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Public Audit Oversight and Audit Pricing: Evidence from the EU 

 

  

ABSTRACT 

We examine the audit pricing consequences of auditor inspections under the public oversight 

regime in the EU. Employing a staggered differences-in-differences design, we document an 

inspections audit fee increase during the post-inspection period when companies’ auditors are 

subject to inspections by the national Public Oversight Body (POB). However, this effect masks 

significant cross-sectional variation. Specifically, we find that the increase in audit fees attributable 

to inspections is concentrated among POBs with more adequate human resources, where 

inspections last longer or occur both at the auditor’s and the regulator’s premises. Also, the effect 

of inspections on audit fees is evident only when the POB prohibits inspectors from joining an 

audit firm immediately after their departure or when the oversight system is funded by multiple 

stakeholders. Overall, our findings suggest that audit costs as reflected in audit fees increase for 

clients of inspected auditors but only when inspections are more laborious, independent, and 

rigorous.  
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1. Introduction 

The last two decades have brought tremendous change to the regulation of the auditing profession 

across the world. Auditors have gone from essentially being self-regulated to being highly 

supervised by governments and independent regulators. In the EU, the transition to public 

oversight began in 2006 with the Statutory Audit Directive (2006/43/EC), which mandated the 

establishment of national Public Oversight Bodies (POBs) and the commencement of auditor 

inspections.  

The introduction of public oversight and POB inspections was intended to improve the quality 

of auditing of EU listed companies, and ultimately the credibility of their reported financial 

information. But, as with most types of regulation, the 2006 EU Directive was also expected to 

have non-trivial and quantifiable direct costs. Examining some of these costs is potentially useful 

in understanding the net benefits of the new audit regulation. Accordingly, in this paper, we 

investigate the impact of POB auditor inspections on audit costs as reflected in audit fees. 

Moreover, the implementation of public oversight and POB inspections may vary significantly 

across countries whilst international evidence on whether, how, and when auditor oversight by a 

public regulator affects audit pricing is scarce. Therefore, we examine the cross-sectional variation 

in audit fees effects, conditional on the characteristics of different oversight systems and inspection 

processes. Economic theory (Viscusi et al., 2005) and the core principles recommended by the 

International Forum of Independent Audit Regulators (IFIAR, 2011) suggest that a number of 

factors may affect oversight rigor and effectiveness, including transparency, resources, 

independence and appointment process. In this paper, we focus on the level of resources dedicated 

to POB inspections and the system’s independence.1  

                                                           
1 We explain our focus on resources and independence in Section 3.3 and Appendix 2.   
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Predictions about the effects of auditor inspections on audit fees, under the new oversight 

regime, are unclear. On one hand, arguments and recent descriptive evidence suggest that auditors 

invest considerable time and resources in preparing for the inspections and in adjusting their 

processes to accord with the inspectors’ expectations (e.g., Dowling et al., 2018; Hanlon & Shroff, 

2022). If the new inspection processes incentivize auditors to conduct more rigorous audits leading 

to increased costs, we predict higher audit fees, following the commencement of inspections. On 

the other hand, theory and preliminary evidence related to the inspectors’ lack of competence, 

dubious career motivations and weak economic incentives (e.g., Hanlon & Shroff, 2022) suggest 

no significant changes in auditor oversight and thus no effect on auditing procedures and audit 

fees. In sum, the consequences of auditor inspections for audit pricing is an empirical question.  

Next, we exploit the diversity of auditor oversight in the EU and make four key cross-sectional 

predictions related to the system’s resources and independence. First, we predict an inspections-

related audit fee increase in countries whose POBs have more adequate human resources (inspector 

and non-inspector staff); in these countries inspections will be more laborious and rigorous 

(Hanlon & Shroff, 2022). Second, we focus on the inspections’ duration and location, two indirect 

measures of resources, and expect higher audit fees when inspections last longer or occur both at 

the POB’s and the auditor’s offices; in these cases, inspections are likely more meticulous and 

time-consuming. Third, we predict increased audit fees in countries whose POBs impose an 

inspector cooling-off period (i.e., no movement from the POB to audit firms), as we assume that 

this sort of restriction mitigates the revolving-door phenomenon, and thus enhances the regulator’s 

independence and rigor (e.g., Dal Bo, 2006). However, there is tension in this expectation: 

restrictions in inspector flows (from the regulator to the regulated entity) may discourage 

inspectors from investing in the required skills and thus may impair inspectors’ performance (Che, 
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1995). Finally, we predict an audit fee increase in countries where the new oversight system is 

funded by multiple sources; mixed funding mitigates potential regulatory capture by one 

sponsoring stakeholder, such as the government (Viscusi et al., 2005) or the audit firms (Stigler, 

1971).  

We test our predictions using a treatment group of EU-domiciled companies; this setting offers 

several advantages. First, the Statutory Audit Directive (2006/43/EC) mandates the introduction 

of public oversight but also allows considerable flexibility in its implementation. Our identification 

strategy employs a differences-in-differences (DiD) design and exploits the staggered 

commencement, across countries, of auditor inspections, thus, improving our ability to draw causal 

inferences. We also exploit heterogeneity in the functioning of POBs and their inspections across 

EU countries to understand the conditions under which public oversight may affect audit pricing. 

Third, relative to other countries that mandate public oversight, the homogeneity of broader 

regulations and financial reporting across EU countries reduces the likelihood that audit fees 

effects are subject to unspecified cross-country differences.2  

Based on a treatment sample of listed companies in 13 countries during 2000-2016, accounting 

for 94% of total market capitalization of the EU (World Bank, 2022), we report a number of results 

that are new to the literature. 3 First, we document a 4.4 percent increase in audit fees for clients, 

whose auditors are exposed to inspections by the national POB. Our baseline finding is robust to 

tests validating the assumptions of DiD estimations and several sensitivity tests. More importantly, 

the aforementioned audit fees effect masks significant cross-sectional variation. In particular, we 

find that audit fees increase only when auditors are inspected by POBs with a high number of 

                                                           
2 Starting from 2005, EU-listed companies have adopted International Financial Reporting Standards (IFRS).   
3  Country-level data on market capitalization is available at: 

https://data.worldbank.org/indicator/CM.MKT.LCAP.CD. 
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inspectors or overall staff (either in absolute terms or relative to the number of audit firms 

regulated); the audit fee increase can be as high as 12.9 percent. Further, the documented fees 

increase is concentrated among countries where POB inspections occur for a longer period or at 

the premises of both the regulator and the auditor; for example, in the former case audit fees 

increase by 5.7 percent for large auditors. Finally, the fees increase arises only in countries, whose 

POBs impose an inspector cooling-off period or adopt a mixed-funding model; audit fees are 

higher by 19.5 percent and 7 percent, respectively. Collectively, these findings suggest that audit 

fees increase significantly for clients of inspected auditors in the post-inspection period, but only 

when the inspection process is potentially more laborious, independent and rigorous.    

Our paper contributes to the growing literature on auditor regulation and, in particular, on the 

shift from self-regulation to public oversight. Research has focused primarily on the Public 

Company Accounting Oversight Board (PCAOB) in the US. While several prior studies examine 

the benefits of PCAOB auditor inspections, including the efficacy of its inspections and their 

consequences for audit quality, there is very little evidence on the costs. 4 A few recent papers 

examine the audit fees effect of PCAOB-identified audit engagement or quality control 

deficiencies, albeit they find no or limited evidence in support of PCAOB-related audit fees 

changes   (e.g., Aobdia, 2018; Acito et al., 2018; Vanstraelen & Zou, 2022).    

International evidence on public audit oversight is scarce; to our knowledge, there are only two 

related studies. The first, by Carson et al. (2021), examines the audit quality consequences of 

public oversight, based on an international sample of companies, and finds enhanced earnings 

quality after inspections commence. We complement their study by focusing on the audit costs of 

public oversight, as proxied by audit fees. The second study, by Hanlon and Shroff (2022), 

                                                           
4 See Lohlein (2016) for a recent PCAOB literature review, and Gipper et al. (2020).    
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provides an international survey of POB inspectors to investigate whether, how, and why their 

inspections affect auditor behavior. The majority of inspectors surveyed believe that auditors 

respond to inspections by changing audit procedures and quality control systems and by exerting 

greater audit effort overall, especially under particular circumstances (e.g., when POBs are well 

resourced). We extend their work by showing that audit fees increase under the new oversight 

regime, possibly due to higher audit effort. Overall, we contribute to prior related studies by 

documenting higher audit fees under public audit oversight, suggesting that auditors have stronger 

incentives to be more diligent under the new regime.   

More importantly, we exploit the heterogeneity of our EU sample and provide new evidence 

suggesting that audit pricing depends on the oversight and inspections inputs. Our study 

documents that auditing is more costly for companies, whose auditors are subject to POB 

inspections, but only in countries that invest in the new auditor regulator. Our study also documents 

the importance of the regulator’s independence. We provide evidence highlighting the merits of 

the cooling-off period, as a measure of mitigating bias in regulatory decisions, as well as the merits 

of mixed-funding, as a measure of constraining regulatory capture. Obtaining data on oversight 

and inspections inputs is difficult. To the best of our knowledge, our paper is the first study to 

provide evidence on how the conditions under which public oversight occurs may affect audit 

outcomes and, in particular, audit pricing.  

2. Background 

2.1. The New Regime of Public Audit Oversight in the EU 

In 2006, the EU issued a new Directive on Statutory Audit requiring each Member State to 

establish a system of public oversight of auditors and audit firms (2006/43/EC).5 Prior to this, the 

                                                           
5  The 2006/43/EC Directive was updated in May 2014, leading to the 2014/56/EU Directive. In principle, the 

amendments were expected to be implemented from June 2016 onward.  
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audit profession in the EU was regulated by the 8th EU Council Directive on Company Law, which 

did not require any public oversight or external quality assurance. Instead, these matters were left 

to the discretion of the Member States, most of which hewed to self-regulation carried out by a 

national professional accounting body, a peer-review system, or both (FEE, 2006). The 2006 

Directive therefore represented a major regime shift, replacing private self-regulation or peer-

review with public oversight in most European countries.  

Under the new regime, an independent POB was established in each EU country. That body 

would oversee the approval and registration of auditors and audit firms, adopt standards on 

auditing and related issues, and provide quality assurance and investigative and disciplinary 

systems governing audit firms (2006/43/EC, article 32(4)). All auditors and audit firms of Public 

Interest Entities (PIEs) must be subject to public oversight (2006/43/EC, article 32(2)). PIEs are 

typically companies listed on regulated markets and financial institutions. Member States may also 

designate other entities as PIEs, such as private companies or companies listed on unregulated 

markets, although such companies may be exempted from POB inspections (2006/43/EC, article 

39). The frequency of inspections is at least every six years in general and every three years for 

audit firms of listed clients (2006/43/EC, article 29(1h); article 43).  

A POB inspection assesses an audit firm’s compliance with the 2006 Directive’s rules, all 

applicable auditing and quality control standards (including ethical and independence 

requirements) and relevant laws, regulations, and administrative provisions of the Member State 

(2008/362/EC, par. 18). A full inspection consists of: a) an assessment of the audit firm’s internal 

quality control systems, and b) compliance testing of procedures and a review of audit engagement 

files, which are selected primarily using a risk-based analysis (2008/362/EC, par. 17 and 19). Upon 

completion, inspection findings are discussed with the inspected audit firm before the inspection 
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report is finalized (2008/362/EC, par. 20). The POB publicly discloses only major deficiencies 

related to the firm’s quality control systems and only does so if the audit firm fails to respond to 

the report’s recommendations within a 12-month period (2008/362/EC, par. 20). The POB has the 

right to perform an investigation (i.e., a second review) if significant issues arise during the 

inspection or if third parties register complaints. The POB also can take disciplinary action against 

inspected auditors or audit firms, with measures varying from reprimand to monetary penalties 

and withdrawal of license (2006/43/EC, article 32(5); FEE, 2006). 

