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Abstract

:

After almost every economic crisis and corporate scandal, political actors announce the need for stricter regulatory measures for financial markets and companies, in an attempt to appease their voters and defend their political agenda. Regarding the latest international financial crisis, the EU responded, among other things, with comprehensive regulation of the European audit market. In the context of auditor rotation, after 17 June 2016, the duration of audit engagements should not exceed a maximum of 10 years. In this paper, we therefore investigate whether there is empirical evidence behind the 10-year threshold—or is it simply arbitrary? Our aim is to evaluate the audit market reform by the European Union (EU) (Regulation (EU) No 537/2014 and Directive, 2014/56/EU) related to the objective of improving the quality of audits. Therefore, our article addresses the most crucial element of this reform, the implementation of a mandatory audit firm rotation for public interest entities (Regulation (EU) No 537/2014, Article 17). Based on a unique dataset of 11,834 firm observations from all listed companies within the EU between 2008 and 2017, we provide for the first time a discussion basis for the assessment of audit market interventions by the EU. Hence, we compare the new maximum durations with average audit tenure in the particular member states. Even where we present only descriptive results, our results at least indicate that the “magic number” 10 (years) could be more the result of a political process—i.e., a consent between the European institutions—rather than evidence based. Therefore, our findings shall serve as a first starting point in the discussion of a vast and interdisciplinary research field.
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1. Introduction


The Regulation of the (European) audit market has a long tradition (e.g., Evans and Honold 2007; Humphrey et al. 2011; Naumann 2014), even before the Fourth Directive in 1978 (78/660/EEC) was implemented. Over the past few decades, the regulation of this important profession has repeatedly been a political issue. The starting points for these measures were, on the one hand, several harmonization efforts within European commercial and corporate law and, on the other hand, various scandals, and economic crises (e.g., in Germany, the real estate entrepreneur Schneider (see e.g., Herzig and Watrin 1995) or Philipp Holzmann AG, (see e.g., Wolz 2004). The regulation of the European audit market was not isolated from developments in the United States, where various measures to regulate the audit market were taken as a pilot for other countries, particularly after the “Enron-scandal” and the resulting collapse of the audit firm Arthur Andersen, within the framework of the resulting “Sarbanes-Oxley Act” (SOX, Coates 2007).



The issue of the regulation of auditors is of particular interest in view of the latest scandal involving the payment service provider, Wirecard AG (Zeit Online 2020). According to recent media reports, the role of the auditing company EY is also being scrutinized in this context. The German Finance Minister, Olaf Scholz, for instance, felt the need to consider stronger financial regulation and oversight of the auditing profession. In addition to the possibility of a more distinct separation between the auditing and consulting businesses (possibly the introduction of pure audit firms), Scholz specifically questions the recently introduced maximum term for the auditing of annual financial statements (Zeit Online 2020). He does not object to the introduction of obligatory change of auditor after a certain period of time, but rather strongly favors shorter rotation periods than currently exist.



Since 2007, the financial industry, the so-called “real economy” and governments have been struggling with the aftermath of the last financial crisis (e.g., Barth et al. 2010; Rudolph 2010). Although there were multiple causes, government action in the form of more lenient monetary policy in combination with fair value accounting is seen as a major culprit (e.g., Huerta de Soto 2009; Hering et al. 2010; Brösel et al. 2012; on the problems of fair value accounting see further, e.g., Biondi 2011; Braun 2019). The European institutions have concluded that, in addition to close monitoring of the financial sector (e.g., Kaserer 2010; Davies 2015), the auditing market must also undergo fundamental changes. As part of the reform process of the recent global financial and economic crisis, further and stricter regulatory measures were taken. The purpose of these fundamental market reforms was intended to regain public confidence in the audit profession after several scandals and crises (e.g., Daniels and Booker 2011; Tan and Ho 2016).



Our analysis needs to be based on real-world circumstances, and in the real world, government interventions play an increasingly important role (e.g., Kurrild-Klitgaard 2005). However, it is also well known in the economic literature that government intervention does not solve problems, but on the contrary can exacerbate problems (e.g., Mises 1926, 1957, 1998). If we take the example of central bank control of interest rates or fractional reserve banking, it is precisely these interventions that lead to renewed crises. Ludwig von Mises described this early on as an intervention spiral, so that a dynamic process toward a planned economy is set in motion (see further on this problem, e.g., Bagus 2011, 2013, 2015).



Regarding these events, the European Union introduced a mandatory (external) auditor rotation for public interested entities (PIE) (e.g., Tan and Ho 2016), which are defined as entities which are of significant public interest by virtue of their fields of activity, their size, or the number of their employees, or which have a large number of shareholders due to their corporate forms (in the following: “EU audit market reform”). Apart from banks and insurance companies, these include above all listed corporations within the EU (e.g., Widmann and Wolz 2019). The primary objective of the EU audit market reform is the improvement of both the quality of the audit as well as the significance of the auditor’s reporting. The EU believes that the quality of the audit can be increased if the independence of the statutory auditor is sustainably strengthened.



At this stage, we first refer to the comprehensive study by Willekens et al. (2019), which already describes various effects of EU audit market reform. In this study, the effects on costs, concentration, and competition on the audit market are mainly presented. However, the aspect of audit firm tenure was not considered. Second, we refer to another study by Audit Analytics (2020) that had already published these audit firm tenure data from PIE within the EU. However, their presented dataset covers recently published financial statement data without academic discussion. Furthermore, and due to the up-to-date mentioned dataset, the effects of the EU audit market reform already applied to these results. Within our paper we will compare audit firm tenure data collected from financial statements of listed entities within the EU before and after the introduction of the EU audit market reform in 2014 and 2016 and discuss in detail the decision by politicians to establish maximum durations.



Against the background of a classical liberal position and the idea of free competition as a fundamental freedom of the European Union, the central definition of maximum terms must be discussed critically. In particular, the member states differ in terms of their legal, economic, and cultural conditions. According to Brooks et al. (2017), the optimal audit firm tenure should depend on the legal regime of a country and especially on investor protection. They point out the implication that longer auditor tenure would be favorable for countries with a strong system of investor protection. Given this, it would be interesting to conduct further research and compare auditor tenure in each European country with strictness of company law. Hayek (1945) emphasizes the decentralization of regulations in general, including decentralized distribution of knowledge within a society. Especially, decentralized regulation of the profession would be the most preferable. Nevertheless, it is also the task of science to take existing conditions as given and evaluate them. This is the central aim of the present paper. To accomplish this, we used empirical data to analyze the structure of the currently valid rotation system for auditors across the EU against the background of recent demands for a shorter maximum term of mandate.



In deciding to establish a maximum duration for audit engagements, an adequate tenure needs to be defined. Bear in mind that the EU intended to stimulate the audit market by making the decision to establish an audit firm rotation system. This action will only lead to significant changes in the market and a reduction of audit firm tenure when the average of the tenure of audit engagements at that time exceeds the agreed-upon maximum duration. Our paper does not discuss audit firm rotation as a measure to stimulate the market—our objective is much more based on the following research questions (RQ):




	
RQ 1: Is there a connection between the political decision by the EU to set a specific point value as maximum duration and empirical results?



	
RQ 2: What effect has Regulation (EU) No. 537/2014 had, and continues to have, when and since it was published?








The remainder of this paper is structured as follows: In Section 2 we outline the theoretical and political background, in particular the main goals of the EU reform of the audit market and their potential consequences from an economic point of view. In Section 3 of the paper, we present empirical evidence. We evaluate the established maximum duration set by the European Union based on a unique dataset considering all available listed companies within the EU with respect to their auditor tenure over time. In the following Section 4 the newly installed maximum durations, by referring to the origins and the different perspectives of the participating entities within the EU at that time, will be discussed from a politico-economic perspective. Section 5 provides an outlook on further research.



