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Abstract
Both the Sarbanes–Oxley Act of 2002 and the Dodd-Frank Act of 2010 include clawback provisions that require executives 
to pay back incentive compensation earned on financial statements that are restated in a subsequent period. Such provisions 
intend to reduce unethical reporting behavior by executives who otherwise might be more inclined to misstate financial state-
ments to boost incentive-based compensation. However, such provisions could promote rather than deter unethical behavior. 
In particular, Pyzoha (Account Rev 90(6):2515–2536, 2015) finds that, under certain conditions, executives are less willing 
to restate financial statements in the presence of a clawback policy. Similarly, auditors might also act unethically by being 
less likely to propose restatements in the presence of clawbacks to avoid upsetting management. To examine this possibil-
ity, this study reports the results of three experiments that examine the effect of clawback provisions on auditor judgment. 
Contrary to expectations, our three experiments, along with supplemental qualitative evidence (surveys and interviews of 
practicing auditors) consistently indicate that clawbacks do not affect auditors’ propensity to propose restatements. These 
results suggest that a decrease in the number of restatements in a clawback environment will not be due to auditors acting 
unethically to appease management. The effects of clawbacks on auditors’ risk assessments, however, are less conclusive. 
As such, we offer potential post hoc explanations to guide future research.
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Introduction

The Sarbanes–Oxley Act of 2002 (SOX; U.S. House of 
Representatives 2002) was enacted as a direct response to 
the high-profile frauds and corresponding audit failures that 
occurred in the early 2000s (e.g., Enron, WorldCom). The 
intent of the legislation is to hold both company executives 

and financial statement auditors more accountable for their 
actions and thereby improve the material accuracy of pub-
licly traded companies’ financial statements. Of particular 
interest to this study, SOX Section 304 includes a clawback 
provision that requires executives to pay back incentive 
compensation earned on financial reporting metrics that 
subsequently are restated. More recently, the Dodd-Frank 
Act of 2010 (Dodd-Frank) strengthened such clawback 
provisions. This study’s objective is to provide theory and 
evidence (both experimental and qualitative) to indicate 
how clawbacks influence auditors’ ethical judgment and 
decision-making.

Although the intent of clawbacks is to foster high-quality 
financial reporting by creating a culture of ethical behav-
ior (SEC 2010), Pyzoha (2015) finds evidence that claw-
backs can decrease ethical behavior by increasing manage-
ment opposition to restatements when they are at risk of 
losing incentive-based compensation. Specifically, Pyzoha 
(2015) reports that managers are more likely to oppose a 
restatement when they have relatively high incentive-based 
compensation at risk and the auditor is of relatively low 
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quality. Thus, while reductions in restatements in a claw-
back environment may be due to enhanced honesty, such 
reductions might also be due to unethical behavior by man-
agers attempting to retain incentive-based compensation. 
Beyond the compromised ethics of management, the audi-
tor independence literature suggests that auditors might be 
less likely to propose restatements to avoid upsetting man-
agement in the presence of a clawback policy. The effect 
of clawbacks on auditors’ restatement recommendations 
is of particular interest due to these strong ethical implica-
tions and the fact that restatements often result in adverse 
economic consequences for investors, creditors and other 
financial statement users, company directors, management 
and other employees, and auditors (Palmrose et al. 2004).

Leveraging psychology theory on motivated reasoning 
(cf. Kunda 1990), and prior accounting research on auditor 
independence, we predict that auditors will be less likely 
to propose restatements in the presence of a clawback pol-
icy (i.e., they will exhibit less ethical behavior). Previous 
research demonstrates that auditors exploit ambiguity in 
financial reporting standards to make judgments consistent 
with managements’ preferred conclusions (Hackenbrack 
and Nelson 1996; Kadous et al. 2003). Thus, when evalu-
ating an ambiguous potential restatement, we expect that 
the presence of a clawback will amplify the effects of moti-
vated reasoning, making auditors less likely to conclude a 
restatement is necessary to avoid upsetting management by 
triggering the clawback. Further, we examine whether these 
predicted effects are amplified when auditor independence is 
threatened (i.e., when client importance is relatively high) as 
auditor incentives to appease management are strengthened.

Although the effects of clawbacks on auditors’ propensity 
to propose restatements are our primary interest due to the 
strong ethical implications and financial consequences, we 
also examine whether clawbacks affect auditors’ assessments 
of the risk of material misstatement (RMM, i.e., pre-audit 
assessments of the likelihood that an audit client’s unaudited 
financial statements are materially misstated). For several 
reasons, we expect auditors’ RMM assessments to decrease 
in the presence versus absence of a clawback. First, audi-
tors consider management’s financial reporting incentives 
when assessing RMM and may view incentives to misstate 
as weaker in a clawback environment (Hirst 1994). Sec-
ond, clawback policies are likely perceived as strengthen-
ing corporate governance and the overall control environ-
ment, leading to lower RMM assessments (cf. Hanno and 
Cohen 2000; Schmidt 2014). Finally, there is evidence that 
clawbacks lead to higher-quality financial reporting (Chan 
et al. 2012; deHaan et al. 2013; Chen et al. 2015), which 
may lead to lower RMM assessments if auditors are aware 
of this evidence and/or believe in this empirical relation-
ship. Decreased RMM assessments would have efficiency 
benefits in cases where clawbacks foster higher-quality 

financial reporting, but could hinder audit effectiveness in 
cases where clawbacks have no effect or reduce financial 
reporting quality (cf. Pyzoha 2015).

To test our predictions, we conducted three experiments 
using practicing auditors as participants along with an expert 
panel discussion and supplemental audit partner interviews. 
Experiment 1 manipulates clawback policy (no clawback, 
lower clawback, and higher clawback) and the importance 
of the client to the audit firm (lower importance and higher 
importance). Participants review background information 
about a fictitious client, the CFO’s compensation contract 
containing the clawback manipulation, and then assess 
RMM for the client’s financial statements. Next, partici-
pants review and evaluate a potential misstatement relating 
to an aggressive accounting method used in the prior year’s 
financial statements and assess their likelihood of proposing 
a restatement. As the presence of a clawback did not signifi-
cantly affect either of these assessments, results of the first 
experiment fail to support our predictions.

To further investigate and assess the robustness of the 
non-effect of clawbacks on either auditors’ RMM assess-
ments or their propensity to recommend restatements, we 
conducted a second experiment. Experiment 2 utilizes 
Experiment 1’s no clawback and higher clawback condi-
tions (no clawback, clawback) and a slightly modified (at 
a participating firm’s request) client importance manipula-
tion (higher, lower). We increased experimental power with 
more participants and control by using in-person versus 
online data collection. We also added new process meas-
ures to examine post hoc explanations. Results of Experi-
ment 2 are consistent with Experiment 1 and support our 
post hoc explanation. Specifically, we find that clawbacks 
elevate auditors’ perceived accountability for higher-
quality financial reporting, which likely counteracts any 
deleterious effects of clawbacks on auditors’ restatement 
recommendations.

Our third experiment further investigates the robustness 
of our results. Experiment 3 is a 1 × 2 between-participants 
design that manipulates clawback policy (no clawback, 
clawback). The clawback condition is consistent with the 
manipulation in Experiment 1 (higher clawback condition) 
and Experiment 2 (clawback condition), but we change the 
control condition from informing participants that there was 
not a clawback provision in place (Experiments 1 and 2) 
to not mentioning the presence/absence of a clawback pro-
vision (i.e., a pure control condition). We find consistent 
results that clawbacks do not influence auditors’ propensity 
to recommend a restatement. However, unlike Experiments 
1 and 2, we find evidence that auditors decrease RMM 
assessments in the presence of a clawback, consistent with 
our original expectation. A potential explanation for these 
seemingly inconsistent results is that clawbacks do in fact 
reduce risk assessments relative to the former ecology where 
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clawbacks were uncommon (i.e., Experiment 3), but not rel-
ative to clients who explicitly decide to not adopt a clawback 
policy (i.e., Experiments 1 and 2) because those companies 
presumably have adequate compensating controls to deem 
a clawback policy unnecessary. When discussing the results 
of Experiment 3, we provide some limited evidence sup-
porting this post hoc explanation and discuss other potential 
explanations to guide future research. Further, as we do not 
find support across our three experiments for our hypothesis 
related to recommending a restatement and inconclusive evi-
dence for our RMM hypothesis, we discuss in “Conclusion” 
section the potential role that experimental design choices 
may have played in our findings.

As an additional check of the robustness of our results, we 
conducted an expert panel discussion with members of the 
authors’ institution’s Accounting Advisory Group (AAG), 
which includes both corporate executives and audit pro-
fessionals. We also conducted interviews with three audit 
partners from three different accounting firms (one from a 
Big 4 firm and two from non-Big 4 firms). Both the expert 
panel discussion and partner interviews were consistent with 
the general results of the three experiments. Participants did 
not believe that clawbacks would make auditors less likely 
to propose restatements, stressing that auditors generally 
have strong ethics, and more importantly that audit firms 
have strong quality control mechanisms such as mandatory 
consultation for potential restatements that would prevent 
ethical lapses. As for RMM, the participants consistently 
indicate that a clawback would be a risk factor, but some 
noted that any effects would be captured by other elements 
of the control environment, indicating dependency on the 
presence or absence of other control risk factors. One par-
ticipant noted that there might not be an effect on RMM 
since unethical managers, who are going to misstate finan-
cial performance to earn a bonus, likely will do so regardless 
of a clawback due to their low integrity. That is, if they are 
willing to risk civil and criminal penalties, they will also be 
willing to risk having their compensation clawed back. Over-
all, our qualitative evidence regarding risk assessments was 
inconclusive, again highlighting the need for future research.

