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Abstract: U.S. standard setters are considering mandating individual audit 

engagement partners to sign their name on the audit opinion, in the hope that such a 

mandate would help investors and improve audit quality. However, it is unclear 

whether such a mandate would improve audit quality without an increase in audit 

partner’s legal liability and how the market would react to such a mandate. In this 

paper, we examine both market perception and audit quality effects of mandatory 

audit partner signature in the United Kingdom, a country has similar legal and 

accounting environment as U.S. with no tradition of partner signatures. By 

comparing multiple measures of audit quality prior and after the adoption of 

mandatory audit partner signature, we are unable to detect any material change in 

audit quality. Also, there is no evidence showing that the market reacts positively to 

the policy change. 

 

 

Keywords: mandatory partner signatures, audit quality, market perception 
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1. Introduction 

Over the past decade, several countries have mandated audit partners to sign 

his or her personal name to the audit opinion. With the legal requirement to do 

so being included in the Australian Corporations Act of 2001, section 324 (10) 

(Ryken et al. 2007 and Fargher et al. 2008), Australian audit partners have been 

signing audit opinions for many years. The Netherlands implemented a similar 

policy via article 29 of the Dutch Law on Audit Firm Supervision, requiring the 

engagement partner to sign his or her personal name to the audit opinion (Wet 

toezicht accountantsorganisaties 2006). Germany also implemented the legal 

requirement that both the audit and engagement partner sign the audit opinion 

(Lindscheid et al. 2010). In fact, the European Union passed their Directive 

2006/43/EC of the European Parliament and Council of May 17,2006, which 

requires an audit engagement partner signature on the audit opinion (PCAOB-

SAG, 10-23-08). The United Kingdom adopted mandatory partner signature 

through Company Act 2006 Section 503 and all of the audit opinions issued after 

April 6, 2008 should have an audit partner’s signature on them. As mandatory 

engagement partner signatures are being widely adopted over the world, U.S. 

standard setters have begun discussions of a similar requirement. Currently, all 

of the public comments regarding the implementation of mandatory partner 

signatures are being reviewed by the PCAOB and no formal decision has been 

made yet.  

The major arguments for mandatory partner signatures are first, the audit 

quality would improve if partners are required to sign the audit opinion; and 
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second, the transparency of audit would improve so that such a policy would 

help to enhance investors’ confidence in audit reports. These arguments are 

based on the belief that increased accountability may improve audit quality 

(Schlenker, et al.1994), and that the signature can make a difference in changing 

investors’ expectations (Chang et al. 2006).  

However, since the primary drivers (legal liability, economic factors and 

expertise) of audit quality are not affected by implementing mandatory partner 

signatures, it is not very clear whether audit quality would improve. Also, the 

increased accountability argument automatically assumes that the current level 

of accountability is not enough, which might not be true.  

Because of the unclearness and complexness of mandatory partner 

signatures’ effects, research done in such a field should be very interesting to 

policy makers on their way to making the final decision. The research results 

may or may not indicate the necessity of mandatory partner signature, but 

positive results definitely enhance the motivation of implementation. 

Additionally, investors, auditors and the public in general could benefit from 

being more prepared for potential regulatory changes. 

Prior research failed to find any evidence suggesting that mandatory 

engagement partner signatures improved audit quality in Netherland (Blay et al. 

2011), which supports the arguments of practitioners who believe that 

mandatory partner signatures would not influence audit quality. This research 

examines the situation in UK instead of Netherland, because of the following 

reasons. Firstly, UK is more comparable to the US in terms of accounting quality, 
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firm size and governance features (La Porta 1998, Conyon et al 2011). Secondly, 

UK’s result should be different from the Netherland not only because that the 

economic and accounting environment of those two countries differ, but also 

because that UK implemented such a requirement two years later than the 

Netherland and there is a section 506 of Company Act 2006 that allows omitting 

of audit partners’ names if they are under criminal threat. In addition, I 

performed an ERC test to address potential investors’ reaction to the 

implementation of mandatory audit partner signature. 

The remainder of this study is organized as follows. Section Two provides the 

review of the relevant literature and develops the hypotheses. Section Three 

introduces the sample selection and research methods. Section Four states the 

result, and Section Five concludes.  
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2. Background and Hypothesis Development 

The U.S. standard setters are right now considering implementing mandatory 

audit partner signature on audit reports. In October 2008, the U.S. Department of 

the Treasury’s Advisory Committee on the Auditing Profession recommended that 

the PCAOB “undertake a standard-setting initiative to consider mandating the 

engagement partner’s signature on the auditor’s report” (Advisory Committee on 

the Auditing Profession 2008). Additionally, in 2009, PCAOB voted to seek public 

comment on a Concept Release to consider the effects of implementing mandatory 

partner signature. Noticeably, in the Concept Release, PCAOB clearly stated that 

mandating partners to sign their own names on audit reports would not increase 

either the audit firm’s or the individual audit partner’s legal liability. 

In Europe, a lot of countries already adopted mandatory audit partner 

signatures, but practice varies depending on the country. In Germany, it is required 

that individuals should sign their own names on behalf of their firms, although in 

practice more than one partner may sign. In Luxembourg, the individual auditors 

sign their own names. In France, the appointed auditors who perform a joint audit 

should sign their own names on behalf of each firm of auditors. 