Overall, we would like to contribute to a broader discussion concerning the regulation of the European audit market that could integrate the perspective of Public Choice to provide new insights about political interventionism in the market. Based on our extensive dataset we ask the provocative question whether 10 years are more are “proven or popular”? With respect to our data, the findings at least give a first indication of the latter.




2. Background


2.1. Audit Firm Rotation and Agency Theory


A generally accepted approach to explain the need for an external audit is the agency relationship between the management (agent) of a corporation and its shareholders (principals) (e.g., Ross 1973; Jensen and Meckling 1976), which is based on the separation of ownership and control (Berle and Means 1968). The fundamental agency-theoretical approach is based on the fact that the monetary compensation of management depends in part on the company’s annual profit. However, the management as the agent can influence financial accounting through earnings management. Therefore, this results in an asymmetrical distribution of information between principal and agent (e.g., Pratt and Zeckhauser 1985), which leads to discretionary potentials and finally a moral hazard problem (e.g., Holmström 1979). In the absence of their own expertise, the shareholders incur high control costs, which they try to reduce by entrusting an external auditor with the task of auditing the correctness of financial accounting (Ewert 1990). However, it is obvious that the appointment of an external auditor creates new agencies and new conflicts of interest (Ewert 1990). New problems of asymmetrical distribution of information then arise through the auditor as an agent before the mandate is issued (problem of adverse selection through hidden characteristics) or after the mandate is issued (moral hazard through hidden action and hold-up through hidden intention) (concerning auditing see, e.g., Ewert 1990; Marten 1994). The auditor’s performance depends largely on his or her individual level of effort, if we simply assume that only capable auditors act in the market.



Baiman (1979, p. 29) emphasizes this agency-problem as follows: “If the owner hires an auditor to make sure that the manager is not cheating him, how is the owner assured that the auditor is not also cheating him by not delivering the agreed upon level of auditing services? This is an important issue since auditing services are not observable by the owner”. In analogy to research within the field of new institutional economics, relevant audit research examines different measures to reduce the different agency conflicts. The basic assumption is that an average individual can be influenced by changing incentives within their subjective decision field towards more or less desirable actions (e.g., McKenzie and Tullock 1978; Opp 1999; Kirchgässner 2013; Emrich and Follert 2019).



One approach to reduce the conflicts of interest discussed in the literature is the legal obligation of auditor rotation, which is intended to prevent a coalition of interests between management and the auditor at the expense of the owners, which could result from a long-term contract (on auditor independence, see DeAngelo 1981). Since Chung and Lindsay (1988), auditor tenure has become an important topic within international audit research, for example, concerning a determinant for audit pricing (e.g., Simon and Francis 1988; Tanyi and Litt 2017; Ettredge et al. 2018; Widmann et al. 2021) or the question of auditor’s independence (e.g., Marten 1994).



From a theoretical point of view, the auditor rotation requirement emphasizes two main objectives (e.g., Tan and Ho 2016):




	(1)

	
To increase auditor’s independence (on auditor independence, see DeAngelo 1981; Daniels and Booker 2011; Hossain 2013);




	(2)

	
To improve competitiveness within the audit market.




	(Ad 1)

	
Regulators follow an economic argument (see e.g., Carcello and Nagy 2004, p. 58; Carey and Simnett 2006, p. 656). Within international literature the relationship between auditor and client is a well-known topic, especially concerning risks that result from a close connection. The increasing duration of the contractual relationship between the auditor and the company to be audited creates a growing dependency, which is intended to have a negative impact on the auditor’s judgement and its independence and is ultimately reflected in reduced audit quality, which has already been revealed, for example, in the “Enron scandal”. However, the auditing profession argues that the audit’s quality is lowest in the early years of the engagement.




	(Ad 2)

	
The current market for audits is dominated by the Big Four audit firms and can be characterized as an oligopoly with only few suppliers and many demands. The high market concentration in the supply side of the audit market, especially in Germany, is a well-known topic in the literature (e.g., Bigus and Zimmermann 2008; Velte and Stiglbauer 2012; Tan and Ho 2016; Neurohr et al. 2019). These findings apply especially to the auditing of PIE, as the Big Four audit firms can realize economies of scale here and the market cannot be served by smaller audit firms. The regulation of the PIE sub-market is therefore seen as important because there should be a greater welfare effect if there were any inefficiency (Tan and Ho 2016).















Like any human decision, political action must be guided by a consideration of the expected costs and benefits. From an economic perspective, a legal restriction of the freedom of contract between auditor and auditee would be justified only if there is a negative correlation between duration and audit quality. For the economic assessment of a mandatory rotation, a differentiated consideration is necessary, and we will build on Herzig and Watrin (1995) in the following:



We start from the assumption that there is a rotation that emerges without a fixed mandatory period. It is generally known that a first-time audit involves high implementation costs for the auditor. If the budget is tight due to legal deadlines, the intensity of the audit and consequently the audit quality may be compromised. Learning effects could arise on the part of the auditor over time, but these are limited by the obligation to rotate, so that it can ultimately occur that a company can avoid an intensive audit over a longer period of time (Herzig and Watrin 1995). In such a situation, the management has a strategic advantage, as it can terminate the contract without difficulty, so that a new auditor would in turn have high transaction costs. This results in a hold up problem, so that the effect on the relationship between management and owner that was originally intended with the installation of an auditor is not achieved.



We assume that there is a rotation with a fixed mandatory period. Such a mandatory period could have a problematic effect on the contractual relationship in two ways. On the part of the audit firm, there is a moral hazard for the client that the audit fees will increase after the first period (Herzig and Watrin 1995). Setting the fee for the entire duration of the mandate also appears impracticable, as many cost components are subject to external influences that appear difficult to calculate for a longer period (on the determinants of audit fees, see Widmann et al. 2021). Moreover, it is obvious that a legal rotation with a fixed mandatory duration creates another moral hazard problem regarding the efforts of the auditor. If the auditor does not fit the expectations, the owners as principal do not have the legal authority to withdraw from the contractual relationship (Herzig and Watrin 1995).



From an agency-theoretical point of view, it seems to be evident that a rotation—regardless of case (1) or (2)—evokes different problems. As already mentioned, any intervention in a competitive market is accompanied by economic welfare effects. Especially from a classical liberal perspective, a forced maximum duration can be viewed critically. In particular, the question arises of how any supervisory authority can define an adequate point value for a maximum duration. First, it is questionable whether such an optimum can be determined a priori by political actors or whether the duration of a mandate is not rather a market outcome that has to be “discovered” first (see Hayek 1969). From a theoretical perspective, this is clear, since the dispersion of relevant knowledge cannot allow for a planning solution (Hayek 1945). However, if we already have political intervention in the market and freedom of contract, then this intervention must at least be comprehensible and it is important to consider the agency problems mentioned by Herzig and Watrin (1995) when designing the rotation system. Therefore, we plea at least for an ex-post evaluation of the political measures. Thus, if we try to approximate the political decision on audit market regulation concerning auditor rotations within the EU, this can hardly be done without empirical analysis, which is the goal in this paper. However, if there is no empirical evidence for the necessity to cap auditor tenure, what (political) reasons could there be in installing it, nevertheless?




2.2. Auditor Rotation within the EU


Considerations in introducing a rotation requirement were already discussed by the European political parties more than twenty years ago. The first indications within the EU date back to 1996, when the independence of those auditors who audited the same client over many years was first questioned. At that time, however, the EU Commission already pointed out possible efficiency and quality disadvantages that could arise in connection with external rotation. The fact that internal rotation should primarily affect companies that are of public interest was discussed by the EU Commission on 15 December 2000, but this was merely a proposal to the member states. The next steps towards introducing a rotation system were initiated by the EU Commission in 2004. However, the final version of the Audit Directive from 2006 only contained regulations on internal rotation and thus was a more moderate implementation than initially intended. External rotation was rejected again because the EU was convinced that it would have a negative impact on audit quality and that there would be more disadvantages than advantages. Consequently, and following SOX requirements by the US, a seven-year internal rotation system was introduced at that time. The client’s audit partner in charge of the audit was only allowed to carry out the audit of the client again after a cooling-off period of 24 months (Art. 42 II Directive, 2006/43/EG).



