board characteristics in BD_IND, BD_SIZE, BD_GENDER and BD_EXP. 

While the audit committee holds the primary responsibility for auditor selection and 

retention, the ultimate approval may be influenced by the company’s board.  For example, 

Lee, Nagy and Zimmerman (2018) find that gender diverse boards are more likely to opt 



148 

 

for a female audit partner.  Menon and Williams (1994) report a strong negative 

association between the increase in the number of external board directors and the 

likelihood of an insider within the audit committee.  Dechow, Sloan and Sweeney (1996) 

report that a larger board size is associated with ineffective monitoring and, subsequently, 

low audit quality.  The study controls for SIZE, given the association of larger companies 

with high audit quality, as a result of their likelihood of facing increased media scrutiny 

(Becker et al., 1998).  Similarly, the study controls for BIGN, given their association with 

high quality audits (Abbott and Parker, 2000).  Prior literature also reports that audits 

involving riskier and high-growth companies are more complex.  Consequently, these 

companies may require high-quality partners for their audits.  The study controls for this 

in LOSS, LEV and CFO, BK_MKT and SA_GRWTH (Abbott and Parker, 2000; Abbott, 

Parker and Peters, 2004).  High-performing clients are associated with a positive market 

reaction.  Clients who replace low quality partners with high-quality partners are, thus, 

rewarded in the capital market.  The study controls for client performance in ROA 

(Aobdia, Lin and Petacchi, 2015).  Last, the study controls for industry fixed effects, given 

that industry specialist auditors are associated with high audit quality (Abbott and Parker, 

2000). 

7.4 Empirical Findings 

7.4.1 Summary statistics 

Table 7.1 presents the summary statistics of all variables used in the testing of the 

hypotheses within the study.  In terms of board size, experience, and independence, the 

study sample shows that 42 percent of total board members are non-employees, the 

average board size is just under 7, and the average board age is around 58 years.  

Relatedly, the board gender ratio of 0.91 suggests that UK company boards are heavily 

male dominated.  With regards to the audit committee, 77 percent of the companies in the 

study had audit committees consisting entirely of outsiders, 46 percent had at least one 

financial expert (as defined by the FRC guidelines), and the average committee size is 

three.  Just 40 percent of the study sample companies met all three audit committee 

requirements at the same time (not reported), implying that, despite the FRC's efforts and 

the resurgence of the industry, there is still a long way to go.  Regarding client 

characteristics, the average leverage among UK companies is 50 percent, highlighting 

their inclination for debt financing, 35 percent recorded losses in the period of 

examination, while firm performance was generally low, evidenced by the negative ROA 

of -0.055. 
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7.4.2 Correlation 

Table 7.2 presents the correlation matrix between all variables in the study.  APW is 

negatively correlated with all board and committee variables, except BD_AGE, which 

records no correlation.  Examining the relationship between APW and the control 

variables, the study observes negatively significant correlations between APW and all 

client characteristics, except for loss and sales growth, where correlations are 

significantly positive.  The highest correlation is observed between SIZE and APW at 12 

percent.  Taken together, the correlation statistics suggest low to moderate correlation 

between the variables of the study and, hence, this raises no concern of multicollinearity. 

 