In the UK, traditionally there is a legal requirement that the auditor should sign 

in the name of the firm if that firm is a legal entity or partnership. In the Company 

Act 1985, section 236, it clearly stated that “The auditors’ report shall state the 

names of the auditors and be signed by them…References in this section to 

signature by the auditors are, where the office of auditor is held by a body corporate 

or partnership, to signature in the name of the body corporate or partnership by a 
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person authorized to sign on its behalf.” Further requirements exist in auditing 

standards issued by Auditing Practices Board (APB) and audit regulations and 

guidance issued by the ICAEW (Institute of Chartered Accountants in England & 

Wales). “Auditor’s report on the financial statements” in ISA 700 specifies that the 

audit report can be signed either in the name of the firm or the personal name of the 

auditor or both, but “the auditor’s report is ordinarily signed in the name of the firm 

because the firm assumes responsibility for the audit”. However, there is no doubt 

that engagement partners are important, so “Quality control for audits of historical 

financial information” in ISA (UK and Ireland) 220 establishes a number of 

requirements which place specific responsibilities on audit engagement partners for 

the overall quality of the audit engagement. In addition, audit regulations and 

guidance specify that only responsible individuals working for a firm of registered 

auditors are entitled to sign off audit reports. In practice, there is no need for the 

firms of registered auditors to add phrases such as “for and on behalf of” to the 

signature of the firm. The new Company Act 2006 added new requirement 

regarding to audit partner signature on audit reports. 

  503 Signature of auditor’s report 

(1) The auditor’s report must state the name of the auditor and be 

signed and dated. 

(2) Where the auditor is an individual, the report must be signed by 

him. 
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(3) Where the auditor is a firm, the report must be signed by the 

senior statutory auditor in his own name, for and on behalf of the 

auditor. 

Although the date of implementation was April 6, 2008, for conducting the 

ERC test, we might also want to look at earlier possible dates that section 503 was 

probably disclosed to the public. The original white paper of the bill was issued in 

March 17, 2005. The Company Law Reform Bill was introduced in the House of 

Lords on November 1, 2005 and reached its first day of Committee in the House of 

Commons on June 15, 2006. The Companies Act of 2006 received the royal assent in 

November 2006 and the implementation date of section 503 was announced in 

February 2007.  

The primary argument for mandatory partner signatures is the suggestion 

that audit quality would improve if partners were required to sign the audit opinion. 

This argument is based on the assumption that individual partners may take even 

more care about what they are signing, as there is more motivation to do so if their 

name is visible and their personal reputation is at stake. Extant research indicates 

that accountability reduces decision biases, and may increase the quality of audit 

documentation (Kennedy 1993; Brazel et al. 2006). The belief that a partner 

signature requirement will increase audit quality is also consistent with some 

psychology literature suggesting that greater awareness of one’s role increases the 

individual’s conformity with established behavior standards, such as honesty and 

integrity (Silvia 2002; Pryor et al 1977; and Diener, 1979). In addition, individual 

responsibility for performance is closely tied to accountability (Schlenker, et al. 
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1994). One experimental study finds that a personal signature increases honesty 

and integrity (Davidson and Stevens 2010). 

Another argument for mandatory partner signatures is the suggestion that 

such a signature provides more transparency and helps to strengthen, in investors’ 

views, independence and objectivity. Investors seek very high levels of financial 

statement assurance (Epstein and Geiger 1994). The increased transparency makes 

investors feel closer to the individual partner signing and confirms that the partner 

was not “hiding behind” the name of the firm. Without any change to either the audit 

partner’s or the firm’s legal liability for audit failure, the increased transparency at 

least provides more information to investors so that it is strongly supported by 

investor groups (CalPERS 2009). In addition, the disclosure of audit engagement 

partner will demonstrate that rotation of the audit partner is taking place every few 

years, which is supposed to ensure the independence of the auditors so that the 

audit reports could become more reliable to investors.   

However, it is unclear whether an engagement partner’s signature would 

actually increase audit quality. First, an assumption that the engagement partner’s 

signature would increase accountability inherently assumes that current 

accountability levels are not adequate. In addition, economic predictions of audit 

quality effects rely on an increase in legal liability (Basu 1997). Without a legal 

liability change associated with the partner’s signature, the rational audit partner’s 

opportunity set, and therefore his choice, should be unaffected by a policy requiring 

an individual partner signature. Because the PCAOB (and other standard setting 

bodies) have specifically argued against increased individual liability as a result of 
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proposed signature requirement, reputation is the most likely economic reason for 

an increase in audit quality. However, in the event of an audit failure, the 

engagement partner’s name is generally publicly disclosed. 

Another concern to mandatory partner signature is the fact that the highlight 

of individual audit partner’s responsibility on audit might potentially have a 

misleading effect of suggesting that only the named individual has full responsibility 

for the engagement. Practitioner auditors also argue that there is no reason to 

believe that audit quality would improve. Deloitte strongly stated in a comment 

letter, “We do not believe this requirement has any close nexus to audit quality 

(Deloitte 2008).” Although the individual partner will in most cases be the lead 

partner responsible for the client, there is a collective responsibility that is held by 

the firm as a whole. Such a mandatory partner signature might create an adverse 

effect of having a named individual decide not to consult widely enough and gain the 

views of others within the firm and therefore there is a potential that the quality in 

the audit process is reduced.  

Furthermore, previous researches indicate that there is no significant evidence 

to show that mandatory partner rotation improves audit quality, and there is no 

consistent support for the belief that mandatory audit partner rotation enhances 

perceptions of audit quality (Chi et al. 2009). Therefore, the fact that disclosing audit 

engagement partner’s name on audit reports demonstrate the rotation of partners 

might actually have no effects on either audit quality or the investors’ perception of 

audit quality. 
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In addition, a prior study shows that CEO and CFO’s signatures can make a 

difference on investors’ expectation of the quality of accounting reports (Chang et al. 

2006). Post-SOX CEOs and CFOs have to certify their financial results under oath, 

and investors favor this change. However, it is not clear whether that is driven by an 

increase in personal legal liability of CEO and CFOs. If investors consider that such 

an “oath” should increase company VIPs’ personal liabilities, then their positive 

reaction to this policy change cannot be assumed in the case of mandatory audit 

partner signature since PCAOB specified that such a policy change would not 

increase audit partners’ personal liability. However, if investors’ favoring the policy 

has nothing to do with the assumption of increasing personal liabilities, then the 

logic can be applied to the case of mandatory audit partner signature requirement 

so we should expect a positive reaction from the market as well. 