On 13 October 2010, the European Commission (EU Commission) published the Green Paper on “Audit Policy: Lessons from the crisis”. That paper was based on 38 questions linked to the audit profession and had the objective of stimulating the market. With question number 18, the EU Commission reopened the ongoing debate on a possible mandatory audit firm rotation after a certain maximum duration of the audit mandate. The initiators argued that regularly internal audit partner rotation would still be incompatible with desirable standards of independence (European Commission 2010).



The period of consultation was open for nearly two months, and it closed on 8 December 2010. Attendees consisted of relevant representatives from practice, politics, and science. Finally, over 600 comments were submitted, in which the EU Green Paper, and above all, a possible audit firm rotation was controversially discussed. All of these responses were published on the website of the European Union. Böcking et al. (2011) evaluated all feedback and concluded that the majority (71%) of the participants opposed the introduction of an external rotation requirement. Therefore, the authors found no indication for the need for any reform regarding a potential audit firm rotation. In contrast to this evaluation by Böcking et al. (2011), the EU Commission claimed that they had received “very strong support from investors” for the introduction of a mandatory audit firm rotation (see PCAOB 2012, pp. 209–10, statement by Ms. Berger from EU Commission speaking at PCAOB).



Article 17 of Regulation (EU) No. 537/2014 finally introduced external audit firm rotation for all public interest entities in the European Union. Even though any regulation by the European Union is, in principle, directly applicable law in all member states, it was only able to establish the framework of rotation rules. So, it was stated that the tenure of the audit engagement should not exceed the maximum duration of 10 years. However, member states were allowed to implement the following rules in their national law as explicitly suggested by the European legislator:




	(1)

	
by setting a maximum duration of less than 10 years,




	(2)

	
by extending the initial maximum duration up to




	-

	
20 years, when a public tendering process is conducted after the expiry or,




	-

	
24 years, when a joint audit is performed after the expiry.















Thereafter, a new duration of the cooling-off period was set as four years during which the statutory auditor may not audit the former client. This period can be extended by explicit decisions based on national laws of the member states.



In addition to the question of whether external rotation should be introduced at all, the EU discussed widely the necessary follow-up consideration of the number of years of audit activity after which audit firm rotation should apply. Since it was explained that the reform measures were to be understood as a legal framework and required mandatory implementation or concretization by the national legislators, the resulting national regulations will be referred to in the following. The following summary presents the implementation of the EU reforms by the respective member states for the companies affected in the EU. The relevant information was taken from the website of the European Contact Group (ECG). The ECG conducted a survey of the respective member states using a standardized questionnaire. The results of the survey thus serve as a data source, which is independently summarized and processed in Table 1.



As we can see in Table 1, the maximum duration is from 5 to 24 years with an average of 16.88 years.



Companies affected by regulation 537/2014 must have the status of a “public interest entity (PIE)”. Directive 2014/56/EU—which was introduced after Regulation 537/2014—redefined this term. According to Art. 2 No. 13 of that directive, all capital market-oriented enterprises, credit institutions and insurance companies are classified as PIE. In addition, member states could include further companies as PIEs if they are of considerable public importance due to their activity, size, or number of employees. Within the European Union Area, Accountancy Europe identified 19,068 public interest entities that will be affected by the EU reforms as of November 2017 (see Widmann and Wolz 2019).





3. Analysis


3.1. Political Decision and Prior Empirical Results


To give an answer to RQ 1 we performed a literature review on audit firm tenure and audit quality. Previous archival data study results related to auditor tenure mainly refer to jurisdictions that do not have a mandatory audit firm rotation system in place. However, they investigate the effect of auditor tenure on audit quality. If, in that context, it should turn out that audit quality decreases over time, it would be interesting to find out from which point in time onward this is the case.



Johnson et al. (2002) divided all audit engagements into three sections (short, medium- and long-term engagements). They found out that short audit firm tenure (2–3 years) is usually associated with lower audit quality. The study further compared medium audit-firm tenure (4–8 years) and long audit-firm tenure engagements (9 years and more). The results indicate that long audit-firm tenure is not associated with a decline in audit quality as measured by discretionary accruals. Since quality losses tend to occur within the first two to three years, a mandatory audit-firm rotation every ten years (or even more frequently) would lead to an overall reduction in audit quality, since initial audits (with lower quality) would occur more frequently.



Myers et al. (2003) investigated the influence of audit firm tenure on earnings quality, as measured by different proxies. They found out that both discretionary accruals and current accruals decrease as auditor tenure increases. However, they also noted that the magnitude of income increasing accruals as well as income decreasing accruals lessens with the increasing length of the relationship. Although they conclude that their study did not provide evidence on whether a mandatory audit firm rotation system should be implemented, they did not find any evidence for a potential limitation of ten years (or any other figure).



Chen et al. (2008) examined the influence of audit firm and audit partner tenure on audit quality of Taiwanese companies as measured by performance adjusted discretionary accruals. They found out that audit quality significantly improved with audit firm tenure as absolute discretionary accruals decrease significantly over time. In the end, the results of this study argue against the rotation rules introduced by the EU, because the poor-quality audit years, with a basic rotation period of ten years, too often repeat themselves, and an improvement in the audit quality only occurs from the sixth year onwards, and even more so from the tenth year onwards. However, the question remains open as to whether the audit quality improves consistently in a linear fashion after the tenth year or whether it diminishes at some point.



Jackson et al. (2008) examined the audit market in Australia. The authors conclude that the length of the auditor–client relationship has neither an economic nor a statistically significant impact on audit quality when measured by discretionary accruals. In addition, they found out that audit quality increases with audit firm tenure when measured by an alternate proxy such as the propensity to issue a going-concern opinion. Therefore, they finally conclude that a mandatory audit firm rotation system would not improve audit quality.



Davis et al. (2009) evaluated the implementation of SOX in the US in terms of auditor tenure and its effect on audit quality, measured by discretionary accruals, to meet or exceed earnings forecasts. The results indicate that audit firm tenure is associated with an increase in discretionary accruals in the pre-SOX period (1988–2001), but not in the periods following SOX (2002–2006).



Al-Thuneibat et al. (2011) examined the effect of the length of the auditor–client relationship and the size of the audit firm on audit quality in Jordan. In the overall result, the authors demonstrate that the length of the mandate period adversely affects audit quality. The longer the audit relationship, the higher the level of DPAs, and consequently, the lower the audit quality. To ensure high audit quality, the authors argue that rules that establish a regular rotation of auditors are essential. Otherwise, the auditors would compromise their objectivity and independence. A long term, which has a significant negative impact on audit quality, is indicated here as nine years.



Quick and Wiemann (2011) found out several effects concerning the German audit market. At first, their results indicated an increase in audit quality over time—especially when an initial period of three years of the engagement has passed. The authors argue that this period could be seen as an induction or training phase for the auditor to become more familiar with his clients. The authors also divide the length of audit engagements into three sub-areas: short terms of up to three years, medium terms of up to seven years and long audit terms from the seventh year onwards. Basically, they conclude that audit quality constantly improves with the duration of the mandate. Particularly, they point out that audit quality in the initial phase of the first three years shows clear deficits compared to the following four years. From the seventh year onwards, their results did not indicate further significant changes in the audit quality. Accordingly, the level remains quite stable from a medium-length term of office of seven years. However, Quick and Wiemann (2011) state that their results are only valid for the regulation system at that time (2005–2007) which had no mandatory audit firm rotation system in effect. Nevertheless, their important study does not indicate arguments to implement such a system, nor to limit the maximum duration by ten years.