Table 7.1 Summary statistics 

Variables Mean SD 25% Median 75% Min Max 

APW 2.765 1.884 1.000 2.000 4.000 1.000 14.000 

AC_SIZE 2.906 0.944 2.000 3.000 3.000 1.000 8.000 

AC_IND 0.766 0.355 0.500 1.000 1.000 0.000 1.000 

AC_EXP 0.455 0.498 0.000 0.000 1.000 0.000 1.000 

BD_SIZE 6.538 2.109 5.000 6.000 8.000 2.000 17.000 

BD_IND 0.423 0.218 0.286 0.500 0.600 0.000 1.000 

BD_GENDER 0.910 0.113 0.833 1.000 1.000 0.400 1.000 

BD_EXP 55.762 9.192 49.000 56.000 62.000 26.000 89.000 

BIGN 0.607 0.488 0.000 1.000 1.000 0.000 1.000 

SIZE 11.426 2.293 9.791 11.250 13.006 0.693 18.417 

ROA -0.055 0.300 -0.055 0.030 0.075 -1.715 0.245 

LEV 0.492 0.284 0.294 0.463 0.648 0.019 1.542 

LOSS 0.351 0.477 0.000 0.000 1.000 0.000 1.000 

BK_MKT 0.725 0.761 0.260 0.504 0.946 -0.594 3.624 

CFO 0.020 0.208 -0.005 0.064 0.121 -1.027 0.288 

SA_GRWTH 0.143 0.540 -0.044 0.060 0.201 -0.979 2.730 

Notes: This table presents the summary statistics of the variables used in the study analysis.  All continuous variables 

are winsorised at the top and bottom 1 percent.  All variables are explained in Appendix 4.1.  
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Table 7.2 Correlation 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) 

(2) AC_SIZE -0.074 
              

(3) AC_IND -0.045 0.266 
             

(4) AC_EXPE -0.061 0.322 0.439 
            

(5) BD_SIZE -0.139 0.585 0.383 0.315 
           

(6) BD_IND -0.045 0.469 0.843 0.463 0.379 
          

(7) BD_GENDER 0.114 -0.261 -0.242 -0.236 -0.297 -0.296 
         

(8) BD_EXP -0.009 0.058 0.049 0.001 0.051 0.074 0.015 
        

(9) BIGN -0.134 0.370 0.408 0.350 0.435 0.443 -0.217 0.043 
       

(10) SIZE -0.119 0.534 0.492 0.398 0.692 0.552 -0.339 0.095 0.614 
      

(11) ROA -0.068 0.199 0.228 0.156 0.244 0.197 -0.146 0.053 0.205 0.434 
     

(12) LEV -0.057 0.090 0.056 0.100 0.108 0.080 -0.099 -0.020 0.121 0.138 -0.160  
   

(13) LOSS 0.097 -0.196 -0.225 -0.157 -0.235 -0.197 0.168 -0.028 -0.232 -0.377 -0.590 -0.026  
  

(14) BK_MKT -0.016 -0.117 -0.080 -0.100 -0.097 -0.111 0.101 0.038 -0.062 0.017 0.086 0.285 0.114 
  

(15) CFO -0.070 0.204 0.234 0.162 0.243 0.206 -0.164 0.049 0.233 0.457 0.794 -0.048 -0.520 0.080 
 

(16) SA_GRWTH 0.034 -0.042 -0.053 -0.034 0.001 -0.058 0.036 -0.025 -0.060 -0.046 0.002 -0.073 0.018 -0.095 -0.038 

This table presents correlations of the variables used in the study.  Bolded values are significant at the 10 percent level.  All variables are as explained in Appendix 4.1. 

 

 

 

 



151 

 

7.4.3 Regression results 

An overall summary of the results on H1, H2 and H3 is given in Table 7.3. 

 Regarding H1, the study examines the association between audit committee 

independence (AC_SIZE) and audit partner workload (APW).  The study finds that APW 

is positively associated with AC_SIZE.  The coefficient estimate of 0.066 suggests that a 

one percent increase in committee size is indicative of an increased likelihood of 

appointing a partner with an heavier workload. 

 Regarding H2, the study tests the association between APW and audit committee 

independence (AC_IND).  The study records a positively significant association between 

AC_IND and APW at the five percent level.  The coefficient estimate of 0.315 suggests 

that a one percent increase in committee independence is associated with a 32 percent 

increase in the likelihood of appointing a partner with a heavier workload. 

 Last, H3 examines the association between APW and audit committee expertise 

(AC_EXP).  The study findings show no significant relations between APW and AC_EXP.  

 Taken together, the study reports positive associations between audit partner 

workload and two out of the three key measures of committee effectiveness in AC_SIZE 

and AC_IND.  Drawing on the audit committee literature, which associates these 

characteristics with committee effectiveness in ensuring high audit quality (Bédard and 

Gendron, 2010), these findings provide support for a priori suggestions that a heavy 

partner workload signals the ability of a partner to provide high quality audits (DeAngelo, 

1981).  Following the PCAOB’s recently introduced framework, recommending APW as 

an audit quality indicator, these findings suggest that the use of AQIs could enhance the 

quality of audits provided by audit partners. 