2.2. Theory and Related Literature  

2.2.1. Public Audit Oversight, Inspections, and Audit Fees 

First, we aim to examine the effects of auditor inspections, under the new oversight system, on 

audit pricing. Audit fees consist of two main components: the cost of auditor effort and the 

expected costs of auditor legal liability and reputational damage (Simunic, 1980). In turn, auditor 

effort costs depend on the number of audit hours. Expected litigation costs reflect the likelihood 

that material misstatements and irregularities might be undetected, resulting in audit failure. Both 

the effort and litigation components of audit pricing could depend on auditor inspections, and 

hence might affect audit fees. However, predictions about the directional effects of inspections on 

audit fees based on the available theory are ambiguous.6   

On one hand, audit fees may increase following the establishment of the new oversight system 

if the inspections incentivize more rigorous audits, requiring higher audit effort costs. Relative to 

                                                           
6 Conditional on audit failure, litigation costs represent the probability of auditor lawsuit and the strictness of the legal 

liability regime (Choi et al., 2008). Christensen et al. (2021) document that publicly available firm-level PCAOB 

inspection reports with audit deficiencies provide useful information to lawyers and ultimately increase the number 

of auditor lawsuits. However, concurrent studies (Carson et al., 2021; Hanlon & Shroff, 2022) and our data (see 

Appendix 2) reveal that in the EU the vast majority of POBs disclose only aggregate inspection reports. Therefore, it 

is highly unlikely that lawyers rely on publicly available POB information when deciding to file lawsuits against 
inspected auditors. Moreover, the shift to public audit oversight does not alter country-level legal infrastructure. Thus, 

our discussion regarding the potential effect of auditor inspections on litigation costs focuses on the likelihood of audit 

failure. 
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the prior regime, the POB regime in the EU represents a meaningful change in auditor oversight 

that can trigger firm-wide changes in audit procedures. The inspections under the new regime are 

potentially more rigorous, time-consuming and thus, more expensive for several reasons.  

First, unlike the reviewers in the prior system, inspectors of the new system are more 

independent. They cannot be practicing auditors or employed by an audit firm when appointed to 

the POB. They should be employed and remunerated only by the national POB. They cannot be 

involved in the inspection of an audit firm-prior employer; and, in general, there should be no 

conflict of interests between them and the inspected firm (2008/362/EC, par. 10–15). Second, the 

inspection process of the new system is potentially time-consuming for auditors, given that it may 

entail lengthy discussions and face-to-face meetings with the inspectors during the fieldwork and 

prior to the completion of the inspection report (2008/362/EC, par. 20). Third, as discussed, POBs 

have the right to conduct further investigations as well as to impose a wide range of enforcement 

sanctions. Finally, in a few exceptional countries (e.g., Norway and the UK), POBs publicly 

disclose their inspection findings not only at the aggregate level but also at the audit firm-level 

(Carson et al., 2021; Hanlon & Shroff, 2022).  

Hanlon and Shroff (2022) provide descriptive evidence consistent with the new public oversight 

system being more rigorous on average. Based on inspector interviews from 20 countries, 

including nine EU countries, their findings suggest that auditors have strong incentives to avoid 

the negative effects of a critical or adverse inspection report. Auditors also feel ‘threatened’ by the 

risk of enforcement actions and fines imposed by the POB inspectors, who can mete out harsher 

penalties than peer-reviewers. Further, most inspectors believe that the culture at POBs is more 

conducive to detecting auditing deficiencies than that of the prior review system. As a result, 

inspectors believe that auditors typically devote considerable time and resources to adjusting their 
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audit engagement procedures (e.g., they increase the amount of testing, documentation, or scrutiny 

of management estimates) or to changing their quality control systems and overall culture in 

accordance with the POB requirements (Hanlon & Shroff, 2022). In summary, the new public 

oversight system in the EU is likely to enhance auditors’ incentives to implement more diligent 

audits, and this will increase compliance costs, proxied by audit fees.  

On the other hand, there are arguments as to why inspections under the new oversight system 

should have no effect on effort costs and thus, on audit fees. First, inspectors may lack industry 

expertise, up-to-date technical knowledge and experience across a range of financial reporting 

issues (e.g., DeFond, 2010). Second, career incentives may impair the quality of scrutiny by less-

committed inspectors. For example, inspectors may be less concerned with their career 

advancement within POB. Instead, they may perceive their POB position as a stepping-stone to 

bigger and better things (Viscusi et al., 2005, p. 373). Third, inspectors may lack strong economic 

incentives to conduct high-quality inspections and detect audit weaknesses during inspections. In 

general, we know very little about inspectors of the new auditor oversight system. Hanlon and 

Shroff (2022) provide some preliminary evidence documenting that inspectors are typically 

qualified accountants with accounting education and significant audit experience. But, only one 

third of surveyed inspectors intend to pursue a career within the POB, whereas the number of 

engagement or quality control deficiencies detected during inspections is not an important 

determinant of inspectors’ promotion, suggesting weak performance related incentives. When 

considered together, theory and preliminary evidence suggest no significant changes in auditor 

oversight and therefore no effect on effort costs, and ultimately on audit fees.  

Finally, conditional on higher auditor effort in collecting audit evidence and performing audit 

testing (due to reasons discussed previously) the likelihood of audit failure related to undetected 
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material misstatements may reduce, resulting thus in lower litigation costs. Therefore, the net 

effect of inspections on audit fees is unclear, as it will depend on the increase of effort costs relative 

to the decrease of litigation costs. Importantly, we note that even if auditors exert greater care and 

effort, the likelihood of audit failure may remain unchanged; in this case, audit fees increase due 

to higher effort costs. Consistent with the above, interview-based evidence indicates that auditors 

put a lot of effort in adjusting their audit procedures in anticipation of inspections. But, the 

additional auditor effort appears to concentrate on ‘the minutiae of every little detail,’ which raises 

concerns about the inspections’ impact on audit quality (Dowling et al., 2018; Johnson et al., 

2019).7   

Given the competing arguments regarding the association between auditor inspections under 

the new oversight system and audit fees, we state our hypothesis in the null form: 

Hypothesis: Clients of inspected auditors will not experience a change in audit fees in the post-

inspection period.  

2.2.2. Cross-Sectional Variation in Inspections Effects  

Next, we aim to investigate the audit pricing effects of inspections conditional on inputs related to 

inspection processes and oversight. Economic theory (Viscusi et al., 2005) and the core principles 

prepared by IFIAR (2011) suggest that a number of factors may affect oversight rigor and 

effectiveness, of which transparency, resources, independence and appointment process are 

potentially very important.8 In our study, we conduct a survey to collect information about the 

                                                           
7We note that audit risk anticipated by auditors can affect fees through planned incremental audit effort and/or through 

risk premia built into audit fee negotiations. In common with prior literature, we are unable to observe the fundamental 

determinants of audit fees (audit effort and risk perceptions).  
8 Arguably, other dimensions may also play an important role in the effectiveness of public oversight systems. For 

example, IFIAR (2011) provide seven core principles regarding the structure and operations of audit regulators. In 

addition to the factors examined in our study, IFIAR (2011) highlight the importance of cooperation among national 

audit regulators, comprehensive enforcement and high standards of ethical conduct. Similarly, in addition to 

transparency, Carson et al. (2021) examine the type of oversight, the frequency of inspections and the type of 
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above dimensions. Ultimately, our empirical analysis focuses on the resources and independence 

of the new public auditor oversight system due to lack of cross-country variation regarding 

transparency and appointment process (for further details see Appendix 2). Accordingly, we 

discuss our priors about the differential audit fees effects across EU public oversight systems 

conditional on: a) the level of resources dedicated to inspections and b) the independence of the 

system.  

Resources. Arguably, inspection processes should be more diligent and rigorous in countries that 

invest more resources in audit oversight. Of particular importance are human resources. In line 

with the above, Hanlon and Shroff (2022) report that, in POBs with lower audit firm-to-inspector 

ratios, inspectors perceive auditors to be more likely to adjust their engagement procedures and 

overall firm culture. Accordingly, we predict an inspections-related increase in audit fees (possibly 

due to higher effort costs) in countries with more inspectors. Further, as discussed, anecdotal 

evidence suggests that POBs may pay particular attention at documentation, whereas enforcement 

is also one of their primary tasks. Accordingly, we predict higher audit fees in countries with more 

POB staff, overall, who are potentially involved in non-inspections tasks, such as documentation 

compliance and disciplinary actions. 

Next, we focus on the inspections’ duration and location, which may be indirectly related to the 

system’s resources. That is, inspectors are more likely to perform their duties for a longer period 

both at the regulator’s and the auditor’s offices when POBs have higher man power and financial 

                                                           
enforcement. Ideally, we would like to examine as many dimensions as possible. However, driven by economic theory 

and policy recommendations as well as by practical reasons related to data collection (e.g., trade-off between quantity 

and quality of data obtained via surveys) we focus on the aforementioned dimensions of public oversight. Nonetheless, 

we also investigate the conditioning audit fee effects of POB enforcement, given its vital role in regulatory 

effectiveness (see Section 4.5.3).    
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capacity.9 Intuitively, inspections incurred over a longer period are more time-consuming for 

auditors as they may involve lengthier discussions and face-to-face meetings with the inspectors. 

Moreover, such inspections are potentially more likely to detect internal control, procedural or 

audit engagement weaknesses. Thus, we expect higher audit fees in countries with inspection 

processes of longer duration. Similarly, inspections taking place both at the regulator’s and the 

auditor’s offices are more laborious and potentially more thorough. That is, inspectors’ fieldwork 

should be executed at the auditor’s office because it allows direct communication with audit teams 

and direct access to any information required. On the other hand, drafting comment forms and 

provisional/final inspection reports can be performed at the regulator’s office. But, this process 

can be more effective (e.g., result in the identification of more deficiencies) if inspectors are able 

to visit the auditor again for clarifications or testing. We therefore predict an inspections audit fee 

increase in countries where inspections occur at the premises of both parties (i.e., auditors and 

regulators).   

Independence. The establishment of public audit oversight signals the transition to a more 

independent monitoring system. As discussed, inspectors in the new system are regarded as more 

independent (from the audit profession) than the prior reviewers. The EU provisions include 

several requirements ensuring this independence (2008/362/EC, par. 10–15). We examine two 

additional oversight characteristics relating to the dimension of independence.  

First, we focus on the presence of the cooling-off period, that is, the period during which 

inspectors are prohibited from joining an audit firm immediately after they leave the national POB. 

On one hand, this worker flow restriction (from the regulator to the regulated entity) helps to 

                                                           
9 Consistent with this argument, our data show that there is some overlap among countries with well-staffed oversight 

systems, countries with inspections of longer duration and countries where inspections take place at both the auditor’s 

offices and the POB’s premises (see Online Appendix (OA) - Table OA3).      
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mitigate the revolving-door phenomenon, which may bias regulatory decisions (Cohen, 1986; Dal 

Bo, 2006); in this case, inspectors are predicted to be more independent and thus more aggressive 

in administering inspections. On the other hand, the restriction of these worker flows may result 

in suboptimal regulatory performance because it discourages regulatory personnel from building 

the human capital needed for effective regulation, such as industry-specific knowledge and 

monitoring skills (Che, 1995); in this case, inspectors are expected to be less competent and thus 

less rigorous in conducting inspections.10 In sum, the effects of imposing a cooling-off period on 

inspectors’ performance and in turn on auditing procedures and audit fees is an open question.   