The study by Kwon et al. (2014) examines the impact of auditor rotation on audit quality and on audit fees in South Korea. Two different time windows are considered. The first is the impact of the duration of the mandate on audit quality before the introduction of auditor reform in South Korea, i.e., from 2000 to 2005, and the second is the impact of the mandate duration on audit quality after the introduction of auditor reform, i.e., from 2006 to 2009. Overall, the authors found that the introduction of audit rotation had not significantly changed audit quality. The quality did not significantly improve or deteriorate either in initial audits resulting from the audit reform or in subsequent years. Compared also with the quality of the audit of long mandate durations before the reform, there is no deviation. In fact, in both observation periods, it is better in those companies that change auditors voluntarily and at short intervals. However, since the change of auditor due to the reform has no perceivable positive effect on the quality of the audit, the authors ultimately reject a mandatory regular change of auditor.



Reguera-Alvarado et al. (2019) suggest a U-shaped relation between audit firm tenure and earnings management. For that reason, they added two tenure variables (tenure + tenure2) into their regression model. Their results of different audit market (US, UK, Japan, Italy, France, and Spain) can confirm the suggested association at a low significance level (p-value < 0.1). However, they state that the lowest point value concerning audit firm tenure is at seven years. Taking this result into consideration, a mandatory audit firm rotation would make sense at this point in time and not, as decided by the EU, only after ten years.



Taking all these results of the above-mentioned empirical studies into consideration, there is no clear evidence that audit firm rotation has any positive influence on audit quality. Consequently, there is no indication of an optimal audit tenure. It must be mentioned that prior literature concerning the influence of the duration of an audit relationship or the effect of market interventions by the legislator on audit’s quality are mainly available in international jurisdictions outside the EU (see, e.g., Ghosh and Moon 2005; Knechel and Vanstraelen 2007; Boone et al. 2008; Chen et al. 2008; Lim and Tan 2010; Baatwah 2016; Kim et al. 2019). Nevertheless, it would be surprising to find different results in the EU. In any case, it is evident that the political decision to set 10 years as the point value of the basic term cannot be justified by previous studies (especially of international audit markets).




3.2. Effect of Regulation (EU) No. 537/2014


3.2.1. Data Information


Our data set concerning the European audit tenure regulation is based on the following considerations: we decided not to include data from companies from the United Kingdom as they were not any longer part of the European Union. We also excluded data for comparability reasons from France, as that country is the only member state that has a mandatory joint audit requirement for all consolidated entities. We also did not include banks, insurance and other companies operating in the Financial Services field as for these sectors some member states decided to define specific maximum durations.



Apart from this, and based on a query in the Eikon database of Thomson Reuters, we collected all the remaining listed companies within the EU from the included member states that were listed on any stock market as per 30 June 2019.



For all these identified companies, we hand-collected information about auditor tenure and auditor’s opinion from 2008 to 2017. That window allowed us to evaluate auditor tenure before and after discussion, decision, and implementation of audit firm rotation. Companies without recoverable data had to be excluded.



Comparing with the number of PIE respectively listed entities in the member states as stated by Accountancy Europe (see Accountancy Europe 2017) we achieve a coverage of about 36% of all listed companies (see Table 2).



In total we collected from 1896 different entities 11,834 firm year observations that are presented country-by-country and year-by-year in Table 3. This makes our data set unique in several respects: We provide the maximum coverage ratio possible per EU member state as well as the maximum coverage of EU member states in the non-financial sector.



Following other studies (Myers et al. 2003; Ghosh and Moon 2005; Reguera-Alvarado et al. 2019), we calculated audit firm tenure as the consecutive number of years that the client has retained the respective audit firm. Since 2016, the auditor’s opinion on financial statements includes a notice on the duration of the engagement. Given a long-term relationship where the initial appointment was before 2008, it was easy to fill in the relevant information about auditor tenure as per date by back calculation. For all cases where the first-time appointment of the auditor was within our observation period (2008–2017), we started a backward search by a hand-collection of all publicly available financial statements from the websites of the listed company.




3.2.2. Aggregated Results


Table 4 provides descriptive information about our data set regarding audit firm tenure over the years with a focus on financial year 2014 when Regulation (EU) No. 537/2014 was agreed. As we can see there is a minimum in each period of 1—which means that there are audit firm changes in each period. The range of audit firm tenure is from 1 to a maximum of up to 91 years in the financial year 2017.



The average audit firm tenure within the EU for all periods under review is between 8 to 9 years with a slight increase over the years up to the—probably all time—peak in 2014 of 8.67 years. When the EU Green paper was issued in 2010 and the discussion about limiting the maximum duration came up once again, we further notice that there was an increase in auditor tenure before (2008–2010) as anticipated by the politicians (see Figure 1). It is only with the final adoption of the regulation that a decline in auditor tenure can be observed (2014–2015). This decline since the date of publication seems to have continued since the reform finally came into effect (2016–2017). We further notice a decrease in median audit firm tenure from 6 years to 5 years in 2017 which may be explained by the change of particularly long-standing audit mandate relationships.



Figure 2 also shows that the point value of ten years as a maximum for audit duration before potential extension options by the member states is above the respective average audit firm tenure in all periods. However, there is a standard-deviation which is, in all periods, between 10 to 11 years explaining the wide range of audit firm tenure. The standard deviation is quite constant over time, fluctuating between 10.92 (in period 2008) and 10.23 years (in period 2017), whereby it decreases steadily. The minimum value of audit firm tenure in each period is 1, which means that there is a change of auditor in each period. The analysis of the quartile figures shows that 25% of all EU companies considered have a mandate of 2 years (in 2008) or 3 years (in 2009–2017), the median is between 5–6 years and the 3rd quartile ranks at 11 and 12 years. The respective maximum audit firm tenure is from Germany with the audit of Rheinmetall AG that was performed by PWC for 91 years in 2017. Consequently, the distribution of audit firm tenure in the financial year 2014 (as well as for the other periods) is shown on the left, as we can see in Figure 2.




3.2.3. An individual Analysis on Member State Level


As stated above the respective member states decided to introduce different maximum durations. We therefore performed an individual analysis on member state level to split the results. To answer RQ 2, we follow a two-step procedure. First, we investigated the respective average audit firm tenure per member state, considering the wide range of standard-deviation. We then compared the respective introduced maximum duration with the percentage of entities effected by the political decisions at that time. To do so, we determined the proportion of audit firm tenure longer than the respective maximum duration as introduced in the member state in the financial year 2014.



In total 384 of the entities within our data set were affected by the introduced maximum durations, nearly 30% (see Table 5). Apart from three member states (Slovenia, Italy, and Iceland) the regulation shows overall effects, which means that the analyzed listed companies from that country were affected. These effects vary from 8.33% to 57.14%—depending on the distribution and average of audit firm tenure and the respective maximum duration introduced.



In contrast to the aggregated distribution within the whole EU which is shown on the left (see Figure 3), there are some member states that differ from this distribution. At first, Denmark has a nearly U-Curve distribution, which explains that more than 50% of the entities were affected by the established maximum duration of 10 years in that country. Furthermore, in some countries the figures are nearly equally distributed (such as Belgium, Cyprus, Czech Republic, Estonia, Hungary, and Latvia). For example, we would like to point out the distribution in Ireland, which is shown on the right side (see Appendix A—Table A1).




3.2.4. Further Reflections on the Empirical Results


The decrease in average audit firm tenure after Regulation (EU) No. 537/2014 agreed to in 2014 is remarkable, due to the fact that the regulation was not effective at that date. However, after a long period of discussion about the introduction, there was now clarity for the companies and auditors concerned. Increased changes of audit firms at that time can thus be seen as a kind of anticipatory obedience to a future obligation—possibly also connected with the fear of not being able to obtain the future partner of choice. The fact that there were no effects on average audit firm tenure prior to the adoption of Regulation 537/2014 does not seem surprising, not least because a possible introduction has already been discussed several times but—apart from individual member states—was not introduced in the end.