 Regarding the association between the board variables and APW, the study reports 

a significantly negative relationship between APW and BD_SIZE at the one percent level.  

This is in sharp contrast to earlier recorded findings on AC_SIZE.  The study believes this 

contrast to be ideal, in that the audit committee is more closely associated with the day-

to-day affairs of the client’s audit and may, thus, hold a clearer view of the influence of a 

partner’s workload on their audit outcome.  In any case, the committee holds the primary 

responsibility for making a recommendation on the auditors for board approval.  The 

study also finds an increased likelihood of the selection of an audit partner with a heavy 

workload and a male dominated board of directors. 

 Observing the findings of the relationship between auditor and client 

characteristics, and APW, the study finds a positive and significant coefficient estimate 

for SIZE, in line with evidence that large companies are associated with high-quality 
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partners.  LEV is also significant and negative, suggesting an increased likelihood of risky 

companies to hiring low-quality partners.  LOSS is also positive and significant at the five 

percent level.  BK_MKT is negative and significant at the five percent level.  BIGN is 

negatively related, suggesting that Big Four accounting firms ensure a rational spread of 

audit workload between their partners.  This could be attributed to the fact that large 

companies are audited by their partners, in addition to their associated high volumes of 

work they undertake.  

Table 7.3 Estimating the association between APW and audit committee characteristics 

Variables APW 

AC_SIZE 0.066** 

 (2.06) 

AC_IND 0.315** 

 (2.44) 

AC_EXP -0.011 

 (-0.21) 

BD_SIZE -0.123*** 

 (-7.83) 

BD_IND -0.076 

 (-0.34) 

BD_GENDER 0.995*** 

 (4.92) 

BD_EXP -0.001 

 (-0.49) 

BIGN -0.377*** 

 (-5.95) 

SIZE 0.036* 

 (1.93) 

ROA 0.109 

 (0.66) 

LEV -0.164* 

 (-1.67) 

LOSS 0.158** 

 (2.35) 

BK_MKT -0.124*** 

 (-3.79) 

CFO -0.157 

 (-0.73) 

SA_GRWTH 0.040 

 (0.75) 

CONSTANT 2.742*** 

  (8.65) 

Industry FE Included 

Observations 6,648 

Adjusted R2 0.054 
Notes: This table presents key findings on the association between audit partner workload (APW) and audit 

committee characteristics: size, independence, and expertise.  All continuous variables are winsorised at the top and 

bottom 1 percent.  Reported in brackets are the t-statistics adjusted for white heteroscedastic standard errors. *, **, 

and *** represent significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are as 

explained in Appendix 4.1. 
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7.5 Sensitivity Analyses 

The study performs additional tests to provide robustness to earlier findings.  First, the 

study investigates the possibility that earlier results are not affected by using alternative 

definitions of the test variables.  Though the FRC’s guidance on audit committee 

formation follows a comply or explain approach, their guidance, also, urge companies to 

establish committees consisting wholly of independent non-executives.  The study 

replaces the earlier definition of audit committee independence to mean audit committees 

made up solely of external directors.  The study findings (presented in Table 7.4) are 

robust to alternate measures of audit committee independence. 

 
Table 7.4: Robustness: Estimating the association between APW and audit committee 

characteristics 

Variables APW 

AC_SIZE 0.070** 
 (2.31) 

AC_IND 0.154** 
 (2.58) 

AC_EXP 0.008 
 (0.15) 

BD_SIZE -0.121*** 
 (-8.04) 

BD_IND -1.030 
 (-1.55) 

BD_GENDER 1.001*** 
 (4.96) 

BD_EXP -0.001 
 (-0.44) 

BIGN -0.368*** 
 (-5.83) 

SIZE 0.036** 
 (1.97) 

ROA 0.112 
 (0.68) 

LEV -0.174* 
 (-1.77) 

LOSS 0.158** 
 (2.35) 