Because of the unclearness and complexity of the effects of mandatory partner 

signatures, I would state the hypotheses as follows: 

H1: Mandatory audit partner signature has no influence on audit quality in UK. 

H2: The UK market has no reaction to the implementation of mandatory audit 

engagement partner signature. 
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3. Sample and Research Design 

We investigate the audit quality impact of the requirement for audit engagement 

partners to sign their personal name to their audit opinion in UK beginning in April 

6, 2008. We choose to test audit quality through the quality of the audited financial 

statement using earnings quality, and therefore we examine our first research 

question using current accruals, abnormal working capital accruals, and an 

annualized version of the Dechow and Dichev (2002) accruals quality measure 

(Becker et al. 1998; Reynolds and Francis 2000; DeFond and Park 2001; Dechow 

and Dichev 2002; Myers et al. 2003; and Francis and Yu 2009). Additionally, we test 

for the probability of meeting or slightly beating important earnings benchmarks. 

We test our second research question through examining market’s earnings 

response coefficient. 

 

Three Measures of Accrual Quality 

 The first approach used to test our research question involves estimating 

earnings management levels using accrual metrics. Current Accruals, scaled by 

lagged Total Assets to control for heteroscedasticity, is the first accruals measure. 

Equation (1) reflects the calculation of Current Accruals. 

 

CAjt=∆CUAjt-∆CASHjt-∆CULjt+∆STDjt                                                                        (1) 

 

     Where: 

    CAjt = Current Accruals for firm j over fiscal year t 

                  ∆CUAjt = Change in Current Assets for firm j over fiscal year t 
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    ∆CULjt = Change in Current Liabilities for firm j over fiscal year t 

 ∆STDjt = Change in Short Term Debt, inclusive of Short Term Notes Payable    
and the Current Portion of Long Term Debt, for firm j over fiscal year t 

 

 We also calculate the level of Abnormal Working Capital Accruals to estimate 

the degree of earnings management (DeFond and Park 2001). Abnormal Working 

Capital Accruals, AWCA, scaled by lagged total assets to control for 

heteroscedasticity, is our second accruals quality measure. Equation (2) reflects the 

calculation of Abnormal Working Capital Accruals. 

 

AWCAjt = WCjt – (WCjt-1 / SALESjt-1)*SALESjt                                                                                        (2) 
 

Where: 

AWCAjt = Abnormal Working Capital Accruals for firm j over fiscal year t 

WCjt = Working Capital for firm j at the end of fiscal year t 

WCjt-1 = Working Capital for firm j at the end of fiscal year t-1 

SALESjt-1 = Total Revenues for firm over fiscal year t-1 

SALESjt = Total Revenues for firm j over fiscal year t 

 

The third measure we used to estimate the degree of accruals quality is an 

annualized accurals quality metric described in Dechow and Dichev (2002). The 

standard deviation of 5 firm-fiscal years’ residuals from a specific regression below 

is our third accruals quality measure. Equation (3) reflects the calculation of current 

period annual changes in working capital. 
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∆WCjt = βoj + β1jCFOjt-1 + β2j CFOjt + β3j CFOjt+1 + εjt                                                          (3)          
                                                                                   

 Where: 

∆WCjt = Current period annual changes in Working Capital 

CFO = Cash Flows from Operations for the past (t-1), current (t) and 
subsequent (t+1) fiscal years  

 

Primary Accruals Quality Test Regression Model 

The three measures of accruals, AQ, are each used separately in our accrual 

quality tests. We regress AQ on a partner signature dummy variable, SIGNED, that is 

equal to one if the firm’s auditor signed their names to the audit opinion in the year, 

or zero otherwise. If the audit engagement partner-level signature mandate 

improved audit quality, the n the coefficient on SIGNED should be negative, which 

implies that accrual quality is higher when auditors sign their names to the audit 

opinion. We estimated the following model to test the relationship between accruals 

and mandatory engagement level partner signatures: 

 

AQjt = βo + β1SIGNEDjt + β2IFRSjt + β3CFOjt + β4CFOVOLjt + β5GROWTHjt + 
β6SALESVOLjt + Β7SIZEjt + β8DEBTjt + β9LOSSjt + β10AGEjt + β11BIG4jt + β12TENUREjt + 
εjt                                                                                                                                                                                                                                 (4) 

 

 Where: 

AQjt = One of the 3 above accruals quality measures 

SIGNEDjt = Dummy variable = 1 if the firm’s auditor signed their name to the 
audit opinion in that year and 0 otherwise; assumption: all audit opinions 
issued after April 6, 2008 be signed by an audit partner per the Companies 
Act of 2006 
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IFRSjt = Dummy variable = 1 if the company’s financial statements were 
prepared in accordance with IFRS and 0 otherwise; assumption: U.K. listed 
companies’ financial statements were prepared in accordance with IFRS for 
fiscal years ending on or after December 31, 2005 

CFOjt = Cash Flow from Operations scaled by Total Assets 

CFOVOLjt = Cash Flow Volatility calculated as the standard deviation of CFO 
over the most recent 3 fiscal years 

GROWTHjt = Percentage growth in Sales from fiscal year t-1 to fiscal year t 

SALESVOLjt = Sales Volatility calculated as the standard deviation of Sales 
over the most recent 3 fiscal years 

SIZEjt = The natural log of a firm’s Total Assets in fiscal year t 

DEBTjt = A firm’s Total Liabilities divided by Total Assets in fiscal year t 

LOSSjt = Dummy variable = 1 if the firm’s Income before Extraordinary Items 
is less than 0 and 0 otherwise 

AGEjt = The number of years the firm has been listed in Global Compustat; 
assumption: calculated age beginning with 1950 as a potential first year to be 
listed in Global Compustat 

BIG4jt = Dummy variable = 1 if a firm’s auditor is one of the Big4 and 0 
otherwise; assumption:  prior Big4 composites were “Big” at the time (i.e. 
Touche, PriceCoopers, etc.) 