Furthermore, we noticed an increase in the auditor change ratio per year. Given the number of 10 years as a maximum duration, the respective change ratio that would explicitly result is 10%. As we can see for the periods 2016 and 2017 (i.e., when Regulation EU 537/2014 came into effect), the change ratio per year increased compared to all previous years. Even if the necessity of a rotation-related change of auditors has not yet arisen for individual companies, the increase in the change ratio could be also explained as a kind of anticipatory obedience.



However, it is rather premature to conclude that the established maximum duration of ten years will continue to stimulate market conditions within the EU. At this point in time, it is not yet clear whether the implemented extension options will actually be used.



The list of the individual member states shows that the trends of audit firm tenure diverge within the EU since Regulation EU No. 537/2014 was agreed to. While the increase in average audit firm tenures seems unbroken in 15 Member States (↑), there are 11 Member States whose average audit firm tenures are actually continuously decreasing over time (↓). As per 31 December 2017, the lowest average audit firm tenure is from Ireland at 3.20 years whereas the highest average audit firm tenure is from Cyprus at 16.45 years (see Table 6).



Finally, as an answer to RQ 2, we see different effects on the member states based on the respective maximum durations in the member states.






4. Discussion from the Perspective of Public Choice


Taking the agreed maximum duration of 10 years before mandatory audit firm rotation into consideration, we want to look back at the origins of the regulation. Prior to the final regulation the respective European institutions all made their own proposals regarding a potential maximum duration of audit engagements. With respect to the organizational structure of the EU, we identify three institutions that determine political decisions within the union, and therefore, the legal regulation of the European audit market. By assuming the EU as a collective that must decide based on the preferences of the three institutions, the EU Commission, EU Parliament, and EU Council of Ministers, we provide a possible explanation based on the Public Choice framework for collective decision-making by Buchanan and Tullock (1962) (further, as an overview and application, Follert et al. 2020, esp. 5–13). Within the Buchanan and Tullock model, collective decision-making is modeled as a consensus. The different institutions (members) that are involved in a decision-making process tend to have different interests and the rules of a process can help to reduce this conflict. Divergent interests seem to be evident also for the different institutions within the EU, in particular regarding the different member states and the different interests between governments (here Council of Ministers) and population(s) (here Parliament) (Downs 1957). Therefore, we would like to discuss the maximum duration within the EU regulation as a result of a consent between three institutions with particular interests that is shown graphically in Figure 4.



Perspective of the EU Commission



The EU Commission presented a proposal for a reform package based on a directive and a regulation on 30 November 2011. This proposal provided for a mandatory maximum duration of 6 years. However, an extension option up to nine years was suggested, provided that the audit would be carried out jointly by two audit firms. (Art. 33 of the proposal for a Directive by EU Commission 2011).



At that time (2011), and considering the proposed maximum duration of 6 years, all member states except Italy, Croatia, Luxemburg, Poland, Romania, Slovakia, and Slovenia would have been affected by the rotation requirement. Apart from the last-mentioned member states, all others had average auditor tenures of more than six years.



Perspective of the EU Parliament



The European Parliament responded with its own proposal considering a maximum duration of 14 years for audit engagements and after rounds of negotiations about the maximum duration that should be established (see Naumann and Herkendell 2013, as the original document is no longer available).



At that time (2013), and considering the proposed maximum duration of 14 years, there was no member state that would have been affected on average by that rotation requirement, since all had average auditor tenures of less than fourteen years.



Perspective of EU Council of Ministers



In addition to this, the EU Council of Ministers followed through on the reforms by suggesting 10 years as a maximum period. Therefore, an informal trialogue process had to be convened between the European Parliament and the EU Council of Ministers, where the EU Commission played the role as a mediator to find a consensus (see Naumann and Herkendell 2013, as the original document is no longer available).



Given the agreed duration of 10 years as stated in Article 17 of EU Regulation No. 537/2014, it seems more than doubtful that this value was chosen based on empirical evidence. Regarding the maximum duration of 6 years, as proposed by the EU Commission, the head of the audit unit in the Directorate General of the Internal Market and Services of the European Commission made the following statement to the PCAOB while in attendance at a public meeting about auditor independence and audit firm rotation in the US, as of 18 October 2012 (see PCAOB 2012):


“We have proposed six years in case of solo audits and nine years in case of joint audits. We see some proposing maybe ten years, and of course, we will see what the final outcome will be”.







Therefore, it seems not unlikely that the final duration is the outcome of a political consensus between the proposal of the EU Commission and the EU Parliament following the simple equation:


  M a x i m u m   d u r a t i o n   i n   y e a r s =    [   6  a s   p r o p o s e d   b y   E U − C o m m i s s i o n   +   14   a s   p r o p o s e d   b y   E U − P a r l i a m e n t    ]   2  = 10  











However, it cannot be ruled out that the individual proposals of the respective EU institutions may have been influenced, at least in part, by the interests of various lobby groups. From a classical liberal perspective, regulation could only make economic sense if the marginal costs of the market intervention correspond to the marginal utility. From a Public Choice perspective, this is still questionable at this point, since it is assumed that politicians try to maximize their votes to stay in office and to consume the amenities of being in charge (Downs 1957; with application to accounting, May and Sundem 1976; Tinker 1980; Cooper and Sherer 1984; Sutton 1984; Ordelheide 1998; Homfeldt 2013). Most of the work, however, focuses on the lobbying approach (with application to business valuation, e.g., Quill 2016; Follert 2020). However, this approach does not apply to the issue under consideration. A possible explanatory approach could therefore be the self-interest axiom of political actors, which is operationalized by maximizing votes (Schumpeter 1950; Downs 1957). The Downsian approach can be used to analyze political action within the sphere of classical management decisions, e.g., the composition of boards (Olbrich et al. 2016). In this respect, it is conceivable that the measures were also used to appease taxpayers after various crises.




5. Concluding Remarks and Outlook


It would be wise to limit audit tenure to 10 years if there were evidence that this is the period where audit quality reaches its maximum, i.e., that any longer audit mandate would (on average) result in audit opinions of poorer reliability. This is clearly not the case.



No matter how audit quality is defined in detail, it is out of the question that independence is one of—if not the—core element(s). Apparently, European audit regulators focus on the argument that auditors’ independence suffers from longer audit tenure—at least in public perception. In case of corporate failure where the auditor (a) was provided with a clean audit opinion and (b) was in charge for a long period, the only available explanation seems to be the impaired independence of the instance that stands for unbiased opinions and extensive expertise—the auditor. The public does (and regulators do?) not see that a 95% accuracy of audit opinion (which is the quality level required by audit standards) implicitly means that—on average—one in twenty audits fails to find all material misstatements. This phenomenon, which is well-known as the expectation gap, is immanent to standard audit procedures no matter if audit tenure is capped or not.



The fact that there is no clear evidence—neither formal nor empirical—that audit quality suffers from long audit tenures tells us that there is also no evidence that auditors’ independence in fact is corrupted by long audit tenure. From this perspective, there is no need to cap audit tenure at all—i.e., the 10-year cap is not “proven”.



Instead, EU regulators started a process to improve the public perception of the reliability of the audit outcomes, the so-called ‘independence in appearance’. They installed a maximum audit tenure of 10 years, which seems to be the result of a political process initiated by media pressure on the political authorities; however, this was apparently rather an effort at ‘pretend’ political action than installing a well-founded effective measure. In that respect, the 10-year limit is “public”, not “proven”. Moreover, due to the decentralized nature of knowledge (Hayek 1945) and the difficulty of forecasting future events from past data, the question arises whether such a hard number can be considered useful at all, or rather whether the discovery of the optimal mandate duration is not a task for the market process (Hayek 1969).