BK_MKT -0.125*** 
 (-3.83) 

CFO -0.142 
 (-0.66) 

SA_GRWTH 0.040 
 (0.76) 

CONSTANT 2.809*** 

  (8.96) 

Industry FE Included 

Observations 6,648 

Adjusted R2 0.053 
Notes: This table presents key findings on the association between audit partner workload (APW) and audit 

committee characteristics: size, independence and expertise.  All continuous variables are winsorised at the top and 

bottom 1 percent.  Reported in brackets are the t-statistics adjusted for white heteroscedastic standard errors. *, **, 

and *** represent significance levels of 10 percent, 5 percent and 1 percent, respectively.  All variables are as 

explained in Appendix 4.1. 
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Second, the FRC recommendations on audit committees are significantly more 

relaxed for smaller companies.  The study, therefore, excludes smaller companies (those 

with total assets below 200 million pounds) and reruns the tests on H1 to H3.  Again, the 

findings are quantitatively unchanged, as presented in Table 7.5. Third, prior studies 

suggest that partner audit outcomes are influenced by their age, education, and experience 

(Gul, Wu and Yang, 2013; Li et al., 2017).  The study controls for these variables and 

reruns earlier tests.  Examining the results as presented in Table 7.6, the results remain 

consistent with earlier findings. 

Table 7.5: Robustness: Estimating the association between APW and audit committee 

characteristics 
Variables APW 

AC_SIZE 0.130*** 
 (3.51) 

AC_IND -0.883** 
 (-2.23) 

AC_EXP 0.050 
 (0.75) 

BD_SIZE -0.050*** 
 (-2.87) 

BD_IND 0.489* 
 (1.79) 

BD_GENDER 0.208 
 (0.75) 

BD_EXP 0.000 
 (0.06) 

BIGN -0.274 
 (-1.24) 

SIZE -0.229*** 
 (-8.05) 

ROA 0.049 
 (0.10) 

LEV -0.470*** 
 (-2.73) 

LOSS -0.034 
 (-0.33) 

BK_MKT 0.057 
 (0.91) 

CFO -0.637 
 (-0.87) 

SA_GRWTH 0.099 
 (0.85) 

CONSTANT 6.572*** 

  (8.61) 

Industry FE Included 

Observations 2,364 

Adjusted R2 0.064 
Notes: This table presents key findings on the association between audit partner workload (APW) and audit 

committee characteristics: size, independence, and expertise.  All continuous variables are winsorised at the top 

and bottom 1 percent.  Reported in brackets are the t-statistics adjusted for white heteroscedastic standard errors. *, 

**, and *** represent significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are as 

explained in Appendix 4.1. 
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Last, given the earlier findings that reported a negative association between BIGN 

auditors and APW, the study repeats earlier analyses for only those clients audited by 

BIGN partners.  Examining the findings reported in Table 7.7, the results and inferences 

between APW and audit committee characteristics are largely consistent. 

 

Table 7.6: Robustness: Estimating the association between APW and audit committee 

characteristics 

Variables APW 

AC_SIZE 0.077** 
 (2.32) 

AC_IND 0.400*** 
 (2.96) 

AC_EXP 0.020 
 (0.38) 

BD_SIZE -0.135*** 
 (-8.30) 

BD_IND -0.212 
 (-0.91) 

BD_GENDER 0.885*** 
 (4.31) 

BD_EXP -0.001 
 (-0.39) 

AGE -0.005 
 (-1.03) 

EXP -0.021*** 
 (-5.64) 

MASDEG 0.584*** 
 (5.85) 

BIGN -0.378*** 
 (-5.74) 

SIZE 0.039** 
 (1.98) 

ROA 0.095 
 (0.55) 

LEV -0.162 
 (-1.59) 

LOSS 0.137** 
 (1.97) 

BK_MKT -0.105*** 
 (-3.06) 

CFO -0.215 
 (-0.95) 

SA_GRWTH 0.043 
 (0.76) 

CONSTANT 3.431*** 

  (9.08) 