TENUREjt = Dummy variable = 1 if a firm’s auditor in fiscal year t has a tenure 
of more than 4 years and 0 otherwise 

 

 

Earnings Benchmark Targets Regression Model: 

 The distribution of earnings around some benchmark has also been used in 

many studies to make inferences about earnings management (Bugstahler and 

Dichev, 1997; Altamurro et al. 2005; Baik et al. 2008). In the absence of earnings 

management there should be no difference in the frequency of firms just barely 
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meeting versus just barely failing to meet important earnings benchmarks. 

However, prior research finds fewer (greater) than expected numbers of firms 

having income just below (above) those benchmarks (Burgstahler and Dichev, 

1997). These finding s suggest that managers are managing earnings when 

unmanaged earnings are naturally slightly below the benchmark level. Higher 

quality audits should be able to reduce the level of earnings management, and 

therefore we test the following regression to see if there’s any change on audit 

quality after audit partner’s signature is mandated. 

 

PROB[MEET = 1] = f(βo+ β1SIGNED + X’B + ε)                                           (5) 
 
Where: 

Meet = Dummy variable = 1 if a firm meets an earnings benchmark and 0 
otherwise;  two measures of earnings benchmark used:  

i. Small Positive Earnings Value (Meet1) = Dummy variable =1 if 
the firm has Income before Extraordinary Items between 0 and 
5% of their Total Assets.  

ii. Just Met Small Earnings Increase (Meet2) = Dummy variable = 
1 if the firm’s Income before Extraordinary Items – that in the 
prior year was between 0 and 1.3% of their Total Assets. 

SIGNEDjt = Dummy variable = 1 if the firm’s auditor signed their name to the 
audit opinion in that year and 0 otherwise; assumption: all audit opinions 
issued after April 6, 2008 be signed by an audit partner per the Companies 
Act of 2006. 

X’B = The same matrix of control variables used in the accruals quality test 
excluding the LOSS indicator variable.  
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Earnings Response Coefficient Regression Model 

In order to test whether the UK market has reaction to the implementation of 

mandatory audit engagement partner signature, we use the following earnings 

response coefficient regression model. If the new rule of audit partner’s signatures 

has a positive or a negative impact on the market response, the coefficient β5 before 

SIGNED *∆EARNINGS jt would be significantly positive or negative accordingly. 

 

CARjt = βo + β1EARNINGS jt + β2∆EARNINGSjt + β3 SIGNED jt + 
β4SIGNED*EARNINGS jt + β5SIGNED*∆EARNINGS jt + β6 GROWTH jt + β7 
LNMVEjt + β8 DEBT jt + β9GROWTH*EARNINGS jt + β10GROWTH*∆EARNINGS jt 
+ β11LNMVE*EARNINGS jt + β12LNMVE*∆EARNINGS jt + β13DEBT*EARNINGS jt 
+ β14DEBT*∆EARNINGS jt                                                                                                                                   (6) 
 
Where: 

CARjt = Cumulative market-adjusted abnormal return over a one year period 
extending from 8 months prior to the end of a fiscal year to 3 months after 
(computed as the differences between annualized firm raw returns and 
annualized S&P UK market returns).  

EARNINGS jt = Income from Continuing Operations for fiscal year t scaled by 
the market value of equity at the beginning of the fiscal year. 

∆EARNINGS jt = Change in Income from Continuing Operations for fiscal year 
t, as compared to fiscal year t-1, scaled by the market value of equity at the 
beginning of fiscal year t. 

SIGNED jt = Dummy variable = 1 if the firm’s auditor signed their name to the 
audit opinion in that year and 0 otherwise; assumption: all audit opinions 
issued after April 6, 2008 be signed by an audit partner per the Companies 
Act of 2006. 

GROWTH jt = Book value to market value of equity at the end of fiscal year t. 

DEBTjt = A firm’s Total Liabilities divided by Total Assets at the end of fiscal 
year t. 

LNMVE jt = Natural log of market value of common equity at the end of fiscal 
year t. 
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Sample Selection 

Our sample, collected from Compustat Global, includes fiscal year 

observations between 2002 and 2010 for publicly-listed UK firms. Financial and 

utility industries were eliminated because of unique accounting methods.  

The regression models where Current Accruals, Abnormal Working Capital 

and Earnings Benchmark Targets were used as measures of accrual quality included 

a sample of 2,502 firm-year observations. The regression model with the third 

accrual quality measure, the standard deviation of Working Capital residuals, 

included a limited sample of 342 firm-year observations (Note: the IFRS dummy 

variable was not included as part of this regression model as all sample firm-year 

observations were post-IFRS). 

Similar to Blay et al., the above regressions are run for a sample limited to the 

year of implementation of the audit partner signature requirement (per the 

Companies Act of 2006) and the year immediately prior to implementation. Such 

resulted in a sample of 328 firm-year observations for regression models where 

Current Accruals, Abnormal Working Capital and Earnings Benchmark Targets were 

used as measures of accrual quality. The regression model with the standard 

deviation of Working Capital residuals as a dependent variable included a sample of 

200 firm-year observations. The IFRS and BigN dummy variables were not included 

as part of these limited sample regression models due to no variation among sample 

firm-year observations.  

For the Earnings Response Coefficient Model, Firm return data is collected 

from Compustat Global while market returns are for the S&P United Kingdom Index. 
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The sample of firm-year observations was limited to the year of implementation of 

the audit partner signature requirement (per the Companies Act of 2006) and the 

year immediately prior to implementation. 

 

Descriptive Statistics 

 The following tables reports summary statistics of variables used in the study 

by sample period and selection method. Table 1 reports the descriptive statistics for 

the first two accruals quality—current accruals and abnormal working capital, as 

well as Earnings Benchmark Targets Regression model. The mean of Current 

Accruals is about -0.002. The mean for abnormal working capital is about -0.003.  