Examining the effects of clawbacks on auditor ethics 
is important and timely, in part, because of the increasing 
prevalence of clawback policies. In fact, approximately 
three out of four S&P 500 firms currently have a clawback 
policy (Equilar 2016). Thus, it is increasingly important for 
practitioners and regulators to understand how clawbacks 
influence auditor judgment in light of the unethical behavior 
exhibited by executives (Pyzoha 2015; Pyzoha et al. 2017). 
Despite the prevalence of clawback policies, this is the first 
study of which we are aware that investigates how clawbacks 
influence auditors’ ethical judgments and decision-making. 
As such, our study makes several important contributions 
to extend the literature on auditor ethical decision-making 

(e.g., Sweeney et al. 2010; Brown-Liburd et al. 2013; Sam-
sonova-Taddei and Siddiqui 2016; Grenier 2017). Despite 
clawbacks likely leading to greater management opposition 
to restatements (Pyzoha 2015), such provisions might not 
ultimately lead to fewer auditor proposed restatements as, 
across three experiments, we consistently find that auditors 
are no less likely to propose restatements in the presence 
of a clawback. As such, we also contribute to the auditor 
independence literature by identifying a boundary condi-
tion on motivated reasoning theory’s prediction that auditors 
will exploit ambiguity to justify client-preferred conclusions 
(cf. Hackenbrack and Nelson 1996). Although clawbacks 
likely strengthen the salience of management’s preferred 
conclusions (cf. Pyzoha 2015) and/or decrease the salience 
of auditors’ accuracy goals, we provide evidence they also 
simultaneously strengthen auditor accountability for high-
quality financial reporting mitigating any deleterious effects 
on auditors’ ethical judgment.

Background and Hypothesis Development

Background

Clawbacks

Clawback provisions were first introduced in Section 304 of 
SOX, “Forfeiture of Certain Bonuses and Profits,” so that 
the Securities and Exchange Commission (SEC) can recover, 
on a publicly traded company’s behalf, any incentive-based 
compensation that CEOs and CFOs earned in the 12 months 
following the issuance of materially misstated financial 
statements. Luis Aguilar, SEC Commissioner, noted that 
Congress included clawbacks in SOX to enhance executives’ 
responsibility for financial reporting and to create a more 
honest culture of reporting (SEC 2010). Thus, an important 
objective of the SOX clawback rule is to enhance the con-
trol environments at publicly traded companies by making 
the CEOs and CFOs mindful that, if financial statements 
are misstated, any incentive-based compensation earned on 
misreporting will be susceptible to a clawback by the SEC. 
Despite public pressure, the SEC did not actively employ 
the SOX clawback rules in the initial years following pas-
sage of SOX. As a result, clawback regulations were modi-
fied and enhanced in Section 954, “Recovery of Erroneously 
Awarded Compensation,” of the Dodd-Frank Wall Street 
Reform and Consumer Protection Act of 2010 (the Dodd-
Frank Act). Since the passage of the Dodd-Frank Act, the 
SEC has increasingly utilized the SOX provision while the 
new Dodd-Frank Act rules are being finalized. Some recent 
examples include recouping incentives from executives at 
Beazer Homes, CSK Auto Corporation, and Computer Sci-
ences Corporation (SEC 2011a, b, 2015a).
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The SEC released its proposal in September 2015 for 
implementing the specific requirements in the Dodd-Frank 
Act with a request for public comment (SEC 2015b). Cur-
rently, the SEC is considering the comments and revising the 
rules for public release. Once implemented, the Dodd-Frank 
Act will require all publicly traded companies to adopt a 
clawback policy with the following characteristics: restate-
ments due to error or fraud trigger the clawback, the policy 
covers current and former executive officers, and incentive 
compensation is recoverable for up to 3 years preceding the 
restatement. However, the SEC has yet to enact the rules 
from Dodd-Frank. Thus, SOX establishes the clawback law 
currently in effect.1

In the following sections, we develop our expectations 
regarding the effect of clawbacks on auditor judgment. 
Although our primary interest is auditors’ restatement 
recommendations due to the strong ethical implications 
and financial consequences, we start with the effects on 
risk assessments, as some of the theory developed for risk 
assessments will be extended in the theory development for 
restatement recommendations.

Clawbacks and Auditors’ RMM Assessments

Leveraging prior experimental audit research, we expect 
auditors’ RMM assessments to decrease in the presence of 
clawbacks. In particular, Hirst (1994) finds that auditors’ 
RMM assessments are sensitive to management’s financial 
reporting incentives. Thus, to the extent that auditors believe, 
consistent with the intention of SOX and Dodd-Frank, claw-
backs reduce management incentives for inaccurate report-
ing, auditors’ RMM assessments likely will decrease in the 
presence of clawbacks. Further, prior research indicates 
that auditors’ RMM assessments decrease when companies 
have stronger governance structures and control environ-
ments (Hanno and Cohen 2000; Schmidt 2014). Thus, to the 
extent that auditors believe that clawbacks, again consistent 
with regulatory intentions, improve companies’ governance 
structures and control environments, then auditors’ RMM 
assessments should decrease in the presence of clawbacks.

This expectation is consistent with multiple archival 
findings indicating that misstatements are less frequent, 
and financial reporting quality is higher in the presence of 
clawbacks (see Pyzoha 2015 for a review). Specifically, 
firms that voluntarily adopt clawbacks experience lower 

rates of restatements and have higher perceived financial 
reporting quality (Chan et al. 2012; deHaan et al. 2013; Chen 
et al. 2015). Further, firms that voluntarily adopt clawbacks 
experience more favorable stock price valuations, suggesting 
that market participants believe clawbacks improve finan-
cial reporting quality (Iskandar-Datta and Yonghong 2013). 
To the extent that auditors are aware of these findings of 
higher financial reporting quality, and/or share similar views 
as market participants, auditors’ RMM assessments likely 
decrease in the presence of clawbacks. Thus, we present the 
following hypothesis:

H1  Auditors will assess a lower risk of material misstate-
ment in the presence versus absence of clawback provisions.

Clawbacks and Restatement Recommendations

The judgment of whether prior financial statements are mis-
stated, and a restatement is necessary, hinges on the auditors’ 
assessment of the acceptability and consistency with GAAP 
of previously utilized accounting methods.2 Such judgments 
are important because failing to restate previously misstated 
financial statements can lead to litigation, regulatory sanc-
tions, and reputational damage for the auditors. To avoid 
these negative outcomes, auditors have incentives to be 
accurate and unbiased when assessing the acceptability of 
previously utilized accounting methods. However, to retain 
business, auditors also have incentives make judgments that 
are consistent with their clients’ preferences (Hackenbrack 
and Nelson 1996; Bazerman et al. 1997; Libby and Kinney 
2000; Kadous et al. 2003). Further, determining the accept-
ability of accounting methods often is very subjective, which 
makes it more likely that client preferences to not restate 
will influence auditors’ recommendations (Kunda 1990; 
Hackenbrack and Nelson 1996; Libby and Kinney 2000; 
Kadous et al. 2003). Thus, situations in which restatements 
are arguable, but ambiguous, can create an ethical dilemma 
for auditors.

Leveraging motivated reasoning theory (Kunda 1990), 
we expect that auditors will be less likely to recommend 
restatements in the presence versus absence of clawbacks. 
Motivated reasoning theory predicts that individuals’ direc-
tional goals (i.e., preferred outcomes) consciously and/

1  In June 2017, The Financial Choice Act of 2017 was passed in 
the US House of Representatives to modify the Dodd-Frank Act. 
The only modification to the Dodd-Frank Act clawback provision is 
related to who will be susceptible to clawbacks. Specifically, the new 
bill proposes that clawbacks will only cover executive officers who 
had control over the financial reporting that resulted in the misstate-
ment.

2  Generally Accepted Accounting Principles (GAAP) require compa-
nies to formally restate prior period financial statements (i.e., refile 
financial statements with the SEC) when material misstatements are 
discovered subsequent to their issuance (FASB 2005). While a com-
pany’s management ultimately makes the decision to restate, audi-
tors also have significant input. Specifically, auditors who believe a 
client’s financial statements should be restated can decline to issue 
an unmodified opinion on the company’s financial statements unless 
the company agrees to restate the prior period financial statements in 
question.
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or subconsciously influence their search for, analysis, and 
weighting of information/evidence in the direction of the 
preferred outcome, making individuals more likely to arrive 
at their preferred conclusions (Kunda 1990; Hackenbrack 
and Nelson 1996; Kadous et al. 2003; Kaplan et al. 2007).3 
In our context, we expect the presence of a clawback pro-
vision to simultaneously decrease the salience of auditors’ 
accuracy goals to make unbiased judgments regarding the 
need to restate prior financial statements and increase the 
salience of auditors’ directional goals to make judgments 
that are consistent with the client’s preference not to restate 
prior financial statements. Consequently, we expect auditors 
to be less likely to recommend restatements in the presence 
of clawbacks.

We expect the salience of auditors’ accuracy goals to 
decrease in the presence of clawbacks due to perceptions 
of lower engagement risk (also commonly referred to as 
auditors’ business risk). The risks of litigation, regulatory 
sanction, and reputational damage largely determine audi-
tors’ engagement risk (Brown and Johnstone 2009). Impor-
tantly, as the risk of fraud increases (decreases), auditors’ 
engagement risk also increases (decreases) (Pratt and Stice 
1994; Johnstone 2000; Hanno and Cohen 2000; Houston 
et al. 2005; Cohen et al. 2017). To illustrate, Cohen et al. 
(2017) states that “Material misstatements in the financial 
statements lead to other risks for auditors; for example, mis-
statements increase engagement risk (PCAOB 2010). That 
is, the risk of material misstatement increases the risk that 
the auditors will suffer damages.” Conversely, and more 
relevant to our study, as auditors’ perceptions of the risk 
of fraud decrease, auditors’ perceptions of engagement risk 
also decrease. Thus, given that we expect auditors’ to per-
ceive a lower risk of fraud in the presence of clawbacks (see 
H1), we expect auditors to perceive decreased engagement 
risk in the presence of clawbacks.