Industry FE Included 

Observations 6,248 

Adjusted R2 0.076 

Notes: This table presents key findings on the association between audit partner workload (APW) and audit 

committee characteristics: size, independence, and expertise.  All continuous variables are winsorised at the top 

and bottom 1 percent.  Reported in brackets are the t-statistics adjusted for white heteroscedastic standard errors. *, 

**, and *** represent significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are as 

explained in Appendix 4.1. 
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Table 7.7: Robustness - Estimating the association between APW and audit committee 

characteristics 

Variables APW 

AC_SIZE 0.090*** 
 (2.67) 

AC_IND 0.125 
 (0.82) 

AC_EXP 0.059 
 (1.08) 

BD_SIZE -0.062*** 
 (-3.83) 

BD_IND 0.080 
 (0.35) 

BD_GENDER 0.593** 
 (2.52) 

BD_EXP 0.006* 
 (1.91) 

SIZE -0.085*** 
 (-4.20) 

ROA 0.146 
 (0.80) 

LEV -0.321*** 
 (-2.92) 

LOSS 0.067 
 (0.92) 

BK_MKT -0.088** 
 (-2.38) 

CFO -0.212 
 (-0.83) 

SA_GRWTH 0.110* 
 (1.76) 

CONSTANT 2.925*** 

  (7.76) 

Industry FE Included 

Observations 4,037 

Adjusted R2 0.033 

Notes: This table presents key findings on the association between audit partner workload (APW) and audit 

committee characteristics: size, independence, and expertise.  All continuous variables are winsorised at the top and 

bottom 1 percent.  Reported in brackets are the t-statistics adjusted for white heteroscedastic standard errors. *, **, 

and *** represent significance levels of 10 percent, 5 percent, and 1 percent, respectively.  All variables are as 

explained in Appendix 4.1.  

 

7.6 Conclusion 

In this chapter, the study examines the association between audit partner workload and 

the audit committee characteristics of size, independence, and expertise.  Recent concerns 

among policymakers highlight that the limited publicly available information on audit 

quality indicators poses a threat to the effective assessment of the audit quality provided 

by audit partners and audit firms.  This, they highlight, provides a challenge for auditing 

stakeholders to assess auditor performance, a case in point being audit committees, who 

share the responsibility of auditor selection and retention.  A key understanding and 
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adoption, therefore, of these AQIs could help in the assessment of audit efficiency.  

Additionally, it could help to educate and meaningfully evaluate the committee criteria in 

the initial auditor selection and subsequent auditor retention assessment processes.  This 

study focusses on one of the key audit quality indicators, suggested by the recent PCAOB 

audit quality framework; this being audit partner workload.  We examine its role in the 

auditor selection process of the audit partner, by the audit committee, using key measures 

of audit committee effectiveness, which have been highlighted by the prior literature as 

ensuring a high audit quality.  Specifically, this chapter examines how the size, 

independence and expertise of the audit committee influence the auditing process in the 

appointment of the audit partner, conditioned on their workload.  

 Expressing partner workload as a function of audit committee size, independence 

and expertise, the study finds that the presence of independent directors and the increasing 

size of an audit committee increases the likelihood of a partner with a heavy workload 

being selected.  The study, however, finds no association between partner workload and 

audit committee financial expertise.  Taken together, the results suggest that audit 

committees associate a heavy partner workload with high quality.  The study infers from 

these findings that partners with a heavy workload have stronger incentives to supply high 

quality audits.  

The results provide further evidence associated with effective audit committees’ 

demand for great audit coverage.  The findings of this study, in addition, highlight the 

signalling ability of audit quality indicators in the conduct of audits.  In line with the 

PCAOB suggestions, these indicators can, over time, help to drive a more vibrant "market 

in quality" for audit services, while assisting auditing stakeholders to more effectively 

evaluate the audit quality of specific financial statements. 
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Chapter 8: Conclusion 

8.1 Introduction 

There has been a surge in research investigating audit partner-level audit quality over the 

past decade.  This trend, largely inspired by the requirement of the UK and the US, two 

of the world’s biggest audit markets, to require the public disclosure of partner identity, 

follows calls for a push down of audit research, from the firm and office levels, to the 

partner level following increased regulations in relation to audit partner activities.  