There are 683 companies have the small positive earning value, which is recorded 

as Meet1; and 387 companies have just met small earnings increase, which is 

recorded as Meet2. 264 Companies have their audit reports signed by audit 

engagement partners using their own names. 

 Table 2 reports the descriptive statistics for our third measure of accruals 

quality—the standard deviation of the change in working capital residual. He main 

of our measure is about 0.07. Of total 342 companies measured, 122 have their audit 

reports signed by audit engagement partners using their own names. 

 Table 3 reports the descriptive statistics for Earnings Response Coefficient 

Test. The entire sample consists of 174 companies; the year before and after the law 

was implemented ends up having 87 companies in our sample. 
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Table 1 

 

 

 

 

 

 

Descriptive Statistics - Current Accruals, Abnormal Working Capital and Earnings Benchmark Targets as Dependent Variables

Variable N Minimum Median Maximum Mean Std Dev Lower Quartile Upper Quartile

Accrual Quality

CurrAcc 2502 -0.3264124 -0.0030309 0.2970683 -0.002193 0.0869735 -0.0343496 0.0321908

AbWorkCap 2502 -0.3825735 -0.0025356 0.3626981 -0.0029605 0.0937662 -0.0342824 0.0310453

Controls

CFOcont 2502 -0.4985735 0.0889314 0.3460149 0.0765326 0.1301909 0.037435 0.1417323

CFVol 2502 0.1137951 5.0648225 1071.16 42.1866533 143.9345046 1.7086373 18.7038875

SalesGrowth 2502 -0.7389413 0.0414049 1.7508093 0.0723099 0.3127124 -0.0476527 0.1436948

SaleVol 2502 0.1606061 15.1292523 4167.51 155.3155633 541.1285071 4.0008799 69.3002164

LSIZE 2502 0.614104 4.9008799 10.7368966 5.0703941 2.1065769 3.630853 6.4160327

DEBT 2502 0.0858779 0.5541769 1.7054641 0.5741415 0.2653061 0.4037468 0.697876

AGE 2502 9 19 24 18.4084732 4.2909266 15 22

Variable N

0 1
Accrual Quality

Meet1 2502 1819 683

Meet2 2502 2115 387

Controls

SIGNED 2502 2238 264

IFRS 2502 1283 1219

LOSS 2502 1887 615

BigN 2502 1509 993

Tenure 2502 1332 1170

2002 142 5.68

2003 497 19.86

2004 525 20.98

2005 503 20.1

2006 223 8.91

2007 175 6.99

2008 186 7.43

2009 219 8.75

2010 32 1.28

TOTAL 2502 100

DUMMY VARIABLE

Data Year - Fiscal

Year Frequency Percent
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Table 2 

 

  

 

 

 

 

Descriptive Statistics - Standard Deviation of the Change in Working Capital residual as the Dependent Variable

Variable N Minimum Median Maximum Mean Std Dev Lower Quartile Upper Quartile

Accrual Quality

DDAQ 342 0.006138 0.0553801 0.2273019 0.0698242 0.0515232 0.0307132 0.0883372

Controls

CFOcont 342 -0.3670523 0.081106 0.2645968 0.0687971 0.1013922 0.0410681 0.1288376

CFVol 342 0.0741148 6.8028661 1048.7 53.4537329 155.7207301 2.0589136 30.7073824

SalesGrowth 342 -0.5478861 0.0540839 0.9968868 0.0693411 0.24414 -0.0509312 0.15822

SaleVol 342 0.2337263 29.0358174 5694.68 260.5422764 862.599959 5.363758 118.1020039

LSIZE 342 0.6841064 5.199061 11.5267396 5.4264663 2.3384019 3.771887 6.9930151

DEBT 342 0.0925146 0.5628779 2.096123 0.6206718 0.3237455 0.4489425 0.73933

AGE 342 13 22 24 19.8479532 3.6295034 15 23

Variable N

0 1
Controls

SIGNED 342 220 122

LOSS 342 281 61

BigN 342 341 1

Tenure 342 193 149

2006 20 5.85

2007 95 27.78

2008 110 32.16

2009 105 30.7

2010 12 3.51

TOTAL 342 100

DUMMY VARIABLE

Data Year - Fiscal

YEAR Frequency Percent
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Table 3 

 

 

 

 

 

Descriptive Statistics - Earnings Response Coefficient Test (Entire Sample)

Variable N Minimum Median Maximum Mean Std Dev Lower Quartile Upper Quartile

CAR 174 -1.0722993 -0.0252137 2.3318293 0.0446717 0.5724683 -0.2908722 0.2437291

EARN 174 -0.8212872 0.0671946 0.4729186 0.0415469 0.1803023 0.0226651 0.1131457

CHG_EARN 174 -1.0371236 -0.0035953 1.7493472 0.0150551 0.3402118 -0.0583377 0.0273048

GRW 174 -3.579517 0.619688 5.9905943 0.8381833 1.225821 0.3318602 1.2134954

LNMVE 174 1.1548645 5.5018594 11.07324 5.6298404 2.4064815 3.7543422 7.1259898

DEBT 174 0.1517985 0.5997364 1.7054641 0.6391756 0.2763064 0.4769943 0.7718432

2007 7 4.02

2008 87 50

2009 80 45.98

Descriptive Statistics - Earnings Response Coefficient Test (Year Before law was implementated)

Variable N Minimum Median Maximum Mean Std Dev Lower Quartile Upper Quartile

CAR 87 -0.664348 -0.0867737 2.3318293 -0.0680361 0.4080189 -0.3436121 0.1134393

EARN 87 -0.8212872 0.0585087 0.4729186 0.0316898 0.1624323 0.0226651 0.0910543

CHG_EARN 87 -1.0371236 -0.0111958 1.5720233 -0.0296009 0.2759879 -0.0675004 0.0119034

GRW 87 -3.579517 0.7120894 5.9905943 1.0049754 1.3421256 0.4006209 1.3492005

lnmve 87 1.1548645 5.1626905 11.07324 5.4579094 2.371572 3.4315305 7.0569936

DEBT 87 0.1517985 0.6236794 1.7054641 0.6476077 0.2692569 0.4824923 0.756382

Descriptive Statistics - Earnings Response Coefficient Test (First Year Law went into effect)