The aim of the present study is to emphasize that the political intervention within the European audit market is at least partially driven by other reasons than empirical evidence. This seems astonishing, as the COVID-19 crisis particularly reveals the importance of evidence-based policy. Since we could at least find indications that the 10-year period is not based on the scientific findings of international audit research, we discuss our findings in the light of Public Choice Theory and thus contribute to the New Political Economy of audit market regulation. One possible explanation could be that the choice of the 10-year period is the result of a collective decision and can be understood as a consensus between the EU institutions.



However, the informative value of our study could be limited because we have not analyzed data from certain industries and the data collection was performed manually based on the annual reports as presented on the websites of the respective companies. This results in a very low degree of coverage for some member states (e.g., <10% of the population in Czech Republic, Slovakia, and Malta), which may distort the results and should be considered in the interpretation of our findings. It is undisputed that further research is needed to make a valid judgement on the effectiveness of the regulatory measures as a whole.



While our paper provides primary and only descriptive evidence on the setting of maximum durations, to be able to make a final economic assessment of the actual effects of market intervention, further research, especially statistical analyses, e.g., based on regression analyses, are needed, in particular regarding the appropriateness of the measures and the political influence (e.g., Masud et al. 2019). Possible proxies for appropriateness could possibly be the measurement of audit quality and the perception of audit quality before and after regulation came into effect. Another approach could be to analyze whether the different maximum durations correlate with the individual company law of the Member State. Overall future research should build on our interdisciplinary approach between economics, politics, and law.



With our findings concerning the need for regulation of auditor tenure, we contribute to the discussion on the regulation of important sectors and the economic rationality of those political decisions, as well as the link between political decisions and empirical evidence.



This study discussed publicly available audit firm tenure data for listed companies within the European Union. The results indicate that when Regulation (EU) No. 537/2014 was agreed to in 2014 and came into effect in 2016, the average durations of audit engagements were in both cases lower than the established maximum duration for future periods.
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Table A1. Distribution of audit firm tenure in financial year, 2014.






Table A1. Distribution of audit firm tenure in financial year, 2014.


































	Tenure
	AUT
	BE
	BG
	CY
	CZ
	DE
	DK
	EE
	ES
	FI
	GR
	HR
	HU
	IE
	IS
	IT
	LT
	LU
	LV
	NL
	PL
	PT
	RO
	SE
	SL
	SK





	1
	0.00
	0.05
	0.25
	0.00
	0.25
	0.08
	0.14
	0.06
	0.11
	0.12
	0.15
	0.13
	0.00
	0.06
	0.00
	0.08
	0.47
	0.07
	0.14
	0.28
	0.29
	0.18
	0.17
	0.09
	0.18
	0.00



	2
	0.27
	0.05
	0.08
	0.00
	0.00
	0.11
	0.08
	0.00
	0.18
	0.10
	0.03
	0.13
	0.00
	0.11
	1.00
	0.12
	0.06
	0.07
	0.00
	0.04
	0.19
	0.05
	0.08
	0.12
	0.27
	0.20



	3
	0.00
	0.03
	0.25
	0.15
	0.25
	0.08
	0.07
	0.06
	0.10
	0.07
	0.09
	0.13
	0.00
	0.00
	0.00
	0.19
	0.06
	0.07
	0.14
	0.04
	0.12
	0.00
	0.08
	0.09
	0.45
	0.20



	4
	0.20
	0.00
	0.17
	0.05
	0.00
	0.06
	0.07
	0.13
	0.08
	0.04
	0.09
	0.25
	0.14
	0.06
	0.00
	0.08
	0.06
	0.07
	0.00
	0.04
	0.14
	0.09
	0.08
	0.04
	0.00
	0.00



	5
	0.00
	0.08
	0.00
	0.05
	0.00
	0.09
	0.03
	0.00
	0.02
	0.10
	0.15
	0.13
	0.14
	0.06
	0.00
	0.13
	0.00
	0.07
	0.14
	0.03
	0.08
	0.14
	0.00
	0.04
	0.09
	0.00



	6
	0.00
	0.08
	0.00
	0.00
	0.00
	0.08
	0.04
	0.06
	0.03
	0.01
	0.03
	0.13
	0.14
	0.06
	0.00
	0.04
	0.12
	0.00
	0.14
	0.09
	0.07
	0.00
	0.17
	0.02
	0.00
	0.40



	7
	0.00
	0.08
	0.00
	0.25
	0.00
	0.03
	0.01
	0.13
	0.08
	0.11
	0.06
	0.00
	0.00
	0.06
	0.00
	0.11
	0.00
	0.33
	0.00
	0.06
	0.03
	0.05
	0.08
	0.10
	0.00
	0.00



	8
	0.20
	0.11
	0.00
	0.00
	0.00
	0.07
	0.02
	0.13
	0.00
	0.07
	0.09
	0.00
	0.00
	0.11
	0.00
	0.12
	0.06
	0.13
	0.00
	0.04
	0.02
	0.05
	0.08
	0.06
	0.00
	0.00



	9
	0.00
	0.03
	0.00
	0.00
	0.00
	0.04
	0.00
	0.13
	0.03
	0.04
	0.06
	0.00
	0.00
	0.06
	0.00
	0.12
	0.00
	0.00
	0.00
	0.04
	0.02
	0.09
	0.00
	0.03
	0.00
	0.00



	10
	0.07
	0.03
	0.00
	0.00
	0.00
	0.03
	0.00
	0.06
	0.02
	0.02
	0.00
	0.00
	0.00
	0.00
	0.00
	0.01
	0.00
	0.00
	0.00
	0.03
	0.02
	0.09
	0.17
	0.03
	0.00
	0.00



	11
	0.00
	0.03
	0.00
	0.00
	0.00
	0.02
	0.01
	0.00
	0.00
	0.03
	0.06
	0.13
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.14
	0.06
	0.00
	0.05
	0.00
	0.04
	0.00
	0.00



	12
	0.00
	0.00
	0.08
	0.00
	0.00
	0.01
	0.00
	0.00
	0.02
	0.02
	0.03
	0.00
	0.00
	0.00
	0.00
	0.00
	0.06
	0.00
	0.00
	0.09
	0.02
	0.09
	0.00
	0.04
	0.00
	0.00



	13
	0.00
	0.00
	0.08
	0.00
	0.25
	0.04
	0.01
	0.00
	0.08
	0.03
	0.00
	0.00
	0.29
	0.06
	0.00
	0.00
	0.00
	0.13
	0.00
	0.03
	0.00
	0.09
	0.08
	0.02
	0.00
	0.20



	14
	0.00
	0.08
	0.00
	0.00
	0.00
	0.03
	0.01
	0.00
	0.00
	0.03
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.01
	0.00
	0.00
	0.00
	0.02
	0.00
	0.00



	15
	0.00
	0.05
	0.00
	0.05
	0.00
	0.01
	0.04
	0.06
	0.02
	0.01
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.14
	0.00
	0.00
	0.00
	0.00
	0.05
	0.00
	0.00



	16
	0.07
	0.00
	0.00
	0.10
	0.00
	0.03
	0.03
	0.00
	0.03
	0.05
	0.03
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.02
	0.00
	0.00



	17
	0.00
	0.08
	0.08
	0.05
	0.25
	0.04
	0.03
	0.13
	0.00
	0.01
	0.06
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.03
	0.00
	0.00



	18
	0.00
	0.08
	0.00
	0.00
	0.00
	0.01
	0.02
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.06
	0.00
	0.00
	0.00
	0.00
	0.14
	0.03
	0.00
	0.00
	0.00
	0.03
	0.00
	0.00



	19
	0.13
	0.00
	0.00
	0.05
	0.00
	0.02
	0.03
	0.06
	0.00
	0.01
	0.06
	0.00
	0.00
	0.00
	0.00
	0.00
	0.06
	0.00
	0.00
	0.01
	0.02
	0.00
	0.00
	0.00
	0.00
	0.00



	20
	0.07
	0.00
	0.00
	0.05
	0.00
	0.01
	0.20
	0.00
	0.03
	0.03
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.01
	0.00
	0.00