Second, we investigate the funding sources of the public oversight authority. The provisions of 

the EU audit regulations do not mandate a specific funding model. Instead they require that the 

regulator’s funding to be free of any possible influence by the audit profession and that any fees 

or other contribution payable by audit firms be mandatory (2006/43/EC, article 29 (1b) and article 

32 (7); 2008/362/EC, par. 8,9). Under the capture regulatory theory (Stigler, 1971), if the oversight 

system is funded only by the audit firms, its independence may be impaired, as it may be seen as 

captured by the sponsoring regulated entities. 11  Under other theories of influence patterns 

advocating the importance of the governance (Viscusi et al., 2005), if the auditor oversight system 

receives only government funding, again its independence may be harmed, as it may be subject to 

political influence; moreover, its quality standards and overall effectiveness may be compromised, 

due to political restrictions on financial resources. Therefore a mixed funding model, where the 

regulator receives funds from multiple sources, should result in less reliance on one sponsoring 

                                                           
10 Hendricks et al. (2022) provide some evidence in line with the human capital hypothesis. They find that the number 

of former PCAOB employees hired by large audit firms enhances regulatory compliance (i.e., reduces the number of 

deficiencies reported in firms’ future inspection reports) but does not improve subsequent audit quality.    
11 Arguably, if funding by audit firms is not discretionary but instead is mandated by law, then POB oversight is likely 

to be independent from the audit profession. However, in line with the capture theory, we argue that the relative level 

of such funding may significantly affect audit firms’ leverage in affecting the political survival of the regulatory 

officials as well as the agency’s budget.  
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stakeholder and greater independence. Accordingly, we predict an inspections audit fee increase 

in countries where the national POBs are funded by multiple stakeholders.12 

3. Research Design and Data 

3.1. Identification Strategy 

We employ a DiD design that compares two groups of companies with different auditor oversight 

requirements. Our treatment group consists of EU listed companies, whose auditors and audit 

engagements are subject to mandatory public oversight and inspections. The 2006 Statutory Audit 

Directive allows EU countries flexibility in the timing of implementation. Therefore, our 

identification strategy exploits the staggered introduction of POB auditor inspections in different 

years.  

Our control group consists of two sets of companies, each of which has its strengths and 

weaknesses. First, EU listed companies, whose audit engagements are not subject to mandatory 

POB inspections, namely companies listed on unregulated EU markets; in this case, control 

companies are subject to the same financial reporting regime, general regulatory requirements, 

market conditions and information environment but have potentially different fundamentals (e.g., 

they are younger, less profitable and with higher growth prospects). Second, listed companies in 

countries that have adopted IFRS (like our treatment countries) but have not adopted mandatory 

POB inspections; in this case, control companies are subject to the same financial reporting 

requirements but are potentially exposed to different market conditions and macroeconomic 

shocks.   

                                                           
12 Naturally, an alternative proxy for oversight independence is the POB composition, and in particular the percentage 

of independent members. However, our data reveal that  all POB members are non-practitioners, and thus independent, 

for all sample countries. Given the lack of cross-country variation we are not able to examine the aforementioned 

oversight feature.    

Electronic copy available at: https://ssrn.com/abstract=3595454



17 

 

Auditors subject to public oversight may spend considerable time and resources to make firm-

wide changes (e.g., improvements in quality control systems) in line with POB expectations. To 

the extent that some of these additional audit costs are passed on to all clients, irrespective of 

whether their audit engagements are subject to POB inspections, this raises potential spillover 

effects for the first set of our control companies. However, a recent study by Aobdia (2018) based 

on PCAOB proprietary inspections data does not provide strong evidence indicating spillover 

effects on total audit hours spent and/or total audit fees charged on non-inspected clients, possibly 

due to the risk-based selection of inspected engagements (Aobdia, 2018). Moreover, if audit firms 

do take pre-emptive steps that affect the audit pricing of all clients, irrespective of whether their 

audit engagements are subject to public oversight, then this would bias results against finding audit 

fees effects in potentially inspected clients.13     

In summary, we identify the audit fees effects of the new oversight regime based on differences 

in the timing of the inspections, which are not concurrent with the implementation of IFRS in 

2005, and based on a control group of companies subject to the same financial reporting regime as 

the treatment group (i.e., IFRS) but not to the same auditor oversight regime. These features help 

us to separate the auditor oversight effects from those of mandatory IFRS adoption and thus 

alleviate concerns that any documented effects are driven by the mandatory transition to IFRS. 

However, we acknowledge that there may be significant differences between our treatment and 

control companies, which could bias our analysis. This is why we perform additional robustness 

analyses, as discussed below.        

  

                                                           
13 To mitigate any related concerns, we assess the sensitivity of our baseline findings to the inclusion of auditor-year 

fixed effects in addition to industry and country indicators. Auditor-year fixed effects control for potential audit firm-

wide changes affecting all clients. As reported in Table OA1, our results remain unchanged.  
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3.2. Empirical Model 

To examine the effect of POB inspections on audit fees we estimate the following model:  

AUDIT_FEES = α0 + α1 INSPECTION+ ∑ 𝛾𝑗
19
𝑗=1 FIRM-SPECIFIC CONTROLS + 

∑ 𝛿𝑘
4
𝑘=1 COUNTRY-SPECIFIC CONTROLS + FFE + YFE + ε             (1) 

In Equation (1), AUDIT_FEES is measured as the natural logarithm of audit fees in thousands 

of US dollars, and FFE and YFE indicate firm and year fixed effects, respectively. The year fixed 

effects control for concurrent changes (e.g., other changes in auditor regulation). The firm fixed 

effects specification uses each firm as its own control and also accounts for unobservable firm-, 

industry-, and country-specific factors. This increases confidence that our estimates capture 

changes in the outcome variable, conditional on the inspection status of companies.  

We estimate Equation (1) in two settings. First, we examine the time-series difference in audit 

fees before and after the year inspections commence. Using only our treatment group, we employ 

a binary variable (INSPECTION) that equals 1 for all observations ending on or after the year that 

POB inspections commence and 0 otherwise. Second, we employ a DiD design using both the 

treatment and control group. In this case, the INSPECTION indicator is switched on for treatment 

companies in the year inspections commence and thereafter.14 The coefficient estimate α1 captures 

the average change in audit fees for company-years under POB inspection (i.e., the treated 

company-years), relative to all other company-years when auditors are not under inspection. In 

our cross-sectional analysis, we estimate several versions of Equation (1), using both treatment 

and control companies, whereby we interact INSPECTION with various characteristics of the 

inspections systems.15  

                                                           
14 In this setting, the INSPECTION indicator effectively corresponds to the product of a firm indicator variable and a 

post-adoption indicator variable. To enhance readability, we do not write out the product of the two aforementioned 

indicators but rather refer to their product as INSPECTION. Since we include firm and year fixed effects, we suppress 

the respective main effects.  
15 We repeat all cross-sectional tests after using only the treatment group. Table OA2 shows that our inferences persist.   
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The primary drawback of our research design is that we cannot observe which treatment 

companies/clients are indeed inspected and when. Instead, we code the years in which an 

inspections regime is in place potentially for all treatment companies in a particular country. 

However, a POB inspection is outside the control of auditors, and the probability of inspection of 

a specific client is unknown ex ante. Therefore, the unknown probability of client inspection, 

coupled with potentially high costs to individual auditors in case of negative inspection findings 

(e.g., career concerns, reputational damage, monetary penalties etc.), would likely incentivize 

auditors to perform ex ante more diligent audits for all clients (Lamoreaux, 2016). This suggests 

an increase in audit fees for all clients whose audits are subject to public oversight and thus, 

potentially subject to inspection.  

The control variables in Equation (1) include a broad set of firm-specific audit fee determinants 

established in the literature, including SIZE, NBS, NGS, FORSALES, LEVERAGE, INVREC, ROA, 

LOSS, BM, CFO, LIQUIDITY, OPINION, AUDIT_CHANGE, BUSY, IFRS, BIG5, NEG_EQUITY 

and IMPAIRMENTS (e.g., Hay et al., 2006; Florou et al., 2020).16 We obtain financial data from 

Worldscope and information regarding audit firm identity from Capital IQ. Continuous variables 

are winsorized at the 1st and 99th percentiles. Also, in line with prior international research (e.g., 

Choi et al., 2008; Numan & Willekens, 2012), we include country-level factors that may affect 

audit fees, such as HHI to control for the impact of audit market concentration, GDP (gross 

domestic product) and GDP_GROWTH to control for country size and wealth, and RULE to 

capture the impact of a country’s legal enforcement. We obtain data on GDP and RULE from 

World Bank. The data required to compute HHI is collected from Capital IQ. In all models, we 

report White-corrected standard errors clustered at the country-year level as this is the level at 

                                                           
16 Given the importance of SIZE as a determinant of audit pricing, we also include SIZE2 to capture any nonlinearities 

between the former and audit fees (Hay et al., 2006).  
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which our variables of interest are calculated. Appendix 1 describes in detail the construction of 

all variables used in the study.  

3.3. Survey Instrument, Sample Selection and Descriptive Statistics 

To gather information on the inspection commencement dates and other characteristics of the new 

audit oversight system implemented in accordance with the 2006/43/EC Directive, we sent a 

survey questionnaire via email to the secretaries of each POB of the 28 EU Member States plus 

Iceland and Norway, because they belong to the European Economic Area (EEA) and adopt all 

EU Directives. Our questions aim to collect data required to perform our baseline analysis as well 

as data related to the inspections and oversight dimensions discussed in Section 2. Appendix 2 

provides the questionnaire and accompanying notes. We solicited feedback on the survey content 

and design from several academic researchers, practitioners from the Institute of Chartered 

Accountants in England and Wales (ICAEW) and regulators (i.e., committee members at Financial 

Reporting Council).  

Eventually, we received responses from 20 countries (i.e., Bulgaria, Croatia, Denmark, Estonia, 

Hungary, Iceland, Lithuania, Malta, Slovakia, and Sweden did not reply). Since the data is sourced 

directly from the POBs, we consider the reliability of the data to be relatively high. If any responses 

were unclear, we sent follow-up emails to the POBs.17 If applicable, in cases of ambiguity we also 

cross-checked information received with the country profiles provided by the IFIAR website and 

with related information provided by the Federation of European Accountants (FEE, 2006, 

2015).18  

                                                           
17 The initial email was sent in the winter of 2018, and follow-up reminders were sent throughout 2018 and 2019. All 

correspondence with POBs, with a few exceptions, is written and is available on request from the authors. Approval 

was granted by the Research Ethics Committee.  
18 We also use country profiles provided by IFIAR to obtain information about the national law that transposed the 

2006/43/EC Directive. 
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Our initial treatment sample includes all listed companies domiciled in the 20 EU Member 

States for which we received a response.19 Based on the feedback we received, we then identify 

and eliminate companies trading on unregulated EU markets to whom POB inspections do not 

apply.20 We exclude companies from the financial sector, as their financial information is not 

comparable to that of other companies, and US cross-listed companies, as they may be subject to 

PCAOB inspections (Lamoreaux, 2016). We further require sample companies to have at least one 

observation in both the pre- and post-treatment periods and sample countries to have at least 20 

observations. The final treatment sample with the necessary data to estimate Equation (1) over 

2000–2016, comprises 1,191 unique companies (11,144 firm-years) from 13 EU countries, 

including all the large ones (i.e., UK, France, Germany, Italy, and Spain). The sample comprises 

approximately 94% of total market capitalization of the EU.21  

Our initial control sample consists of companies listed on unregulated EU markets to whom 

mandatory POB inspections do not apply. These markets relate to Austria, Czech Republic, 

Finland, Germany, Italy, Portugal, and the UK (which does not perform auditor inspections to 

companies listed on the Alternative Investment Market with a market value less than ₤200m.). 