Decreased auditor perceptions of engagement risk 
are important because, consistent with prior psychol-
ogy research on motivated reasoning (Kunda 1990), prior 
accounting research finds that auditors’ willingness to accept 
client-preferred aggressive accounting methods increases as 
engagement risk decreases (Hackenbrack and Nelson 1996). 
Specifically, as perceived engagement risk decreases, and 
thus the magnitude of the auditors’ expected losses for 

inaccurate judgments decreases, auditors’ accuracy goals 
become less salient (Kadous et al. 2003). As accuracy goals 
become less salient, auditors likely place less weight on evi-
dence that is inconsistent with the client-preferred conclu-
sion and more weight on evidence that is consistent with the 
client-preferred conclusion (Kunda 1990). Thus, when audi-
tors perceive low engagement risk, they likely will require 
even more persuasive evidence that is inconsistent with the 
client-preferred conclusion, in order to not to reach the cli-
ent-preferred conclusion. Overall, as perceived engagement 
risk decreases, auditors’ accuracy goals become less salient, 
auditors place less (more) weight on evidence that is incon-
sistent (consistent) with the client-preferred conclusion, and 
thus are more willing to accept client-preferred conclusions.

In addition to decreasing the salience of auditors’ accu-
racy goals, we expect clawbacks to increase the relative sali-
ence of auditors’ directional goals to reach conclusions that 
are consistent with client-preferred outcomes. Specifically, 
Pyzoha (2015) finds that management more strongly prefers 
not to restate prior year’s financial statements in a claw-
back environment. We expect that auditors are aware of this 
stronger preference not to restate prior financial statements 
in the presence of a clawback. Consequently, auditors’ direc-
tional goals to reach conclusions that are consistent with 
client preferences likely are more salient in the presence 
of clawbacks. Given our previously outlined expectations, 
this indicates that auditors will be less likely to recommend 
restatements in the presence of clawbacks.

Before formally stating our second hypothesis, it is 
important to note a few reasons why we might not find sup-
port for our hypothesis. In particular, while management 
almost certainly has a stronger preference not to restate their 
financial statements in the presence versus the absence of a 
clawback policy, management would still have a very strong 
preference not to restate their financial statements in the 
absence of a clawback (e.g., Desai et al. 2006). Thus, the 
effect of management’s additional incentives not to restate 
their financial statements attributable to the presence of 
a clawback may be marginal and not significantly affect 
auditor judgment. Further, auditors may feel an increase 
in accountability for not identifying the misstatement dur-
ing the prior year’s audit (e.g., Messier and Quilliam 1992; 
Nelson and Tan 2005). Last, auditors may have their own 
incentives (e.g., to avoid being dismissed by the client) and 
risks to consider (e.g., litigation, regulatory, and reputation 
management) to not restate the financial statements, either 
in the presence or in the absence of a clawback (e.g., Hack-
enbrack and Nelson 1996; Hennes et al. 2014). Individu-
ally or collectively, these influences might overshadow our 
predicted effects of clawbacks. Nevertheless, for the reasons 
discussed in the prior paragraphs, we predict the following:

3  Consistent with prior psychology research, accounting research-
ers find that clients’ reporting preferences consistently affect auditor 
judgment across varying contexts (Trompeter 1994; Hackenbrack and 
Nelson 1996; Salterio and Koonce 1997; Wilks 2002; Kadous et al. 
2003; Ricchiute 2004). For example, prior research finds that clients’ 
financial reporting preferences significantly affect auditors’ disclosure 
requirements (Jenkins and Haynes 2003) and their judgments regard-
ing the effectiveness of clients’ internal controls (Earley et al. 2008; 
Wolfe et al. 2009; Reffett et al. 2017).
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H2  Auditors will be less likely to propose restatements of 
prior financial statements in the presence versus the absence 
of a clawback policy.

Client Importance

The economic theory of auditor independence (DeAngelo 
1981) suggests that the reluctance to restate an audit cli-
ent’s financial statements stemming from the presence of a 
clawback will be more pronounced for higher versus lower 
importance clients (Chung and Kallapur 2003). Consist-
ent with this theory, several studies indicate that financial 
statement users and audit evaluators perceive that higher 
client importance is associated with decreased auditor 
independence (Krishnan et al. 2005; Brandon and Muel-
ler 2006; Francis and Ke 2006; Khurana and Raman 2006). 
However, one could also argue that increased client impor-
tance would increase engagement risk, which, for reasons 
discussed above, would likely make auditors more inclined 
to recommend restatements. Further, the archival studies 
that examine actual audit outcomes (as opposed to perceived 
audit outcomes) generally find that client importance is not 
associated with reduced audit quality and/or reduced auditor 
independence. In particular, Chung and Kallapur (2003) do 
not find a statistically significant association between cli-
ent importance and abnormal accruals. Similarly, Ashbaugh 
et al. (2003) do not find a significant association between 
audit fees and audit clients meeting analysts’ forecasts. Next, 
DeFond et al. (2002) find no association between audit fees 
or non-audit fees and auditors’ propensity to issue going 
concern modifications to their audit opinions. Similarly, Li 
(2009) finds no association between client importance and 
auditors’ propensity to issue going concern opinions. Given 
the apparent inconsistency between theory and the currently 
reported archival results, we present the following research 
question:

RQ1  Do the effects of clawbacks on auditors’ restatement 
recommendations vary across higher versus lower impor-
tance clients?

Experiment 1

Participants

To solicit responses for Experiment 1, we sent email invita-
tions to over 150 professional contacts currently working 
as auditors (identified through each author’s network on a 
professional networking website). We compensated partici-
pants who completed the online study with a $20 Amazon 
gift card. Participants consisted of 100 auditors at the fol-
lowing experience level: staff (4%), senior (60%), manager 

(28%), senior manager (4%), and partner (4%).4,5 They have 
an average of 5.74 years of audit experience and 33% work 
for a Big Four firm. We do not find significant differences 
for the demographic information across experimental condi-
tions (p > 0.05), indicating successful random assignment.6

Method

The experimental instrument is a modified version of the 
instrument used in Pyzoha (2015). As Pyzoha (2015) finds 
that financial reporting executives with higher incentive-
based compensation are less likely to agree with restat-
ing prior financial statements in a clawback environment, 
it is important to use the same instrument to examine 
whether clawbacks affect auditors’ ethical judgments and 
decision-making.7

We use a 3 × 2 between-participants experimental design. 
One independent variable is the clawback provision in the 
CFO’s compensation contract manipulated at three levels 
(no clawback, lower clawback, and higher clawback). In all 
conditions, the CFO’s compensation contract for the prior 
year was $2.5 million, of which $1.5 million is incentive-
based. In the higher (lower) clawback conditions, the par-
ticipants read that, the CFO would have to repay $1.5 mil-
lion ($750,000) of their previously awarded compensation 
if prior year financial statements are restated.8 In the no 

4  We cannot calculate a response rate as the email invitation encour-
aged them to forward the invitation to other auditors in their firm at 
the senior level or above who may be willing to participate. Although 
we did not request staff auditors, their exclusion does not affect the 
inferences from the results.
5  Junior auditors (e.g., seniors) are generally responsible for per-
forming the audit procedures and making the initial conclusions that 
become the basis for the audit opinion (Willet and Page 1996; Herr-
bach 2005; Lambert and Agoglia 2011). Griffith et  al. (2015) also 
find that seniors and managers are the most common preparers of 
every major step in the process of auditing an estimate such as the 
one in this study. Thus, prior research finds that our participant pool 
of auditors is appropriate for the audit task in our instrument.
6  Managers’ likelihood of agreeing with an auditor proposed restate-
ment in a clawback environment varies based on auditor quality 
(Pyzoha 2015). Our results remain unchanged for auditors’ judgments 
in a clawback environment when we include three different measures 
of auditor quality (audit firm size, experience auditing manufacturing 
clients, and experience auditing impairments of long-lived assets) in 
the models for all reported experiments.
7  Also, it is important to note that, as described in the results section, 
we do not find significant results in our main analyses. Therefore, a 
previously vetted instrument provides some assurance that the finding 
of no results was not due to instrument specification.
8  Although we do not make a formal prediction, we include multiple 
levels of compensation within the clawback condition for consistency 
with Pyzoha (2015) and to test the robustness of our results. Pyzoha 
(2015) finds that the extent of incentives being clawed back differen-
tially influences financial reporting executives’ likelihood of agreeing 
with the auditor’s restatement recommendation.
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clawback condition, participants read that the contract did 
not include a clawback policy to minimize the chances that 
participants assumed that a clawback policy was in effect. 
This permits the cleanest and strongest test of our predic-
tions. The other manipulated variable is the importance of 
the client to the audit firm manipulated at two levels (lower 
versus higher) using an adaptation of the manipulation used 
by Grenier et al. (2012). More specifically, in the higher 
(lower) conditions, Medical Marvels’ audit fees represent 
approximately 50% (2%) of the local office’s total revenues 
and the audit firm’s local office is the largest (a relatively 
small) office within the firm, with total revenues ranking it 
first (18th) out of the 21 offices.9

Experiment 1 proceeds in the following manner. After 
reading a welcome page, the instrument provides partici-
pants with background information about Medical Marvels. 
This information includes the clawback and client impor-
tance manipulations. Participants then respond to the first 
dependent measure: “Based on the information in the case, 
what is your assessment of risk of material misstatement 
for Medical Marvels’ current year (2014) financial state-
ments?” Participants respond to this question by complet-
ing an 11-point scale (0% = “Low RMM,” 50% = “Moderate 
RMM,” and 100% = “High RMM”). Measuring RMM using 
low, moderate, and high is consistent with how auditors 
assess risk in practice (Arens et al. 2017).