The objective of this study is to assess the audit quality and overall audit 

effectiveness at the audit partner level, in response to recent calls from academics and 

policymakers.  Using the UK setting, this thesis addresses three key objectives 

surrounding audit partner involvement in audit outcomes.  First, the study examined the 

role of the audit partner in the auditor-client economic bond, premised on the individual 

auditor’s ability to influence audit outcomes, beyond the assurances offered by their 

respective audit office and firms.  The second objective, which emanates from the long-

standing debate surrounding auditor rotation, examined the cost/benefit of requiring 

partner rotation with/without a simultaneous firm change.  The third and final objective 

of this thesis investigated the usefulness of audit partner workload as an audit quality 

indicator in the auditor selection process undertaken by a client’s audit committee.  This 

section provides key findings and contributions from these analyses.  In addition, the 

study details the limitations within which the findings of this study should be discussed 

and/or applied, while offering suggestions for future research. 

8.2 Summary of Empirical Findings 

The first empirical analysis, detailed in Chapter 5: examined the demand-and-supply 

factors, that could influence the partner-client economic bond.  Specifically, the study 

investigated two key hypotheses.  The first hypothesis investigates whether high fee-

paying clients consider audit partner quality in auditor appointments (demand-side).  

Given the recent need for the disclosure of partner identity in the UK, based on their 

performances (audit), partners build a track record over time, which is observable by users 

of financial statements.  Consequently, the study quantifies the influence of the audit 

partner on audit quality.  The findings show that individual auditors influence audit 

outcomes, beyond the assurances offered by their respective audit offices and audit firms.  

These findings are comparable with results from published studies, which document that 

audit quality differs, statistically and economically, between individual auditors (Gul, Wu 

and Yang, 2013; Aobdia, Lin and Petacchi, 2015).  Following the demonstration that audit 

quality can vary across individual auditors, the study then examined whether high fee-
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paying clients exploit this knowledge, either to signify the strength of their financial 

statements, or to hide weak performances, given prior evidence of the informational value 

associated with audit partner quality among capital market participants (Aobdia, Lin and 

Petacchi, 2015).  The findings, however, show no significant relationship between audit 

partner quality and client payment of additional fees.  The second hypothesis, which 

focusses on the supply-side, investigates whether audit partners compromise their 

independence for economically important clients.  From one side, a partner will be more 

inclined to keep a client happy if that client offers an increased financial benefit.  

However, increased partner-focussed regulations, particularly in a well-developed 

market, such as the UK, could deter partners from focussing on the benefits to be gained 

from compromising their independence.  Using three levels of partner-client importance, 

the study undertakes a validation test, by regressing a client’s total accruals on each level 

of partner-client importance.  The findings, however, showed no evidence to suggest that 

partners compromise their independence for economically important clients.  These 

findings seem to suggest that partners may be unwilling to risk their reputation in 

exchange for greater economic incentives.  Alternatively, these findings, in line with prior 

literature which documents that stronger investor regulation promotes high audit quality, 

could underscore the strong auditing regulations in the UK (Chen, Sun and Wu, 2010).  

Further to this, the findings highlight the recent acknowledgement by the House of Lords 

Treasury Committee, that through increased regulation, concerns regarding audit 

influence on auditor independence, has witnessed significant improvements. 

 The second empirical analysis, contained in Chapter 6:, presents a cost/benefit 

analysis on mandatory auditor rotation, highlighting the effect of the requirement for 

partner rotation with/without a simultaneous firm change.  The empirical studies 

pertaining to rotation have been limited, prompting concerns among auditing stakeholders 

that the regulators’ requirement for mandatory partner rotation could be based, in the 

main, on anecdotal evidence.  Additionally, the prior literature on MPR has been largely 

silent on the effect of single (MPR) versus dual (MPR and MFR) auditor rotation on audit 

quality and audit fees.  Given that partners work in the standardised setting of an audit 

firm, it remains unclear as to whether there are any incremental net benefits in conducting 

a two-layer rotation, versus a one-layer rotation.  The key findings of the study are as 