Further, the control group includes listed companies in countries that have mandated IFRS but not 

public audit oversight. To identify these countries we start from a list of 50 countries with 

Worldscope data prepared by Carson et al. (2021; see their Table 1). They report 13 countries that 

did not adopt public audit oversight during our sample period. Using information from 

                                                           
19 Article 34 of the 2006/43/EC Directive specifies that companies are subject to the public oversight requirements of 

the country in which they are domiciled (‘home-country’). Hence we exclude non-domiciled companies from each 

country. We use the nationcode item from Worldscope (code WS06027) as well as ISIN codes to determine domicile.  
20 We identify companies trading on unregulated markets of relevant counties using hand-collected information from 

the stock exchange website in each country. 
21 We exclude Cyprus and Poland from the treatment group because they did not mandate POB inspections during our 

sample period. We also exclude Norway, which apparently has implemented a public audit oversight system since 

1995. Finally, we drop Greece, Latvia, Luxembourg and Romania due to insufficient required data.  
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www.iasplus.com, we classify 10 out of these 13 countries as IFRS-adopters, namely Argentina, 

Chile, Hong-Kong SAR, Israel, Jordan, Kuwait, Mexico, Oman, Peru and Ukraine. In addition, we 

include Cyprus and Poland, as these countries are also IFRS adopters but did not mandate POB 

inspections during our sample period. After applying the same sample selection criteria as those 

in our treatment group, we obtain a final control sample with the necessary data to estimate 

Equation (1), consisting of 1,792 unique companies (9,503 firm-years) from seven countries.  

Table 1, Panels A and B, provide the treatment and control sample distribution by country and 

by year, respectively. Panel C reports descriptive statistics for the variables used in Equation (1), 

separately for the treatment and control samples, along with a test of differences in the mean 

values. The descriptive evidence reveals significant differences in the mean values of almost all 

control variables between the treatment and control subsets. These differences are at least partially 

attributable to country and industry idiosyncrasies. Accordingly, in our empirical tests, we include 

firm fixed effects to account for unobservable firm-, industry-, and country-specific factors. We 

also perform additional tests to mitigate concerns that our findings could be driven by differences 

between the treatment and control sample (see Section 4.3). Finally, untabulated correlations do 

not suggest any unusual behavior or multicollinearity issues.    

3.4. POB Oversight and Inspections Characteristics 

Table OA3 describes the characteristics of the public audit oversight systems and their inspection 

processes across our sample treatment countries. In Panel A, we provide some general information 

regarding the new audit oversight system. As expected, there is significant variation in the timing 

of both the establishment of POBs and the commencement of inspections during our sample 

period. We exploit this heterogeneity in our empirical analysis. Importantly, in all but one of our 

sample countries, the initiation of auditor inspections does not coincide with the mandatory IFRS 
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adoption in 2005. Almost all sample countries had some form of peer review, self-regulation 

system, or both prior to the introduction of the new audit oversight regime. Moreover, as discussed 

seven sample countries do not extend the inspections scope to companies listed on unregulated 

markets.  

In Table 2, we summarize information about the inspections processes of our sample treatment 

countries presented previously in Table OA3, Panels B, C and D.22 First, we discuss the human 

resources of the national POBs. Specifically, only one country (Slovenia) employs fewer than five 

inspectors, whereas the maximum number of inspectors (between 25 and 50) is employed in the 

UK; in the remaining countries, the number of inspectors varies from five to 10 or from 10 to 25 

(Panel A). Moreover, the POBs in two countries (Belgium and Slovenia) employ fewer than 10 

employees (inspection and non-inspection staff), whereas the largest POBs are France and Spain 

(between 50 and 100 employees); in the remaining nine countries, the number of POB employees 

varies from 10 to 50 (Panel B). Finally, in one country (Ireland), the number of audit firms 

regulated by the POB ranges from five to 10, whereas in four countries, the POBs regulate more 

than 75 audit firms; in all other countries, the number of regulated audit firms varies significantly 

from 10 to 25 or from 25 to 50 or from 50 to 75 (Panel C).  

Regarding the duration of inspections, we observe that in about 18%, 36% and 45% of our 

sample countries, respectively, inspections of large auditors (i.e., Big Four or Big Six) last two to 

four weeks, four to eight weeks, or more than eight weeks. In the case of small auditors, only one 

country conducts inspections for one to two weeks (Germany) or for more than eight weeks 

(Spain). The remaining 30% of the sample countries inspect small audit firms for either less than 

                                                           
22 We report and discuss oversight and inspections characteristics for which we received clear answers with sufficient 

cross-country heterogeneity (for further details see Appendix 2). Our cross-sectional tests are also based on these 

characteristics.  
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one week or for two to four weeks, whilst 20% of the countries perform small auditor inspections 

for four to eight weeks (Panel D).23 With respect to the location of inspections, in about 69% of 

our sample countries inspections of large auditors occur only at the auditor’s office, whereas in the 

rest of the countries, these inspections occur both at the auditor’s and the POB’s offices. In the 

case of smaller auditors, inspections again are carried out either at the auditor’s premises only 

(~=69%) or at both locations (~=23%); only Germany conducts inspections of small auditors 

solely at the POB’s office (Panel E).  

Next, we focus on the POB’s funding sources and requirements for cooling-off. Specifically, 

three countries (Belgium, France and Italy) prohibit their inspectors from joining an audit firm 

immediately after they leave the respective POB; in the rest of our sample, there is no such 

constraint (Panel F). Finally, in about 46% of our countries, the new audit oversight system is 

funded solely by audit firms; two countries (Czech Republic and Slovenia) adopt a state-funding 

model, and the remaining five countries have mixed funding sources, always with partial audit 

firm and government participation (Panel G). Overall, there is considerable cross-country diversity 

in the functioning of the national POBs and their inspection processes. Accordingly, we construct 

several inspections indicators based on the raw inspection data described above and we exploit the 

aforementioned diversity in our empirical analyses (see Section 4).   

Untabulated country-level correlations do not display systematically high collinearity among 

the inspections indicators and the country-level control variables, suggesting that the former are 

distinct measures of the audit oversight system in a country separate from more general market 

size, wealth, economic growth and legal environment features. However, we acknowledge that our 

cross-sectional tests may suffer from endogeneity concerns, since the choice of some of the 

                                                           
23 The number of sample countries in Panel D is lower because Czech Republic and Italy (Czech Republic, Italy and 

Netherlands) did not provide information regarding inspections’ duration for large auditors (small auditors).   
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oversight and inspections characteristics may be related to country-specific factors, such as the 

quality of institutions and financial resources (Garcia Osma et al., 2014). Thus, the inclusion of 

country controls, such as GDP and RULE, in our empirical specification also helps us address 

these concerns. Moreover, country-level and firm-level correlations reveal multicollinearity 

among some inspections variables. Hence, we are not able to examine the audit fees effect of all 

inspections features of an oversight system simultaneously. Instead, we analyze one inspection 

characteristic at a time. However, the employment of firm-fixed effects (which include a country 

fixed effect component) help us mitigate concerns that the documented audit fees effects are 

attributable to other correlated oversight features. 

4. Empirical Results 

4.1. POB Inspections and Audit Fees  

We begin our empirical analysis by reporting univariate tests, followed by regression analyses. 

Based on the mean difference in audit fees between the pre-inspection and the post-inspection 

period, by treatment country, we observe that audit fees increase after the commencement of 

inspections for most of the treatment countries, and the increase is significant for the four largest 

EU countries (see Table OA4). This observation provides initial evidence that POB inspections 

are positively related with audit fees.  

In Table 3, we show the overall effect of POB inspections on audit fees using our baseline 

specification in Equation (1). We start by examining the time-series difference in audit fees before 

and after the commencement of auditor inspections in Model 1. The estimated coefficient on 

INSPECTION is 0.046 and significant at less than the 10% level. Next, we continue our empirical 

analysis following the DiD research design in Model 2. Again, the coefficient on INSPECTION is 

positive (0.043) and highly significant (t-stat=2.30), suggesting a 4.4 percent increase in audit fees 
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during the post-inspection period for companies, whose auditors are subject to POB inspections.24 

In both Models 1 and 2, the audit fee model behaves in line with expectations and has good 

explanatory power. These findings indicate increased audit fees for companies, whose auditors are 

subject to POB inspections in the post-inspection period.  

4.2. Assumptions of DiD Estimations  

Recent research points out that staggered DiD regressions can result in misleading inferences, 

because such regressions are susceptible to biases introduced by treatment effect heterogeneity 

(Baker et al., 2022). Biases arise because staggered DiD estimates capture a weighted average of 

many different comparisons, such as using firms that received the treatment early (late) as a control 

for firms receiving the treatment late (early). Baker et al. (2022) show that such comparisons can 

introduce bias if the treatment effect is heterogeneous and varies over time. Thus, we perform 

additional analysis to ensure the validity of our findings.  

First, we note that our never treated observations account for a large percentage of the total 

observations (9,503/20,647=46%) and a very large percentage of the treated observations 

(9,503/11,144=72%), suggesting that the potential bias related to our staggered DiD regressions is 

less problematic (Baker et al., 2022). Notwithstanding the above, we adopt the stacked 

methodology proposed by Baker et al. (2022) and implemented by Barrios (2021).25 Using this 

approach, INSPECTION remains positive and highly significant. In addition, following Basu and 

                                                           
24 We calculate the economic significance of INSPECTION based on the antilog of the 0.043 estimate. 
25 We create seven event-specific datasets based on the commencement of POB inspections by a given country. In our 

sample, POB inspections start at seven different years, namely year 2004 (UK), 2005 (France), 2007 (Belgium, 

Germany and Netherlands), 2009 (Czech Republic, Finland and Portugal), 2010 (Austria and Italy), 2011 (Spain) and 

2016 (Ireland and Slovenia). In each event-specific dataset, we restrict the control group to firms that never adopt 

POB inspections so the control group are “clean” controls within the dataset. These seven datasets are then stacked 

together, and a DiD regression of Equation (1) is estimated on this stacked dataset. As multiple datasets are stacked 

together, the sample size is increased significantly.  
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Grace (2022) we employ the two-stage DiD approach developed by Gardner (2021).26 Again, 

INSPECTION remains positive and significant at the 5% level (see Table OA5). 

Finally, we perform the traditional dynamic decomposition used to assess the validity of the 

parallel-trends assumption (i.e.., whether pre-treatment trends are similar between treatment and 

control firms). In doing so, we examine differences in audit fees between treatment and control 

companies by mapping out inspections effects in event-time. In Figure 1 (Online Appendix) we 

map out these effects by replacing our INSPECTION indicator with separate event-time dummies, 

each marking a period relative to the year of inspections’ commencement (t = 0), and plot the 

coefficient estimates of indicator variables that lead (t-5, t-4,…t-1) and lag (t+1, t+2,…t+5) 

INSPECTION.27 We find that the lead indicator variables are not significantly different from zero, 

which supports the parallel trends assumption. In contrast, in the inspection year, we observe an 

increase in the coefficient magnitude, which becomes economically higher and statistically 

significant in years t+1 and t+2. This evidence is consistent with prior studies also documenting 

inspections-related effects that persist over time (Gipper et al., 2020; Carson et al. 2021). Overall, 

these tests reinforce our primary inferences.  

4.3. Sensitivity Analyses  

To assess the robustness of our baseline findings reported in Table 3, Model 2, we perform a series 

of sensitivity tests (see Table OA6). First, as reported in Table 3, Panel C there are several 

differences between our treatment and control samples, raising concerns about our findings. The 

inclusion of firm fixed effects allows us, at least partially, to control for these differences. The 

                                                           
26 Specifically, using only the control sample we estimate the first-stage regression of audit fees with year-, firm-fixed 

effects and size. Then, we obtain the predicted residual for all companies (treatment and control) from this first-stage 

regression. In the second stage, we regress the residual against INSPECTION and all other control variables and fixed 

effects included in Equation (1).    
27 We omit the indicator t-2, which serves as benchmark period.  
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evidence regarding the parallel trends assumption is also reassuring. To mitigate further these 

concerns, we perform entropy balancing.28  Next, we re-estimate our baseline model after: a) 

replacing HHI with HHI_BIG5 that captures audit market concentration based on the Big5 audit 

firms (instead of all audit firms); and b) including GDP per capita, foreign direct investments (FDI) 

and market capitalization (MC). 29  Also, as presented in Table 2, in several countries, the 

inspections commencement year postdates the year of the POB establishment. It is likely that audit 

fees may change in anticipation of upcoming auditor inspections, following the POB formation. 