The experiment then provides the participants with infor-
mation about an audit issue that has the potential to trig-
ger a restatement of Medical Marvels’ prior year financial 
statements. Specifically, in the prior year, Medical Marvels 
became concerned about a potential impairment loss. A 
manager at Medical Marvels concluded, in accordance with 
ASC 360-10, that the carrying value of the equipment is 
recoverable and therefore the subsidiary is not required to 
recognize an impairment loss. Participants read that the cur-
rent year audit team’s analysis, using a more conservative 
method of estimation, suggests that it might be necessary 
to record an impairment. This would necessitate a restate-
ment of the prior year’s financial statements.10 Participants 
then respond to the second dependent measure: “How 
likely is it that you would recommend that Medical Mar-
vels’ 2013 financial statements should be restated due to 

the impairment?” using an 11-point scale. The experiment 
concludes with manipulation checks, debriefing questions, 
and demographic questions.

Results

For the clawback manipulation, 93% of participants cor-
rectly indicated whether the CFO described in the case 
faced a clawback policy and if so, the correct amount of 
incentive-pay subject to the clawback.11 To measure their 
perceptions of client importance, the experiment asks par-
ticipants: “How important of a client do you believe that 
Medical Marvels is to the Philadelphia office of your audit 
firm?” (0 = “Not An Important Client” and 10 = “A Very 
Important Client”). On average, participants in the lower 
importance condition perceived the client as significantly 
less important (M = 4.57) than in the higher importance con-
dition (M = 9.57; t98 = − 11.864, p < 0.001). Taken together, 
these results suggest participants attended and understood 
the experimental manipulations.

Table 1 provides descriptive statistics from Experiment 
1. Panel A reports RMM assessments and Panel B reports 
results for the likelihood of recommending a restatement.12 
Hypothesis 1 predicts that auditors will assess a lower 
RMM in the presence versus the absence of a clawback 
policy. ANOVA testing presented in Table 2, Panel A, 
indicates that there is not a significant effect of clawback 
on the RMM assessment (F = 0.047; p = 0.954). Further, 
assessments for participants in the no clawback condition 
(M = 40.00; SD = 21.134) did not significantly differ from 
RMM assessments for participants in the lower clawback 
condition (M = 41.21; SD = 20.273) (p > 0.10), or from 
RMM assessments for participants in the higher clawback 
condition (M = 41.39; SD = 21.798) (p > 0.10). Finally, fol-
lowing Buckless and Ravenscroft (1990) and Guggenmos 
et al. (2018), we use contrast weighting (1, − 0.5, − 0.5) to 
test the overall pattern of hypothesized results (t = 0.285, 

9  Consistent with prior audit research, the instrument included three 
true/false review questions to encourage participants’ attention and 
therefore to strengthen the manipulations (e.g., Peecher and Piercey 
2008; Grenier et al. 2015). As our hypotheses related to our manip-
ulated factors are unsupported, demand effects are not a concern 
(Rosenthal 1976; White 1977).
10  Consistent with Pyzoha (2015), having a new audit team identify 
the issue ensures that the auditors would not be questioning their own 
work from the prior year. This approach allows the auditors to be 
objective as opposed to believing it was their own work and therefore 
potentially biased toward believing it was correct.

11  Removing the participants who did not correctly answer the claw-
back manipulation check does not qualitatively alter the results.
12  We exclude 55 participants who completed the study in less than 
10 min. As none of the participants in Experiment 2 took less than 
10  min, there is a strong possibility that these 55 participants took 
advantage of their relatively uncontrolled online experimental setting 
to not fully attend to the experiment and simply complete it to earn 
the $20 gift card. Inferences remain unchanged when examining the 
full data set, when controlling for completion time, or when using a 
5-min cutoff. However, it is important to eliminate noise in the data 
that may result from participants failing to provide adequate attention 
to the case scenario. This is particularly important when examining 
whether it is appropriate to fail to reject null hypotheses.
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Table 1   Summary statistics—Experiment 1

Variable definitions
Independent variables
Client importance
Lower importance client—“Medical Marvels is a relatively small client of the Philadelphia office of your audit firm, with audit fees representing 
approximately 2% of the Philadelphia office’s total revenues. The Philadelphia office is a relatively small office in your audit firm, with total rev-
enues ranking the Philadelphia 18th out of the 21 offices in the firm.”
Higher importance client—“Medical Marvels is the largest client of the Philadelphia office of your audit firm, with audit fees representing 
approximately 50% of the Philadelphia office’s total revenues. The Philadelphia office is the largest office in your audit firm, with total revenues 
ranking the Philadelphia office 1st out of the 21 offices in the firm.”
Clawback
No clawback—Participants are informed that in the CFO’s contract the client did not include a clawback policy
Lower clawback—Participants are informed that in the CFO’s contract the client included a clawback policy stating that in the event of a prior 
year restatement, the CFO would need to pay back $750,000, which is 50% of the CFO’s prior year incentive-based compensation
Higher clawback—Participants are informed that in the CFO’s contract the client included a clawback policy stating that in the event of a prior 
year restatement, the CFO would need to pay back $1,500,000, which is 100% of the CFO’s prior year incentive-based compensation
Dependent variables
Risk of material misstatement (RMM): “Based on the information in the case, what is your assessment of risk of material misstatement for Med-
ical Marvels’ current year (2014) financial statements?” 0% = Low RMM, 50% = Moderate RMM, 100% = High RMM. Scale utilizes 10-point 
increments. (Asked prior to the introduction of the audit issue)
Recommend restatement: “How likely is it that you would recommend that Medical Marvels’ 2013 financial statements should be restated due to 
the impairment?” 0% = No Likelihood, 50% = Moderate Likelihood, 100% = Absolutely Certain. Scale utilizes 10-point increments

Dependent variable: RMM assessment

Clawback Mean SD N

Panel A: Summary statistics for the auditor’s assessment of risk of material misstatement
 No clawback Lower importance 39.23 17.059 13

Higher importance 40.56 24.125 18
Total 40.00 21.134 31

 Lower clawback Lower importance 43.50 21.588 20
Higher importance 37.69 18.328 13
Total 41.21 20.273 33

 Higher clawback Lower importance 42.50 27.447 16
Higher importance 40.50 16.694 20
Total 41.39 21.798 36

 Total Lower importance 42.04 22.265 49
Higher importance 39.80 16.646 51
Total 40.90 20.894 100

Dependent variable: recommend restatement

Clawback Mean SD N

Panel B: Summary statistics for the auditor’s propensity to recommend a restatement
 No clawback Lower importance 46.15 27.549 13

Higher importance 49.44 29.995 18
Total 48.06 28.568 31

 Lower clawback Lower importance 52.00 26.675 20
Higher importance 44.62 30.718 13
Total 49.09 28.103 33

 Higher clawback Lower importance 54.37 27.318 16
Higher importance 55.00 28.377 20
Total 54.72 27.515 36

 Total Lower importance 51.22 26.742 49
Higher importance 50.39 29.255 51
Total 50.80 27.913 100
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p = 0.776). Taken together, these results uniformly suggest 
that Hypothesis 1 is not supported.13  

Hypothesis 2 predicts that auditors will be less likely to 
propose restatements in the presence versus the absence 
of a clawback policy. Referring to Table 1, Panel B, audi-
tors that were in the no clawback condition reported that 
their likelihood to recommend a restatement was 48.06% 
on average (SD = 28.568). The auditors in the lower claw-
back condition reported 49.09% on average (SD = 28.103). 
Last, the auditors in the higher clawback present condition 
reported 54.72% on average (SD = 27.515). ANOVA testing 
presented in Table 2, Panel B, indicates that there is not a 
significant effect of clawback on the likelihood to recom-
mend a restatement (F = 0.618; p = 0.541). Further, there 
is not a significant difference in the reporting recommen-
dation between either of the treatment conditions and the 
control condition (all p > 0.10). Finally, following Buckless 
and Ravenscroft (1990) and Guggenmos et al. (2018), we 
use contrast weighting (1, − 0.5, − 0.5) to test the overall 
pattern of results hypothesized (t = 0.634, p = 0.528). Taken 
together, these results uniformly suggest that Hypothesis 2 
is not supported.

RQ1 explores whether client importance moderates 
the influence of a clawback on the auditors’ likelihood to 
recommend a restatement. ANOVA results presented in 
Table 2, Panel B, indicate that the interaction between client 

importance and the presence of a clawback is not signifi-
cant on the auditors’ likelihood to recommend a restatement 
(F = 0.300; p = 0.742).

Supplemental Analysis and Discussion

In Experiment 1, we find no evidence supporting our pre-
dictions that clawbacks decrease auditors’ RMM assess-
ment (H1), propensity to propose restatements (H2), or that 
any such potential deleterious effects are more likely to be 
found for high importance clients (RQ1). As discussed in 
the hypothesis development for RMM, auditors may expect 
higher-quality financial statements when there is a claw-
back. We measure financial statement quality on a scale 
(0 = “Lower Quality” to 10 = “Higher Quality”) with par-
ticipants indicating the extent to which they believed the 
clawback policy influenced financial statement quality. We 
do not find differences across clawback treatment conditions 
(p > 0.10). However, we do find evidence supporting our 
expectation that auditors perceive higher-quality financial 
statements with a higher clawback (M = 5.94) compared to 
no clawback (M = 4.94); t65 = − 2.021; p = 0.047) although 
this did not lead to lower risk assessments.14

Next, a reasonable post hoc explanation for the lack of 
findings for H2 is that clawbacks, by their very nature, make 
auditors feel more accountable for proposing restatements 
(i.e., for failing to detect the misstatement in the prior year). 
We measure auditor accountability in Experiment 1 on an 

Table 2   Results—Experiment 1

See Table 1 for variable definitions and measurement information

Dependent variable: RMM assessment

Source SS df MS F p β

Panel A: ANOVA for the auditor’s assessment of risk of material misstatement
 Clawback 42.744 2 21.372 0.047 0.954 0.057
 Importance 113.009 1 113.009 0.248 0.620 0.078
 Clawback × Importance 196.683 2 98.342 0.216 0.806 0.083
 Error 42,867.521 94 456.037

Dependent variable: recommend restatement

Source SS df MS F p β

Panel B: ANOVA for the auditor’s propensity to recommend a restatement
 Clawback 995.160 2 497.580 0.618 0.541 0.150
 Importance 32.358 1 32.358 0.040 0.842 0.055
 Clawback × Importance 483.102 2 241.551 0.300 0.742 0.096
 Error 75,738.964 94 805.734

13  It is unlikely that the data analyzed is susceptible to a Type II 
error, the probability of failing to reject the null hypothesis when in 
fact it should be rejected. Although this manuscript reports multiple 
hypothesis tests in which we fail to reject the null hypothesis, power 
testing shows that there is only a minimal chance the null hypothesis 
should have been rejected. All β’s are reported in ANOVA tables.