follows.  First, the study findings show that the requirement for MPR helps to constrain 

the management’s ability to manage earnings, thereby improving audit quality.  However, 

when MPR is required along with a simultaneous firm change, there is a lack of a 

corresponding improvement in audit quality.  Second, the study findings show that, while 
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the requirement for MPR does not lead to a hike in audit fees, the requirement for a double 

layer rotation, i.e., MPR along with a simultaneous firm change, leads to a significant 

increase in audit fees.  Last, the study findings show reduced audit fees following the 

voluntary rotation of the audit partner along with their respective audit firm.  Taken 

together, the study provides support for a single (MPR), rather than a double-layered 

rotation.  The pronounced effect of MPR on its own highlights the importance of partner-

client continuity and client-specific knowledge retention; a stance firmly supported by 

the opponents of dual rotation.  Furthermore, the requirement for dual rotation may incur 

additional costs for clients and audit firms, while offering little in the way of audit quality 

improvements.  The findings also highlight potential concerns relating to ‘low balling’, 

which could be associated with voluntary rotation. 

 The third and final empirical analysis, presented in Chapter 7:, examines the 

relationship between the key audit committee characteristics of size, independence and 

financial expertise, and the role of the audit partner workload in the auditor selection 

process.  Recent proposals from policymakers suggest that the identification and use of 

audit quality indicators, such as audit partner workload, could help audit stakeholders to 

gain insights into the foundations of audit quality, while driving competition among audit 

firms and audit partners.  Expressing audit partner workload as a function of audit 

committee size, independence and expertise, the study reports the following key findings.  

First, the study finds that a larger audit committee size is more likely to consider audit 

partner workload in the auditor selection process.  Similarly, the findings also show that 

an audit committee with a greater percentage of external directors is more likely to select 

a partner with a heavy workload.  The study, however, reports no significant association 

between audit committee expertise and audit partner workload.  Drawing on the audit 

committee literature, which associates these characteristics with increased audit 

committee effectiveness in their ensuring high audit quality, these findings provide 

support for the signalling ability of audit partner workload as an audit quality indicator, 

and its subsequent positive correlation with high quality audits undertaken by audit 

partners.  

8.3 Study Implications 

Prior research has been largely conducted at the audit firm and audit office levels.  

However, audit partners situated in a specific practice office administer audits, making 

auditor incentives significantly more important at the office and partner levels, than at the 

firm level.  Thus, restricting auditor studies to the firm (office) level presumes uniformity 

of audit quality levels among partners.  The findings of this study contribute to the 
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understanding of the role of the individual auditor in audit reporting and audited financial 

statements.  Based on the audit outcomes of their previous engagements, these findings 

assist in distinguishing levels of audit quality between individual auditors. 

 The findings of this study also demonstrate the signalling ability of individual 

auditor characteristics in the conduct of audits.  The study finds that audit partner 

workload helps to inform the discussions of the audit committee in the auditor selection 

and retention process.  The results also pinpoint the role of audit partner age, education, 

and gender, in explaining variations in audit outcomes.  These indicators are potentially 

useful tools that can help to evaluate audit quality, and to show how audits can be 

conducted at a high standard.  When paired with a qualitative context, these indicators 

could provide insights to aid the discussions of audit committees, audit firms and capital 

market players in relation to the financial reporting and auditing process.  These 

discussions, in turn, could lead to improvements in audit planning and execution, and to 

a subsequent enhancement in audit quality, overall. 

 The study also underscores the significance of regulation and the role of research 

in informing intelligent policy making.  The findings of this study shed light on the impact 

of mandatory partner rotation in the UK and the cost/benefit effect of the requirement for 

single versus dual rotation.  This demonstrates that, while regulation helps to eliminate 

audit failure, it may also harm other aspects, given its “one size fits all” approach.  These 

findings are particularly useful to policymakers in relation to the need for introducing 

regulations backed by empirical research.  As highlighted by Cameran et al. (2015), when 

regulators advocate for research that is not backed by extant research, audit quality could 

be impaired. 