Accordingly, we re-estimate our baseline model after employing a binary indicator 

(ESTABLISHMENT) that switches on for treatment companies in the year that the respective POB 

was created and thereafter, and 0 otherwise. Moreover, because of the aforementioned timing 

difference between the POB establishment and the inspections commencement, Poland is included 

in the control sample (treatment sample) when using the INSPECTION (ESTABLISHMENT) 

indicator.30 Thus, we exclude Poland from the control sample.  

Further, we drop a small number of companies in treatment countries (primarily in the UK) that 

change their listing status from regulated to unregulated markets or vice versa, alternating thus 

between the treatment and control sample. As is common in international auditing research, our 

sample countries have different numbers of firms and hence receive different weights in 

regressions. To account for these differences, we equally weight countries, where the weights are 

                                                           
28 We balance the treatment and control sample on the first, second and third moment of all control variables used in 

Equation (1). Entropy balancing does not allow the inclusion of firm fixed effects in the 2nd stage regression. We 

therefore use year-, industry- and country- fixed effects. However, we also perform propensity score matching on all 

control variables used in Equation (1) with replacement and based on caliper 0.05 and 0.01, and after employing firm- 

and year- fixed effects in the 2nd stage regression (see Table OA7).    
29 Eierle et al. (2021) identify several country-level determinants of audit pricing. Given that time-invariant country 

factors are controlled by our firm fixed effects we focus on time-variant variables with available data, which we obtain 

from World Bank. To maintain the same sample size we fill in missing values using the average of non-missing values 

for each variable. But, we note that results remain unchanged when we repeat our analysis using a smaller sample.       
30 Poland established the national POB in 2009 but mandated POB inspections in 2017.    
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defined as the inverse of the number of observations per country (Choi & Wong, 2007). Finally, 

Christensen et al. (2013) document that a few EU countries experienced significant financial 

reporting enforcement changes, whereby the local supervisory authorities shifted from reactive to 

proactive reviews of financial statements during our sample period. Accordingly, we control for 

country-level enforcement changes (in addition to including the RULE variable).31 Overall, our 

findings are robust to a series of research design choices.    

4.4. Additional Analyses 

In further analyses, we investigate other potential costs of POB inspections as well as some of their 

benefits (see Tables OA8 and OA9). Specifically, besides increasing audit fees, when faced by 

POB inspections, auditors may selectively resign to avoid exposure to particular high-risk audit 

engagements or may price themselves out of the market, resulting in a dismissal by the client.32 In 

line with this argument, we find higher auditor turnover for clients, whose auditors may be 

inspected by the national POB. Further, theory and prior evidence suggest that smaller auditors 

incur proportionally higher compliance costs after significant regulatory changes, due to fewer 

resources and economies of scale (e.g., DeFond & Lennox, 2011). On the other hand, larger 

auditors subject to more stringent regulations are likely to experience higher client turnover, due 

to greater litigation and reputation concerns (e.g., Rama & Reed, 2006). Accordingly, we 

investigate the audit fees and audit changes effects of POB inspections for Big5 and non-Big5 

auditors. Consistent with the above arguments, we find that the documented inspections-related 

increase in audit fees is more prominent, and almost double, for smaller auditors. We also show 

                                                           
31 Following Christensen et al. (2013) we include a binary variable equal to 1 for Finland and UK for all observations 

ending on and after 2005; for Germany and Netherlands for all observations ending on or after 2006; and for Ireland 

for all observations ending on or after 2007.  
32 Auditor changes may be driven by supply forces (i.e., the auditor rejects a particular client) or demand forces (i.e., 

a client refuses to be audited by a particular auditor). Our data does not allow us to distinguish between the two 

alternative explanations.    
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that the documented inspections-related increase in auditor changes is attributed primarily to larger 

auditors. Finally, we test whether POB inspections are associated with improvements in audit and 

financial reporting quality, using several traditional proxies. We find only limited evidence of 

lower accruals for clients whose auditors are subject to POB inspections.      

4.5. Cross-Sectional Analysis: The Role of POB Oversight and Inspections Characteristics   

In this section, we investigate whether the POB inspections effects on audit fees vary across 

countries, depending on specific characteristics of the POB oversight system and its inspections. 

In all models, we estimate Equation (1) using the DiD design and after dividing our treated 

observations into non-overlapping subsets, according to the conditioning variable of interest. In all 

cases, we construct the relevant variables based on the distributions reported in Table 2. Also, we 

report the number of observations in each INSPECTION subgroup, but to conserve space, we do 

not report the estimates of the control variables included.  

4.5.1. POB Resources 

We begin by examining the differential effects of POB inspections on audit fees, depending on the 

number of inspectors, the overall number of staff employed by the national POBs, the duration and 

location of inspections. We report the findings of this analysis in Table 4 in Panels A, B, C, and D 

respectively.  

 In Panel A, we divide our treated observations into two non-overlapping subsets by constructing 

INSPECTIONInspectors_High and INSPECTIONInspectors_Low that, respectively, equal 1 for treatment 

company-years in countries where the number of inspectors is between 10 and 25 or between 25 

and 50; and less than five or between five and 10. 33  Therefore the coefficient on 

                                                           
33 As reported in Table 2, Panel A, there is only one country where the number of inspectors is less than five. Similarly, 

there is only one country where inspectors range between 25 and 50. Accordingly, we group these countries with their 

immediately closest cohort.   
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INSPECTIONInspectors_High (INSPECTIONInspectors_Low) captures the audit fees effects for treatment 

companies in EU countries with a high (low) number of inspectors employed. As reported in Model 

1, the inspections-related increase in audit fees is concentrated among POBs with a high number 

of inspectors; the estimate on INSPECTIONInspectors_High is 0.057 and significant at the 5% level, 

whereas the estimate on INSPECTIONInspectors_Low is insignificant. We note that the 

INSPECTIONInspectors_High cluster includes France, Germany, Italy, Netherlands, Spain, and the UK.   

 Arguably, the conditioning effects of inspector resources may also depend on the volume of the 

inspection work. Similar to Hanlon and Shroff (2022), we proxy for the latter using the number of 

audit firms regulated, and we define a Audit_Firms_Low (Audit Firms_High) indicator if the 

number of audit firms is between five and 10 or between 10 and 25 or between 25 and 50 (between 

50 and 75 or greater than 75).34 Next, we again split our treated observations into four non-

overlapping subsets using the following binary variables: INSPECTIONInspectors_High/Audit Firms_Low, 

INSPECTIONInspectors_High/Audit Firms_High, INSPECTIONInspectors_Low/Audit Firms_Low, and 

INSPECTIONInspectors_Low/Audit Firms_High. In all cases, INSPECTIONInspectors_High and 

INSPECTIONInspectors_Low refer to the number of inspectors and are defined as before. Consistent 

with prior research (Hanlon & Shroff, 2022), Model 2 reveals that the documented inspections 

increase in audit fees is evident only among POBs with a high number of inspectors, relative to 

the volume of inspected auditors; the estimated coefficient on INSPECTIONInspectors_High/Audit 

Firms_Low is positive (0.081) and highly significant, whereas all other inspection estimates are 

insignificant. Note that the INSPECTIONInspectors_High/Audit Firms_Low cluster includes Italy and the UK.   

 In Panel B, we divide our treated observations into two non-overlapping subsets, conditional 

on the number of all employees (i.e., inspection and non-inspection staff). Again, we construct 

                                                           
34 As reported in Table 2, Panel C, there is only one country where the number of audit firms regulated ranges between 

five and 10. Accordingly, we group this country with its immediately closest band.  
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INSPECTIONEmployees_High and INSPECTIONEmployees_Low, that, respectively, equal 1 for treatment 

company-years in countries where the number of employees is between 50 and 100; and less than 

10 or between 10 and 50. Model 1 reports that the inspection increase in audit fees is evident only 

in countries with well-staffed POBs; INSPECTIONEmployees_High is positive (0.118) and significant 

at 1% level, whereas INSPECTIONEmployees_Low is insignificant. Next, following the distribution of 

the employees variable presented in Table 2, Panel B, we divide the treated observations into three 

non-overlapping subsets by employing alternative binary indicators, as follows: 

INSPECTIONEmployees_High, measured as previously, and INSPECTIONEmployees_Medium  

(INSPECTIONEmployees_Low), which relates to inspection observations when the number of 

employees is between 10 and 50 (less than 10). Again, in Model 2 only, INSPECTIONEmployees_High 

is significantly positive, confirming our previous inferences. Notably, the INSPECTION 

Employees_High subset includes France and Spain.  

 Finally, we employ a relative measure of employees using the number of audit firms regulated, 

as in Panel A.35 In Model 3, the estimate on INSPECTIONEmployees_High is still positive (0.121) and  

significant at 1% level, whereas the estimates on INSPECTIONEmployees_Low/Audit Firms_Low and 

INSPECTIONEmployees_Low/Audit Firms_High are significantly positive (0.066) and negative (-0.077), 

respectively. These findings suggest that the inspections-related increase in audit fees occurs not 

only in POBs with relatively high employee resources but also in countries with less staff, as long 

as they regulate a relatively low number of audit firms; these countries are Austria, Czech 

Republic, Finland, Ireland, Italy, Slovenia and the UK. But, in countries with inadequate POB staff 

resources (relative to the volume of inspected auditors), there seems to be a reduction in audit fees; 

these countries are Belgium, Germany, the Netherlands, and Portugal.  

                                                           
35 In this case, we cannot split INSPECTIONEmployees_High into two further subsets depending on the number of audit 

firms regulated because there is no variation in the latter for this INSPECTION subgroup.  
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 In Panel C, we divide the treated observations into three non-overlapping subsets conditional 

on the inspections’ duration by employing the following indicators: INSPECTIONShort, 

INSPECTIONMedium and INSPECTIONLong. For large (small) auditors, INSPECTIONShort relates to 

treated observations in countries where inspections last two to four weeks (less than one week or 

between one and two weeks); INSPECTIONMedium refers to inspection observations with an 

inspection duration of four to eight weeks (two to four weeks); and INSPECTIONLong relates to 

treated observations where inspections may take more than eight weeks (between four and eight 

weeks or more than eight weeks).36 As reported, INSPECTIONLong is positive (0.055 and 0.197 for 

large and small auditors respectively) and significant at 1% level; in contrast, the estimates of the 

other inspection indicators are insignificant for both types of auditors. We note that the 

INSPECTIONLong subset includes several countries such as Netherlands, Ireland, Portugal, 

Slovenia and Spain.  

 In Panel D, we split the inspection observations into two non-overlapping subsets conditional 

on the inspections’ location by employing INSPECTIONBoth and INSPECTIONNot_Both, which, 

respectively, relate to treated observations in countries where inspections occur or do not occur at 

the POB’s premises and the auditor’s office. As reported, INSPECTIONBoth is positive (0.123 and 

0.224 for large and small auditors respectively) and significant at 1% level; in contrast, the estimate 

of INSPECTIONNot_Both is insignificant for both types of auditors. Noted that the INSPECTIONBoth 

cluster includes Finland, Germany, Italy and Spain in the case of large auditors, and all the above 

countries except for Germany in the case of small auditors.  

                                                           
36 As reported in Table 2, Panel D, there is only one country, where inspections of small auditors may last less than 

one week. Similarly, there is only one country, where the duration of small auditor inspections can be more than eight 

weeks. Accordingly, we group these two countries with their immediately closest band. 
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 To put our findings in perspective, audit fees increase by as much as 12.9 percent for clients 

whose auditors are inspected by well-staffed POBs; or by 5.7 (13.1) percent when inspections of 

large auditors last longer (take place both at the auditor’s and the POB premises). Taken together, 

the results in Table 4 suggest that the inspections-related increase in audit fees is incurred primarily 

by auditors’ clients in countries with more inspector or overall POB staff (either in absolute or 

relative terms), performing inspections for a longer period both at the auditor’s and the regulator’s 

premises. In these countries, POB inspections are potentially more rigorous and time-consuming. 