14  Using a Bonferroni adjustment, we find directional, but insignifi-
cant, evidence that financial statement quality is higher at a signifi-
cance level of p = 0.147.
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11-point scale (0 = “Not Responsible” to 10 = “Very Respon-
sible”) with the following question: “Please indicate the pre-
vious audit team’s level of responsibility for the potential 
restatement.” We do not find differences across all clawback 
treatment conditions (p > 0.10). However, we do find direc-
tional, but insignificant, evidence that auditor accountability 
is greater in the higher clawback condition (M = 5.75) than 
the no clawback condition (M = 4.90) at a significance level 
of p = 0.156 (t65 = − 1.434).

Discussion of No Results and Importance of Replication

Due to the unexpected nature of our results and the above 
process measure results for financial statement quality and 
auditor accountability, we conducted a second experiment. 
Most importantly, since Experiment 1 found no differences 
for RMM assessments or auditors’ propensity to propose a 
restatement in the presence versus absence of a clawback 
policy, replication is imperative to have confidence in the 
lack of support for our predictions. Replication provides 
additional evidence that reduces the possibility of relying 
on inappropriate conclusions (Lindsay and Ehrenberg 1993). 
To facilitate the replication and improve the chances of sta-
tistical significance, Experiment 2 has greater power (i.e., 
more participants per cell) and greater experimental control 
(i.e., in-person, as opposed to online data collection). Addi-
tionally, we added several process measures to examine our 
post hoc explanations as Experiment 1 exposed a limitation 
in our original theoretical development, i.e., not adequately 
considering the possibility that clawbacks could enhance 
auditor accountability thereby counteracting any deleterious 
effects on auditors’ propensity to recommend restatements.

Experiment 2

Method

Experiment 2 differs from Experiment 1 in some key 
regards. First, we administered Experiment 1 online, while 
we administered Experiment 2 in-person with paper and 
pencil instruments at firm training sessions of two inter-
national accounting firms. This modification establishes 
greater control of the participants during the study. Second, 
we reduced the number of treatment conditions from six to 
four by dropping the lower clawback condition to create a 
2 × 2 between-participants design. We did not examine the 
lower clawback condition from Experiment 1, as this weaker 
condition is unnecessary to examine the robustness of the 
lack of significant results in Experiment 1. Reducing the 
number of conditions increases the sample size per treat-
ment condition and thus increases the probability of observ-
ing significant results. Third, while the second manipulated 

variable continued to be client importance (higher or lower), 
we slightly modified the higher importance condition, 
at the request of one of the participating firms, such that 
the local office is now the third largest office in the audit 
firm as opposed to the largest. Fourth, we worded the main 
dependent measures such that participants indicate what 
they believe the audit team will assess as the RMM assess-
ment and the audit team’s likelihood of proposing a restate-
ment, as opposed to their own personal beliefs. We made 
this decision to minimize social desirability bias (Chung and 
Monroe 2003), which finds that accountants exhibit high 
levels of social desirability bias when encountered with 
highly unethical decisions.15 Finally, we added additional 
process measures (see below) to further examine our post 
hoc explanations.

Participants

Ninety-eight auditors participated in Experiment 2 consist-
ing of staff (2%), seniors (96%), and managers (2%). On 
average, participants indicated that they have 2.5 years 
of audit experience and 89.8% work for a Big Four firm. 
We do not find significant differences related to the demo-
graphic information collected between treatment conditions 
(p > 0.10) except for participants in the lower importance 
condition having lower experience with manufacturing cli-
ents than the higher importance condition (3.61 vs. 5.29, 
t96 = 2.22, p = 0.029). Results remain unchanged when we 
control for manufacturing experience.

Results

For the clawback manipulation, 96.9% of the participants 
correctly indicated whether the CFO described in the case 
faced a clawback policy.16 On average, participants in the 
lower importance condition (M = 4.76) rated importance 
significantly lower than participants in the higher impor-
tance condition (M = 9.49; t96 = − 11.668, p < 0.001). Taken 
together, these results indicate that the participants clearly 
attended to and understood the manipulations.

Table 3, Panel A, provides descriptive statistics for the 
auditors’ assessment of RMM and Panel B for the auditors’ 

15  In Experiment 1 participants first made their recommendations 
and then were asked what a peer would recommend for propos-
ing a restatement. Results are statistically consistent between the 
two potential dependent measures and they are highly correlated 
(r = 0.674, p < 0.001). For Experiment 2, we removed the self-recom-
mend decision as to not allow it to bias the peer recommend decision.
16  Removing the participants who did not correctly answer the claw-
back manipulation check does not qualitatively alter the results.
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likelihood to recommend a restatement.17 Hypothesis 1 pre-
dicts that auditors will assess a lower RMM in the presence 

versus the absence of a clawback policy. Auditors that were 
in the no clawback condition reported that their assessment 
of RMM was 33.47% on average (SD = 22.505) compared 
to auditors in the clawback condition who reported on 
average 32.65% (SD = 22.058). ANOVA testing presented 
in Table 4, Panel A, shows that there is not a significant 
effect of clawback on the RMM assessment (F = 0.028; 

Table 3   Summary statistics—Experiment 2

Variable definitions
Independent variables
Client importance
Lower importance client—“Medical Marvels is a relatively small client in the audit firm’s local office, with audit fees representing approxi-
mately 2% of the local office’s total revenues. The local office is a relatively small office in the audit firm, with total revenues ranking it 18th out 
of the 21 offices in the firm.”
Higher importance client—“Medical Marvels is the largest client in the audit firm’s local office, with audit fees representing approximately 50% 
of the local office’s total revenues. The local office is the third largest office in the audit firm, with total revenues ranking it third out of the 21 
offices in the firm.”
Clawback
No clawback—Participants are informed that in the CFO’s contract the client did not include a clawback policy
Clawback—Participants are informed that in the CFO’s contract the client included a clawback policy stating that in the event of a prior year 
restatement, the CFO would need to pay back $1,500,000, which is 100% of the CFO’s prior year incentive-based compensation
Dependent variables
Risk of material misstatement (RMM): “Based on the information in the case, what do you believe the audit team will assess the risk of material 
misstatement (RMM) as for Medical Marvels’ current year (2015) financial statements?” 0% = Low RMM, 50% = Moderate RMM, 100% = High 
RMM. Scale utilizes 10-point increments. (Asked prior to the introduction of the audit issue)
Recommend restatement: “Please indicate how likely you believe it is that the audit team will propose a restatement of the 2014 financial state-
ments.” 0% = No Likelihood, 50% = Moderate Likelihood, 100% = Absolutely certain. Scale utilizes 10-point increments

Dependent variable: RMM assessment

Clawback Mean SD N

Panel A: Summary statistics for the auditor’s assessment of risk of material misstatement
 No clawback Lower importance 35.83 21.042 24

Higher importance 31.20 24.035 25
Total 33.47 22.505 49

 Clawback Lower importance 27.20 17.205 25
Higher importance 38.33 25.310 24
Total 32.65 22.058 49

 Total Lower importance 31.43 19.472 49
Higher importance 34.69 24.673 49
Total 33.03 22.171 98

Dependent variable: recommend restatement

Clawback Mean SD N

Panel B: Summary statistics for the auditor’s propensity to recommend a restatement
 No Clawback Lower importance 51.04 24.405 24

Higher importance 49.60 28.792 25
Total 50.31 26.466 49

 Clawback Lower importance 54.52 28.938 25
Higher importance 47.92 26.699 24
Total 51.29 27.774 49

 Total Lower importance 52.82 26.593 49
Higher importance 48.78 27.510 49
Total 50.80 26.992 98

17  Unlike Experiment 1, we did not observe any participants who 
spent less than 10  min completing the study. Therefore, all partici-
pants are included in the results. This also provides evidence that our 
goal of enhancing experimental control by performing in-person data 
collection at firm trainings was successful.
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p = 0.867). Consistent with Experiment 1, Hypothesis 1 is 
not supported.