8.4 Study Limitations 

Despite the significant contributions made to the auditing literature, this study is subject 

to certain limitations.  First, the study focusses only on the data on public clients of the 

audit partner.  This provides a somewhat incomplete picture of the role of the audit partner 

in audit outcomes.  For example, the study measures audit partner workload as the total 

number of public clients audited by the partner.  However, in practice, audit partners audit 

both public and private clients.  Lennox and Li (2012) highlight that the audit partner’s 

portfolio consists of only one percent public clients in the UK. 

Notwithstanding, given the difficulty associated in obtaining data on private 

clients in the UK, the study was limited to public clients only.  In addition, audit outcomes 

are influenced by partner incentives, which are further influenced by regulation.  Thus, 

the increased regulation associated with the audit of public clients, compared with private 
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clients, means that partner incentives related to issuing audit outcomes could differ 

significantly between public and private clients.  Thus, the study restricted its data 

collection to publicly available clients only.  These highlighted limitations mean that 

careful inferences must be made regarding the study’s findings. 

Second, partners are compensated through different sharing pools.  While some 

accounting firms adopt a national (firm pool), where partners are rewarded based on the 

total amount of profits made by the accounting firm or office, others adopt the partner 

pool, where partners are rewarded based on the fees generated from their audits.  An 

understanding of partner compensations is crucial to audit partner studies, given that audit 

quality is a function of partner incentives (Defond and Zhang, 2014).  For example, if an 

audit firm rewards partners based on fees generated, partners may only be concerned 

about their clients.  However, compensating partners from the national pool may also lead 

to an undersupply of effort from some partners.  While the study tries to address these 

concerns by measuring partner-client importance at the partner, office and client levels, 

the study urges caution in interpreting the results.  Accounting firms in the UK may not 

necessarily adopt a one-size approach to partner compensation.  Thus, an understanding 

of partner compensation schemes among the accounting firms used in the study could 

provide an improved understanding of how partner incentives influence audit outcomes.  

Furthermore, audit partners could either be an equity or a non-equity partner.  

Consequently, audit partner incentives in owning shares within an audit firm or not is 

likely (or not) to influence their audit outcome. 

Last, on a practical level, it can be difficult to assess a partner's performance, given 

the multifaceted nature of their tasks (Huddart and Liang, 2005).  It is required of partners, 

amongst other things, to solicit new clients, mentor other partners, as well as to provide 

high-quality audits (Burrows and Black, 1998).  The study's focus on only the observable 

outputs of the audit partner, in terms of fees generated and number of clients audited, 

while neglecting other tasks, could provide an incomplete picture on the partner influence 

on audit outcomes. 

8.5 Suggestions for Future Research 

Following the shortcomings highlighted in the study, this section offers key suggestions 

for future research on audit partners. First, the study urges future research to include 

private clients of audit partners in order to understand if findings differ.  As highlighted 

earlier, partners’ public clients constitute only one percent of the audit portfolio in the 

UK.  Thus, examining partner influence on audit outcomes, which identifies both public 
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and private clients, can help to provide more accurate inferences on the influence of the 

audit partner on audit quality. 

 Second, an understanding of partner compensation schemes in jurisdictions where 

studies are conducted is key for understanding partner incentives.  Future research should 

draw on the understanding of partner compensations schemes to help to provide more 

accurate inferences on audit partner studies.  Future research could also distinguish 

between equity and non-equity partners in audit partner studies.  Additionally, the study 

implores future research to include, as part of measuring partner performance, other facets 

of audit partner tasks.  This could be achieved through methods such as using weighted 

metrics, or individually assessing how each partner’s tasks affect their overall output. 

 Finally, the study encourages further research to be conducted on the partner-

client matching process.  While the extant literature is clear on the role of partner 

appropriateness in audit assignments, it remains unclear as to why clients request specific 

partners.  As highlighted by the PCAOB (2015), an understanding of what constitutes 

audit quality indicators between audit firms and audit committees could help to drive the 

conversation on partner assignment by the former, and partner selection and retention by 

the latter.  These indicators, in addition, can support decision making among shareholders 

and other capital market players. 
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