	21
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.02
	0.00
	0.00
	0.01
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.06
	0.07
	0.00
	0.01
	0.00
	0.00
	0.00
	0.07
	0.00
	0.00



	22
	0.00
	0.03
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.03
	0.00
	0.14
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.02
	0.00
	0.00



	23
	0.00
	0.03
	0.00
	0.00
	0.00
	0.00
	0.01
	0.00
	0.00
	0.01
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00



	24
	0.00
	0.00
	0.00
	0.00
	0.00
	0.01
	0.00
	0.00
	0.07
	0.00
	0.00
	0.00
	0.14
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.03
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00



	>24
	0.00
	0.08
	0.00
	0.20
	0.00
	0.09
	0.11
	0.00
	0.10
	0.12
	0.00
	0.00
	0.00
	0.33
	0.00
	0.00
	0.00
	0.00
	0.00
	0.05
	0.00
	0.05
	0.00
	0.02
	0.00
	0.00



	
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	0.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
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Figure 1. Audit Firm tenure over time. 
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Figure 2. Distribution of audit firm tenure. 
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Figure 3. Audit firm change ratio over time. 
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Figure 4. The “ten year” consent process by EU politicians. 
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Table 1. Overview of maximum durations within the EU (see e.g., Accountancy Europe 2020; Widmann and Wolz 2020, p. 137).
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Member State

	
Maximum Duration before Extending Options

	
Extending Option?

	
Joint Audit Option?

	
Maximum Duration Including Extensions






	
Austria

	
10

	

	
No

	

	
No

	

	
10




	
Belgium

	
9

	

	
Yes

	
**

	
Yes

	

	
24




	
Bulgaria

	
7

	

	
No

	

	
No

	
***

	
7




	
Croatia

	
10

	
*

	
Yes

	
**

	
Yes

	

	
24




	
Cyprus

	
10

	

	
Yes

	

	
Yes

	

	
24




	
Czech Republic

	
10

	

	
Yes

	

	
No

	

	
20




	
Denmark

	
10

	

	
Yes

	

	
No

	

	
20




	
Estonia

	
10

	

	
Yes

	

	
No

	

	
20




	
Finland

	
10

	

	
Yes

	

	
Yes

	

	
24




	
France

	
6

	

	
Yes

	

	
No

	
***

	
20




	
Germany

	
10

	

	
Yes

	
**

	
Yes

	

	
24




	
Greece

	
10

	

	
No

	

	
No

	

	
10




	
Hungary

	
10

	
*

	
No

	

	
No

	

	
10




	
Iceland

	
10

	

	
Yes

	

	
No

	

	
20




	
Ireland

	
10

	

	
No

	

	
No

	

	
10




	
Italy

	
9

	

	
No

	

	
No

	

	
9




	
Latvia

	
10

	

	
Yes

	

	
No

	

	
20




	
Lithuania

	
10

	

	
No

	

	
No

	

	
10




	
Luxembourg

	
10

	

	
Yes

	

	
No

	

	
20




	
Malta

	
10

	

	
Yes

	

	
No

	

	
20




	
Netherlands

	
10

	

	
No

	

	
No

	

	
10




	
Poland

	
5

	

	
No

	

	
No

	

	
5




	
Portugal

	
9

	

	
No

	

	
No

	

	
9




	
Romania

	
10

	

	
Yes

	

	
No

	

	
20




	
Slovakia

	
10

	

	
Yes

	

	
Yes

	

	
24




	
Slovenia

	
10

	

	
Yes

	

	
No

	

	
20




	
Spain

	
10

	

	
No

	

	
Yes

	
***

	
14




	
Sweden

	
10

	

	
Yes

	
**

	
Yes

	

	
24




	
Additional information




	
*

	
Croatia

	
7 years for banks.




	
*

	
Hungary

	
8 years for banks.




	
*

	
Germany

	
No extension options for banks and insurances.




	
**

	
Belgium

	
Possible extension for public tender process limited to 9 years; possible extension for joint audit option is 15 years.




	
**

	
Croatia

	
No extension options for banks.




	
**

	
Sweden

	
No extension options for banks and insurances; possible extension for joint audit option limited to 4 years.




	
***

	
Bulgaria

	
Mandatory joint audit for banks, insurances, and pension funds.




	
***

	
France

	
Mandatory joint audit for consolidated accounts.




	
***

	
Spain

	
Possible extension for joint audit option limited to 4 years.
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Table 2. Coverage ratio.
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	Country
	Number of PIEs
	Number of Listed Entities
	Entities Included in Our Study
	Coverage Ratio (%)





	Austria
	239
	84
	22
	26.19



	Belgium
	342
	152
	54
	35.53



	Bulgaria
	569
	321
	25
	7.79



	Croatia
	500
	127
	13
	10.24



	Cyprus
	118
	76
	22
	28.95



	Czech Republic
	150
	74
	6
	8.11



	Denmark
	360
	200
	103
	51.50



	Estonia
	30
	13
	16
	123.08



	Finland
	469
	136
	122
	89.71



	France
	1796
	483
	0
	0.00



	Germany
	1150
	800
	268
	33.50



	Greece
	325
	233
	44
	18.88



	Hungary
	195
	44
	11
	25.00



	Iceland
	175
	18
	5
	27.78



	Ireland
	1200
	54
	28
	51.85



	Italy
	917
	233
	199
	85.41



	Latvia
	87
	42
	21
	50.00



	Lithuania
	150
	20
	13
	70.00



	Luxembourg
	583
	180
	17
	9.44



	Malta
	91
	43
	0
	0.00



	Netherlands
	725
	125
	105
	84.00



	Poland
	2000
	450
	150
	33.33



	Portugal
	1250
	54
	30
	55.56



	Romania
	1000
	90
	22
	24.44



	Slovakia
	172
	73
	5
	6.85



	Slovenia
	70
	45
	12
	26.67



	Spain
	1507
	188
	90
	47.87



	Sweden
	621
	350
	281
	80.29



	EU in total
	16,546
	4645
	1684
	36.25
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Table 3. Number of companies considered per member state.
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Country