Variable N Minimum Median Maximum Mean Std Dev Lower Quartile Upper Quartile

CAR 87 -1.0722993 0.0672226 2.3318293 0.1573795 0.683425 -0.2844321 0.4050389

EARN 87 -0.8212872 0.0776072 0.4729186 0.051404 0.1970152 0.0125542 0.1327265

CHG_EARN 87 -1.0371236 0.0026576 1.7493472 0.0597111 0.3906789 -0.0525781 0.0554853

GRW 87 -3.579517 0.4918964 5.9905943 0.6713913 1.0794256 0.2849865 1.0424803

lnmve 87 1.1911745 5.7945883 11.07324 5.8017715 2.442434 4.0060296 7.3191058

DEBT 87 0.1912862 0.5847893 1.7054641 0.6307434 0.2844908 0.4613892 0.7889447

Fiscal Year Frequency Percent
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4. Results 

Results are reported in this section for the accruals tests, the benchmark 

earnings tests, as well as the earnings response coefficient test. All of the models are 

significant when p<0.01. We report all p-values as two-tailed. 

 

Accruals Tests  

 Table 4.1 presents the results (2002-2010 Sample) using scaled current 

accruals (CA) from Equation (1) as the dependent measure of audit quality. 

Although many control variables obtain their predicted direction at conventional 

levels of significance, SIGNED remains insignificant. Table 4.2 presents the two-year 

result (2006-2007 Sample) of the same accruals quality measure, and SIGNED 

remains insignificant as well. 

 Table 5.1 presents the results (2002-2010 Sample) using abnormal working 

capital accruals (AWCA) from Equation (2). The variable SIGNED remains 

insignificant (p = 0.95 > 0.01).  Table 5.2 presents the two-year result (2006-2007 

Sample) of the same accruals quality measure, and SIGNED remains insignificant as 

well (p = 0.58 > 0.01). 

 Table 6.1 presents the results (2002-2010 Sample) using the standard 

deviation of 5 firm-fiscal years’ residuals from Equation (3). The variable SIGNED 

remains insignificant (p = 0.27 > 0.01).  Table 6.2 presents the two-year result 

(2006-2007 Sample) of the same accruals quality measure, and SIGNED remains 

insignificant as well (p = 0.21 > 0.01). 
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 Overall, our tests consistently fail to find any significant relation between the 

implementation of a mandatory engagement partner-level signature and accruals 

quality as a proxy for the audit quality.  

 

Earnings Benchmark Tests 

  Table 7.1.1 reports our 8-year sample earnings benchmark tests for 

companies that have income before extraordinary items between 0 and 5% of their 

total assets. The variable before SIIGNED ends up being 0.2817, and it is not 

significant enough. Table 7.1.2 reports the 8-year sample earnings benchmark tests 

for companies that have just met small earnings increase. The variable ends up 

being insignificant again, 0.1864. 

 Table 7.2.1 and Table 7.2.2 report our 2-year sample results. The SIIGNED 

variables are -0.1645 and -0.1241 and fail to be significant in both cases. 

 Our overall results on the relation between partner-level signatures and 

audit quality, as measured by earnings benchmarks again show no significant 

correlation. 

 

Earnings Response Coefficient Tests 

 Table 8 reports our result on whether the UK market favors the 

implementation of partner-level signatures. Even if the coefficient before SIGNED is 

pretty significant, the coefficient β5 before SIGNED *∆EARNINGS jt is -0.04, with a p-

value of 0.8832 (>0.01).The result again fails to show any significant investors’ 

response to the implementation of such a policy. 
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5. Conclusion 

We are unable to document any relation between mandatory engagement 

partner-level signatures and audit quality in the UK.  The result echoes the research 

done by Blay et al., which is conducted in Netherland. Our lack of a correlation is 

robust to multiple different measures to accruals quality, as well as the likelihood of 

meeting or beating prior year earnings, and multiple sample selection periods. 

These results provide some indication that the implementation of a partner-level 

signature, in the lack of increased litigation risk, may not have the desired effect of 

increased audit quality. This could be an indication that current accountability levels 

of audit quality are already at high levels, and therefore, implementation of 

mandatory engagement partners’ signatures would not increase accountability 

levels any more. In addition, according to our earnings response coefficient tests, UK 

investors did not significantly response to such a policy change.  This could be an 

indication that there is no increase in investor confidence in the audit by 

implementing mandatory engagement partners’ signatures. 

Although the overall evidence suggests that there is limited, or no, relation 

between audit quality and partner-level signatures, and that the market does not 

response to such a policy change, we are unable to unconditionally conclude this for 

several reasons. First, a lack of statistical correlation could be related to 

misspecified models, lack of statistical power, or something else. Second, because 

we are unable to find out the actual date that the change of policy was publicized, 

our failure to find out investors’ response might simply due to testing of wrong date. 