Hypothesis 2 predicts that auditors will be less likely to 
propose restatements in the presence versus the absence of 
a clawback policy. Auditors in the no clawback condition 
reported that their likelihood to recommend a restatement 
was 50.31% on average (SD = 26.466) compared to 51.29% 
(SD = 27.774) in the clawback present condition. ANOVA 
testing presented in Table 4, Panel B, shows that there is 
not a significant effect of clawback on the likelihood of rec-
ommending a restatement (F = 0.026; p = 0.871). Consist-
ent with Experiment 1, Hypothesis 2 is not supported. RQ1 
examines whether client importance moderates the relation-
ship between the presence of a clawback and the auditors’ 
likelihood to recommend a restatement. ANOVA results 
show that the interaction between client importance and the 
presence of a clawback is not significant (p = 0.641).18

Supplemental Analysis

Auditors’ Assessment of RMM

Recall that we hypothesize auditors’ RMM assessments will 
differ in the presence of a clawback policy because auditors 
will expect higher-quality financial statements. Although we 
do not find that RMM assessments differ across conditions 
for either of our experiments, we perform a supplemental 
analysis for Experiment 2 to further investigate financial 
statement quality and the additional process measures. We 
measure quality on an 11-point scale (0 = “Lower Quality” 
to 10 = “Higher Quality”) with participants indicating the 
extent to which they believed the clawback policy influenced 
financial statement quality. In Experiment 2, consistent with 
Experiment 1, we find that auditors assess quality as mar-
ginally higher with a clawback as compared to no clawback 
(5.67 vs. 4.94; t96 = − 1.692; p = 0.094). Thus, we perform 
a mediation analysis for Experiment 2 for the indirect effect 
of clawback on RMM via financial statement quality with 
5000 bootstrap samples and a bias-corrected 95% confidence 
interval (Preacher and Hayes 2008). In untabulated results, 
we find that financial statement quality does not mediate the 
relationship between clawback and RMM.19,20

Table 4   Results—Experiment 2

See Table 3 for variable definitions and measurement information

Dependent variable: RMM assessment

Source SS df MS F p β

Panel A: ANOVA for the auditor’s assessment of risk of material misstatement
 Clawback 13.776 1 13.776 0.028 0.867 0.053
 Importance 258.673 1 258.673 0.530 0.468 0.111
 Clawback × Importance 1521.966 1 1521.966 3.118 0.081 0.416
 Error 45,884.667 94 488.135

Dependent variable: recommend restatement

Source SS df MS F p β

Panel B: ANOVA for the auditor’s propensity to recommend a restatement
 Clawback 19.737 1 19.727 0.026 0.871 0.053
 Importance 396.257 1 396.257 0.531 0.468 0.111
 Clawback × Importance 163.119 1 163.119 0.219 0.641 0.075
 Error 70,089.032 94 745.628

18  Referring to the ANOVA presented in Table  4 Panel A, there 
appears to be a marginally significant interaction between Claw-
back and Importance on RMM. Referring to the means reported in 
Table  3 Panel A, it appears that the RMM assessments were lower 
for participants in the higher importance condition in the absence of 
a clawback, but RMM assessments were higher for participants in 
the higher importance condition in the presence of a clawback. How-
ever, further analysis shows that there is not a significant difference 
between participants’ RMM assessments when comparing responses 
between the low importance clawback present/absent conditions 
(p = 0.261) or between the high importance clawback present/absent 
conditions (p = 0.175). This is consistent with the lack of support for 
the hypothesis.

19  We performed the same mediation analysis for Experiment 1 with 
clawback (higher clawback, no clawback), financial statement quality, 
and RMM. We find consistent results that financial statement quality 
does not mediate the relationship between clawback and RMM.
20  To explore other possible factors that mediate the relationship 
between clawbacks and RMM, we performed mediation analyses 
with all the new process measures that were added for Experiment 2. 
Litigation risk is the only process measure that provides any explana-
tion as to why the presence of a clawback did not lead to differences 
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Auditors’ Propensity to Recommend a Restatement

We predicted that auditors’ propensity to recommend a 
restatement will differ in the presence of a clawback, yet we 
do not find differences in either of our first two experiments. 
Recall that our post hoc explanation for the lack of differ-
ences in Experiment 1 was potentially due to heightened 
auditor accountability for restatements in a clawback envi-
ronment. As noted above, we measure auditor accountability 
on an 11-point scale (0 = “Not Responsible” to 10 = “Very 
Responsible”) with the following question: “Please indi-
cate the previous audit team’s level of responsibility for the 
potential restatement.” Due to low power in Experiment 1, 
we further examine auditor accountability in Experiment 
2 with more participants.21 In Experiment 2, we find that 
auditors assess auditor accountability as significantly higher 

with a clawback as compared to no clawback (6.92 vs. 5.47; 
t96 = − 3.094; p = 0.003).

Thus, we next perform a mediation analysis to examine 
whether auditor accountability mediates the relationship 
between clawback and auditors’ propensity to recommend 
a restatement. We perform the mediation analysis with 5000 
bootstrap samples and a bias-corrected 95% confidence 
interval (Preacher and Hayes 2008). As shown in Fig. 1, we 
find auditor accountability significantly mediates the rela-
tionship between clawback and auditors’ propensity to rec-
ommend a restatement (CI 0.23–9.34). This finding suggests 
that accountability is a significant motivator for auditors in 
this context and that it mediates the effects of clawbacks 
when an auditor is determining whether to propose a restate-
ment. In other words, auditors perceive greater accounta-
bility for proposing restatements when such restatements 
could lead to the enforcement of a clawback. This increased 
accountability appears to offset any motivation from auditors 
to acquiesce to managers’ increased preference not to restate 
prior financial statements in the presence of a clawback.

Experiment 3

Method

Due to the continued lack of results across our first two 
experiments and the potential for concerns related to design 
choices leading to no result findings, we perform Experiment 
3 with some additional design modifications. Experiment 3 
employs a 1 × 2 between-participants experimental design 
where we manipulate clawback (no clawback, clawback). 
For the clawback condition, we used the same manipula-
tion used in Experiment 1 (higher clawback condition) and 
Experiment 2 (clawback condition). For the no clawback 
condition, participants do not receive any information on 
clawbacks (i.e., a pure control). This design choice addresses 

aresponsibility: β1 = 1.46*** brecommend: β2 = 2.35**

Auditor Accountability
95% CIrecommend (0.23, 9.34) RecommendClawback

Fig. 1   Supplemental analysis—Propensity to recommend a restate-
ment (Experiment 2). Notes: This figure presents the coefficients 
of the indirect effect of Clawback on Recommend with Auditor 
Accountability as the mediator. For the path labeled a, the coefficient 
was obtained from the following regression: Auditor Accountabil-
ity = α + β1Clawback + ε. For the path labeled b, the coefficient was 
obtained from the following regression: Recommend = α + β2Auditor 
Accountability + β3Clawback + ε. β1 and β2 are reported in the model. 
The total indirect effect of Clawback on Recommend is β1 * β2 for the 
mediator, Auditor Accountability. β3 is the direct effect of Clawback. 
The direct effect is not reported because it is not relevant to this anal-
ysis. Clawback is coded 1 if there was a clawback policy, 0 other-

wise. Auditor Accountability is measured by the extent of responsi-
bility that the previous audit team has for the potential restatement 
(assessed on the following scale: “0 = Not Responsible, “5 = Some-
what Responsible,” and “10 = Very Responsible”). Recommend is 
measured by the auditor’s propensity to recommend a restatement 
(assessed on the following scale: “0% = No Likelihood, “50% = Mod-
erate Likelihood,” and “100% = Absolutely Certain”). *, **, *** 
Denote two-tailed significance at p < 0.10, p < 0.05, and p < 0.01 lev-
els, respectively. Significance of the confidence interval (CI) is indi-
cated if the interval excludes zero. The CI is a bias-corrected interval 
for the indirect effect. It was estimated with 5000 bootstrapping sam-
ples

in RMM assessments. We measure litigation risk on an 11-point scale 
with the following question: “Please indicate how likely it is that 
the audit team will consider potential litigation risk when deciding 
whether or not to propose a restatement?” We do not find differences 
between clawback conditions for the full sample (p > 0.10). However, 
we find within the higher importance condition that litigation risk is 
marginally higher with a clawback than without one (62.71 vs. 48.20; 
t47 = − 1.738; p = 0.088), consistent with prior literature finding that 
litigation is a more important consideration for larger, more impor-
tant clients (Stice 1991; Lys and Watts 1994; Kim and Park 2014). 
We find litigation risk significantly mediates the relationship between 
clawback and RMM using a Preacher and Hayes (2008) mediation 
analysis with a 95% confidence interval (not tabulated, CI 0.10–
13.68), suggesting that litigation risk is a significant consideration for 
auditors when assessing RMM in a clawback environment.

Footnote 20 (continued)

21  We added additional process measures for auditor accountability 
in Experiment 2. However, this measure of auditor accountability 
continues to be the only one that provides support for our post hoc 
explanation that the lack of differences in auditors’ judgments was 
due to auditor accountability for restatements in a clawback environ-
ment.
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the following potential design concerns from Experiments 1 
and 2: (1) participants in the no clawback condition assumed 
that the company would adopt a retroactive clawback pol-
icy in the future; or (2) salient non-adoption of a clawback 
affects auditors’ judgments.22 Next, we did not include client 
importance information because we did not find results for 
importance in either of the two previous experiments, impor-
tance is unnecessary to test the robustness of our clawback 
findings, and most importantly, it allows us to isolate the 
effect of clawbacks on auditor judgments.23

Participants

Thirty-seven auditors participated in Experiment 3 consist-
ing of staff (29.7%), seniors (29.7%), managers (21.7%), sen-
ior managers (10.8%), and partners (8.1%). Participants were 
recruited at three non-Big four firms and from an author’s 
network on a professional networking website. We compen-
sated participants who completed the online study with a 
$25 Amazon gift card. Participants have on average 5.3 years 
of audit experience and 32.4% work for a Big four firm. 
We do not find significant differences related to the demo-
graphic information collected between treatment conditions 
(p > 0.10) except for participants in the clawback condition 

having lower experience with manufacturing clients than the 
no clawback condition (4.78 vs. 7.74, t35 = 3.26, p = 0.003). 
Results remain unchanged when we control for manufactur-
ing experience.