When, however, POB human resources are inadequate (relative to the volume of inspection work), 

the transition to public oversight may have adverse effects resulting in lower audit fees, possibly 

due to less rigorous and laborious inspections.  

4.5.2. POB Independence   

We continue our cross-sectional analysis by examining the differential effects of POB inspections 

on audit fees, conditional on the system’s independence. We present the findings of this analysis 

in Table 5. 

First, we investigate the effects of the cooling-off condition, that is, whether inspectors are 

prohibited from working at an audit firm immediately after they leave the POB. In doing so, we 

obtain two non-overlapping subsets of the inspection observations using INSPECTIONCool_Yes and 

INSPECTIONCool_No, which relate to treated observations in countries with and without the 

cooling-off condition, respectively. The cooling-off condition is required in Belgium, France, and 

Italy. As reported in Model 1, the inspections-related increase in audit fees is apparent only in 

countries where inspectors are not allowed to be employed by an audit firm immediately after 

ceasing to work for the POB. The estimate on INSPECTIONCool_Yes is positive (0.178) and highly 
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significant (t-stat=3.40), suggesting a 19.5 percent increase in audit fees, whereas 

INSPECTIONCool_No is insignificant.  

Second, we investigate the effects of the POB’s funding arrangements. Accordingly, we 

construct three indicators as follows: INSPECTIONMixed_Fund, which refers to treated observations 

in countries with mixed funding; INSPECTIONAuditor_Fund, which refers to inspection observations 

where funding comes only from fees paid by auditors; and INSPECTIONGov_Fund, where POBs are 

funded only by the state budget. As reported in Model 2, the inspections audit fee increase is 

concentrated among POBs with mixed funding. Only INSPECTIONMixed_Fund is significantly 

positive (0.068 with a t-stat=2.37), corresponding to a 7 percent audit fees increase, while the other 

two inspection indicators are insignificant. The INSPECTIONMixed_Fund cluster includes Austria, 

Ireland, Italy, Portugal, and the UK.  

Taken together, the results in Table 5 reveal that the inspections increase in audit fees is incurred 

primarily by companies in countries, whose POBs impose an inspector cooling-off period, which 

mitigates the revolving-door phenomenon, or in countries where the system’s funding is not 

captured by one stakeholder. In these countries, POB oversight and inspectors are potentially more 

independent.37    

4.5.3. Other Cross-Sectional Tests 

We complete the cross-sectional analysis by conducting two additional tests. First, to shed more 

light on the role of the resources of the new system, we investigate the differential inspections 

effect on audit fees conditioning on the system’s annual budget. In particular, we split our treated 

observations into those with high and low budget (INSPECTIONBudget_High and 

                                                           
37 A possible concern is that we always obtain the same group of countries when sorting our sample using the 

inspections conditioning variables; as a result, the reported conditional audit fees effects of inspections may be driven 

by a single set of countries. However, as described in the text, while there is naturally some level of overlap of countries 

across the various clusters, there is also considerable heterogeneity.  
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INSPECTIONBudget_Low) using a binary variable based on the median value of the 2017 annual POB 

budget; this information is drawn from our survey. Naturally, we expect higher audit fees for 

treatment companies in countries with better-funded POBs. Table OA10 indicates that the 

estimates of INSPECTIONBudget_High is of the predicted sign albeit insignificant.38 

 Second, numerous prior studies demonstrate the vital role of enforcement in the effectiveness 

of capital markets and financial reporting regulation (Leuz and Wysocki 2016); whereas the survey 

findings of Hanlon and Shroff (2022) highlight auditors’ response to inspectors’ feedback in order 

to reduce the risk of enforcement actions and fines. Accordingly, we examine the conditioning 

inspections effect on audit fees depending on the enforcement type of the new regime. Similar to 

Carson et al. (2021) we distinguish our treated observations into two sub-groups: those where the 

national POB can directly impose sanctions on non-compliant audit firms (INSPECTIONDirect) and 

those with a POB that either oversees the enforcement process or has no enforcement authority 

(INSPECTIONThrough_No). In line with Carson et al. (2021), Table OA11 reveals that the increase 

in audit fees is evident only for POBs with direct enforcement authority, suggesting that these 

POBs are perceived as having more power and credibility and therefore potentially as more 

effective in modifying auditors’ behaviour. 39      

5. Conclusions 

We examine the audit pricing implications of auditor inspections under the new public oversight 

regime in the EU. Also, we investigate the cross-sectional variation of inspections-related audit 

fees effects across EU countries conditional on: a) the level of resources invested in inspections 

                                                           
38 However, we note that this analysis is subject to two caveats: a) the budget data relates only to 2017 and therefore 

is time-invariant; and b) the sample is reduced by 30% given that six out of 13 treatment countries did not provide any 

budget information. 
39 We classify the enforcement type of our treatment countries based on information reported by Carson et al. (2021; 

see their Table 1). Accordingly, we employ  a sample of nine treatment countries (instead of 13) due to missing data. 

Moreover, in our treatment sample only the German POB oversees the enforcement process; therefore, we group 

Germany with countries, whose POB has no enforcement power.  
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and b) the independence of the system. First, we document increased audit fees for clients of 

auditors inspected by national POBs in the post-inspection period. We also show that the 

inspections-related increase in audit fees is incurred primarily in countries with well-staffed POBs, 

conducting inspections for a longer period at both the auditor’s and the regulator’s premises; as 

well as in countries with independent inspectors, and mixed-funded POB systems with less 

influence from any one stakeholder.  

The establishment of public oversight in the EU aimed at fostering rigorous auditing, but this 

comes at a price. In line with this conjecture, our findings suggest higher audit fees following the 

introduction of public oversight and POB inspections in the EU. However, the implementation of 

POB inspections is not expected to change audit pricing similarly across all EU countries. Instead, 

such changes are likely to vary depending on the POB’s capacity and independence, which can 

determine POB’s effectiveness. Our findings confirm this argument. To the extent that increased 

audit fees are driven by greater audit effort (at least partially), our findings suggest that the mere 

introduction of POBs and their inspections does not result by default in more rigorous auditing. 

Instead, this objective is faced with several challenges relating to the effectiveness of the new 

POBs and their inspections.  

Naturally, our study is subject to limitations. First, although relying on survey responses 

invariably introduces some measurement error, in our study it is unlikely to be the cause of a 

systematic bias as our respondents report concrete facts rather than perceptions (Bloomfield et al., 

2016). Also, despite our best efforts to employ a tight identification strategy and many sensitivity 

analyses, we cannot entirely rule out the possibility that documented audit fees effects are driven 

by other concurrent events that coincide with the timing of the introduction of auditor oversight in 

any specific country and that may affect audit pricing. 
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Despite these limitations, we believe our study provides unique evidence on audit pricing and 

the conditions under which public oversight may affect it. Obtaining data on oversight systems 

and inspections processes is very challenging. Therefore, our study may facilitate further research 

aiming to understand whether, how, and when oversight and inspections inputs affect auditor 

outputs.  
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Appendix 1: Variable definitions (with Worldscope item numbers in parantheses)  
Dependent variable  

AUDIT_FEES Natural log of audit fees in thousands of US$ (01801). 

Variables of interest  

INSPECTION  Binary variable that equals 1 for treatment companies ending on or after the year 

that POB inspections commenced, and 0 otherwise. 

INSPECTIONInspectors_High Binary indicator that equals 1 for treated observations, where the number of 

inspectors is between 10 and 25 or between 25 and 50, and 0 otherwise. 

INSPECTIONInspectors_Low 

 
Binary indicator that equals 1 for treated observations, where the number of 

inspectors is less than 5 or between 5 and 10, and 0 otherwise. 

INSPECTIONEmployees_High Binary indicator that equals 1 for treated observations, where the number of 

employees is between 50 and 100, and 0 otherwise. 

INSPECTIONEmployees_Low 

 

Binary indicator that equals 1 for treated observations, where the number of 

employees is less than 10 or between 10 and 50, and 0 otherwise. 

Binary indicator that equals 1 for treated observations, where the number of 

employees is less than 10, and 0 otherwise. 

INSPECTIONEmployees_Medium 
 

Binary indicator that equals 1 for treated observations, where the number of 

employees is between 10 and 50, and 0 otherwise. 

Audit Firms_Low Binary indicator that equals 1 for treated observations, where the number of 

inspected audit firms is between 5 and 10 or between 10 and 25 or between 25 

and 50, and 0 otherwise. 

Audit Firms_High Binary indicator that equals 1 for treated observations, where the number of 

inspected audit firms is between 50 and 75 or greater than 75, and 0 otherwise. 

INSPECTIONLong Binary indicator that equals 1 for treated observations with an inspections duration 

more than eight weeks (four to eight weeks or more than eight weeks) for large 

(small) audit firms.  

INSPECTIONMedium Binary indicator that equals 1 for treated observations with an inspections duration 

of four to eight weeks (two to four weeks) for large (small) auditors. 

INSPECTIONShort Binary indicator that equals 1 for treated observations with an inspections duration 

of two to four weeks (less than one week or between one and two weeks) for large 

(small) auditors. 

INSPECTIONBoth Binary indicator that equals 1 for treated observations, where inspections take 

place at both the POB’s offices and the auditor’s offices (large or small auditors), 

and 0 otherwise. 

INSPECTIONNot_Both Binary indicator that equals 1 for treated observations, where inspections do not 

take place at both the POB’s offices and the auditor’s offices (large or small 

auditors), and 0 otherwise. 

INSPECTIONCool_Yes Binary indicator that equals 1 for treated observations with the cooling-off 

condition, and 0 otherwise. 

INSPECTIONCool_No Binary indicator that equals 1 for treated observations without the cooling-off 

condition, and 0 otherwise. 

INSPECTIONMixed_Fund Binary indicator that equals 1 for treated observations with mixed funding, and 0 

otherwise. 

INSPECTIONAuditor_Fund Binary indicator that equals 1 for treated observations with auditor funding only, 

and 0 otherwise. 

INSPECTIONGov_Fund Binary indicator that equals 1 for treated observations with government funding 

only, and 0 otherwise. 

ESTABLISHMENT Binary indicator that equals 1 for treatment companies ending on or after the year 

that POB was created, and 0 otherwise. 
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Firm-specific controls   

AUDIT_CHANGE Binary indicator that equals 1 if the company changes audit firm, 0 otherwise. 

BIG5  

 

Binary indicator that equals 1 if the company is audited by a Big5 audit firm 

(Arthur Andersen; Deloitte; EY; KPMG; PWC), and 0 otherwise. 

BM Book value of equity (03501) scaled by market value of equity (08001). 

BUSY Binary indicator that equals 1 for fiscal year ending 31/12 (05350), and 0 

otherwise. 

CFO Cash flow from operations (04860) scaled by total assets (02999).  

FORSALES Ratio of foreign sales to total sales (08731). 

IFRS  Binary indicator that equals 1 if the company reports under IFRS, and 0 otherwise. 

We identify IFRS adopters based on the reporting standards used in each firm-

year and the coding applied by Daske et al. (2012). 

INVREC Ratio of the sum of inventories (02101) and receivables (02051) to total assets 

(02999). 

LEVERAGE Ratio of long-term debt (03251) to total assets (02999). 

LIQUIDITY Ratio of current assets (02201) to current liabilities (03101). 

LOSS Dummy variable that equals 1 if the company reports a net loss (01651) in the 

current year, and 0 otherwise. 

NBS Natural log of 1 plus the number of business segments (19503-19593).  