Third, even if applied by lots of prior researches, our audit quality proxies (accruals 



 25 

quality and earnings benchmark tests) may not be appropriate audit quality 

measures.  Finally, UK adopted such a policy as a part of 2006 Company Act, and 

therefore, it is hard to separately test one single policy without looking at the effect 

of the 2006 Company Act. However, our results indicate that, at least in our sample 

and testing method, there is little indication that regulators’ arguments for 

improving audit quality through the adoption of mandatory engagement partner-

level signatures are supported by empirical data; and there is little indication that 

such a policy change would increase investor confidence in audit process.  
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Table 4.1: Current Accruals Test for 2002-2010 Sample  

 

 

Table 4.2: Current Accruals Test for 2006-2007 Sample 

 

 

 

 

Number of Observations Read 2502

Number of Observations Used 2502

Parameter Standard

Estimate Error

Intercept 0.04463 0.0089 5.02 <.0001

SIGNED 0.00054437 0.00638 0.09 0.932

IFRS -0.02038 0.00497 -4.1 <.0001

CFOcont -0.25978 0.01454 -17.87 <.0001

CFVol -0.00001397 0.00001913 -0.73 0.4653

SalesGrowth 0.02057 0.00527 3.91 <.0001

SaleVol 0.00000447 0.00000506 0.88 0.3767

LSIZE 0.00098192 0.00109 0.9 0.3685

DEBT -0.01882 0.00637 -2.96 0.0032

LOSS -0.05727 0.00443 -12.94 <.0001

AGE 0.00002969 0.00041481 0.07 0.9429

BigN -0.00524 0.00525 -1 0.3184

tenure 0.00593 0.004 1.48 0.1384

Variable t Value Pr > |t|

Number of Observations Read 328

Number of Observations Used 328

Parameter Standard

Estimate Error

Intercept 0.04872 0.02498 1.95 0.052

SIGNED 0.00805 0.01171 0.69 0.492

CFOcont -0.28952 0.04364 -6.63 <.0001

CFVol -0.00006161 0.00006103 -1.01 0.3135

SalesGrowth 0.04512 0.01617 2.79 0.0056

SaleVol 0.00000955 0.00001308 0.73 0.4658

LSIZE 0.00154 0.00283 0.55 0.5856

DEBT -0.01058 0.01537 -0.69 0.4914

LOSS -0.05114 0.01169 -4.38 <.0001

AGE -0.00122 0.00122 -1 0.3187

tenure -0.00554 0.01245 -0.45 0.6564

Variable t Value Pr > |t|
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Table 5.1: Abnormal Working Capital Accruals Test for 2002-2010 Sample 

 

 

 

 

Table 5.2: Abnormal Working Capital Accruals Test for 2006-2007 Sample 

 

 

 

 

Number of Observations Read 2502

Number of Observations Used 2502

Parameter Standard

Estimate Error

Intercept 0.03385 0.00987 3.43 0.0006

SIGNED -0.00042968 0.00707 -0.06 0.9516

IFRS -0.01382 0.00552 -2.5 0.0123

CFOcont -0.24007 0.01613 -14.89 <.0001

CFVol -0.00002199 0.00002123 -1.04 0.3003

SalesGrowth 0.00215 0.00584 0.37 0.7134

SaleVol 0.00000507 0.00000561 0.9 0.3663

LSIZE 0.0023 0.00121 1.9 0.0582

DEBT -0.02453 0.00706 -3.47 0.0005

LOSS -0.03925 0.00491 -7.99 <.0001

AGE -0.00002726 0.00046021 -0.06 0.9528

BigN -0.00334 0.00583 -0.57 0.566

tenure 0.0048 0.00444 1.08 0.2793

Variable t Value Pr > |t|

Number of Observations Read 328

Number of Observations Used 328

Parameter Standard

Estimate Error

Intercept 0.01873 0.02518 0.74 0.4576

SIGNED 0.00652 0.0118 0.55 0.5809

CFOcont -0.33964 0.04399 -7.72 <.0001

CFVol -4.144E-05 0.00006151 -0.67 0.501

SalesGrowth 0.05683 0.0163 3.49 0.0006

SaleVol 0.0000035 0.00001318 0.27 0.7908

LSIZE 0.00341 0.00285 1.2 0.2326

DEBT 0.00542 0.01549 0.35 0.7265

LOSS -0.02871 0.01178 -2.44 0.0154

AGE -0.0007561 0.00123 -0.61 0.5394

tenure 0.00436 0.01255 0.35 0.7284

Variable t Value Pr > |t|
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Table 6.1: Standard Deviation of 5 firm-fiscal years’ residuals (2002-2010) 

 

 

 

Table 6.2: Standard Deviation of 5 firm-fiscal years’ residuals (2006-2007) 

 

 

 

Number of Observations Read 342

Number of Observations Used 342

Paramete

r

Standard

Estimate Error

Intercept 0.10663 0.0165 6.46 <.0001

SIGNED 0.00838 0.0076 1.1 0.2707

CFOcont -0.04092 0.02989 -1.37 0.1718

CFVol 5.59E-05 0.00003439 1.63 0.105

SalesGrowth -0.01398 0.01123 -1.24 0.214

SaleVol -6.5E-06 0.00000572 -1.14 0.2546

LSIZE -0.00901 0.00166 -5.42 <.0001

DEBT 0.0266 0.00822 3.24 0.0013

LOSS 0.00154 0.00781 0.2 0.8437

AGE 8.04E-06 0.00077754 0.01 0.9918

BigN -0.01298 0.04834 -0.27 0.7885

tenure -0.01222 0.00776 -1.58 0.1162

Variable t Value Pr > |t|

Number of Observations Read 200

Number of Observations Used 200

Paramet

er

Standard

Estimat

e

Error

Intercept 0.10249 0.02129 4.81 <.0001

SIGNED 0.01239 0.00978 1.27 0.2066

CFOcont -0.0242 0.03997 -0.61 0.5451

CFVol 5.3E-05 0.00004889 1.08 0.2795

SalesGrowth -0.0133 0.01761 -0.76 0.4498

SaleVol -6E-06 0.0000079 -0.73 0.4635

LSIZE -0.0087 0.00204 -4.28 <.0001

DEBT 0.02549 0.01068 2.39 0.0179

LOSS -0.0019 0.00973 -0.2 0.844

AGE 0.00027 0.0009971 0.27 0.7904

tenure -0.0221 0.01006 -2.2 0.0294

Variable t Value Pr > |t|



 29 

Table 7.1.1: Earnings Benchmark Test for 2002-2010 Sample (Meet1) 

 

 

Table 7.1.2: Earnings Benchmark Test for 2002-2010 Sample (Meet2) 

 

 

Number of Observations Read 2502

Number of Observations Used 2502

Ordered Total

Value Frequency

1 0 1819

2 1 683

Probability modeled is Meet1=1.