	
Periods




	
2008

	
2009

	
2010

	
2011

	
2012

	
2013

	
2014

	
2015

	
2016

	
2017






	
Austria

	
10

	
10

	
10

	
12

	
12

	
15

	
15

	
17

	
19

	
22




	
Belgium

	
26

	
29

	
32

	
32

	
34

	
35

	
37

	
42

	
48

	
54




	
Bulgaria

	
3

	
4

	
4

	
6

	
9

	
10

	
12

	
14

	
16

	
25




	
Croatia

	
1

	
3

	
5

	
7

	
8

	
8

	
8

	
10

	
10

	
13




	
Cyprus

	
16

	
16

	
17

	
17

	
20

	
20

	
20

	
21

	
21

	
22




	
Czech Republic

	
2

	
2

	
2

	
3

	
4

	
4

	
5

	
6

	
6

	
6




	
Denmark

	
52

	
57

	
60

	
68

	
74

	
80

	
91

	
96

	
96

	
103




	
Estonia

	
11

	
12

	
12

	
14

	
15

	
15

	
16

	
16

	
16

	
16




	
Finland

	
62

	
63

	
73

	
77

	
84

	
95

	
104

	
110

	
117

	
122




	
France

	
0

	
0

	
0

	
0

	
0

	
0

	
0

	
0

	
0

	
0




	
Germany

	
133

	
149

	
167

	
182

	
197

	
213

	
223

	
235

	
249

	
268




	
Greece

	
21

	
22

	
26

	
28

	
31

	
31

	
34

	
39

	
39

	
44




	
Hungary

	
5

	
5

	
6

	
7

	
7

	
7

	
7

	
7

	
8

	
11




	
Iceland

	
0

	
0

	
0

	
0

	
0

	
1

	
1

	
4

	
5

	
5




	
Ireland

	
12

	
13

	
14

	
15

	
15

	
17

	
18

	
21

	
25

	
28




	
Italy

	
131

	
136

	
153

	
160

	
173

	
178

	
180

	
186

	
191

	
199




	
Latvia

	
4

	
7

	
8

	
9

	
9

	
9

	
17

	
17

	
17

	
21




	
Lithuania

	
3

	
4

	
5

	
5

	
7

	
8

	
8

	
10

	
10

	
13




	
Luxembourg

	
9

	
10

	
11

	
13

	
13

	
14

	
15

	
15

	
15

	
17




	
Malta

	
0

	
0

	
0

	
0

	
0

	
0

	
0

	
0

	
0

	
0




	
Netherlands

	
38

	
44

	
47

	
50

	
53

	
57

	
78

	
92

	
102

	
105




	
Poland

	
17

	
34

	
44

	
56

	
68

	
85

	
104

	
119

	
133

	
150




	
Portugal

	
13

	
13

	
15

	
17

	
17

	
18

	
22

	
24

	
25

	
30




	
Romania

	
6

	
8

	
8

	
8

	
9

	
10

	
12

	
15

	
21

	
22




	
Slovakia

	
1

	
3

	
3

	
3

	
4

	
5

	
5

	
5

	
5

	
5




	
Slovenia

	
1

	
4

	
4

	
4

	
9

	
11

	
11

	
11

	
11

	
12




	
Spain

	
30

	
33

	
36

	
43

	
48

	
57

	
61

	
68

	
76

	
90




	
Sweden

	
142

	
147

	
158

	
170

	
190

	
209

	
227

	
248

	
263

	
281




	
Total EU

	
749

	
828

	
920

	
1006

	
1110

	
1212

	
1331

	
1448

	
1544

	
1684
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Table 4. Descriptive statistics of audit firm tenure over time.
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	Period
	Average Audit Firm Tenure
	Std.-Dev.
	Min.
	1st Quartile
	2nd Quartile
	3rd Quartile
	Max.





	2008
	8.14
	10.92
	1
	2
	5
	11
	82



	2009
	8.33
	10.77
	1
	3
	5
	12
	83



	2010
	8.41
	10.64
	1
	3
	5
	12
	84



	2011
	8.55
	10.56
	1
	3
	6
	12
	85



	2012
	8.58
	10.51
	1
	3
	6
	12
	86



	2013
	8.61
	10.46
	1
	3
	6
	12
	87



	2014
	8.67
	10.41
	1
	3
	6
	12
	88



	2015
	8.56
	10.32
	1
	3
	6
	12
	89



	2016
	8.58
	10.35
	1
	3
	6
	11
	90



	2017
	8.55
	10.23
	1
	3
	5
	11
	91
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Table 5. Comparison of maximum durations with average audit firm tenure and proportion of affected companies.
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	Member State
	Maximum Duration before Extending Options
	n
	Average Tenure
	Affected Companies
	%





	Austria
	10
	15
	8.53
	4
	26.67



	Belgium
	9
	37
	11.46
	18
	48.65



	Bulgaria
	7
	12
	5.33
	3
	25.00



	Croatia
	10
	8
	4.50
	1
	12.50



	Cyprus
	10
	20
	14.90
	10
	50.00



	Czech Rep.
	10
	5
	8.50
	2
	50.00



	Denmark
	10
	91
	12.35
	49
	53.85



	Estonia
	10
	16
	9.00
	4
	25.00



	Finland
	10
	104
	10.66
	36
	34.62



	France
	6
	0
	N/A
	N/A
	N/A



	Germany
	10
	223
	10.72
	75
	33.63



	Greece
	10
	34
	7.62
	9
	26.47



	Hungary
	10
	7
	12.43
	4
	57.14



	Iceland
	10
	1
	2.00
	0
	0.00



	Ireland
	10
	18
	13.78
	8
	44.44



	Italy
	9
	180
	4.96
	0
	0.00



	Latvia
	10
	17
	5.24
	3
	17.65



	Lithuania
	10
	8
	8.43
	3
	42.86



	Luxemburg
	10
	15
	7.53
	3
	20.00



	Malta
	10
	0
	N/A
	N/A
	N/A



	Netherlands
	10
	78
	8.33
	25
	32.05



	Poland
	5
	104
	3.72
	11
	18.64



	Portugal
	9
	22
	7.95
	8
	36.36



	Romania
	10
	12
	5.92
	1
	8.33



	Slovakia
	10
	5
	6.00
	1
	20.00



	Slovenia
	10
	11
	2.55
	0
	0.00



	Spain
	10
	61
	9.33
	21
	34.43



	Sweden
	10
	227
	9.33
	85
	37.44
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Table 6. Audit firm tenure over time on member state level.
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	Member State
	Maximum Duration Including Extensions
	2014
	2015
	2016
	2017
	Trend





	Austria
	10
	8.53
	8.41
	8.05
	7.95
	 [image: Economies 09 00079 i001]



	Belgium
	24
	11.46
	11.10
	10.58
	10.41
	 [image: Economies 09 00079 i001]



	Bulgaria
	7
	5.33
	5.57
	5.13
	3.36
	 [image: Economies 09 00079 i001]



	Croatia
	24
	4.50
	4.60
	5.60
	5.15
	 [image: Economies 09 00079 i002]



	Cyprus
	24
	14.90
	15.19
	16.19
	16.45
	 [image: Economies 09 00079 i002]



	Czech Republic
	20
	7.60
	7.33
	8.33
	9.33
	 [image: Economies 09 00079 i002]



	Denmark
	20
	12.35
	12.69
	13.61
	13.60
	 [image: Economies 09 00079 i002]



	Estonia
	20
	9.00
	10.00
	11.00
	11.81
	 [image: Economies 09 00079 i002]



	Finland
	24
	10.66
	11.06
	11.39
	11.87
	 [image: Economies 09 00079 i002]



	France
	20
	N/A
	N/A
	N/A
	N/A
	



	Germany
	24
	10.30
	10.73
	11.46
	11.37
	 [image: Economies 09 00079 i002]



	Greece
	10
	7.62
	7.56
	8.41
	8.18
	 [image: Economies 09 00079 i002]



	Hungary
	10
	12.43
	13.43
	11.88
	9.64
	 [image: Economies 09 00079 i001]



	Iceland
	20
	2.00
	1.50
	2.20
	3.20
	 [image: Economies 09 00079 i002]



	Ireland
	10
	13.78
	12.81
	11.00
	10.82
	 [image: Economies 09 00079 i001]



	Italy
	9
	4.91
	4.73
	4.54
	4.35
	 [image: Economies 09 00079 i001]



	Latvia
	20
	8.43
	6.60
	6.27
	5.36
	 [image: Economies 09 00079 i001]



	Lithuania
	10
	5.24
	6.24
	7.12
	6.57
	 [image: Economies 09 00079 i002]



	Luxemburg
	20
	7.53
	8.53
	9.53
	9.41
	 [image: Economies 09 00079 i002]



	Malta
	20
	N/A
	N/A
	N/A
	N/A
	



	Netherlands
	10
	8.33
	5.42
	3.05
	3.42
	 [image: Economies 09 00079 i001]



	Poland
	5
	3.72
	3.87
	3.76
	3.88
	 [image: Economies 09 00079 i002]



	Portugal
	9
	7.95
	8.29
	8.60
	6.63
	 [image: Economies 09 00079 i001]



	Romania
	20
	5.92
	5.73
	4.76
	5.14
	 [image: Economies 09 00079 i001]



	Slovakia
	24
	6.00
	7.00
	8.00
	9.00
	 [image: Economies 09 00079 i002]



	Slovenia
	20
	2.55
	3.55
	4.00
	4.67
	 [image: Economies 09 00079 i002]



	Spain
	14
	9.33
	9.22
	9.25
	8.66
	 [image: Economies 09 00079 i001]



	Sweden
	24
	9.33
	9.39
	9.79
	10.14
	 [image: Economies 09 00079 i002]
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