NEG_EQUITY Binary indicator that equals 1 if the company reports a negative book value of 

equity (03501), 0 otherwise 

IMPAIRMENTS Binary indicator that equals 1 if the company reports an impairment loss on 

goodwill (WC18225), intangible assets (WC18226), PPE (WC18274), financial 

assets (WC18275), 0 otherwise.  

NGS Natural log of 1 plus the number of geographical segments (19603-19693). 

ROA Ratio of net income before extraordinary items (01551) to total assets (02999). 

OPINION  Binary indicator that equals 1 if the company receives a qualified audit opinion 

(07546), and 0 otherwise. 

SIZE Natural log of total assets in thousands of US$ (07230). 

Country-specific controls             

GDP Natural log of gross domestic product in current US$.  

GDP_GROWTH 

GDP PER CAPITA 

GDP increase (or decrease) from year t-1 to year t scaled by lagged GDP. 

GDP divided by midyear population. 

HHI 

 

 
 

 
HHI_BIG5 

 

 
 

FDI 
 

MC 

The Herfindahl index, calculated for each country and year as HHI=∑  [𝑠𝚒/𝑁
𝑖=1

𝑆]2, where N is the total number of all audit firms within a country, s is the size 

of each audit firm measured by total audit fees earned, and S is the size of the 

total audit market of the country. Higher values denote higher market 

concentration.  

The Herfindahl index, calculated for each country and year as HHI=∑  [𝑠𝚒/𝑁
𝑖=1

𝑆]2, where s is the size of each Big5 audit firm measured by total audit fees 

earned, and S is the size of the total Big5 audit market of the country. Higher 

values denote higher market concentration. 

The net inflows (new investment inflows less disinvestment) from foreign 

investors, scaled by GDP. 

Market capitalization scaled by GDP. 

RULE The rule of law from the World Bank Governance Indicators. Higher values 

reflect higher legal enforcement.  

 

Appendix 2: Survey questionnaire  

This questionnaire was sent to the secretaries of the EU POBs. The questionnaire includes 17 questions, of which 

seven questions provide potentially useful information for the study’s research design and baseline analysis. 

Specifically, Q1, Q2, Q3 and Q4, respectively, relate to the POB establishment year, the prior auditor regulatory 
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system, the first year of inspections and the type of companies, whose auditors are subject to inspections. We 

use this information to set up our research design whereas we report information drawn from Q2 in Table OA3. 

Moreover, Q5, Q8 and Q9 refer to the scope of inspections. We could not derive any useful information from 

these questions (e.g., in Q8 the vast majority of countries replied ‘No’ leaving thus Q9 empty). 

The remaining ten questions aim at gathering information regarding the transparency (Q6 and Q7), resources 

(Q10-Q14a,b,d and Q16), independence and appointment process (Q14c, Q15 and Q17) of the new oversight 

system. We perform our cross-sectional tests based on information derived from the above questions.  

We employ answers to all the above questions except for Q6, Q7, and Q17 because of lack of cross-country 

variation. Specifically, Q6 and Q7, respectively, relate to the disclosure of inspection reports and performance 

summary score at the audit firm-level. However, responses to Q6 reveal that inspection findings at the audit firm-

level are publicly available only in the UK and only for the eight largest audit firms; all other POBs in our sample 

provide only aggregate inspection reports. Similarly, responses to Q7 reveal that only the UK POB discloses a 

performance summary score to inspected audit firms and their clients. Finally, survey responses to question 17 

reveal that all POB members are non-practitioners for all sample treatment countries; and that in all countries 

the government participates in the appointment of POB members.  

 

Auditor Regulation: Public Oversight in the EU 
General information 

1. When was the national public oversight board (POB) established in accordance with the EU Directive 

2006/43/EC? Year: ____________________ 

2. How were auditors of publicly listed companies regulated immediately prior to the creation of the public 

oversight body that exists now (please check all that apply)? 

a. Self-regulation system carried out by the national professional accounting body (bodies)  

b. A peer-review system, where auditors inspected each other’s audit practices 

c. Another public oversight body that was replaced by the existing one 

d. There was no form of auditor oversight prior to the creation of the current POB 

e. I do not know what system existed before 

f. Other (please specify): ____________________ 

Inspections 
3. When did the national POB begin inspecting audit firms?* Year: ____________________ 

4. Inspections are carried out for audit firms that conduct/participate in the audits of (please check all that 

apply): 

□ Publicly listed companies on regulated markets □ Publicly listed companies on unregulated markets 

□ Private (i.e. unlisted) limited liability companies □ Others (please specify): ____________________ 

5. Are larger audit firms (e.g. big-four or big-six auditors) subject to different levels of oversight than smaller 

audit firms? 

□ Yes (please specify the differences): ____________________  □ No  □ I do not know 

6. Which groups of stakeholders can access an audit firm’s individual inspection report (please check all that 

apply): 

□ Inspected audit firms’ partners 

□ Clients of the inspected audit firms, and in particular: 

□ Clients’ Board of Directors (e.g. Audit Committee) 

□ Clients’ large shareholders/debtholders  

□ It is made available to the general public  □ Others (please specify): ____________________ 

7. Are inspected audit firms given a summary score (rating) of their performance at the end of the inspection? 

□ Yes and (please check all that apply)… 

□ The score is shared with the audit clients’ Board of Directors (e.g. Audit Committee) 

□ The score is made available to the clients’ shareholder/debtholders 

□ The score is made available to the general public  

                                                           
* Please note that if the answer to question 2 is c, all remaining questions refer to the current POB, which was established in 

accordance with the EU Directive 2006/43/EC and replaced the previous POB.   
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□ The score is only privately available to the inspected audit firm 

□ No    □ I do not know 

8. Has the scope of inspections (as described in questions 4, 5, 6 and 7) changed since the establishment of the 

national POB?* 

□ Yes   □ No   □ I do not know 

9. If you answered yes to the above question, please specify when and how: 

Year of changes: ____________________    Scope of changes: ____________________ 

10. Where do the inspections for larger audit firms (e.g. big-four or big-six auditors) typically take place? 

□ The auditor’s office □ The POB’s office □ Other (please specify): ____________________ 

11. Where do the inspections for smaller audit firms typically take place? 

□ The auditor’s office □ The POB’s office □ Other (please specify): ____________________ 

12. What is the typical duration of an inspection for a larger audit firm (e.g. big-four or big-six auditors)?  

□ Less than 1 week □ Between 1 and 2 weeks □ Between 2 and 4 weeks □ Between 4 and 8 weeks 

□ Greater than 8 weeks □ I do not know 

13. What is the typical duration of an inspection for a smaller audit firm? 

□ Less than 1 week □ Between 1 and 2 weeks □ Between 2 and 4 weeks □ Between 4 and 8 weeks 

□ Greater than 8 weeks □ I do not know 

14. Please provide a few details about the following POB characteristics: 

a. Number of inspectors currently employed by the POB: 

□ Less than 5 □ Between 5 and 10 □ Between 10 and 25 □ Between 25 and 50 □ Between 50 and 75 

□ Greater than 75 □ I do not know 

b. Number of audit firms currently regulated by the POB: 

□ Less than 5 □ Between 5 and 10 □ Between 10 and 25 □ Between 25 and 50 □ Between 50 and 75 

□ Greater than 75 □ I do not know 

c. Is the inspection staff prohibited from working at an audit firm immediately after they leave the POB: 

□ Yes   □ No   □ I do not know 

d. Number of employees (inspection plus non-inspection staff) currently employed by the POB: 

□ Less than 10 □ Between 10 and 50 □ Between 50 and 100 □ Between 100 and 150  

□ Greater than 150 □ I do not know 
Funding 

15. What are the funding sources of the national POB? 

□ Government/tax payer □ Audit firms □ Publicly listed companies □ Others (please specify):___ 

              □ Mixed funding (please specify): _______ 

16. What was the approximate 2017 annual budget of the national POB that was used for the inspection 

program? Approximate inspection budget (please indicate currency): ____________________ 
Information about POB Board Members 

17. Please provide a few details about the following: 

a. Number of board members currently serving:____________________ 

b. Number of board members that are ‘non-practitioners’*:____________________ 

c. Who appoints the board members:____________________ 

18. Would you mind if we follow up with you about some of the responses to your survey question? 

□ Please do not contact me. 

□ Please feel free to contact me with further questions.  

Best way to contact me is by: □ Phone:  □ Email: 

  

                                                           
* For example, have there been any changes in relation to questions 4, 5, 6 and 7 following the amendments brought about with the 

2014 EU Regulation and Directive?  
* According to EU Directive 2006/43/EC, a ‘non-practitioner’ means any natural person who, for at least three years before his or 

her involvement in the governance of the public oversight system, has not carried out statutory audits, has not held voting rights in 

an audit firm, has not been a member of the administrative or management body of an audit firm and has not been employed by, or 

otherwise associated with, an audit firm. 
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Table 1: Sample distribution and descriptive statistics 

 

 Panel A: Sample distribution by country 

 

Panel B: Sample distribution by year 
 Treatment Sample Control Sample 

Year N % N % 

2000 432 3.88 262 2.76 

2001 453 4.06 367 3.86 

2002 481 4.32 415 4.37 

2003 552 4.95 455 4.79 

2004 490 4.40 455 4.79 

2005 683 6.13 524 5.51 

2006 802 7.20 524 5.51 

2007 850 7.63 625 6.58 

2008 846 7.59 693 7.29 

2009 837 7.51 687 7.23 

2010 812 7.29 662 6.97 

2011 814 7.30 649 6.83 

2012 691 6.20 671 7.06 

2013 681 6.11 706 7.43 

2014 626 5.62 660 6.95 

2015 576 5.17 587 6.18 

2016 518 4.65 561 5.90 

Total 11,144 100 9,503 100 

 

 

 

 Treatment Sample  Control Sample 

Country N % Country N % 

Austria 84 0.75 Cyprus 31 0.33 

Belgium 310 2.78 Germany 198 2.08 

Czech Republic 26 0.23 Hong-Kong SAR 1,159 12.2 

Finland 681 6.11 Israel 341 3.59 

France 944 8.47 Italy 33 0.35 

Germany 1,737 15.59 Poland 1,365 14.36 

Ireland 218 1.96 UK 6,376 67.09 

Italy 1,176 10.55    

Netherlands 93 0.83    

Portugal 216 1.94    

Slovenia 37 0.33    

Spain 779 6.99    

UK 4,843 43.46    

Total 11,144 100 Total 9,503 100 
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Panel C: Descriptive statistics 
 

Treatment Sample (N=11,144)         Control Sample (N=9,503) 
 