Results

One hundred percent of the participants correctly indicated 
whether the CFO described in the case faced a clawback 
policy. This result suggests that they clearly attended to and 
understood the manipulation. Descriptive statistics are in 
Table 5, Panel A for the auditors’ assessment of RMM and 
Panel B for the auditors’ likelihood to recommend a restate-
ment.24 Hypothesis 1 predicts that auditors will assess a 
lower RMM in the presence versus the absence of a claw-
back policy. As shown in Table 6, we find auditors assessed 
significantly lower RMM in the presence versus the absence 
of a clawback (33.56 vs. 55.26, t35 = 3.332, p = 0.001). 
Unlike Experiments 1 and 2, these results support H1.

There are several potential post hoc explanations for these 
seemingly inconsistent findings. Although we cannot make 
statistical comparisons across experiments, the average 
RMM assessment in Experiment 3’s control condition was 
descriptively higher than RMM assessments in all other con-
trol and clawback conditions across the three experiments by 
a wide margin (over 10 pts. on a 100 pt. scale). A potential 
explanation for these seemingly inconsistent results is that 
when the potential for adopting a clawback is not salient 
(e.g., in Experiment 3’s setting), an audit client taking the 
proactive step to adopt clawbacks reduces auditors’ risk 
assessments. However, when the potential for adopting a 
clawback is salient (e.g., in Experiments 1 and 2’s settings), 
clients that adopt clawbacks are not viewed as less risky 
than clients that do not adopt clawbacks because the auditors 
might presume that those clients have adequate compensat-
ing controls to deem a clawback policy unnecessary. This 
explanation is consistent with our qualitative findings (dis-
cussed below) that auditors consider clawback policies as a 
factor in their RMM assessments, but any effects might be 
captured or contingent on other risk factors. For example, if 
we would have described a higher risk client that had a his-
tory of material weaknesses including poor tone at the top, 
the salient non-adoption of a clawback may not have been 
viewed as positively, leading to a significant effect of claw-
backs in the first two experiments. Ultimately, however, we 
do not draw definitive conclusions as to why Experiments 
1 and 2 do not support Hypothesis 1, whereas Experiment 
3 does. Thus, future research should test the above post hoc 

22  Participants also indicated their experience with CFOs having 
a clawback on an 11-point scale (0 = “Very Little Experience,” to 
10 = “Significant Experience”). We would expect participants to have 
some experience if they are aware that all public company CFOs 
are susceptible to the SOX clawback provision. Yet, participants in 
Experiments 1, 2, and 3 indicated they have very little experience 
with means of 1.13, 1.49, and 1.08, respectively.
23  With any experimental study, an important consideration is 
whether participants received sufficient information to make their 
judgments. We test this concern in three ways. First, we coded par-
ticipants’ responses to the open-ended questions for any evidence of 
a perception of insufficient information such as claiming that they did 
not have enough information or requesting more information. This 
coding only revealed nine total participants (six from Experiment 
1, two from Experiment 2, and one from Experiment 3) that felt the 
information was insufficient. Removing these participants did not 
affect the analysis and conclusions drawn. Further, there were not 
statistically significant differences across experimental conditions. 
Second, although the means for proposing a restatement are near the 
midpoint of the scale, potentially indicating pervasive uncertainty due 
to the lack of information, there is significant variance (i.e., standard 
deviations ranged from 24 to 28 on the 100-point scale across the 
three experiments). Third, we included a new question in Experiment 
3 requiring participants to indicate the extent to which they believe 
the information in the case was sufficient to make their judgments 
on an 11-point scale (0 = “Not At All Sufficient” to 10 = “Very Suffi-
cient”). We performed a median split at four where participants above 
(on or below) the median are considered to have received more (less) 
than sufficient information. We find results remain unchanged when 
we include only participants who perceived that they received more 
or less than sufficient information. These three analyses give us some 
comfort that a pervasive perception of insufficient information does 
not explain the lack of support for our hypotheses.

24  Six participants spent less than 10  min completing the study. 
Results remain unchanged when these participants are included. 
Thus, we include all participants in the final sample.
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explanations by manipulating the presence of other risk fac-
tors, most notably compensating controls and management 
integrity (see qualitative evidence below).25

Hypothesis 2 predicts that auditors will be less likely to 
propose restatements in the presence versus the absence of 
a clawback. As shown in Table 6, we find there is not a 
significant effect of clawback on the likelihood of recom-
mending a restatement between the clawback and no claw-
back conditions (54.44 vs. 43.16, t35 = − 1.392; p = 0.173). 
Consistent with Experiments 1 and 2, Hypothesis 2 is not 
supported. Further, this finding is also directionally incon-
sistent with Hypothesis 2. One potential post hoc explana-
tion is that some auditors, when auditing clients that have, 
versus have not, implemented clawback provisions, are more 
likely to revise their risk assessments upward after learning 

Table 5   Summary statistics—Experiment 3

Variable definitions
Independent variables
Clawback
No clawback—This is a control condition where participants are not provided any information about clawbacks
Clawback—Participants are informed that in the CFO’s contract the client included a clawback policy stating that in the event of a prior year 
restatement, the CFO would need to pay back $1,500,000, which is 100% of the CFO’s prior year incentive-based compensation
Dependent variables
Risk of material misstatement (RMM): “Based on the information in the case, what is your assessment of risk of material misstatement (RMM) 
as for Medical Marvels’ current year (2016) financial statements?” 0% = Low RMM, 50% = Moderate RMM, 100% = High RMM
Scale utilizes 10-point increments. (Asked prior to the introduction of the audit issue)
Recommend restatement: “How likely is it that you would recommend that Medical Marvels’ 2015 financial statements should be restated due to 
the impairment?” 0% = No Likelihood, 50% = Moderate Likelihood, 100% = Absolutely Certain. Scale utilizes 10-point increments

Dependent variable: RMM assessment

Clawback Mean SD N

Panel A: Summary statistics for the auditor’s assessment of risk of material misstatement
 No clawback 55.26 18.369 19
 Clawback 33.56 17.564 18
 Total 45.68 20.350 37

Dependent variable: recommend restatement

Clawback Mean SD N

Panel B: Summary statistics for the auditor’s propensity to recommend a restatement
 No clawback 43.16 25.831 19
 Clawback 54.44 23.319 18
 Total 48.65 24.962 37

Table 6   Results—Experiment 3

See Table 5 for variable definitions and measurement information

Dependent variable: RMM assessment df T statistic p value

Panel A: T test comparisons for the auditor’s assessment of risk of material misstatement
Clawback versus no clawback 35 3.332 0.001

Dependent Variable: recommend restatement df T statistic p value β

Panel B: T test comparisons for the auditor’s propensity to recommend a restatement
Clawback versus no clawback 35 − 1.392 0.173 0.273

25  We chose not to run a fourth experiment to examine this possibil-
ity mainly because the effects of propensity to propose restatements, 
not RMM, is our primary research interest due to the strong ethical 
implications and financial consequences, but also because our three 
experiments and qualitative evidence show that the relationship 
between clawbacks and risk assessment is very complex and worthy 
of an entire subsequent paper.
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of a potential restatement and are therefore somewhat more 
inclined to recommend a restatement.

Qualitative Evidence

Experiments 1 through 3 examine the effects of clawback 
provisions on auditors’ judgments in a between-participants 
experimental setting. Thus, these experiments reveal how 
auditors respond to changes in clients’ clawback provisions 
in their natural “between-participants” setting.26 However, 
since participants in between-participants settings only see 
one level of a manipulated variable, such designs do not 
necessarily reveal participants’ conscious beliefs as to how 
their judgments should vary with changes in the manipu-
lated variable (Kahneman and Tversky 1996; Reffett 2010). 
Therefore, to explore whether the results for experiments one 
through three are consistent with auditors’ conscious beliefs 
as to how clawback provisions should affect their judgments, 
we conducted an expert panel discussion (between Experi-
ments 2 and 3) and interviews with audit professionals (con-
current timing with Experiment 3).

Expert Panel

We conducted an expert panel with members of the authors’ 
institutions’ Accounting Advisory Group (AAG). The AAG 
group consisted of 16 accounting professionals, 14 are cur-
rent or former auditors with an average of 10.61 years of 
auditing experience. The panel members were not informed 
of this study’s specific research questions, but were pro-
vided with a background paragraph describing a clawback. 
Panel members completed a short survey and participated 
in a full panel discussion led by one of the authors. Table 7 
reports the results of the survey. The survey asked partici-
pants to indicate: “How you believe the presence (versus the 
absence) of a clawback provision likely would affect audi-
tors’ assessment of an audit client’s (1) Engagement risk, (2) 
Control environment, (3) RMM, (4) Substantive tests, and 
(5) Restatements?” Participants indicated their responses 
to these five questions using scales with points labeled as 
follows: 0 = “Significantly decrease,” 5 = “No effect,” and 
10 = “Significantly increase.” As shown in Table 7, Panel 
A, the responses to these five questions were not signifi-
cantly different from the midpoint (i.e., “No Effect”) (all 
p’s > 0.10). This shows that when asked to think about 
the effect of clawbacks on an audit engagement, audit 

professionals do not believe clawbacks affect their judg-
ments in these five areas.

In addition, in an open-ended question, these same AAG 
panel members were given the opportunity to write down 
qualitative information about how they believe an execu-
tive’s clawback policy could affect the audit engagement. 
Of the 16 AAG members, 13 provided qualitative responses, 
showing that they were actively engaged in the expert panel. 
The responses to this open-ended question are in Table 7, 
Panel B. The consensus of the expert panel is that clawbacks 
are an important part of improving a company’s control 
environment (e.g., see quotes 2 and 12), but that any effects 
would probably be captured by or contingent on other risk 
factors (e.g., see quotes, 3, 8, 11, and 13). Panel members 
also uniformly believed that auditors would not compromise 
their ethics by being less likely to propose a restatement in 
the presence of a clawback (e.g., see quotes 1, 2, 7, and 12).