Standard Wald

Error Chi-

Square

Intercept -1.6487 0.2443 45.5438 <.0001

SIGNED 0.2817 0.1794 2.4657 0.1164

IFRS -0.4311 0.1427 9.1259 0.0025

CFOcont -0.6376 0.3909 2.6601 0.1029

CFVol -0.00095 0.000613 2.3874 0.1223

SalesGrowth -0.5139 0.1701 9.1284 0.0025

SaleVol -0.00044 0.000176 6.1719 0.013

LSIZE 0.2268 0.0314 52.2461 <.0001

DEBT 0.0617 0.1822 0.1147 0.7348

AGE -0.0137 0.0118 1.3548 0.2444

BigN -0.1116 0.1467 0.5791 0.4467

tenure 0.2287 0.1132 4.0843 0.0433

Parameter Estimate Pr > ChiSq

Analysis of Maximum Likelihood Estimates

Response Profile

Meet1

Number of Observations Read 2502

Number of Observations Used 2502

Ordered Total

Value Frequency

1 0 2115

2 1 387

Probability modeled is Meet2=1.

Standard Wald

Error Chi-

Square

Intercept -3.1608 0.3256 94.2549 <.0001

SIGNED 0.1864 0.2304 0.6548 0.4184

IFRS -0.7697 0.1782 18.6601 <.0001

CFOcont 1.5965 0.5787 7.6116 0.0058

CFVol -0.00273 0.000746 13.3589 0.0003

SalesGrowth 0.4839 0.1986 5.9383 0.0148

SaleVol 0.000146 0.000159 0.8442 0.3582

LSIZE 0.3128 0.0394 62.9489 <.0001

DEBT -0.593 0.2667 4.9441 0.0262

AGE 0.0188 0.015 1.5609 0.2115

BigN -0.5036 0.1789 7.9273 0.0049

tenure 0.3979 0.1418 7.8729 0.005

Parameter Estimate Pr > ChiSq

Analysis of Maximum Likelihood Estimates

Response Profile

Meet2
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Table 7.2.1 Earnings Benchmark Test for 2006-2007 Sample (Meet1) 

 

 

 

Table 7.2.2 Earnings Benchmark Test for 2006-2007 Sample (Meet2) 

 

 

Number of Observations Read 328

Number of Observations Used 328

Ordered Total

Value Frequency

1 0 237

2 1 91

Probability modeled is Meet1=1.

Standard Wald

Error Chi-

Square

Intercept -1.1619 0.6991 2.7619 0.0965

SIGNED -0.1645 0.3353 0.2407 0.6237

CFOcont -0.6638 1.1735 0.32 0.5716

CFVol -0.0006 0.00183 0.1073 0.7432

SalesGrowth -0.4021 0.4786 0.7058 0.4008

SaleVol -0.00023 0.000405 0.3295 0.5659

LSIZE 0.2176 0.0812 7.175 0.0074

DEBT -0.2148 0.4544 0.2234 0.6364

AGE -0.0441 0.0349 1.5989 0.2061

tenure 0.4534 0.3563 1.6197 0.2031

Parameter Estimate Pr > ChiSq

Analysis of Maximum Likelihood Estimates

Response Profile

Meet1

Number of Observations Read 328

Number of Observations Used 328

Ordered Total

Value Frequency

1 0 279

2 1 49

Probability modeled is Meet2=1.

Standard Wald

Error Chi-

Square

Intercept -4.7378 1.0868 19.0036 <.0001

SIGNED -0.1241 0.4691 0.07 0.7914

CFOcont 0.788 2.0057 0.1543 0.6944

CFVol -0.0049 0.00214 5.2708 0.0217

SalesGrowth 0.8734 0.5701 2.3472 0.1255

SaleVol 0.00036 0.000386 0.8679 0.3515

LSIZE 0.5388 0.1147 22.0514 <.0001

DEBT -0.8731 0.7798 1.2537 0.2628

AGE 0.00586 0.0492 0.0142 0.9052

tenure 0.6925 0.4907 1.9912 0.1582

Parameter Estimate Pr > ChiSq

Analysis of Maximum Likelihood Estimates

Response Profile

Meet2
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Table 8: Earnings Response Coefficient Test 

 

 

 

 

 

 

 

 

 

Number of Observations Read 174

Number of Observations Used 174

Root MSE 0.53603 R-Square 0.1942

Dependent Mean 0.04467 Adj R-Sq 0.1232

Coeff Var 1199.93959

Parameter Standard

Estimate Error

Intercept 0.23678 0.21566 1.1 0.2739

EARN -0.43925 1.50928 -0.29 0.7714

CHG_EARN -1.24945 1.01482 -1.23 0.2201

SIGNED 0.19431 0.08957 2.17 0.0316

IntE -0.32872 0.53392 -0.62 0.539

IntChgE -0.04402 0.29923 -0.15 0.8832

GRW -0.05973 0.04384 -1.36 0.175

lnmve -0.01465 0.02276 -0.64 0.5207

DEBT -0.34064 0.19317 -1.76 0.0798

IntEGRW -0.0001769 0.24542 0 0.9994

INTCHGEGRW 0.22773 0.14811 1.54 0.1261

INTELNMVE 0.22788 0.16005 1.42 0.1565

INTCHGELNMVE 0.14362 0.09565 1.5 0.1352

INTEDEBT 0.84264 1.13406 0.74 0.4586

INTCHGEDEBT 0.60795 0.72967 0.83 0.406

Mean

Square

Numerator 1 0.13104 0.46 0.5005

Denominator 159 0.28733

Variable t Value Pr > |t|

Joint Hypothesis Primary Test: IntE + IntChgE = 0

Source DF F Value Pr > F

Parameter Estimates
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