Variable Mean Median Std. Dev Mean Median Std. Dev Difference 

AUDIT_FEES 6.305 6.253 1.269 4.760 4.742 1.149 0.000 

INSPECTION 0.662 1.000 0.473 0.000 0.000 0.000 0.000 

SIZE 12.968 12.870 1.741 10.878 10.807 1.759 0.000 

NBS 1.169 1.099 0.535 0.948 0.693 0.539 0.000 

NGS 1.279 1.386 0.560 1.008 1.099 0.570 0.000 

FORSALES 0.384 0.360 0.333 0.295 0.086 0.362 0.000 

LEVERAGE 0.144 0.109 0.146 0.088 0.024 0.134 0.000 

INVREC 0.347 0.337 0.196 0.280 0.243 0.207 0.000 

ROA 0.014 0.037 0.158 -0.089 0.017 0.317 0.000 

LOSS 0.231 0.000 0.422 0.412 0.000 0.492 0.000 

BM 0.736 0.572 0.717 0.915 0.658 1.021 0.000 

CFO 0.068 0.073 0.115 -0.017 0.036 0.221 0.000 

LIQUIDITY 1.712 1.376 1.432 2.478 1.525 2.915 0.000 

BIG5 0.824 1.000 0.381 0.460 0.000 0.498 0.000 

OPINION 0.008 0.000 0.090 0.034 0.000 0.181 0.000 

AUDIT_CHANGE 0.112 0.000 0.315 0.136 0.000 0.343 0.000 

BUSY 0.684 1.000 0.465 0.557 1.000 0.497 0.000 

IFRS 0.781 1.000 0.413 0.580 1.000 0.494 0.000 

NEG_EQUITY 0.028 0.000 0.164 0.053 0.000 0.223 0.000 

IMPAIRMENTS 0.936 1.000 0.245 0.751 1.000 0.432 0.000 

GDP 28.176 28.499 0.822 27.913 28.506 1.013 0.000 

GDP_GROWTH 0.034 0.038 0.088 0.029 0.040 0.089 0.000 

HHI 0.401 0.356 0.163 0.403 0.357 0.175 0.526 

RULE 1.500 1.684 0.429 1.517 1.684 0.369 0.003 

Table 1, Panels A and B present the treatment and control sample distribution by country and by year, respectively. Panel C reports descriptive statistics, 

separately for the two samples, of all variables used in Equation (1). The exact levels of significance of the two-sided t-tests of the difference in means are also 

reported. AUDIT_FEES is the natural log of audit fees in thousands of US$. INSPECTION is a binary indicator that equals 1 for treatment companies ending on 

or after the year that POB inspections commenced, and 0 otherwise. See Appendix 1 for definitions of all other variables. All continuous variables are winsorised 

at the 1st and 99th percentiles. 
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Table 2: POB characteristics 

 

Panel A: No. inspectors                                         Panel B: No. employees                                      Panel C: No. audit firms 

 N %   N %   N % 

Less than 5 1 7.69  Less than 10 2 15.38  Less than 5 0 0.00 

Between 5 and 10 6 46.15  Between 10 and 50 9 69.23  Between 5 and 10 1 7.69 

Between 10 and 25 5 38.46  Between 50 and 100 2 15.38  Between 10 and 25 3 23.08 

Between 25 and 50 1 7.69  Between 100 and 150 0 0.00  Between 25 and 50 3 23.08 

Between 50 and 75 0 0.00  Greater than 150 0 0.00  Between 50 and 75 2 15.38 

Greater than 75 0 0.00      Greater than 75 4 30.77 

Total 13 100  Total 13 100  Total 13 100 

 

Panel D: Inspections’ duration                                                             Panel E: Inspections’ location                                       

 Large Auditors  Small Auditors   Large Auditors  Small Auditors 

 N %  N %   N %  N % 

Less than 1 week - -  3 30.00  Auditor’s office 9 69.23  9 69.23 

Between 1 and 2 weeks - -  1 10.00  POB’s office 0 0.00  1 7.69 

Between 2 and 4 weeks 2 18.18  3 30.00  Both 4 30.77  3 23.08 

Between 4 and 8 weeks 4 36.36  2 20.00        

Greater than 8 weeks 5 45.46  1 10.00        

Total 11 100  10 100  Total 13 100  13 100 

 

Panel F: Cooling-off condition                                     Panel G: Funding sources 

 N %   N % 

Yes 3 23.08  Audit firms 6 46.15 

No 10 76.92  Government 2 15.38 

    Audit firms & government 2 15.38 

    Audit firms, government & market participants 2 15.38 

    Audit firms, government & companies 1 7.69 

       

Total 13 100  Total 13 100 

Table 2 summarises the oversight and inspections characteristics of our treatment sample countries, as presented in Table OA3, Panels B, C and D. 
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Table 3: POB inspections and audit fees 

 

 Pre-Post Diff-in-Diff 

 1 2 

INSPECTION 0.046* 

1.93 

0.043** 

2.30 

SIZE 0.473*** 

9.29 

0.290*** 

7.57 

SIZE2 0.017 

0.76 

0.086*** 

4.61 

NBS 0.011 

0.86 

0.018* 

1.76 

NGS -0.002 

-0.15 

0.012 

1.15 

FORSALES 0.185*** 

5.52 

0.069** 

2.88 

LEVERAGE 0.146** 

2.43 

0.052 

1.27 

RECINVENT 0.205** 

2.70 

0.155*** 

3.87 

ROA -0.529*** 

-9.67 

-0.227*** 

-9.35 

LOSS 0.020 

1.09 

0.053*** 

4.62 

BM 0.030* 

1.95 

-0.022*** 

-3.34 

CFO -0.076 

-1.17 

-0.179*** 

-4.84 

LIQUIDITY -0.026*** 

-4.53 

-0.011*** 

-5.64 

BIG5 0.168*** 

7.27 

0.222*** 

13.28 

OPINION 0.047 

1.06 

-0.016 

-0.63 

AUDIT_CHANGE -0.029* 

-1.82 

-0.060*** 

-4.80 

BUSY 0.061 

1.14 

0.096*** 

3.45 

IFRS 0.062 

0.83 

-0.044 

-1.11 

NEQ_EQUITY 0.125*** 

3.69 

0.082*** 

3.81 

IMPAIRMENTS 0.037 

1.31 

0.043** 

3.07 

GDP 0.641*** 

4.22 

0.604*** 

6.37 

GDP_GROWTH -0.564** 

-2.07 

-0.213 

-1.32 
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HHI 0.035 

0.60 

0.066 

1.36 

RULE -0.522*** 

-4.25 

-0.222** 

-2.19 

Intercept -18.246*** 

-4.25 

-16.888*** 

-6.46 

N 11,144 20,647 

Year FE Yes Yes 

Firm FE Yes Yes 

Adjusted R2 0.858 0.889 

Table 3 reports the regression results based on versions of Equation (1). The treatment sample 

includes listed companies domiciled in 13 EU countries during 2000-2016. In Model 1 we examine 

the time-series difference in audit fees before and after the commencement of auditor inspections 

using only the treatment group. In Model 2 we perform the difference-in-difference analysis using 

both the treatment and control group. The dependent variable AUDIT_FEES is the natural log of 

audit fees in thousands of US$. INSPECTION is a binary indicator that equals 1 for treatment 

companies ending on or after the year that POB inspections commenced, and 0 otherwise. See 

Appendix 1 for definitions of all other variables. All continuous variables are winsorised at the 1st 

and 99th percentiles. In all models we report in italics t-statistics based on country-year clusters and 

heteroskedasticity-corrected standard errors. ***, ** and * denote significance at the 1%, 5% and 

10% levels, respectively (two-tailed test). 
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Table 4: POB resources 

Panel A: No. inspectors  
Inspections_N Level: H/L Relative   

1 2 

INSPECTIONInspectors_High 6442 0.057** - 

  2.57  

INSPECTIONInspectors_Low 940 -0.032  - 

  -0.95  

INSPECTIONInspectors_High_ 

Audit Firms_Low 

3828 - 0.081** 

2.59 

INSPECTIONInspectors_High_ 

Audit Firms_High 

2614 - 0.020 

0.66  

INSPECTIONInspectors_Low_ 

Audit Firms_Low 

555 - -0.033 

-1.04  

INSPECTIONInspectors_Low_ 

Audit Firms_High 

385 - -0.040 

-0.52  

N 
 

20,647 20,647 

Controls 
 

Yes Yes 

Year FE 
 

Yes Yes 

Firm FE 
 

Yes Yes 

Adjusted R2 
 

0.889 0.889 

Panel B: No. employees  
Inspections_N Level: H/L Level: H/M/L Relative   

1 2 3 

INSPECTIONEmployees_High 1164 0.118*** - - 

  2.73   

INSPECTIONEmployees_Low 6218 0.029  - - 

  1.40   

INSPECTIONEmployees_High 1164 - 0.118*** - 

   2.73  

INSPECTIONEmployees_Medium 5954 - 0.032  - 

   1.46  

INSPECTIONEmployees_Low 264 - -0.033  - 

   -0.27  

INSPECTIONEmployees_High 1164 - - 0.121*** 

    2.80 

INSPECTIONEmployees_Low_ 

Audit Firms_Low 

4383 - - 0.066** 

2.54 

INSPECTIONEmployees_Low_ 

Audit Firms_High 

1835 - - -0.077** 

-2.05 

N 
 

20,647 20,647 20,647 

Controls 
 

Yes Yes Yes 

Year FE 
 

Yes Yes Yes 

Firm FE 
 

Yes Yes Yes 

Adjusted R2 
 

0.889 0.889 0.889 
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Panel C: Inspections’ duration 

 Inspections_N Large Auditors Small Auditors 

  1 2 

INSPECTIONLong 3,702 (516) 0.055** 0.197*** 

  2.12 3.68 

INSPECTIONMedium 1,723 (3,202) -0.059 -0.006 

  -1.55 -0.22 

INSPECTIONShort 1,245 (2,888) 0.012 -0.017 

  0.49 -0.77 

N  19,412 19,319 

Controls  Yes Yes 

Year FE  Yes Yes 

Firm FE  Yes Yes 

Adjusted R2  0.897 0.896 

 

Panel D: Inspections’ location 

 Inspections_N Large Auditors Small Auditors 

  1 2 

INSPECTIONBoth 2,902 (1,516) 0.123*** 0.224*** 

  3.72 5.78 

INSPECTIONNot_Both 4,480 (5,866) -0.027 -0.037 

  -1.08 -1.67 

N  20,647 20,647 

Controls  Yes Yes 

Year FE  Yes Yes 

Firm FE  Yes Yes 

Adjusted R2  0.889 0.889 

Table 4 reports the differential effects of POB inspections on audit fees, conditional on the system’s 

resources. The treatment sample includes listed companies domiciled in a maximum of 13 EU countries 

during 2000-2016. The dependent variable AUDIT_FEES is the natural log of audit fees in thousands of 

US$. In Panel A, we partition all treated observations according to the level of inspectors in absolute and 

relative terms (Models 1 and 2). In Panel B, we partition all treated observations according to the level of 

employees in absolute terms (Models 1 and 2) and relative terms (Model 3). In Panel C, we partition all 

treated observations according to the inspections’ duration for large and small auditors (Models 1 and 2). 

In Panel D, we partition all treated observations according to the inspections’ location for large and small 

auditors (Models 1 and 2). See Appendix 1 for definitions of all variables. All continuous variables are 

winsorised at the 1st and 99th percentiles. In all panels we report the number of observations in each 

INSPECTION sub-group. In all models we report in italics t-statistics based on country-year clusters and 

heteroskedasticity-corrected standard errors. ***, ** and * denote significance at the 1%, 5% and 10% 

levels, respectively (two-tailed test). 
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Table 5: POB independence  

  
Inspections_N Cooling-Off Funding   

1 2 

INSPECTIONCool_Yes 1,746 0.178*** - 

  3.40  

INSPECTIONCool_No 5,636 0.006  - 

  0.28  

INSPECTIONMixed_Fund 4,036 - 0.068** 

   2.37 

INSPECTIONAuditor_Fund 3,322 - 0.015  

   0.59 

INSPECTIONGov_Fund 24 - -0.161  

   -0.94 

N 
 

20,647 20,647 

Controls 
 

Yes Yes 

Year FE 
 

Yes Yes 

Firm FE 
 

Yes Yes 

Adjusted R2 
 

0.889 0.889 

Table 5 reports the differential effects of POB inspections on audit fees, conditional on the system’s 

independence. The treatment sample includes listed companies domiciled in 13 EU countries during 

2000-2016. The dependent variable AUDIT_FEES is the natural log of audit fees in thousands of US$. 

In Models 1 and 2, respectively, we partition all treated observations according to the presence of the 

cooling-off condition and funding sources. See Appendix 1 for definitions of all variables. All continuous 

variables are winsorised at the 1st and 99th percentiles. We report the number of observations in each 

INSPECTION sub-group. In all models we report in italics t-statistics based on country-year clusters and 

heteroskedasticity-corrected standard errors. ***, ** and * denote significance at the 1%, 5% and 10% 

levels, respectively (two-tailed test). 
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