Auditor Interviews

In addition to the surveys, we interviewed three audit part-
ners (one from a Big 4 firm and two from non-Big four firms) 
about the effects of clawbacks on auditors’ risk assessments 
and restatement recommendations. Three co-authors were 
present for all of the interviews, one of which took notes. 
The interview started by asking about their knowledge of 
clawbacks, and all interviewees indicated familiarity and 
related experience. We then asked about the effects on risk 
assessments and restatement recommendations, respectively, 
with follow-up questions as necessary. The results for risk 
assessments were generally consistent with the expert panel. 
Specifically, any effects of a clawback provision would prob-
ably be captured by or contingent on other risk factors. One 
interviewee noted that clawbacks might reduce risk assess-
ments more for higher risk clients, but also noted that might 
not be the case if management integrity is in doubt. He 
explained that unethical managers, who are going to mis-
state financial performance to earn a bonus, are going to 
do so regardless of a clawback provision due to their lack 
of integrity. In other words, if managers are willing to risk 
civil and criminal penalties, they will also be willing to risk 
having their compensation clawed back. All interviewees 
consistently indicated that clawbacks would have no effect 
on restatement recommendations. They stressed that audi-
tors have strong ethics, and more importantly that there are 
quality control mechanisms in place to prevent auditors from 
behaving unethically. For example, one partner stressed that 
for all circumstances in which an audit engagement team is 
considering the need to restate prior years’ financial state-
ments, technical specialists in the firm’s national office, who 

26  By natural between-participants setting, we are conveying that, for 
any given audit engagement, auditors will make judgments either in 
the presence or in the absence of a clawback agreement, but not both.
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have no contact with the client in question, are consulted and 
have significant input into the final restatement decision.27

Conclusion

Results of our three experiments and qualitative methods 
indicate that there is not a negative relationship between the 
presence of clawback provisions and auditors’ likelihood 
of recommending a restatement upon the discovery of a 
potential accounting misstatement (i.e., we find no effects 

of clawback policies on auditors’ ethical decision-making). 
Further, we find some, but far from conclusive, evidence 
that the presence of a clawback may decrease auditors’ risk 
assessments. Therefore, future research is needed to more 
fully understand the effects of clawbacks on risk assessment.

We find the lack of results for auditors’ propensity to 
restate is due to auditors perceiving greater accountability 
for proposing restatements when doing so could cause man-
agers to forfeit previously received incentive-based compen-
sation (i.e., in the presence of a clawback). However, another 
potential feature driving our lack of results is that the deci-
sion to propose a restatement may just be too important to 
be influenced by a clawback, as the risk to the audit firm is 
too great to avoid proposing a restatement. Although this is 
consistent with our qualitative evidence where interviewees 
stressed strong quality control mechanisms over the restate-
ment process, additional research, particularly regarding the 

Table 7   Results—Expert panel survey

a Comparisons of each mean were made versus the midpoint of the scale (5 = “No Effect”)

Panel A: panel members were asked to indicate, how you believe the presence (versus the absence) of a clawback provision likely would affect 
auditors’ assessment of an audit client’s (1) engagement risk, (2) control environment, (3) RMM, (4) substantive tests, and (5) restatements?” on 
the following scale: (0 = “significantly decrease,” 5 = “no effect,” 10 = “significantly increase”)

Topic N Mean SD T statistica df p valuea

 (1) Engagement risk 16 4.875 1.576 0.317 15 0.755
 (2) Control environment 16 5.688 1.611 1.707 15 0.108
 (3) RMM 16 4.781 1.549 0.565 15 0.580
 (4) Substantive tests 16 5.188 0.834 0.899 15 0.383
 (5) Restatements 16 5.344 2.166 0.635 15 0.535

Panel B: quotes from the expert panel

1. “I think the absence of the provision would increase scrutiny in all areas listed above. I think the clawback has to have impact on conscious of 
auditor; however believe the auditor would make the ethical call 9/10.”

2. “It would appear that this provision would enhance the tone/ethics/control environment, however, ultimately, does not reduce the testing, 
protocols/materiality considerations of engagement risk. One would hope that this would drive greater scrutiny/commitment to accuracy inside 
the entity.”

3. “For clients with performance based compensation, whether with clawback or not, this is already factored into our risk assessments and audit 
plan.”

4. “Audit procedures could be enhanced to evaluate entity level controls associated with measuring “tone at the top.”
5. “This provision should have minimal effect—if an actor will engage in risky behavior the clawback will have minimal impact/consideration.”
6. “Understand and/or be aware of the personal implication of a restatement.”
7. “From my past experience in auditing, I don’t feel the clawback provision would impact planning or performance of the audit.”
8. “I don’t feel a clawback would have any more impact than the general impact of executive incentive compensation. The presence of which is 

always considered.”
9. “The interaction between management and auditor. The role the audit committee plays.”
10. “If the same individuals exposed to the clawback clause were key same individuals responsible for areas of judgment or control owners, this 

would impact audit. If were separate, would have less of an impact.”
11. “Clawbacks are evaluated as a risk. In any amount, but for public companies, would still be considered when designing and executing tests of 

controls similar to any risk.”
12. “While I believe it is great compensation governance to have a clawback in place, I do not believe it significantly impacts what external audi-

tors do.”
13. “The list of issues for risk is significantly more than that one risk. Clawback has some impact but definitely not impacting the whole risk 

environment.”

27  While experiments can capture non-conscious effects of clawbacks 
that expert panels and interviews likely would not capture, we believe 
it is important to have both the experimental data and our qualitative 
analysis to understand more fully whether the presence of clawbacks 
influences auditors’ conscious and non-conscious judgments.
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effects of clawbacks on auditor–client negotiations around 
restatements, is needed before reaching more definitive 
conclusions.

Our results have important policy implications for regula-
tors. We investigate critical unanswered questions about the 
effectiveness of a key SOX provision that was implemented 
over 15 years ago. Specifically, we examine whether the 
clawback provision impairs auditors’ ethical behavior. Our 
results suggest that a decrease in the number of restatements 
in a clawback environment will not be due to auditors act-
ing unethically to appease management. These findings will 
be particularly comforting for regulators as Pyzoha (2015) 
finds evidence that clawbacks might actually decrease ethi-
cal behavior by increasing executives’ opposition to restate-
ments. Thus, our study suggests that, despite clawbacks 
likely leading to greater opposition to restatements from 
managers (Pyzoha 2015), such policies likely will not ulti-
mately lead to fewer restatements due to auditors’ judgment 
and decision-making. As regulators work to finalize the 
revised SOX clawback provision in the Dodd-Frank Act, 
results of our study suggest that regulators can have some 
comfort that the provision will not alter the ethical behavior 
of auditing professionals.

Our results also have important implications for audi-
tors and practice. To our knowledge, we provide the first 
systematic evidence of how clawbacks influence auditors’ 
judgments and decision-making. The effect of clawbacks 
on auditors’ restatement recommendations is of particular 
interest due to its strong ethical implications and the fact that 
restatements often result in adverse economic consequences 
(Palmrose et al. 2004). We find clawbacks strengthen auditor 
accountability for higher-quality financial reporting mitigat-
ing any deleterious effects on auditors’ ethical judgment. 
We also find some evidence that clawbacks can influence 
auditors’ judgments during risk assessments. Collectively, 
our findings have important practical implications as claw-
backs become more prevalent, particularly in light of the 
revised SOX clawback provision being finalized from the 
Dodd-Frank Act.

Our study is subject to limitations beyond those typically 
associated with experimental research, thereby creating 
opportunities for future research. Most importantly, we only 
examine the effect of clawbacks on two measures of auditor 
judgment. As such, clawbacks could have significant effects 
on other facets of auditor judgment and decision-making. 
For instance, it is possible auditors may be more willing 
to concede during the restatement negotiation phase, or 
perhaps be more likely to propose current year adjustments 
in the financial statements to avoid future negative public-
ity of a clawback and restatement. We also only examined 
one threat to auditor independence. Thus, although client 
importance did not interact with the presence or absence of 
a clawback policy, the effects of clawbacks could depend on 

other independence threats (e.g., provision of non-audit ser-
vice, long auditor tenure). Future research needs to examine 
these possibilities. Additionally, our Experiment 3 finding 
that clawbacks decrease RMM assessments is inconsistent 
with our qualitative evidence where auditors believe that 
there would not be an effect. As we believe that this pattern 
is due to non-conscious effects in our between-participants 
design that would not be captured in surveys/interviews (cf. 
Reffett 2010; Griffith et al. 2016; Pyzoha et al. 2017), future 
research on clawbacks (and behavioral research in general) 
should consider employing expert panels and/or interviews 
to further inform results from between-participants experi-
mental settings designed to support theoretical predictions 
regarding the presence of non-conscious effects.

Our study is also subject to the limitations associated with 
studies that fail to support their hypotheses (e.g., the role 
of experimental design choices). Although we have tried 
to diligently address these concerns across three separate 
experiments and multiple forms of qualitative evidence, it is 
impossible to completely rule all of them out. Importantly, 
these concerns provide opportunities for future research. 
First, using a long-term, low-risk client could have inad-
vertently suppressed the prominence of a clawback policy 
as a potential risk factor to consider. Future research could 
explore the influence of clawbacks on a client with moder-
ate or higher risk factors. Second, the manipulation may be 
strengthened if presented in change form where the company 
(1) adopted a clawback policy and did not have one in the 
previous year, (2) retained the same clawback policy from 
the prior year, and (3) did not adopt or already had a claw-
back policy. Despite having some comfort in the strength 
of the manipulation via the manipulation checks and the 
significant effect of the clawback policy on other measures 
(e.g., the accountability measure), future research should 
consider ways to strengthen the manipulation of clawback 
policies such as using a change format. In light of these limi-
tations, we agree with Lindsay and Ehrenberg’s (1993) view 
that no result papers can still make important contributions 
as long as they are “scientifically informative.” Accordingly, 
we believe our study contributes to the literature by using 
an appropriate research design to address important unan-
swered questions about a key SOX provision.
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